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In recent years, growing public concern and pressure from various interest
groups for austerity and accountability in the use of public resources had made
the analytical approach to public policy formulation and evaluation exceedingly
important. This descriptive analysis is an attempt to outline the principles
governing the establishment and the role of parastatal organizations, their
structure and management, as well as their problem areas.

Introduction
In accordance with Presidential circular No. 2 of 1969, Cabinet Paper Nos. 8 and

18 of 1969 and TANU Guidelines of 1971 paragraph 33-34, and the recent CCM
Guidelines, parastatal organizations operate on the basis of the following broad

principles.

That they are tools for government initiative in participating in the
production of goods and services and, therefore, they are instruments of
tion which may be at the command of responsible authority.

1.

execu

2. That productive and commercial parastatals cannot be run on the same
lines as a government department and, therefore, greater flexibility is
required in these activities than is usually provided by government
departments. Consequently, parastatal organizations, in addition to pay-
ing their way, should also participate in capital formation.

3. Thateach parastatal should have a clear understanding of its sphere of
activities and responsibility and be responsible to one sectoral ministry.

Accordingly, functional duplication should be avoided, and as far as
possible where conditions dictate activities should be transferable from

one organization to another.

That, since parasmta}ls are.national organs, they should participate in the
furtherance of Public policy. In this regard parastatals must undertake
activities which are a source of satisfaction and not discontent.

5.  Thatthe government must sppcrYige and guide the disposition of surpluses
accruing from the economic activities of the parastatal organizations

On the basis of the objectives set out above, the parastatal sector can be viewed
W
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as having to perform both the injector and catalyst role,
The Structure and Management of Parastatals

The structure and organs of control of the parastatal system can be described as
a five-tier control system. These five levels are:

- The operating parastatal system
- The holding parastatal system

- The parent Ministry system

- The control ministry system

- The apex system

Here we attempt to explore and describe how the different subsystems operate
within and in relation to the larger subsystems.

The Operating Parastatal System

The operating parastatal System are the parastatal organizations which are
involved in the actual production of goods and/or services. The managers of the
operating parastatals are charged with the day-to-day decisions of these organi-
zations. Above thc managers are the Boards of Dircctors who represent “own-
ership” of these parastatals. Among their responsibilities are, 10 direc
ment on strategic decisions, to review operating results, and also
Statutory responsibility for the parastatals’ behavior.

L manage-
carry out some

Boards are also partially responsible for the appointment of senior offi

) A cersof the
Parastatals which they are directors,

The holding parastatal system

The concept of “holding” in Tanzanian Parastatal struct
ownership composition of equity, but rather encom
functional relationships. Theoretically the holding p,

Su'ucturally, each holding parastatal has itsown boardof directors who Tcpresent

the “ownership” of equity in those corporations. The by,
. 1 . ard perform :
similar to those described for the operating parastatals, S functions

A characteristic common o both ope

i rating and holding parastatals p, i
that both are responsible o a designated parent ministry, orevens
Parent Ministry System

Asalready indicated earlier on
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sometimes specific direction and control over the parastatals falling under them.
The Control Ministry System

The coritrol ministry system in this case is the Ministry of Finance and Planning/
Treasury. Treasury controls the selection, implementation, and financing of the
overall parastatal development programme and has considerable powers in -
respect of the activities of both operating and holding parastatals.

The Apex System

The apex system is embodied in the Cabinet, the National Assembly and the
Party.

In this case the ultimate responsibility for the entire system depicted above lies
with the Cabinet, the National Assembly and the Party.

Some Control Features of the System

The government has at its disposal an array of direct controls which may be
applicd through various established government agencies.

For example, as part of the annual planning process, Treasury approves all major
investment programmes of the entire parastatal structure, and in addition has
direct control over all funds flowing through the budget for capital/development
expenditure. In addition Treasury has the sole mandate for issuing the Tax
concessions and Foreign Investment protection certificates under the relevant
Act. Otheractivities which fall under direct control of Treasury include inter alia,
tariffs, the utilization of foreign aid and the disposition of parastatal surpluses.

The Bank of Tanzania as a government agency has direct control over import
license, dividends and remittances of foreign profits and capital, and foreign
‘exchange transactions of all kinds. Credit and Investment controls are exercised
by the National Bank of Commerce and the Tanzania Investment Bank depend-
ing on which Bank receives the application in question.

