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ABSTRACT
The study set out to make empirical analysis on factors influencing private investment decisions in Tanzania. In doing that, the study collected primary data from TIC Registered Private Investment in Dar es Salaam in year 2014 through administering a questionnaire to respondents. The study used both qualitative and quantitative approaches and covered both foreign and domestic private investment. The theoretical model of FDI by Dunning (1988) was modified to include domestic investors’ and used in this studywhereby logit model was applied in estimations. The application of modified FDI model based on the fact that prior literature review and researcher own study on the variables identified by Dunning’s model affects both domestic and foreign investors. Thus, modification only intended to expand the horizon of the variables to be covered. The study reveals that the variables:  political factors, location factors and market factors were significant with positive correlation with private investment in Tanzania. Hence, have predictive powers over private investment in Tanzania. Their probabilities are 0.088, 0.062 and 0.012 and hence significance level of 10, 10 and 5 percent respectively. This signifies that sustaining political stability and effective utilization of location factors together with market factors have higher chances of increasing private investment levels in Tanzania. The study also revealed existence of positive correlation between good investment facilitation services and willingness to reinvest. This is portrayed by the probability of 0.029, which is significant at 5 per cent level. Therefore, study recommends to the government to sustain political stability, location factors, market factors and investment facilitation servicesin order to remain competitive and stand the world competition in attracting private investment.
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CHAPTER ONE
INTRODUCTION
1.1
Background to the Problem

Factors influencing private investments differ worldwide from one country to the other. However the importance attached to private investment is common across the universe.  Thus, over recent years, the private investment has been labeled the engine of economic growth in a country. Every country prefers to have as much private investment as possible in order to enhance economic growth and development. This means that, private investment is one of the most important sources of economic growth and employment. It supplements the government investment efforts in enhancing proper functioning of the economy. 

There is no one single definition of what constitutes private investment.However the act of investing would entail laying out money or capital in an enterprise with the expectation of profit. It can also refer to those investment with private sector interest in a particular country, from both domestic sources (domestic private investment) and multinational enterprises/corporation (international-foreign private investment). It is important to note that investment does not only involve laying out money, other dimensions can also be involved. Investment may also be defined as the commitment of something other than money (time, energy, or effort) to a project with the expectation of future reward.

The importance of private investment stands on the fact that, it has both short-and long-term effects for any economy. In short term, private investment determines the path of business cycle while in long term it depicts the direction of economy by setting steady state growth rate. In short run, private investment is vital because it is the most sensitive and volatile component of aggregate demand; which is primarily responsible for business fluctuations. Long term importance of private investment comes from its role in physical and human capital formation which is the eventual source of growth and productivity. 
Countries ensure that their policies promote private investment and economic growth.  This is because private investment raises the productive capacity of the economy and promotes technological progress through use of new techniques. Private investment is also responsible for the fluctuation of GDP over the business cycle.  Public investment in infrastructure and basic industry has traditionally been viewed as necessary by economists. Keynes (1936) was the first to call attention to the existence of an independent investment function in the economy. However according to classical economists for example, Smith, Ricardo, Say and Marshall, cited in a study by Imtiaz (2008), free markets are the best route to national prosperity and economic growth. They also discourage government interventions. Similarly, economic growth is the result of a combination of several factors among them an increase in private investments (O’Connell and Ndulu, 2000;Veganzones, 2000). 
Countries have always been keen in positioning themselves properly to stand an increasingly competitive market for a limited supply of investment resources. This is because countries with high and stable investment paths are in general more successful than those with low and volatile investment paths. Hence, each country tries to study how to influence domestic and multinational firm to choose their country over another while most of these countries offer similar attractions (tax breaks, tax holidays, profit repatriation, low domestic content requirements, etc.). Accordingly, each country forges ways to strategically position itself against others in chasing for private investment. Thus understanding the factors influencing private investment decision is crucial in order to properly take policy measures which can make a country an attractive investment destination.

A slowdown in private investment is translated into a slowdown in economic growth. Thus private investment is the first stage of poverty reduction is economic growth that leads to an increase in revenue. Since most developing countries implemented structural adjustment programmes (SAPs) and liberal economic policies, it is mainly the private sector that has to fundinvestment.
Over the past three decades, Tanzania has made considerable efforts to improve its investment climate with a view to attract more private investments to her economy. In this regard, since 1986, Tanzania embarked into various economic reforms which aimed at transforming her economy from centrally planned public owned economy into market driven private sector led economy. The government recognizes that it has the role to facilitate the private sector and other economic agents to actively and effectively invest in productive and commercial activities in order to accelerate economic growth and development. The Government did this mainly by putting favorable policies, provision of enabling investment environment for domestic and foreign investment such as promotion of institutional changes conducive to the development of the private sector, stimulating investor’s confidence through transparent, effective and efficient administrative processes in government institutions and to put in place an appropriate legal and regulatory framework. 
Notwithstanding the milestone made by the government to improve investment climate in Tanzania; the overall private investments (both Domestic and Foreign Investment Projects) registered by Tanzania Investment Centre (TIC),is increasing at a decreasing rate. For instance in 2007 TIC registered 701 private investments, while in 2008 the Centre registered 871 private investments. This is an annual increase of 170 private investment projects (i.e. 24% increase). By the same token, in 2012 TIC registered 869 private investments while in 2013 the Centre registered 885 private investments. This is an annual increase of just 16 private investment projects (i.e. 2% increase). Thus, though there is increase in private investment level in Tanzania but this is an increase of private investments at a decreasing rate. Moreover, in 2014 the number of private investment projects has even decrease by 20% from 885 projects in 2013 to 704 projects in 2014. In long run this decrease might even affect the values of investments projects. Hence, calls for attention to identify actual factors influencing private investments in Tanzaniain order to recommend appropriate policy measures to correct the situation. 

While some private investors and other actors complain about the unimproved level of private investments in Tanzania, government as a policy maker shows that investment environment in Tanzania is sound. Thus generally there have been contradicting opinions to whether the efforts by government to put sound investment climate are really geared towards the actual factors influencing private investments. It is against this background the objective of this study is to analyze factors influencing private investment decision in Tanzania in order to recommend appropriate policy measures to be undertaken to improve investment levels in Tanzania.

1.2
Statement of the Problem

Tanzania has undertaken a number of economic reforms for the sake of improving business and investment climate so as to make it attractive to private investments. Establishment of Tanzania Investment Centre as One Stop Centre to promote and facilitate all investors is part of these efforts. Despite various reforms being undertaken; Tanzania’s private investment levels still do not impress as indictors shows private investments in Tanzania are increasing at the decreasing rate since 2007. Thus, current investment policy reforms in Tanzania faces major challenges in ensuring private investment levels are increasing and remain attractive to private investors to reinvest their proceeds.
Moreover, despite the various factors such as natural endowment of the country and its strategic location but the level of private investment is still increasing at a decreasing rate. Hence, domestic and foreign private investment in Tanzania still remains far behind its potentials. This signifies a problem to whether the economic reforms to improve investment climate in Tanzania are really directed towards actual factors influencing private investment decision in Tanzania. The main question with regards to economic reforms made by Tanzania is to the adequacy of these reforms in addressing actual factors influencing private investment decision in Tanzania. Therefore, this study tries to analyze factors influencing private investment in Tanzania and also to explore other options that could best increase private investment levels in Tanzania. 
1.3
Objectives of the Study

The general objective of the study is to analyze the factors influencing private investments in Tanzania from existing and potential investors registered at Tanzania Investment Centre. TIC is a first point of call for all investors (domestic and foreign). Therefore information regarding existing and potential investors can be obtained from the Centre. 

