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Preface

This study of Netherlands aid to the sugar sector is part of a wider evaluation study
on the impact of Netherlands development assistance to Tanzania over the past
ten years. Netherlands aid to the sugar sector in Tanzania dates back to the early
1970s. The programme is one of the longest-standing and largest project activilics
within Netherlands bilateral aid. It has also been one of the most controversial
activities in development cooperation with Tanzania,

This study attempls to assess the impact of Netherlands aid on the development
of the sugar sector. Two phenomena are of particular importance in reviewing the
effectiveness of Netherlands aid. Firstly, in the early 1980s, a shift took place in
the type of aid granted to the sugar industry, namely from a project (o a sector
approach. Moreover, the Netherlands became Tanzania’s only major donor in the
sugar sector. Secondly, in the mid-1980s, Tanzania accepted a structural adjust-
ment programine intended to restore the basis of a market-oriented economy after
a period of strong state domination, The drastic change in Tanzania’s development
policy had important consequences for the sugar sector. This report can therefore
also be regarded as a study of the effects of structural adjustment at the scetoral
level,

The report consists of four parts: context; Netherlands assistance: evaluation
findings; and conclusions and recommendations.

Part One provides information about the world sugar situation as a general back-
ground to the Tanzanian sugar industry (chapter 1); it gives a historical overview of
Tanzania’s sugar policy (chapter 2); and it describes the main characteristics and
trends in the production of sugar in Tanzania (chapter 3).

Part Two focuses on Netherlands development assistance to the sugar sector. In
chapter 4, Netherlands policy on the sugar sector is reviewed. A distinction is
made between policies in the 1970s and the 1980s and thosc for the 1990s. The
next chapter (5) deals with the implementation of the Netherlands aid programme
to the sector. Three main types of aclivilics are described: investment and
rehabilitation projects; management assistance; and commeodity import support.
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In Part Three, the main evaluation findings arc presented. In chapter 6, the overall
performance of the sugar sector is reviewed. In this chapter, the following issues
are discussed: cane preduction; utilisation of the processing capacity; and financial
and economic performance. In chapter 7, an assessment is made of the efficiency
of Netherlands aid. In this chapter, questions are raised with regard to the choice
of technology and the management of aid. 1n chapter 8, the impact of Netherlands
aid is evaluated. This assessment is based on the lollowing three policy issucs:
cconomic self-reliance, poverty alleviation, and sustainability,

In Part Four, the main conclusions of this sector study arc summarised on the basis
of a number of key questions (chapter 9). Chapter 10 discusses the policy options
for Netherlands aid to the sugar sector in the coming years,

The evaluation was directed and coordinated by Jan Sterkenburg (University of
Ulrecht) and Arie van der Wiel (Operations Review Unit), Although many other
individuals have contributed to the evaluation study, IOV bears sole responsibility
for this report.

Director IOV
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Summary of main findings

1. World sugar situation
Sugar market

During the past 20 years, i.e. the period of Netherlands support to the Tanzanian
sugar industry, a number of crucial changes have influenced the world sugar
situation.

This period has been characterised by a sharp expansion in output, a relative
decline in sugar consumption caused by the development of artificial sweeteners,
and a decreasing proporlion of world sugar production traded on the free market.
Of the 100 million tons of sugar which are annually produced at present, about
75 percent is consumed domestically. The pereentage entering the free market is
around 20 percent, and 3 percent is covered by special arrangements and bilateral
agreements,

The price of sugar has shown a high degree of volatility over the past 20 years.
A major factor influencing the price level is the volume traded in the free market,
Since a large proportion of world production is not traded al all, and a substantial
percentage of what is traded does not enter the (ree market, unexpected shortfalls
or surpluses can Icad to major price fluctuations, Another factor affecting the price
level is dumping, which is practised by a number of sugar producers such as the EC
in order to dispose of their surpluses,

Almost two thirds of world sugar is now produced by developing countries.
Compared to the early 1970s, their share has increased with about 20 percent. The
expansion of sugar production in developing countrics has heen especially high in
Asia. Butin Africa too, cane production has increased substantially. Between 1970
and 1990 production in Alrica almost doubled, and now amounts to approximately
10 percent of total world production.

The sugar sector in aimost all countries is characterised by a high degrec of
government intervention, chiefly through various forms of price control, affecting
both consumer and producer prices. The effect of government intervention has
been the creation of atomised markets in which domestic costs and prices bear
little relation to international market conditions.
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Organisation of production

The dominant sugar cane production system, notably in Sub-Sahara Africa, is
that of the plantation which combines cane cultivation wilh sugar processing. In
several countrics, the plantations make use of cane produced by individual peasant
farmers in the direct surroundings, so-called outgrowers. The cxtent of smaliholder
participation in production depends on a number of factors, of which the adequate
and timely supply ol canc to the processing plants is a crucial one. Sugar cane
must be milied within two days of being cut, or it quickly loses its sucrose content,
This puts a high demand on the efficient organisation of the production and
transportation of sugar canc. A shift further than 50 percent of total production to
outgrowers is usually not welcomed by factory management. An exceptional case is
the Mumias scheme in Kenya, where the outgrowers’ supply of cane to the factory
is approximately 90 pereent, In sugar processing, the capital-intensive, modern
technology—the so-called vacuum-pan sulphitation (VPS) system—is by far the
most widely used technology in all the major cane-sugar producing countries. Tt is
estimated that more than 90 percent of the total world cane output is processed by
VPS systems. The more labour-intensive open-pan sulphitation technigues (OPS)
are mainly used in Asia, in particular in India.

2, Tanzania’s sugar policy
Policy environment

During the years immediately after independence, ie. in the period 1961-1967,
Tanzania retained the free market economy it had inherited from the colonial
period. In the agricultural scctor, commercial private estates and progressive
smailholders were encouraged, and agricultural production was oriented towards
export promotion. A fundamental re-orientation of Tanzania’s development policy
was announced in the Arusha Declaration of 1967. In that year, th¢ Tunzanian
leadership officially set the country on a course of socialism and self-reliance. Self-
reliance implied that the country would rely on its own resources to develop the
economy and that the role and significance of foreign aid would be reduced, Tt also
meant state control over the main scetors of the economy.

Economic growth slowed markediy after the Arusha Declaration, The trade
deficit steadily worsened, resulting in a severe foreign exchange crisis, which led
to quantitative import restrictions including the introduction of an ali-embracing
import licensing scheme.

Until the early 1980s, Tanzania considered the cause and extent of the economic
difficuities to be principally due 1o exogenous factors rather than domestic policies,
The oil crisis, the subseguent world recession and the consequent deterioration
of the prices of lanzania’s major export commodities were seen as the main
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causes of the economic crisis. This view was endorsed by the donor community,
including the World Bank, as Tanzania was given extensive development aid
without the condition of policy reforms. In the late 1970s, donors gradually
became more critical; they argued that however important external causes might
have been, defective internal policies and institutional weaknesses were important
contributory causes lor the crisis. Differences of opinion between Tanzania and
the donor community about the need for economic reforms caused a decrease of
foreign aid. In the early 1980s, aid levels dropped from about US $ 700 million
to less than US$§ 500 million in 1985. The reduction in forcign ald coincided
with a substantial decline in export revenues, and therefore contributed to the
aggravation of the economic crisis.

Since the mid-1980s, Tanzania has taken drastic economic reform measures, The
structural adjustment policy was intended to restore the basis for a market-oriented
economy after a period of strong state domination. This policy emphasised
a series of devaluations of the national currency, liberalisation of the pricing
system, the privatisation of the industrial sector, and a general reduction in state
intervention in the economy. These policy reforms have been accompanied by
an expansion of foreign aid to about one biltion US$ annually at the end of the
1980s.

Sugar production system

After independence, Tanzania embarked upon an ambitious plan to expand its
sugar production. In so doing, it opted lor a system of cstate production with
a highly capital-intensive and relatively complex modern processing technology.
This type of technology was expensive and strongly dependent upon imports
and expatriate technical and managerial expertise. There was litlle atlention for
alternative systems of production and processing technology. The choice of a
large-scale production system with modern technology was based mainly on two
considerations. First, the VPS technology is cheaper in terms ol production costs
because of the much higher sugar exiraction raies. Second, the required short
time hetween cane cutting and processing puts a high demand on an efficient
organisation of production, which is best achieved through the plantation system.
In addition, the Tanzanian government had a strong political preference for
modern large-scale agricultural production systems. ‘fanzania shared this pref-
crence with many developing countries during the 197)s. Furthermore, the bias
towards import-intensive technology was stimulated by the financial conditions
imposcd by donors tying supplies to their own manufacturing industries.
Although the estate form of production had a high priority in Tanzania’s sugar
development policy, a substantial contribution by outgrowers to total output had
been planned from the outset, varying from 30-30 percent between the various
estates. Qutgrower sugar cultivation was scen as an important instrument in raising
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the incomes and the standard of living of the farmers in the rural areas surrounding
the cstates.

The choice of a large-scale production system with modern processing technology
had important consequences lor the sugar industry and for the country’s economy
in general in three related fields. First, it substantially increased the country’s
import requirements, despite its graduaily deteriorating foreign cxchange position.
Second, it enlarged the need for expatriate technical and managerial skills. And
third, it created a need for the training of local staff at various levels.

Since the late 1960s the sugar industry wus gradually brought under government
control. The cstates were nationalised or the government acquired majority shares.
Moreover, the Sugar Development Corporation or Sudeco was established in 1974
as a holding parastatal to promote the development of the sugar industry, to
monitor Lthe production performance, and to arrange for the distribution of sugar
over the country.

Pricing and marketing

During the past 20 years, the Tanzanian sugar industry has been characterised by
a high degree of government intervention in price setting and distribution. Prices
were cstablished by the government for each stage of the marketing chain. Annual
fixing of the ex-factory and consumer prices of sugar was a cumbersome procedure,
chiefly because sugar was a politically sensitive product. The policy was based
primarily on the principie of protecting the consumer from too high a price. In
the price setting procedure the factories usually had to give in most. This resulted
in consumer prices below production cost levels, especiaily during the 1980s. The
low ex-factory price also had an unfavourable effect on outgrowers’ production,

The growing disparity belween supply and demand resulting from relatively low
consumer prices and stagnating domestic production levels forced the government
to introduce a rationing system whereby target groups and arcas were allocated
specific quotas. The distribution of sugar was put in the hands of Sudeco. Its
distribution among the three main categories of consumers was roughly as follows:
20 percent went to industrial users, 50 percent was allocated 1o Dar ¢s Salaam, and
the remaining 30 percent was distributed among the other regions, Considerable
differences between quotas and actual distribution have been observed; large
quantities of sugar were sold on the open market at higher prices than the official

. one. In the rural arcas, the actual price was morc than twice as high as the official
price.
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Sectoral reforms

The structural adjustment policy introduced in 1986 led to important changes in
the sugar sector policy. The main changes were:

(H

(4)

The estates” improved access to foreign exchange, chiefly in the form of
retention menceys from sugar exports. In 1986, the sugar industry was allowed
to retain its entire cxport earnings to finance the import of both inputs and
capital equipment. Annually, the sugar industry exports 10,000 tons of sugar
to the EC under the T.omé Convention.

Improvements in the estates” de facto autonomy in the framework of parastatal
reforms. This meant a reduction of Sudeco’s role and drastic changes in the
regulations governing the estates’ personnel policy. These regulations covered
conditions of employment, restrictions on hiring and firing, levels of wages and
salaries and procedures for promotion, These bureaucratic procedures limited
effective management along commercial lines.

A liberalisation of imports and domestic trade arising from the abolition of
Sudeco™s monopoly position, and a larger role for private traders. 1n April
1992, the Government of Tanzania decided to deregulate sugar marketing and
to abolish the pan-territorial pricing system. Under the present arrangement,
private traders can purchase sugar either directly from the estates or from
Sudeco’s Dar es Salaam-based go-down at a price arranged by Sudeco and
the government.

Increases in ex-factory prices to facilitate economic operations. Since 1988,
Sudeco and the sugar companies have obtained the authority to determinc
producer prices on the basis of projections of production costs and desired
profit margins. In this way, the ex-factory price covers the full costs of
production and reinvestment requirements. Sudeco discusses these prices with
the government to arrive at the neeessary consumer prices after adding the
taxes, levies and marketing margins, As a result of these increases, consumer
prices multiplied sixfold to Tshs 155 in 1990 and ‘Ishs 185 in 1992, The new-
price setting system has been accompanicd by more regular payment and a
better system of sugar removal on the part of Sudeco and, consequently, by an
improvement in the companies’ liguidity position.

The sugar pelicy changes associated with the introduction of Tanzania’s ceonomic
recovery programme during the latter half of the 1980s have brought about an
obvious improvement to the situation: sugar production has increased substan-
tially since the beginning ol the 1990s, outgrowers have increased their share in
total output because of higher prices, and factorics have increased their capacity
utilisation. The improvement in performance has also resulted in the strengthening
of the companies’ financial position,
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3. Sugar production in Tanzania
Estate production

The Tanzanta sugar industry consists of five sugar factories and estates, owned by
four companies, TPC Limited, the Kilombero Sugar Company, Kagera Sugar Lim-
ited and the Mtibwa Sugar Estate. The Kilombero Sugar Company operates two
estates and factories. A holding corporation, the Sugar Development Corporation
holds 100 percent of the shares in Mtibwa, TPC and Kilombero, and majority
shares in Kagera.

Plantation white sugar production started in Tanzania near Arusha in the carly
1930s, when the ‘langanyika Planting Corporation { TPC) was cstablished. TPCwas
operated by private Danish interest until the end of the 1970s when it was taken
over by the Government of Tanzania. From the outset TPC was an irrigated estate
in a rather dry area, where rain-fed smallholder cane could not be grown, In the
1950s, another new private estate was opened at Kagera in the West-Lake region
by the Grewal Singh family. At the time of independence in 1961, these were the
only two sugar factories in the country,

Plans devised during the colonial period to expand sugar production were
adopred after independence, and two new estates were developed during the early
1960s in the Morogoro region: one at Kilombero by an international consortium
and one at Mtthwa by the Madhvani Group. As a result of this, sugar production
went up steadily during the 1960s, from approximately 40,000 to 80,000 tons
per annum. The production increase during the 1970s was less spectacular, and
moreover showed significant fluctuations. The average annual output in this period
was arcund 100,000 tons. During the 1980s, there was hardly any output growth,
The average output in this period was just over 100,000 tons. In the years since
1985, sugar production has even fallen to levels below 10,000 (ons. Production
showed a healthy recovery to over 110,000 and 120,000 tons in the period 1990~
1992.

Olutgrowers production

In the implementation of government policy, the outgrowers received little atten-
tion and support. Both Sudeco and the eslate managers, including the foreign
advisors, doubled the potential role assigned to the outgrowers. Their main
arguments were the outgrowers’ alleged lack of reliability in the supply of cane,
their inability to provide the required crop husbandry standards, their reluctance
to accept extension advice, their preference for food crops, and their low price
responsiveness. The outgrowers’ actual role was discouraged by the low ex-larm
prices and the inadequate services provided by the estates, which needed all their
resources (o maintain their own output levels during the 1980s,
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The production of outgrowers’ cane was limiied to Kilombero and Mtibwa.
Their share in total output fluctuated from 15-20 percent in the 1960s and 25-30
percent in the 1970s, after which it decreased again to some 15 percent during the
1980s. The price increase of the 1990s brought about a sharp rise in the outgrowers’
production as a result of both acreage expansion and higher yield levels.

4. Netherlands aid policy

Netherlands involvement in the sugar sector dates back to the 1960s. In this period,
Netherlands participation was financed through export credits. Development
assistance started in the 1970s, In the Netherlands assistance to the sugar sector,
three periods can be distinguished: a period in which aid was used for the expansion
of the production capacity i.e. the 1970s; a period in which emphasis was primarily
put on improving capacity utilisation, i.e. the 1980s; and the period in which the
rchabilitation of the sector in order to establish a self-reliant industry is the central
focus, L.e. the 1990s.

Feriod of expansion: 1970s

During the 1970s, Netherlands aid to the Tanzanian sugar industry was not bascd
on a coherent policy plan. At that time, bilateral negotiations between the two
countries had a clear project orientation. Explicil policy objectives had not been
formulated for the sector as such by the Netherlands, and a large-scale approach
to the expansion of the sugar industry had not been a subject of discussion. Aid
was primarily made available for the expansion ol sugar production. About two
thirds of Netherlands aid in this period was provided for the extension of the
produclion capacity at Kagera and Kilombero. Decisions about Netherlands
assistance to the sector were based chicfly on agro-technical reports and feasibility
studies carricd out by HVA, which was already involved in the implementation of
a number ol projects. The fact that the consultants had a vested interest in project
implementaticn in the sugar industry may have contributed (o its optimistic view
about project results. In addition, a generally positive attitude towards Tanzania’s
development strategy and its policy of self-reliance had a favourable impact on the
decision to assist the sugar sector.

Period of consolidation: 1950s
During the 1980s, the general objective of Netherlands development assistance

to the Tanzanian sugar industry was twofold: to maintain and make effective use
of existing domestic production capacity; and to contribute 1o the localisation of
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management in the sugar sector. The emphasis was co management support to
two of the four estates (Kilombero and Mtibwa}, and the supply of spare parts and
inputs through commodity import support (CIS) to all estates.

In some other respects, 1980 was a turning point in Netherlands assistance to
the sugar scctor. From that year onwards, the Netherlands, in cooperation with
Sudeco, commissioned a series of studies covering various aspects of the sugar
sector as a whole. The aim of these studies was to obtain a deeper understanding
of the economic problems of the sector, to provide assistance for Tanzanian policy
fornulation, and to identity the various options for Netherlands support. The
identification of policy options became particularly important after the withdrawal
of the two othcr major donors, the World Bank and Denmark. The studies
differed from the agro-technical studies on the individual estates carried out in
the 197Us and led to a more concrete formulation of policy objectives and policy
conditions. This stricter Netherlands position complicated the bilateral talks, but
also intensified the dialogue between the two countries. Tt also caused delay in the
implementation of activities in the scetor, since Tanzania obviously needed time to
find sufficient domestic political support for the required policy changos.

Feriod of rehabilitation: 1990s

During the 1990 bilateral talks with Tanzania, the Netherlands expressed its willing-
ness to support the rehabilitation plan for the sugar sector. The general long-term
objective of assistance was to contribute to the restructuring and economic self-
reliance of the Tanzanian sugar industry. The more specific objectives were the
rehabilitation of the three main sugar plantations and factories (TPC, Kilombero
and Mtibwa), the privatisation of the three companies, which should lead to a
more ¢fficient production of cane and processing of sugar, the expansion of the
production and processing capacily by some 45,000 tons per annum, an increasc
in the number ol outgrowers and their output of cane, and a more commercial
distribution system for sugar.

The main considerations for Netherlands support were the recent changes to
Tanzania’s sugar policy, resulting in a better outlook for the future economic and
financial viability of the industry, and the long history of Nethertands support to
the sector which could be successfully completed by the present rehabilitation. A
phased implementation ol the rehabilitation plan and a gradual privatisation after
rehabilitation were crucial pre-conditions for Netherlands assistance.

The plan for the rehabilitation of the sugar industry was based on the NEI
sector feasibility study and the second-opinion studies of another three consul-
tants. ‘The total foreign exchange costs of rehabilitation were initially estimated
at US$ 103.2 million (1988 dollars), of which about 36 percent went on invest-
ment and some 04 percent on operating costs. The Netherlands contribution to
rehabilitation was sct at one-third or a maximum of US § 38 million.
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5. Implementation

Total Netherlands development assistance to the Tanzanian sugar industry during
the period 1980-1991 amounted to DAl 152 million (approximately US $ 75 mil-
lion). Together with the assistance provided during the 1970s Netherlands support
to the sector adds up to Dft 260 million. With almost 20 percent of the total
bilateral aid flow, the sugar industry was not only the largest single sub-sector in
the Netherlands development cooperation programmie with Tanzania, but also the
longest-standing and largest Netherlands project activily in Africa.

In general, Netherlands aid to the Tanzanian sugar industry can be categorised
under three broad headings: investment activities, institutional support including
management assistance and training, and commodity import support. Distribution
among these three categorics was roughly as follows: investment activities 40
pereent; institutional support 40 percent; and commodity import support 20
percent. With almost 5t percent of all assistance, Kilombero was by far the most
important recipient, followed by Kagera and Mtibwa, cach with about 15 percent.
The remaining 20 percent was for TPC, Sudeco and the National Sugar Institute,

fnvestment activities

During the 1970s, investment activities with regard to the expansion of production
were focused on two cstates in particular, Kagera and Kilombero.

The first project supported by Netherlands development aid to the sugar sector was
the expansion of Kilombero H. This project consisted of two parts: the construction
ol a lactory with a capacity of 2,400 tons of cane per day; and the development
of a sugar estate of approximatcly 3,000 ha, of which 3,000 ha would be under
irrigation. The project costs were estimated at US $ 55 million and the financing
was sharcd between Tanzamia, the World Bank, Denmark and the Netherlands.
The Netherlands’ contribution amounted to US$ 11 million or 20 percent of
the total costs and was meant for lactory construction. A fixed price, turnkey
contract was awarded (o a Dutch tirm (Stork/VMEF) for the factory building, milling
machinery, cane intake, steam and power generation plants. The construction was
supcrvised by Kilombera’s managing agents (HVA) under a separate contract and
also financed by the Netherlands. The execution of the project started in 1974 and
the factory was completed in 1976.

Netherlands involvement in Kagera started in the early 1970s, Feasibility studies
were carried oul by HVA in 1972 and by Bookers in 1976. Total project costs were
estimated at US § 40 million. Loans for the implementation were made available
by India, the Bank of Abu-Dhabi and the Netherlands (US $ 10 million). With
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Netherlands assistance the factory construction was financed (insurance and trans-
port costs of the machinery, the civil works and instatlation) and the development
ol the cstate, The estate expansion part of the contract was awarded to HVA. ‘The
factory was supplicd by an Indian firm. Implementation ot the project started in
1977 but came 10 a standstill when the war with Uganda broke oul in 1979, bt was
resumed after the war in 1980, and in 1982, the factory was completed. In 1981, a
NEI review mission raiscd serious doubts about the viability of the whoic Kagera
project. Although Sudeco initially disagreed with the conclusions in the NEIi
report, the Netherlands decided 1o withdraw further assistance to Kagera in 1984,

Netherlands assistance to Mtibwa was made available for the expansion of the
factory from 1500 ted to 2000 ted, The Netherlands contribution amounted to
Dil 8.25 million and funds were mainly used for the purchase of machinery and
equipment and for design and engineering. The Tanzanian conteibution covered
the civil engineering works, including the construction of the building. The project
was implemented between 1982 and 1986,

Instinitional development

Netherlands support for the institutional development of the sugar industry took
three distinel forms: support for the National Sugar Institute, the provision of
scholarships for overseas training, and management assistance.

Support for the National Sugar Institute (NST) started after a study of the man-
power situation in the sugar industry by HVA and BMB in 1972, Preparations for
the establishment of the NSI began in 1974, The actual construction started much
later than planned hecause ol different views about the design. The construction
activities comprised an administration block, cight teaching rooms and a labora-
tory, a block with eight separate workshops, two student hostels and staff houses.
Netherlands aid was made available for both the construction of the buildings
and the purchase of teaching equipment. In addition to aid for the physical
infrastructure, assistance was provided for the management of the institute. The
total amount spent on this activity was about Dl 30 million,

The second form of institutional support was the provision of scholarships for
overseas training. Between 1983 and mid-1986, 79 traineeships were linanced by
the Netherlands, moest of which were in the technical field (sugar engineering and
sugar processing). Management training was another important tocus of attention
with an average number of 18 trainees per annum up to 1989,

Since the mid-1970s, management assistance has been provided as part of Nether-
lands aid to three of the four estates. Initially, this type of assistance was only
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given to Mtibwa (1975-1990) and Kilombero (1977-1992), Later on, management
assistance was alse provided to Kagera (1979-1984). Since the early 19G0s,
Netherlands consultancy agencies had been involved in the management of the
Kilombero estate. Before the mid-1970s, management contracts were financed
directly by the companies. When Tanzania began to have serious foreign exchange
problents, it more or less naturally turned to countries already involved in the sugar
sector on a commercial basis to provide financial support. The lotal amount spent
on management assistance was just over Dfl 70 million, distributed among the
three estates as follows: Kilombero DA 38 miltion; Mtibwa Dl 22 million; and
Kagera D112 million. In the initial period (1975-1979) all seconded staff took on
management or operational functions. In the period 1980-83, the seconded stafl
also included field and workshop experts. From the mid-1980s onwards, experts
in agricultural ficld operations were withdrawn and replaced by local staff. After
1988, the scconded staff was limited to the factory and workshop. Their positions
were changed to advisory ones, and on-the-job training became an important
component. Since 1992, management has been fully localised, and no management
support is provided any more.

Commuodity import support

Commodity import support (CIS) for the sugar sector was made available from
1981 onwards, when the Netherlands contributed DA 22 million to the Agricultural
Export Rehabilitation Programme earmarked for the import requirements of the
four estates. The bulk of this import support was spent in 1982 (Dfl 16 million),
aftcr which Netherlands CI1S to the sugar sector fluctuated at around DI 5 million
per annum. At the end of the 1980s, it was decided to gradually shift Netherlands
programme aid from an adninistrative altocalion mechanism to a more markct-
oriented allocation system, i.¢. the Open General Licence (OGL) facility. Tn 1992,
CIS was no longer made available directly to the sugar sector and all programme
aid was channelled through the OGL.

The total amount spent on CIS was slightly more than Dl 50 million, distributed
as follows among the four estates: Kilombero DI1 22 million; TPC DAl 14 million:
Mtibwa Dfl 12 million; and Kagera Dfl 3 million. It was mainly spent on the
purchase of machinery, spare parts, transport equipment and agricultural inputs.
Sudcco was responsible for procurement.
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6. Performance
Production performance

The sugar estates’ actual production levels during the 1980s were substantially
below their processing capacity. The installed capacity at the four companies
amounted to some 230,000 tons on an annual basis. With an average output of
100,000 tons of sugar, capacity utilisation amounted o less than 50 percent. If
Kagera is excluded, where production was extremely low {less than 10 percent) ca-
pacily utilisation increased to about 60 percent. Since 1990, Mtibwa and Kilombero
have shown a significant improvement of their utilisation rate (75 to 80 percent),
The capacity utilisation of TPC went down from 60 to 50 percent.

The main causes ol the suboplimal use of available processing capacity during
the 1930s were threefold: mechanical breakdowns, the maintenance of machinery,
and lack of cane, Low cane ouiput was the result of underutilisation of the
available estate area and disappointing yicld levels. In general, vield levels had
been influenced negatively by three main factors: shortcomings in the irrigation
system which resulted in negligible differences between irrigated and rain-led
cane, the non-availability or shortage of transport cquipment, and deficiencies in
management. In addition to these structural problems, incidental factors had an
unfavourable impact on vield levels in specific years, such as canc discases and
weather conditions.

Financial performance

Total financial production costs for the period 1980-91 are estimated at US § 430
per ton of sugar, including recurrent costs of US § 350 and depreciation of US § 80.
It is estimated that the foreign exchange component in the costs of production
amounted 1o about US § 210 per ton of sugar. For the 1980s, the average ex-factory
price is estimated at US § 390 per ton, indicating that total production costs were
not fully covered. In the peried 1982-86, the ex-factory price levels were even
below recurrent costs. Since 1989, profit margins have improved substantially.
In 1991/92, an ex-factory price of almost US$ 450 was approved, whercas total
production costs in that year amounted to slightly less than US § 400 per 1on,

Cultivation costs constitute the highest share ol the costs of production, on
average about 60 percent, but therce are large differences among the estates. Field
costs are lowest at Mtibwa and quite high at Kilombero. The high field costs at
Kilombero are related to the considerable wage costs, reflecting overemployment.
Factory cosis show [ar less variation among the estates.

With relatively high costs of production and ex-factory prices fixed artificially below
the actual cost of production, the cstates experienced considerable losses for many
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years during the 1980s. At the end of the 1980s, the situation improved drastically
as a result of the increase in the ex-factory prices and a better average capacity
utilisation. Of the four estates, Kagera can be considered a financial disaster; it
continues to produce at a loss and has enormous debts. The Kilombero company
has recently improved its financial position but still has a poor lguidity situation
and a high indebtedness. Lspecially its foreign debt obligations became a major
burden, The financial position of Mtibwa is much better.

Economic performance

The economic analysis evaluales the importance of the investment for the overall
economy of Tanzania. Because of the substantial distortions in the economy during
the 1980s, prices used in the financial analysis often do not reficel the real scarcity
ol production factors, geods and services. [n the economic analysis, distortions
are dealt with, and financial prices are multiplied by conversion factors, For an
economic analysis of the sugar industry, a standard conversion factor of (L5 over the
period 1980-91 has been applicd to local costs; and the opportunity cost of capital
has been assumed to be 10 percent. Under these conditions, the economic costs
of production amounted to US§ 320 per ton over the period 1980-91. As sugar
production in Tanzania is an import substitution industry, the cconomic benefits of
domesiic sugar production can be measured by comparing the economic costs of
production with the import parity price of sugar. The average world markct price
of sugar was US § 250 per ton over the period 1980-91, which equalied a ¢.i.l. price
Dar es Salaam of US $ 335. This means that during the 1980s, costs of production
in the sugar industry were only marginally covered by economic benefits,

It is clear that both the financial and economic rates of return were substantially
lower than expected at the time the cxpansion of the sugar industry was planned
during the 197{s.

7. Efficiency of aid

The efficiency of Netherlands aid to the sugar sector has been assessed with
regard to the choice of the sector, the choice of technology, and the quality of
aid management.

Choice of sector

On the basis of an economic cost benchi ratio, sugar was compared with a number
of other agricullural crops. This comparison showed that, although sugar was not
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the most profitable crop, it was still cconomically attractive for Tanzania to grow
its own sugar, instcad of importing it. Because of the marginal cconomic rate of
return, the World Bank decided to withdraw from the seclor in the early 1930s,
It has been argued, however, that it is nol fair to compare cost prices in 1anzania
with the international market prices, as the world market is considered a dump
market. The OECD has estimated that a full trade liberalisation of the sugar
market would raise the price by more than 30 pereent, ie. to about US $ 450 per
ton.

Most countries, especially developed countries, scll their sugar surpluses on the
world market at a loss. In comparison with other countries, the Tanzanian sugar
industry can be considered as a normal cost industry and even a low cost industry
compared to European beet sugar production.

Choice of technology

Tanzania’s choice of a large scale production system with modern technology,
and Netherlands support for it, were an issue of regular debate during the 1980s.
However, the advice requested did not indicate good opportunitics for alternative
technologies. On the basis of the available information, it is clear that in cconomic
and financial terms, there hardly was an alternative to modern technology to
achicve the desired rapid expansion of ‘Tanzanian sugar production. Not only is
this tcchnology used in 90 percent of the world’s canc sugar production, it is also
cheaper in terms of investment and production costs, Alternative technologies put
a higher demand on land resources with possible unfavourable effects for food crop
production, and have higher fuel requircments, which may create environmental
problems,

Aid management

During the 1970s, aid to the sugar sector was mainiy provided in (he form of
project aid to expand the production capacity of the sugar industry. n addition,
technical assistance was made available to improve management. Because of
the problems with capacity utilisation, gradually a consensus had emerged (hat
a greater proportion of aid should he provided in non-project form. However,
as a result of differences of opinion about Tanzania’s macro-economic policy,
programme aid was not considered opportune any longer. 1t was therefore decided
to provide sector aid, whereby both programme aid, project aid and (cchnical
assistance are combined.

The shift to a sector approach has had a favourable effect on aid management,
The individual activilics could be appraised in a wider sectoral framework, the vari-
ous modalities became inter-connected and mutually supportive, and the feasibility
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studies at the sector level undertaken by independent consultants provided a more
realistic picture of the problems facing the sugar industry.

This partially corrected one of the major deficiencies at the design and appraisal
stage during the 1970s, namely an excessive optimism about financial and economic
rates of return, project completion times, and the recipients resources to establish
a sclf-reliant sugar industry. The sector approach was strongly biased towards
the sugar companies’ economic viability. Non-economic issues, such as poverty
alleviation and target group orientation, were hardly taken into consideration .

A second notable change during the 1980s was the increased flexibility in procure-
ment conditions, For maost of the 1970s, Netherlands aid was almost completely
tied. Al the end of the 1970s, there was a switch to partial untying. De facto,
about 50 percent of the goods and services came from the Netherlands during
the 198i()s. For CIS, this proportion was much lower, namely only 10 percent.
Around 96 percent of C18 supplies came {rom so-called ineligible source countries,
i.e. industrial countries. This policy of untying had a favourable influence on aid
efficiency, especially with regard to standardisation. 1n principle, with regard to the
procurement procedures, the DAC guidelines should have been followed, which
means an open inlernational tendering procedure. In practice, direct negotiations
wete the most common modality of procurement.  Although it is difficult to
assess what this absence of competition has meant for the efficicncy of project
implementation, it is believed that more competition would probably have had a
downward eftect on prices.

8. Impact of aid

The impact of Netherlands aid has been assessed on the basis of the following three
policy tssues: ceonomic sell-reliance, poverty alleviation, and sustainability.

Economic seff-refiance

Netherlands assistance to the sugar sector was primarily oriented towards increas-
ing Tanzania’s economic self-reliance.

In determining the effects on the country’s economy, cne yardstick of particular
importance is the impact of the sugar sector’s development on the balance of pay-
ments. From a macro point of view, sugar production in Tanzania was considered
primarily as an import substitution activity. The main aim of developing the sugar
industry was to reduce import dependence. It appears, that this objective has
been achieved fairly successfully. At present, Tanzania imports approximately
10 percent of its consumption compared 10 50 percent in the early 1960s. The
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domestic production of sugar in Tanzania resulted therefore in substantial savings
in foreign cxchange, i.¢. about US $ 150 million during the period 1981-1991, This
figure is based on the assumption that lower domestic production woutd have been
fully compensated by increased imports, which, of course, is doubtful in view of
Tanzania’s problematic foreign exchange position.

Another yardstick of the economic impact of Netherlands assistance to the sngar
sector is its rentability. In the period 1980-91, the factory utilisation rate fluctuated
around 60 percent of instalted capacity. This percentage considerably exceeded
the average for Tanzania’s manufacturing industries. Assuming that capacity utili-
sation in the sugar industry had been reduced to the 30 percent of manufacturing
industry in general, and that Netherlands assistance in fact doubled the industry’s
capacity utilisation, the rentability rate of the aid flow was 17 percent. ‘Lhis
is quite satisfactory, as il considerably exceeds the opportunity costs of capital.
Therefore, the Netherlands assistance resulted in a successful holding operation
which prevented the total collapse of the sugar industry, and—in this way—it
contributed substantially to the recent output expansion.

Finally, the economic impact of Netherlands aid is evident from its spin off on the
country’s general econontic development. This contribution has been measurced
by the generation of extra government revenue through taxcs, improvements
to the employment situation, and the regional development cffects in the areas
surrounding the estates. For the Tanzanian government, the revenues trom the
sugar industry were quite substantial, being about ten percent of total sales tax
revenue. The above average performance of the sugar industry meant that some
10,000 employees retained their jobs. The regional development effects of the
sugar industry are clearly visible in the areas surrounding the estates in terms of
increased food crop cultivation and sales, other commercial activitics in markets
and shops, higher incomes and improved housing, better communications and
transport services and improved community services.

The conclusion is that Netheclands aid to the sugar scctor contributed clearly to
Tanzania’s economic growth and its self-reliance in sugar production.

Poverty alleviation

In suppert for the sugar sector, poverty alleviation was not explicilly mentioned
as a major objective of Netherlands assistance. Netherlands aid was not directly
oriented towards the poorest. This does not mean that the poorer segments of
the population did not benefit from Netherlands aid. Three categorics of direct
potential beneficiaries of the Netherlands assistance to the sugar sector can be
distinguished: consumers, cstale employees and outgrowers.
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The 'Tanzanian government sees sugar as a basic food item and an important
source of energy in the food supply. The importance of sugar to dictary habits
in Fanzania has been confirmed by studies which indicate that sugar ranks very
high among essential consumer items. Sugar is highly appreciated becausc of its
sweetness, which adds to the palatability of food. However, most nutritionists do
not consider sugar as an essential food item. It is a pure energy supplicr, and
refined sugar does not provide vitamins, protcins or minerals. In the late 1960s,
the plan was to raise consumption from the then 10 kg to 20 kg per capita. This
objective has not been realised; because of a decreasc in imports and disappointing
domestic production, average consumption decrcased to 5 kg per capita in 1991.

The wide disparity belween supply and demand forced the government to
introduce a rationing system, whereby target groups and areas were aiflocated a
specific quota. For political reasons, the quota for Dar ¢s Salaam was very high
in comparison with the other regions, i.c. circa 50 percent of the total volume. In
general, the quola system was disadvantageous for the rural population. In addi-
tion, large quantitics of sugar were sold in the open market at substantially higher
prices than the official one, undermining the government price control regulations.
Recent increases in the oflicial price as a consequence of the reform programme
therefore hardly affected the poor. Sugar was and remains an expensive consumer
good,

The sugar industry is a major emplover, with about 2{,000 workers. About onc
third of the labour force are casual labourers. These scasenal workers are mainly
used for cane cutting. These cane cutters belong the poorest section of the
communily, The work on the estates hardly interferes with the agricultural cycle
in their home areas as they return in time to till their fields, The living conditions
of cane cutters on the estaies gave risc Lo regular complaints in the past, especially
with regard to housing. Since the late 1980s, improvements in the cstates’ financial
positicn had a favourable effect on employment conditions. The number of women
employed by the estates is not very significanl and amounted to approximately 10
percent of the total labour force. Women are especially employed for weeding.

The share of outgrowers in total cane production was considerably lower than
planned. Low cane prices and lack of support from the estates were the main
reasons for this. Recent cane price increases have improved outgrowers’ pro-
duction and their incomes, including those of small-scale producers, Netherlands
assistance has ncver considered oulgrowers as an explicit target group, and little at-
tention has been given to passibilities for the expansion of outgrowers production.
The cultivation of sugar cane by outgrowers did not show (yct) a negative impact
on food supplies because of land scarcity and crop competition. The production
of food crops is primarily in the hands of women and they arc hardly involved in
cane cultivation.
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The conclusion is that Netherlands assistance to the sugar sector contributed only
marginally to the alleviation of poverty in Tanzania. It was difficult to obtain
tor the lower-income groups, only small quantities of sugar reached the rural
arcas, and there was limiled attention for smaliholders’ participation in sugar cane
production,

Sustainability

Sustainability has been defined by the ORECD as a programme’s ability to deliver an
appropriate level of benefits for an extended period of time after major financial,
managerial and technical assistance from an external donor is terminated. In
assessing a project’s sustainability various dimensions or aspects of the coneepl may
play a role, but their relative importance varies according to the type of project. In
this study the emphasis was put on the following aspects: financial, technological,
institutional, and environmental sustainability.

Financial sustainability refers to the extent to which the financing of all present and
future expenditure is secured. The main obstacles to financial sustainability have
been the unfaveurable government policies and Tanzania’s balance of payments
crisis. The former prevented the companies to accumulate adequate resources for
maintenance and rchabilitation, whercas the latter hampered the import of the
most cssenlial inpuls and capilal goods. This boltlencek could not be removed at
the project or micro-economic level.

Recent policy changes have considerably enhanced the potential financial sus-
tainability of the sugar industry. The arrangement for the retention moncys means
that some two thirds of the foreign currency needs for recurrent costs are now
covered by sugar and molasses exports. For the remaining one third the OGL
facility is the principal resource. For rehabilitation investments the sugar industry
remains dependent on foreign aid,

The choice of medern technology complicated not only the financial but also
the institutional sustainability because of the heavy import dependence and the
high demand on management capacities. [nstitutional sustainability has been
pursued through management secondment and various types of training. Initially,
management assistance paid little attention to manpower training. The emphasis
was solely placed upon the increase of production. An evaluation in 1986 on
the manpower situation concluded that job descriptions tended to emphasise the
achicvement of operational tasks {doing the job) and were generally vague on
institutionial development. Experts generally proved to be good technicians but
rather poor trainers. After this critical evaluation report, the in-service training was
explicitly inciuded in the consultant’s terms of reference. The lechnical training
at the NSI and the overseas courses clearly contributed to the localisation of
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manpowcer, especially at the middle-level management. All in all, the various
training activities resulted in the full localisation of management. In addition,
the recent inercases in cane production and capacity utilisation at Kilombero and
Miibwa indicate cfficient management, especially with regard to the organisation
of production.

Cane cultivation did not pose serious environmental problems, Only minor water
pollution problems have been observed when the sale of molasses stagnated. There
are no indications of soil degradation. Sugar canc is a crop with an extensive root
system and with very short fallow periods. The use of herbicides and insecticides
was limited. Because of the high dependence on a single varicty of cane on
the estates there is a growing risk of pests and discascs and consequently of an
increased use of chemicals. Thercfore there is a need for adapted rescarch into
new varictics,

The conclusion is that sustainability has been enhanced substantially by recent pol-
icy changes. Howcever, Netherlands assistance has not yet resulted in a financially
fully self-reliant sugar industry. For rehabilitation investments, in particular the
foreign-currency part, the industry remains dependent on donor sources.

9. Main conclusions

The main conclusions of this sector study have been bascd on the following key
questions.

Was it economically jusiified to develop a local sugar industry?

One of the main arguments for investing in the local production of sugar was
that it was economically attractive for lanzania to produce its own sugar instead
of importing it. The expansion plans were based on high world market prices
and indicated a very favourable cconomic rate of return, However, one of the
most striking characteristics of sugar prices is that they are notoriously volatile,
In appraising the economic impact of the expansion plans, the long-term price
trends were insvfficiently taken into account. When the cyclical nature of the
world markel is taken into consideration, the local production costs are only
marginally covered by economic benefits. On the other hand, it may be argued
that the world market is a dump market, and therefore that it is unfair to compare
cost prices in Tanzania with dump market prices. The OECD estimated that in
the casc of full trade liberalisation the world market price would be 30 percent
higher.
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The conclusion is that the local production of sugar in Tanzania was justified in
economic terms. However, with crops such as sugar and particularly in countries
like Tanzania, where operational difficulties abound, it is more realistic to be
somewhat conservative in the projection of benefits and implementation scheduies.