Other areas of control which has dircct bearing on the operations of the parastatal
system include, management agreements, industrial Licenses, work permits and
visas, and prices. Whilec managcment agrcements have to be scrutinized by an
Interministerial committee with a secretariat provided by State House and final
approval by State House itsclf, industrial licénses arc issucd by the Ministry of
Trade and Industries.

The Ministry of Home Affairs and the Price Commission administer and control
work permits including visas and prices of commodities respectively.

A cursory look over the control points described above gives a fairly elaborate
impression of the duplicative nature of govemment effort inherent in the present
parastatal system. Implied in the decision-process thus described is the Pprospect
that by the time a decision is taken, a proposal/or application will have filtered
throughalengthy bureaucratic control system. Undoubtedly, such a bureaucratic
decision process will take an appreciable amount of time before the final
approval is made, and presumably by this final stage most of the decision
variables incorporated in the proposal will have changed in character resulting
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In attempts to streamline the parastatal sector government has all along sug-
gested changes in their organizational structures. Consequently, within the
period of the existence of the parastatal form of organization (i.e. since 1967)
there have been significant attempts to change the basic structure of parastatals
in the country.

The cases in point are the National Development Corporation (NDC) and the
defunct State Trading Corporation (STC). The NDC for example has been
progressively broken up into smaller more specific corporations operating either
as subsidiaries or being re-allocated to new parent ministries. This of course was
in addition to formation of new parastatals under respective ministerial
“parenthoods”. In so far as those moves were geared toward enhancing opera-
tional efficiency, this could have been consistent with the public interest
phenomenon. However, it is saddening to note that only the appearance changed
but the form remained intact. A glaring testimony to this observation is the case
of the decentralization of the State Trading Corporation in early 1970’s. The
whole structure and modus operandi of national institutions (commercial and
non-commercial) leave a lot to be desired. Whether these activities have been
taking place by design or by accident that still remains speculative. However, the
phenomenon of “empire-building™ has been very clearly demonstrated in the
form of our public enterprises.

The Control System and the Operating parastatals

Undoubtedly the concept of management process is the key factor in the control
system at the level of the operating parastatals. In situations in which manage-
ment and indeed even director are not mandated to institute direction and
control, efficientoperationsare unlikely toresult. Inother words, if the board and
management are unable to control operations efficiently, then no amount of
direction and control from above will ever produce satisfactory results. If the
converse is true for the board and management, then the functions of the other
six controlling organs are rendered relatively simpler and in most cases even

unnecessary.

Inevaluating the effectiveness of the control system in the context discussed thus
far, one needs to have a clear understanding of the criteria for “effective
management”. Such criteria necessarily needs to be established and agreed upon
in the first place, at the highest level of accountability. Only then can the criteria
be used as a basis of evaluation. Once the criteria have been established it will
be necessary to distinguish between those cases of ineffective management
attributable to the operating management and those attributable to the entire
hierarchical structure of control.

Ultimately, thathierarchical structure of the control system should automatically
map out the different levels of accountability.

At this juncture it should be noted however, that before one can be asked to
account, one should have been assigned and given mandate in the first place
Short of this there is the real danger of persecuting the innocent thereb).v
committing type 1 error.

Among some indicators of managerial effectiveness are the economic (financial)
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have been realized through their control Over operating decisions gyc}, as, inpyt
pricing, processing methods, and product pricing,

Invariably, the pricing policy in Tanzani TY conducive
environments in favor of external i.nterest-s. The Consequence of this is that the
Tanzanian consumer is becoming Increasingly impoverigheg by havi
Prices higher than “efficient prices”, and hav_m 0 pay higher taxes whih are
being realized through corporate Profit marging already exaggerateq by highey
input-costs,

a tends o Create ve
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Obvious weakness of current set-up and some Tentative recommendations:
Objectives:

Very often the objectives of operating parastatals have not been clearly spelled
out. It should be noted and appreciated that, before any activity can be controlled,
monitored or measured in any way, there has to be some clear objective toward
which the activity is directed. The immediate objectives need to be stated with
precision leaving no room for misinterpretation. In the Tanzanian parastatal
structure, objectives and targets should ideally be set out by the parent ministry
in consultation with the board of directors.

In the opinion of the authors, objective setting should not be a sole prerogative
of management. Once the organizational objectives have been set, the bounda-
ries of managerial authority and responsibility must be defined. It isour view that
failure by management to meet objectives as assigned should result in the
application of some kind of sanction, and success in meeting objectives should
attract some appropriate reward. It should be noted, however, that the existence
of rewards and sanctions for pcrformance targets, must be coupled with com-
mensurate authority and latitude to enable managers Lo make optimal use of
resources in order to achicve targets.