1.4
Specific Objectives
This study was guided by the following specific objectives:
(i) To explore factors that influence private investment decisions in Tanzania

(ii) To explore other options to improve private investment levels in Tanzania
1.5
Significance of the Study

Results of this study will help policy makers and a number of decision makers to make improvement in the way Tanzania attract private investment so as to finally reap more benefit from investments in the country. The study is timely and relevant to Tanzania as the Government is looking into ways of achieving development vision 2025 of becoming a middle income country. Private Investment is one of the ways that can move the economy of Tanzania to this level. Therefore, this study will be beneficial as it give ways to better drive the investment agenda in the country to reap benefits out of it and ultimately improve the economy of Tanzania. Furthermore, as the government is constantly faced with competing demands for public funds, the study will facilitate the designing and establishment of a more effective and efficient system which will enhance careful use of scarce resources to attract private investments in the country.
1.6
Scope of the Study

The study did empirical analysis on the factors influencing private investment in Tanzania. The study utilized both qualitative and quantitative presentations in finding out the level of influence each identified variable has in attracting private investment in Tanzania. Hence, use of primary data was deployed.  Primary data were collected through purposive sampling from 50 out 397 firms in Dar es Salaam which were registered under Tanzania Investment Centre in 2014. Firms in Dar es Salaam registered under Tanzania Investment Centre have been chosen as representative to other firms in up country because of financial constraints and time limits.
1.7
Organization of the Study

The study is organized into six chapters. Chapter one is about background to the problem, statement of the problem, research objectives,significance of the study and Scope of the study. Chapter two deals with an overview of investment regime in Tanzania; Chapter three is about literature review on both theoretical aspect and empirical evidence and also presents the research gap which this study intends to bridge. Chapter four covers research methodology and chapter five presents data analysis and interpretation. Lastly chapter six draws a conclusion and provides options to improve private investment levels in Tanzania. 
CHAPTER TWO

OVERVIEW OF THE INVESTMENT REGIME IN TANZANIA
2.1
Policy, Legal and Institutional Framework Governing Investment in Tanzania

The National Investment Promotion Policy of 1996 opened almost all sectors to local and foreign private sectors participation. The Tanzania Investment Act of 1997 provides the backbone of the legal investment regime by making provisions related to: establishment of enterprises; investment benefits and guarantees; transfer of capital profits; guarantees against expropriation; dispute settlement; and employment of foreign staff. The 1997 Act also establishes the Tanzania Investment Centre (TIC) as a “one-stop” office for investors. TIC provides information about land acquisition, taxes, and investment incentives in priority sectors, and spearheads investment promotion and facilitation efforts in the country. 

Tanzania also established export processing zones (EPZs) and special economic zones (SEZs) following the enactment of the Export Processing Act of 2002 and the Special Economic Zone Act of 2006. These economic zones are assigned geographical areas or industries designated to undertake specific economic activities with special regulations and infrastructure requirements. Industries in the EPZ require the manufacturers to export 80% or more of the goods produced. The EPZ scheme promotes investment in manufacturing sector mainly for export while SEZ scheme involves other sectors includes other sectors such as Agriculture, Trade, Tourism, Mining, and Forestry to demonstrate its commitment to creating a supportive environment for investment. The Government of Zanzibar also enacted a new Investment Code in 2004 to establish a One-Stop Centre, the Zanzibar Investment Promotion Authority (ZIPA), to act as focal point for investment promotion and facilitation in Zanzibar.

The institutional set-up leading investment policy reform is composed of the National Investment Steering Committee (NISC, established in 2000 under chairmanship of the Prime minister), and the Tanzania National Business Council (TNBC, set up in 2001 as the highest consultative organ between the private sector and the government). TNBC brings together government representatives and private sector umbrella organizations such as the Confederation of Tanzania Industries (CTI), the Tanzanian Chamber of Commerce, Industry and Agriculture (TCCIA) and the Tanzania Private Sector Foundation (TPSF). 
The existing legal framework for investment has played a significant role in enhancing domestic and foreign investment, but could be improved in certain aspects, especially concerns of land tenure, access regulations for foreign investors in some sectors, the award of investment incentives, and protection of intellectual property rights. Access to land for instance remains a challenge for investment in most economic sectors, particularly agriculture. 
2.2
Investment Climate in Tanzania

Tanzania has enjoyed political stability since independence in 1961; it is free from tribal or religious confrontation. Tanzania has elected National assembly and elects Presidents who serve for the maximum ten years with two Presidential terms each comprising five years. 

Tanzania’s strategic geographical location and easy connectivity    business location worldwide is a motivating factor to investors. Tanzania has 3 major ports (Tanga, DSM and Mtwara – providing service to neighboring landlocked countries).  Free repatriation of fund is allowed through any authorized bank in freely convertible currency of net profits, repayment of foreign loans, royalties, fees charges in respect of foreign technology, remittance of proceeds and payment of emoluments. 
Investors in Tanzania are guaranteed against nationalization and expropriation, Furthermore Tanzania is a signatory of several multilateral and bilateral agreements on protection and promotion of investment.  Among other international agreements and membership, Tanzania is a member of Multilateral Investment Guarantee Agency (MIGA) and Africa Trade Insurance Agency (ATIA).Tanzania is also a member of International Center for Settlement of Investment Disputes, A dispute which is not settled through negotiations may be submitted to arbitration in accordance with the rules of procedure for arbitration of the International Center for Settlement of Investment Disputes. Furthermore a foreign investor may, in relation to the business enterprises which he operates obtain credit from domestic bank and financial institutions up to the limit established by the bank of Tanzania.
Tanzania’s doing business performance remains disappointing compared with other SADC and EAC members. Rankings for seven of the ten World Bank Doing Business indicators have worsened between 2009 and 2011, resulting in an overall slip from 125 to 128 out of 183 countries. To respond to these challenges, a Steering Committee of Permanent Secretaries and eight task forces were created in September 2009, which resulted in the development of a Government Roadmap for Improvement of the Investment Climate. The Roadmap’s Action Plan highlights priority issues to be tackled in the short-, medium- and long-term, and synchronizes other complementing business environment. The medium-term Public Investment Plan (MPIP) developed in 2009, together with considerable budgetary increases for infrastructure development, demonstrates the increasing importance given to improving infrastructure networks. 

Most investors have commented that while the business climate has generally improved over the past decade, in certain sectors the legacy of socialist attitudes has not fully dissipated, sometimes resulting in suspicion of investors’ especially foreign investors and slow decision making. The Organization for Economic Cooperation and Development (OEC through the Investment Policy Review of Tanzania published in 2013 came up with four key policy recommendations: (i)   rationalize investor rights and obligations and make them easily accessible, (ii) increase land tenure security for agricultural investors, (iii) enhance private investment in public infrastructure, and (iv) better promote and facilitate investment for both domestic and foreign firms. The Review is the result of a self-assessment undertaken by a national task force composed of government agencies, the private sector, and civil society led by the Prime Minister’s Office and plans to review its Investment Promotion Policy and Investment Act in order to tackle remaining challenges which are encumbering the growth of investments in the country. 
In an effort to improve her performance, since 2013 Tanzania launched the “Big Results Now” (BRN) initiative which seeks to identify and resolve constraints to results delivery in the following National Key Results Areas (NKRAs): energy, transport, agriculture, water, education and resource mobilization. Ministers are to be assigned with score-cards of Key Performance Indicators (KPIs) for each NKRA, so as to accelerate delivery and improve monitoring of priority projects and reforms in these areas. The regulatory framework to encourage private participation across infrastructure sectors has recently been enhanced with the PPP Act 2010, the PPP Regulations 2011, and the Public Procurement Act 2011. Government plans to review and improve these acts in 2013/2014, as announced in the June 2013 annual Budget (PMO, 2009). Such legal instruments could have a very positive impact across infrastructure sectors, especially if they are accompanied by high-capacity implementation by procurement entities and by Tanzania’s PPP Unit (which in 2014 will be merged from the existing PPP Co-ordination and Finance Units). 

2.3
Investment Incentives under the Tanzania Investment Act

In Tanzania the majority of investment incentives are provided by TIC through TIC certificate of incentives. TIC registered investors are provided both fiscal and non-fiscal incentives. As mentioned earlier the non-fiscal incentives are such as Automatic Immigration Quota:of up to 5 expatriates at the initial stage of the projects (More can be granted depending on nature of the project), Unconditional transferability of funds suchasNet profits or dividends of the investment, Payment in respect of foreign loans, Remittance of proceeds net of all taxes and other obligations, Royalties fees and other charges and Payment of emolument and other benefits to foreign personnel.
Protection against Non-Commercial Risks as Tanzania is a Member of MIGA (Multilateral Investment Guarantee Agency, A Scheme under the World Bank) and IISD also Protection against Nationalization/Confiscation whereby in case of change of policy, TIC registered projects cannot be confiscated by the Government.