How appropriate was the choice of technology?

The choice of a large-scale production system with modern technology was pri-
marily based on efficiency, i.e. the pursuit of more favourable ceconomic rates of
return. The technology was cheaper in terms of production costs because of much
higher sugar cxtraction rates. But political factors such as Tanzania’s preference for
modern production systems and the tying of aid funds also influenced this decision,
Tanzania was no exception in its preference for large-scale production with modern
technology; more than 90 percent of world canc output is produced in this way.

The conclusion is that the choice of the large-scale production systemn with mod-
ern processing technology was economically justified. However, this preference
for modern technology had important consequences for the economy and the
sugar industry in particular. The selected mode of production increased the
country’s import requirements in a gradually deteriorating foreign cxchange sit-
uation. Furthermore, it raised the need for expatriate technical and managerial
skills,

How successful were the aid investments in the sugar sector?

The investments made for the expansion of sugar production during the 1970s
did not lead to the expected cffects. The actual economic rates of return lagged
considerably behind the appraised ones.

The approach applied during the 1980s—a holding operation aimed at a better
utilisation of existing capacity—was very successful. Factory capacity utilisation
was considcrably higher than the national average, Netherlands support to Kilo-
mbero and Mtibwa realised a very favourable rate of return (17 percent), and
positive results were achieved in the localisation of manpower.

The conclusion js that the aid prevented the collapse of the Tanzanian sugar
industry and provided the basis for successful growth in production in the 1990s
under full Tanzanian management.
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What were the major constraints on sugar production?

The main causes ol the disappointing performance of the sugar sector were
threefold: the shortage of foreign exchange, the unfavourable pricing policy, and
deficiencies in management. The shortage of foreign cxchange was closely related
to Tanzania's general economic decline after the mid-1970s.  This decline was
partly caused hy the deterioration of the country’s termis of trade bur was also
the result of poor general development policies. Secondly, price sctting by the
government at & level below actual performance costs resulted in estates operating
at substantial losses. Finally, the state domination of the sugar industry prevented
an organisation of production along commereial lines.

The conclusion is that the major constraints on a healthy development of the
sugar sector in Tanzania were the ineffective sugar policy and the unfavourable
econoniic environment, The latter was partly caused by external factors, especially
the country’s deteriorating terms of trade after the mid-1970s.

What was the impact of the structural adjustment programine on the sugar industry?

The introduction of the economic recovery programme had important conse-
quences for the sugar sector. Reforms in the sugar scctor included liberalisation
of price setting, foreign cxchange measures, and institutional reforms.

The effects of structural adjustment in the sugar sector were manifest from the
end of the 1980s onwards, and comprised a significant growth in output, a rise in
the capacity utilisation rate of the factorics at Kilombero and Mtibwa, a sharply
rising contribution by outgrowers in total production, and higher profits for the
sugar companies,

The conclusion is that the economic liberalisation has had a favourable impact on
the performance of the sugar sector.

How effective was the sector aid approach?

During the early 1980s, because of growing disagreement about Tanzania’s macro-
economic poticy, the Netherlands decided to shift part of its commodity import
support to sectorally orienled programmes. Sector aid means a broad and coherent
approach to interrelated development constraints.

Under the sector approach, a combination of types of aid is provided: pro-
gramme aid, project aid and technical assistance. The main arguments for this
sector approach were; it permitted donors to enter into an appropriate form and
level of policy dialogue where they felt that policy modification or institutional
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strengthening could be realised. Furthermore, it offered some degree of identi-
fiability and accountability, absent from more general programme aid. Finally,
sector aid is more flexible than project aid and has more polential for rapid
disbursements. This was of importance as the Netherlands wished to continue its
aid relationship without further reducing its financial allocations to Tanzania.

The Netherlands sector aid approach only partially addressed the problems in
the sugar sector. It was primarily focused on estate and factory production. Little
attention was paid to the socio-economic inlegration of the sugar industry in the
regional environment.

The conclusion is that the sector aid approach has made a significant contribution
to the reform process in the sugar sector, and conscquently to the improvement of
the cconenic performance of the sugar industry, However, the sector approach
was narrowly defined and social aspects were neglected. In the sector approach
and policy dialogue macro-economic aspects dominated. For certain issues, such
as privatisation, the policy discussions were based t0o much on general structural
adjustment concepts and too little on scetor-specilic constraints.

10. Policy options

Expericnees with developments in the sugar sector during the 1980s revealed the
necessity of a drastic restructuring of the Tanzanian sugar industry, The main
restructuring issues are the naturc of rehabilitation investments, the privatisation
of the sugar industry, the foreign cxchange allocation, the need for institutional
reform, the role of the outgrowers, and the deregulation of sugar marketing,

Rehabilitation invesimenis

The rehabilitation of the sugar industry is dirccted towards a more effective
utilisation of available resources and production capacity. The arguments in favour
of rehabilitation arc: the favourable cost-benefit ratio, and the improved outlook
for a seli-reliant sugar industry. The priority setting has been based upon the
most favourable cost-benefit ratio, and therefore priority has been given to the
rehabilitation of Mtibwa. However, companies which have a fairly healthy financial
position in terms of liquidity and profitability such as Mtibwa, may rely more
heavily on commercial loans. For Kilombero, which is hampered by unfavourable
operating conditions, the interest of cxternal investors is limited.

Itis reccommended that the Netherlands complete its long-term assistance to the
sugar sector in such a way that an economically viable sugar industry is established,
The phasing of rehabilitation on the basis of cost-benefit ratios is acceptable.



Surmmary of main findings 23

It is also recommended that the most necessary investments at Kilombero be
undertaken during the first phasc of the rehabilitation ptan. A study has to be
carried out to identify the most urgent investments.

Privatisation

One of the main current issues in the policy discussions between Tanzania and the
Netherlands is the necessity of privatisating the estates. The Netherlands position
is that management of the estates along commercial lines can best be achieved
through privatisation. To facilitate this process the strategy of rehabilitation prior
to privatisation was chosen.

Tanzania rejects the idea of privatising the entire sugar industry. Arguments are
the abscnee of a stock exchange and the lack of capital among jarge segments of
the Tanzanian population. Under these conditions full privatisation would mean
foreign ownership and/or control by Tanzanians of Asian origin. The interests
of international firms to invest in a country with severe balance of payments
problems and in a sector which produces mainly for the domestic market are very
linited. ‘The only potential investors in this industry arc members of the local Asian
business community. This oplion will meet strong political resistance.

[t may be concluded that the Netherlands did not clearty elaborate on its position
with regard to the modalities of privatisation and the steps towards achicving the
most preferable modality for the sugar industry. Furthermore, various studies
indicate that rehabilitation prior to sale should be avoided. There is little evidence
that governments recover the costs of physical restructuring in the form of higher
sales prices.

On the basis of these observations, it is recommended that the dialogue between
Tanzania and the Netherlands be continued, concerning the various options for the
commercial operations of the sugar industry. Private management arrangements
with incentives to reduce costs and enhance productivity and capacity utilisation
appear to be an attractive alternative. In this context, it is worthwhile to evaluate
the experiences with the private management arrangements at Kagera,

Foreign exchange allocation

An important argument in favour of domestic sugar production in Tanzania has
been foreign exchange savings. However, sugar production using modern tech-
nology has a relatively high import component. The sugar industry can acquire a
substantial proportion of its foreign exchange requirements from the proceeds of
sugar cxports to the EC and the export of molasses. Additional import needs may
be financed through the OGL facility, provided this window operates effectively
and donors provide the necessary support to the OGL. facility.
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Access to OGL also depends on the liquidity position of the sugar industry.
Increased capacity utilisation, proper maintenance, and a keen eye on the oppor-
tunities for local manufacture of imports, will lower the industry’s loreign exchange
requirements per unit of output.

[t is recommended that the possibilities for reducing the import component in Tan-
ranian sugar production be investigated and supported, and the future availabitity
of an effective foreign exchange window for the sugar industry be ensured.

Institutional reforms

The stable institutional setting and the training of local stall were favourable
elements in the sugar industry during the 1980s. Restructuring of the industry
through rehabilitation and operations on commercial lines will demand a stronger
entreprencutial outlook on the part of management and changes to the institu-
tional framework.

These changes will lead to an increase in the companics’ autonomy, and a
reduced, service-type role for Sudeco. Additional institutional changes have been
anneunced by the Tanzanian government, but have not yet been put into practice.

It is recommended that further changes in the institutional framework be imple-
mented in order to enhance the companics’ operations on commerial lines.

Role of ouigrowers

Recent price increases have revealed the potential for outgrowers’ sugar cane
cultivation, The favourable conditions have led to an increase in the number of
outgrowers, their yields, and their share in total production. 1t has alse resulted
in growing interest on the part of estate staff in developing their own private
cane farms. These developments may provide new opportunities for Netherlands
assistance in line with the preferred privatisation of the sugar industry. But it
may also lead to favouritism by the estate in their services to company staff and
employees, and create tension with the local population in the areas surrounding
the estates concerning the staff’s acquisition of land. To realise the potential for
outgrower cane cullivation, a thorough study, a detailed policy plan, and gradual
implementation are required.

It is recommended that such a policy plan be devised taking due account of the
optimal vtilisation of outgrowers’ potential, the opportunitics for privatisation of
the sugar industry in relation to the expansion of outgrowers’ production, and the
need to reduce income inequalities and to prevent social tension in the sugar-
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producing areas. In the policy plan, altention is also required for the cffects of
expansion of sugar cultivation on food crop production, in particular in relation to
the position of women.

Market liberalivation

Worldwide the sugar industry is characterised by a high degree of government
intervention through various forms of price control and subsidies, because the
international market is considered a dump market. Until recently this was also
the case in Tanzania.

Since 1980, the marketing of sugar has been liberalised gradually. The liberal-
isation comprises the importation of sugar, domestic trade performed by private
traders, and the abolition of the pan-territorial consumer price. The present high
level of taxation and levies on domestic sugar production in Tanzania and the
relatively low import dutics have made it attractive for traders Lo import sugar
rather than buy it domestically. 'This has resulted in a lowering of consumer prices
n the Dar es Salaam area, an increase in stocks al the cstates, and supply shortages
in some parts of the country,

It is recommended that a tax and levy structure be devised to protect and provide
incentives for local producers in the short term, and that a fair price setting be
arranged in (he tong term by establishing a sugar council with representatives from
the various interest groups in the sugar scctor in Tanzania,
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1. The world sugar situation

1.1 Sugar production

The sugar industry is characterised by a number of contrasts and dicholomics,
Production, for example, Falls into two well-defined and virtually self-contained
geographical and political palterns. Becet sugar is produced principally in Europe
and to a lesser extent in North America. Between them, these two regions account
for about 90 percent of all beet sugar production. Very little beet sugar is produced
in the developing countries.

The reverse pattern holds for cane sugar, Apart from small quantities produced
in the overseas territories of Spain, Portugal and France (and recorded as Euro-
pean production), cane sugar is produced primarily in the developing countries of
Latin America, the Caribbean and Asia. Smaller quantitics are produced in Africa,
especially in South Africa, and in Oceania, chiefly in Australia,

At present cane production amounts to around two thirds of world total output.
This 1s slightly higher than twenty years ago when it was approximately 60 percent
of total production.

Figure 1 shows the most important sugar production arcas in 1990,

Notwithstanding sizcable fluctuations, the annual output of sugar increased from
80 million tons in the early 1970s to almost 110 million tons in 1990, Most of
this was due to the phenomenal increase in world sugar prices which occurred
in the wake of the first oil price increase of 1973 (Abbott, 1990). This price
increase provided an incentive for many countries to expand production in order
to capitalise on buoyant market conditions, or to intensify their drive for self-
suficiency. Other factors, such as the expiry of the US Sugar Act in 1974, good
weather conditions, and a series ot good crops in some major praducing countrics
also helped to stimulate world production. By 1978, the world market was
experiencing a scrious problem of over-production and falling prices. Producers
responded by cutting output with the result that by 1980 shortages began to appear.
These caused prices to rise sharply again and so sel ofl another bout of expansion
which culminated in the 1982 rccord crop. After 1982 the production of sugar
conlinued to increase, especially in the developing countrics.
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More than 60 pereent of the world’s sugar is now produced by developing countries.
Compared to the carly 1970s, there has been a remarkable increase in the share of
developing countrics in total world production, namely from 45 to over 60) percent,
Most of the sugar produced in developing countries came from Fatin America and
the Caribbean. In this region, production is, in fact, dominated by Brazil and Cuba,
with almost 60 percent of the total output. Other main producers are Argentina,
Columbia and Mexico.

Sugar production in Asia has shown a substantial increasc over the past tew
years. By the end of the 1980s Asia had replaced Latin America and the Caribbean
as the largest producer of sugar cane. About one third of the total sugar output
in Asia comes from India. Other important producers are China, Indonesia,
Thailand, Pakistan and the Philippines.

Comparcd with Asia and Latin America, sugar cane production in Africa is
relatively new. Large-scale sugar cane growing started in Africa in the mid-19th
century and was introduced in the area by Arab traders, However, production
started Lo cxpand in earnest in the 1950s. At present, production in Africa is
spread over a large number of countries, most of which shared in the expansion
of world output which took place during the 1970s. The largest producing country
in Africa is South Africa with an average of 2.3 million tons per annum during the
period 1988-1990, or approximately onc quarter of the total African output. Other
significant producers arc Egypt with onc niillion tons, Mauritius with 0.6 million,
Morocco with 0.6 million, Kenya with 0.5 million, Zimbabwe with 1.5 million,
Swaziland with 0.5 million and Sudan with 0.4 million. Tanzania produces about
0.1 million tons.

1.2 The world sugar market

On a per capita basis the world consumption of sugar averages around 20 kg per
annum. Apart from one or two years when high world prices have driven it down,
the average per capita world consumption has remained stable around this figurc
for the last two decades.

Whilc the overall level has hardly changed since (he early 1970s, « number of
interesting characteristics are worth mentioning. First, the developed countries
are the largest consumers of sugar on a per capita basis. Current fevels in Europe
and North America are about twice the world average. These macro-regions
generally have a low-income clasticity of demand for sugar. Consumption levels
in developed countries are already at or close to saturation point. In fact, per
capita consumption in these countries has declined significantly in recent years.
The development of artificial sweeteners is clearly responsible for this contraction.
Per capita consumption levels in the net-exporting developing countries are also
well above the world average. In Latin America and the Caribbean, they averaged
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roughly the same as in the developed countries. Per capita consumption in net
importing countries 1 generally lower, although it varies widely from country to
country. In Bangladesh, for example, it is less than 2 kg per capita and for most
Sub Saharan Alrican countries it is below 5 kg, At the other end of the scale are
the Arab states, which traditionaily have been large consumers of sugar.

To cut down on the high costs of importing oil and to make use of their sugar, a
number of developing countries such as Brazil have started to convert sugar into
fuel alcohol, most commonly known as ethanol. The prospects for this alternative
use of cane, however, are less rosy since the fall in ofl prices in the middle of the
1880s (Coote, 1987).

Second, important changes have occurred in the volume and structure of sugar
exports. At the turn of the century more than half of all the sugar produced was
for export. Now, most sugar is consumed where it is produced and the proportion
entering world trade has fallen to less than 30 percent of total output. Of the
100 million tons of sugar which are produced annually, between 70 and 75 million
tons are consumed domestically. The amount entering the free market varies
between 18 and 20 million tons annually with another 5 to 6 million tons covered
by special arrangements and bilateral agreements.

TFwenty vears ago almost 60t percent of all exports were traded under special
arrangements. This proportion is now down to about 25 pereent.  Basically,
bilateral agreements provide a guaranteed market for specified quantities of sugar
and a concrete period of time. In this way, they help to increase exports, and in a
tighter market, often prove lucrative 1o exporters. In general, these arrangements
reflect a special historical, political and ideological relationship between exporting
and importing countries. The two most obvious examples are Cuba’s exports
to Socialist and Eastern Bloc countries and the Sugar protocol of the Lomé
Convention between the European Community and the ACP countries.

Apart from changes in the quantities becoming available for export, there has
heen a significant shift in the type of sugar traded on the free market. Decades ago
most of the sugar exported was raw sugar produced in the cane growing countrics—
mostly colonies. The majority of this raw sugar was imported into Europe and the
USA, where it was refined in autonomous refineries. Currently, more than half of
the sugar traded in the world market is refined sugar, The main reason for this shift
is the surplus of refined sugar in the EC as a result of its agricultural policy. But
also many developing countries have set up their own refineries and have become
major exporters of refined sugar.

Sugar production in the EC

‘The EC is the largest single producer of sugar in the world. The EC’s average
output during the 1980s was around 15 million fons, which equalled about 13
pereent of world output.
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The expansion of the EC sugar production has been strongly stimulated by the
policy introduced in 1968, The main objective of the Community’s sugar policy
was to become self-sufficicnt in sugar, Before 1968 the EC self-sufficiency
rate was about B0 percent. At present this rate is around 130 percent.
Consequently, the EC moved from a net importer of sugar to a net exporter.
The EC is now the largest exporter of sugar to the free market with a market
share of about 25 percent, and it has a virtual world monopoly in the export of
refined sugar, with almost 70 percent of total exports.

Figure 2. World and EC sugar prices 1968-1992" (in ECU/100 kg)
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The main principles underlying the EC sugar policy are: First, the production
of sugar is regulated by quotas (cach EC member is allocated a maximum
quota); Second, there is a system of guaranteed minimum prices covering the
basic quotas; Third, import levies are raised to proteet the internal market,
As a result of the high tariff barriers, the EC does not import any sugar
from cutside. An exception is made for imports from ACP countries. Under
the Lomé Convention, the EC annually imports about 1.3 million tons of
sugar from these countrics at a guaranteed minimum price (paid within the
Commiunity to the sugar industry); Fourth, subsidies are provided for exporting
surpluses produced under the quota system.

The EC’s sugar policy has resulted in overproduction and burdenseme sur-
pluses. Moreover, the allocation of national production quotas has limited
the concentration of production in regions ecelogically and infrastructurally
best suited for beet-sugar cuitivation. Therefore, self-sufficiency has been
achieved at great costs. The costs of this policy are mainly charged (o the
consumers, who have had to pay more for their sugar. For example, at present
a consumer in the Netherlands has to pay more than DAl 2 for one kilo of
sugar. Approximately half of this amount is used as a subsidy to protect the
existing production and pricing structure in the FC. As figure 2 indicates the
guaranteed minimum price of sugar on the EC market over the past ten years
18 on average 2.3 times higher than the world market price.

The Netherlands also produces a considerable surplus of sugar. The 25,000
Dulch beet-sugar farmers together cultivate about 130,000 ha. The processing
of these beets is in the hands of two companies: Lhe Cooperative Sugar
Union and the Central Sugar Company, Depending on weather conditions,
sugar production varies from 1-1.2 million tons. The quota allocated to
the Netherlands is 872,000 tons, Since consumption is around 540,000 tons,
approximaltely half of the annual production has to be exported to the world
market,

‘Third, the trade pattern for sugar on the free market has shown a remarkable
change over the past few decades, Whereas in the 1970s Lotal net imports by
the developed countries amounted to approximately two thirds of the free market
trade, by the end of the 1980s, their sharc had been reduced to nearly a quarter.
This reduction by the developed countries was compensated for by the increased
aclivity of the developing countries. In percentage terms, their share of the market
rose from 31 percent in 1974 to 60 percent in 1990. Most of this increasc came from
Aasia; oil-producing countrics like Indonesia, [ran, Iraq and Saudi Arabia increased
their imports substantially. This pattern has also occurred in Africa, where Algeria,
Nigeria, Libya and Morocco have been identified as the new expanding markets.
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As regards exports, the most outstanding development is obviously the massive
expansion which has taken place among the developed countries. Their net exports
to the free market rosc from about 3 million tons in 1974 to a maximum of
9 million tons in 1982, more than 40 percent of the export market. This remarkable
performance was due almost catirely to the EC which moved from being a net
importer in 1975 to become a net exporter. It is now the largest single exporter on
the free market. It has managed to achieve this position first through its own sugar
policy which allowed it to dump increasing amounts of sugar on the free market,
and second by not becoming a member of the 1977 International Sugar Agreement
(Abbott, 19%0).

Finally, it can he obscrved that, regardless of ditferences in political system,
governments worid wide intervene to a greater or lesser extent in the production,
distribution and marketing of sugar. Such inicrvention takes many shapes and is
intended to achieve a variety of objectives: for example, to ensure that producers
get a fair and reasonable income, to subsidise the domestic price of sugar, or to
protect domestic production from overseas competition. Whatever the objectives
are, the cffect has been the creation of atomiscd markets in which domestic costs
and prices bear little relationship to international market conditions.

1.3 World market prices

There is no single price for sugar on the world market. This is due to the fact that
there are several types of sugar and the price for each onc depends largely on where
it is sold and the conditions under which it is traded. Two important markets for
raw sugar can be distinguished: namely New York and London. The average of
these two prices is taken as the International Sugar Association (ISA) daily price
which, for all practical purposes, is regarded as the free market price for sugar.
The most outstanding characteristic of this price is that it is notoriously volatile, as
Is clearly demonstrated in figure 3. For details, see Appendix I11, table 1.

The volatility of the sugar market can also be illustrated by means of a price
instability index. This index measures the average deviation from the price trend
in a particular year. This price index indicates that sugar compared with olher
agricultural products seems to be one of the most unstable commodity markets, A
major influence upoen price settmg is the volume traded in the free market. Because
a large part of the world production is not traded at all and a substantial portion of
that traded does not enter the free market, relatively small unanticipated shortfalls
or surpluses can lead to major price fluctuations.

Prices fell from the early 1950s to the beginning of the 1970s as production
outstripped consumption. There were brief recoverics in 1957 and 1963/64. The
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Figure 3. World sugar prices 1950-1990 (in US $ per ton)
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price of sugar in 1966 was the lowest on record. Low world prices, together with
substantial falls in production in Cuba and the USSR culminated in the sugar
crisis of 1974, when the free market price of sugar reached an all time record,
This set off another spurt of expansion. Producers who wanted to cash m on
the shortage increased acreages under cultivation. Others responded by speeding
up their self-sufficiency programmes, Together, these actions led to considerable
over-expansion and excess capacity in the industry and virtually insured that a
slump in sugar prices would follew. By 1978, the [rec market price for sugar



36 Fart I Context

was down to the level of 1972 again, whereas 1980 witnessed a replay of the 1974
scenario,

Having averaged a level similar (o that of 1974, prices fell again after 1980. Five
years later in 1985, world market prices had taken a nose dive to about US § 90/ton.
Figures tor 1989 indicate that the average world sugar price rosc again in the
second half of the 1980s to US § 282/ton. The collapse of world sugar prices during
the first half of that decade was attributed to substantial production increases in
the EC and a sharp rise of production and exports in the developing countries. By
1984/85 world raw sugar cane prices were substantially below production costs in
every major preducing country in the world {Abbaott, 1990).

At the end of the 198Us, the stocks to consumption ratio had drastically improved
leading to forecasts of further price improvemeats in the present decade. The
stocks to consumption ratio is a critical measure of the supply/demand balance.
Most sugar analysts regard a maximum stock level of 25 percent of annual con-
sumption as adequate for normal market requirements. A smaller ratio indicates
a scarcity sitvation and a larger ope indicates a surplus. The US Departiment
of Agriculture forccasted the stocks-consumption ratio for the 1989/90 marketing
year at 16.8 percent, their lowest recorded tatio since 1974-75, pointing at a scarcity
situation. This is supported by the price forecasts for the first half of the 1990s.
The World Bank’s average projected world market raw-sugar price for the period
1990-95 is estimated at US $ 275/ton.

Lately, trade forecasters have been struggling to evaluaie the impact of the
upheavals in the former Soviet Republics and Eastern Lurope on the werld
sugar market, in particular with regard to what these changes mean for the
speeial Moscow-Havana trade arrangements. Experts believe that both Cuba and
the Commonwcalth of Independent States will continue their traditional barter
arrangements, although the volume of sugar involved will be reduced. [t is
indisputabie, therefore, that the events in Eastern Europe over the past few years
will have an impact upon the sugar market in both the short and long term. Not
only are the region’s consumption and imports falling as subsidies on retail prices
are phased out, but many experts also foresee a futurc production boom in the
ex-Sovjet Union. This implies that Cuba will have to lind new export markets for
its products in the near future. However, the world sugar price will be no closer
to being primarily market-driven than it was before the restructuring in Eastern
Europe, according to experts.

In the following scctions, attention will be limited to the production of sugar
cane.
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1.4 Farming systecms

Structurally, two main stages can be distinguished in the sugar cane production
process. The primary stage described below covers all the activities and operations
in the field from the preparation of the land, planting, and harvesting to transporta-
tion to the mills or factories. The second stage is the processing ot sugar,

Sugar cane is a perennial grass, which is cultivated in tropical and semi-tropical
climates. Depending on other conditions, an average annual rainfall of approxi-
mately 1600 mm is required. Tor ripening which involves the building up of sucrose
content in the stalks, a dry season of some 4-5 months is needed. During such a dry
season the cane can also be transported from the fields to the factory without too
many difficultics. An average daily temperature of approximately 28 degrees 1s the
most favourable, and growth is checked by temperaturcs lower than 15 degrees.

Sugar cane is propagated by cutting fully grown stalks into pieces. The first
crop alter planting, called the plant crop, reaches maturity after 14-22 months,
depending on climatological and soil conditions. The mature plant is 34 metres
high and about 5 centimetres thick. After cutting the seed cane, the remaining stool
sprouts again, and a number of successive so-called ratoon crops are produced.
This practice of ratooning is continued over 6-7 years or longer. Although yields
decrease with successive ratoons, ratoon crops are more profitable than the plant
crop because of lower labour requirements, and a shorter period to mature,
Maturing of a ratoon crop may take between 12 and 18 months (Acland, 1971).

Sugar cane produces a very extensive rool system in the order of 30 or more tons
of organic matter per hectare. This rooting ability controls erosion. In addition,
cane cnhances the fertility of the soil as s massive root system breaks down
comparatively slowly to provide the soil with a rich supply of organic matter and
humus.

Sugar cane is produced under a wide variety of conditions and systems. Cane
sugar production in the long established cane growing arcas in the world—such as
the Caribbean—has traditionally been organised on a plantation or estale basis. In
parts of the Caribbean, where sugar cane has been grown for 300 years, plantations
have been formed over the years by the amalgamation of originally very small
estates, each with its own sugar works and distillcry, into organisations with modern
central factories and cane areas covering large tracts of land. In other regions, such
as Africa, where the industry has been established more recently, modern units in
the form of large plantations were introduced at the outsct,

This approach has, however, been called more and more into question. A
socially more acceptable, and economically more valid approach—it has increas-
ingly been argued—would be to encourage the participation of smallholders in
sugar growing in developing countries. Rather than ambitious plantation schemes
designed to supply an unpredictable world market, small-scale operations with a
much lower level of mechanisation might be preferable. This is particularly likely Lo
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be true of those countries interested in expanding sugar production principally for
domestic consumption. More than 60 percent of the world’s supply of sugar cane
is now grown by smali farmers on plols averaging less than 5 ha (Abbott, 1990),

There are however significant differences in farming systems between the var-
ious sugar producing areas. Smallholder participation in production is highest in
Asla and lowest in Alfrica with Latin America and the Caribbean somewhere in
between.

In Africa, plantations have been actively encouraged partly in an attempt to
promote large-scale production and self-suficicney in sugar, and partly as a means
of bringing about fundamental economic and social change in the agricultural
scetor. Countries with a dominant estate mode of production are Sencgal, lvory
Coast, Ghana, Sudan, Ethiopia, Zimbabwe, Malawi, Swaziland and Zambia.

An alternative mode of plantation production in Africa is the establishment
of nucleus estates and sugar factories in combination with the participation of
individual farmers, who are called outgrowers. In general, contracts are signed
between the estate and individual farmers about cach party’s responsibility for the
various agricultural production operations. Usually the company ploughs, harrows
and furrows the plot and even provides labour for cutting. In addition, the company
has a field supervisory staff who constantly monitors the performance of cane in
cach farmer’s plot, and also provides the fertilisers. Lastly the company uses its
own means to transport cane from farms to the mill. Examples of countrics with a
substantial share of outgrowers production in Africa are Mauritius, South Africa
and Kenya.

A shift further than 50 pereent of total production to outgrowers is usuatly
not welcomed by factory management. The feeling is that cane supplies from
outgrowers are too irregular 1o base too much of the factory intake on these
supplies.  Implicit in this view is that the risks of increased dependence on
outgrowers are too high in terms of possible higher operaling costs of the factory
and more frequent interruptions in production schedules, The Mumias Sugar
Scheme in Kenya is an cxceptional case, where the outgrowers’ supply of cane
to the factory was gradually increased to approximately 90 percenl of total factory
output.

The main agricultural practices in sugar production comprise land preparation,
planting, fertiliser application, irrigation, crop mainicnance, harvesting and cane
transport to the factory. Land preparation consists of & number of practices such as
land clearing, levelling, ploughing and soiling. Soiling involves a kind of chiselling
operation combined with gathering soil from both sides of the cane rows and piling
it over the cane stalks which not only improves soil aeration, but also helps the plant
develop its roots and stand firmly in the soil. Land preparation is almost exclusively
done by tractors. Planting involves the preparation of seed cane material and
the actual planting of stems in the field. Planting is sometimes done by hand
but mechanised planting is increasingly taking place. A regular supply of water
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is the most important determinant of yicld levels. The use of irrigation systems
is therefore widely spread. lrrigation is, however, almost exclusively limited to
plantation and large estate production. Crop maintenance takes place in the form
of weeding, the spraying of herbicides and pest control. Virtually all weeding is
done manually.

Harvesting starts with dryving off the cane. This involves denying the canc plants
irrigation water for a period of 4-6 weeks before harvesting it in order to induce the
plant Lo raise its sugar reserve (sucrose). Then follows a pracess of burning, cutting
and transporting the mature cane for milling in a sugar factory. In many countries,
the cane is burnt before being harvested. 'The main advantage ol burning is that
it makes harvesting less laborious, The main problem involved is that very rapid
inversion in the sucrose content starts in the standing cane after burning, Cutting
may be manual or mechanical. Manual cutting is preferable since the cane stalks
can be thoroughly thrashed, cut at ground tevel and therefore be relatively clean
when they arrive at the factory. Finally, an efficient organisation of the loading of
cane and its transport to the factory is crucial. A period of 48 hours between cutting
and milling is the usually accepted limit before a serious loss ol gualily oceurs.

For improving efficiency a whole range of potential measures can be taken. For
example, many producers organise harvesting operations on a strict rotation basis
in order to reduce the so-called ‘kill Lo mill” time i.e. the time between harvesting
and milling, since the sooner the cane is processed after harvesting, the higher
the amount of sugar which is recovered. The cfficiency of this system is limited in
countries like India where there are a large number of very small producers who
individually transporl their cane to the factories. The problems of organising an
efticient supply system under these circumstances are virtually insoluble.

One way of comparing the relative cfliciency of different production systems is to
look at (heir respective extraction rates or lons of sugar per hectare, There are vast
disparities among major producers, In the production of cane sugar, for cxample,
Zimbabwe produces 13.3 tons of sugar per ha as against India 2.3, This huge gap
reflects both differences in yield {evels and in sugar extraction rates.

Given the wide variety of conditions and systems under which cane is grown, it is in-
evitable that there will be significant variations in ouiput and yiclds between as well
as within producing countries. Although yields can be improved by a whole range
of complementary inputs, the most obvious ones being the development of new
and higher-yielding cane varicties, pest-resistant strains, and the use ol chemical
crop ripeners, perlormance seems to be dictated more by climatic conditions than
any other single factor. The variation in yields in Africa therefore demonstrates
the importance of irrigation to successful cultivation. In Zimbabwe, Zambia and
Malawi where cane is grown under irrigation, yiclds exceed 100 tons of cane per
ha whercas in Mauritius and South Africa, where less than 20 percent of the crop
is irrigated, yields are considerably lower i.e. 70 tons per ha.
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1.5 Sugar processing

The secondary stage of the production process encompasses the extracting of
crystalline sucrose from the cane. A fiest distingtion has to be made hetween the
non-centrifugal and the centrifugal method ol sugar processing. The ‘raw sugar’
produced in the non-centrifugal process is dark-brown to biack, has a high moisture
content, and contains many impurities. This type of sugar is known as jaggery
or gur. The basic processes of crushing of cane to exiract the sucrose containing
juice, the hoiling, evaporation and the separation of crystalline sugar and molasses
remained unaltered for centuries. A decisive change in the manufacturing process
was the use of cenfrifuges to separate crystals and molasses, which occurred in the
T9th century. Only Asia still produces large quantities of non-centrifugal sugar.
The (olal annual production of non-centrifugal sugar is approximately 13 million
tons or 10 pereent of total world sugar output. The two muin producers of this type
of sugar arc Pakistan and India.

[n the centrifugal sugar process, wo basic types of technique can be disiin-
guished: the large-scale, capital-intensive, vacuum-pan sulphitation techniques
and the labour-intensive open-pan sulphilation technigues. These two types are
commonly referred (o as VPS and OPS (Kaplinsky, 1984 and Lemmens, 1987),
The open-pan centrifugal process was developed in India on the basis of the jaggery
technology. ‘The introduction of centrifuges in this process made it possible to
separatce the crystals from the molasses in an eflicient manner. This process is also
called khandsari sugar production. There is a wide variety of OPS systcms. The
most simple units use hand-driven centrifuges, and the evaporated canc juice is
often crystallised without stirring. The larger units use power-driven crystallisers
and centrifuges. The wet sugar output is put on platforms in the open air and
dried in the sun. The capacity of the OPS factories varies from 50 to 300 tons of
cane per day. The sucrose recovery rate of the simpler traditional processes vary
hetween 4.5 und 5.5 percent, whercas the modernised process attains rates of 6.5
to 7.5 percent. By comparison the recovery rate ol the VPS varies from § to 13
percent.

The vacuum-pan sulphitation (VPS) processing of cane can be deseribed in detail
as follows:

Once the cane reaches the mill, it is cut into smaller pieces and shredded into
fibrous material. The shredded cane is fed into a series of heavy rollers or mills,
where 1t is crushed and the juice is extracted. The juice is then pumped away for
processing into raw sugar. The residue, known as bagasse, is used for fuelling the
mill’s furnaces or for making other fibrous products.

Next the juice is clarified by adding lime and boiling the mixture under pressure.
'The clear juice rises to the top and is then drawn off, while the impurities scttle
at the bottom of the clarifier. This is drawn off also and mixed with fine bagasse,
which is filtercd. The mixture of mud and bagasse, known as filter cake, is used as
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a fertiliser. The clear juice is passed through a series of evaporators, which draw
off most of the waler under vacuum, By the end of this process, the juice has been
converted into raw syrup.

The concentrated syrup, which is about 70 percent sugar at this stage, is boiled
again inavacuum pan in order to extract more water. When this is done, raw sugar
erystals form. The mixture of sugar crystals and syrup is then released through the
bottom of the vacuum pan into centrifuges, These centrifuges with perforated
baskels scparate the raw sugar crystals from the syrup which is boiled again to
extracl more sucrose. Normally, the process is repeated three times after which
the amount of syrup left is no longer worth extracting. This syrup, or molasses, is
used to produce aleohol, rum, methylated spirits and, more recently, ethanol. The
raw sugar is then dried by tumbling through a stream of air in a rotating drum.
Finally, it i3 transported to sugar bulk installations or terminals for distribution
(Abbott, 1990).

The OPS system is often considered more appropriate for the conditions in many
developing countries. The OPS provides over six times the total employment and
requires less than 40 pereent of the investments of the VPS system. In addition,
the OPS techniques are less complicated and offer betler opportunities for do-
mestic manufacturing industries in the gencrally smaller and less-industrialised
economies of developing countries. In contrast, the VPS system has a high import
component and consequently makes heavy demands on foreign exchange. Finally,
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the VPS system which is usually connected to large-scale estale production, makes
high demands on management capacity, a production factor which is often scarce
in developing countries.

The OPS system also has a few major disadvantages. 1t produces sugar with a
lower sucrose content, which in fact implics that more land is needed to produce
the same quantity of sugar. In countrics with a shortage of suitable land and a
severe competition between sugar cane and food crops, this is a serious disadvan-
tage. Furthermore, the sugar produced under the OPS system is of a lower quality
which may influcnce consumer demand. Recent improvements in OPS techniques
comprise the use of centriluges o separale sugar crystals more efficiently from the
molasses, changes in crushing technology which increase the rate of juice extraction
and the introduction of a shell furnace which can burn wet bagasse directly and
requires less fuct (Kaplinsky, 1984). These changes have also influenced the above-
mentioned advantages of the OPS system; they increase capital costs and reduce
the labour intensity of sugar processing. However the ‘intermediate’ system is still
less capital-intensive and considerably more labour-intensive than the VPS system,

In spite of the apparent lesser suitability of VPS systems, many developing
countries have preferred this type of technique, including those in Sub-Sahara
Africa. Itis estimated that more than 90 percent of the total world cane production
is processed by means of VPS systems,

Tanzania, too, opted for the modern VPS system in its policy to expand domestic
sugar production. The country’s general development policy and its sugar policy
are subject of analysis in the next chapter.



2. 'Tanzanian sugar policy

2.1 Macro-economic situation

During the years immediately alter independence, ie. in the period 1961-1967,
Tanzania retained the free market economy it had inherited trom the colonial
period. In the agricultural sector, commercial private estates and progressive
smallholders were encouraged, and agricultural production was oriented towards
export promotion. The manufacturing sector was dominated by private capital,
both local {mainly Asian) and foreign, and production was based on import
substitution. During this brief period, the Tanzanian cconomy cxpericnced an
increase in its per capita GDP and a relatively favourable balance of payments
situation. Although the lanzanian government encouraged investment by foreign
and local private capital, it was also sensitive to demands for rapid Africanisation
and it aceelerated the expansion of the cooperatives in order to strengthen the
position of the African population in the economy.

A lundamental re-orientation of Tanzania’s development policy was announced in
the Arusha Declaration of 1967. In that year, the 'Tanzanian leadership ofticially
set the country on a course of socialism and self-reliance. The main objective of the
new policy was the creation of an egalitarian socialist socicty without exploitation
and with improved human welfare. State provision of basic services—health,
education, sanitation and water---was pursued to ensure access for all Tanzanians
to at lcast minimum standards of these services. Sell-reliance implied that the
country would rely on its own resources to develop the economy and that the
role and significance of foreign aid would be reduced. It also meant state control
over the main sectors of the economy. Consequently, the Arusha Declaration
was followed by increased government intervention in production, marketing,
and distribution. Traditional cooperatives were brought under state control and
later replaced by parastatal institutions. The banking and insurance system was
naticnalised, large private trading companies and industrial enterprises were laken
over by the state, and certain types of agricultural estates were turned into state
farms. A new strategy for rural development was another key element of the
socialist policy. Ujamaa villages with communal forms of production became
the basic rural economic and social unit. Slow progress in developing voluntary
Ujamaa villages led the government to initiate compulsory villagisation in the early
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1970s. This resutted in the resettlement of large segments of the rural population
within a very short period of time.

The rapid changes in the institutional framework and the intensification of gov-
ernment control had an unfavourable impact on the cconomy. Economic growth
slowed markedly after the Arusha Declaration lrom slightly more than four percent
per year between 1967 and 1973 to 2.3 percent between 1973 and 1978, The
trade deficit in this period steadily worsened, in 19741975 resulting in a severce
foreign exchange crisis, which led to guantitative imporl restrictions including the
introduction of an all-cmbracing import licensing scheme. Economic stagnation
was the result of external and internal factors. The 1973 oil crisis, the second
oil price shock at the end of the 1970s, the subsequent world recession and fall
in the prices of Tanzania’s major export commeodities, and the war with Uganda
all caused a pertod of severe economic crisis. ‘Total output declined on average
by about one percent per annum. Industrial capacity utilisalion went down to
20-30 pereent, and the country’s physical infrastructure collapsed. The situation
was undermined further by the pricing policies of parastatal monopolics entrusted
with the marketing and export of crops. To reduce their losscs, the parastatals
lowered crop purchase prices, Farmers discouraged by the low prices abandoned
or neglected their export crop plantations or switched to domestic food crops, thus
further aggravating the balance of payments situation. Finally, the crisis sharply
reduced the government’s revenues and croded its ability to maintain community
services { World Bank, 1990}.

Until the early 1980s, Tanzania considered the cause and extent of the economic
difficulties to be principaily due to exogenous factors rather than to domestic
policies. This view was endorsed by the donor community, including the World
Bank, as Tanzania was given extensive development aid without the condition of
policy reforms. At the end of the 1970s, donors were gradually becoming more
critical and argued that, however important external causes might have been,
mistaken domestic policies and institutional weakness were important contributory
causes for the ceonomice crisis. Initially, Tanzania rejected the economic reform
measures requested by the donor community, but later reluctantly accepted the
conditions for the expansion of support. In the carly 1980s, aid levels started o
drop [rom about US § 700 million to below US $ 500 million in 1985, The reduction
in foreign aid coincided with a substantial decline in export revenues, and therefore
contributed to the aggravation of the economic crisis.

In 1986, an agreement was signed between 'lanzania and the IMF to support a
three-year Economic Recovery Programme (ERP) intended to restore the basis for
a market-oriented economy. Policy measures arising from the agreement included
the reduction or removal of subsidies, increase in the agricultural producer prices
of major export crops, the gradual abolition of a wide range of parastatals, the
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liberalisation of trade, the reduction of government expenditure, and a series of
devaluations. The 1986 agreement was extended in 1990 by u three-year Economic
and Social Action Programme (ESAP or ERP 11) with similar objectives and
policy measures, but more attention focused on alleviating the social costs of the
cconomic adjustment programme,

The 1986 agreement led to a sharp expansion ol donor aid to Tanzania to about
US § 1100 million in 1990, which substantially increased the country’s dependence
on aid, The official development assistance {ODA} amounted to US $47 per capita
in 199, which equailed more than 40 percent of Tanzania’s GDP and almost 85
percent ol its imports.