With regard to managerial authority and operational latitude in the Tanzanian
environment, one is bound to encountcr two major considerations. The first
consideration is the fact that the majority of managers in the parastatal sector are
relatively young and necessarily with limited managerial expericnce. In these
circumstances it is imperative that the central control system should make
provision for the accommodation of this fact. The second consideration that
ought 1o be noted is the fact that, while efficient managerial performance must
necessarily be coupled by increase labor productivity, the present system would
scem to be more oriented to a very widc interpretation of worker protection with
litle cmphasis placed on the need by workers (0 increase productivity. Our
contention is that, nanagement must be empowered to seek and obtain increased
productivity of labor while at the same time workers must be protected against
unjust demands.

Board of Directors:

There appears to be some peculiar problems associated with the functioning of
some boards in this country. Among the most salient ones are the irregularity in
holding board meetings; in this case some boards meet only twice in a year
leading to crowded agendas representing too greata load for considerationatany
onc particular meeting; and the tendency to send to attendance at board meetings
of alternates to represent substantive board members who are otherwise too busy
to attend in person. In any case, the specific observations as well as the general
factors not specifically discussed here, tend to render the boards of operating
parastatals ineffective.

The Place of Holding Corporations:

The position of the Holding Corporation in the Tanzanian Parastatal structure
has notalways been clear. There seems to be considerable ambiguity with reparg
to the role and relation of the holding corporation. Viewed in the comeft of
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Princi ionshi iti Iding Corporation would

ipal-Agency relationship, the position of the Ho  Corporation woul
be akilllx:lo lhgat of an agent, and govemnment through respective ministries in this
case would be the Principal.

However, practice has never proved this hypothesis, At least in theory, the
interestof govenment shouldbe takencare of by therespective parent minisries
and central ministry whereas productive activities should be the responsibility
of the boards and managements of respective operating parastatals. What, then
is the role of the Holding Corporation? Is it to supplement the activities of the
parent ministry? or is it to assist in the management of the operating parastatals?
orisitboth? oris it some other motive such as expansion of spheres of influence?

Whatever the role of Holding Corporation the following are some obvious snags;

Holding Corporations are enormously expensive to maintain,

. Despite relatively large with trained personnel, they are unable to produce
sound proposals through which socio-economic objectives areenhanced,

*  Surplus generated in sectors controlled by Holding Corporations are, by
and large, absorbed in non-developme;

nt activities; very few are able 1o
sustain development in their sector from their own funds

¢, the minis becomes
the follower of the Holding Corporation, Again, rather :.yan setting
objectives and monitoring progress, the minig Omes the recipient of
plans, the acceptor of targets and the defender of

Progress (or | i
of the holding corporation. (or lack of jr)
It should be noted that any organization that canpoy uce itse

show socio-economic cause for its existence is a socia) burd M or cannot

. . Cnto the in
economic system of its énvironment and hence should unq total socig

T80 extinction,
Conclusion and Recommendations
On the main, our conclusions and Tecommendationg are WA from « 1¢
from the Senegalese Government where some SuCcesses haye beem alive case
the parastatal sector. The model under which the Senegalege -, FeCOrded in
is based on the principle of a “Contract Pign» Between the g, atals operate
Enterprise (Parastatal), 1e and the Public
The Contract Plan is a negotiated agreement betweer 2ove
ment agency) and a parastatal company describing g} jectivmmem (or govery
assigns to the parastatal as well ag the resourceg ; ©.

: t
, tWill proy; Eovernmen,
control it will exercise. The Parastatal com i Vide ap

; pany in . € degree of
results; performance to be Judged by indicatorg mum;ﬁ;"a':é:es Certa
i i Pted gy

In Senegal, such contracts were first

1§ Prepareq jp,
alrlme,l‘ailroadetc),and haveextendedloincludeneg:)e. . Sport Sector (road
ment and regional development agencies. Of , aliong

Wwee
may differ from industry to industry depending o, u\;he Gegree ¢ oM EOVem.
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carried out.

The Senegal experience has already signalled several useful lessons. One such
lesson is that, effective use of contract plans requires strong supportat the highest
levels of government. It is noteworthy though that, on the behavioral plane,
individual ministers and senior civil servants fear losing control over public
enterprises, including the power to make fairly routine decisions. Secondly,
company contracts motivate company managers as they see in them,

(i) clear objectives on which their performance is judged,

(ii)  aprecise definition of the role and extent of subsidies and tariffs
in company operations, and

(iii)  areduction in ambiguity of company objectives.