Fiscal incentives under TIC Act mostly take the form of enhanced capital deductions and allowances. In addition, TIC registered investors also receive Import duty on Deemed Capital Goods. Deemed Capital Goods are not capital goods by generic therefore they are not covered under respective laws. These are like Building materials, Utility Vehicles, generators, Equipment etc. During the financial year 2009/10, the Government had instituted budgetary changes which abolished the Tax exemption on Deemed Capital goods for TIC registered projects. However, this was reinstated in financial year 2010/11 due to the decline of numbers of Projects registered in the financial year 2009/10. In the financial year 2012/13 – The Tax exemption on Deemed Capital Goods was again reduced to Import Duty at the rate of 90% where investors pay 10% of the import duty due, and VAT Exemption was reduced to 10% whereby investors are exempted 45% of VATABLE amount and VAT 55% payable. In the financial year 2013/14 – The Tax exemption on Deemed Capital Goods was further reduced to Import Duty at the rate of 75% where investors pay 25% of the import duty due. Furthermore, the financial bill for financial year 2013/2014abolished the Tax exemption to holders of TIC Certificate of Incentives on the following items, furniture, tiles, air conditioners, non-utility vehicles, fridges, electronic equipment, beddings, crockeries, cutleries etc. These led to decline of hotel Projects which are registered by TIC.  
Additionally, the FinanceBill for financial year 2014/2015 abolished the Tax exemption to holders of TIC Certificate of Incentives on the following items, Cements, Steel/iron bars. This again has led to decline of, Real estate, Human Resources and hotel Projects which are registered by TIC. The continuous changes in investments laws affect investments registered under TIC as they increases investors’ cost of implementing their Investments, uncertainty/ unpredictable investment environment.

2.4
Investment Flows in Tanzania

Tanzania, offers plenty of investment opportunities. These include oil and gas, mining, agribusiness, infrastructure development, manufacturing, health care, tourism, housing, ICT and other services.  Since 1996 to date TIC have registered 9430 private investments. Among all TIC registered private investments, 31 percent are in manufacturing, 25 percent in tourism, 14 percent real estate and 30 percent are in other sectors including mining, oil and gas. Moreover, 49% were domestic private investments, 25% foreign investments and 26% joint ventures. 
Moreover, it can be observed that the trend of private investment in Tanzania has been increasing consistently from 1996 and hit its peak in 2008. It started dropping in 2009 and rose again in 2010. This sharp drop of level of investment has been attributed to the world economic recession which started in 2008. Table 2.1 indicates TIC registered Private Investments; jobs created and investment value for the period 1996 to 2014. 

Table 2.1: TIC Registered Private Investments, Employment & Investment Value Records from 1996 –2014

	Year
	Total Investments
	Domestic
	Foreign
	Join Venture
	Jobs created
	Value: in USD Million

	2014
	704
	323
	213
	168
	      68,442 
	         11,897.30 

	2013
	885
	417
	184
	284
	102,658
	8,236.30

	2012
	869
	469
	205
	195
	    174,412 
	         19,659.61 

	2011
	826
	462
	172
	191
	      79,101 
	           7,177.24 

	2010
	509
	242
	160
	107
	     43,640 
	           5,066.15 

	2009
	572
	283
	149
	139
	      56,615 
	           2,285.18 

	2008
	871
	450
	208
	213
	    109,521 
	           6,680.10 

	2007
	701
	376
	147
	178
	    103,958 
	           5,715.60 

	2006
	678
	345
	161
	173
	      74,946 
	           5,877.29 

	2005
	550
	281
	131
	138
	       5,663 
	           1,705.51 

	2004
	454
	208
	119
	127
	     56,057 
	           1,132.76 

	2003
	372
	155
	109
	108
	198,458 
	           1,589.87 

	2002
	311
	126
	104
	81
	33,132 
	           1,071.69 

	2001
	220
	87
	53
	80
	24,699 
	          1,245.78 

	2000
	178
	64
	46
	68
	19,535 
	              874.28 

	1999
	181
	81
	43
	57
	     12,933 
	              535.90 

	1998
	239
	128
	67
	44
	37,885 
	              744.28 

	1997
	199
	90
	53
	56
	 37,311 
	              984.55 

	1996
	111
	49
	17
	45
	19,745 
	              649.97 

	Total
	9,430
	4,636
	2,341
	2,452
	1,308,711 
	 83,129 

	%
	100%
	49.16
	24.83
	26.00
	
	 


Source:TIC, 2015

The graph below indicates the trend of private investment projects registered by TIC for the period 1996 to 2014. 
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Figure 2.1: Trend of Investment Firms Registered by TIC: 1996 - 2014

Source: TIC, 2015 

CHAPTER THREE

LITERATURE REVIEW
3.1
Introduction
This chapter makes use of various literatures which are relevant to the topic and examines the contributions of those literatures to the study. The Section of theoretical literature in this chapter provides selective review of Investment theories emphasizing factors that presumably have a significant impact on investment decisions and the various factors influencing investment decisions. On the other hand the section on empirical literature highlights some related studies done by other authors and their gap which this study has tried to bridge in the subsequent chapters. 

3.2
Theoretical Literature Review

According to Saker (1993), there have been four basic models of investment. These are: 

(i) The Fixed Accelerator Model. In this model, once an increase in output is expected, the capital stock has to be proportionately increased. Investment is the sum of the difference between the existing & anticipated capital stock & the replacement needed to substitute the depreciation of the existing stock. So this is demand focused & investment is more as a result of demand. As output rises, businesses earn more profit & have better cash flows. As their confidence improves, they invest more in construction of factories, buildings & buy more machinery. This fixed investment would lead to more growth;

(ii) The Profit Approach.  According to this model profit is the only motivation behind investment. Businesses invest if profit incentive is there;

(iii) The Neoclassical Approach. Saker cites Jorgenson (1963) whose study concluded that investor takes into account both expected earnings & funds cost; and

(iv) The Tobin’s q Model. Saker cites Hayashi (1982) whose study concluded that firms invest as long as the increase in the value of their shares is higher than the increase in the replacement cost of their physical assets.  

Accelerator models are one of the early theories in this field which explained the determinant factors of investment. They emphasise the role of demand conditions as the main determinant of investment. One of the most important motivations to invest is considered to be the increase in output (Petraki-Kotti, 1996). The higher the income (and the production level) the more positive the firm’s future expectations are, leading to increased investment decision (e.gGeorgakopoulos et al 1995; Katona, 1946; Shackle, 1949, 1955).The Rigid Accelerator theory formulated by Clark (1917) was the simplistic approach and was rejected right from the beginning in tests by Kujnets (1935), Tinbergen (1938), Chenery (1952), Koyck (1954) and Hickman (1957). 

A more elaborate approach was given by the Flexible Accelerator Theory originated by Cheney (1952) and Koyck (1954). This theory model has been supported on grounds of empirical validity (meyer and Kuh, 1957; Jorgenson, 1963, Jorgenson and Stephenson, 1967b). ContinuouslyChenery (1952) and Koyck (1954) assumed that the level of desired capital is proportional to output. As a conclusion, we may say that probably the most “important implication of the accelerator models is that the size of a firm’s investment model is proportional to its output” (Song et al, 2001 p. 229 emphasis added).Also, Lightart (2002) showed that the relationship between investment and output in Portugal was statistically significant in the under investigation period. Consequently it is reasonable to assume that increasing level of output influences positively the level of investment expenditure in the country. 

The neoclassical theory of investment behaviour was considered as an alternative to the various investment theories. Its origins were found in the works of Roos and Von Sjeliski (1943) and Ross (1958). The theory was based on the assumption that the desired level of capital services is a function of relative prices. Many of the more recent investment models are based on the neoclassical theory where a representative firm maximises its present value, i.e. the discounted value of its expected profits. The two most commonly used theoretical investment models following this neoclassical tradition are the theory of the user cost of capital and the Q-theory. 