But not only did the volume of the aid flow increase; the type of assistance
granted also showed a significant change. Since the mid-1980s, commodity import
support {CIS) has become the dominant form of aid. Donors have considered CIS
to be the most effective instrument in supporting the restructuring of the Tanzanian
economy. At the end of the 1980s, approximately half the development assistance
was being made available in the form of non-project aid. The remaining 50 percent
was divided into project aid (30 percent) and technical assistance (20 percent).
Whereas at first most of the CIS funds were allocated administratively by Tanzania
and donors to beneficiarios, more recently (1991/1992) about 80 pereent of these
funds have been channelled through the so-called Open General License {OGL)
facility. Under the OGL system, an open market approach is followed in the
allocation of funds. OGL provides foreign exchange to importers of raw materials,
industrial inpuls and sparc parts for which import licences are issued antomatically,
provided the shilling equivalent is deposited with the Bank of Tanzania. At first,
the issuing of licenses under the OGL systemn was governed by a short list of
cligible goods. Since 1991, the government has shifted to a negative list, i.e. a list
of commodities not eligible for import under OGL, Luxury goods and foods and
beverages, including sugar have been excluded. A number of practical problems
have prevented the OGL system from operating optimally.

A World Bank (1991) assessment of the performance of the Tanzanian economy
under the structural adjustment programme indicated respectable growth in both
output and per capita income. In the period 1986-199(0, the economic growth rate
exceeded four percent per annum. However, there are several areas where macro-
economic performance continued to be unsatisfactory. Export performance, for
instance, lagged behind expectations, and as a result, foreign exchange reserves
continued to decline and arrears on debt repayments to increase. The trade deficit
increased by about 32 percent from 1985 to 1990, or in actuat terms from US § 710
to 960 million. The two main rcasons for this growing deficit were the boom
in private consumption on the one hand, and imports and stagnation in cxport
earnings on the other hand. The lower export growth was primarily causcd by the
deterinration of the external terms of trade for Tanzania's main export products
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(coffee and cotton). Increased imports were financed principally by external finan-
cial assistance. At present, official exports amount 1o only one third of imports. In
an cvaluation of the performance of the structural adjustment policies in Tanzania,
Rattsoe (1992) therefore seriously questioned the suslainability of the ERP in
terms of import capacity, macro-economic stability and production capacity.

2.2 Tanzania sugar policy

At independence, Tanzania was having to import about half its domestic consump-
tion of sitgar. Since sugar was considered an essential food item in high demand in
the country, the Tanzanian government decided o pursue a policy of domestic self-
sufficiency. Domestic consumption considerably exceeded local production at four
privately-owned estates located at Arusha (TPC), Kilombero, Turiani (Mtibwa),
and Kagera. Plans were formulated for a sizcable expansion of local production
and various studies were conducted to asscss the viability of domestic sugar pro-
duction. The government decided to implement the expansion primarily through
large estates, although formally an important contribution to total production
was cxpected from peasant farmers. The expansion programme designed by the
middle of the 1970s aimed at a sugar production level of 470,000 tons by 1990, In
addition to some expansion at the three existing estates, u spectacular cxpansion
of Kagera was planned, and new areas for sugar development were identified in
Mtwara region {Maharunga and Tunduru), south of Kilombero (Ruipa, Mahenge
and Kiberege), the Usangu plains west of Mbeya, around Malagarasi in the west
along the Tabora-Kigoma railway line, areas around Kahe and Same southeast of
Moshi, and at Ikongo near the Kenyan border east of Musoma (see figure 4).

This meant that the objective of domestic self-sufficiency was coupled with that
of regional economic development in remote and isolated parts of the country,
including border areas. In this way, the expansion of sugar production would
strengthen the economic and political integration of these areas in the newly inde-
pendent state. The 1977 sugar survey reviewed the programime, and proposed the
expansion of sugar production at TPC, Kilombero and Mtibwa, the development
of Kagera, and the establishment of new estates at Ruipa and Ikongo.

In addition, the sugar industry was brought under government contrel, which
was exercised through the National Agricultural and Food Corporation (NATFCO),
and from 1974 onwards through a new parastatal for the sugar industry, the Sugar
Development Corporation (SDC or Sudeco). This intensive government control
also involved the nationalisation of the sugar cstates, strong representation for
government ministries on the Sudeco board, and the fixing of consumer and ex-
factory price levels.

Although the estate form of production had a high priority in Tanzania’s sugar de-
velopment policy, a substantial contribution of outgrowers to total output had been
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Figure 4. Sugar estates in 'Tanzania

UOAHD A 1

. Existing sugar estate
/ [7] Proposed estate

# .
' EJE: R
 [MAHENGE|

1 KIBEREGE |

Altitrde in metres:

T < 200 A\
1 200-1000 o Lindi,
1000-1500 - [MAHARUNGA

> 1500

2 A MBI A

250 kilometres

planned from the outset, varying from 30-50 percent between Kilombero, Kagera
and Mtibwa., Qutgrower sugar cultivation was seen as an important instrument
in raising the incomes and the standard of living of the farmers in the rural areas
surrounding the estates. However, in the implementation of government policy,
the outgrowers did not receive the required attention and support. Both Sudeco
and the estate managers, including the foreign advisors, doubted the potential
role assigned to the outgrowers. Their main arguments were the outgrowers’
alleged lack of reliability in the supply of cane, their inability to provide the
required crop husbandry standards, their reluctance to accepl exiension advice,
their preference for food crops, and their low price responsiveness (Werkhoven,
1978). The outgrowers’ actual role was discouraged by the low ex-tarm prices and
the inadequate services provided by the estates, which needed all their resources
to maintain their own output levels during the 1980s.
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Because of the high world market price for sugar following the oil erisis in the carly
1970s, feasibility studies commissioned by Sudeco considered cxpansion of sugar
production very profitable for Tanzania. Consequently, the Tanzanian government
decided to accelerate and expand its carlier plans for the intended growth in the
sugar industry. The high world market prices of the mid-1970s decreased again
rapidly, bul this did not lead to changes in the plans for expansion. Implementation
of the plans lagged considerably behind planning in any case.

Up to 1975 policy conditions were quite favourable for the sugar cstates. Prices
were relatively stable and high enough to allow for sufficient reinvestment in
capital equipmenl. Ficld, transport and factory equipment could be kept in good
condition and production was not seriously hampered by breakdowns and lack
of equipment. Moreover, the Tanzanian lorcign cxchange position was such that
capital equipment and sparce parts could be obtained from abroad within a short
period. There were also many well-stocked local dealers and items temporarily not
obtainable were supplied by Kenyan trading firms. Consequently, estates did not
have to keep large stocks of goods.

From 1976 onwards, i.c. in the very period of plamned expansion, preduction
costs began to rise and ex-factory price increases were too low and 1oo late to cover
the costs. In addition, the estates received a relatively small share of the price
increases when compared to the organisations involved in distribution. Morcover,
the Tanzanian foreign exchange position seriously deteriorated, especially from
1977 onwards. The imports required by the sugar industry were tied to opening a
confirmed letier of eredit, a process that took six to nine months in the early 1980s.
Consequently, the estates faced an acute shortage of sparc parts, which affected
maintenance unfavourably and which causcd increasingly frequent breakdowns.
The closing of the border with Kenya stopped molasses exporls and the import of
spares from that country.

All in all, the very period during which a substantial expansion of the sugar
industry had been planncd, was characterised by a deteriorating niacro-economic
cnvironment and discouraging sugar production policies.

The consequences ol government policy for the sugar industry were serious losses
Lo the cstates due to Jow ex-factory prices—although still above import parity for
most ycars—and, consequently, a shortage of financial means for rehabilitation
and maintenance. The increased dependence on donor assistance for the reha-
bilitation of the sugar industry sparked off a discussion between the Tanzanian
government and Sudeco on the one hand and donors involved in the sugar
industry on the other about the need for fundamental changes in Tanzania’s sugar
development policy. The Netherlands, as the main donor, participated intensively
in this discussion.

The willingness to introduce major policy changes in the sugar sector was
accelerated by the agreement between Tanzania and the IMF/World Bank in the
mid-1930s to implement an economic reform programme. During (he sccond half
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of the 1980s, major adjustment measures were taken which also affected the sugar
sector with regard o pricing policy, domestic trade liberalisation, foreign exchange
regime, fiscal policics, import liberalisation, and parastatal reform.

Pricing policy

Till the mid-1980s, priccs were established by the government for each stage of
the marketing cham. The annual fixation of the ex-factory and consumer price of
sugar was a cumbersome procedure, chiefly becausce the sugar price was a politically
sensitive subject. The pricing policy was based primarily on the principle to protect
the consumer from too high a price. From there a downward calculation was made
to arrive at the ex-factory price by subtracting sales taxes and Sudeco wholesalers
and retail margins. 1o this procedure about the price setting usually the factories
had to give in most. This resulted, in fact, in consumer prices far below production
cost levels or implicitly in a consumer subsidy by the government. Tn this period,
the industry could financially survive mainly through donor assistance.

Since 1988, Sudeco and the sugar companies have obtained the authority to
determine producer prices on the basis of projections of production costs and
desired profit margins. In this way, the ex-factory price covers the full costs of
production and reinvestment requirements, Sudeco discusses these prices with the
governmeni to arrive at the necessary consumer prices after adding the taxes, levics
and marketing margins. As a result of these increases, consumer prices multiplied
sixfold to Tshs 155 in 1990 and 185 in 1992. The new price setting system has been
accompanicd by more regular payment and a better system of sugar removal on the
part of Sudeco and, consequently, by an improvement in the companies” liquidity
position.

Domestic trade liberalisation

The growing disparity between supply and demand in recent decades as a result
of relatively low consumer prices and stagnating domestic production levels forced
the government to introduce a rationing system whereby target groups and areas
were allocated specific quotas, The implementation of the quota system was in
the hands of Sudcco. A recent NEI report observed considerable differences
between quotas and actual distribution. This indicates that financial considerations
superseded social goals in the implementation of the system. Under the scarcity
conditions, the system was, of course, also rather corruption-prone (NEIL, 1991).
The liberalisation of the cconomy had far-reaching consequences for the sugar
marketing policy. In April 1992, the Government of Tanzania decided (o deregu-
late sugar marketing and to abolish the pan-territorial pricing system. Under the
present arrangement, privale Iraders can purchase sugar either directly from the
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estates or [rom Sudeco’s Dar es Salaam-based go-down, at a fixed price arranged
between Sudcco and the government. Sudeco attempts to regulate sales in such a
way that the total production processed in a six months period is dispatched over
the full 12 months, and the various parts of the country receive quantities roughly
corresponding with the previous quota. To facilitate the functioning of the system,
Sudeco prefers to have a network of official dealers, i.e. private trading firms
purchasing on cash terms. Under the new system, the inefficient Regional Trading
Companies, parastatals many of which have considerable arrears in payments to
Sudeco, are circumvented.

Foreign exchange regime

Before 1985, the sugar industry was dependent on the government or donors lor
its foreign currency requirements. Because of the scarcity of foreign currency, the
allocation of these funds by the government Lo the sugar sector was restricted.
The main flow of forcign currency was provided by the donors, the Netherlands
in particular.

Since the mid-1980s, a number of measures have been taken to liberalise the
foreign exchange regime. Measurcs of relevance to the sugar sector are the
introduction of an own exchange window, export retention schemes, and the Open
General Licence facility (OGL).

I 1980, as one of the first measures under the structural adjustment programme,
private transfers of foreign exchange were liberalised. During the period 1986 1o
1990, these private transfers (also cailed own exchange window) constituted one
quarter to one third of the import licences issued. It is likely that a substantial part
ol these own funds is derived from illegal exports. "I'he window is instrumental in
the import of sugar.

In 1986 also the export retention scheme had been extended to three categories
of exports: category A covered about 25 traditional agricultural exports which were
handled by the marketing boards; category B covered non-traditional industrial
products, while category C covered non-traditional products and services, Exports
under category A were covered by individual commodity agreements, which al-
lowed retention of variable percentages of export earnings, about 10 percent in
general (Maliyamkono and Bagachwa, 1990). The sugar industry acquired an
exceptional position, as it got the right to use 100 percent of its foreign exchange
revenues to finance imports of inputs and capital equipment. Annually, the sugar
industry exports 10,000 tons of sugar to the FC under the Lome Convention and
it earns some forcign exchange through the export of molasses.

Moreover, in 1988 the OGL system was introduced. This facility provides
foreign exchange to importers of raw materials, industrial inputs and spare parts
with a minimum of administrative interference. The import of food items such as
sugar is excluded from the OGL facility.
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Fiscal policies

The sugar industry has always been an important source of revenue for the Tanza-
nian government. The main instrument has been a sales tax, although excise duties
and other taxes have also been added Lo the ex-factory price for short periods of
time. The sales tax as the main lorm of taxation fluctvated sharply during the 1980s
as a proportion of the ex-factory price. In general, there was a high level of taxation
in the period 1980-1986—varying from 40-78 percent after a sharp upward trend
during the second hall of the 1970s—and a gradually decreasing trend after 1986,
ie. after the implementation of the structural adjustment programme, to about
20 percent in 1991, Yet, in absclute terms, the sales tax per ton increased up lo
1990 and total tax revenue went up from Tshs 220 million in 1980 to 3,065 million
in 1990, which equals a fourteen fold increase over the decade. The sugar taxes’
contribution to total sales tax revenue tluctuated between 5 to 10 percent during
maost of the 1980s (Bank of Tanzania, 1991).

Import liberalisation

Till the mid-1980s, the importation of sugar was controlled by Sudeco. However,
since the introduction of the econontic recovery programme, the importation of
sugar by private traders has been libcralised. Imports come from neighbouring
countries in the south (Malawi and Zambia in particular) and from overseas
via Dar es Saluam (especially from Thailand). Import duties on sugar were
about 30 pereent till the late 1980s, but have been reduced recently as part of a
further liberalisation of the market. This has however resulted in domestic prices
exceeding the import parity price because development levies and taxes on the
locally produced sugar arc considerably higher than import dutics. As a result of
this, consumer prices in Dar ¢s Salaam are below the officially set price of ‘15hs 183
per kg, Furthermore, traders have no advantage in buying dircetly from the estates
as the ex-factory price is the same as Sudeco’s ex-warchouse price in Dar ¢s Salaam,
which include the transport cost between the estate and Dar ¢s Salaam. Under
these conditions, it is more atlractive for traders to import sugar than to buy from
the local sugar companies. At present, the Tanzanian governmenl is reviewing the
price structure of both imported and local sugar to protect and provide incentives
to domestic production.

Parastatal reform
After the Arusha Declaration, the sugar estates were nationalised and brought

under a holding company, initially NAFCO, and, after 1974, under Sudeco. The
¢states became subsidiary companies of Sudeco. 'T'he structural adjustment policy
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has alse led to a drastic reform of the parastatal sector. The parastatal policy
statement of 1991 announced a divestiture pregramme under which all commereial
state enterprises will be open to foreign and local private participation. The sugar
industry has not been mentioned in the most recent Policy Framework Paper
(1992-1994), which indicates that fuil privatisation of this industry is not envisaged,
and that the production of sugar on commercial lines to cnhance efficiency is
pursucd by other means than privatisation. The contract signed with Newsco for
the lease of Kagera is a form of privatisation being tested at present. In addition,
according to the Public Corporation Act, 1992 and Treasury Circular No 1 of 1992,
Sudeco’s role will be reduced Lo that of a management agent, and it will no longer
be the holding corporation for the sugar companies. This implics that Sudeco will
cease to perform its monopoly marketing-distribution function in the near future.
Sudeco’s role and tasks in the Tanzanian sugar industry are presently under review.

After the nationalisation of the sugar industry, personnel policy was subject to
regulations governing the parastatals as laid down by the Standing Committee
on Parastatal Organisations (SCOPQO). This extensive list of regulations covered
conditions ol ¢mployment, restrictions on hiring and firing, levels of wages and
salaries, procedures for promotions and grievance procedures. These SCOPO
regulations were checked by C.C.M. party branch oflices established at each estate,
through which party officials intcrfered in various ways in the management of
the estates. The SCOPQ regulations and political intervention limited the cstate
management’s capacity for flexible and effective manpowcer development and
personnel policy, and led to overemployment, promotion not related to merit,
and cmployment on political criteria rather than qualifications. This situation is
subjeet to drastic changes at present. With the formal introduction of the multi-
party system, the party branch offices have been closed down and the abolition of
the SCOPQ regulations has been announced for the near future.

The preceding description of Tanzania’s sugar development policy teveals the
fundamental change of policy by the middle of the 1980s. Before 1986, policy was
characterised by a priority for expansion of production by means of the creation
of new estates, by a low level of ex-factory prices, high taxation and a high degree
of government/Sudeco inlervention in the day-to-day management of the estates.
After the introduction of the economic recovery programime, the production envi-
ronment has been deregulated and the sugar producing companies have obtained
more room for improved management, and operations on commercial lines.

2.3 Institutional framework
At present, the sugar industry is one of the largest agro-processing industrics in

Tanzania. [t contributes approximately 35 percent to the gross output of the food
manutacturing sector and some 7 to 10 percent to total manufacturing value added,
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The sugar industry is also a major employer with a labour foree of about 20,000,
including casual lahour for cane cutting,

The Tanzania sugar industry consists of five sugar factories and estales, owned
by four companies, TPC Limiled, the Kilombero Sugar Company, Kagera Sugar
Limited and the Mitibwa Sugar Estate. The Kilombero Sugar Company operates
two estates and factories. A holding corporation, the Sugar Development Corpora-
tion, holds 100 percent of the shares in Mtibwa, TPC and Kilombero, and majority
shares in Kagera. Associated with the sugar industry is the Tanzania Liguid Storage
Company, which specialises in the export of molasses. The laltcr company is
jointly owned by Sudeco (20 percent), TPC (40 pereent) and a British company (40
percent). The Sugar Development Corporation also owns and operates a training
institute for the training of lower and middle management staff, the National Sugar
Institute.

The Sugar Development Corporation is a parastatal which resorts under the
Ministry of Agriculture. 1t was established in 1974 by presidential order under
the Public Corporation Act of 1964. The cstablishment of Sudeco represented an
attempt to rationalise the sugar sector by amalgamating the various bodies charged
with different aspeets of the sugar industry in production, marketing, distribution,
and rescarch. The main tasks of Sudeco have been described as follows. Firstly,
to promote the development of the sugar industry 1o achicve and sustain national
self-sufficiency in sugar as soon as possible in conformity with government policy on
food selt-sufficiency. Secondly, to manage and safeguard government investments
in the sector. Thirdly, to carry out the task of sugar distribution in the country and
to arrange for the necessary imports,

Sudeco has always been strongly dominated by the Tanzanian government.
The Chairman of the Board of Directors is appointed by the President on the
recommendation of the Ministry of Agriculture, and includes two represcentatives
ol that ministry and one from the ministry of Finance.

To perform its tasks Sudeco is organised into five departments, namely planning
and development, operations, distribution and markcting, personnel and admin-
istration, and financial and management reporting. Recently, the Sudeco staff
has been reduced from 39 officers in 1986 (excluding administrative staff} to 20
in January 1989,

In sharp contrast to the well-structured organisational framework at the apex of
the sugar scetor, there is an absence of an umbrella organisation representing the
outgrowers, Although a substantial proportion of sugar cane producers have been
organised in an association te facilitate estale services around Kilombero, this has
been chiefly for the benefit of the estate. It is not an organisation representing
all outgrowers and fostering their interests against other parties in the sugar
sector. Only recently preparations have been made 1o cstablish a real outgrowers
organisation.

The institutional framework of the sugar sector has not undergone any major
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changes since Sudeco was established in 1974, Therefore, the sector has been
characteriscd by a highly stable institutional environment. However, the relation-
ship between Sudeco and the estates has been an issue of regular discussions.
Although the chairmen of the board of directors of the estates are members
of the Sudeco board, the estates have felt dominated by Sudeco—and in that
respect by the government. In their view, this dominance has had a negative effect
on the performance of the estates. This situation has been complicated by the
appointment of foreign management organisations {0 run the cstates.

A 1986 evaluation reporlis cautious in its description of the relationship between
Sudeco and the estates,

There seems to be some consensus that the estates are rather autonomous and that
Sudeco’s role is facilitating rather than managing, Bul the line of demarcation between
‘facilitating” and managing is quite obscure. This happens in many more organisations
throughout the world . . .. Although there is a distinet tendencey . . . to emphasize decen-
tralisation, there may be forces within Sudeco that do not Favour this trend, The main
reason for them is obviously cfficiency . . .. Sudeco in its facilitating role feels itself too
much dependent on expatriate cstate management, who has a different opinion about
e.g. localisation. (CCC/Sudeco, 19863
Recently, an improvement in the relationship between Sudeco and the cstates
has been reported. This improvement has been influenced by a better system of
monthly payments for sugar deliveries, a more efficient removal of sugar by Sudeco,
easy access by estates {0 forcign exchange earned from sugar exports, and better
arrangements for overdraft facilitics for the estates. In general, in 1989, the estates
had a much more positive opinion about the services rendered to them than before
(NEI, 1991). Yet in the opinion of (he cstates, the role of the Sugar Development
Corporation for the sugar industry has to be redefined, now the marketing system
has been deregulated. The Tanzanian government has already announced such
a redefmition As a matter of fact, Sudeco’s position as a holding corporation of
the sugar companics will be abolished, and it will cease to perform its monopoly
marketing function.

Organisationally, the National Sugar Institute (NSI)—a training institution for

the sugar industry—also comes under Sudeco’s umbrella. The NS starled its

operations in 1979, Plans for setting-up training facilitics for the sugar sector date

back to the early 1970s. These plans were based on the observed serious shortage

of skilled manpower and the ambitious plans for expansion. The functions of the

NST are threefold:

— the training of persons in skills required by the Tanzanian sugar industry in the
fields of cane production and sugar processing;

- the assessment of manpower needs for the sugar industry with the specific
intention of devcloping and maintaining appropriate training programmes;

~ the undertaking of studies relating to work performance with the aim of moni-
toring and improving productivity in the sector by means of appropriatc training.



3. Sugar production in Tanzania

3.1, Production trends and consumption characteristics

Sugar production was introduced in ‘lanzania at the beginning of this century
by Asian and Arab traders. It was mainly produced for the manufacture of
jaggery, locally known as ‘sukari gun’. Jaggery is a kind of brown fondant. It is
particularly popular in the Asian and Arab communities both for cooking and in
sweetmeats. Most jaggery units were in the Morogore and Moshi/Arusha areas.
Jaggery factories were usually small and simple. The cane is ¢crushed to extract the
juice which is then boiled until it is thick enough to set in moulds when cooling,
When, after independence, the Asians left the countryside and took up residence
in the larger towns, the jaggery more or less disappeared from the rural areas, This
disappearance was stimulated also by the Tanzanian government’s prohibition Lo
operate jaggeries within a 50 km radius of the sugar estates. AL present, jaggery
sugar is only occasionally available in the market, It seems that, even in scarcity
situations, jaggery was not seen by the local population as a substitute for sugar,
The main use of this type of sugar was for the brewing of local heer and for the
distillation of spirits.

Plantation white sugar production started in ‘Tanzania in the early 1930s. 1n 1931
the Tanganyika Planting Corporation {TPC) was established at Arusha Chini in
the Kilimanjaro region and operated by private Danish interest until the end of
the 1970s when it was taken over by the Government of ‘lanzania, TPC was from
the outset an irrigated estate in a rather dry area, where rain-fed smallholder cane
could not be grown. Initially, the installed milling capacity was 350 tons per day.
During the mid-1950s, this was increased to 1,550 tons. Also in the 1950s, a new
privatc estate was opened in the Bukoba area in West Lake District to cultivate
rain-fed cane. At the time of independence in 1961 these were the enly two sugar
factories in the country.

Plans devised during the colonial period to expand sugar production were
adopted after independence, and two new estates were developed during the carly
1960s in the Morogoro region, one at Kilombero and one at Mtibwa. As a result
of this, sugar production went up steadily during the 1960s, from approximately
40,000 to 80,000 tons per annum. The production increase during the 1970s
was less spectacular, and moreover showed significant fluclualions. The average
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annual oulput in this period was around 100,000 tons. Years in which sugar
production substantially exceeded 100,000 tons were 1976, 1978 and 1979. The
production increase at the end of the 1970s was probably mainly the result of
a new cxpansion of the production capacity at Kilombero I1. During the 1980s,
there was hardly any output growth. The average produclion in this period was
Just over 100,000 tons. In the years since 1985, sugar production has even fallen ta
levels below 100,000 tons. Production showed a healthy recovery to over 110,000
and 120,000 tons in the period 1990-1992, For detailed production figures for the
pertod 1963-1992, see Appendix I17, table 2

Figure 3. Sugar production per estate 1980-1991" (in metric tons x 1000)
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As table 3.1 indicatcs, the export of sugar has been quite stable over the past
ten years. Under the EC/ACP T.ome Convention Agreement, Tanzania has a
quota of 10,500 tons to export annually to the EC market. In the 1970s these
exports went to the UK, whereas, during the 1980s, the destination was France.
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Table 3.1 Sugar production, tmperts and exports in Tanzania: Five-year annual averages
{.000 fons)

Period Production Imports' Exports
1956-60 23.3 22.1 0.9
1961-65 491 13.9 1.6
196670 78.2 49 0.1
1971-75 984 31.2 4.2
1976-80 1152 213 16.2
1981-85 1134 10.1 110
1986-90 99.0 11.0 10.5
' Ofitcial imports, Sewirce: Sudeco,

The price received for sugar exports is almost twice the world market price. The
income from these exports amounted lo US$ 6 million in 1990/91. Since 1983,
total sugar export procceds are allocated to the sugar industry via the Sugar
Development Corporation. In some years, small quantitics of sugar have been
exported to neighbouring countries. Tn principle, Sudeco has an authorisation
from the government to export 5000 tons above the EC quota, However, because
of the low world market prices compared to the cost price in Tanzania, it is
impossible to establish regular export markets,

To supplement domestic supply, Sudeco also imported sugar regularly. Over the
last ten years, imports by Sudeco have amounted to some 10,000-15,000 tons
annuaily. Since 1986 also privale traders have been permitted to import sugar, A
major obstacle {o the importation of sugar is the mobilisation of foreign exchange.
As sugar s on the negative list of the Open General License system, importers
have to get foreign exchange from their own resources, for example in the form
of retention on cxports. In spite of this obstacle, sugar imports have increased
recently and seriously compete with domestic production.

[tis estimated that in 1990/91 sugar consumption in Tanzania amounted to approx-
imatcly 130,000 tons (NLI, 1991). This estimation is based on adding domestic
production and imports and subtracting cxports. Domestic production of sugar
amounted to some 110,000 tons in 1990/91. In that year Sudeco imported 11,500
tons and some 20,000 tons of sugar were imported by private traders. Some of
these imports enter Tanzania unofficially from the neighbouring sugar surplus
countries Zambia and Malawi, Local production and imports lead 1o a per
capita consumption of slightly more than 5 kg. The consumption level of sugar
has dropped substantially over the past few dccades. In the early 1970s, sugar
consumption reached its peak with almost 10 kg per capita. The lall in per
capita sugar consumption was mainly caused by supply constraints. Whercas the
population more or less doubled between the late 1960s and the early 1990, the
supply of sugar on the local market remained fairly stable around 130,000 tons.
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The mmportance of sugar to dietary habits in Tanzania has becn confirmed by
recent studies which indicate that sugar ranks very high among essentisl consumer
itemms. After clothes, sugar scores second on the list of priority goods (Cooksey,
1987). Sugar is also classifled as an essential food commodity by the Tanzanian
government. It is considered as a basic item of the local diet and an important
source of energy in the food supply.

Since sugar is considered a basic food item, the sugar price was regulated by
price control measures to avoid that sugar would become oo expensive and out
of reach of the majority of the population. Government estimates of the demand
for sugar (or more accurately sugar requirements) were therefore bascd on some
desired level of per capita consumption. [t appears that the main basis for this
estimale of ‘demand’ was the consumption level of Tanzania's northern neighbour
Kenya, where per capita consumption amounts to some 20 kg. On the basis of this
principle, Sudeco estimated the demand for sugar at the end of the 1980 at more
than 400,000 tons,

The large disparity between supply and demand over the past decades forced the
government to introduce a rationing system whereby target groups and arcas were
allocated a specific quota. Based on the availability of sugar for the local market
annual quota were fixed for different types of consumers including industrial users
{breweries, food companies), consumers in Dar cs Salaam and consumers in the
region. Because of political reasons the quota for Dar ¢s Salaam was very high in
comparison with that for the other regions, permitting a per capita consumption of
about 25 kgs per year. Quota for the regions were based on their population. The
distribution over these three main categories of consumers was roughly as follows:
20 percent went to industrial users, 50 percent was allocated to Dar es Salaam
and the remaining 30 percent was distributed over other regions. Considerable
differences hetween quota and actual distribution could be observed (NET, 1991).
Large quantities of sugar were sold m the open market at higher prices than the
official one. In the rural areas the actual price was more than twice as high as the
official price (Maliyamkono and Bagachwa, 1990).

However, since the end of the 1980s the official price of sugar has been drastically
increased. 'This substantially higher price will have a significant impact on the
potential sugar consumption. In the estimation of potential demand, income levels
play a crucial role. The price elasticity of the demand for sugar in Tanzania is
assumed to be high, namely around two. This means that a one percent change
in the price of sugar changes the demand by two percent. Given a relail price of
Tshs 190 per kg the potential demand in 1991 is estimated at 160,000 tons {NEI,
1991). This is substantiaily lower than the 470,000} tons estimated in the 1970s by
Sudeco for that year.

Compared to per capita consumption in other low-income countries, Tanzania’s
present per capita consumption is around average. Among the group of the
20 lowest-income countries, Tanzania scores even high. Only four countries
have per capita consumption levels of sugar exceeding that of Tanzania. [n the
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Alfrican context, countries having a significantly higher consumption level are the
North African states such as Algeria and Egypt (around 30 kg per capita), which
traditionally have been large consumers of sugar, and the net exporters of sugar,
such as Zambia (13.0), Malawi (13.0), and Kenya (20.0}.

3.2 Estate production

As is stated above, sugar is produced by four sugar companies on the mainland
of Tanzania, managing five estates. The agro-ecological conditions, the history
of ownership, capacity expansion, and the level of development aid differ for the
various estates. A short description of these charactleristics for each estate is given
below, as well as data on their performance during the 1980s.

TP( estate

The TPC estate is located to the south-east of Arusha in the Kilimanjaro region in
an area with temperatures suilable for sugar cane, although irrigation is essential.
Annual rainfall averages only about 500 mm and all months except April are
sufficiently dry for harvesting. A gross crop length of 300 days Icaves two months
for factory overhaul. For part of the cstate only rather saline irrigation water is
available. Cane quality 1s rather poor, owing to climatic factors, salinity and pest
problems ('late & Lyle/Booker, 1977).

TPC Limited was established in 1930 and operated as a branch of A/S The
Tanganyika Planting Company of Copenhagen. [t was privatcly owned by A.P.
Moller of Denmark. The company started with a small second-hand factory with
an installed capacity to crush 350 tons of cane per day (ted). The first sugar
crop was milled in 1936, New mills and boilers were added in 1955-56, which
increased the capacity to 1,550 tons. Between 1973 and 1976, an additional
plant was installed, and the capacity increased to 2,500 ted. Factory capacity
cxpansion was accompanicd by extending the area under cane. In June 1973,
TPC was incorporated in Tanzania under the Companies Ordinance as TPC
Limited. Since the mid-1970s investments in TPC have been drastically reduced,
and consequently, annual production has gone down. A major reason for the
reduction has been the low ex-factory sugar price in relation to increases in cost. In
1979, the company entered into an agreement with the Government of Tanzania
for the sale of ail shares to the Sugar Development Corporation. Consequently,
TPC became a parastatal organisation and a wholly-owned subsidiary company of
Sudeco.

During the 19705 and early 1980s, TPC received Danish development assistance.
This was discontinued when Denmark withdrew its assistance to the sugar industry
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in 1984. Since 1983, TPC has been allocated foreign currency from the annual
sugar export to the EC and through Netherlands import support to the sugar sector,
In addition, loans have been obtained from the East African Development Bank
and through Japanese import support, cach for US § 2 million, to rehabilitate the
milling section and buy new farm cquipment respectively.

On TPC, almost 100 percent of the cane is irrigated. The avallabic arca under
irrigated cane was about 5,500 ha and has been expanded recently to 5,800 ha. TPC
does not use the outgrower system. Climatic conditions permit an operating period
of 270 days, which is substantially higher than the other estates namely 180 days.
Since TPC aperates more or less the whole year through it does not use seasonal
workers. At TPC, about 5000 people are cmployed. Since 1991, the management
of TPC has been fully in the hands of Tanzanian nationals. Till that date, TPC had
had a management contract with Carl Bro, a Danish consulting firm.

Sugar production at TPC showed a gradually increasing trend between the
middic of the 1960s and the middle of the 1970s, from some 30000 tons 1o 45—
50,000 tons per annum. Then the output level stagnated at around 45,000 tons up
to 1981. During the 1980s production levels decreased to around 30.000 tons, Sec
table 3.2 and Appendix 11, table 2.

Table 3.2 Sugar cane production and factory performance, TPC

1980' 81 82 83 84 85 86 87 88 89 90 91 92

Cune crushed

(.000 tons) 542 533 450 478 440 435 400 383 352 319 428 MK 325
Yield

{tons/ha) 00 110 113 110 119 112 98 80 68 62 74 61 60
Sugar production

(.000 tons) 45 46 35 42 37 38 33 36 32 26 39 33 30
Fuactory yield

(% sucrose) 84 86 78 87 84 87 84 03 98 83 02 04 90

Cupacity utilisalion
(%) (60,000tons) 75 77 38 70 61 63 55 60 53 44 62 55 50

'Figures reter 1o crop seasons: 1980 = 1980/81. Sentreer Sudeco.

This decline is mainly caused by a reduction in the annually harvested cane
area and by sharply declining yield levels afier 1985, Some of the areas were
abandoned because of processing problems (milling section), high pest infestation
and shortage of irrigation equipment.

Kagera Sugar estate Limited (KSL)

The Kagera sugar estate is located on the main road to Uganda, about 40 miles
west of Bukoba in the West Lake Region. The estate lies at an altitude of 1,300 feet
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and climatic conditions for cane cultivation compare unfavourably with the other
sugar producing areas, mainly because of the marginal tcmperatures. The rather
low mcan day and night termperatures restrain the growth of the cane and there is
a period of 18-24 months between harvests. Rainfall at Kagera is also considered
deficient, but because of the rather low evaporation rale, irrigation was considered
less essential. However, without irrigation, yields must be expected to be low, The
rainfall pattern makes April the only month in which harvest operations have to be
stopped (Tate & Lyle/Booker, 1977}, KSL was started in 1956 by the Grewal Singh
family, who already operated a saw mill in the area and had extensive interests
in timber and sugar production in Uganda. 1t was part of Kagera Saw Mills
Ltd. Initially, the estate produccd cane for jaggery production until the factory
was completed in 1958-59. The lactory was assembled from second-hand parts
and equipment obtained from India and Kenya. An overhead irrigation system
covering some 300 ha was installed in 1967.

Negotiations about a joint venture between Kagera Saw Mills and the National
Agricultural and Food Corporation {NAFCO)} were successfully completed in
1970. When Sudeco was formed in 1974, the KSL shares held by NAFCO were
transterred to Sudcco.

As early as 1970, NAFCO had started to look into the possibilitics of expanding
sugar production in the Kagera area. In 1972, NAFCO and Kagera Sugar Mills
agreed to build a sugar refining plant with a capacity of 56,000 tons of sugar
per annum.  Two ycars later, Sudeco commissioned a new feasibility study by
Booker Agricultural International. The main departures from the 1972 plans were
the expansion of the estate to 16,000 ha with 8,000 ha under irrigation (as the
contribution of outgrowers and wjamaq villages was considered unreliable), and
the construction of a new factory with a capacity of 3,500 ted, and an alcohol plant
with an output of 7.3 million litres. Sugar output was valued at import prices, and
an internal rate of return of 8.8 percent was expected. The plans provided for
an increasc in the cost of the project from Tshs 200 million to Tshs 400 million.
In 1976, a revised report reduced the size ol the factory to 2500 ted and the
distiflery 10 3.9 million litres. Sugar output was now valued at export parity, and the
internal rale of return decreased to 4 percent. The report also gave an allcrnative
plan leaving out the distillery, reducing expenditure on housing, and again using
the import price for output valuation. This tripled the internal rate of return to
12.4 percent. Sudcco opted for the latter plan (NEI, 1981). The project was
implemented under two separate contracts, The factory construction contract
was awarded to the Indian firm Walchandnager Industries Ltd., and financed by
loans from India (8) pereent) and the Abu Dhabi-Fund., The contract for (he
development of the estate was obtained by HVA and financed by Tanzania and
Netherlands development aid. Implementation of the projects started in 1977, but
actlvities came to a standstill when the war with Uganda broke out in 1978. They
were resumed after the war, and in 1982, the factory and the tractor workshop
were completed. The factory experienced substantial operational problems with
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the power supply and the boilers. Estatc expansion took some more time, and by
the middle of 1984, about 4,800 heclares were at various stages of development
(Chambua, 1990). Since the mid-1980s, no further donor support has been given,
as the estate was considered financially and cconomically unviable.

During the 1960s, the annual growlh of output was about 15 percent, and it
consistently ran at a profit and without subsidy. By the mid-1970s, production had
stagnated, which was partly attributed to uncertainty about the expansion plans and
partly to a decline in the initially promising outgrowers’ production. The reason for
the latter decline was poor management by urban-based owners of the cane farms,
and the widespread occurrence of fires in the canc (Raikes, 1976). A common
reason tor the decline in production by eslate and outgrowers, was the shortage of
labour for harvesting, which until 1970 was solved by recruiting migrant labourers
from Rwanda and Burundi. On government order, recruiting had to be stopped to
keep the jobs for Tanzanians, and during the 1970s scasonal labourers came from
the Mbeya region. However this did not meet the demand for permanent labour,
and the labour situation remained a crucial bottlencck,

Production at Kagera came to a complete standstill as a consequence of the
Tanzanian-Ugandan war from 1978 to 1982, The exp.nded estate and the new
factory resumed production in 1984, and achieved the highest output figures ever
during a three-year period (1982/84). Thereafter, production declined again to
the level of the carly 1960s, i.e. around 3,000-3,500 tons per annum (see table 3.3),
Between 1983/90, a total of only 38,000 tons of sugar was produced, indicating an
average capacity utilisation of a mere 5 to 10 percent.

Table 3.3 Sugar cane production and factory performance, Kagera

1980817 82 83 84 85 8 87 88 & 90 91 92

Cane crushed

(.000 tons) - - 95 137 115 65 67 21 33 34 50 8 M4
Yield

{tons/ha) - - 69 77 67 55 46 29 33 35 43 na na
Sugar production

(000 1ons) - - 7 9 6 4 3 1 2 3 4 5 5
Factory yield

(% sucrose} - = 172 64 53 58 30 44 71 75 71 59 60
Capacity utilisation

(%) (60,000tonsy - - 11 15 10 6 6 2 4 4 6 8§ 8

I Figures refer to crop scasons: 1980 = 1980/81. Sowrce: Sideco.
2For 1980 and 1981 no production beeause of the war and the construciion of the
new factory

The poor performance of Kagera was primarily caused by the cstate’s isolated
position with long and costly lines of communication, cspecially when during the
period ol gencral cconomic decline in Tanzania, the transport situation strongly
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deteriorated. The discontinnation of Netherlands assistance in 1984 aggravated
the production conditions at Kagera; in combination with deficiencies in manage-
ment it caused a cannibalisation of processing facilities, while large parts of the
recently established cane fields returned to bush.

In 1988, the situation changed again when Booker/Tate took an interest in
Kagera. A private company was formed to provide management assistance 10
the estate. This company—Newsco—is jointly owned by Booker-Tate and a
private Tanzanian company {51 percent) and Sudeco (49 percent). Booker-Tate
conducted another feasibility study, proposing a $75 to S100 million rchabilitation
plan which will increase production to 60,000 fons of sugar by 1997, Under
the first phase, a new management team was provided and further studies were
undertaken. Implementation of the plan entails foreign funding for the large
investment and arrangements with regard to the accumulated debts. To facilitate
the implementation of the plan, Newsco intends to take over all movable assets
from KSL, and to lcase the plant and the buildings. This arrangement indicates
that K8I. is no longer involved in sugar production and that the Government of
Tanzania and Sudeco will bear Kagera's accumulated losses.

The Kilombero Sugar estates (KSC)

The Kilombero Sugar estates are located south-cast of the Mikumi National Park
along the Mikumi-Ifakara road in the Morogoro Region. The Kilombero Sugar
Company Limited (KSC) which owns the estates, was formed before independernce
in 1960, after initial sail suitability investigations (or sugar growing had been carried
out in the Kilombero valley during the period 1955-1957. Soils in the valley were
found suitable tor sugar, and climatological conditions were also found favourable.
Rainfall averages about 1500-1800 mm per annum. Yet, irrigation was considered
desirable to increase yiclds and to reduce variations in vields from year to year.
June to November is the best harvesting period. 'This gives a period of 180 days with
little interference from adverse weather conditions and sufficient time for factory
maintenance.

The Netherlands consu! in Tanzania in the 1960s, who owned a Tanzanian
trading company involved in the import of sugar, played an important role in es-
tablishing K&8C, and successfully arranged for international financial support. The
major private shareholders in KSC were the International Finance Corporation
(IFC), an affiliatc of the World Bank, the Commonwealth Development Corpo-
ration (CDC), and the Netherlands Overseas Financing Corporation (NOF). The
company started its activities in 1962, Management was put in the hands of the
Vereenigde Klatensche Cultuurmaatschappij, a Dutch company with experience
in sugar cultivation in Indonesia. The KSC experienced considerable problems
during the first years of its operations. Inadeguate management by the Vereenigde
Klatensche Cultuurmaatschappij was seen as one of the major reasons for these
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Figure 6. Location of Kilombere Sugar estate and outgrower areas
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poor results. In 1965 therefore, management responsibility was transferred (o the
Handelsvereeniging Amsterdam (HVA).