The third observation is that the negotiation of company contracts would need
to be supervised by some neutral government staff who report to the central
political authority.

This arrangement will enable conflicts between companies and government
authorities to be resolved by either the President or the Prime Minister whichever
the case may be. Morcover, once a company contract has been negotiated, the
neutral government staff should supervise its implementation and expose
failures/non compliance by any of the parties in the fulfillment of their obliga-
tions undecr the contract.

The above model can work sufficiently well under the current political system
whereby the company contract necessarily will have to make full provision for
political choices to be made. In the opinion of the authors, political choices will
have to be made in full awareness of their social-cost-benefit implications and
the extent to which they touch/affect the operationalization of the contract
objectives. It is also understood that, generally government leaders are usually
reluctant to give enterprise managers full autonomy in crucial decisions such as
pricing, employment and wages, investment, incentives etc; because they fear,
in part, infringement of public interest. Under the model discussed above,
however, acontractual relationship established on a clear understanding of goals
and criteria for managerial performance, would permit reduction in the detailed
controls of ministers and other central authoritics. Undoubtedly this would
conserve their valuable time and energy, while giving the enterpriscs autonomy

needed to operate effectively.

The above model is construed under the following conditions that the govern-

ment has to provide:-

1 - A clear definition of objectives and terms of reference.

2 - An explicit understanding regarding the annual financial and
production plan within the framcwork of agrced long-term strat-
egy (the strategic plan).

3 - An incentive system conduce to efficient performance.

4 - Independence to routine decision - making and day-to-day man-
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agement.

5 Independence in personnel management ang human resource
policy.
inci ircumstances
- Acceptance of the principle that under certain circ
6 hqmd[:ltmn of enterprise may be desirable, and that management
has to account for Teasons to that effecy,
7 - Appointment Procedures, securi v}

ty of employment, ang personal
emoluments for lop executives are

(See annexture A for details),
Inconclusion, the Parastatal sector i i,

clearly Spelled-out.

the general public (the
owners). However, with deliberate effort 1o streamline g

Csystem ang cstablish
virtues of accountability the Parastatal secqo, has an enorm,
itsowners. Since this Wasonly adescripy

p
to end with any strong conclusion, Howevyer
stimulate empirical Studiesfresearch jngg
with a view 1o finding the €xact locationg of the Problemg highlightcd in this
paper. The ultimate gog] for arastatals i tq help the govem i
of the economy, If (ha¢ goalis not achiey,

of existence,

Annexture A

The following is 3 list of some of incidenccs that have
of the parastaals, These coulq be areflogy;
criteria andfor a manifestation of iner

1. Fraud .

OCcurring ip some
Partly of jgop ofan accountabiliry
TSOnne] Policy,

thefts including mbezzlemen;,
. Indirect frang e .

4 Cmeny; over-valyga-
. Contragy pri al
tractug] Price [im;

) or violalion of con-
. imits; ﬁcutious Or fra
actions gp certiﬁcales

of Uduleng trans-
ime- Contrae .
Claimg; . Services or
laimsg fraudulentdealmgson deliven‘es collusion.
2. Misuse of company assets ang Other ICSOurceg

3. Wastedue to; Neglect Or carele, ;

Temedial oo, o "luding, faiture (g yge
. L pl‘ompuy; OVer estimar:
_ qu[remems’ml h Mation of re.

. i i
oversight o iMportg, :)i';:: ;:qulrement/resources;
. Technicy)

: Cfficiency,. .
misuse/unde, utili:auy "Nclug
of Proper techng

™ ca COmpeys Slassets; lack
SuPCrVision; Je) of Nce ang
tions, Propere
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4. Extravagance:  °

5. Unsound Projects :

The IFM Journal of Finance Management

Vol 1N? 1

General maladminisiration including, lack of expe-
diency; poor planning; and complete incompe-
tence.

Include, overprovision and overestimation of needs;
prestigious and grandiose acquisitions, project ini-
tiation, and production luxury in buildings, accom-
modation, andother services; creation of deliberate
loopholes in financial control as the resultant use of
the law of the jungle.

Careless or lack of forethought in original deci-
sions and plans; apparent sabotage; unreasoned
subsidies and allocations.
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