The user cost of capital is an assessment tool of incentive policies that has received attention in the recent literature. Since the pioneering paper of Jorgenson (1963), research in this area is increasing (see for example, King and Fullerton, (1984); Alworth, (1988); Mignolet, (1991, 1992, 1995a, 1995b, 1997, 1998); Auerbach, (1983,1990); Boadway, (1987); Boadway and Sahah, (1995); Mintz, (1990, 1992, 1993); McKenzie and Mintz, (1992), etc.The basic reasoning behind this theory is that a firm weighs the costs and benefits of investment and invests when the benefits exceed the costs. Thus, if capital inputs can be adjusted freely, the marginal product of capital equals the user cost for a price-taking firm. 

The Q-theory suggests that the firm will invest if the market value of an additional unit of capital (the shadow value) exceeds the cost of purchasing it, taking into account that there are costs associated with the adjustment of capital to its desired level. Thus, the firm’s marginal investment decision is determined by the ratio of the market value to the purchase (replacement) cost of capital, called the marginal. Under certain assumptions, this ratio can be shown to equal the ratio of the total value of the firm to the replacement value of its total capital stock, the so-called average q which can be measured using stock market information on the value of the firm (Hayashi, 1982). Both the user cost and the Q-theory can be adjusted for taxes. These tax-adjusted theories suggest that increases in corporate taxes (capital depreciation allowances) will reduce (increase) investment and the capital stock.

Arrow (1968) introduces the notion of irreversibility in the form of an inability to disinvest in intertemporal production programme. He demonstrates that in such a case there exists a discrepancy between the cost of capital and its marginal contribution to profit. However, the impact of this finding is small probably because uncertainty is omitted. The results of the theory of decision making in uncertain situations and of financial theory have led to a surge of analytical theories on irreversible investments in a situation of uncertainty.
Until recently, the standard approach of the neoclassical models was to isolate firms’ “real” decisions from financial concerns. This approach was based on the so-called Modigliani-Miller theorem which states that in the absence of taxes firms’ financial structure and policy are irrelevant for their investment decisions (Modigliani and Miller, 1958). The necessary assumption underlining this theorem is the existence of perfect capital markets. Under the assumption of imperfect capital markets with adverse selection and moral hazard, using external funds to finance investment projects becomes relatively more expensive than financing them with internal funds (see Hubbard, 1998, for an extensive review). Several studies have tested this assumption and found that proxies for internal funds, such as cash flow, have explanatory power after controlling for the average q, user cost or accelerator variables. The interpretation is that firms with low internal funds or net worth are financially constrained and cannot carry out all profitable investment projects. In the presence of taxes there may, thus, be an additional effect on firms’ investment decisions beyond the user cost and average q as taxes affect the after-tax earnings from existing projects and hence the internal funds available to finance future investment. Furthermore, tax policies may have an effect on the financial structure of firms by affecting the choice between debt and equity financing.

The first serious attempt is in the seminal paper by Jorgenson (1963). The model came to be known as the “User Cost Model” of investment (Antonakis, 1987) and assumes that the investment model is linear in prices and output (Barbarino, 2003). A few years later, Jorgenson and Stephenson (1967) also assumed that the aim of the firm is to maximise its Net Present Value and after the relevant elaboration, they derived investment in every period as a function of relative prices and output (Antonakis, 1987). 
3.3
Empirical Literature Review

Based on above theoretical underpinnings, factors affecting firm’s decisions to invest has been analyzed in different ways in the empirical literature. A careful examination of the empirical data mainly for the American Economy presented by Anderson (1964), Griliches and Wallace (1965), Evans (1967), Evans (1969), Bischoff (1969), Jorgenson (1971) and Bischoff (1971a) demonstrated that output has indeed been one of the main determinants of private investment.
Zeufack (1997) studies the investment behaviour of manufacturing firms in Cameroon between 1988 and 1992. The findings reveal a negative influence of uncertainty on investment, a high adjustment speed and strong capital-profitability elasticity. Demand seems to have also played a key role in the accumulation of capital. By separating his sample of 68 firms into two sub-samples  one comprising firms whose majority shareholders were Cameroonian (private, local) and another comprising firms whose majority shareholders were foreigners (private, foreign) Zeufack demonstrates that investment behaviour on the part of firms depends on whether they are local or foreign. Private local firms have a higher adjustment speed than private foreign ones (Zeufack, 1997). One of the most interesting findings from the comparison is a greater perception of uncertainty by private foreign firms. Zeufack (1997) explains this finding by the non-homogeneity of institutional constraints perceived and faced by the two categories of firms due to information asymmetries. One should therefore pay attention to this difference in reaction and explicitly take it into account while designing policies aimed at promoting private investment.

Some studies have analyzed firm’s decisions to invest through an analysis of user cost of capital like the pioneering work by Hall and Jorgenson (1967) concluded that development in the user cost of capital could explain aggregate investment relatively well. However, this finding was later criticised (e.g. Chirinko and Eisner, 1983). It was argued that the user cost specification by Hall and Jorgenson (1967) was capturing accelerator effects since in their original specification this variable enters the investment equation as the ratio of output to user cost. When the contribution of the user cost to explaining investment was isolated from that of output, it was found that its effect was negligible. 
Studies by Serven and Solimano (1992) citesBlejer and Khan (1984) concluded that GDP is the most important determinant of Private Investment. According to Serven&Solimano, a slow economy also influences investment through expectations. A recession may induce investors to postpone their investments & they may delay & wait for the economy to recover. 
Herbet (2001), working on aggregated data from non-financial companies and individual French businessmen, finds that during the 1990s the accelerator and the profit rate are the only explanatory variables for the investment behaviour of French firms. The other variables (interest rate, Tobin’s Q and the rate of utilization of production capacities) are irrelevant.
A study by Temitope W. Oshikoya (1994) found that there appears to be a positive relationship between GDP and private investment in African countries, as private investment was discouraged by slower economic growth. However, when the economic growth improved and real GDP increased that was not matched by the increase in private investments in African Countries.
Cummins et al. (1994) report that policymakers introduce investment tax credits when investment is perceived to be low and remove them when investment is perceived to be high. In contrast, at a disaggregated level, tax policies affect individual firms differently as the composition of the stock of capital varies across firms. Thus, tax policies are likely to be exogenous to firms’ investment decisions at this level of analysis. An additional advantage of disaggregated analysis is that the problem of measurement errors in independent variables may be addressed using panel estimation techniques and disaggregated data as suggested by Griliches and Hausman (1986).Furthermore, work done by Tanzi and Zee in 2001 on tax policies for developing countries indicated that while granting tax incentives to promote investment was common in countries around the world, evidence suggested that its effectiveness in attracting incremental investments above and beyond the level that would have been reached had no incentives been granted, was often questionable. 
The study indicated that tax incentives could be abused by existing enterprises disguised as new ones through nominal re-organization, and therefore their revenue costs could be high. Moreover, foreign investors, which are the primary target of most tax incentives, base their decision to enter a country on a whole host of other factors (such as natural resources, political stability, transparent regulatory system, infrastructure, and skilled workforce), of which tax incentives are frequently far from being the most important one (Tanzi& Zee, 2001).
In their survey, Hassett and Hubbard (2002) concluded that the early studies based on aggregate level analysis were unable to distinguish the effects of the various determinants of investment because aggregate variables, such as investment and tax policy, tend to move together over the business cycle. Empirical  evidences (Beddies,  1999; Ghura&Hadjimichael, 1996; Ghura, 1997) indicates that private investment has a stronger and more favorable effect on growth rather than government investment, probably because private investment is more efficient and less closely associated with corruption. It is estimated that the ratio of private investment to GDP in the sub-Saharan African countries which had experienced poor rates of growth in the 1990s was less than 10 percent, compared with 16 percent in Latin America, 18 percent in advanced countries and 16.5 percent in newly industrialized countries in Asia (Hernandez-Cata 2000).Therefore, contribution that Private investment makes to a country’s economic development and its integration into the world economy is widely acknowledged. 
The study by Mushumbusi (2012) on determinants of private investment in Tanzania reveled that credit to private sector, degree of openness of the economy, GDP growth and private investment lagged in one period are significant in explaining private investment at 5 percent level of significance, while lending rate and human capital both lagged in two periods are insignificant. Also error correction term is negative and significant at 5 percent revealing that in long-run these variable converge to the equilibrium. However, Mushumbusi (2012) concentrated on macroeconomic conditions and used a time series data for the period 1975 to 2010.
Moses Joseph (2014)analyzed the determinants of foreign direct investment in Tanzania using Ordinary least square (OLS) estimation technique to analyze the relationship between foreign direct investment and its determinants. The result shows 
that, the market size, infrastructure development and natural resources availability are the major determinants of foreign direct investment inflow to Tanzania. However this study only considered determinants of foreign investment to Tanzania and ignored the aspects of domestic investors. Moreover, the study did not capture variables like tax incentives; political factors, Locational Factors, Legal and Regulatory Framework factors and financial market factors. 
3.4
Research Gap