In 1969, the 'lanzanian government negotiated with the investors and bought
all the shares, so taking over the company. In 1972, these shares were entrusted
to NAFCO, and later to Sudeco, when it was formed in 1974, Early in 1970
the capacity of the factory was raised from 20,000 tons of sugar per annum to
36,000 tons. Subsequently, in 1974-76, a second sugar estate, Kilombero [I was
developed in the Ruembe valley, adjacent to the existing one, which was now called
Kilombero 1. _

The expansion of Kilombere was undertaken for the following reasons: the
rapid increase of domestic sugar consumption, the high world market price for
sugar, the advanced infrastructure in the arca, the tradition of cane-growing by
local farmers, favourable agro-ecological conditions, and employment for 2,500
workers. An HVA conducted feasibility study planned a nucleus estate of 1,400 ha
of irrigated cane and 2,040 ha of rain-fed cane, while outgrowers were expected to
cultivate 1,840 ha. "this would lead to an annual output of 45,000 tons of sugar.
Yield levels were estimated at 107 tons per ha for irrigated and 82 tons per ha for
rain-fed production. Outgrowers were expected to achieve vield levels of 45 tons
per ha. The substantial contribution of the outgrowers—about one-third of the
total cane supply to the Ruembe factory—was based on the expected considerable
assistance from the KSCincluding land clearing and planting for the first crop, and
revolving loans for cost-of-living expenditure during the first few years and for cane
transport, mechanical field work, the supply of sced cane, and extension services.
in spite of this, the relationship between the estate and farmers in the area came
under strain at the very beginning. The expansion of Kilombero in the Ruembe
valley required the removal of a number of local farmers to arcas with less fertile
soils and against little compensation. The Kilombero 11 estale came into operation
in 1976, when the new factory was officially opened.

The total investment for the expansion programme was Fshs 48 million, 1t was
financed by the Netherlands and Danish governments (47 percent), the Warld
Bank (27 pereent) and Tanzania {28 pereent). The financial rate of return of 14.5
percent over 28 vears on the basis of an import substitution price of ‘Ishs 1,460 per
ton was an important consideration.

It 1975, ie. before the new factory had cven opened, the Tanzanian government
was no longer able to pay for the ITVA management contract, and this contract
was then brought under Netherlands development assistance. In the late 1970s,
the management positions were handed over gradually to Tanzanians, and the
number of expatriates was reduced. From 1980 onwards, however, Tanzania
requested 4 renewal of management assistance by HVA, following a dramatic drop
in production in 1979 and 1980. According to a World Bank completion report
(1984), the main lactors responsible for bringing down the production levels were:
(1) the rapidly deteriorating general economic situation, with a severe overall

shortage of toreign exchange
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(i) poor ex-factory prices, which prevented the gencration of funds with which
to buy spares and replacements for original KSC equipment

(i) the deterioralion in management following localisation in 1977, which was
[urther aggravated by the total lack of labour discipline.

During the 1980s, Kilombero received substantial assistance from the Netherlands

mainly in the form of import support, and technical assistance. Since 1990 the

management of the KSC has been in the hands of Tanzanian nationals. In early

1992 the last expatnate technical advisors Jeft.

The total area under cane at Kilombero 1 and Kilombero 1T during the 1980s was
on average 8,000 ha, of which 2,000 ha were cultivated by outgrowers.  About
two thirds of the cane production in the estatc area is under irrigation. Al KSC,
about 10,000 people are employed approximately 6,000 of whom are seasonal
labourers.

The average quantity of harvested cane during the period 19801989 amounted
to approximately 475,000 tons per annum, of which 20 percent was dclivered by
outgrowers, Since 1980 the contribution of outgrowers to the total cane supply
has declined by about two thirds from 158,000 tons m 1980 to 55,00(} tons in 1989.
Both the area under outgrowers’ cane and productivity per hectare have decrcased
considerably. Previously cultivated canc areas have turned inlo paddy farms, while
on the remaining cane areas many fields mainly consisted of very old ratoons with
a low productivity per unit area. However, in recent years (1990-92), therc has
been a spectacular increase in outgrowers cane supply from 61,000 to 97,000 tons.
An attractive price and improved supporl scrvices by the company appear to be
the main reasons for this achievement (see table 3.4 and Appendix II1, table 2).

Table 3.4 Sugar cane production and factory performance, Kilombero

1980 81 82 83 84 85 8 87 88 89 90 91 92

Cane crushed
(-000 tons) 521 508 430 602 482 463 436 483 427 418 438 551 74
Canc yicld
{lons/ha) KI 81 59 67 8 71 67 63 71 67 58 62 73 78
KII 63 73 74 90 o6 &6t 65 71 63 62 70 70 77
Sugar production
{.000 tons) 48 30 40 55 46 46 41 45 43 30 42 54 56
Factory vield
(%o sucrose)  KI 95 102 95 95 95 102 935 95 100 92 97 98 97
KII 94 96 92 89 98 101 94 93 102 95 98 98 9.7
Capacity utilisation
(%) (35,000 KI 57 57 43 69 &0 60 54 60 60 45 53 65 75
(%) (40,000) K1t 73 75 63 78 63 63 59 61 55 59 61 78 75

'Figures refer 1o crop seasons: 1980 = 198081, Source: Sudeco.
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The main problems experienced during the 1980s in the production and processing
of sugar cane at KSC were: deterioration of the irrigation systems; scarcity of
tractors for maintenance of fields; late arrival of certain inputs {e.g. fertilisers) in-
crease in the incidence of diseases; collapse of the weir structure across the Ruzha
river; and inadequale maintenance of the factory causing regular breakdowns. In
addition, the Kilombero [ factory is rather old (1962) and needs rehabilitation.
Furthermore, the low motivation of staff due to low salary levels was a serious
problem,

However, the main reasons behind these problems have been the general
cconenlic decline in Tanzania during the late 19705 and early 1980s and the low
ex-factory price. The recent inerease in outpul at KSC (550,000 tons of cane in
1991-92) was primarily the result of improved access to foreign exchange, changes
in the price structure, an incentive package to employees, and a higher cane supply
by outgrowers,

Mitibwa Sugar Estate (MSE]

The Mtibwa Sugar Estate is located east of the Nguru Mouatains near the village
of Turiani in the Morogoro region. The agro-ecological conditions are marginally
suitable for canc cultivation. The average anaual rainfall amounts to 1200 mm
per annum with variations from 800 mm to 2000 mm. ‘The rainfall pattern is
bi-modal, with a 6-month dry season between May and October. The mean
annual precipitation is marginal for cane growing under rain-fed conditions, taking
account of the annual distribution pattern and the vear-to-year variation. The
prolonged dry season which is beneficial for harvest operations, unfavourably
affects yield levels. To minimise variations in canc supply and to achieve maximum
utilisation of factory capacity, at least part of the cane must be grown under
irrigation.

The Mtibwa estate area consists of an alluvial plain of heterogenous soil com-
position. The area is dominated by class 2 soifs with estimated cane vields of 43
tons/ha on rain-fed land and 93 tonstha on nrigated land. Recorded information
about the soils of the estate was very meagre at the time of the Tate & Lyle/Booker
survey (1975/76), but suils have been mapped later one. This survey report called
for aselective application of fertilisers on the basis of field trials, which were carried
out during the 1980s,

Mtibwa was incorporated in 1961, alter having been converted from a sisal estate
which was initially set up in 1939. Sugar production started in 1963, with a second-
hand factory. 1n 1967, the Madhvani Group of Companies of Uganda through
EMCO (T) Ltd. acquired controlling shares, and in 1969 Mtibwa became a joint
venture between EMCO (T) Ltd. and NAFCO with each holding a fifty percent
share. The two partners decided to build a completely new factory with a capacity
of 1300 ted. The factory was constructed in 1973 on a turn-key basis by Fletcher and



68 Part I Context

Figure 7. Location of Mtibwa Sugar Estate and outgrowers arcas
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Stewart Ltd. (UK) and was of a standard design. When, in 1975, Sudeco acquired
the lull ownership of Mtibwa, it contracted HVA as the management consultants (o
manage the estate and supervise the rehabilitation of the factory. With commercial
loans the factory was rchabilitated and expanded to the carlier planned 1,500 tons
capacity and with Danish aid, an irrigation system was constructed. The estate
was extended from 2,350 to 3,200 ha. However, Mtibwa continued to incur heavy
losses, for which three reasons were given: under-utilisation of the factory’s cane
crushing capacity, insufficiency of funds for spare parts, and serious transportation
problems during the rainy season (Chambua, 1990),

The financial position of the Mtibwa estate gradually improved after 1978 and
in 1981/82 the company registered its first profits. The factory capacity was further
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increased In 1984/85 to 2000 tons, and the area under cane expanded to 3800~
4000 ha, largely with Netherlands development aid. During the 1980s, Mtibwa also
reecived substantial Netherlands assistance in the form of management support
and commodity import support. Technical assistance to Mtibwa was stopped in
1991, when management was fully localiscd.

In Mtibwu approximately 4,000 people are employed, one quarter of whom are
casual labourers. Since the milling season in Mtibwa lasts only 180 days on average,
the estate has to rely on seasonal workers. Every year it is a problem to obtain a
suflicicn{ number of cane cutters in good time. Most cane cutters use to come
from other regions {chiefly Mbeya and Iringa regions} and return to their own
lands when agricultural activities there have Lo be carried out.

At present, Mtibwa has an estate cane area of 4,747 ha, made up of 1,800 ha
of irrigated land and 2,947 ha of rain-fed land (SKIL, 1990). TInitially, it was
anticipated that outgrowers production would constitute 50 percent of total cane
output, but this target has never been achieved. The highest proportion in the
last decade has been 20 percent. Qutgrowers’ production therelfore constituted
a problem for Mtibwa. The canc supply is irregular and costly, An additional
problem is the fact that many outgrowers are also personnel of the estate or factory
at Mtibwa (see for more details para 3.3 on outgrowers).

Production at Mtibwa shows sharp fluctuations, with a generally increasing trend
from 2,500-3,000 tons of sugar in the 1960s to 15,000 tons at the end of the
1970s. Subscquently, the output went up sharply to record levels of 26,000 and
27,000 tons bul declined again during the carly 1980s mainly because of a sharp
decrease in canc yields (sce table 3.5 and Appendix I, table 2). Disappointing
cane yields have cspecially been encountered for irrigated cane. At Mtibwa the
difference in yields between rrigated and rain-fed canc cultivation is 57 as against
54 tons per ha (NEI, 1991). Apart from drainage problems, this small difference
can also be ascribed (o the poorer soils on which irrigated cane is cultivated.
Other factors which have affected cane yields include the deficient availability of
inputs and equipment for land preparation, cultivation and harvesting. Finally,
low and decreasing real salaries have been a demotivating factor for nearly all
levels of employees and are therefore an important bottleneck for proper man-
agement.

Tt appears that, whereas the major obstacles during the first half of the 1980s
were with the manufacture of cane (shortage of capacity and regular factory
breakdowns), in the second half of the 1980k, the supply of sufficient cane became
the major constraint, During the first half of the 1980s, investments for Mtibwa,
including aid assistance were used for the rehabilitation and expansion of the
factory in particular. Improvements in cane growing were more or less neglected
during that period. In the rehabilitation plan for Mtibwa, it is estimated that
aboul wo thirds of the required investment costs will be needed for agricultural
production.
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Table 3.5 Sugar cane praduction and factory performance, Mtibwa

1980 81 82 83 84 85 86 K7 88 BY 90 91 92

Cane crushed

{.000 tons) 297 281 256 299 244 150 203 231 222 233 258 279 307
Yield

(tons/ha) 108 85 83 112 84 B0 79 59 53 61 60 56 6l
Sugar production

(.000 tons) 26027 23 26 021 13 18 20 19 23 25 206 29
Factory vields

(% sucrose) 87 97 91 &5 &5 9.0 89 B8 86 96 96 92 03

Capacity utilisation (%)
(up to 1985; 27,000
thereafter 35,0003 96 100 85 93 78

fad
<3
N

57 5 64 70 74 82

'Figures refer o crop seasons: 1980 = 1980781, Sowrce: Sudeco,

Over the last two cropping seasons output shows a remarkable recovery to
approximately 25,000 tons. The increase in output is to a large extent the result
of the doubling of production by outgrowers from an average of 37,500 tons in the
period 1987-1989 to 55,000 and 77,000 in 1990 and 1991 respectively. The sharp
rise in outgrowers' production has primarily been caused by a substantial increase
in the price of cane; it tripled hetween 1988 and 1990

3.3 Outgrowers production

Although sugar is primarily an estate crop in ‘Tanzania, relatively small-scale
producers initiated sugar cultivation. In the 1938s, commercial sugar cultivation on
private farms was started in the Kilombero arca by Asian and Arab entreprencurs.
They processed the cane in local jaggeries. Since the beginning of estate sugar
production, outgrowess have also produced a—sometimes sizeable—proportion
ol the country’s total output, Other lavourable faclors have been the improved
services by the estate and the introduction of credit facilitics to outgrowers guar-
anteed by the estate, which arranges for the repayments of the Joans.

The beginning of estate production at the Kilombero and Mtibwa cstates during
the early 1960s stimulated outgrower production. At present, outgrower produc-
tion is insignificant around Kagera and non-existent around the fully irrigated TPC
estate.

Around the two Kilombero estates, outgrowers’ cane production increased from
an average of 15 to 20,000 tons of cane during the early 1960s to some 80 to 100,000
tons during the 1980s. However, production time series show sharp fluctuations in
hectarage, number of outgrowers, and total output during the thirty-year period.

in general, production by outgrowers increased during the 1960s, and decreased
during the early and mid-1970s, after which levels went up again from 1977 to 1983



Stigar production in Tanzania 71

Mumias outgrowers scheme, Kenya

Awell known example of a nucleus cstate with a high proportion of outgrowers’
production is the Mumias Sugar Scheme in Kenya. In the late 1960s, feasibility
studies for introducing sugar were carried out in new arcas of Kenya by
Brooker McConnell. They found a rather densely populated area in Western
Province, north of Lake Victoria, which was ecologically suited for sugar
production, and suggested quite a new organisational structurc of production,
namely the combination of smaltholder contract farmers, a nucleus estate, a
factory and an agricultural bureau to secure the proguctivity of smallhotders.
Initially, the government preferred a structure based on cooperative societies
which weuld supervise production and take charge of transport to the factory.
However, Brooker McConnell and the donor organisations had doubts about
the farmers’ capacity to deliver a constant and sufficient quantity of cane to
the factory, and therefore demanded a nucleus estate to be run by the factory.
Soon after the start of the Mumias project, it was clear that the nucleus estate
with putgrowers was much more efficient in terms of tons of refined sugar
per hectare of cane than the smaltholder schemes organised by cooperative
societies. As it was then Kenyan policy fo become self-sufficient in sugar by
1980, it was decided that more such schemes should be designed and old sugar
schemes be restructured on the same lines as Mumias,

The Mumias Sugar company started production in 1975 and by 1980, was
producing 164,000 tons of milled white sugar annually, or about haif of Kenya’s
total production. The number of smaltholders involved in sugar production
gradually increased to about 23,000 farmers. They supply approximately 90
percent of the cane delivered to the factory. In purely economic terms, the
Mumias estate-cum-cutgrowers combination has been a success. In slightly
more than a decade, 30,000 hectares have been put under cultivation, of which
27,000 by outgrowers, with a total production of 140,000 tons of sugar in
1985, The nucleus estate has given employment to 4,500 permanent and 8,000
seasonal workers. Sugar production provided substantial direct revenue to the
government’s coffers from excise on sugar and income tax. However, in wider
rural development terms, the project has caused serious social distortions. The
newly created cash economy has had a disruptive impact on family life and on
the food economy, and has not resulted in more diversified area development
(Williams, 1985).

Since then, output has declined sharply up to 1991; since 1991 output goes up
spectacularly. This trend broadly coincides with the production at the Kilombero
cstate, but fluctuations differ in degree. Consequently, the share of outgrower
production in Kilombero’s total output also varies from one year to another (see
figure 8 and Appendix [11, table 3).
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Figure 8.  Outgrowers production of sugarcane, Kilombero area 1962-1992*
(percentage of total factory production)
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Around Mtibwa estate, outgrower’s cane production fluctuated heavily from
year to year. Broadly, four periods may be distinguished in total production.
From the late 1960s until the late 1970s figures fluctuated at around 15-25,000
tons of harvested cane per annum. Between 1977 and 1982, output went up Lo
some 3045000 tons, afler which it decreased again to the level of the initial
period. Many of the original cutgrowers fieids were seriously neglected or had even
returned to bush. Since 1987, ouigrowers’ production increased sharply, reaching
the highest mark over the past 25 years al 77,000 tons in 1991 and over 100,000 tons
in 1992. The share of outgrowers in total factory output at Mtibwa has shown sharp
differences over time, with extremes of 40 percent in 1968 and 6 percent in 1982.

Fluctuations in outgrowers’ prodizction are strongly related to weather conditions,
as outgrowers do not use irrigation facilities. Yet, the long-term trends cannot
be explained by droughts or excessive rains. The increase in production in the
Kilombcro arca during the 1960s was related to area expansion, cspecially that of
the large private farms which were responsible for about 80 percent of outgrowers
production during this period. The sharp reduction in outpul during the 1970s was
primarily caused by the socialist policy—discouraging for these producers—which
included the nationalisation of a large farm with the highest production figures in
1978. The brief period of increase in the late 1970s followed the campaign for
higher sugar production conducted by the Tanzanian government and financially
supported by the World Bank. The number of small-scale cane growers doubled
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Figure 9. Oulgrowers produciton of sugar cane, Mtibwa area 1968—-1992*
(Percentage of total factory production)
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over a relatively short period to about 1,000 around Kilombero alone. Yet, the
revival lasted briefly and many farmers discontinued cane production after 1983,
because of unattractive real producer prices and the poor guality of supporting
services (Sprenger, 1989; Maganya et al., 1989). For Mtibwa, information aboul
factors explaining trends in production is scarce. Some general [actors observed at
Kilombero also apply (o the Mtibwa outgrowers, such as discouraging price levels
and deficiencies in input supply and extension services, Ilowever, a crucial factor in
Mtibwa was factory efficiency and capacity. Breakdowns in processing machinery
and the priority given to estate cane over outgrowers canc were important determi-
nants for the quantity of outgrowers cane processed. The expansion of outgrowers’
production since the late 1970s was the result of deliberate government policy
and substantial pressure on local farmers who feared food shortages if too large
an acreage was put under cane (Werkhoven, 1978). In the past, outgrowers
constituted a problem for Miibwa, Cane was cultivated on small and isolated
plots, some of which were located in inaccessible areas. This not only has led to
costly haulage operations, but al times also resulied in a total failure to harvest the
crop. Substantial increases in the prices paid to outgrowers has resulted in a sharp
increase in the arca under cane and in cutput.

The cultivation practices of outgrowers differ considerably from those of the
estates. As mentioned already, estates irrigate a sizeable proportion of their
cane, and if properly carried out, are in & position to offsct drought conditions.
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Outgrowers only produce under rain-fed conditions. [n addition, outgrowers apply
a much longer production cycle of the cane. In contrast {o the cstates, where cane
is uprooted alter three Lo four ratoons, outgrowers may continue ratooning for
8ix to ten years and even more, The rationale of this practice is the considerably
lower input of labour required for a ratoon crop. [n spite of the lower yield levels,
the ratoon crop results in a higher net income for the farmer. During the 1980s,
more than 90 percent of the outgrowers did not apply tertilisers and only some
20 percent used weed Killers. In other words, the use of chemical inputs was very
limited indeed {(Maganya et al 1989).

Under these conditions it is not surprising that yield levels lagged considerably
behind those of the estates, despite the less than optimal yield levels achicved there.
Apart from the wide fluctuations in outgrower yield levels from one year to the
next, they also showed a declining trend. For example, in the Kilombero arca, yield
levels fluctuated around 43-50 tons per ha in the period 1979-1984 and decreased
to 25-30 tons per ha in 1984-1990. For Mlibwa yicld data indicate an upward trend
from 45 tons per ha in 1987 to 53 tons in 1992,

It has been mentioned already that outgrowers do not constitute a homogeneous
group. Studics en Kilombero distinguishes five types of outgrowers production
units, namely private estates, ujamaa villages, smallholders organised in asso-
ciations, individual smallholders, and a parastatal company (Werkhoven, 1978;
Sprenger, 1989).

The ten private estates are large scale units virtually all of which are owned
by 'lanzanians ot Asian and Arab origin. They employ a substantial number of
labourers, are largely self-supporting in mechanical farm operations, and have had
their own means of transport to bring the harvested cane to the estate factories
after they were ordered to discontinue jaggery processing. In spite of their
reduced importance since the 1970s, they still take care of almost 40 percent of
all outgrowers” production.

The eight wjamaa villages used to produce canc on collective farms. These
villages also included three settlement schemes established during the 1950s and
transformed into wjamaa villages during the 1970s. With ample financial, technical
and organisational support, the population of these villages was stimulated to
cultivate sugar cane. The villages were equipped with machinery and means of
transport. In 1973, they produced some 30 percent of outgrowers’ cane, but pref-
erence for individual farming and disagreement about the distribution of returns
from collective farming led to a complete breakdown, leaving an accumulated debt
of some Tshs 10 million (er 90 percent of lotal outgrowers debts),

Small-scale cane farmers who maintain contacts with the Kilombero estate as
a group or association are numerically the most important category. With a total
of 500 producers (of whom fewer than 10 percent were women) they produced
some 35-40 percent of oulgrowers’ cane in 1986, Services are provided by the
estate through the associations, and some associations have their own machinery



Sugar production in Tanzania 75

Figure 10. Yield levels outgrowers in comparison to estate vields at Kilombero (977-
19917 {in tons per ha)
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and means of transport, Most of these small-scale producers are full-time farmers
who combine cane cultivation with food crop farming. The biggest part of the work
on the cane fields is left to labourers, apart [rom activities carried out by the estate
for fixed sums deducted after the delivery of the cane. Household labour is chiefly
used for the cultivation of food crops. Apart from the few female cane growers,
women are not involved in cane cultivation. The sexual division of labour assigns
to women the primary responsibility for food crops.

Individual cane growers, i.e. farmers individually registered at the estate and
maintaining dircet links with estate staff are relatively small in number in the
Kilombero arca. A survey among these individual cane growers has revealed that
many of them are also involved in other economic activities including commercial
food crop farming. Their cane plots may vary substantially in size ([rom less than
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one to more than 4{ hectares in 1986), half of the farmers usc fertilisers and
herbicides, and yields are much higher than for the other categories. An important
subcategory among these canc growers are the estate staff who supplement their
relatively low incomes in this way. This is a recent pnencmenon, encouraged by the
Kilombero estate management to compensate for the sharp decline inreal incomes
of the estate staff since the sccond haif of the 1980s.

The parastatal Kilosa Development Corporation (Kilodeco) established in 1973
designed ambitious plans for a multi-sectoral development project in Kilosa.
In 1987, the corporation cultivated 100 hectares of cane of which less than 25
percent was harvested. The remaining three-quarters reportedly ‘had turned
into an unrecognizable wilderness’ (Sprenger 1989, p.3) whereas Kilodeco had
accurmnulated large debts with the Tanzania Investment Bank. Further details on
outgrowers in the Kilombero area are provided in table 3.6.

Table 3.6 Typology of sugar outgrowers—Kilombero area, 19861990

Type of growers no. of ne. of average” yieldstha % of e of
units honse- size unit {tons) area  production
holds (ha) 1986 1990 1986 1990
Private estates 10 10 833 325 259 370 385 255
Ujamaa villages 8 ? 30.4 213 145 110 75 20
Association smaltholders 13 S00 1.6 326 308 370 375 40
Individual smallholders 30 30 7.4 406 391 110 130 235
Parastatal’ 1 - 926 250 - 40 35 -
“The parastata!“\.vés na lenger existing in 1990, Source: Sprenger } §39; 799,

A comparison between the 1986 and 1990 figures indicates a decreasing share of
private estates and ujamaa villages in total outgrowers production. During the four
year period, the number of ujumaa villages fell to three, These changes indicatcs
that outgrower canc cultivation has become largely a smallholder crop, as they take
now care of three quarters of total production.

In the Mtibwa area, outgrowers cultivated relatively small cane plots in the past.
Recently, large cane larms of up to some 30 hectares have been developed, chiefly
by estale managers. So, in contrast to Kilombero, many outgrowers, and especially
the larger ones, combine cane cultivation with cmployment on the estate. This
combination may put these cmployee-outgrowers in a preferential position with
respect 1o access to services. However, also in Mtibwa the vast majority of the
outgrowers cultivate cane plots of relatively small size. Of the 688 registered
outgrowers over 400 had less than one hectare of cane and 540 had less than three
hectares (57 and 20 percent respectively). Only 5 percent of the outgrowers have
more than 10 hectares under cane,
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The yield levels of outgrowers in the Mtibwa area have remained substantially
below the optimal ones for a long period of time, because of the reported haphaz-
ard land preparation techniques and poor planting, the use of mixed cane varieties
multiplied from unselected seed cane, the absence of timely replanting, the lack
of disease control and fertiliser use, and the absence of extension services (NEI,
1986). Recent ligures show a sharp increase in total output and in yield levels for
outgrowers around Mtibwa.

The growing interest of farmers and estate staff to cultivate cane is a result
of considerably increased prices, improved services provided by the estate, and
the creation of credit facilities to growers guaranteed by the estate. Expansion
of outgrowers cane is gaining momentum to such an extent, that the capacity of
the factory may scon be insufficient to cope with supplies. Yet, under the present
conditions, small farmers have difficulty to get access to the credit facilities and may
find themselves obliged to sell some of their land to raise part of the Tshs 60,000
investment costs per hectare.
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4. Aid policy

This chapter focuses on Nctherlands assistance to the sugar sector, However,
before dealing with Netherlands aid to this sector, a brief overview will be given of
the development cooperation programme between Tanzania and the Netherlands
(see section 4.1). This overview provides background information about the policy
objectives of the bilateral programme, the volume and nature of the aid flows, and
the main (rends in the aid approach. In an assessment of aid to the sugar sector,
these objectives, priorities and trends have Lo be taken into consideration.

A historical review of Netherlands assistance to the sugar industry indicates thar
Netherlands involvement in the sugar sector dates back to the 1960s (section 4.2).
In this period, Netherlands participation was financed through commercial loans.
Development assistance started in the 1970s. In the Netherlands aid approach to
the sugar sector, three periods can be distinguished: a period in which aid was
used for the expansion of the production capacity i.e. the 1970s; a period in which
emphasis was primarily put on an improvement of the capacity utilisation, i.e. the
1980s; and the period in which the rehabilitation of the sector in order to establish
a seli-reliant industry is the central focus, i.e. the 1990s.

4.1 Bilateral policy framework

Although over the past few decades, a large number of changes have been in-
troduced to the aid programme, the general objectives of the Netherlands de-
velopment cooperation programme have not significantly altered. The two main
objectives remain the improvement of living standards among the poor and more
economic self-reliance. While the programme’s major policy orientation has
not fundamentally altcred, the Netherlands government has taken a number of
policy initiatives, introducing some new priorities to their aid programme during
the 1980s. One of the main changes was the enhancement of two new priority
themes, namely women in development and environment. Together with poverty
alleviation, these three issues are the main criteria for the appraisal of project
proposals in the 1990s,
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The Netherlands development cooperation programme with Tanzania dates back
Lo the 1960s. During that decade, Netherlands aid was provided on an ad hoe
basis in the form of loans for the procurement of capital goods and grants for
technical assistance. Tanzania was selected as one of the priority countrics when
in 1969 the policy was introduced o concentrate Netherlands aid on a limited
number of countries. Consequently, during the 1970s, the level of regular bilateral
Netherlands aid to Tanzania rose significantly. Whereas at the beginning of the
19705 annual commitments were D 15 million, in the mid-1970s they were as high
as Dl 50 million, and they amounted to almost Dl 100 million by the end of the
decade. In this way, Tanzania became the largest recipient of Netherlands aid in
Africa, and the third largest one worldwide., The reasons for the rapid increase
in Netherlands aid were twofold. Tanzania's socio-economic policy showed a
high degree of correspondence with Netherlands development aid objectives of
sclf-reliance and target group orientation. In addition, Tanzania belonged to the
group of least developed countries and, at the beginning of the 1970s, the country
was hit by deteriorating terms of trade for a number of reasons including the
oil crisis, During the 1980s, the annual allocation level remained guite stable at
about Dfl 100 million. However, disbursement levels showed significant variations.
These fluctuations were the result of growing disagreement between Tanzania and
the Netherlands about economic reform measures.

In addition, the terms on which the Netherlands provided bilateral aid had
undergone considerable changes in the 1970s. In the period 1970-75, about
two thirds of the aid consisted of loans. Since 1977, all aid to Tanzania was
made available as grants. In 1978, moreover, all debts and interest arrears were
cancelled,

Apart from the regular bilateral assistance, Tanzania received substantial amounts
of aid through other budget categories. On average, the ratio between the regular
and non-regular aid flow to Tanzania during the 1980s was 2 to 1. More than 40
percent of the non-regular aid flow consisted of balance of payments support, 30
percent was provided through various sectoral programmes, 15 percent was made
available in the form of technical assistance, and 15 percent through NGOs. Aid to
the sugar sector was almost exclusively supported through funds from the regular
bilateral programme.

Table 4.1 Disbursement levels of Netherlands aid by budget category, 1950-1991
(in million Dfl)

80-82 83-85 86-8% 89-951
Regular bilateral programme 90 70 100 105
Other budget catcgorics 75 50 60 50

Total 165 120 160 155
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One of the most significant changes in the aid programme with Tanzania during
the 1980s, compared with the 1970s, was the shift from project aid to programime
aid. 'This shift was not unique to Tanzania but could be noticed in almost all
Netherlands aid programmes in Sub-Sahara Africa. [t was the result of a deliberate
policy outlined in a policy document for this region in 1984. Then, the Netheriands
decided to provide half of its regular bilateral aid to this region in the form of
programme aid. Important reasons for the sharp increase in programme aid
were the growing balance of payments problems of African countries and their
diminished capacity to absorb project aid. The economic erisis in the 1980s
exacerbated these problems. Programme aid was intended in prineiple to finance
current imports in order to improve the utilisation of existing production capacity.
Although before 1983 no conditionality was linked to programme aid with regard
to economic reform measures, the Netherlands government became more and
more convinced that it would be impossible to revive the Tanzanian cconomy
without structural adjustment measures. In 1983, the willingness to continue pro-
gramme aid was related to an economic reform programme agreed upon with the
IMF and the World Bank. From 1984, and especially since 1986, when agreement
was reached between the Tanzanian government and the IMF/World Bank on the
implementation of a number of structural adjustment measures, new programme
aid was made available. During the seeond half of the 1980s, approximately 70
percent of Netherlands aid to Tanzania consisted of programme aid. The shift
to programme aid also caused a significant change in the sectoral distribution of
Netherlands assistance to Tanzania during the 1980s. The proportion of aid to the
manufacturing sector almost doubled from 25 percent to 45 percent from 1980
1990, whereas that to agricuirure in this period was reduced from almost 30 percent
to 15 pereent.

Another striking change in the Netherlands assistance programme to lanzania
was the focus on sector aid. Arguments in favour of sector aid were the possibility
to enter into a sector-specific policy dialogue, the comprehensive approach to
addressing constraints, and the potential it provided for rapid disbursement when
applying a combination of aid modalities to a single sector. Increased attention for
scclor aid in future Netherlands development cooperation has been announced in
the recent policy document ‘A world of difference’ {DGIS, 1991). This document
proposes to link import support from the country programme more closely to
fonger term growth and distribution objectives through, for cxample, the reha-
bilitation of given sectors of the economy. This implies that in the near future,
bilateral aid will again be more investment-oriented and project-related.

In the early 1980s, the Netherlands started to provide this type of aid to the
sugar and cotfon sectors in Tanzania. Initially, about 15 percent of the regular
bilateral assistance programme went to the sugar sector. This proportion gradually
decreased to 5 percent by the end of the decade. In the 199s, an increase to around
1{} percent may be expeeted, chiefly because of the Netherlands contribution to the
rehabilitation of the Mtibwa, TPC and Kilombero estates.
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4.2 Sector policy
The period of expansion: the 1970s

Netherlands involvement in the development of the Tanzanian sugar industry
dates back to the early 1900s with concessional loans for the establishment of a
sugar plant in the Kilombero area. Financial support was provided through the
newly-cstablished Netherlands Overseas Financing Cerporation (NOF), The NOF
was an institution which supported Netherlands private companies in investing in
developing countries, and could be considered the predecessor of the Netherlands
Development Finance Company (FMO). The NOF was founded 10 assist Nether-
lands companies whose property had been nationaliscd in the 1950s in Indonesia,
The responsibility for this programme rested with the Ministry of Economic
AMairs and the Ministry of Finance. ‘Ibtal investments in the new sugar plant
were estimated at about US § 15 million. Aboul two thirds of these investments
were provided by the internalional Finance Company (IFC), an affiliate of the
World Bank, and the Commonwealth Development Corporation (CDC). The
NOF loan amounted about US § 2 million. Netherlands firms had a substantial
share in establishing Kilombero, The factory was built by Stork/VMF and, in 1962,
when the company started its activities, management was put in the hands of the
Vereenigde Klatensche Cultuurmaatschappij. In 1965, management responsibitity
was transferred to the Handelsvereeniging Amsterdam (1TVA).

The first Netherlands aid contribution to Kilombero dates back to 1965. In that
year, approximately Dfl 1 million, was made available to conduct a reconnaissance
study of the Kilombero valley. The main objective of the study was to find out
whether the area could be further developed for agricultural purposes. The study
was carried out by a Netherlands consulting firm, ILACO, and lasted two years.
In general, the final report was rather negative with regard to the agricultural
potential of the area. However, propasals were included for the expansion of sugar
cane production in the lower Ruembe valley and the Msolwa valley. To increase
the profitability of the project, emphasis was put on expansion of the share of
outgrowers in total produetion. In addition, from a macro-economic puint of view,
sugar cane production in the Kilombero area was considered a marginal activity
because of the relatively short milling season. Thercfore, alternative regions were
suggested with a longer dry season than this area, allowing an extension of the
milling season, which would favourably influence the feasibility of the project.
The area where sugar could be produced most economically was, according to the
report, in the north of Tanzania.

The actual Netherlands development assistance to the sugar sector in Tanzanian
started in earnest in the beginning of the 1970s. To investigate the possible
expansion of sugar cane production in the north of Tanzania, the Netherlands
government was requested to carry out a feasibility study of Kagera in the Bukoba
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area. The selection of the arca was based on the favourable climatic conditions
allowing for a long milling season and the ample availability of land and water.
The study was conducted by HVA. The findings of the leasibility study (1972) were
not very favourable. Constraints were expected with the availability of both skilled
and unskilled manpower. Therefore, the ‘lanzanian government requested the
Netherlands government for an additional study to review the manpower situation
and to sct up a local training programme. Because of the security situation in
the West Lake Region, a consultancy mission (1972), consisting of experts from
two Netherlands consulting firms (HVA and BMB), was unable to visit that area.
The scope of the study was subscquently extended 1o a review of the manpower
situalion in the entire sugar industry, The study recommended the establishment
of a national training institution for the sugar industry, Aid assistance for the
development of Kagera was not considered opportune for the time being, The fact
that alternative investment projects were available (Kilombero I} and Tanzania
was eager to expand production on shorl term probably has also influcnced this
decision.

The rapidly increasing world sugar prices after 1972 accelerated Tanzania’s
expansion plans and led to requests to donors to assist in a series of feasibility
studies. At the beginning of 1973, Tanzania requested HVA to prepare a feasibility
study for the expansion of Kilombero and the construction of a second factory.
The conclusion of the study was very positive with regard to financial viability. The
profitability was estimated at about 15 percent. As Tanzania was anxious to start
the project before the end of the year, a rapid appraisal procedure was applied,
resulting in a Netherlands commitment of a loan of Df 36 million by mid-1973. In
addition, preparatory studies including the drafting of tender documcents by HVA,
were financed by the Netherlands (HVA, 1973).

Gradually, Netherlands involvement in the sugar sector continued to grow as
aid funds were made available for co-financing the expansion of the Mtibwa (1976}
and Kagera estate (1976} and the rehabilitation of Kilombero I (1976). The main
arguments in favour of these investment activities were the sharply increasing sugar
consumption in Tanzania, the inability of the existing factories to cope with the
increased demand, and the comparative advantage of tocal production to imports
at current world market prices.

From the mid-1970s onwards, a new type of assistance was provided to Tanzania
when the commercial management contracts between Sudeco and HVA were
turned into technical assistance/secondment contracts financed from the Nether-
Jands aid budget. The main reason for this request was the increasing dilicultics
the estates experienced in obtaining foreign exchange for payment of management
fees. This new type of contract gradually changed the role of the management
agency from being directly responsible for the operations of the company to being
advisors of the local Tanzanian staff.



86 Part {f. Netherlands assistance

It may be concluded that Netherlands assistance to the sugar scctor was a sequel to
commercial cooperation between Tanzania and the Netherlands at the Kilombero
sugar estate and the management assistance contracts awarded to HVA, since 1963
initially by the private investors and after the nationalisation by the Tanzanian
government. When Tanzania began to experienee serious problems by the mid-
1970s, it more or less naturally turned to countries already involved in the sugar
sector on a comumercial basis to provide development assistance. It was expected
that these commercial interests would make it easier to acquire such assistance.
The fact that aid was almost completely tied in these days also played an important
role.

Alid was primarily made available for the expansion of sugar production. About
two thirds of Netherlands aid in this period was provided for the extension of the
production capacity at Mtibwa, Kagera and Kilombero.

Netherlands aid to the Tanzanian sugar industry during the 19705 was not based
on a coherent policy plan. During that period, bilateral negotiations between
the two countries had a clear project orientation. Decisions about Netherlands
assistance to the sector were based chiefly on agro-technical reports and feasibility
studies carricd out by HVA, which was alrcady involved in the implementation of
a number of projects. The fact that the consultant had vested interest in project
implementation in the sugar industry may have contributed to their optimistic
views about project results. In addition, a gencrally positive attitude towards
Tanzania’s development strategy and its policy of scif-reliance had a favourable
impact on the decision to assist the sugar sector. Explicit policy objectives had
not been formulated for the sector as such by the Netherlands and a large-seale
approach to the expansion of the sugar industry had not been subject to discussion.

The period of consolidation: the 1980s

In 1980, the Netherlands began to specify policy conditions for ils development
assistance to Tanrania. These conditions corresponded to those of the World
Bank and other donors and to Tanzania’s development needs. They applied to
the aliocation of funds for the essential requirements of on-going projects oaly, for
productive projects which were feasible [rom the outsct, and for removing existing
bottlenecks, including the financing of essential imports to keep key economic
scetors running at a fair level. Por the first time, the agreed minutes of the bilateral
consultations make mention of this type of policy discussion. These conditions
also apply 1o the sugar scetor, of course, but no special attention was paid to
this sector in the agreed minutes. They only mentioned the type of activities the
Netherlands allocated financial support to. The conditions soon became an issue
for discussion, as in 1981 the three main donors for the sugar sector {the World
Bank, Denmark and the NMetherlands) produced a joint aide-mémoire addressed
to Sudeco. The aide-mémoire mentioned the issues on which all parties should
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agree before appraisal of individual componcots brought up for financing. The
issucs dealt with were the pricing policy, the availability of foreign exchange, the
financial restructuring of the sugar companies, the management of the estates, and
the role of future Sudeco investments.

With regard to pricing, the aide mémoire stated that prices received by individual
estales should be linked directly to world market prices averaged out over a number
of years, rather than being calculaled on a cost-plus basis. The principle was that
the estates were to receive the full value of their production, as by that time even
the position of the well-managed estates was precarious. In addition, an increase
of the outgrowers’ price was considered necessary to provide them with adequate
incentives.

In addition, the aide-mémoire emphasized the need tor secure access to foreign
exchange to be provided by the Bank of Tanzania. Only when a reasonable amount
of foreign exchange had been made available in time for the purchase of materials
and spare parts might the estates be run efficiently.

Moreover, the financial restructuring of the estates was to be appraised in
order to remove the accumulated debts which partially resulted from tow producer
prices. The aide mémoire suggested the conversion of part of the debts in equity
capital,

Furthermore, management improvement, which meant running the estates as
commercial entities, was considered a necessity. This had to be achieved through
substantial expatriate in-line management, and the autonomy of management
within the general laws of Tanzania to determine staffing levels, the salary and
incentive structure, and to hire and fire. The relationship between Sudeco and
the estates had to be clarified in such a way that Sudeco did not involve itseif any
longer in the day-to-day management of the eslates.

Finally, the donors wished Lo be assured that Sudeco would not invest in the
expansion of the sugar industry outside the existing estates. This meant no in-
vestments to expand Kilombero, Mtibwa or TPC, and no investments in an ir-
rigation system for Kagera before the donors were satisfied that the proposcd
rehabilitation programme would lead to a viable addition to the sugar indusiry,
and no investments outside the four existing estates.

The aide-mémoire led to an intensive policy discussion between Tanzania and the
donors, Tanzania accepted a price increase for the companies but rejected the idea
of linking its price to world market prices. It also accepted linancial restructuring,
and a forex contribution to the rehabilitation. If further agreed to a substantial
cxpatriate in-line management role but did not accept autonormy in labour policy.
However, the main issue in the discussion beeame the possibility of future Sudeco
investments outside the four existing estates and the continuation of irrigation
improvements at Kagera. After long discussions, Tanzania ultimately accepted
that any new estate or factory investments would be undertaken only in agreement
with the external financing agencies involved in sugar rehabilitation and only after
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establishing the economic and financial viability of the proposals in the broadest
terms.

Netherlands assistance to the sugar sector became an issue of discussion again
during the bilateral talks of 1984. The Netherlands expressed the need to review
medium-term planning for the sector because of the diminished prospeets of
World Bank financing for the rehabilitation of Kilombero and the Danish decision
not to continue financial assistance o TPC. Both these donors withdrew their
support to the sugar sector out of disappointments about the implementation of
the measures agreed upon in 1981 and more in general, the pace of economic
policy changes in the country. Additional arguments for the World Bank werc
the low rate of return on investments in sugar compared with other crops, and for
the Danish, the nationalisation of the TPC estate without adeguate compensation,
The Netherlands had now become the only donor for the sugar industry, It was
prepared to continue its assistance to the Tanzanian sugar industry but it still
considered that the aide mémoire provided useful elements for the necessary
medium-term planning. Therefore, the requested plan was to form the basis
for the type and level of further Netherlands assistance to the sugar sector, and
more especially to Kilombero and Mtibwa, on which the Netherlands wanted to
concentrate ifs aid in this sector. No further assislance to Kagera was foreseen, as
the NE1 study raised serious doubls about the viability of this estate. Therefore, the
management assistance was no longer continued after the expiry of the contracts
in 1984 and a re-allocation to Mtibwa and Kilombere was proposed for the
DAl 10 million originally allocated for irrigation improvement at Kagera.