A vast number of theoretical literatures have looked at the determinants of investment. However, these theories fail to explain decision to invest by considering other factors in the same model. Similarly, several empirical studies related to the determinants of private investment have been conducted. Though most of these studies follow a macroeconomic approach and make use of secondary data. Few studies which tried to incorporate other variables apart from macroeconomic variable have only dwelt on determinants of FDIs and left out domestic investments. On the other hand the uniqueness of this study is that, it encompasses wide range of factors influencing private investment decision instead of dwelling on capital concerns only as in many other literatures and theories of investment. Moreover, various studies and models elsewhere explain factors influencing private investment decisions in a particular sector with factors that do not suit Tanzanian environment, hence leaving various variables which presumably can influence private investment decision in Tanzania unexplained. Therefore, there is lack of survey studies aimed at presenting the current situation on factors influencing private investment decision in Tanzania generally.Therefore study will try to measure the strength of level of influence on private investment decision in Tanzania on various unexplained variables.So this study is outstanding in the sense that, it encompasses opinions from different angles to identify the significance of specific factors in explaining the private investment activity in Tanzania.
CHAPTER FOUR

RESEARCH METHODOLOGY
4.1
Research Design

Research design indicates a plan of action through which a study is organized from data collection up to the analysis. This study used the case study design whereby TIC registered private investment in Dar es Salaam in year 2014 was the case. TIC is the government agency designated to promote and facilitate investment activities in Tanzania as one stop Centre. The aim of designing a case study was to have the detailed and intensive analysis of the case as pointed out in (Bryman, 2004).

The analysis was carried out where private investment was the dependent variable and the rest of the variables served as independent variables. The resulting model and its estimation checked various hypotheses. The significance of individual independent variable as a determinant of the dependent variable was checked by Wald Chi-square tests. 

4.2
Theoretical Model

There is no broad agreement about what is the ‘correct’ specification of the empirical aggregate private investment equation (Rama, 1993). The approach adopted in this study was to construct a simple canonical investment equation with reference to the existing empirical literature on FDI Model, and then augmenting the model with variables which also captures Local Investments. The basic theoretical framework used for the established model was the electric paradigm (model) of Dunning (1973, 1980, 1988) which is a mix of three different theories of foreign direct investments, that is Ownership, Location and Internalization (OLI). Thus, OLI paradigm is a combination of various theories of foreign direct investment, that concentrating on various questions: FDI = O + L + I. The modified FDI Model by Dunning (1988) captured private investment generally to include FDI and local investments. The modified model captured political, macroeconomic, government laws and regulations, location market and financial variable to formulate the research model used for the study. 

4.3
Empirical Model

The methodological framework relies heavily on economic theory and empirical analyses presented in chapter three. Logistic regression, also called a logit model, was used to model factors that affects firms decision to invest in Tanzania since decision to invest is a dichotomous outcome variable. In this model; the log odds of the outcome is modelled as a linear combination of the predictor variables. Given that the research was interested in the factors that influence whether a firm decides to invest in Tanzania or not; the outcome (response) variable is binary (0/1); 1 whether a firm invests in Tanzania based on these factors and 0 whether a firm decides not invest in Tanzania based on these factors.  

The predictor variables of interest in this model are political factors, government laws and regulations, location factors, market factors, and financial and macroeconomic factors. Consequently, our empirical model assumes that private investment is linear to: output, political factors, government laws and regulations factors, location factors, market factors and financial factors. Furthermore the model contains a constant term expressing the level of autonomous investment, i.e. the level of investment which does not depend on output or any other factor (Dornbusch and Fischer, 1993, p. 146; Georgakopoulos et al., 1995 p.303). The omission of the constant term could bias the result substantially. 

Thus, analysis tested for the significance of the factors (i.e.political stability, government laws and regulations factors, location factors, market factors, macroeconomic and financial factors) which presumably influence private investment activity in Tanzania. Based on the above the relationship is assumed to be linear and we used survey data set for 50 out of 397 firms registered by Tanzania Investment Centre in 2014 which are based in Dar es Salaam.

Specifically, the basic logistic model formula employed to estimate private investment activity in Tanzania is: 
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where,
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The maximum-likelihood estimator (ML) of [image: image32.wmf]B

 is given by maximizing the following log-likelihood function by
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4.4
Measures of Estimation Variables

The study used a five-point Likert scale to measure the strength of the identified predictor variables in influencing the private investment decisions in Tanzania. The strength of these variables ranged from most important (5) to the least important (1).  Moreover, to measure the degree of satisfaction on the investment climate in Tanzania, the ranging was from strongly satisfied (5) to strongly not satisfied (1). Consequently, for modeling purposes the Likert scale five points was further quantified as 1, 2, 3, to be coded as 0; while 4 and 5 was coded as 1. Where by 0 means the predictor variable in question was not satisfactory to the investor to influence them to invest and 1 means the predictor variable in question was satisfactory enough to influence the decision to invest.The reason will be to see what variables play a major part in their investments decisions. The primary data collected in questionnaires will be coded and keyed in to deliver the desired level of how the identified variables influence private investment in Tanzania. 

4.5
A priori Expected Relationship of the Variables

The following are a priori expectations of the behaviour of the variables.
(a) Political Factors
Political factors like political stability, government transparency, working efficiency of the government, government reliability and investment policies have positive relationship with decision to invest as they guarantee security to investment.
(b) Government Laws and Regulations Factors
Government laws and regulations such as private investment tax incentives, strong law enforcement and administration, foreign equity restrictions, limitation of land ownership, company registration processes, and immigration restrictions have influence in decision to invest.

(c) Location Factors
Location factors like abundant natural resources, strategic location, and good infrastructure, have influence to the decision to invest in the country due to the reduction of cost of doing business.

(d) Market Factors
Market factors like size of the market, potential for market growth, openness of the market, abundance of raw materials and favourable market competition implies the potential for larger economies of scale, hence influence decision to invest. 

(e) Financial and Macroeconomic Factors
Financial factors such as stability of exchange rate, appropriate level of interest rate, proper level of inflation rate, accessible to capital market, strong banking system, steady growth of GDP and low level of unemployment have positive relation with the decision to invest.

4.6
Research Hypotheses

On the basis of the objectives and the conceptual framework above, the following null and alternative hypotheses were formulated for this study and tested based on the data collected.

(i) Hypothesis A
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Political factors have a positive and significant predictive power over private investments;
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Political factors have a negative and insignificant predictive power over private investments.

(ii) Hypothesis B
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 Government factors have a positive and significant predictive 
power over private investments.
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  Government factors have a negative and insignificant predictive 
power over private investments.

(iii) Hypothesis C
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Location factors have positive and significant predictive power over private investments.
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Location factors have a negative and insignificant predictive power over private investments.

(iv) Hypothesis D
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Market factors have a positive and significant predictive power over private
investments.
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Market factors have a negative and insignificant predictive power over private investments.

(v) Hypothesis E
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Financial and macroeconomic factors have positive and significant predictive powers over private investments;  
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Financial and macroeconomic factors have negative and insignificant predictive powers over private investments.
(vi) Hypothesis F
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Company registration procedures, investment facilitation services and after care services have positive and significant predictive power over the factors to attract more investments;  
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Company registration procedures, investment facilitation services and after care services have negative and insignificant predictive power over the factors to attract more investments;  

4.7
Estimation Techniques

In this case, logit model was used in the estimation and applying a latent variable model as discussed by Heckman (1978) and used by Bollenet al (1995),which allows us to make estimation of the equation. In the current study we cannot employ the usual Ordinary Least Squares (OLS) estimation techniques since our independent variables are dichotomous in nature (the variable indicating whether a firm has decided to invest or not is discrete). This is due to the pitfalls that exist in such a technique in case of discrete choices. The assumption of continuity of the linear equation does not hold in discrete models and there is an existence of heteroscedasticity in such models. This makes OLS technique inapplicable.

4.8
Research Instruments and Data Collection Techniques

The researcher used primary data through administered questionnaires to a sample drawn from the firms in Dar es Salaam which were registered by the Tanzania Investment Centre (TIC) in 2014.

4.9
Sampling

The population for this study is 704 investment firms registered by TIC in 2014. Out of 704 investments firms registered by TIC in 2014, 397 are located in Dar es Salaam. Hence, the study used purposive sampling by taking 50 out of 397 registered investments which are based in Dar es Salaam. The sample of 50 takes both domestic and foreign covering different sectors; existing investors and potential investors to analyze factors influencing the investment decision of these various groups. The study took registered investments in year 2014 because it is the most recent period, hence high possibility of getting current level of strength on factors influencing private investment in Tanzania. Moreover, the study has chosen Dar es Salaam because over 57% (that is 397 out of 704) of the registered investments in 2014 are located in Dar es Salaam. Hence, Dar es Salaam was good sample representative and easy of getting required information/data necessary for the study. Secondly, given the time and financial constraints, and taking into account, the study wanted to collect and use primary data, it was necessitated to conduct the research in Dar es Salaam as a sample representative instead of taking all regions in Tanzania for comparisons purposes.
CHAPTER FIVE

DATA ANALYSIS AND INTERPRETATION
5.1
Data Analysis

The study used both qualitative and quantitative approaches to analyze the collected data. The analysisused SPSS software in determining descriptive statistics consisting of frequency, percentage, mean, and standard deviation were utilized in the analysis of qualitative information and identification of private investments profiles under consideration. The multiple regression and correlation analysis were also used to analyze the quantitative part by testing the hypotheses and identify factors that have significant influence on private investment decision in Tanzania. This study basically used questionnaires to collect primary data. All the primary data from total 50 questionnaires were analyzed. The questionnaire was divided into four Parts as follows:
1. General company information;

2. Factors influencing private investment decision in Tanzania

3. Overall Assessment of satisfaction of investment climate in Tanzania and willingness to re-invest in Tanzania

4. General recommendations and proposals.

5.1.1
General Company Information

This parthad no major issues to be used in the analysis of the factors influencing private investment in Tanzania. The part only intended to ensure that, there is representation across the board in terms of categories, sectors and scales of various private investments under consideration. In establishing that there is representation, the study utilized descriptive statistics consisting of frequency and percentage as indicated in Table 5.1.

Table 5.1: Descriptive Statistics-General Information

	S/N
	Indicator
	No.
	Percentage

	1.
	Category of the company

	
	Local
	33
	66%

	
	Foreign
	17
	34%

	2.
	Sector of the company 

	
	Manufacturing
	40
	80%

	
	Construction
	4
	8%

	
	Transportation
	2
	4%

	
	Tourisms 
	2
	4%

	
	Telecommunications
	1
	2%

	
	Financial Institution
	1
	2%

	3.
	Scale of the Company 

	
	Large
	3
	6%

	
	Medium
	32
	64%

	
	Small
	15
	30%


Source: Survey
5.1.2
Factors Influencing Private Investment Decision in Tanzania

5.1.2.1
Mean and Standard Deviations of the Variables

The researcher computed mean and standard deviation of 26 independent sub variables used in this study which were derived from 5main variables namely political factors; government laws and regulations factors; location factors; market factors; and financial and macroeconomic factors. The dependent variable was Private Investment in Tanzania which was assumed to be influenced by all of the 26 independent sub variables. 
Table 5.2: Descriptive Statistics-Political Factors
	S/N
	Political Factors
	Mean
	St.Dev
	Degree of Importance

	1.
	Political stability
	4.46
	0.64555
	strongly considered

	2.
	Government transparency
	3.88
	0.74615
	least considered

	3.
	Government efficiency
	3.42
	1.19676
	least considered

	4.
	Government reliability
	3.92
	0.92229
	least considered

	5.
	Investment policies
	4.72
	0.45356
	strongly considered

	
	Political Factors
	4.08
	0.79286
	strongly considered


Source: Survey 

Table 5.2 presents sub variables derived from political factors. The political factors had significance influence as it is strongly considered with the mean of 4.08 and Standard Deviation of 0.79286. The results indicated that investment policies had the highest average mean scoreof 4.72 and standard deviation 0.45356. This signifies investment policies as the most import factor among other factors under political factors. Government efficiency was least considered with the lowest average scores of mean 3.42 and standard deviation 1.19676. This indicates that, most private investments do not consider much the issue of government efficiency while making their investment decisions.

Table 5.3: Descriptive Statistics-Government Factors
	S/N
	Government Factors
	Mean
	St.Dev
	Degree of Importance

	1.
	Tax incentives
	4.14
	0.7001
	strongly considered

	2.
	Law enforcement and administration
	4.38
	0.6966
	strongly considered

	3.
	Equity restriction
	3.4
	0.9689
	least considered

	4.
	Land ownership
	4.1
	0.8144
	strongly considered

	5.
	Immigration procedures
	4.06
	0.9127
	strongly considered

	
	Government Factors
	4.016
	0.81854
	strongly considered


Source: Survey 

Table 5.3 presents the mean and standard deviations of government factors. The reactions from private investors indicate that,on average, the government regulations and laws factors were strongly considered with the mean score of 4.016 and standard deviation of 0.81854. Law enforcement and administration is strongly considered to influence private investment in Tanzania among other items in government factors with average Mean score of 4.38 and standard deviation of 0.6966. At the same time, the issue of equity restriction seems to beless considered by most of the investors with average mean score of 3.4 and standard deviation of 0.9689.

Table 5.4: Descriptive Statistics-Location Factors
	S/N
	Location Factors
	Mean
	St.Dev.
	Degree of Importance

	1.
	Natural resources
	4.18
	0.74751
	strongly considered

	2.
	Strategic location
	3.2
	0.98974
	least considered

	3.
	Infrastructure network
	4.08
	0.80407
	strongly considered

	
	Location Factors
	3.82
	0.84711
	least considered


Source: Survey 

Table 5.4 indicates that, private investments in Tanzania do not base on all identified variables under location factors while making their investment decisions. This is because on average the location factors have mean score of 3.82 and standard deviation of 0.84711. However, the issue of natural resources and infrastructure network are strongly considered among the variables on location factors as they have average mean scores of 4.18 and 4.08 standard deviations of 0.74751 and 0.80407 respectively. It seems that, infrastructure network is highly considered to ensure that the produce can easily move from one location to the other. Thus, the overall less consideration of location factors was only lead by highly lest consideration of strategic location which had mean average score of 3.2 and standard deviation of 0.98974. Thus resulted into the overall least consideration of the location factors, hence marginalized the strength of consideration given to natural resources and infrastructure networks. 

Table 5.5: Descriptive Statistics-Market Factors
	S/N
	Market Factors
	Mean
	St.Dev
	Degree of Importance

	1.
	Market size
	3.4
	1.03
	least considered

	2.
	Market growth
	3.4
	1.12
	least considered

	3.
	Openness
	4
	0.83
	strong considered

	4.
	Raw materials
	4.02
	0.94
	strong considered

	5.
	Competition
	3.68
	0.89
	least considered

	
	Market factors
	3.7
	0.962
	least considered


Source: Survey 

Table 5.5 showsthat, the private investments in Tanzania basically do not make their investment decisions based on all the market factors. This is because some of the market factors were given less consideration hence resulted into overall average mean score of 3.7 and standard deviation of 0.962. Though the outcome indicates market factors as a whole are less considered but issues of raw materials and openness of the market were strongly considered with average mean scores of 4.02 and 4 and standard deviations of 0.94 and 0.83 respectively. Market growing potential and size of the market in Tanzania were the least considered with same average mean score of 3.4 and standard deviation of 1.12 and 1.03 respectively. Hence, the low level of consideration given to market growing potential and size of the market lead to the overall less consideration of the market factors. It seems that, most private investors do not confine themselves into Tanzania market. They look the market beyond the horizon of Tanzania. Tanzania is only considered as a center of production in order to take advantage of the open markets resulted from bilateral trade agreements, Regional Integrations and economic partnership agreements. That is why respondents, gave much weight to openness of the market. Moreover, availability of raw materials was given much weight by private investments in order to assure sustainability in production. 