The 1985-1988 development plan for the sugar sector then became the basis
of further Netherlands assistance. In its policy, as cxpressed during the bilatera)
tatks and the newly introduced mid-term reviews, the Netherlands continued Lo
put high value on the self-reliant position of the Tanzanian sugar industry. Tt
cmphasised the phasing out of management assistance by the end of the plan
period (1988), and it criticised the Bank of Tanzania’s use of retention money
from sugar exports for other purposes than the input requirements of the sugar
estates, This policy of encouraging estates to operate cffectively was also evident
from the Netherlands proposal to distribute its commodity import support (CIS) to
the estatcs according 1o average production levels over the preceding three years.
However, Tanzania was reluctant to accept this criterion and preferred the existing
distribution according to submitted requirements. Both partners then agreed to
prepare an analysis of differences in the allocation of Netherlands CIS under cach
method.

The preceding review indicates thal Netherlands policy on the sugar sector
has been fairly consistent during the 1980s. The principles of that policy were
formulated in the 1981 aide-mémoire presented to the Tanzanian government
jointly with the World Bank and Denmark. The rationale of Netherlands support
was primarily based on the argument that it was economically and financially more
viable for Tanzania to produce sugar locally than to import it,
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The general objective of Netherlands development assistance to the Tanzanian
sugar industry during the 1980s was twofold: to maintain and make effective use
of existing domestic production capacity; and (o contribute to the localisation of
management in the sugar sector, This objective differs from that of the 1970s
as can be gathered from most activities during that period, which focused on the
expansion of sugar production both for domestic consumption and for exports. In
1980-1991, the emphasis was on management support to two of the four estates,
and the supply of spare parts and inputs through CIS,

In some other respects, 198( was a turning point in Netherlands assistance to
the sugar sector. From that year onwards, the Netherlands, in cooperation with
Sudeco, commissioned a series of studies covering various aspects of the sugar
seclor as a whole, with the aim of obtaining a deeper understanding of the general
problems of the sector, providing assistance for Tanzanian policy formulation, and
identifying the vatious options for Netherlands support. This deviates from the
agro-technical studies concerning the individual estates carried out in the 1970s.
The latter aim became particularly imporlant after the withdrawal of the two other
major donors to the seclor. The various sector studies—chiefly undertaken by
the Netherlands Economic Institute (NEI) with occasional support from other
consuiting engineers—led to a more concrele formulation of policy objectives and
policy conditions on the part of the Netherlands. This stricter Netherlands position
complicated Lhe bilateral talks, but also intensified the dialogue between the two
countries. It also caused delay in the implementation of activities in the sector as
‘Tanzania obviously needed time to find sufficient domestic political support for the
required policy changes.

The period of rehabilitation. the {9905

General developments in the industry were appraised by means of a Sugar Pro-
duction Feasibility study carried out by the NEI in the second half of the 1980s.
The rationale for the study was the stagnation in sugar production in spite of the
expansion of production capacity, and a considerable increase in domestic demand
for sugar. The study was meant to form a basis for discussion on various strategic
options for the sugar sector and the Netherlands position with regard to assistance
to this sector. It resulted in a feasibility study of a Development Plan for the Sugar
Industry in Tanzania (NEI, 1988) which was updated again in 1989, cspecially with
regard to forcign exchange requirements. In addition, the 1989 report analysed
the actual policies of the Government of Tanzania with regard to the sugar sector
and the financial implications ol the 1988 development plan.

The study contained a five-year rehabilitation programme for the sugar industry
atan estimated cost of aimost US $ 120 million, During the 1988 bilateral talks, the
Netherlands expressed its willingness to contribute US $ 39 million or almost one
third of the total cxpenditure over the five year period. Conditions for continued
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Netherlands assistance were a policy plan lor the future of the sugar industry, with
special attention for the bottlenecks referred to in the study, and an indication as
to the financing of the remaining US § 78 million.

The main issues in the discussions continued to be the increase in the ex-
factory price of sugar to achieve cost coverage, the channelling of export retention
money to the estates to finance part of thelir import requirements, the reduction
of Sudeco’s intervention in the day-to-day management of the cstates, and the
availability of other donor contributions to the sugar sector. Most of these issues
had already been included in the 1981 aide-mémoire, and apparently had not yet
been dealt with satisfactory.

The policy plan was presented at the 1990 bilateral talks and included a financing
plan for the three estates over 1990-95. The Netherlands reaction to the plan was
presented at the 1990 mid-term review. Its position may be summarised as [ollows:

After a thorough check of the feasibility study by three more consultants, it
concludes that rchabilitation appears to be economically feasible, but a further
analysis of the costs of rehabilitation is needed to arrive at more exact cost ligurcs.
The Netherlands is prepared, in principle, to contribute to the rehabilitation
but phasing of the rchabilitation, and privatisation of the sugar industry after
rehabilitation, are desirable. The final decision about the contribution would be
subject to the outcome of the discussions on these two aspects.

In the next round of official negotiations at the 1991 bilateral talks on devel-
cpment cooperation between the two countries, they agreed on a basic principle:
that leng-term continuity should be guaranteed by allowing the industry ta operate
on commereial lines. The Netherlands interpretation of this joint stand is that
continuity requires privatisation atter rehabilitation. Tanzania is also keeping other
options open to arrive at operations on a commercial basis. A carefully worded
compromise crealed room for the continuation of Netherlands assistance to the
sector. The following paragraph is included in the agreed minutes of the 1990
bilateral talks.

The Government of ‘Tanzania will strive for maximising efficiency in tunning the sugar
estates that have been rehabilitated with Netherlands Government assistance after the
rehabilitation. In pursuit of this goal the Tanzanian Government will aim at incorporating
private participation, including majority shareholding. No modes of private participation
will be excluded. The actual degree of privale participalion will be dependent on
the possibilities and realities of Tanzania at that time, in particular with respect to
experiences wilh privalization in general. None of the actual options chosen will impinge
an the agreed principle of operation of the industry on fully commerciat terms, a principle
that both Governments wholeheartedly subscribed to as the only viable road to long-term
continuity of the industry.

This carcfully worded text was to be added to the officially presented position

paper on the rehabilitation of the sugar indusiry. The agreed principle of fully

commereial terms for the industry was sufficient for the Netherlands to embark
upon financial assistance to a phased rehabilitation.



5. Implementation

In this chapter an overview is given of the total aid flow to the sugar sector,
In the first paragraph the main characteristics are presented, such as type of
bencficiarics, degree of regional concentration and forms of aid. Subsequently,
the four main types of activities are described: (1) investment and rehabilitation
projects; (2) training activities; (3} management assistance; and (4} commodity
import support.

5.1 Characteristics of aid How

The total Netherlands support to the sugar industry since the late 1960s was
approximately Dfi 260 million. In addition, in 1988 an amount of DA 75 million
was committed for the rehabilitation of a number of estates. The eventual Dutch
contribution to the sector will therefore be around DA 335 million over a period
of more than 30 years.

Table 5.1 Netherlands assistance to the sugar sector by type of recipient (in million

guilders)

1970-1979 1980-199], Total
Kilombero 0.6 57.4 118.0
Kagera 17.5 27,1 44.6
Mtibwa 6.9 37.3 44.2
TPC _ 143 14.3
NSI 19.8 9.1 289
Sudeco 2.1 6.9 9.0
Total 106.9 152.1 259.0

In table 5.1 an overview is given of the main recipients of Netherlands aid, This
breakdown of Netherlands aid points at the heavy emphasis on the Kilombero
estates i.e. the estate co-linanced with Netherlands cxport credit and managed by
HVA since the mid-1960s. Almost 60 percent of total Netheriands expenditure
was made available to Kilombero during the 1970s. In that decade other main
beneficiaries of Netherlands assistance were the National Sugar Institute for the
construction ol a new training centre, and Kagera for the expansion of the estate,
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During the 1980s the vast majority of the funds were channelled to the estates,
i.e. almost 90 percent of the total. Compared with the previous period, the
distribution over the estates was however more evenly. For the first time also TPC
was Included in the Netherlands aid programme, Support to Kagera only covered
the period till 1985, After that year Netherlands assistance was discontinued.
About two thirds of the Netherlands aid to the sugar industry was provided to
Kilombero and Mtibwa. Other major recipients were NSE and Sudeco.

In general Netherlands aid to the Tanzanian sugar industry can be grouped under
three broad categories: institutional support, including management assistance
and training; commaodily import support and investment activities, The distribu-
tion of funds over the three categories is given in table 5.2,

Table 5.2 Composition of Netherlands assistance to the sugar sector (in million guilders)

1970-1979 1980-1991 Total
Institutional Support 42.1 63.4 105.5
Commodity import - 517 51.7
Invesimenls 64.8 37.0 1018
Total 1069 1521 259.0

This table iHlustrates the policy reorientation which was introduced in the beginning
of the 1980s and whereby emphasis was put on improvement of the utilisation ot
the existing production capacity above expansion. In the period before 1980, about
60 percent of all Netherfands aid was used for factory and estate expansion. During
the 1980s, the share of this type of investmenis decreased to about 25 percent. The
fact that, also during the latter decade, still a significant proportion has been used
for investment purposes, indicates that this shift was a gradual and not an abrupt
one. During the early 1980s, investment-cum-rchabilitation was still an important
expenditure category duc to the continuation of constructien-engineering type of
works at Kagera and to a lesser extent at Kilombero,

During both periods institutional development played on important tole in
Netherlands development aid. In the 1970s, the two main components of this
type of assistance were the establishment of a National Sugar Institute, and the
management support to Mtibwa and Kilombero with roughly equal shares in
total aid under this catcgory. In addition a number of feasibility studies were
financed by the Netherlands to investigate the potential for expansion of the sugar
industry.

During the 1980s, institutional development support primarily consisted of
management assistance to Mtibwa and Kilombero. About twa thirds was used for
this purpose. For the NSI technical assistance was madc available for management
and training (course design and actual training); for Sudeco technical assistance
compriscd the topping-up of Indian middle-leve! personnel at the estates, the
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posting of a training coordinator at Sudeco headquarters and funds for training
of Tanzanian stafl abroad.

Fignre 11 Composition of Netherlands assistance to the sugar sector 1980-91
(in DA miltion)
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5.2 Investment projects

The following investment activities with regard to the ¢xpansion of the production
have been supported by the Netherlands over the period 1974-1986.

Period Estate Commitments  ‘lype of activity
1974-1976  Kilombero [I 36,0 Construction new factory
1977-1980  Kilombero | 18.5 Overhaul factory, rehabilitation Msolwa
irrigation scheme; and construction weir
1977-1984  Kagera 37.0 Development sugar estate
including irrigalion system
19821986 Mtibwa 83 Cxpansion factory capacity

The first project supported by Netherlands development aid in the sugar sector was
the expansion of Kilombero 11. This project consisted of two parts: the construction
of a tactory with a capacity of 2,400 tons of canc per day, and the development
of a sugar estate of approximately 5,000 ha of which 3,000 ha under irrigation,
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The project costs were estimated at US $§ 55 million and the financing was to be
shared as follows between Tanzania and the donors: World Bank US § 18 million
primarily for the development of the sugar estate, non-factory ancillaries and
training; Peamark US $ 17 million and the Netherlands US S 11 million for the
construction of the new factory; and Tanzania US $ 9 million cqually divided over
estate development and [aclory construction,

The implementation of the project started in 1974, A fixed price turnkey contract
was awarded to a Dutch firm (Stork/VMF) covering the factory building, milling
machinery, canc inlake, stcam and power generation plants. The construction was
supervised by KSC’s managing agents (1IVA) under a separate contract and alse
financed by the Netherlands.

The factory buildings and the machinery installation were completed by Fuly
1976, During the first year (1976-1977) numerous operating problems came
to light some of which were attributed to shortcomings in the design, others to
faulty installation. At the start of the second season, these problems were largely
overcome. Contrary to the construction of the factory the development of the sugar
estate was not carried out on a turnkey basis. 'lo save on costs, the implementation
of the irrigation system (supply of materials and installation of the system) was
split up which cavscd scrious problems at a later stage. Materials were supplied
by a large number of international firms. The installation was awarded to the local
branch of a Danish construction firm (Jensen). In its completion report {1984) the
World Bank concludes that the possibility of a turnkey contract for the irrigation
works should have been given more serious consideration, The World Bank report
summed up the problems of the K I1 irrigation installation work as stemming
from poor coordination between the suppliers/contractors involved, uonplanned
shipments resulting in materials arriving in the wrong order of use, and poor
consultancy input. With increased usage, other problems manifested themselves,
such as a lack of spares, an inadequate number of pipes, lack of repair tacilities and
lack of transport for supervision. The result of all these delays and misfortunes is
that K II’s irrigated area has never received the full benefit of irrigation (capacity
utilisation has been estimated at 60 percent} which has had a negative effect on
yickds,

In the second half of the 1980s, several commitments have been made for the
rehabilitation of Kilombero L. In total an amount of Dfl 18.5 million was allocated
for the overhaul of the factory (DN 3.5 million) and the rehabilitation of the Msolwa
irrigation scheme (D1l 8.0}, The latter project was contracted out to the same local
contractor, which installed the irrigation system at Ruembe/K11. Netherlands tunds
were mainly used for the procurement of Stork pumps, engines, and electrical
equipment. Because of numerous operational problems, similar to those listed
under the K I1 system, the irrigation could only be used to 50 percent of its capacity
during most part of the 1980s.

= Atthe end of the 1970s, funds were made available for the construction of a weir
in the Ruaha river. In total about Dfl 7.0 million was committed for this project.
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The need for such a weir became necessary as Lthe water in the Ruaba river had
dropped to such a level that the pump intakes were actually clear of the water.
These problems were caused by the construction of the Kidatu hydroelectric dam,
which could not be forgseen at the time of the preparation and design of K [1. As
a matter of fact, the Iidatu reservoir acted as a silt and sand trap lowering the
river’s normal lead of sediment resulting in scouring and degrading of the river
bed adjacent 1o the new K 11 pumphouse.  K8C built a temporary wetr which
broke down on several oceasions. Consequently, consultants’ advice was sought
and a permanent weir was constructed together with the reinforcing of the river’s
bank. The design and supervision of the construction was contracted out 1o a
Netherlands consultancy firm (Bish and Partners), whereas the building of the
dam was undertaken by the local contractor, which had installed the irrigation
system (Jensen). The weir was completed in 1979, Annually, during the rainy
season, minor damage oceurred to the weir through floods washing away some
of the large rocks. Further damage was caused through the scouring of the river
bed, Every year, repairs were carried out after the heavy rains by replacing large
boulders on the weir structure,  However, in January 1989, the large boulders
were washed away and the weir structure collapsed. As repairs were considered
only a temporary solution to the problem, the Netherlands financed a study of
a Netherlands consulting engineers firm (DHV) for a2 more permanent solution
guaranteeing a secure supply of water to the Kilombero estates. A positive decision
about Netherlands financial assistance to the construction of a new weir has been
made by the middle of 1992.

Netherlands involvement in the development of Kagera started in the early 1970s.
In 1972, a feasibility study was carricd out by HVA, which was financed by the
Netherlands government.  The findings of this study were not very positive.
Profitability was assessed at six percent, which was considered too low. In addition,
problems were foreseen with the location, resulting in high transport costs because
of the long distances to be covered. Moreover, constraints were expected with
regard to the availability of both skilled and unskitled manpower. When a follow-
up mission to review the manpower situation was not able to visit the area because
of security problems, commitments were withdrawn.

In 1976 a new feasibility study was conducted by Bookers about the expansion
of the Kagera sugar estate. In this report, it was advised to reduce the size of
the factory and to leave out the distillery, This significantly increased the rate of
return to 124 pereent. Loans for the implementation of the project were made
available by India, Abu-Dhabi-Bank and the Netherlands (Dfi 27 million). The
total costs of the project were initially estimated at US § 40 million. The supply
ol the factory (Walchandnagar industries) was financed by Endia (80 percent) and
the East African Development Bank {20 percent). The Abu-Dhabi loan was
used for the procurement of agricultural equipment. With the Netherlands aid
contribution the insurance and transport costs, the civil works and installation, and
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the agricultural consuvitancy would be financed. The estate expansion part of the
contract was awarded to HVA,

From the beginning of the project discussions were heid about the need for and
profitability of irrigation. Rainfed cane would fill only half of the capacity of the
factory but the econemic and financial advantages of irrigation were considered
to be marginal. After various studies, it was concluded, that irrigation for 100
percent of the arca (6,500 ha) was to be preferred over rain-fed cane cultivation.
Therefore, the Netherlands ajlocated an extra amount of Dl 10 million for an
irrigation scheme in 1981.

Impiementation of the project started in 1977 but came to a standstill when the
war with Uganda broke out in 1979, The execution was continued again after the
war in 1980 and in 1982 the factory was completed.

[n 1981 a NEI review mission raised serious doubts about the viability of the
whole Kagera project. The mission concluded, thal the project should never have
been started if it was meant t. be a commercial undertaking,. On the basis of
this conclusion, the Netherlands reservation of D 16 million was re-allocated
to commodity import support for the sugar sector. Although Sudeco initially
disagreed with the conclusions in the NEI report, the Netherlands decided to
withdraw further assistance (o Kagera in 1984.

Investment and rehabilitation funds for the Mtibwa estate were spent on the

expansion of the factory capacity from 1,500 to 2,000 ted. The main arguments

in favour of the expansion were:

- the increase in cane production as a result of the commissioning of the irrigation
system, so that cane production ¢xceeded factory capacity;

— the availability of agricultural cquipment and machinery for the higher cane
production;

- the relatively minor additions and modifications needed to achieve (he higher
capacity level,

- the gap between sugar demand and supply in Tanzania,

The expansion of the factory was carried out at a cost of Dfi 8.25 million and funds

were mainly used for the purchase of machinery and equipment and for design

and engincering. The Tanzanian contribution covered the civil works, including

the construction of the building. The cxecution of the project took place between

1982 and 1986.

5.3 Training activities

Netherlands support for the training of local staff in the sugar industry took three
distinet forms: the support for the National Sugar Institute, the provision of
scholarships for overscas training, and on-the-job training on the estates.
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Support to the National Sugar Institute started in the carly 1970s following a study

of the manpower situation in the sugar industry by HIVA and BMB in 1972, The

justification for Netherlands assistance was based on four arguments:

— the high demand for training in the sugar sector;

— the expected increase in sugar production and concomitant decrease in imports;

— Tanzania’s priority for the project, apparent from the high local contribution (25
percent of the capital costs and 100 percent of the running costs); and

- the possibility of also using the NSI for technical training, for other industries in
the country,

Preparations for the establishment of the NSI began in 1974. The actual construc-

tion started much later than planned because of different views about the design.

The design had to be revised several times by the consultant (Bish and Partners),

The contract for the construction which started in 1976 was awarded to a local

contractor (Biasci)., The construction lasicd much longer and the cost were much

higher than planned. Most of the buildings were completed in April 1979,

The construction activities comprised an administration block, eight tcaching
rooms and a laboratory, a block with eight scparate workshops, two student
hostels with a capacity ol 216 trainees, and 140 dwelling units of different types.
Netherlands aid was made available for both the construction of the buildings and
the purchase of teaching equipment and amounted o DAl 15 million. About half
of this aid was for local cost linancing.

In addition to aid for the physical infrastructure, assistance was also provided
for the management of the institute. Pending the studies, design and financing
deliberations leading to the construction and completion of the physical facilities
of the NSI, a provisional training facility was set-up at the Msolwa lactory site
at Kilombero. Since 1975 technical assistance was given, consisting of a team
of consultants from BMB and SNV volunteers. Netherlands experts numbered
a total of maximal scven staff members during the early 1980s. In addition, five
SNV volunteers were attached to the NSI from 1975 onwards. But this number
was gradually reduccd after 1980, and their assistance was discontinued in 1983.
[n 1984 the management support project came to an end, with the exception of
the work of a training-coordinator at Sudeco headquarters for whom assistance
continued up to 1988. The total amount for technical assistance was approximately
Dft 15 million.

Netherlands contribution to the establishment of the NST was cvaluated in 1979
by the Operations Review Unit (IOV). Its report is rather critical about the manner
in which the project has been handled by the Netherlands: unclear decision-making
procedures leading to overspending; shortcomings in construction, water supply,
and electrical installation; and the initial lack of appropriate expertise on the part of
the managing consultant resulting in frictions with counterparts and raising doubts
about the quality of the training of some experts (I0V, 1981).

Although the NSI had a broader package of functions, in practice it focused its
activities on training staff for the sugar industry. During the period 1981-1991, a
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total of 1439 persons were trained at the NSI, which implies a capacity utilisation
of some 70 percent. A 1986 evaluation report on training and localisation arrived
at a considcrably lower utilisation rate; sctiing the capacity at 2000 man-months
per year il calculated the rate to be 50 percent for the period 1981-86. The
figures indicate a gradual increase of the utilisation rate, probably through better
coordination with the estates who contribute to the running costs of the NSI, This
resulted among other things in the setting-up of shorter courses held outside the
peak periods of the sugar cane production campaigns. From 1983 onwards the
NST also trains staff of other parastatals and government departments. Since then
a total of 197 persons of other organisations have been trained, which equals about
15 percent of total output.

The NSI has paid littie attention to its two other tasks i.¢. the assessment of the
manpower needs for the sugar industry and studies about work performance. Only
recently the institute started to work with the estates on establishing manpowcr
plans, also with the aim to increase capacity utilisation. Studics in relation to work
performance have not been produced as yet,

The second form of training to contribute to the localisation of staff was the
provision of scholarships [or overseas training. Between 1983 and the middle of
1986, 79 traineeships were financed by the Netherlands, most of which were in
the technical field (sugar engineering and sugar processing). Management was
another important focus ol attention. Assistance was continued up to 1989 with an
average number of 18 trainees per annum. This meant that a total of some 130 local
staffmembers were trained, chiefly on 3-6 months courses. Institutes in Mauritius,
Swaziland and the United Kingdom were the main destinations for the trainees.
The 1986 evaluation report observed that good progress was made in the initial
period in replacing expatriates by local staff. However, at the same time the poor
salary structure and the need to five in rural arcas were mentioned as reasons for
trained staff to leave the sugar estates for urban-based technical functions (CCCY
Sudeco, 1986).

Finally, training of estate staff who had completed their formal training was also
included in the HVA management assistance contract, although formal respon-
sibility rested with Sudeco’s Manpower Development Unit (MDU). The 1986
cvaluation mission on training and localisation is rather critical of the approach
to and results of the on-the-job training and considers the poor perfoermance of
Sudeco/MDU and the lack of sufficient interest on the part of management and
expatriatc personnel as main factors responsible for the disappointing results.
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5.4 Management assistance

Since the mid-1970s, management assistance is provided under Netherlands aid to
three of the four estates. Initially, this type of assistance was only given to Mtibwa
(1975) and Kilombero (1977). Later on, it was also provided to Kagera (1979). In
table 5.3 an overview is given of the management assistance per estate.

Table 5.3  Overview management assistance per estate

Estate Period Contractor Disbursements
{(in million DfL.)

Mtibwa 1975-1992 1TVA 22
Kitombero 19771992 HVA 38
Kagera 1979-1984 HVA 12

Before the mid-1970s, management contracts were financed by Tanzania. When
Tanzania began Lo experienee serious foreign exchange problems, it more or less
naturally furned to countries already involved in the sugar scetor on a commereial
basis, to provide financial support. Netherlands consultancy agencies had been
alrcady involved in the management of Kilombero since the early 1960s. Under
this contract with KSC, the consultants were managing the company by seconding
their staft directly to the estate, by recruiting additional expatriates who were
dircetly employed by the company, and by providing all back-up technical service
requirements for the operation of the company. In the fee for (he managing
consultant, incentives were included in the form of profit fecs and production fees.
For Mtibwa and Kagera the contracts were slightly different. In 1975 the Sugar
Development Corporation acquired the ownership of Mlibwa and contracted HVA
as the management consultant to run and manage the estate. In the secondment
contract with Kagera the central tasks of the HVYA management team were the
planning and supcrvision of the rehabilitation and expansion of the estate.

The secondment contracts financed from the aid programme differed on three
points with the commercial contracts: 1) no incentive payments were included,
such as profit fees and production fees; 2) more emphasis was put on training and
less on production output; these contracts were therefore also called management
advisory agreements; 3} the contracts only covered the staft dircetly seconded by
the management agency i.e. excluding those expatriates which were recruited by
the consultant on behalf of the estate.

In addition to the provision of the experts stationed in Tanzania, the managing
consultant arranged for the backstopping services and supporting services from
headquarters. Backstopping and supporting scrvices were gradually reduced. In
the beginning the total number of mandays for backstopping for example for KSC
were 500 days per contract agreement. Tn the 1980s, both the number of mandays
and the modality (automatically) of the backstopping services were drastically
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HVA

HVA-International b.v, provides services in the field of consultancy, manage-
ment and technical assistance, as well as consulling engineering for agricultural
and agro-industrial projects. The experience record of HVA in activitics
related to the sugar industry dates back to the late 1880s when large-scale sugar
cane cultivation and processing were started on the Indonesian island of Java,
Here, HVA owned and managed a great many sugar estates, HVA’s plantation
ownership involvemnent in sugar in Indonesia came to an end in 1955 when its
plantations were nationalised.

In the early 1950s, HVA started to pioneer the sugar industry in Ethiopia.
Under its own ownership and management, the sugar estates/factories of
Wanji, Shoa and Metahara were established in 1954, 1960 and 1968 respec-
tively. Their combined milling capacity amounted to 6,000 t.c.d. with a total
area under cane of 13,000 ha. In 1974 the sugar industry in Ethiopia was
nationalised but HVA continued its activities in the form of management
support to the state-owned companies until 1579,

In 1959, after HVA had to withdraw from Indonesia, HVA-International b.v.
was founded. Backed by the availability of experienced personnel involved
in the management of estates, it started to undertake consultancy and man-
agement projects in developing countries. Since then, the company carried
out consultancy and management assistance activities in a large number of
countrics, including various countries in Sub-Sahara Africa (Ghana, Sudan,
Nigeria, Ivory Coast, and Burundi). One of the first management contracts
concluded by HVA was with the Kilombero Sugar Company.

In 1986 HVA co-founded the Agricultural Investment Company whose
objective is to provide venture capital to promising agricultural projects in
Third World countries with the ultimate aim to sel! the acquired participation
to locai individuals and groups.

changed. The number of mandays was roughly halved and backstopping services
were only provided on request. The main reason for this change was the lack of
transparency of the type of services provided by the consuitant under the contract,

Initially, the agreements covered a period of two years but after 1988, these
perionds were reduced to one year and even to six months as a consequence of the
differences of opinion between Tanzania and the Netherlands about the required
changes in sugar policy to ¢nhance the effectiveness of Netherlands support. In
1990, after the Netherfands decided to continue its support to the sector, the period
of the management contracts was extended again to 16 months.

Table 5.4 gives an indication of the total staff involved under the management
assistance specificd per estate. It should, however, be taken into account that
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the numbers included in the secondment contracts do not indicate the total
number of expatriates employed by the estates. A substantial number of expatriate
management staft was employed directly by the company. For Kilombero, for
example, the number was estimated at about 25 cxpatriates in 1975. This group
decrcased sharply in the second half of the 1970s.

Table 5.4 Management assistance to sugar estates 1975-1991 (man years)

Perind Mtibwy Kilombero Kagera Tatal
19751977 B 37 - 11
1977-1979 6 3 g
1979-1980 7 2 8 17
1980-1981 7 - - 7
1982--1984 6 7 10 23
19841986 4 7 - 11
1986 198% 4 6 - iy
19881991 4 5 - 9

*Under a commercial contract,

Another category of foreigners was the middle-level, Indian stalT—chicfly factory
engineers—who were also dircetly employed by the various estates, and received
a local salary. For this group, a supplementary salary was paid by Netherlands
development assistance, The fotal number involved amounted to some 40 persons
in the late 1970s, and gradually decreased to 10 by 1985 and four by 1990,

The total number of experts seconded to the estates and financed by Netherlands
aid fluctuated considerably over time. This was partly related to the number of
estates involved, partly by other factors. The Muctuation was strongly influenced
by the cxpansion of the Kagera estate during the period 1979-1984. The decrease
of the expatriate staff to the Kilombero estate during the second half of the 1970s
had primarily a political background. In 1977 the managing agents had been
working at KSC for more than 15 years, qualified Tanzanian staff were becoming
available, and the Tanzanian government therefore felt that it was opportune to
localise IKSC’s management, The original expatriate general manager and the
agricultural manager provided by the consultants left and their posts were filled
by their Tanzanian deputies. This was not a success; and as local top management
failed, it was replaced by expatriates. From 1982 onwards, KSC was again run by
a large cxpatriate staft from HVA.

Apart rom the fuctuation in number, also the type of cxpertise provided under
the contracts changed over time. In the initial period (1975-1979) all staff took up
management functions: general manager, agricultural manager, laclory manager,
tractor workshop engineer and financial controlier. In the period 1980-83, the
seconded staff was cxpanded with field and workshop experts: irrigation/drainage
and mechanisation enginecrs, and tractor workshop engineers. From the middle
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of the 1980s onwards, experts in agricultural field operations were withdrawn and
replaced by local staft, After 1988, the seconded stafl was limited to the factory and
workshop. Their positions were changed to advisory ones, and on-the-job training
became an important component of the work.

HVA management support to the Tanzanian sugar industry has never been subject
to external evaluation by the donor organisation, but during the 1970s Sudeco
requested Tate & Lyle to comment upon HVA's activitics, In fact, management
contracts have been extended, in all cases except one, without tendering proce-
dures on the argument that Tanzania explicitly requested HVA assistance, that
the fees corresponded to the DGIS consultancy fee regulations, and that visits by
project officers had left a favourable impression of HVA management services.
In 1986, an international tender also led to the contract going to HVA, in spite
of a slightly higher price than a Danish firm. However, arguments of continuity
and Tanzania’s preference for HVA weighed strongly in favour of the Dutch
consultants.

The mam criticism of HVA's management assistance relates to in-service training
as a necessary step to localisation.  This criticism was ventured in the 1984
World Bank project completion report and in a 1986 evaluation report on training
and localisation. Remarks in the reports refer to the many cxpatriate staff still
employed after ten years of high expenditure on training and the lack of a sys-
tematic approach to posting and the guidance of trainees, cases of not putting of
people in jobs corresponding to training, the priority given to production targets,
and the need for estate management and expatriates to adopl a more positive
attitude with regard to training. The criticism led to a further specification of the
job descriptions of expatriate personnel, and an explicit mentioning of training
activitics. However, training has also been hampered by delays in the cstates
making counterparts available to HVA stafl. Tn addition, the World Bank report
criticises the weaknesses in management at Kilombero including the expatriate
advisors with regard to the failure to improve the irrigation and drainage systems,
the use of unsuitable and costly cultivation practices, and the toleration of poor
husbandry standards.

The heavy emphasis on management assistance and institutional support is
related to the nature of Netherlands development assistance to the sugar sector
during the past decade. The priority of a more effective use of existing production
capacity was the justification for this type of support. In addition, management
assistance must be considered in relation to training, which was the second main
objective of Netherlands aid to the sugar sector.
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5.5 Commaedity import support

Commodity import support for the sugar sector was made available from 1981
onwards when the Netherlands contributed Dl 22 million to the Agricultural
Export Rehabilitation Programme carmarked for the import requirements of the
four estates, The bulk of this import support was spent in 1982 (Dfl 16 million},
after which Netherlands CIS to the sugar sector fluctuated at around Dil § million
per annum. In 1990, CIS 10 the sugar sector came to an almost complete standstill
when foreign exchange became available via the Open General License facility,
while retention monies from the sugar export were also used by the estates to meet
part of their import requirements,
The distribution of Netherlands CIS to the sugar estates is shown in table 5.5,

Table 3.5 Distribution of Netherlands CIS to sugar estates in relation to sugar produc-
tion, 1982-1990

TPC KSL KSC MSE Total

Total production 315,923 38,279 398,516 185,417 038,135
{tons sugar)

Average production/ 35,103 4,253 44 280 20,602 104,238
year

Share in toral 337 4.1 42.5 19.7 100.0
production (%)

Thtal Netherfands 14,347 3,007 22,185 11,964 51,593
CIS (000 1)

% ol Netherlands 278 6.0 43.0 23.2 100.0
CIS

Deviation CIS/ -5.9 +19 +0.5 +3.5 3.0

production (%)

Source: Estaie production records

The table indicates that the distribution of Netherlands CIS over the estates
corresponds broadly Lo their share in total sugar production. ‘lhere is a slight
under-supply to TPC and a small over-supply to Mtibwa in particular.

The concentration of Netherlands CIS on three of the four cstates during the
second half of the 1980s led to a shift of retention monies to Kagera, to one-third
of the total retention monies in 1986 (NEI, 1988). In this way, the Kagera estate,
which was functioning poorly, was supported by retention monics carned by the
other estates through Sudeco’s coordinating role in the import of commoditics
for the sugar industry. The Netherlands subsequently added further conditions
to the provision of its CIS which resulted in a distribution of retention monies in
accordance Lo share in production,

The volume of foreign exchange made available by the two sources mentioned
{Netherlands CIS US § 2 million and retention monies US § 4 million) covered
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50-60 percent of the sugar industry's total requirements (US $ 11 million) at the
1986 production level (NEIL 1988). This is limited to the direct foreign cxchange
requirements of the estates, and excludes the lorcign exchange involved in do-
mestic purchases of imporled goods such as fertilisers, lubricants and agricultural
chemicals,

Netherlands CIS was mainly spent on the purchasc of machines, spare parts,
transport equipment and agricullural inputs. Sudeco was responsible for pro-
curement, bul it was advised by the HVA management team at the estate level
on the identification of required commodities and the procurement procedures.
Stockbuilding and competition with local producers did not appear to be a problem
in the supply of CIS to the sugar sector. Instead of stockbuilding, there was a
backlog in replacement and maintenance. This was related to the shortage of
foreign exchange for the cstates and the regulation that the cash cover in local
currency had to be paid in advance to the Bank of Tanzania. This regulation put a
heavy financial burden on the sugar estates,

[nitially, Netherlands CIS was completcly untied, mainly because machinery
and equipment largely originated from Britain and Denmark. This was gradually
reduced to 70 percent for the years 1985-87, and 50 percent for 1988-89. This
decrcase in flexibility did not lead to a substantial increase in purchases from
Netherlands firms. Fewer than 10 percent of total supplies under Netherlands CIS
originated [rom the Netherlands, with fluctuations between 3.4 and 16.4 percent
between the various years, No less than 90 percent of the supplies for the sugar
sector originated from other OECD countries.

The Netherlands CIS to the sugar sector has not been subject to evaluation
studies. In the regular evaluation of Netherlands imporl support, the sugar sector
was omitted intentionally. Therelore, there is little information about the efficiency
and effectiveness of Netherlands CIS. Yet, available reports indicate that this type
of aid has been vital in maintaining the opcrations of the sugar factories.
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6. Performance

During the second half of the 1970s, Tanzania devised ambitious plans for the
expausion of sugar production in order to meet a growing domestic demand
and provide an cngine for development in certain rural areas. The demand was
cstimated at 160,000 tons in 1977/78, and was expected to increasc to 470,000
tons in 1989/90. Eavironmental factors, such as land and water availability for
irrigation, were not considered constraints, and only the shortage of skilled human
TESOUTCCS was seen as a serious limiting faclor to the attainment of the required
level of production. The considerable growth of production was to be achieved by
the extension of existing estates and by the establishment of new ones.

The plans were scaled down during the early 1980s since Tanzania was unable to
fund such an enormous expansion, and donors were not prepared to finance the
development of new cstates before efficient production had been achieved at the
existmg oncs. In 1982, a World Bank study proposed a production target of 210,000
tons per annum. As the foreign exchange costs were considered extremely high
and the Tanzanian economy had run into serious problems, Sudcco came up with
new proposals based on ‘a holding operation with a minimum neeessary degree of
rehabilitation in order to prevent further deterioration and to maintain production
levels” (NEI, 1988). The subsequent Sudeco plans aimed at total sugar output of
155,000-180,000 tons.

Actual production levels during the 1980s were substantially lower than (he
estimated demand, the planncd levels of output, and lower than potential output
in terms of the installed processing capacity, Therefore, assessing the performance
of the Tanzanian sugar industry during the 1980s means asking the guestion: why
did the actual production levels remain behind planned cane output and available
factory capacity, and what were the consequences for the financial and economic
performance of the industry?

6.1 Cane production

1o tdentify the main factors which influenced the level of cane production, the
estates and the outgrowers must be considered separately, In addition, two main
aspects of the suboptimal production have to be dealt with, namely the arca under
cultivation and produectivity in terms of yield levels.
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Stigar Estates

The inadequate utilisation of the available estate area has been an important
factor responsible for the suboptimal output levels. However, there is quite a big
difference in this regard between the three main estates (see table 6.1). Kilombero
shows the highest rate of utilisation, followed by TPC. Achievements at Mtibwa
were considerably lower, with the harvested arca on average below 50 per cent
of the total estate arca during the first half of the 1980s. This percentage went
up to 75 during the second half of the decade. At Mtibwa, the problem was not
only a question of planting part of the available arca, but also of not harvesting
the planted area. For Kagera, there are no exact figures but on this estate, only
a fraction of the area available was planted and harvested. To sum up, the parlial
realisation of planned levels of output was partly duc to the non-utilisation of the
available estate area.

Table 6.1 Area harvested in relation to estate area (%), 1980-1991

Year TPC Kilombero Mtibwa
1980} 99 100 50
1981 at] 92 55
1982 72 77 62
1983 79 92 49
1984 o7 64 535
1985 71 96 29
1986 74 86 51
1987 81 97 66
1988 94 94 73
1989 04 100 65
1590 9G 04 73
1991 n.a. 09 75
Total area (ha) 5500 6000 4750

Source: Sudeco.

A sceond explanatory factor for the disappeinting output during the 1980s was the
low yield levels. The yield levels of the various estates show strong fluctuations
from one year to the next and a generally declining trend during the 1980s,
cspecially after 1984. This declining trend has affected all the estates. For the early
1980s, the average levels were generally higher for TPC, with almost the whele
area under irrigation, but there was hardly any difference between Kilombero
and Mtibwa, although the proportion of irrigated cane was substantially higher
at Kilombero. Yield levels compare unfavourably with other eastern and scuthern
African countries, if account is taken of the proportion of land under irrigated
canc—which is around two-thirds in Tanzania. The decreasing trend in yields in
Tanzania during the 1980s also deviates from the almost worldwide increase in
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yield levels as a result of more intensive cultivation and an overall improvement in
agronomic practices (Abbott, 1990}, Furthermore, field trials in Tanzania indicated
that the output per hectare might be increased considerably as yields were on
average only 60 percent of trial yields.

Figure 12 Yields per estate 1980-1991" (in tons per ha)
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In general, yield levels have been influenced unfavourably by three main factors:
First, shorteomings in the irrigation system which result in negligible differences
between irrigated and rain-fed cane, although this is also influenced by the differ-
ences in soil fertility between rain-fed and irrigated areas. In general, irrigation



110 Part Il Evaluation findings

is applicd to the sandy soils and consequently it also functions as a safeguard
against crop failures in dry period. Second, the non-availability or shortage of
inputs and equipment, especially those which had to be imported; this is related
to Tanzania’s problematic foreign exchange position and the inadequacies of the
mechanisms for channelling foreign exchange to the sugar estates. Third, the
salary structure and lack of incentives for estate stafl, Icading to deficiencies in
management,

More detailed information about factors influencing canc yiclds is available for
Kilombero and Mtibwa from a variety of sources {World Bank, 1984; NEI 1988
Vol. II). The information points to the following common causes for sub-optimal
yield levels:

First, low soil fertility and shortcomings in fertitizer application, ertilizers were
applied at the wrong time and were of the wrong type. Not enough soil analyses
have been made to identify nutrient deficiency in the soils and serve as a basis for
an effective fertiliser application pulicy.

Second, poor land preparation (ploughing and levelling) leading to drainage
problems during heavy rains. For Kilombero, it was reported that about 75 pereent
of the existing area was poorly or inadequately drained. For Mtibwa, too, the
shortcomings in field operations aggravated the already serious drainage problems,
Drainage canals were poorly maintained, and soils in certain parts have become so
saline that they may now be unsuitable for sugar cultivation.

Third, an incffective irrigation system. Canc yields for irrigated and non-
irrigated fields show an insignificant difference of a few tons per hectare. The main
problems were the wrong irrigation cycles, the wrong spacing of equipment, an
inadequalc number of sprinklers, and the large amount of idic equipment. During
the early 1980s, this was partly caused by poor quality equipment, related to low
standards of maintenance. In spite of purchases of new equipment poor irrigation
remains a problem, which is also related to irrigation being considercd by workers
an inferior job, and to drainage problems due to shortcomings in management.

Fourth, mechanical planting and long crop cycles appear to lead to huge planting
gaps—in certain vears 20-25 pereent of the area at Kilombero—which was chiefly
duc to irregular feeding of the planters. In addition, fields were replanted after 100
many ratoon crops.

Fifth, serious weed infestation and incidence of pests increased with tume at
Kilombero, and in 1989 areas completely covercd with weed were reported.
The estates’ agronomy department designed weed control strategies for 1989/90).
Furthermore, the use of pest and disease prone varictics, especially at Mtibwa, led
to an unneeessary incidence of pests, smut infections in particular.

Sixth, shortcomings in management. Several reports mention the non-timely
execution of operations and the low standard of operations, These form onc of
the main underlying causes of the technical shortcomings, mentioned above, Con-
sultancy reports give examples of a relaxed attitude on the part of the management,
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leading to low productivity levels and delays in planting, and of fields which were
mechanically weeded although they did not need weeding. These cxamples also
point to deficiencies in supervision of field operations. In addition, lack of labour
discipline has been mentioned as a cause of the poor quality of field operations.
The parastatals’ personnel policy with its lack of incentives and the generally
decreasing real salary levels was a crucial factor behind these shortcomings in
manggement.

Besides these structural problems, incidental factors had an unfavourable impact
on yicld levels in specific years: weather conditions (either excessive rains or
periods of droughts), a cholera epidemic, and labour contticts,

Ourgrowers’ production

In the initial plans for the expansion of the sugar industry, an important role was
reserved for the outgrowers. Inline with Tanzania's rural development policy in the
early 1970s, the outgrowers’ contribution was organised chiefly through collective
forms of production, namely the wjemaa villages. Participation of the outgrowers
was planned around three of the four estates: Kagera, Kilombero and Mtibwa.
For the fully irrigated TPC estate, no combination with outgrower production was
planned. For Kagcera, a total of 3,700 hectares of outgrowers cane was foreseen,
producing some 40 per cent of the total cane supply to the factory. For Kilombero,
35-40 percent of total planned output had to originate from outgrowers, whereas
for Mtibwa, a contribution of 30 pereent to total production was foreseen.

The actual contribution {o Tanzania’s total output was considerably lower for
at least three reasens. Iirst, the area planned was never realised, partly because
the focus en cutgrowers was scaled down substantially at a later stage, especially
at Kagera. Second, the area under cane declined at Muibwa and stagnated at
Kilombero during most of the 19580s. This is strongly rclated to the failure of
the collective production units, but also to the low prices paid Lo growers, and to
the lack of supporting services, hoth government extension services and reliable
services pravided by the estates. Producer prices were especially low compared
to returns for other crops such as cassava, maize, sorghum and paddy. It these
crops were sold on the parallel market, returns to labour were two to four times
higher in 1985/86 (NEI, 1988). Third, the yicld levels among outgrowers fluctuated
sharply but in general remained below the estates’ yields because of their exclusive
cultivation of rain-fed cane, the longer ratoon eyele, and the rather poor crop
husbandry practices such as the non-application of fertilisers, and inadequate
weeding. To sum up, outgrowers never fulfilled the role in sugar production
initially assigned to them. 'They realised the planned percentage of production
only occasionally.

Since 1990, the situation has been changing for the better. There has been a
considerable price rise for sugar cane, which exceeded the increase in production
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costs, so that gross margins have gone up. Moreover, communications between
company management and outgrowers have improved considerably. Furthermore,
in both the Kilombero and Mtibwa area, the outgrowers have made preparations
for establishing associations, to cncompass and represent all outgrowers in the
area, irrespective of the size of the cane farm. Results of these changes are
noticcable already: an increase in the number of outgrowers and in the area
under cane, new plantings of canc, and an improvement of estate services to the
smallholders. In addition, a substantial growth in cane production has taken place
in both the Kilombero and Mtibwa areas since 1990. Production increases are
the result of both arca expansion and higher yields. Better prices and improved
services have begun to lead to higher vield levels at Kilombero, but more so around
Miibwa where cutgrowers achieved yields of some 55 tons per hectare in the
1990/91 season which almost equals the yields on the estate, The main reasons
behind the high level of outgrowers’ yields at Mtibwa are the high quality of the soils
comparcd to those on the estate, and improvements in crop husbandry stimulated
by the price increases,

6.2 Factory capacity utilisation

This factor was thoroughly analysed in a recent NEI report (NEI, 1991}, which
makes the following observations.

Alt the factories were open for crushing for a number of calendar days close to
the potential operating period. This period is determined by the length of the cane
cutting season and amounts to 270 days for TPC and 180 days for the other estalcs.
Operating at full capacity would mean that factories would process cane for 20—
22 hours per day during the season, with short interruptions of 10-12 hours once
every 2-3 weeks for cleaning,

All factories suffered considerable interruptions of the production process. The
percentage of hours lost at the individual factories varicd from 4045 percent at
TPC and Mtibwa to 20-35 percent at Kilombero. On average, the relatively new
Kilombero II factory showed the lowest percentage of hours lost, Even more
important than thc number of hours lost was the frequency of stoppages as a cost-
increasing factor in sugar processing.

The main causes of the suboptimal use of the available capacity were threefold:
mechanical breakdowns, the maintenance of machinery, and lack of cane. For
Mtibwa and TPC, mechanical breakdowns and maintenance requirements were
responsible for at least three quarters of the hours lost, This means that the crucial
factors here in low capacity utilisation on these estates was the inadequate supply
of spare parts, in relation to both problematic access to sufficient foreign exchange
and lack of finance. At Kilombero, problems with cane supply played a much morc
important role, especially at the relatively new Kilombero 11 factory (sce table 6.2),
The reasons behind the irregular supply of canc may have been the mechanicat
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Figure 13  Factory capacity utilisation per sugar estate, 1980-1992" (in percentages)
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problems with transport equipment, poor weather conditions, and the inadequate
planning of cane deliveries.

Factory downtime fluctuated sharply over time at individual factories during the
second half of the 1980s. Tn other words, there was no tendency towards a gradual
improvement of factory performance. Ouly during the 1990/91 milling season did
all four factories reduce factory downtime and three of them increased the sugar
extraction rates. The recent improvement in performance was closely related to
the strengthening of the companies financial position, which in turn was a result
of higher ex-factory prices and better access to foreign exchange. This enabled the
companies to acquire sparc parls and 1o improve maintenance. In spite of this,
downtime still varied between 16 percent at Kilombero 1 to 40 percent at TPC.
Further details are given in table 6.2,

6.3 Financial performance

The preceding analysis presents a rather gloomy picture of the performance of
the Tanzanian sugar industry during the 1980s: total production and yield levels
substantially below potential ones and a processing utilisation rate at 50-60 percent
of installed capacity. This raises questions concerning the financial performance
of the sugar industry. Inforration with regard to the level and composition of
production costs, the margin between production costs and ex-factory prices, and
the consequences for the estates’ financial position in the period 19811985, may
be obtained from various NEI sector studies,

The structure of production costs is available for 1990/91 and points to cultiva-
tion costs making up a substantial part of total costs, varying from 50-60 pereent.
Field costs are lowest at Mtibwa, whereas factory costs show far less variation
between the three cstates. TPC has relatively high costs for power, fuel and
chemicals. The latter is caused by the persistent pests (white grub) which require
the intensive application of pesticides. The higher relative costs for fuel and power
reflect the larger area under irrigation at this estate,

The high field costs at Kilombero are related to the considerable wage costs
reflecting over-employment and relatively low labour productivity, At Kilombero,
the higher costs of production are due to the relatively poor performance at Kilo-
mbero L estate and factory (NEL, 1991). Transportation costs also vary considerahly
among the three estates: from 17 percent of total costs at TPC to almost one-third
at Mtibwa. Thesce ligures refer to one year only and, in fact, should be analysed over
longer periods of time to identify trends. If this were done, the differences in level
and composition of the total costs of production would indicate maore accurately
the possibilitics for effectively reducing these costs. The management information
system now introduced is an important instrument for identilving problems early
on and addressing them efficiently.
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Table 6.2 Indicators of factery milling pertormance, 1986/87-1990/91

1986/87  1987/88  1988/89  1989/90  1990/91

TPC
Factory yield 8.3 03 9.0 8.3 9.2
Hours lost (%8) 452 40.6 44.4 45.8 40.7
—mechanical/ maintenance 339 N4 333 339 333
—cane shortage 1.3 10.2 1.1 11.9 7.4
Tons cane per hour 101.8 08.4 92.8 94.1 1119
Factory time

cMciency 738 78.2 75.1 7Ll 73.5
MTIBWA
Factory vield 8.9 88 8.6 9.6 9.6
Hours lost (%) 389 34.6 41.8 49.0 29.0
—-mechanical/

maintenance 279 3.4 36.6 3.0 205
—cane shortage 11.0 32 52 154 85
Tons cane per hour 0T 837 889 90.4 924
Factory time

efficiency H7 68.2 61.7 62.3 7.7
KILOMBERG 1
Factory yield 9.3 9.4 9.8 9.2 9.7
Hours lost (%) 3d.6 32.0 27.1 35.0 273
—mechanical/

maintenance 19.6 16.1 16.2 17.8 144
—cane shortage 15.0 15.9 10.9 172 12.9
‘Tons cane per hour 7.0 74.3 771 77.2 9.6
Factory time

efficiency T 80.8 81.8 8.5 835
KILOMBERO II
Factory yield 9.4 93 101 9.5 9.8
Hours lost {%} 260.2 351 389 188 16.2
-mechanical/

maintenance 9.3 53 4.3 6.7 9.2
—cane shortage 16.9 29.8 34.6 12.1 7.0
Tons cane per hour 91.3 92.8 87.7 92.1 935.1
Factory time

efficiency 88.8 92.7 93.1 923 00.1

Sonrce. NEI 199,

The picture presented above changes slightly if recurrent costs are related to the
levels of production expressed per ton of sugar and if administration costs are
included (see table 6.3). Total recurrent costs per ton are some 10 percent higher
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at Kilombero, due fo relatively high cultivation costs and administration costs.
Mtibwa 1s also burdened with high administration and garage costs per ton, which
otfset its relatively low ficld costs.

Table 6.3 Structure of expected production costs by activity 1991/91
{in Tshs per ton and %)

TPC %o Mitibwa % ) Kilombero %
Ficld costs . 25881 46.4 18,747 341 25,765 42.5
Factory costs 15,335 27.6 13,978 254 18,676 308
Gurage costs 2,538 4.6 5,179 4.4 - -
Total production
costs 43,754 78.0 37.904 68.9 44 441 73.3
Administration 11,870 214 17,093 310 16,179 26.7

Total recurrent
costs/ton 55,624 100.0 54,997 100.0 60,620 100.0

Source: adapied from NEF, 1991,

The preceding figures refer to recurrent costs only. In addition to these, account
must be taken of depreciation and other fixed costs.  Available figurcs point
to depreciation in the order of Tshs 14,000-18,000 per ton.  Throughout the
worldwide sugar industry, fixed annual costs tend to form a high proportion of
the costs of sugar production. Substantial gains from economies of scale have yet
to be obtaincd in Tanzania (SKIL, 1991),

Table 6.4 Average cost price and ex-factory price, 1981-1990 (in Tshs per ton}

Year Average Ex-factory price Gains/losses
recurrent costs
1981 4,123 4,731 + 608
1982 5,521 4,750 - 771
1983 5,351 5,360 + 9
1684 7,674 7,154 - 500
1985 8,264 7,531 - 733
1986* 13,125 12,235 - 890
1987~ 16,459 23,127 + 6,668
1988 22,087 29,996 + 7,909
1986 38,087 61,000 + 22,913
1990 57,000 08,624 + 41,624
* Average cost price figures for 19R6-1989 Sowrces: NET 1986; NEI 1991, KSC records,

refer to Kilombero only.
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Although in principle the ex-factory price is based on the average cost price plus
a certain margin, the price fixed in some years resulted in ex-factory prices below
the actual cost price in several years during the 1980s. Tn addition, the average cost
price does not properly reflect the real costs as depreciation is based on historic
valucs and expenditures for equipment, spares and maintenance have often been
lower than required (NEI, 1988). Total average production costs for the period
1980-81 arc estimated at US § 430 per ton including recurrent costs of US § 350
and depreciation of US$ 80. For this period the ex-factory price is estimated at
US $ 390 per ton, indicating that total production costs were not fully covered.
Since 1989 the profit margins have been improved substantially. In 1991/92 an
ex-factory price of almost US$ 450 per ton had been approved whereas total
production costs in that year amounted to slightly less than US § 400 per ton.

With relatively high costs of production and ex-factory prices fixed artificially below
the actual cost of production, the cstates experienced considerable losses for many
years during the 1980s. Al Lthe end of the 1984/1985 financial year, the total
accumulated losses for the three main factories amounted to "1shs 132 million
(Mtibwa 54.9; Kilombero 53.8; and TPC 23.5). H Kagera were included, the
total amount would increase considerably as the losses at this estate amounted
te Tshs 118.2 million for 1984/85 alone. The situation deteriorated considerably
during 1985/86 when another ‘Ishs 181 million was added, bringing the total
accumulated losses al the four estates to Tshs 431.5 million,

During the second hail of the 1980s, the situation improved drastically as a result
of the increase of the ex-factory price.

All companies except Kagera made profits in 1988/89 and 1989/90 (357 million
Tshs and 981 mitlion Tshs respectively after deduction of tax), which, in spite of the
considerable losses of Kagera, resulted in net profits of Sudeco in these years. Yet,
Sudeco’s working capital position continued to deteriorate to almost 700 miltion
Tshs negative as of June 1990. This is largely atlributed to the current maturity of
the loans taken for Kagera,

The 1991 NEI report provides some further information about the financial
performance of the eslates over the period 1980-1991. It appears that the financial
performance of the three companies (the report excludes Kagera) varied consid-
erably in spite of the commen situation they had been lacing, i.c. if no account
is taken of the differences in development aid funds the companies received, It is
clear that the under-ufilisation of installed capacity in fact meant an ineflective use
of available resources which had an unfavourable impact on financial performance.
Both the return on total assels and the return on capital remained well below
the current interest rate of 30 percent, in spite of recent improvements in the
profit margins on sales and in the return on capital. These improvements were
principally the resuits of higher ex-factory prices, This also makes clear that the low
profitabifity in the past, which inhibited the building up of reserves for replacement



118 Part Il Evaluation findings

investment, were a direct consequence of the artificially low prices set by the
Tanzanian government.

Financial performance cannot be limited to the estate level. Estates are subsidiary
companies of Sudeco, and profits and losses are reflected in the Sudeco accounts.
The main source of Sudeco’s income is the margin between the sales price and the
ex-factory price. Other sources of income comprise development fund revenues, a
certain pereentage on exports, and exchange rate gains. The former income source
is meant to cover the costs of distribution, i.e. transport, storage, finance charges
and administrative costs related to marketing. ‘The latter source is for meeting the
costs of non-marketing activitics such as planning and development, supervision
of subsidiary companics, general management, secretarial, services, training and
manpoewer development. Sudeco’s exchange rate gains provided windfall profits
on experts to EC which in fact belong to the sugar companies in correspondence
with the share of cach company in total cxports.

In the late 19708, Sudeco accumulated substantial T-shilling balances under the
then favourable domestic pricing policies. It decided to invest these monies in
the construction of a high-quality oflice building at a top location in the centre of
Dar es Salaam rather than in the expansion or rehabilitation of the estates. The
intention was to let the building to tenants who could pay in forcign currencey, in this
way obtaining additional foreign exchange. Construction of the building stagnaled
due to the deterioration of the Tanzanian economy, the restrictive pricing policies,
and the cash cover requirements tor abtaining foreign exchange when the local
currency was rapidly depreciating. At present, the building is nearly completed,
but tenancy contracts have not yet been concluded.

During the first half of the 1980s, Sudeco operated at a loss, and net losses
accumulated to Tshs 235 million in 1986. Thereafter, the situation gradually
improved. Recent Sudeco accounts show substantial profits of Tshs 676 million
in 1989/90, an increase in the profit percentage on turnover from three to eight
percent, and an improvement in Sudeco’s liquidity position. However, its present
financial situation is heavily burdencd by its participation in the development of
Kagera. Sudeco’s participation in Kagera in the form of investment and loans
amounted to ‘Eshs 2.7 billion which equals about 45 percent of its total assets. The
recent arrangements with Newsco about the exploitation of Kagera might imply
that Sudeco will have to bear part of the accumulated losses of Kagera. Consumers
contribute to make up for the Kagera losses by means of a special levy included in
the sugar price and this is one of the factors causing the domestic price to cxeeed
the price of imported sugar (NEI, 1991).

The assessment of Sudeco’s performance included in the 1988 NEI report is rather
critical. The report ohserved that Sudeco scemed to have had little influence
with regard to the important question of price setting and had not been in a
position to solve day-to-day operational problems on the estatcs. The estates
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complained about the lack of knowiedge of their problems on the part of the
Sudeco staff as they seldom appeared on the estates, and about the additional
complications and amount of paper work created by Sudeco’s services in obtaining
import licenses. The report is also quite negative about Sudeco’s role in the
promotion and development of new projects and itlustrated this by referring to the
poor performance of the Kagera estate, and the limited focus on small-scale sugar
production. Finally, critical remarks were made about the limited effectiveness
of the Manpower Development Unit in the follow-up to manpower training, and
about the unequal distribution of sugar over the country, resulting in high real
prices paid by consumers in the rural arcas who had to buy on the parallel market.

During the late 1980s, Sudeco’s performance improved considerably and so did
the relationship with the estates. The actual role of Sudeco in a more market-
oriented production environment is still under discussion.

6.4 Economic performance

The economic analysis of the sugar industry evaluates the importance of the sector
to the overall ceonomy of Tanzania. Because of the substantial distortions in
the cconomy during the 1980s, prices used in the financial analysis often did not
reflect the real scarcity of production factors, goods and services. In the economic
analyses, distortions are dealt with and financial prices are multiplied by conversion
factors.

In so doing, goods first have to be divided into traded and non-traded goods.
Economic prices for traded goods are based on ‘border prices’. For sugar, the c.i.f.
import price is its border price. Non-traded goods have to be broken down into
their different imported and local components, each with a different conversion
factor. In general, locally produced goods are given in cconomic prices by means
of astandard conversion factor. Thisstandard conversion factor is used to compare
domestic goods correctly with international goods. Under normal conditions, the
official exchange rate could be used for this comparison. If the official exchange
rate is overvalued, a shadow exchange rate has to be applicd, which more aceurately
reflects the value of the currency. During the 1970s and 1980s, Tanzania had an
overvalued exchange rate mainly because of a much higher demestic inftation rate
than that it other countries (NEI, 1988).

For an cconomic analysis of the sugar industry, a standard conversion factor
of 0.5 over the period 1980-1991 has been applied to local costs, while imported
items have been corrected for import duties and the opportunity cost of capital
has been assumed 1o be 10 pereent. Under these conditions the economic costs
of production amounted to US $ 320 per ton over the period 1980-91. lable 6.5
below provides the details of the calculation.

As sugar production in Tanzania is an import substitution type of industry, the
ceonomic benefits of domestic sugar production can be measured by comparing the
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Table 6.5 Economie and financial cost per ton sugar (US 8, 1950-1991)

Economie cost Filli'.l..l.l.(';ia-l cost
Foreign Local Total Foreign Loual Total
exchange exchange
Recurrent 150 100 250 150 200 350
Cupital 60 10 0 60 20 80
Total 210 110 320 210 220 430

Sources: NEI, 1988 and 199].

economic costs of production with the import parity price of sugar. The average
world market price of sugar was US$ 230 per ton over the period 1980-1991,
which cqualled a c.i.f price Dar es Salaam of US § 335. This means that during the
1980s the costs of production of the sugar industry were only marginally covered
by economic benelits,

The use of the world market price for an assessment of the economic benefits of
sugar production is complicated by the volatility of the sugar market, which results
in sharp price fluctuations over time. For example, during the 1980s, the world
market price was below the US§ 250 mark for seven out of ten years. In 1990,
the world market price had gone up to US § 277 per ton, which corresponds with
a c.if. Dar es Salaam price of US§ 375. This means that in 1990 (he ceonomic
costs of production estimaied al US § 400 per ton (NEI, 1991) were not completely
covered by economic benefits, 1t is clear that both the financial and ecenomic
rates of return were substantially lower than expected at the time the cxpansion
of the sugar industry was planned during the 1970s. Then, the economic rate of
return was estimated at 10-15 percent. For example, the economic rate of returmn
of the Kilombero factory was appraised at 13 percent, whereas the World Bank
completion report (1984) arrived at an ERR of 4 percent at a border price of
US§$ 529 per ton. As the actual border price has been substantially lower than
US § 529 during the second half of the 1980s, the ERR becomes even negative.
Estimates of the overall profitability of the investments in Kilombero 1T indicate
that investments in Lhis factory have not been recuperated. The low productivity
of the land in terms of vields per hectare and the under-utilisation of available
processing capacity were major causes of the disappointing rates of return for
investments in the sugar industry.



7. Efficiency

The central question with tegard to the efficiency of Netherlands aid is whether
alternative means would have achieved the objectives more adequately.  This
question concerns the choice of the sugar seclor and the choice of technology.
A second question concerns the way Netherlands aid has been organised and
managed. This touches on issues of the approach to aid and the quality of
aid management. To assess efficicncy, the following aspects will therefore be
investigated:

1) choice of sector. The prime objective to invest in the sugar sector was to earn
foreign exchange. To assess this aspect, the sugar sector has to be compared
with other potential foreign exchange carners in the agricultural sector.

2) choice of technology. The Netherlands supported a large-scale, modern mode
of agricultural production. This raises the question: was the choice of modern,
capital-intensive technology appropriate (o the economic and social conditions
of the recipient?

3} aid management. This aspect focuses on the way in which assistance has been
handled during the various phases of the project cycle. The following elements
of the project cycle are reviewed: project design, appraisal, implementation and
gvaluation.

7.1 Choice of sector

In their feasibility study of a development plan for the sugar industry in ‘lanza-
nia, the NET (1988) mukes a comparison of the main crops which carn foreign
exchange. The following crops were considered: cofiee, cotton, (ea, lobacco, sisal,
cashew nuts, sugar, maize, rice and wheat. The production costs of these crops in
economic terms (i.e. with shadow price inputs) were compared with their economic
beacfits measured in border prices (i.e. f.0.b. export prices or c.if. import prices
including port handling costs). Table 7.1 shows the results of this study.

On the basis of the economic cost-benefit ratios, the ranking of crop priorities
within the agricultural sector is as follows: coffee, tea, cotton, rice, cashew,
and sugar. All these crops have economic cost ratios higher than 1.00 and arc
considered economically attractive for Tanzania. Maize, tobacco and sisal have
ratios around 1.00, whereas wheat appears unattractive for ‘Fanzania in economic
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Table 7.1 Lconomic cost-benefit ratios per crop

Export crops Food crops

coffee  cotton  tca  tobacco  sisal  cashew  sugar  maize  ricc wheat
3.10 2.50 2.60 (.95 0.93 1.80 1.12 1.01 1.83 (o6
Sowrce: NET, 1958,

terms. The NLI conclusion on the basis of the above calculations was that sugar
could be considered economically beneficial for Tanzania. It also contributes
favourably 1o the country’s balance of payments situation. Continuing Netherlands
supportt to the sector was therefore justified.

On the other hand, the World Bank rated sugar as a low priority crop in
economic terms in its 1983 Agricultural Sector report. This low priority was based
on the following arguments. It is an import substitution crop as opposed o a
forcign exchange earner (except for molasses and the Lome Convention quota),
and to keep it in a healthy state, it requires a large slice of Tanzania’s limited foreign
gxchange resources. The industry also demands considerable management and
technical skills which were not available in Tanzania. For these reasons, the World
Bank discontinued its support to the sugar sector in the early 1980s (World Bank,
1984).

One of the main reasons for the considerably lower economic rate of return on
investments in the sugar sector compared to the first half of the 197}s was the
fall in the world market price of sugar. In the early 1970s, when most donors,
including the World Bank and the Netherlands, decided to enter this sector, world
market prices were very high, and consequently, cconomic rales of return very
favourably. However, compared to other agricultural products, sugar seems to be
one of the most unstable commodity markets. It would have been more realistic if
the appraisal had taken account of the cyelical nature of the world market price,

However, some people argue that it is incorrect to compare local production
costs with international market prices. The world sugar market is considered a
dump market. Most countrics scll their sugar surpluses on the world markel at a
loss. According to a recent OECD publication (Goldin, 1992} agricultural trade
liberalisation would increase the world sugar market price by about 14} percent in
case of u partial liberalisation seenario and by more than 50 percent assuming full
removal of all distortions.

Official reports comparing the cost-price ratio for sugar production in differ-
ent countries hardly exist. In general, it is assumed that the average produc-
tion costs for beet sugar are about 20 percent higher than those for cane sugar
(SOMO, 1987}. In the EC, for cxample, the minimum guaranteed ex-factory price
amounted to more than US § 500 per ton during the 1980s. In the NEI feasibility
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study (1988), the average world economic cost price was cstimated at US $ 300
per ton. An example of a low-cost industry is that in Malawi, with an average
production cost of US § 200 per ton. As the average economic costs of production
in Tanzania over the period 1980-1991 were slightly higher than US § 300, this
indicates that the Tanzanian sugar industry can be qualificd as a ‘normal’ cost
industry, and even a low-cost industry compared to the Luropean beet sugar
production. More efficient production methods could reduce the average cost
price in Tanzania to about US $ 250 per ton (NEI, 1988).

Apart from cconomic factors, the Netherlands Government's decision to con-
tinue its support to the sugar sector was also heavily influenced by the limited
possibilitics of alternative investments, the prospects for fulure improvements in
the sugar sector, and the know-how and expertise built up in fields relevant to the
sector,

Allin all, it may be concluded that from an efficiency peint of view, il was justified
to commence and continue support to this sector.

7.2 Chaice of technology

In principle, three types of technology are available for cane sugar production:
jaggery, khandsart or the open-pan sulphitation (OPS) system, and the modern
vacuum-pan sulphitation {VPS) system.

In Tanzania, the jaggery method was introduced at the beginning of the century;
by the middie of the 1980s, an estimated 30 jaggerics were still in operation in the
Arusha region. There are no figures available for other parts of the country, but
the number is considered negligible. "There is only one khandsari plant operating
in Tanzania, in Wami prison, which has a social rather than an cconomic purpose.
Almost the entire Tanzanian sugar output is produced by the modern VPS system.

Tanzania’s choice of this large-scale production system with modern technology
was based on the following considerations:

— the higher economic efficiency of the VPS systems vis-a-vis the other systems
(NI, 1980),

— the required short time between cane cutting and processing puts a high demand
on the organisation of production. A shill further than 50 percent dependence
on outgrowers supply is therefore not welcomed by management (Coulson,
1979).

Furthermore, the Tanzanian government had a strong preference for modern,

targe-scale production systems. This preference Tanzania shared with many de-

veloping countries during the 1960s and the 197(s.

Finally, Tanzania was dependent on donor assistance for the realisation of its
expansion plans for the sugar industry in the early 197{s. The bias towards import-
intensive technology was also caused by financial conditions set by donors tying
supplies to source countries.
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The choice of modern, import-dependent processing technology and Nether-
lands support for sugar production based only on this type of technology was an
issue for debate at regular intervals during the 1980s. At least four different points
ot view may be distinguished.

First, jaggery production of sugar offers attractive possibilitics, as jaggery making
is a straight-forward process, and the technology has heen known in Tanzania
for a long time. It has low economic costs compared to sugar and/or khandsari
production, it contributes to meeting the cxisting excess demand for sweeteners,
and it can be undertaken successfully in remote areas with serious transport
problems. Although the demand for jaggery is not known, a step-by-step approach
would gradually expose such demand (KIT, 1981).

Sceond, khandsan factories are a viable alternative for the VPS sysiem. The
khandsari factories could have been based on (he juggeries, and during the early
1970s, no fewer than 50 khandsari factories could have been built for the price of
one modern VPS factory. The introduction of VPS technology was not undertaken
in the interest of "lanzania, but was the result of pressure by Netherlands commet-
cial interests (Hoebink, 1988),

Third, there is a potential for developing small-scale white sugar production
through private sector investment, although detailed feasibility siudics arc required
to establish the most eftective OPS (=khandsari} configuration. This type of tech-
nology is likely to result in a lower foreign exchange requirement per ton of sugar,
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although, at the margin, minimum rchabilitation of existing mill capacity could be
more eflicicnt in the use of foreign cxchange. Small-scale production offers good
opportunitics for smaliholder production, but expatriate supcrvision would be
necessary during project start ups (Entermediate Technology Development Group,
1988),

Fourth, the modern VIS system is the most suitable and cconomically most
feasible for Tanzania. Jaggery is not an alternative since, although it produces
a type of fondant for local brews, it is unsuitable as a substitute for sugar in tea
and coffee because of its strong taste of molasses. In addition, it has a high
fuel consumption which could lead to more deforestation problems. Khandsari
production not only requires special technical skills, but also has relatively high
investment and operaling costs per ton, Production costs are around 40 percent
higher than for large-scale sugar factories. Mini-sugar plants (small-scale VPS
systems) are unfeasible because of the relatively high investment costs per ton of
sugar (NEI, 1988 and SKIL, 1990).

Various explanations for the choice of technology have been given. The simplest
one is that the sugar development strategy has been donor-driven and commercial
companies in donor countrics have had a vested interest in modern, large-scale
technology.  Because of this interest, the alternatives have not heen assessed,
and no donor support has been given to other capital-intensive and more labour-
intensive types of technology (Hoebink, 1988). This expianation is incorrect in
that HVA—the main Netherlands commercial interest in the sugar industry—
has produced studies for the DGIS outlining the various types of technology
and their pro and cons. Tn addition, the Netherlands commissioned a pre-
identification study into small-scale sugar cane processing in 1980, and included an
assessment of alternative technologies in the 1988 NEI scctor study, Furthermore,
in 1970, it supplied two OPS plants to the Small-scale Industries Development
Organisation.

Another study relates the choice of technelogy of the Tanzanian sugar industry
to the operation of two forces: the interest of aid donors and machine suppliers and
the interest of thuse who control the state in ‘lanzania. State control in Tanzania’s
centralised economy was exercised to a large extent through parastatals, in the case
of the sugar industry through Sudeco. Tn the implementation of its tasks, Sudeco
was advised by expatriate consultants, whereby it depended heavily upon donor
assistance. 1n Tanzania’s development policy from the late 1960s onwards, there
was a clear preference for large-scale establishments which employed modern
technology. So, state capital and centralised control reinforced the selection of
farge-scale, capital intensive production processes. This bias resulted in a heavy
reliance on imports and expatriate consultants, in & loss of foreign exchange and
limited spread effects to other scctors, and thus perpetuated external dependence
{Chambua, 1990).
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[t must be concluded that in economic and financial terms, there hardly appears to
be an alternative for the modern VPS technology to achieve a rapid expansion of
Tanzanian sugar production. VPS technology is applied to 90 percent of the world’s
cane sugar production. This technology is cheaper in terms of investment and
production costs. Alternalive technologies may create environmental problems
due to higher fuel requirements and a higher demand on scarce land because of
lower sugar extraction percentages. If a VPS factory crushes for 22 hours per day,
not only will no additionai fucl be required, but there will be a surplus of electrical
power generated for domestic use. Therefore, better management with higher
operating efficiency means that no firewood or expensive fuel oil is required for
the sugar factories.

Alternative technologies are not exciusively related to small-scale cane cultivation
as outgrower production can also be arranged cffectively through nucleus estates
wilh modern processing technology. This modern technology is strongly depen-
dent upon imports although the input component can be reduced by local produc-
tion of spare parts, and particularly transport equipment, and by & high standard
of maintenance, Modern technelogy also puts a high demand on technical and
management expertise.

Netherlands assistance to the sugar sector in Tanzania has combined the supply
of modern equipment with management support and various forms of training.
The advice requested at various times did not indicate good opportunitics for
alternative technologies, which, morcover, were not a priority for Tanzania,

7.3 Aid management

Efficiency aspects of the implementation of Netherlands assistance will be assessed
for the main phases of the project cycle: project design, appraisal, implementation,
and monitoring and evaluation. However, before dealing with these aspects, the
aid approach will bricly be discussed.

Aid approach

Aid can be provided in many torms. One of the main distinctions is between
projects and programme (also called non-project} aid. For years the bulk of aid
was in project form. Project aid makes a specific capital asset or piece of technical
assistance available, often to specific beneficiaries. Programme aid makes a cash
sum available for the benefit of the entire recipicnl cconomy or a sector of it, and
is normally accompanicd by policy discussions, But the distinction is not always
clear cut. The emergence of the hybrid known as sector aid reflects this (Cassen,
1986). Sector aid is designed to address in a coherent way a number of interrelated
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development constraints in a sub-system of the economy (Rose, 1985). The form
it takes is usually a combination of project aid, programme aid and technical
assistance.

During the 1970s aid Lo the sugar sector was mainty provided in the form of project
aid to expand the production capacity of the sugar industry. In addition technical
assistance was provided to improve management and to train local staff. [n the
second half of the 1970s most donors were of the opinion that external assistance
through the traditional project mechanism was neither the most uselul nor the most
appropriate form of aid because of problems with capacity utilisation, maintenance
and management, A consensus emerged that, in principle, a greater proportion
of aid should be given in non-project form, namely as balance of payments and
budgetary support, or as commodity aid to make assets more productive instead of
creating new assets. This was also the view of the Netherlands government. In the
beginning of the 1980s almost half of the bilateral aid to Tanzania was made avail-
able as commodity import support. With this change from project to programme
aid, the focal point in the policy dialogue shifted from project characteristics to
macro-economic issucs, [nitially, no conditionality was linked to programme aid
with regard to economic reform measures. In 1982, the willingness to continue
programme aid was related to an economic reform programme agreed upon with
IMF and World Bank. As a result of differences in opinion about ‘lanzania’s
macro-economic policy, the volume and share of programme aid dropped to about
25 percent in 1983 and 1984. Because the Netherlands government wished to
continug its aid relationship without a further reduction in the financial allocations,
new forms of aid had to be found. Project aid was not considered an alternative,
given the country’s limited absorption capacity. It was decided to shift part of
the commaodity import support to more sectorally oriented programmes, namely
cotton and sugar. The main arguments for this sector aid approach were threefold.
Firstly it permitted the Netherlands to enter into an appropriate form and level of
policy dialogue where it telt that policy modification or institutional strengthening
could be realised, Secondly, it potentially offercd some degree of visibility and
accountability, absent from more general programme aid, and made it possible to
employ the target group concept. Thirdly, the programme forms of sector aid had
more potential for rapid disbursement,

Since 1982, the Netherlands aid to the sugar industry followed a scetor approach,
whereby programme aid, project aid and technical assistance were combined.
Under programme aid the required capital goods and spare parts were imported,
while technical assistance focused on management support and training. Project
aid was only used too a very limited extent, such as, for example, the expansion
of the production capacity at Mtibwa, During the 1980s, Netherlands assistance
to the sugar sector concentrated therefore primarily on the effective utilisation of
the existing production capacity. The sector aid was primarily focused on cstate
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and factory production and littic attention was paid to socio-economic problems
such as the integration of the sugar industry in the regional environment. In
the sector policy dialogue the continuation of assistance was related to general
economic reforms, such as liberalisation of price setting and retention of foreign
exchange earned through exports. For certain issues, such as privatisation, the
policy discussions were based strongly on general structural adjustment concepts
and toe little on sector-specilic constraints,

Project design

The identification and formulation of Netherlands support was based heavily on
feasibility and sector studies. During the 1980s, these were undertaken chiefly
by the Netherlands Economic Institute. These studies played a dual role; the
identification of the main problems in the scctor, and the appraisal of the seclor
development plans for 1984-1988 and 1988-1992. The reports also functioned
as an instrument to specify Netherlands priorities during the bilateral talks. In
the latter phase (i.e. in 1990-91), second opinion reports were requested on
the planned rehabilitation, to ascertain the justification of further support. All
in all, the commissioning of these studies indicates a cautious and thorough
handling of Netherlands assistance during the 1980s with regard to identification
and formulation. The studies were carried out by an independent consulting firm
not involved in the implementation of the sugar assistance programme. This means
a positive change compared to the 1970s, when feasibility studies and project
implementation were citen combined by the same firm (HVA), although Sudeco
tricd to operate a system of checks and balances by asking other consultants to
comment upon HVA's performance.

Appraisal

Since the early 1980s, the DGIS appraisal procedure has been formalised through
a so-called Appraisal Memorandum (BEMO). The BEMO is approved by the
regional directorate when the commitment does not exceed DIl 5 million, Higher
commilmenis have to be referred to a project committee. The number of BEMOs
for aid to the sugar sector written since the introduction of the new appraisal
procedure amounts to about 30. None of the proposals were rejected and only a
small number were returncd for additional information. The length of the internal
appraisal procedure was on average one to two months, ranging from two weeks
to almost three months,

The large number of BEMOs is a result of two factors: first, the wide varicty of
activities undertaken in the framework of sector aid during the 1980s compared
to production-oriented assistance in the 1970s {no Icss than ten different project
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activities were registered at a certain moment}; second, the relatively short period
tor which commitments were made (one to two years) in relation o the dialogue
between the two countries concerning the need tfor sugar policy reforms. These
discussions deall with developments in the sugar sector in gencral rather than
with specific activilies for which a commitment was madc, The relatively short
commitment periods reduced the certainty of continued Netherlands support for
Tanzania, cspecially as the other main donors to the sector had withdrawn their
assistance during the first half of the decade.,

{mplementation

In the implementation of the Netherlands bilatcral aid programme, two types
of procedure have been applied: technical and (inancial aid procedures. Assis-
tance to the sugar sector almost entircly followed the financial aid procedure.
Under the financial aid procedure the recipient is primarily responsible for the
implcmentation. The recipient plans implementation, invites tenders, awards
contracts for the supply of goods and services, and supervises implementation,
In the case of the sugar sector, responsibility for the financial aid procedure for
implementation was delegated to Sudeco, Under the technical aid procedure, the
donor organisation has the prime responsibility for the supply of inputs for the aid
activity.
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Originally, financial assistance was tied to the purchasc of goods and services
in the Netherlands. In the mid-1970s, an international agreement on a switch to
partial untying was reached. Initially, this applied only to loans granted as part of
financial aid. Since the beginning of the 1980s, financial aid grants have also been
partially untied, Partially untying means that goods and services may be obtained
not only in the Netherlands but also in the recipient country itself or in other
developing countries, better kuown as eligible source countrics. Moreover, since
the early 1980s, exceptions have regularly been made with respect to the origin
of goods and services. In general, 30 percent of the purchases were allowed (o
originate from countries not on the list of eligible source countrics.

Since the late 1970s, all financial aid has been subject to the DAC guidelines for
procurement procedures. The general rule is that a tender procedure is followed:
invitations for tendering are called publicly and internationally. However, different
arrangements may apply in special circumstances such as repeat orders, the need
for standardisation, in cases where there is a single supplier for the required
commaditics, or if the cost of a procurement is below US $ 200,000.

For the three main types of activity (rehabilitation projects, management as-
sistance and commodity import support), the modality of implementation will be
reviewed.

Rehabilitation activities and management support were contracted out to Nether-
lands consulting firms. Apart from the training support to the National Sugar
Institute which was contracted out to BMB, all activities were undcrtaken by
HVA. The latter firm not only obtained all management contracts for Mtibwa
and Kilombero, it also implemented the field development component at Kagera,
it superviscd the construction of the Kilombero IT factory and the expansion/
rehabilitation of irrigation facilities at Mtibwa and Kilombero. In general, the
contracting out of management assistance to HVA took place through direct
negotiations, and without applying any form of tender procedurcs. An exception
was the management assistance contract of 1986-1987, when an epen tender led to
a price reduction on the part of HVA. Although HVA was not the lowest bidder,
it was awarded the contract because of the minor price difference and Sudeco’s
prelerence for continuity.

For the commodity import support element of assistance to the sugar sector,
Sudeco was responsible for procurement, which took place on the basis of priority
lists provided by the estates, For Mtibwa and Kilombero, HVA had a management
assistance contract, and therefore HVA also adviced on the urgency of commodi-
ties needed. Initially, Netherlands CIS was completely untied, mainly becausc
machinery and equipment largely originated from Britain and Denmark. This was
gradually reduced to 50 percent. This change did not lead to a substantial increase
in purchases from Nethcrlands firms, Less than 10 percent of total supplies under
Netherlands CIS originated from the Netherlands. No less than 90 percent of
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the supplies to the sugar sector came from other OECD countries, indicating the
flexibility with which the tying conditions were applied. Purchases took placc on
the basis of comparing a limited number of pro-forma invoices, evaluated by the
Netherlands Embassy, but orders below Dft 25,000 did not need prior approval of
the Embassy.

[n table 7.2 an overview is shown of the origin of goods and services financed as
part of Netherlands aid,

Table 7.2 Origin of goods and services to Tanzanian sugar industry (percentages)

1974-1974 1980-1985 1986-1991
Netherlands 78 58 42
Other developed countries s 29 48
Tanzania 10 7 2
Other developing countries 7 6 2

On the basis of the above table, it can be concluded that, after 1974-1979, the de
tacto tying of aid decreased significantly. In particular with regard to CIS funds, the
de jure tying conditions have been applied very flexibly. However, in Netherlands
assistance to the sugar scctor tendering procedures were used only in a limited
number of cases. [t is difficult to assess what this absence of competition in the
awarding of contracts has meant for the efficiency of project implementation. As
the 1986 tendering results of management assistance revealed, more competition
would probably have had a downward effect on prices.

Monitoring and evaluation

Monitering and evaluation were a limited part of the management of the pro-
gramme by the Netherlands, Monitoring took place through the detailed recording
of data at the estate level with regard to both field and factory operations, This
wide range of ata was a crucial input for the NEI sector studies. In addition,
monitoring occurred via HVA's progress reports o Sudeco and irregular field visits
by Netherlands ministry staff. In addition, the Netherlands Economic Institute
acted as an advisory body on an ad-hoc basis. Under these conditions, low
priority was given to separate evaluation studies of Netherlands assistance to the
sugar sector, or components thereof. In fact, evaluation was limited to a single
study of the training component (1986). The various missions sent to evaluate
Netherlands import support systematically excluded assistance to the sugar sector.
Of course, the various NEI reports provided accurate insight into developments
in the sugar sector, and, as has been mentioned already, they were a crucial part
of the appraisal of the magnitude and nature of further support. Yet, certain
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aspects were not covered by these sector studies: the efficiency of management
assistance, the efficiency and results of commodity import support, the advantages
of combining programme aid and project aid to a single sector, the environmental
aspects of Netherlands assistance, and the orientation towards and results of the
target groups including the outgrowers,



8. Impact

In this chapter, an assessment is made of the impact of Netherlands assistance
to the sugar sector. Attention will be paid to cconomic self-reliance, poverty
alleviation, and sustainability. ‘The first two aspects concern the policy relevance
and impact of project activities in terms of Netherlands aid objectives. In recent
decades, the two main objectives of Netherlands aid have been economic self-
reliance and poverty alleviation. For the sugar sector, economic self-reliance is
primarily scen in terms of the effects the project had on the balance of payments
position of the recipicnt country. In addition, the economic impact is assessed with
regard to the profitability of Netherlands assistance, and the general spin-off on the
Tanzanian economy.

With regard to poverty alleviation, the principle question is: who have been
the main beneficiaries of sugar preduction in Tanzania, and do they belong to the
poorest segments of the population? Or in other words, to what extent does sugar
production contribute to the improvement of the living standards of the poor.

The third aspect of the assessment deals with the sustainability of aid results. The
central question here is: to what extent will the benefits generated by development
assistance continue beyond the donor’s involvernent? Atlention will be paid to the
financial, technical, institutional and environmental dimensions of sustainability
and to the effect of government policies.