Table 5.6: Descriptive Statistics-Financial and Macro Factors
	S/N
	Financial Factors
	Mean
	St.Dev.
	Degree of Importance

	1.
	Exchange rate
	4.42
	0.70247
	strongly considered

	2.
	Interest rate
	4.24
	0.716
	strongly considered

	3.
	Inflation rate
	3.58
	1.07076
	least considered

	4.
	Capital market
	3.68
	1.07741
	least considered

	5.
	Banking system
	3.54
	1.23239
	least considered

	6.
	GDP
	3.52
	1.21622
	least considered

	7.
	Unemployment
	3.9
	0.90914
	least considered

	
	Financial and Macro Factors
	3.84
	0.9892
	


Source: Survey 

Table 5.6 indicates that,on average, private investment decision in Tanzania generally do not base on all identified Financial and Macroeconomic factors. This is portrayed by the overall average mean score of 3.84 and standard deviation of 0.9892. However, exchange rates stability and interest rates were strongly considered among the financial and macroeconomic variables identified with average mean scores of 4.42 and 4.24 and standard deviations of 0.70247 and 0.716 respectively. The high level of consideration of exchange rates might be resulted from the fact that, most of the capital goods are imported from outside Tanzania which necessitates having foreign currency. Similarly interest rate was given high consideration because most of the private investments do borrow in order to invest.  At the same time GDP growth was least considered among all the financial and macroeconomic variables with average mean score of 3.52 and standard deviation of 1.21622.

5.1.2.2
Hypothesis Testing

The researcher performed omnibus tests of model coefficients in 5 elements namely political factors, government laws and regulation factors, location factors, market factors and financial and macroeconomic factors. The results of the tests are as indicated in Table 5.71. 
Table 5.7: Omnibus Tests of Model Coefficients
 SHAPE  \* MERGEFORMAT 



Overall Chi-square test
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The null hypothesis is rejected at 5 percent significant level since p-value=0.021.Moreover, researcher performed a multiple regression analysis on the five (5) factors to determine the level of significance of the predictors in influencing private investment in Tanzania.   
Table 5.8: Model Summary
 SHAPE  \* MERGEFORMAT 



Table 5.9: Variables in the Equation
 SHAPE  \* MERGEFORMAT 



5.1.2.3
Interpretation of Results

The variables on Table 5.73 above contain the coefficients for the (fitted) line and other relative information about the coefficients. The equation of the line found from the output is
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Where;
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is political factors, [image: image55.wmf]GF

stands for government factors, [image: image56.wmf]LF

is location factors, [image: image57.wmf]MF

is market factors, and [image: image58.wmf]FMF

is financial and macroeconomic factors.

A review of Table 5.73 also indicates several other statistical tests that SPSS is performing. These include the test whether all the coefficients are equal to zero or not using the Wald Chi-square tests. From the results we see that the coefficients for government factors and financial and macroeconomic factors fail the test and therefore we can conclude that their coefficients are actually zero. However, looking at the probability values for the rest of the variables we reject the null hypothesis and conclude that their coefficients are actually different from zero.  The probability for political factors is 0.088 that means the level of significance is 10 percent; location factors probability is 0.062 which means the level of significance is 10 percent, while that of market factors, its probability is 0.012 (5 percent significance level). 
These results are documented against their corresponding hypotheses as follows: 
(a) Hypothesis A: Political Factors
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From the results, the null hypothesis is rejected in favour of the alternative. We then conclude that political factor has a significance predictive power over private investments in Tanzania as hypothesized. In this case, the coefficient is significantly different from zero (p-value is 0.088). This implies a significance level of 10 per cent.

(b) Hypothesis B: Government Factors
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In this case, the null is not rejected implying that government factors taken together have no predictive power over private investments in Tanzania. This means that the coefficient of government factors taken together is actually zero.

(c) Hypothesis C: Location Factors
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In hypothesis C, we test the predictive power of location factors on private investments in Tanzania. The results show that, location factors have a predictive power over the dependent variable. We therefore reject the null hypothesis of zero coefficients and we conclude that the location factors have predictive power over private investments in Tanzania. That is coefficient of the location factors in this case is different from zero.

(d) Hypothesis D: Market Factors
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In testing the predicting power of market factors, the results show that, the null hypothesis is rejected in favour of the alternative and we conclude that the variable has a significant predictive power over the private investments in Tanzania, at 5 percent significance level. Meaning that, coefficient of the market factors is different from zero.

(e) Hypothesis E: Financial and Macroeconomic Factors
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In this case we tested the null that financial and macroeconomic factors to have a positive and significant predictive powers over private investments in Tanzania. Based on the results, we do not reject the null hypotheses and conclude that, the financial and macroeconomic factors have no predictive power over private investments in Tanzania. We reject the null at 1 per cent significant level.  

Odd ratio,
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The last column of the variables in the Equation Table 5.9.
5.1.3
Assessment of Satisfaction of Investment Climate in Tanzania and Willingness to Re-invest in Tanzania

In order to determine ways of attracting more private investments in Tanzania, the research assessed the levelof satisfaction of the private investors on investment climate in Tanzania and their willingness to re-invest. Moreover, the study requested for investors opinion of general policy reforms which are needed in order to make Tanzania more competitive for the betterment of the country and the investors. To arrive on this, the study utilized descriptive statistics consisting of mean and standard deviations to describe the identified information. Table 5.10 depicts the response of the investors regarding their satisfaction of investment climate in Tanzania and willingness to re-invest if the current situation is sustained but without tax incentives.
Table 5.10: Descriptive Statistics-Private Investors Satisfaction on Investment Climate in Tanzania and Willingness to Re-invest in Tanzania
	S/N
	Indicators
	Mean
	St. Dev.
	Degree of Importance

	1.
	Company Registration Procedure services
	4.56


	0.61145


	strongly satisfied 

	2.
	Investment Facilitation Services
	4.02
	0.82040
	strongly satisfied

	3.
	Aftercare services 
	2.72
	0.83397
	not satisfied

	4.
	Average Score
	3.77
	0.75527
	Satisfied


Source: Survey

Table 5.10 showsthat, on average the private investments in Tanzania are satisfied with the investment climate in Tanzania, hence are willingly to re-invest if such climate is sustained. The Company Registration Procedure Services were ranked high of all the indicators used to assess the level of investors’ satisfaction on Tanzania investment climate, with the mean average score of 4.56 and standard deviation of 0.61145. The introduction of an online single window system which allows investors to do the registration processes electronically is the key factor which brought good impression to investors. 
On the other hand, most respondents seemed not to be satisfied with aftercare services given to them after being registered and given investment certificate of incentives. The reason is that, there is no follow up mechanisms on the challenges faced by investors while in the field. It is only when there is complain or misunderstanding between investors and the communities is when the government intervenes. 

Additionally, the study has revealed that, there is strong relationship between investment incentives and increase in private investment level in Tanzania if investment incentives go hand in hand with improved investment climates. This is due to strong consideration given in fiscal and non-fiscal incentives accorded to investors. Regarding fiscal incentives respondents’ indicated that provision of tax incentives is strongly considered with the mean score of 4.016 and standard deviation of 0.81854. At the same time, non-fiscal incentives such as one stop center while doing company registration and other investment facilitation services are strongly consideration, hence such services have strong relationship with increase in private investment. Therefore, generally respondents reviled that if Tanzania can sustain the current investment climate and also improve the aftercare investment services, most of the investors will be willingly to re-invest their investment proceeds. 

In the last hypothesis under the chapter four on research methodology, the study hypothesized that company registration procedures, investment facilitation services and after care services have positive and significant predictive power over the factors to attract more investments in Tanzania. The Logistic regression results are reported in Table 5.11.
	Table 5.11: Logistic Regression on the Determinants of Investment Attraction
Number of Obs=

43

LR Chi(2)=

6.9

Prob>Chi(2)=

0.0318

Log-Likelihood=

-25.785

 

 

 

Pseudo R2=

0.1179

Determinants

Odds Ratio

Std. Err

Z

P>|Z|

95% Confidence Interval

Company Registration

0.08333

0.136

-1.5

0.123

0.0033

2.045

Investment Facilitation

12

13.698

2.18

0.029

1.2809

112.417

After Care

1

(Omitted)

 

 

 

 

Constant

2

2.44949

0.57

0.571

0.1813

22.0564



	


Source: Author’s own computation

The results show that investment facilitation services have positive and significant predictive power as a factor to attract more investment to Tanzania. This is portrayed by the probability of 0.029, which is significant at 5 per cent level. In this regards, we do not reject the null hypothesis.   The rest of the variables however, are not significant and hence have no predictive power as attraction of investment to Tanzania.
5.1.4
General Recommendations and Proposals
The study revealed that, private investors are willingly to invest even if there are no tax incentives. However, they prefer tax policy which is stable and predictable. Accordingly most respondents to the study proposed that, the fiscal incentives should be given directly within the tax laws instead of granting the same through certificates of investment incentives offered by TIC. This will enable the fiscal incentives to be granted in a transparent manner and with minimal discretion. Moreover, it will reduce the cost of following up the incentives, hence making value for the same. 
On the other hand, most of the respondents proposed that, the government should concentrate much in improving investment climate and prevent fiscal incentives rivalry between Tanzania and countries with which Tanzania enters free trade agreements. This will enable the government avoid unnecessary revenue loss by provide fiscal incentives to only investors who invest in the neglected areas and investors who wish to export their produces.  

CHAPTER SIX
CONCLUSION AND RECOMMENDATIONS

6.1
Conclusion
The study analyzed the factors influencing private investment in Tanzania. The study findings revealed that, political factors (i.e. political stability, government transparency, working efficiency of the government, government reliability and investment policies), location factors (i.e.abundant natural resources, strategic location, and good infrastructure) and market factors (i.e. size of the market, potential for market growth, openness of the market, abundance of raw materials and favourable market competition) influence private investment decisions in Tanzania. Hence political factors, location factors and market factors have significant and productive powers over private investments in Tanzania. Their probabilities are 0.088, 0.062 and 0.012 respectively. Thus, significance levels of political factors, location factors and market factors are 10, 10 and 5 percent respectively. Hence, government should sustain political factors, location factors and market factors in order to continue attracting private investments.
Moreover, despite the fact that other factors considered under the study (government laws and regulations; financial and macroeconomic factors) appeared to be statistically insignificant, the government need not to undermine the strength of the same in attracting private investment. This is because economically they have impact in attracting investment. Hence, government should continue making more efforts to make those factors more attractive to private investment. 
6.2
Recommendations

Following the results from the analysis, several options to improve the levels of private investment in Tanzania can be recommended. Thus, the study recommends to the government to ensure political stability is maintained to enable Tanzania continue to beattractive destination for Private Investment. This is because the analysis shows that, investors prefer to invest in countries where peace, tranquility and stability prevail. Another area which appears to have a positive and significant predictive power over attraction of private investment in Tanzania is investment facilitation services. While, Tanzania Investment Centre needs to sustain investment coordination and promotion activities but also, more effort should now be geared towards investment facilitation and after care services in order to make existing investors comfortable to reinvest their proceeds and also be good advocates to other investors who wish to invest in Tanzania. 
Similarly, instead of concentrating on granting tax incentives as a measure for attraction of investment, the government eye should be geared towards sustaining company registration procedures and investment facilitation services. Moreover, government should establish a vibrant aftercare services to help in addressing investors challenges encountered in the field. On the other hand, the government should continue to provide valuable information and avoid unnecessary bureaucracy to investors. 

Moreover, the government needs to continue instituting laws and regulations which are friendly to investors in order to make Tanzania more attractive to Private Investments. Lastly Tanzania should continue with her efforts to expand,link and maintainthe infrastructure networks such as roads, railways and ports in order to make effective use of her strategic location.  

6.3
Areas for Further Studies

The study did not go into details in assessing the relation of the factors influencing the private investment decision in Tanzania. It has just analyzed as to whether identified variable influence private investment decisions or not. Thus a study to analyze how these factors collectively influence the decision to invest might be very interesting and relevant. Furthermore, the survey noted that factors influencing private investment in Tanzania vary widely from one sector to the other. Hence omnibus test might have biased the exactness of the actual factors influencing private investment in Tanzania.  Therefore, it might be interesting for other researchers to conduct study on factors influencing private investment in Tanzania in each specific sector taken in isolation.Finally, it might be much interesting for other researchers to conduct a study to access whether Tanzania Investment strategies and policies are adhered to and if the benefits provided by laws like investment loan facilities are beneficial to common Tanzania.

6.4
Limitations of the Study

Due to limited resources in terms of time and financing, the study has been limited to just a small sample of 50 registered private investments, which might not be a good representative of a Tanzania. Nevertheless, it is the expectation of this study that the results have been able to give a picture of how the identified variables influence private investment in Tanzania.
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APPENDIX

INVESTOR SURVEY
Empirical Analysis of the Factors Influencing Private Investment in Tanzania

Introduction

The researcher is a student at the Open University of Tanzania and is undertaking this survey to solicit information for her dissertation in fulfillment of the requirement of the degree of Masters of Science in Economics. Participants are thanked for their willingness to provide information to the below questions.

Part A: General Information

1. Name of the company: _____________________

2. Year of establishment in Tanzania_____________

3. Category of Company (local or foreign)

4. Sector the company operates in (e.g. mining, manufacturing,

etc.)_________________

5. Scale of the Company (Large, medium or small):_________________________

7. Number of staff employed in your organization:____________________

Part B: Factors influencing private investment decision in Tanzania

How did the following factors influence your investment decision in Tanzania? Please rate the following factors on a scale of 1-5, (1 being the least considered and 5 the most considered):
1. Political factors:

a) Political stability (…….)

b) Government transparency (…….), 
c) Working efficiency of the government (…….),
d) Government reliability (…….), and 
e) Investment policies sustainability (…….).

2. Government laws and regulations:
a) Private investment tax incentives (…….), 
b) Strong law enforcement and administration (…….), 
c) Foreign equity restrictions (…….), 
d) Limitation of land ownership (…….), and 
e) Immigration restrictions (…….).

3. Location factors:

a) Abundant natural resources (…….),

b) Strategic location of Tanzania (…….),and

c) Good infrastructure network (…….).

4. Market factors:
a) Size of the market (…….), 
b) Potential for market growth (…….), 
c) Openness of the market (…….), 
d) Abundance of raw materials (…….), and 
e) Favourable market competition (…….)

5. Financial and Macroeconomic factors:

a) Stability of exchange rate (…….), 

b) Proper level of interest rate (…….), 

c) Proper level of inflation rate (…….), 

d) Accessible to capital market (…….), 

e) Advanced banking system (…….),
f) Steady growth of Gross Domestic Product (…….), and
g) Low level of unemployment (…….).
Part C: Overall Assessment of satisfaction of investment climate in Tanzania and Willingness to Re-Invest in Tanzania

1. How are you satisfied with the following with investment climate in Tanzania? Please rate the level of satisfaction on a scale of 1-5, (1 being the strongly not satisfied disagree and 5 strongly satisfied):
a) Company Registration procedure services (…….),

b) Investment Facilitation services (…….),

c) Aftercare services (…….).

2. Would you be willing to re-invest in Tanzania if the current investment climate in Tanzania continues except that tax incentives are not provided? YES or NO
Part D: Recommendations and Proposals 

What policies Tanzania need to come up with to ensure that there is win-win situation between investors and the country (i.e investments benefit the country and investors)?

……………………………………………………………………………………………………………………………………………………………………………………

…………………………………………………………………………………………
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� In some literature this formulation is given in the following form: �
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