8.1 Economic self-reliance

Netherlands assistance to the sugar scetor was primarily oriented towards increas-
ing Tanzania’s economic self-reliance. Before dealing with the wider economic im-
pact of support to the sugar sector, the performance of the sugar companies which
have received Netherlands assistance over recent decades will be summariscd.
The performance of the sugar sector, in particular during the 1980s, provides a
rather depressing picture. This also applies to the two companies which received
ample support from the Netherlands. Neither Kilombero nor Mtibwa showed
a clearly upward trend in tons of canc crushed during the 1980s. The yields
per hectare for both estates increased during the first half of the decade, but
stagnated thereafter, in spite of substantial investments in the improvement of
the irrigation systems. Factory yields for the two Kilombero factories and the one
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in Mtibwa fluctuated over the ten-year period, but hardly showed any long-term
improvement. And all three factories have experienced stagnant or decreasing
capacity utilisation, especially since 1983.

The conclusion is inevitably that Netherlands assistance to the sugar estates had
only limited immediate effects with regard to sugar production. Yields remained
tar below the potential level and factory utilisation fluctuated around 6 percent of
installed capacity, This pereentage considerably exceeds the average for Tanzania’s
manufacturing industries. Considered in the light of its objectives, assistance
contributed to maintaining existing production capacity and the localisation of
management, hut did not lead Lo an cffective use of this capacity. In addition, the
results are rather disappointing when compared to the costs of the programme,
namely about US$ 75 million during the 1980s, lcaving aside the Tanzanian
contribution to the sugar industry.

The effects were influenced negatively by Tanzania’s highly unfavourable macro-
economic situation, its sugar development policy, and in particular by strong state
intervention in production conditions and the low ex-factory prices. Taking into
consideration the constraints operative in the country, Netherlands development
assistance contributed to rehabilitating and maintaining production capacity and
to a fairly successful holding operation, which prevented the total collapsc of the
Tanzanian sugar industry.

The production performance of the sugar estates, especially that of Mtibwa
and Kilombero, improved considerably after 1990. The main rcasons for this
improvement were the policy changes emanating from the economic recovery
programme, and in particular the better access to foreign exchange and the strong
increase in ex-factory prices. Outgrowers’ production, total quantilics of canc
crushed, and factory capacity utilisation rose sharply during the early 1990s, It may
be concluded that Netherlands assistance contributed substantially to the recent
expansion of "lanzania’s sugar production.

In determining the effects on the country’s economy, one yardstick of particular
importance is the impact of the sugar sector’s development on the balance of
payments. From a macro point of view, sugar production in Fanzania was con-
sidered primarily as an import substitution activity. The main aim of developing
the sugar industry was to reduce dependence on the import of sugar in meeting
local demand. 1t appears that this objective has been achieved lairly successfully.
At present, Tanzania imports some 10-20 percent of its consumption compared
to 50 percent in the early 1960s. About 10 percent of local output is exported to
the EC under the Lomé Convention Agreement. High priority is given to mecting
the EC quota becausc of the very favourable price paid by the Community {about
US § 600 against US § 400 to import the same quantity in Tanzania).

What were the net effects of these investments for Tanzania in terms of foreign
exchange savings? Imported inpuis conslitute an important part of the production
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costs of the sugar industry in Tanzania. It has been estimated that the total
foreign exchange component in the recurrent costs of production amounts to
about US§ 150 per ton of sugar. To this should be added an annual average
of US§ 60 per ton to finance replacement investments, making total foreign
exchange requirements for the sugar industry US$ 210 per ton. If compared to
the import parity price of sugar c&f Dar es Salaam of US§$ 335, the total net
foreign exchange savings amounted to US$ 125 per ton. It has been estimated
that the total foreign exchange savings due to domestic production amounted
to about US§ 150 million between 1981-1991, These savings are based on the
assumption that lower demestic production would have been compensated for
fully by increased imports. Such an increase in imports is doubtful, however, in
view of Tanzania’s problematic foreign exchange position. As a matter of fact, per
capita sugar consumption dropped from approximately 10 kg at the beginning of
the 1970s to 5 kg in the early 1990s. This illustrates that imports were not increased
to maintain per capita consumption tevels.

A second yardstick for measuring the economic impact of Netherlands assistance
is its rentability. It is difficult to precisely determine the rentability of Netherlands
aid to the sugar sector. That would require information about what would have
happened without this aid. However, given certain realistic assumptions, estimates
about the order ot magnitude can be presented. It is generally accepted that
Netherlands aid prevented the Tanrzanian sugar scctor from totally collapsing
in the 1980s. In order to quantify the rentability of the total aid flow, it has
been assumed that, without this aid, annual sugar production would have heen
50 percent lower. This corresponds (o dafa on capacity utilisation in the sugar
industry (50-60 percent) as compared to average overall capacity utilisation in
Tanzanian manufacturing industry during the 1980s (25-30 percent). Furthermore,
development assistance is considered additional, which means that without this aid,
Lhere would have been no support in the form of foreign exchange by other donors
and only very little additional support by the Tanzanian government. In view of the
withdrawal of the other two major donors to the sugar sector, the World Bank and
Denmark, in the carly 1980s and Tanzania’s increasing scarcity of foreign exchange
during the whole period, this assumption can be considered realistic (for complete
information on the assumptions that have been made and the data sources, sce
Appendix V).

Only Kilombero and Mtibwa have been taken into account in the caleulation,
Support to Kagera almost stopped alter 1986 and TPC only obtained assistance
in the form of import support. Assistance to Kilombero and Mtibwa included
commodity import support and aid in the form of management assistance and
rehabilitation. Table 8.1 below presents a summary of the impact of Netherlands
aid on both estates.
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Table 8.1 Economic impact of Netherlands assistance to the sugar sector, 19801991
(in million D{l.)

Kilombero Mitibwa Both estates
Total Netherlands aid (DA million) 62.8 40.7 1035
Additional sugar production (.000 tons) 2525 152.5 4054
Value ol sugar (D million) 199.2 110.3 309.5
[ncremental costs (D million) 113.1 62.7 175.8
Net benefits (I million) 233 6.9 30.2
Net present values (at 10 %) 83 37 2.1
Rentability (%) 19 14 17

Total Netherlands assistance to Kilombero and Mtibwa over the period 19801991
amounted to Dl 103.5 million. Given the assumptions mentioned above, this
has resolted in 405,000 tons of additional sugar preduction with a total value of
DA 309.5 million. The economic eflect of this aid flow, which can be considered a
conlinuous investment in the sugar industry, is clearly positive. Net Present Values
(at 10 percent opportunity cost of capital) are Dfl 8.3 million for Kilombcero and
Dl 3.7 million for Mtibwa. For both industrics together, the NPV amounted to
Dt 12.1 mitlion. Rentability rates (defined in terms of net benefits as a percentage
of Netherlands aid) arc 19 percent for Kilombero, 14 percent for Mtibwa and 17
percent for hoth factorics together. The lower resulls for Mtibwa stem from the
serious breakdown this Tactory experienced in the middie of the 1980s, 1t may be
concluded that these rates are very satisfactory, as they exceed the opportunily
costs of capital.

A third yardstick for assessing the economic impact of Netherlands aid on Tanzania
is the spin-off eftect on the country’s general economic development. This contri-
bution appears from the generation of extra government income through taxes, the
improvement of the employment situation, and the regional development effects
in the areas surrounding the sugar estatcs.

The level of sales tax charged to the sugar industry by the government fluctuated
significantly during the 1980s and varicd between 30 and 70 percent of the ex-
factory price. Since the early 1990s, the tax level has gradually been reduced to
around 10-20 percent. For the Tanzanian government, income from the sugar
industry was substantial and amounted to about 10 percent of total tax revenues
for the 1980s. The sugar industry has therefore been an important source of income
for the government and for the economic development of the country.

Netherlands aid also contributed to maintaining employment in the sngar indus-
try. Assuming a decrease in capacity utilisation 1o 30-35 pereent without aid to the
sector, it means that some 140,000 employecs retained their jobs as a result of the
above average performance. This number is considerably higher, if it is accepted
that Netherlands aid prevented the total collapse of the industry,
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The regional development effects of the sugar industry are clearty visible in the
areas surrounding the estates. The expansion of the sugar industry has sparked off
a process of regional economic development. It has stimulated the cultivation and
sale ol [ood crops and other commercial activities in the form of markets and shops.
In addition, the local population has obtained the benefits of hospitals, clinics, and
basic education facilities. Furthcrmore, cash incomes in the area have cncouraged
the construction of better houses. Finally, communications in the arca have been
extended and improved, and transport services have been provided to neighbour-
ing towns, To sum up, estates such as Kilombero and Mtibwa have become nucle
of development, as originally envisaged by the Tanzanian government.

On the basis of the preceding information, it may be concluded that Netherlands
aid to the sugar sector has contributed clearly to Tanzania’s economic growth and
self-reliance in sugar production.

8.2 Poverty alleviation

In the support to the sugar sector, poverty alleviation was not explicitly mentioned
as a major objective of Netherlands assistance. Netherlands aid was not directly
oriented towards the poor, but this does not exclude that the poorest segments of
the population have benefited indirectly from Netherlands aid,

Three catcgories of potential beneficiaries of Nethertands assistance to the sugar
sector can be distinguished: consumers, estate cmployees and outgrowers.

With respect Lo consumers, the nutritional value of sugar must first be assessed.
From a nutritionist’s point of view, sugar is a non-cssential food item. It is a
pure energy supplicr, and refined sugar does not provide vitamins, proteins, or
minerals. In fact, energy can be obtained quite as easily and more cheaply from
maize or cassava (FAO, 1965; King et al, 1972; Robinson, 1981). Ilowever, in
countries with a marginal food package—such as Tanzanta—the consumption of
Sugal can easily be of more importance as a source of energy. For children between

6 and 36 months, sugar may even provide a substantial proportion of their energy
requiremcnts {(Cameron and Hofvander, 1983).

From a wider consumer’s angle, sugar is highly appreciated becausc of its
sweelness, which adds 1o the palatability of food. It is a product which is in high
demand among consumers in almost all the countries of the world. In Tanzania too,
where sugar is chiefly used in beverages—tea in particular—and porridge, sugar
ranks very high among essential consumer items. This consumer preference was
reflected in the country’s policy, in terms of the planned expansion of production,
and artificially low prices. In the late 1960s, the plan was to raise consumption from
the then 10 kg 1o 20 kg per capita. This objective has not been realised. Because of a
decrease in imports and disappointing domestic production, average consumption
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went down to 5 kg per capita in 1991. As demand exceeded supply, the Tanzanian
government introduced a distribution system which was disadvantageous for the
rural population as they chiefly had to buy on the parallel market. The Tanzanian
policy with regard to sugar clearly indicates the political sensitivity of adequate
availability of this commodity for certain segments of the population, in particular
those in the urhan centres. No less than 50 percent of total sugar production was
allocated to Dar es Salaam.,

Since the implementation of the economic reform programme, sugar prices
have increased drastically. Over a period of five years (1988-92} prices multipled
sixfold. Sugar is therefore becoming too cxpensive for the poorest segments of the
population. This suggests that the low-income groups suffered from the economic
reforms. In practice, however, the situation did not change significantly. In the
past sugar was payable for them against the official prices but not available. At
present the availability has improved but sugar has become too expensive for the
poorest.

The sugar industry is a major emplover, with about 20,000 workers. The number
of female workers is rather small. Among the permanent labourers and those
in staff and administrative functions, the number of women is (airly insignificant,
chicfly because of lower levels of education. For example, Kilombero employed
some 300 women on a total of 4600 permanent employees—which equals roughly
10 percent. A similar proportion is employed at Mtibwa. Women are especially
c¢mployed [or weeding, About onc-third of the labour force are casual labourers.
These scasonal workers are mainly employed in cane cutting; the cane cutters arc
all men. By far the largest number of casual labourers are employed at Mtibwa
and Kilombero, These cance cutters chiefly originate from the Iringa and Mbeya
regions and belong to the poorest section of their community. They supplement
their income by cutting cane during the slack scason in their agricultural calendars,
and their employment on the estales is a major source of cash income. The work
on the estates hardly interferes with the agricultural activities in their home areas
as they return in time to till their fields. Consequently, their work on the sugar
estates does not negatively affect food crop production.

The living conditions of cane cutters on the cstates gave rise to regular com-
plaints in the past, especially with regard to housing. The financial losses the
estates experienced during the 1980s were a scrious obstacle to creating better
living conditions for the estates’ labour force. Since the late 1980s, however,
improvements in the estates’ financial position have had a favourable cffect on
employment conditions. For example, the Kilombero estate recently embarked on
a programme of expansion and improvement of housing facilities.

Sugar production in Thanzania is organised primarily on an estate basis. The
oulgrowers’ share in total output has fluctuated heavily during the past 20 vears
with a generally decreasing trend during the 1980s. QOutgrowers are chiefly found
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arcund the Kilombero and Mtibwa estates, and in thesc areas, their share in total
factory production seldom exceeds 25 percent, apart from a short period during
the early 1970s. This contribution to domestic sugar production was considerably
below the initial plans which foresaw an average share of some 50 percent.

There is limited information about the socio-economic position of sugar out-
growers. The scarce information available suggests that many sugar outgrowers do
not belong to the poorest segments of the papulation, but rather to the catesory of
middlc-income farmers. The recent price increases resulted in an expansion of the
number of outgrowers, and substantially improved their incomes. This stimulated
investments in land and improvements in housing conditions. [t also encouraged
small-scalc farmers to embark upon sugar cane cultivation. Although in general,
arcas under cane are rather small (70 percent have less than 3 hectares, and 4()
percent less than 1.5 hectares), outgrowers often combine cane cultivation with
other farming activitics. In addition, an increasing number of cstate staff cultivate
cang to supplement their salaries.

Especially in the Mtibwa area, these staff members operate refatively large sugar
farms. The cultivation of sugar cane by outgrowers has not yvet had a negative
impact on food supplies because of land scarcity and crop competition. This can
partly be explained by the fact that women—being responsible for food crops—
have intensified food crop cultivation. Another reason why no negative effects
have been noticed up to now is that outgrowers often use hired labour for their
cane fields, either through the estates or by employing scasonal workers directly.
Changes in land use whereby the fields surrounding the estates are put under cane
may increase the walking distance to the food crop fields and consequently may
increase the workload of women (Sprenger, 1991),

The conclusion aboul the contribution of Netherlands assistance to poverty allevi-
ation is somewhat ambiguous. It had an upward eifect on the domestic supply of
sugar at relatively low prices for consuners. As a result of the guota system in the
distribution of the product, it was consumed mainly by urban groups, and it was
hard to obtain for the rural poor.

Netherlands aid also contributed to maintaining direct and indirect employment.
Many of these employees and those who benefited indirectly belonged to the
poorer segments of the Tanzanian population. The improvement of social services
in the fields of health and education resulted in better living conditions i the arca,

The share of outgrowers in tolal cane production was considerably lower than
planned. Low cane prices were the main reason for this. Recent cane price
increases have improved outgrower production and their incomes, including those
of small-scale producers. Netherlands assistance has never considered outgrowers
as an explicit target group.

To sum up, Netherlands assistance to the sugar sector contributed only margin-
ally to the alleviation of poverty in Tanzania.
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8.3 Sustainabilily

In relation to development projects, sustainability has been defined as a project or
programme’s ability ‘to deliver an appropriate level of benefits for an extended
period of time after major financial, managerial and technical assistance from
an external donor is terminated’ (DAC/OECD, 198Y). In assessing a project’s
sustainability various dimensions or aspeets of the concept may play a role, but
their relative imporlanee varies according o the type of project. This review of
the sustainability of the results of Netherlands assistance to the sugar sector deals
with the financial, institutional, technelogical and environmental dimensions of
sustainability, and the role of government policy.

Financial sustainability refers to the extent to which the financing of all present and
future expenditure is secured. The main obstacles to financial sustainability have
been the vafavourable government policies and Tanzania's balance of payments
crisis. The former prevented the companies to accumulate adequate resources for
maintenance and rehabilitation, whereas the latter hampered the import of the
mosl essential inputs and capital goods, This boltleneck could not be removed
at the project or micro-economic level. Recent policy changes have considerably
enhanced the potential financial sustainability of the sugar industry.

The arrangement for the retention moneys means that some two thirds of the
foreign currency needs for recurrent costs are now covered by sugar and molasscs
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exports, For the remaining one third the OGI. facility is the principal seurce. For
rehabilitation investments the sugar industry remains dependent on foreign aid
until Tanzamia’s foreign cxchange position has improved considerably. Aid [unds
tor rehabilitation are passed on to the estates on loan terms, Some companies,
such as Mtibwa, will be able to accept loans on close to commercial conditions.
Others, such as Kilombero, with enormous debts need to be supported by more
concessional credits for the time being.

Institutional sustainabilily has been pursued through management secondment
and various types of training, Initially, managemcnt assistance paid little attention
to manpower training. The cmphasis was solely placed upon the increase of
production.  An evaluation in 1986 on the manpower situation concluded that
Job descriptions tended to emphasise the execution of operational tasks and
were generally vague on institutiondial development. After this critical evaluation
report, the in-scrvice training was explicitly included in the consultant’s terms of
reference and systematically arranged for. Since 1990, the management of all
sugar companies has been fully in the hands of Tanzanians. A 1991 NEI report
stated that the sugar companies were managed effectively, especially with regard
to the organisation of production. Financial management appeared to be quite
satisfactory when measured in terms of the timely preparation of accounts (NEI
1991).

The National Sugar Institute (NSI) and the overseas training programme played
a crucial role in the improvement of the manpower situation. Since 1985, the NSI
has been managed entircly by local personnel, and the institute has a reputation for
its high-qualily practical training in the technical field. The NS is not considered
an institution which can assist the sugar industry in the development of manage-
ment skiils, and under the present salary conditions there is danger of experienced
managerial staff leaving the industry. The estates are trying to curb this threat by
fringe benefits such as land and social services. The newly announced government
policy for parastatal reform creates better opportunities for effective personnel
planning.

The importance of this is also evident from the need for further improvements
in management with a view to the rehabilitation of the sugar industry, the need
for a more commercial approach on the part of the companies, and the further
improvement of cfficieney required in field and factory operations.

The choice of modern technology was instrumental in the realisation of Tanzania’s
policy objectives (i.e. a rapid expansion of domestic sugar production through
large-scale production units), The preference tor modern technology and the sup-
port for this preference through the programme complicated its sustainability. The
heavy import dependence of this technology and the high demand on management
capacitics are crucial factors in this respect. The import requirements can only
be covered partly by sugar exports. The exient to which management capactties
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are adequate in handling the large-scale approach to sugar production must be
assessed favourably although indicators are somewhat contradictory. On the
one hand, reports state (hal management is effective in production and financial
accounts. On the other hand, low yield levels, and the need for management
assistance under rehabilitation conditions point to certain management problems,
in spite of substantial achievemnents in the localisation of manpower.

The environmental dimension of sustainability refers to the sugar c¢states’ ad-
justment to the physical environment and the environmental effects of sugar
processing. Little information is available about the environmental consequences
of sugar monocropping, but no serious depletion of soils has been reported cither
in Tanzania or in areas with a much longer tradition of sugar cane cultivation.
Therefore, the environmental sustainability of cane cultivation does not pose a
problem. Cane has an extensive root system, which contributes to erosion control
and enhances the fertility of the soil. A much more serious cnvironmental problem
may arise from bush firc practices in the mountain areas surrounding the Mtibwa
and Kilombero estatcs, which leads to lower water-retaining capacity in these
areas. The drainage problems experienced at Mtibwa are partly causcd by the
deforestation of the surrounding mountains.

Some negative environmental effects may have occurred as a result of the
transport and processing of cane, i.e. oil wastes, fuelwood consumption and water
pollution. Generally, the handling of oil wasle was very unsatisfactory. Qil waste
was not coliceted or disposed of. Fuelwood consumption in sugar processing was
limited; only a small quantity was used at the outsct of the campaign to start the
factory, Most of the fuel for the factories consisls of bagasse. No figures are
available for the volume of fuelwood involved and its importance as a percentage
of total fuel consumption. Yet in conditions of high operational efficiency, no
fuelwood is needed; a surplus may even be produced for domestic consumption.
Deforestation took place around the estates because of domestic needs, although
no serious negative cffects have becn reported so far. With the increasing scarcity,
Kilombero, for example, established special areas for fuelwood production, There
is somc difference of opinion about the seriousness of water pollution from waste
water from the factory and from molasses. Some consider this a serious problem,
as the sale of molasses was hampered quite often by transport problems during
the 1980s; others sce no threat to the agualic environment unless molasses are
disposed of in extremely high concentrations. In any case, water pollution of the
rivers around the estates was not measured systematically during the 1980s and
concrete figures are not available.

The use of herbicides and insecticides in cane cultivation was limited. Because of
the high dependence on a single variety of canc on the estates—almost 90 percent
of the planted areas is covered by one variety—therc is a growing danger of pests
and diseases and conscquently of an increased use of chemicals. The introduction
of new varieties of cane is hampered by the absence of a research station in Tanza-
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nia te carry out locally adapted research into new varietics developed clsewhere.
The effcetive functioning of such a research station therefore requires cooperation
with a well-established research station in an area with similar climatic conditions.

Governmenl support to the sugar industry during the past few decades influenced
sustainability unfavourably. Low ex-factory prices because of low consumer prices
resulted in serious losses for the estates and a lack of financial means to acquire
spare parls, cquipment and machinery. As a result, the estates were unable to
maintain production capacity effectively. Foreign exchange restrictions hampered
the timely import of commoditics needed, and government employment regula-
tions complicated the eslates’ personnel policy, and therefore labour discipline and
labour preductivity. All in all, the unfavourable policy environment was the most
important factor hampering the sustainability of Netherlands assistance,

Recent changes in policy have considerably cnhanced the potential sustainability
of present assistance. Higher ex-factory prices have improved the financial position
of the estate, export proceeds are distributed over estates in relation to production
levels, and the retention moneys from exports together with OGL funds provide
adequate access to foreign exchange needs.

In addition, more flexible personnel policy conditions for parastatals have been
announced, and bureaucratic interventions on the part of Sudeco in day-to-day
management have been reduced drastically. In general Netherlands assistance has
not yet resulted in a financially self-reliant sugar industry. For rehabilitation in-
vestments, in particular the foreign currency part, the industry remains dependent
on donor sources.
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9. Conclusions

The main conclusions of this scetor study will be summarised on the basis of the

following key questions.

— was it cconomically justified to develop a local sugar industry?

— how appropriate was the choice of technology?

— how successful were the aid investments in the sugar sector?

— what were the major constraints on sugar preduction?

— what was the impact of the structural adjustment programme on the sugar
industry?

— how cflective was the sector aid approach?

Economic jusitfication

‘The main argument for investing in the local production of sugar was that it was
economically altractive for Tanzania to produce its own sugar instead of importing
it. The industry was seen primarily as an import substitution activity saving foreign
currency.

The ideas for a large-scalc expansion of the industry date back to the late 1960s.
The execution of these plans was accelerated when the world market price lor sugar
increased sharply and reached an all-time record in 1974, This set off a worldwide
boom in sugar production,

The feasibility studies carried out for these expansion plans were based on these
high world market prices, and indicated very favourable cconomic rates of return.
The objective of expanding capacity was therefore economically sound in relation
to the cxisting world market prices at that time.

One of the most striking characteristics of sugar prices is that they are noto-
riously volatile Over the past twenty years the price fluctuated between US $ 81
and US § 654 per ton with an average price of around US $ 250. The appraisal
of the economic impact of the expansion plans took these tong-term price trends
insufficiently into account. When the eyclical nature of the world market is taken
into consideration and calculations are based on long-term averages, it is still
attractive to produce sugar in lanzania, although local production costs will be
covered only marginally by economic benefits. These marginal economic benefits
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will only be achieved if the industry is organised efficiently and operates on the
lowest possible cost levels.

On the other hand, it may be argued, that the world sugar market is a dump
market and, therefore, that it is unfair to compare cost prices in Tanzania with
these dump market prices. Most sugar producers, in particular in the developed
countries such as for example the Netherlands, have created high import rariff
barriers to protect their own sugar industries against these dump prices. The
OECD has estimated that in case of full trade liberalisation of the sugar market,
the price of sugar would increase with 50 percent.

The conclusion is that it was justified, in economic terms, 1o develop a local sugar
industry in Tanzania. However in crops such as sugar and particularly in countries
like Thnzania, where so many operating dificullics abound, it is more realistic to be
somewhat conservative in the projection of benefits and implementation schedules
and to make appropriate allowance, for likely delays and risks of performance not
in accordance with expectations.

Technological appropriateness

In its plans to expand sugar production, the Tanzanian government opted for a
system of large-scale estate production with a highly capital-intensive and relatively
complex processing technology. The more labour intensive and simpler processing
techniques were never seriously considered. Also the role of outgrowers in sugar
cane production was limited and never projected for more than 30 to 50 percent
of total cane production.

The choice of a large-scale production system with modern technology was
primarily based on economic considerations i.e. the more lavourable financial rate
of return of modern technology because of significantly higher extraction rates.

Arguments for an cstate type of production were mainly based on efficiency
terms. The required short “kill-to-mill” time puts a high demand on an cfficient
organisation of production. Sugar cane must be milled within 48 hours after being
cut or it quickly loscs its sucrose content, Too large a dependence on outgrowers
production may endanger a timely and securc supply of cane. A shift [urther than
50 percent of total production to outgrowcers is therefore usually not welcomed by
factory management,

But also a clear political preference by Tanzania for modern, large-scale agricul-
tural production systems has affected the decision-making process. Tanzania was
no exception in its preference for large-scale production with modern processing
technology: more than 90 percent of world cane output is produced in this way.

The bias towards import-intensive modern technology was furthermore en-
forced by the financial condilions set by donors. Supplies financed through aid
funds werc usually tied to the donor’s own manufacturing industries.



Conclusions 149

The conclusion is that the choice of the large-scale production system with mod-
ern processing technology was economically justified. {lowever, this choice had
important consequences for the economy and for the sugar industry. The sclected
mode of production increased the country’s import requirements in a gradually
deteriorating forcign exchange situation. Moreover, this chowce raised the need
for expatriate technical and managerial skills.

Aid performance

The Netherlands supporl during the 1970s focused on investments for the ex-
pansion of sugar production which were made jointly with other donors, These
investments did not lead to the expected effects. The feasibility studies pointed
to relatively high economic rates of return (1015 percent), but the actual ERRs
lagged considerably behind predictions.

The most striking example of failure in the sugar sector is the development
of the Kagera estate. The factory has never operated at more than ten percent
of its capacity, and the company has experienced enormous losses, since the
implementation of its expansion plans.

In retrospect Netherlands participation in the Kilombero 11 factory must also be
asscssed unfavourably. Largely as a result of the shortfall in sugar production by
the mid-1980s, the ERR on project investments was calculated to be about four
percent by the World Bank, whereas the anticipated ERR at the time of appraisal
was eslimaled at 13 percent,

A third example of unsatistactory results is the investment in the Kilombero
irrigation system, Yield level differences between rain-fed and irrigated cane ficlds
wete insignilicant, and costs spent were not recovered. Nor did the heavy reliance
on ex-patriate consultants lead (o higher yield levels.

fn the second half of the 1970s, the Tanzanian government felt that, after
atrmost 15 years of management support, il was opportune to localise Kilombero’s
management. This was not a success, and as local management failed to run the
estate efficiently, it was replaced by expatriates again in the carly 1980s. This return
to expatriate management indicated that, under the commercial management
contracts, training had been systematically neglected and that all attention had
been focused on output.

During the 1980s, the Netherlands changed its assistance policy (rom supporting
the expansion of estates and processing capacity to supporting a holding operation
aimed at a better utilisation of existing capacity, and from project-type support a
more comprehensive sector-aid approach.

This approach has been quile suceessful. More specifically, factory capacity utili-
sation has been maintained at levels considerably higher than the national average.
The average capacity utilisation in the three estates supported with Netherlands
aid was above 6 percent, whereas the national figure for the industrial scetor
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was around 30 percent. During the 1980s, Netherlands support to Kilombero and
Mlibwa realised a rate of return of an average 17 percent. Positive results were also
achieved in the localisation of manpower through local, in-service and overscas
training, In the carly 1990s, all expatriates were replaced by Tanzanian staff,

The conclusion is that the investment activities during the 1970s were rather
unsuccessful, Netherlands assistance to the sugar sector during the 1980s should be
asscssed positively, The aid prevented the collapse of the Tanzanian sugar industry
and provided a basis for the growth of production in the 1990s, which occurred
under full Tanzanian management.

Constraints

The main causes of the disappointing performance of the sugar sector—which also
unfavourably influenced the results of Netherlands assistance to this seclor—were
threefold: the shortage of foreign exchange, the unfavourable pricing policy, and
deficiencies in management.

The shortage of foreign exchange was closely related to Tanzania’s general
econamic decline after the mid-1970s. This decline was caused by the deterioration
in the country’s terms of trade (as a result of declining prices for its main exports
and rising prices for its imports). 1t was also the resuit of poor general development
policies, particularly the overvalued exchange rate. The high forcign exchange
component in both opcrating and replacement costs in the sugar industry made
the sector extremely vulnerable to foreign exchange shortages,

Price setting in Tanzania was controlled by the government, As the sugar price
was a politically sensitivc subject, consumer prices were kept low. Normally,
companies had a weak bargaining position, in the price setting negotiations, which
resulted in ex-factory prices below production costs. As a resull of this, most
estates operated at subslantial lusses for quite a number of years. Low ex-factory
prices prevented the industry carrying out proper maintenance, resulting in regular
break-downs.

The selected technology required considerable technical and managerial skills,
which were insufficiently availabie in Tanzania. 1t would take time and thoroughly
designed training programmes to improve this situation. Therefore, Tanzania’s
sugar industry would continue Lo rcly on cxpatriate management and donor as-
sistance. Furthermore, the state domination of the sugar industry prevented
an organisation of production along commercial lines. Rigid employment and
personnel policies made it extremely difTicull for the management to provide staff
incentives and to maintain discipline in the workplace. This seriously limited the
performance of the expatriate management personnel,



Conclusions 151

The conclusion is that the main constraints on healthy development of the sugar
sector in Tanzania were the country’s ineffective sugar policy and the unfavourable
economic environment. The latter was partly caused by external factors, especially
the country’s deteriorating terms of trade after the mid-1970s.

Structural adjustment

At the end of the 1970s, donors were gradually becoming more critical about
the basic causes of Tanzania’s cconomie difficulties. "They argued that, however
important external causes might have been, defective internal policies and insti-
tutional weakness were the main reasons for the cconomic crisis.  For scveral
years, Tanzania rejected the economic reform measurcs proposed by the donor
community. Ounly after 1985, agreements were signed between Tanzania and
the IMF to support the economic recovery programmes (ERP). The ERPs were
intended to restore the basis for a market-oriented economy and emphasised a
liberalisation of the pricing system, the privatisation of the industrial sector, and a
general reduction in state intervention in the economy.

The introduction ol the cconomic recovery programme had important con-
sequences for the sugar sector. Reforms in the sugar sector since the start of
ERP include a liberalisation of price-setting, foreign exchange measures, and
institulional reforms. The ex-factory price of sugar has increased, more than
tenfold between 1986 and 1992. Foreign cxchange measures have resulted in
improved accessibility for the sugar sector by allowing the industry to retain
the foreign exchange earned through exports under the Lom¢ Convention and
by establishing an open general licence facility from which, in principle, every
potential importer can purchase foreign currency. The structural adjustment policy
also meant drastic changes for the parastatal sector. The position of the parastatal
holding company Sudeco is under review, and the companies have obtained greater
autonomy, although they remain state-owned.  Full privatisation of the sugar
industry is still net government policy yet, and sugar production on commercial
terms to cnhance efMciency is pursued along other lines than privalisation, such as
ex-factory price increases, market liberalisation and measures to allow for a more
effective personnet policy by the companies.

The effects of structural adjustment in the sugar sector have been manifest since
the end of 1980s, when outpuf showed significant growth. [n 1991/92, the capacity
utilisation rates for Kilombero and Mtibwa averaged 75 percent. Another positive
effect of the price increases in relation to structural adjustment has been the
sharply rising share ol the outgrowers’ contribution to total sugar cane production
since 1985, Finally, the profits of the sugar companies have gone up distinetly
since the increase in ex-factory prices, which allow for reservations for future
investments.
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"The conclusion is that the economic liberalisation accompanying structural adjust-
ment has had a favourable impact on the performance of the sugar scetor.

Sector approach

During the 1970s, Netherlands aid consisted mainly of project aid. With one
quarter of the total aid flow, the sugar sector was the most important recipient
of Netherlands assistance, Because ol growing balance of payments problems and
a diminishing capacily to absorb project aid, donors, including the Netherlands,
gradually shifted to programme aid. The provision of programme aid is subject 1o
the condition that the recipient country is pursuing an cffcetive economic policy.
As aresult of differences of opinion about macro econormic policy in the earty 1980s
however, the willingness to provide programme aid changed. The Netherlands
decided to shift part of the commaodity import support Lo more scctorally oriented
programmes, stich as the sugar sector. 1t did so for a number of reasons. Firstly,
returning to a project-oriented approach given the extremely limited absorption
capacity, was not considered opportune. Secondly, it permitted the Netheriands
to continue the policy dialogue which was incompatible with a further reduction
in the bilateral aid level. Thirdly it offered some degree of identifiability and
accountability absent from more general programme aid; finally sector aid is more
flexible than project aid and has more potential for rapid disbursement.

Under the sectoral approach in fact a combination of types of aid is provided:
programme aid, project aid and technical assistance. Sector aid means a broad
and coherent approach to interrelated development constraints. The Netherlands
assistance to the sugar sector consisted mainly of commodity import support,
management assistance and support of training of local staff. It was therefore
primarily focused on the improvement of the factory and estate production. Taittle
allcalion was paid lo the soclo-ceonomic integration of the sugar industry in the
regional environment,

Because of the shift to sector aid discussions between Tanzania and the Nether-
lands about aid Lo the sugar sector were primarily focused on policy issues. 1n the
policy dialogue, the continuation of assistance was related to general economic
reforms, such as liberalisation of price-setting and retention of foreign exchange
earned through exports and privatisation ol the industry. The fact that during
the sccond half of the 1980s the sugar industry was allowed to retain 100 percent
of the foreign exchange earned from exports can largely be seen as the resuit of
the policy dialogne and aid conditions. An effective policy dialogue among the
partners involved in sector aid requires a thorough knowledge of the developments
in the sector. A regular joint system for monitoring the performance of the sector
is indispensable to this. 1n the case of Netherlands aid to the sugar sector, such a
system did nog exist, and discussions were based too much on general structural
adjustment concepts and too little on sector specific issues and constraints.
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The conclusion is that the sector aid approach during the 1980s made a significant
contribution to the reform process in the sugar scctor and, consequently 1o the
improvement of the economic performance of the sugar industry. However, the
sector approach was narrowly defined and social aspects were neglected,






10. Policy options

In the previous chapters it has been shown that the performance of the sugar sector
in the 1980s was not very satisfactory, The stagnation in sugar production was the
result of both the government policies with respect to this sector and the general
economic problems Tanzania was tacing during this period.

In this chapter the main restructuting issucs for sustainable development in the
sugar scctor are considerced: rehabilitation investments, privatisation, lorcign cx-
change allocation, institutional reforms, outgrowers’ production and deregulation
of marketing.

14,1 Rehabilitation investments

The compelitiveness of the Tanzanian sugar industry is seriously threatened by very
low preductivity levels. The rehabilitation of the sugar industry aims at increasing
cane production through higher yield levels as well as more effective utilisation of
processing capacity. Rehabilitation investments include factory overhaul, changes
to and renewal of transport systems, the improvement of irrigation and drainage
fucilities, managemcnt training and technical assistance. For Tanzania, important
arguments to give high priority to the rehabilitation of the sugar sector are: the
favourable cost-bencfit ratio of rehabilitation, the substantial investments in the
sector during the past two decades and the high ranking of sugar among consumers
as an essential food itcm.

The sources of financing of the rehabilitation programme are limited under the
present conditions, and Sudeco, as the institution representing the sugar compa-
nies, approached the Netherlands—as the main donor to the sugar industry over
the past two decades—for further financial support. During the 1990 bilateral talks
with Tanzania, the Netherlands cxpressed its willingness to support the rehabilita-
tion plan for the sugar sector. The general long-term objeclive of assistance was to
contribute to the restructuring and economic sclf-reliance of the Tanzanian sugar
industry. The more specific objectives were the rehabilitation of the three main
sugar plantations and factories (TPC, Kitombero and Mtibwa), the privatisation of
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the three companies, which should lead to a more efficient production of cane and
processing of sugar, expansion of the production and processing capacity by some
45,000 tons per annum, ar increase in the number of outgrowers and their oulput
of cane, and a more commercial distribution system for sugar.

‘The main considerations for Netherlands support were the recent changes in
Tanzania’s sugar policy and the consequently improved outlook for the lulure
econcmic and financial viability of the industry, and the long history of support
to the sector which could successtully be completed by the present rehabilitation.
A phased implementation of the rehabilitation plan and a gradual privatisation
after rehabilitation were erucial pre-conditions for Netherlands assistance.

‘T'he plan for the rehabilitation of the sugar industry was based on the NEI sector
feasibility study and second-opinion studies of another three consultants. Total for-
cign cxchange costs of the rehabilitation were cstimated initially at US $ 103.2 mil-
lion (1988 dollars), of which about 36 percent on investment and some 64 percent
on operating costs. Second-opinion reports commented that project costs were
under-estimated considerably as no account was taken of physical contingencics
(unexpected requirements for smaller equipment) and financial ones (i.e. the
effects of inflation). Revised calculations increased the estimated total project
costs to US § 132 million (1990 US $) of which US § 57 million could be covered by
available foreign exchange of the sugar industry on the basis of arrangements with
the Tanzanian government. The remaining US $ 75 miltion was to be contributed
by other partners. The Netherlands contribution to rehabilitation was set at one-
third of the initially estimated US § 103 million with a maximum of US § 38 million.

The priority setting for the phased rehabilitation was based on the most favour-
able cost-benefit ratic. The internal financial rates of return for the proposed
investments al three estates are: Kilombero 10 percent, TPC 28 percent and
Miibwa 48 percent (NLIL, 1989). In one of the second-opinion reports (SKIL)
doubts were expressed about whether it is really worth rchabilitating Kilombero
at this time. The capital costs of rehabilitation are nearly lwice as high and the
internal rate of return is significantly lower than those for the other cstates. The
initially estimated costs at the three estates were as follows (SKIL, 1990): Mtibwa
US §$19.8 million, TPC US § 27.5 million and Kilombero US S 55.9 million.

SKIL. therefore proposed to split rehabilitation into two stages, with Muobwa
and TPC in the first stage and, provided this stage proved successful, to move on
to Kilombero in the second stage. As a compromise it was suggested that a start
should be made at Mtibwa and TPC and onlv the most necessary investments be
made at Kilombero in the first stage.

Other options for the rehabilitation of Kilombero are to split up the two estates
intc independent companies, or at the other extreme, to combine processing facili-
ties in the new Ruembe KII factory with inputs of cane from both Kilombere I and
I1. Therefore, the implementation of the rehabilitation programme at Kilombero
should be preceded by a feasibility study cxamining the technical, economic and
financial aspects of the various options.
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On the basis of the internal rates of rcturn, priority has been given to the
rehabilitation of Mtibwa. The detailed rehabilitation plan for Mtibwa, as worked
out by SKIL, gave a total estimated cost of about US § 12 mitlion and a Netherlands
contribution of 10 million US$, including contingencies and monitoring costs
(SKIL, 1991).

The funds made available by the Netherlands are grants. ‘lhe funds can
consequently be passed on to the firms either in the form of equity investments
by the government or in loans in local currency. Tt is unclear what the financing
mode for the rehabilitation programme will be. One possibility is that on the
basis of the financial position of each company, different modes of financing
could be applied, as suggested in the NEI report (1991). Companies with a fairly
healthy financial position in terms of liquidity and profitability, such as Mtibwa,
may thercfore rely more strongly on loans on commercial conditions. Ef the
graats are allocated to the government by foreign donors, as is now the case at
Miibwa, they should be passed on as loans to the company on ¢lose to commercial
conditions. On the other hand, companies which are hampered by a poor liquidity
position arising out of unfavourable operating conditions in the past like TPC and
possibly also Kilombero, could be assisted with more concessional credit or equity
confributions,

It can be concluded that the arguments in favour of rehabilitation are largely
similar for Tanzania and the Netherlands: the previous investments, the favourable
cost-benefit ratio and the improved outlook for a self-reliant sugar industry after
recent policy changes, the higher ex-faclory prices in particular.

It is recommended that the Netherlands completes its long-term assistance to the
sugar sector in such a way that a self-reliant sugar industry is established. This
means that the phasing of the rehabilitation on the basis of cost-benefit ratios is
acceptable, if the priority for Mtibwa and TPC is combined with the most necessary
investments at Kilombero. The implementation of an emergency rchabilitation
programme at Kilombera should be preceded by a feasibility study examining the
various options.

1.2 Privatisation

One of the main current issues in the policy discussions between Tanzania and the
Netherlands is the need for privatising of estates as a means or a precondition to
managing the companies as commercial enterprises. The issue has a fairly long
history.

In the 1980 aide-mémoire, jointly produced by the World Bank, Denmark and
The Netherlands, the three donors formulated a number of issues which required
general agreement before additional financing would be made available to the
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sugar sector. One ol these issucs was the need for greater autonomy of the
companies’ management in order to run the estates as commercial enterprises.
"T'his commercial position would be enhanced by favourable policy conditions such
as cost-covering ex-factory prices, adequate foreign exchange allocations, financial
restructuring, reduction of external (government and Sudeco} intervention, and
autonomy in employment and personnei policy.

During the 1980s, the various policy conditions have bheen discussed at the
bilateral talks between the two countries. Since the mid-1980s, important policy
changes have been implemented: ex-factory prices have been increascd, the
foreign exchange allocations have been improved and related to the individual
estates’ production levels, and Sudeco intervention has been reduced drastically
in practice. In addition, the Government of Tanzania has announced that it will
abolish the Standing Committee on Paraslatal Organisations and Limit the role
of parastatal holding companies to the provision of consultancy and management
services (Government of Tanzania, 1992),

The TFanzanian request to the Netherlands 1o contribute to the 1992-19935 reha-
bilitation revived the discussion about the need for the sugar industry to operate on
commercial lines. During the 1990 bilateral talks, this condition of commercialising
the operations could best be realised, according to the Netherlands, by privatising
the sugar industry. Tanzania rejected the idea of outright privatisation, and argued
that crucial steps for the commercial exploitation of the estates had been taken
alrcady. The discussion resulted in the formulation of a mutually accepled stand
included in the agreed minutes of the bilateral talks and subseguently added to
Tanzania’s sugar sector development plan. The formula concealed differcnces
of opinion between the two parties, and made it possible to postpone a decision
wilhout discontinuing Netherlands assistance to the sector.

In fact, the two parties agreed upon a phased rehabilitation and privatisation
after rehabilitation. In practice, this meant that Netherlands financial support
would be made available for the rehabilitation of Mtibwa and that progress
with the privatisation of Mtibwa would determine further Netherlands assistance
to the sugar industry. The temporary way out of the dilemma: privatisation
after rehabilitation and the beginning of rehabilitation with Mtibwa has clear
disadvantages. Privatisation after rehabilitation means that donor funds are made
available indirectly to private enterprise—whether foreign or domestic—and that
the investments may nol be recovered by Tanzania because of its weak bargaining
position. Experiences with the privatisation of the Manawa cotton ginnery are
a case in point. The price agreed upon for this ginnery with a foreign company
was considerably lower than the cost price for the construction of the ginnery.
Privatisation before rehabilitation will require investors with access to substantial
financial resources, However, under the present circumstances, there is no private
company willing to invest hcavily in a sugar industry, mainly producing for the
domestic market in a country with severe foreign exchange problems.
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The position of the two parties can be speeified as follows:

Tanzania accepts the principle of estate management on & commercial basis,
and agrees that private participation may contribute to commercial management.
It rejects the idea of full privatisation of the entire sugar industry, as the absence
of a stock exchange and the lack of capital among large segments of the Tanzanian
population would mean foreign ownership and/or purchase of and control over the
sugar industry by Tanzanians of Asian origin. As the interests of international firms
to invest in Tanzania are in general very limited, and in particular in a sector which
produces mainly for the domestic market, the only potential buyers are members
of the local Asian business community. This option will mect with strong political
resistance. Furthermere, Tanzania holds that privatisation does not mean that all
companies are brought under a majority private shareholding, that commercial
operations are also possibie under a majority shareholding of the government, and
that a start has been made with the privatisation of the sugar industry by the Kagera
managenent arrangement.

The Netherlands position is that operations along commercial lines can best be
achicved through full privatisation, which implics private majority ownership in
individual companics.

On the hasis ol the available information, it must be concluded that Tanzania
understandably has the impression that new conditions have been forced upon
it as the privatisation issue was brought up again after major policy changes had
heen implemented. In addition, the Netherlands did not claborate its position with
regard to the modalities of privatisation and the steps towards achieving the most
preferable modality for the sugar sector.

Moreover, the impact of privatisation on Tanzanian socicty has not been anal-
ysed. A clear appraisal of the expected costs and benefits of privatisation has never
been made.

The Netherlands position seems to be rather rigid: privatisation is no longer
a means to the end of commercial operations, but has become an end in itself.
‘lanzania has indicated the wider political and social implications, but no dialoguc
has started yet about the economic, financial and political consequences of privati-
sation.

During the 1980s, the World Bank was the main advocate for privatisation, A
recent report mentions the fessons of experience (World Bark, 1992). The report
contains a number of observations which may be considered relevant to the privati-
sation of the Tanzanian sugar industry: Privatisation—when correctly conceived
and implemented—encourages investment and thus new growth and employment.
Privatisation should primarily be seen as private ownership; government ownership
seldom permits sustained good performance over more than a few years, However,
in many instances privatisation will be less important Lo the growth of the private
sector than the emergence of new private businesses.
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Most privatisation success storics come [tom high- or middle-income countries.
It is harder to privatise in least-developed settings. Important factors for success in
poar countries are an increase in necessary resources and managerial skiils by new
owners and their direct stake in the performance of the company. In unfavourable
country settings where the existing private sector is small, capital markets are
thin and the interest of external investors is limited, the sale of enterprises even
in competitive sectors may be more difficull. Large new investments for plant
modernisation or rehabifitation prior to sale should be avoided. Getting the private
sector to finance investment and take the risk is a prime reason for privatisation.
There is little evidence that governments recover the costs of physical restructuring
in the form of higher sales prices. Private management arrangements are a step in
the right direction, and they can facilitate later sale, particularly in low-income
countrics with weak capital markets and banking institutions, limited investor
interest, and weak regulatory capacity.

On the basis of these observations it must be recommended that a continuation
of the dialogue between Tanzania and the Netherlands is necded coneerning the
various options for the commercial operations of the sugar companies. Private
management arrangements with incentives to reduce costs and enhance produc-
tivity and capacity utilisation may be a viable alternative under the present socio-
economic conditions in Tanzania. In this context, it is worthwhile to monitor and
evaluate the experiences with the private management arrangements at Kagera,

10,3 Foreign exchange allocation

An important argumeant in favour of domestic sugar production in Tanzania instead
of imports is the saving of foreign exchange. However, the specific mode of
productien opted for in the development of the Tanzanian sugar industry i.c. large
scale estates and modern, imported processing technology has meant that for
the domestic production of sugar, considcrable amounts of forcign exchange are
needed.,

In quantitative terms, it has been estimated that loreign exchange expenditure
per ton of sugar amounts te US § 150—roughly equally divided over the replace-
ment of machinery and current inputs. For a sugar production of 110,000 tons
per annum, total foreign exchange needs would reach some US § 16 million (NEI,
1991). This amount includes commodities such as fertilisers and other agricultural
inputs, which may be purchased in local currency but which have to be imported
and for which the country has to raise the required foreign exchange. Direct needs
by the estates may be estimated at some US § 11 millien per annum at the present
level of sugar production. There are good possibilities for reducing the foreign
exchange component in sugar production: first, of course, by a cautious use and
regular maintenance of machinery and equipment; second, by the {ocal production
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of spare parts and especially transport equipment; and thirdly, by bulk imports of
agricultural inputs (fertilisers in particular) and domestic packing in appropriate
mixtures and quantities.

A substantial proportion of the foreign exchange requirements can be obtained
from the proceeds of the export of sugar to the EC ($ 6.3 million) and the export of
molasses (§ 1 million}. Since a few years ago, the sugar industry has had the right
to use 100 pereent of its foreign exchange revenues to finance the import of inputs
and capital equipment. These foreign exchange revenues are allocated to the sugar
companies proporticnately to their share in the total sugar produced in Tanzanta,
Additional imporl needs will have to be financed through the QGL facility, The
sugar industry’s demand on this facility is small; only one to two percent of the
US § 400-450 million presently available on an annual basis under OGL.

Of course, foreign exchange needs Hucluate with the level of sugar production.
An increase in sugar production to 150,000 tons after rehabilitation would raise
the foreign exchange needs to US $§ 15-20 million and enlarge the sugar industiy’s
demand on the OGL facility. However, higher production levels would also lead
to a reduction in the foreign exchange costs per ton, namely from $ 125 to an
estimated $ 95 (SKIL, 1990)

The sugar industry™ access to the OGL poses no serious problems at present.
In principle, the OGILL provides foveign exchange to importers of raw materials,
industrial inputs and spare parts with & minimum of administrative interference.
So, items required by the sugar estates are ¢ligible under OGL and licences are
supposed to be issued almost automatically after the importer deposits the shilling
equivalent of the value of the goods to be imported with the bank.

Up to 1991, the sugar estates made little use of the OGL facility as they received
substantial amounts of commedity import support from the Netherands, Since
1991, i.e. since the Netherlands discontinued the direct CIS to the sugar industry,
the companies have used the OGL system to cover their demand for foreign
exchange in excess of their export earnings. The sugar industry’s main complaints
in using the OGL facility is the long delays between ordering goods and receiving
them under the conditions of a full cash cover payment at the moment of placing
the order. The future availability of foreign exchange to the sugar industry will
depend on the existence of Toreign exchange windows financing the required inputs
against payments in T-shillings, such as—for example—the OGL facility.

[t is recommended to investigate the possibilitics for reducing the import com-
ponent in Tanzanian sugar production and to ensure the future availability of an
effective foreign exchange window for the sugar industry.
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180.4 Institutional reforms

Over the past decades the sugar scctor has been characterised by a highly stable
institutional setting with the Sugar Development Corporation as a holding cor-
poration and main shareholder in the estates. Sudeco has always been strongly
dominated by the Tanzania government on whose behalf it administers the sugar
industry. Its wide range of functions includes the marketing and export of sugar,
the import of sugar in periods of short supply and in general the promotion of the
industry. [ts marketing function involved Sudeco operating the quota system with
pan-territorial official prices.

'The commercial operation of the sugar industry not only means more responsi-
bility for the individual estates; it also mcans a reduction in Sudeco’s role. Under
the changed conditions, its main functions are seen as the coordination of the
development of the sector, representing the industry with respect to government,
and the promotion and financing of rescarch and manpower training for the
industry (NEI, 1991a). Recent policy measures meant the abolishing of Sudeco
position as a holding parastatal, but it is not ¢lear what its exact future role and
tasks will be,

During the 1970s, the shortage of skilled manpower including management
expertise was identified as the single most serious problem facing the estates. This
situation has been improved substantially over the last 20 years as a result of local
and overseas training courscs and cxpatriate management assistance. Manage-
ment assistance was gradually reduced with the increasing localisation of staff, and
terminated by 1992 after full localisation of management had been achieved.

[n general, the sugar companies appear to be managed effectively, especially
with regard to the organisation of production. The localisation of management has
been accompanied recently by an increase in production fevels and, for Kilombero
and Mtibwa, an upward trend in factory capacity utilisation.

In certain fields, further improvements in management are required, in view of
the low yield levels, especially for irrigated cane, and the still under-utilised pro-
cessing capacity. The present rchabilitation plans are dirceted towards remedying
this situation. [n this respect, the ending of expatriate consultancy assistance to the
management at Mtibwa and Kilombero is expected to have an adverse effect on
the quality of management, as rehabilitation wilt put extra demand on management
capacities (NEL, 1991a, SKIL, 1990).

In a more structural sense, higher demands on management capacities result
from the sugar cstates operating on commercial loans. This mcans a stronger
commercial and entrepreneurial outlook on the part of management, a strong
interest in research and development, strict control over budgets, and a stronger
interest in the marketing of the end product. Improved financial management
not only involves the timely preparation of accounts, but also the use of financial
information for adequate cost calculations and efforts towards cost reductions
and increasing the efficiency of operations. The newly introduced management
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information system and an uniform accounting system for all the estates are
important instruments for the effective monitoring of estate performance and for
the identification of weaknesses in management. The commercial operations of
the estates also have important consequences for the companies’ personne! policy,
especially with regard to staff training and career development. It means that
the overstaffing allowed in the past for social reasons, and absenteeism among
workers—especially pressing at Kilombero—must be addressed. Furthermore,
it increases management’s responsibility for the design of payment scales and
incentives schemes in order to raise labour productivity. The increase of the
effectiveness of management will meet numerous obstacles when pursued under
conditions of long-time government domination and a bureaucratic rather than a
commercial approach to sugar production.

It is recommended that further changes in the institutional framework be imple-
mented in order to enhance the companies’ operations on commercial fines. Tn
addition, it is advised to establish an institution representing the interests of the
various parlics involved in the sugar sector, including the sugar-producing compa-
nies, the government, the sugar distributors/wholesalers, and domestic consumers.
The main duties of the institution could be setting a fair price tor the sugar crop,
monitoring cane payments and services to outgrowers, and planning the future
gxpansion of the Tanzanian sugar industry.

10.5 Role of outgrowers

In the past, Tanzania’s policy towards outgrowers was far from clear in terms of
objectives, the relationship with the estates, and expected results in terms of their
contribution to domestic production. The ambitious plans of the 1970s attached
an important role to the outgrowers; their share in production varied from 33
percent al Kilombero, through 40 pereent at Kagera, to 50 percent at Mtibwa’s
total outpul. Ilowever, these figures were merely rough indications of a desired
order of magnitude, and were not worked out in concrete plans of action. In
Sudcco and government circles, and among expatriate advisors, hesitance and
even reluctance prevailed as the shares stated for outgrowers were considercd
incompatible with the ambitious time schedules for production increases. The
outgrowers’ contribution to domestic production was discouraged further by low
producer prices and by the government’s preference to incorporate small-scale
sugar growers into the rigid framework of wjamaa villages, especially during the
1970s.

The required services on the part of the estates did not materialise, mainly be-
cause of the difficult conditions under which they had to operate and the additional
demand on the planning capacities of the estates, whereby individual small-scale
producers had to be hrought into strict harvesting and transport schedules. In
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addition, for the estates, the purchase of outgrowers” cane was more costly than
the production of cstale cane.

Recent experiences with outgrowers’ production, especially in the Mtibwa area,
point to the enormous potential for small-scale producers. The main factor
responsible for the increased attention of outgrowers is the higher price paid to
the farmer. Apparently, this price makes it more attractive to grow sugar cane
compared to other crops, if account is taken of available marketing tacilities.

Tanzania’s present socio-economic policy allows for the formation of producer
associations on a voluntary basis, representing the recal interest of the autgrowers.
This assaciation also strenglhens their bargaining position vis-a-vis the estatcs in
making arrangements for services needed by the outgrower for efficient production
and the fees to be paid tor such services.

Another new phenomenon is the growing interest among estate staff in obtaining
plots for sugar production. This can lead not only to favouritism by the estate
in their services to company employees. It could also create tension with the
population surrounding the estates concerning the acquisition of suitable land for
private cuitivalion. These problems may arise soon at Mtibwa, where estate staff
are expanding their cane farms vigorously,

Recent experiences demonstrate the favourable conditions for outgrowers’ cane
cultivation and may lead to new opportunities for donor assistance in line with
the Netheriands preference for the privatisation of the sugar industry. These
experiences point to the need for a clear and detailed policy towards outgrower
cane cuitivation. Increasing the share of outgrowers in total cane production, for
example, could also be achieved by the transler of cstate land to smallholders.
In practice, this would mcan a form of privatisation of the sugar industry, Of
course, such a transfer could only apply to rain-fed canc, as irrigated cane would
put a high demand on cooperation among outgrowers, Moreover, strict crop
husbandry conditions are requircd to maintain and even increase yield levels,
Furthermore, the services provided by the estates have to be specified in the form
of a contract specifying the rights and obligations of (he two parties in order to
enhance production levels.

Such a construction is a reminder of the mode! applied in the Mumias area of
neighbouring Kenya. The experiences in Mumias over the past 20 years point to a
fairly successful sugar cane expansion programme if measured in economic terms,
as it sharply increascd output and raised the incomes of the tarmers. However, it
also led to some negative social eftfects in terms of the disruption of family life, and
food production (Buch-Hansen & Marcusscn, 1982; Mulaa, 1981),

To realise the potential advantages of outgrower sugar cultivation in Tanzania, a
thorough study, a detailed policy plan and gradual implementation are required.
It is recommended that such & policy plan be devised, taking due account of the



Folicy options 163

optimal utilisation of outgrowers’ potential, the opportunities for privatising the
sugar industry in relation to the expansion of outgrowers’ production, and the need
to control growing income inequalities and social tension in the sugar producing
areas. In the policy plan attention is also required for the effects of sugar cultivation
on food crop production, in particular in relation o the position of women,

19.6 Market liberalisation

Worldwide the sugar industry s characterised by a high degree of government
intervention through various forms of price control and subsidies because the
international market is considered a dump market. Until recently, also in 1anzania
the marketing of sugar was subject to a high degree of government control. Sudeco
was entrusted with responsibility for sugar distribution and price sctting by the
government, Under this arrangement, all sugar produced at the factories had to be
sold to Sudeco. To supplement home-produced sugar, Sudeco regularly imported
sugar. Since 1986, private traders have also been permitted to import sugar; their
main problem in the importation of sugar is the mobilisation of foreign exchange.
As sugar is on the negative list of the OGL, importers have to provide foreign
exchange from their own resources. In spite of this, substantial quantities of sugar
have been imported recently.

The price structurc of sugar was subject to strict government control. For many
years, price controls were primarily meant to provide consumers with access to
sugar at a ‘fair’ price. This pricing policy was one of the main factors contributing to
the deteriorating financial position of the industry and stagnating production levels,
In the last few years, Sudeco has been able to negotiate much more favourable
prices for the producers. Sudeco and the companics have now obtained the
authority to determine producers’ prices. This is done on the basis of projections
of preduction costs and desired profit margins. Sudeco has also been able to
incorporate contributions to special funds in the price structure; these include a
general development fund, which is intended to finance the rehabilitation of the
sugar industry, and a levy to service Kagera’s accumulated debts.

In 1992, the Government of Tanzania decided to dercgulate sugar marketing
and to aholish the pan-territorial pricing system. Under the present arrangement,
private traders can purchasc sugar either directly from the estates or from Sudeco’s
Dar es Salaam-based go-down at a fixed price agreed between Sudeco and the
government. With the present price structure, domestic prices exceed the import
parity prices, primarily because sales tax and levies exceed import duty, which was
reduced from 3{} to 20 percent in 1991. As a conseguence, it is more atlractive
for traders to import than to purchase domestically produced sugar, Furthermore,
traders gain no advantage in buying directly from the estates, as the ex-factory price
is the same as Sudeco’s ex-warchouse price in the national capital, which includes
the transport costs between the estates and Dar es Salaam.
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This has three results: (1) consumer prices in Dar es Salaam and its direct
surroundings are below the officially set price of Tshs 185 per kg; {2) the com-
panies, and Kilombcro in particular, have large stocks of sugar, which has serious
consequences for its liquidity position; and (3} in some parts of the country there
is supply shortage.

Basically, there arc two possible solutions to the problem: to raise the price
of imported sugar or to lower the price of domestically produced sugar. Sudeco
proposes to make imported sugar more expensive by increasing import tax or
by making importers sharc in the levy system, This solution would result in an
increase in the consumer price. In contrast, the sugar companies would prefer
further liberalisation, whereby the ex-factory price would be lowered, Sudeco
would become one of the wholesale agents, traders could buy directly from the
cstales at a price lower than from Sudeco since traders would bear the transport
costs, and levies not in the interest of the companies would be abolished. This
solution would lead to a lower consumer price.

At present, the Government of Tanzania is looking into the price structure of
both imported and local sugar. Various parties with vested inlcrests in the sugar
sector, including Sudeco and the sugar companies, are pressing for a rapid solution
which will take duc account of their interests,

[t is recommended that a tax and levy structure be arranged to protect and provide
incentives for local produccrs in the short term, and that a fair price setting be
arranged in the long term by establishing a sugar council with representatives from
the various interest groups in the sugar sector in Tinzania.
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Appendix 1. The Opcrations Review Unit (IOV)

'The Operations Review Unit, better known by its Dutch acronym IOV or Inspectic
Ontwikkelingssamenwerking te Veldc, was cstablished in 1977, The IOV is respon-
sible for conducting external evaluations of Dutch aid policy. Enternal cvaluations
or mid-term evaluations of projects are the responsibility of the operational units,
i.¢. the country or programme desks.

The [OV is part of the Directorate General for International Cooperation (DGIS)
of the Ministry of Foreign Affairs. It is a completely independent unit which reports
directly (o the Minister through the Director General. The reports are submitted
by the Minister of Development Cooperation to Parliament, and discussed with
the Permanent Committee for Development Cooperation with respect to follow-
up actions.

[nitially, the emphasis was on individual project evaluations. From 1977 up to
the mid-1980s the reports were primarily intended for the departmental manage-
ment. The status of these reports was confidential. During this period about 250
evaluation reports were produced. Gradually a need developed for more general
conclusions based oo these project findings. In the mid-1980s a number of sector
reports were prepared, such as on drinking water, animal husbandry, women in
agriculture and rural development, hospital-based health carc and primary health
care. These reports were made available to the public,

Since then, emphasis has shifted from individual project evaluations to thematic
studies. These thematic evaluations are comprehensive; they focus on policics and
modalities of implementation and cover entire sectors, themes or programmes.
They contain a full review of relevant literature. A comparative study of other
donors concerning the same subject matter is usually included.

Duration of these thematic evaluations s one to two vears. The studies are
carried out under the responsibility of the 10V, with outside cxperts participating
in various phases of the research. Field studies are undertaken by a special team
of independent external consultants. Increasingly, local institutions or experts are
invited to participate in these field missions.



168  Appendix ]

The synthesis report, based on the various field and desk studics, is written by
the IOV and published under its responsibility. Three to four such studies are
published annually. Lxamples of recent thematic evaluation studies published by
the 10V are: small-scale rural industry, women and industry, support to small-
scale projects on the Antilles, regional development in Acch, Indonesia, and the
Western Province, Zambia, contracting-out, import support, export transactions
relevant to development and food aid.

A reference group consisting of external experts and DGIS staff is appointed for
every study. The reference group has three functions: to advise on methodology
and approach, on relevant development theories, and leedback.
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Appendix H. Evaluation study work plan

1. ODbjective and key questions

The evalvation of Netherlands support to the sugar sector is part of a wider
evaluation study of Nethertands assistance to lanzania with emphasis on the 1980s.
The objective of the sugar seetor study is to evaluate the efficiency and efTectivencss
of Netherlands support to the sugar industry during the 1980s and to assess the
sustainability of the results of this support.

This general objective has been claboraled by means of the following key questions:

1. Which important external factors have influenced the developments in the sugar
sector?

2. What has been Tanzanian government policy towsrds the sugar sector?

How has the sugar sector been organised?

4. How efficiently has Netherlands assistance to the sugar sector been organised
and managed?

5. What have been the results of Netheriands assistance to the sugar sector?

6. To what extent has Netherlands support to the sugar sector improved produc-
tion and living conditions among the target groups of Netherlands development
assistance?

7. 'lo what extent are the results of Netherlands development assistance sustain-
able and which factors influence sustainability?

S_;J

2. Main sources of information

This report is based on four main sources of information: a review of literalure;
an analysis of files; interviews with respondents involved {n the Tanzanian sugar
industry and Netherlands assistance to this industry; and field visits to the two
estates which received the bulk of the Netherlands support. The rescarch was
guided by the Terms of Reference for the evaluation of Netherlands assistance
to the sugar sector, drawn up after a preliminary analysis of the main documents
and reflected in the above-mentioned key questions.

The review of literature focused on books and articles containing information
about the world sugar sitvation and sugar production in Tanzania. The first
aspect was well covered by a highly informative and well-written recent study by
A.C.Abbott of the University of Edinburgh.
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Some twenty years of Netherlands support to the Tanzanian sugar industry have
also resulted in a voluminous sct of files at the DGIS. Extensive desk studies have
been carricd out by research assistants to collect information ahout the history
of the Tanzanian sugar industry, its performance during the 1980s, and activities
undertaken as part of Netherlands development assistance. The wide range of
studics contained a wealth of information about the sugar industry and Tanzania’s
sugar development policy. These studies were conducled with regular intervals:
1977, 1980, 198688 and 199192 and provided insight in the performance and
problems of the industry since the mid-1970s up to the present. With regard
to Netherlands assistance, the financial records at the DGIS were analysed in
order to obtain an accurate picture of expenditure, especially for the period 1980
1991, The avatlable data was also used for a calculation of the profitability of
Netherlands assistance to the sugar sector by R.A. Timmer of the Netherlands
Economic Institute. The methodology applied in this calculation is outlined in
detail in Annex 4,

Interviews with persons involved in the sugar scctor and Netherlands assistance
to it were a third crucial source of information. Among those interviewed in
the Netherlands were IIVA officials and HVA former employees who worked
in the Tanzanian sugar industry during the 1970s and 1980s, staff of the Nether-
lands Econontic Institute involved in various sector studies, directors of Sugar
Knowledge International Limited (SKIL) and DGIS staff involved in Netherlands
support to the sector at various moments of time, In Thanzania, interviews were
held with staff members of the Kilombero and Mtibwa cstates, the main recipients
of Netherlands aid, with the General Manager and other staff of the Sugar
Development Corporation at Dar ¢s Salaam and with (he staff of the National
Sugar Institute at Kidatu.

Finally, information was gathered by means of a series of ficld visits to the
Kilombero and Mtibwa estates. These field studies were undertaken by an 1SSAS
team—which collected data in Tanzania for the sugar and cotton sectors during a
one-month visit in January-February 1992—by an IOV team during a onc-month
mission in February 1992, and on an additional visit to Sudeco and the Kilombero
and Mtibwa estates in Oclober 1992, During these missions, interviews were also
held with outgrowers in the Kilombero and Miibwa area.

3. Participants in the I0V sugar sector study

The evaluation study of Netherlands support to the sugar sector was coordinated
by Arie van der Wiel (10V) and Jan Sterkenburg (Depariment of Geography of
Developing Countries, University of Utrecht). The coordinators were responsible
for designing the ¢valuation study, drafting the terms of reference, supervising the
desk and ficld studies, and for writing the final report.
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Contributicns to the evaluation were made by

Mrs. H A. de Groot desk studies

Ms. E. Groenewegen desk studies

Mr. H. Verolme desk studies

Dr. A. van de Laar tcam leader of field mission
{Institute of Social Studies Advisory Services)

Ir, [.. Razoux Schultz member of field mission

Mr. C. Lyamba resource person of field mission
{G.M. Kilombero)

Mr. RA. Timmer desk study economic performance
(Netherlands Economic Institulc)

Mr. M.S. Kibwana Commissioner for External Finance,

Ministry of Finance and liaison ofticer for the
country evaluation study

On the basis of the information gathered from these sources and the ISSAS mission
report, a draft report was written on Netherlands assistance to the Tanzanian
sugar sector. The draft has been discussed with the various parlics involved: the
consultants (HVA; NEI; SKiL); the management of the Kilombero and Mtibwa
sugar companics, Sudece and officers of the ‘Ireasury; the staff of the Tanzania
country desk of the DGIS; the Netherlands Embassy at Dar es Salaam; and Anally
with the advisory group for the IOV evaluation study of Netherlands development
assistance to Tanzania.

The advisory group for the Tanzania country evaluation who commented upon the

draft report consists of the following persons;

Dr. D. Bol Consultant for Development Programmes, Utrechl
and Econemic Research Burcau, Dar es Salaam

Mrs. Dr. O. van Cranenburg University of Leyden

Prof. Dr. R.H. Green Institute of Development Studies, University of
Sussex

Prof. Dr. H.A. Luning International Institute for Aerospace Survey
and Earth Sciences, Enschede

Prof. Dr. 5. Wangwe United Nations University, Intech, Maastricht
and University of Dar cs Salaam

Mr. E. Ader Head East African Unit of the Directorate General
for International
Cooperation {DGIS)

Mr. M. van der Gaag Hcad of the Tanzania desk (DGIS)

Mrs. H.1. von Metzsch Ilead Operations Review Unit (10V)

{chairman)
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Appendix IT1. Supplementary tables

Table 1 Warld sugar prices 1950-1991 {in US § per ton)

Year Price Year Price Year Price Year Price
1950 110 1960 69 1970 51 1980 632
1951 i26 1961 60 1971 99 1981 374
1952 a2 1962 ol 1972 160 1982 186
1953 75 1963 184 1973 208 1983 187
1954 72 1964 127 1974 654 1984 i15
1955 71 1965 435 1975 449 1985 g0
1956 77 1966 40 1976 255 1986 133
1957 114 1967 42 1977 179 1987 148
1958 77 1968 42 197§ 179 TO8K 225
1959 66 1969 71 1974 213 [989 282

1990 277

1991 Ho*

*Estimate. Sowrce: FAQ production yearbook (varfots issues).
Iy )
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Table 2 Sugar production in Tanzania, 1963/64--1992/93 (in .000 tons)
Year TPC KSC MSE KSL Total
1963/64 29,942 18,129 814 2,917 51,802
1964/65 32,815 20,007 2,116 3,084 58,622
1905/66 33,752 24,430 2,544 3,748 64,474
1966/67 35,005 27,707 3,476 4,821 71,099
1967/68 35,456 31,535 2,807 4914 74,712
1968/69 38,463 30,292 5,305 5,296 79,346
1969/70 40,697 26,377 3,520 6,044 76,638
1970/71 40,298 37,300 4,869 7,104 89,471
1971772 48,106 35,621 3,490 6,914 94,214
1972/73 45,998 35,512 4,437 7,679 94,626
1973/74 50,244 40,229 8416 7,209 106,094
1974175 48,836 35,718 11,345 5,668 101,567
1975/76 47,780 34,361 11,927 3,600 95,647
1976/77 51,914 46,850 13,476 2,238 114,478
1977/78 42,301 53,612 7.426 1,320 104,659
19781749 46,149 61,208 14,866 675 122,950
1979/80 43,446 54,568 21,359 - 119,373
1980/81 45,378 48,069 25,700 - 119,147
1981/82 46,071 50,093 27312 - 123,476
1982/83 35,051 40,106 23,360 6,848 105,365
1983/84 41,557 55,140 25,614 8,823 131,134
1984/85 37,022 46,227 21,053 6,051 110,353
1985/86 37,928 45,507 13,458 3,816 100,709
1986/87 33,499 41,186 18,122 3,385 96,192
1987/88 35,699 45,218 20,376 943 102,236
1988/89 35712 42,569 19,117 2,335 95,733
1989/490 26,455 39,204 22,501 2,558 90,718
1990491 35,446 42,333 24,610 3,520 109,909
1991/92 33,000 53,674 25,564 5,000 117,238
1992/93 30,000 56,000 28,570 5,000 119,570

Sewrce: Sudeco, estate records.
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Table3  Outgrowers production of sugar cane, 1962~1992 (in .000 tons)
KILOMBERO AREA MTIBWA AREA
YEAR Total production % of factory Total production % of factory
outgrowers production outgrowers production
1962/63 16,967 13.8 - -
1963/64 15,763 1.7 - -
1964/65 19,028 10.4 - -
196566 21,391 8.5 - -
1966/67 41,423 126 - -
1967/68 47,192 14.8 10,606 30.0
1968/69 42,190 15.2 27,097 40.1
1969/70 56,984 16.7 12,779 22.6
197071 123,881 36.3 24.063 285
1971172 135,708 38.6 19,244 385
1972/73 126,924 355 15,492 28.5
1973/74 119,694 312 23,902 238
1974/75 112,087 32.2 17,983 153
1975/75 91,602 3.2 25,212 [5.5%
1976/77 89,410 19.9 17,479 12.1
1977/78 103,733 214 16,169 17.9
1978/79 184,810 202 33,216 203
1979/80 164,102 29.2 37,967 16.2
1980/81 158,429 30.4 44,068 14.9
1981/82 139,513 27.5 60,022 214
1G982/83 102,023 237 15,166 59
1983784 111,357 18.5 47,072 15.7
1984/85 78833 164 28,758 119
1985/86 75,826 16.9 28,016 187
1986/87 70,109 16.1 15,152 7.5
1987/88 63,058 13.1 38,5806 16.7
1988/89 56,076 13.1 39,534 17.8
1989/90 56,102 134 42,037 184}
1990/91 61,034 14.0 55,375 215
1991/92 07,238 17.6 77,004 27.7
1992/93* 128,000 223 109,000 355
*Estimate. Sowrce: Sudeco, estute recards.



Appendix [V. The rentability of Netherlands aid
to the sugar sector.

The impact of the Netherlands aid over the period 1980-1941 on the sugar sector
has only been determined for Kilombero and Miibwa. The support o Kagera
has only been substantial up to 1984 and was stopped completely after 1988.
The support to 1'PC only consisted of import support. No management support
or funds for rehabilitation were given to that factory under the Netherlands aid
programme. Data on annual support to the sugar sector stem from DGIS sources.

1t has been assumed that total Netherlands aid programme to Kilombero and
Mtibwa has been responsible for the incremental sugar production during 1980-
1991, Thus financial aid, consisting of import support (mainly used for imported
recurrent inputs}, support for rehabilitation activities (replacements of worn-out
equipment and some extension) and management support, and technical aid to
the factorics, Sudeco and the National Sugar Tnstitute {NST) were the factors
that caused additional sugar production. As far as the support to Sudeco and
NSI concerns the aid flows have been imputed to the factories according to the
production ol cach lactory over the period, e, 19 percent for Mtibwa and 49
percent to Kilombero.

It has been futher assumed that the Netherlands aid has been additional. With-
out il, there would have been no zid from other donors, This assumption is realistic,
if it is considered that the only two other main donors that were active in the sugar
sector, the World Bank and Denmark, had withdrawn completely from the sector in
the beginning of the 1980s. Furthermore, there was a situation of extreme scarcity
of foreign exchange in Tanzania during the 1980s and substantial inputs from the
side of the government would have been highly improbable.

It has been assumed also that without the Netherlands aid, total sugar production
would have been much lower or that cven one or more factories would have
had a complete breakdown. FPFor the determination of the impact, it has been
assumed that without this aid the production levels both in Kilombero and Mtibwa
would have been 50 percent lower. This corresponds with the difference between
the average capacity utilisation in the sugar industry (50-60 percent during the
1980s}, and the overall capacity utilisation in the whole manufacturing sector (25—
30 percent) The latter figure is obtained from the report ‘Commodity Import
Support of the Netherland to Tanzania’, NEIL, May 1987.

Border prices of sugar have been determined on the basis of the data on world
sugar prices to which US$ 70 per ton has been added for transport, insurance



176 Appendix IV

and unloading (‘Rehabilitation of the Sugar Industry’, NEI, March 1989}, Both
1980 and 1981 were years with very high world market prices. In the discounting
calculation of the NPV over the period 19801991 these years would have weighed
t00 much. For this reason the extra sugar production in each year has been
multiplicd by the average sugar price for 198G-1991 (Table 1 of this annex) to arrive
at the incremental benefits.

Incremental economic (shadowpriced) costs have been estimated at US § 250 per
ton {both the NEI reports *Rehabilitation of the Sugar Industry’, NEI, March 1989
and “The Sugar Industry In Tanzania’, NEI, Aogust 1991 arrive at this figure). This
amount has been diminished by US $ 80 per ton to account for the direct foreign
exchange costs (see the 1991 NLI report) which is asumed to reflect the part of
the Netherlands aid in the cost price. Thus, incremental economic costs have been
estimated at US § 170 per ton.

The profitability of the Netherlands aid has been measured by the NPV and
the Profit Rate. For the calculation, economic opportunity cost of capital were
assumed to be 10 percent {based on NEI reports}. Because the Netherlands
assistance could not be considered as a ‘normal’ investment stream (resulting in
a cash flow of net benefits which are negative in the first years and then turn into
positive flows in later years) it was not possiblc to calculate Internal Economic Rate
of Return (IRRs). For that reason the Profit Ratc has been taken as a yardstick of
the rentability of the investments.

Table I  Border prices of sugar (Dil/ton)

Year World market Trade, insurance Border price Exchange rate Border price
price ($/ton} ($/lom) {$/ton) (DA/S) {Dfl/ton}
1980 632 70 702 2.0 1404
1981 374 70 444 2.5 110
1982 186 70 256 2.7 691
1983 187 70 257 29 745
1984 115 70 185 3.2 592
1985 90 0 160 33 528
1986 133 70 203 25 508
1987 148 70 218 2.0 436
1588 225 70 295 20 590
1989 282 70 352 21 739
1990 277 0 347 1.8 625
1991 300 70 370 1.9 703

Average 246 70 316 723




Appendix IV 177

Table 2 Kilombero: Net henefits through Netherlands aid (Dfl million)

Year Dutchaid  Additional sngar Value of sugar Recurrent costs Net benefits
(DR million} production (tons} (Dfl million) (DH million)  (Dfl million)

1980 -12.6 24,500 17.7 - 83 =3.2
1981 - 32 25,000 18.1 - 106 4.3
1982 -29.2 20,000 14.5 - 82 -39
1983 -~ 58 27,500 199 - 13.6 0.5
1984 - 40 23,000 16.6 - 125 0.1
1985 - 29 23,000 16.6 - 129 0.8
1936 - 7.2 21,000 5.2 - 89 —.9
1987 - 4.2 22,500 163 - 77 4.4
1988 - 55 21,500 15.5 - 73 2.7
1939 - 45 19,500 14.1 - 7.0 2.2
1990 - 1.5 21,000 15.2 - 64 13
1991 ~ 1.8 27.000 19.5 - 87 9.0
Total -0H2.8 252,500 199.2 ~-1131 233

NPV (Net benefits; at 10% opportunity cost) = DAl 8.3 million.
Net benefits at 10%. Profit rate = —-= 199, Netherlands aid flow at 10%.

Table 3  Mtibwa: Net benefits throngh Netherlands aid (Dfl million)

Year  Dutch aid  Additional sugar  Value of sugar Recurrent costs  Net benefits
(Df million) production {tons) (DMl million) {Df million} (DA million)

1980 - 04 13,000 9.4 - 44 4.6
1981 - 24 13,500 0.5 - 57 1.7
1982 - 68 21,500 15.5 - 99 -1.2
1983 - 4.7 22,500 16.3 -11.1 05
1984 - 57 10,500 7.6 - 57 -3.8
1685 - 37 6,500 4,7 - 36 -2.6
1986 - 5.6 9,000 6.5 - 38 ~-29
1987 - 4.4 10,000 7.2 - 34 -0.6
1988 - 21 9,500 6.9 - 32 1.6
1989 - 25 11,000 8.0 - 3.9 1.6
1990 - 12 12,580 9.0 - 38 4.0
1991 -1.2 13,000 9.4 - 4.2 4.0
Total 40,7 152,500 1103 -02.7 6.9

NPV (Net benefits) = Dfl 3.7 million. Profit rate = 14%.
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Tabled  Kilombero + Mtibwa: Net benefits through Netherlands aid (1 million)

Dutch aid  Additional sugar Value of sugar Recurrent costs  Net benefits
(DA million) production (tons) (DA million) {DR million) (DA million)

Total
1980- -103.5 405,000 3095 1758 30.2
1991

NPV (INet benefits} = DAl 12.1 million. Profil rale = 17%.
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Abbreviations

ACP
BEMO
BMB
cCcC
CCM
cbC
CIS
DAC
DGIS

DHV
FC
ERP
ERR
ESAP
FAO
FMO
GDP
HVA
HES
TLACO
IMF
10OV
IRR
[SA
Kilodeco
KIT
K&C
KSL
MDLI
MSE
NAFCO
NEI
NGO
NOF
NPV
NSI

African, Caribbean, Pacific Countrics

Beoordelings Memorandum (Appraisal Memorandum)
Berenschot-Moret-Bosboom Management Consulting for Development
Cross Cultural Consultancy

Chama Cha Mapinduzi (The Party)

Commonwealth Development Corporation

Commaodity Import Support

Development Assistance Committec

Directoraat-Generaal [nternationale Samenwerking {Directorate-General
for International Cooperation)

DHYV Consulting Engineers {Raadgevend ingenicursburcau)

Furopean Community

Economic Recovery Programme

Economic Rate of Return

Economic and Social Action Programme

Food and Agricultural Organisation

Netherlands Development Finance Company

Gross Domestic Product

- Handelsverceniging Amsterdam

International Iinance Corporation

Internalional Landdevelopment Consultant

International Monetary Fund

Inspectie Ontwikkelingssamenwerking tc Velde (Operations Review Unit)
Internal Economic Rate of Relurn

[nternational Sugar Association

Kilosa Development Corporation

Koninklijk Instituut voor de Tropen {Royal Tropical Institute)
Kilombero Sugar Company Limited

Kagera Sugar eslale Limited

Manpower Development Unit {Sudeco)

Mtibwa Sugar Estate

- National Agricultural and Food Corporalion

Netherlands Eoonomic Institute
Non-Governmental QOrganisation
Netherlands Overseas Financing Corporation
Net Present Values

National Sugar Instilute
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ODA
QECD
OGL
OPS
SCOPO
SDC
SKIL
SNV
SOMO

VMFE
Sudeco
ted
TPC
UK
UUSA
USSR
VPS

Olligial Development Assistance

Organisation for Coonomic Cooperation and Development
Open General Licence

Open-Pan Sulphitation

Standing Commitiee on Parastatal Organisations

Sugar Development Corporation {(=Sudeco)

- Sugar Knowledge International Limited

Netherlands Development Organisation (Stichting Nederlandse Vrijwilligers)
Centre for Research on Multinational Corporations (Stichting Onderzoek
Multinationale Ondernemingen)

Verenigde Machine Fabrieken (Stork)

Sugar Development Corporation

tons of cane per day

Tanganyika Planting Corporation

United Kingdom

United States of America

Union of Soviet Socialist Republics

Vacuum-Pan Sulphitation






ODA
OECD
OGL
OPs
SCOPO
5DC
SKIL
SNV
SOMO

VMF
Sudeco
tcd
TPC
UK
UISA
USSR
VPS

~ Official Development Assistance

- Organisation for Economic Cooperation and Development

— Open General Licence

— Open-Pan Sulphitation

- Standing Committee on Parastatal Organisations

— Sugar Development Corporation (=Sudeco)

— Sugar Knowledge International Limited

- Netherlands Development Organisation (Stichting Nederlandse Vrijwilligers)

— Centre for Research on Multinational Corporations {Stichting Onderzock
Multinationale Ondcrnemingen)

- Verenigde Machine Fabricken {Stork)

— Sugar Development Corporalion

- tons of cane per day

- “langanyika Planting Corporation

- United Kingdom

- United States of America

— Union of Sovict Socialist Republics

— Vacuum-Pan Sulphitation
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ODA
CQECD
OGL
OPS
SCOPO
SO
SKIL
SNV
SOMO

VMIF
Sudeco
tcd
T
UK
USA
USSR
VPS

Official Development Assistance

Organisation for Economic Cooperation and Development

Open General Licence

Open-Pan Sulphitation

Standing Committee on Parastaial Organisations

Sugar Development Corporation {=5Sudeco)

Sugar Knowledge International Limited

Netherlands Development Organisation (Stichting Nederlandse Vrijwilligers)
Centre for Rescarch on Multinational Corporations (Stichting Onderzock
Multinationale Ondernemingen)

Verenigde Machine Fabrieken {Stork)

Sugar Developmenl Corporation

tons of cane per day

Tanganyika Planting Corporation

United Kingdom

United States of America

Union of Soviet Socialist Republics

- Macuum-Pan Sulphitation
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