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ABSTRACT

The informal construction sector plays an important role in the construction industries
of developing countries, particularly in providing employment and cheap shelter for the
people. However, it has generally been neglected in the development programmes of
construction industries of many countries. This thesis analyses the informal construction
sector in Tanzania: its characteristics; its importance to the economy; and its linkages
and benefits thereof, with the formal construction sector. It particularly examines the
impact of policies on the growth of the informal construction sector, and on the nature
of linkages that exist between the formal and informal construction sectors.

The research, which is deductive, used archival and opinion research strategies to
collect qualitative and quantitative data on formal and informal contractors in Tanzania.
The surveys on the Tanzanian informal sector conducted by the government of Tanzania
in 1991 and 1995, together with the formal and informal contractors’ surveys carried
out by the author in 1999/2000 provided the necessary data for the research.

It was established that the informal contractors are highly involved in the construction
of residential structures in Tanzania, and that labour only subcontracting was
predominant amongst large and small formal contractors, and between formal and
informal contractor$. The research also found that despite this high involvement of the
informal construction sector in the construction industry in Tanzania, some of the
existing government policies were not in favour of it, while others were not supportive
of the sector.

The thesis concludes that existing policies in Tanzania are inappropriate for the
development of the informal construction sector, and provides three recommendations
of what should be done to improve the situation. Firstly, it recommends the review of
registration and licensing procedures, particularly the introduction of a registration
category for labour only contractors. A framework for implementation of this
recommendation is provided. Secondly, it recommends the mobilisation of informal
contractors into associations. And lastly, it recommends a review of policies of the
informal sector at the national level, and of the informal construction sector at the
industrial level. A framework for the review at both levels is also provided.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTORY BACKGROUND

The importance of the informal sector in the development of the economies of
developing countries has been recognised since the 1970°s (ILO, 1972; Hart, 1973,
Sethuraman, 1976; Souza and Tokman, 1976). Of particular interest is its ability to
create employment and to provide goods and services to the urban and the rural poor at
affordable prices (ILO, 1972; Dewar and Watson, 1991, Franks, 1994; Marten, 1996).

However, the recognition of the sector’s importance has not been without criticism. The
major criticism is that the informal sector, at times referred to as petty commodity
production, represents the most severely exploited group within capitalism. It was
argued that it supports capitalism by producing cheap goods and services enabling
capitalists to keep wages low. It has also acted as a source of cheap labour in the face of
restrictive labour laws (William and Mutebile, 1978; Moser, 1978; Bromley and Gerry,
1979). Others argued that the presence of the informal sector deprives governments of
revenue due to its ability to evade tax (Franks, 1994; Marten, 1996).

According to Mutagwaba (1996:1), in most developing countries, the informal sector
has not been given the adequate attention it deserved due to the belief that “it was a
transient phenomenon which would gradually disappear over time as the modemn
(formal) sector grew and absorbed more labour”. It was also believed that this sector
produced and provided inferior goods and services respectively. In contrast, for example
in Tanzania, the informal sector has been growing rapidly due to the country’s serious
problem of unemployment caused primarily by poor perfformance of the economy, over-
dependence on the formal sector and restructuring of the public sector (Tripp, 1990,
Mutagwaba, 1996; Tripp, 1997). The trend is the same in other developing countries
(Sethuraman, 1997; Bangasser, 2000). Moreover, conditions imposed on people
operating in the formal sector, like taxation and the licensing system, h;we made it
unattractive for some people to operate formally (Malyamkono and Bagachwa, 1990;
Tripp 1990; Mutagwaba, 1996).



The informal sector concept is not particularly linked with unemployment. In Tanzania
and many other developing countries employed people engage in the informal sector
activities (Trip, 1990; Thomas, 1995). According to Tripp (1990:49), a decline in real
wages due to economic hardships have made Tanzanian employees resort to “side-line
income generating activities” to bridge the income gap. Nevertheless, many
unemployed people depend more on the informal sector for employment (GOT, 1991a;
Sethuraman, 1997). It is argued that it is easier for the unemployed to create
employment by establishing a business in the informal sector, which is unregulated and
requires less capital, compared to that of the formal sector (GOT, 1991a; Thomas, 1995;
Ministry of Foreign Affairs, 1997).

At the same time, the informal sector is not linked with poverty per se. Data on income
distribution for a number of countries suggests that not all the people operating in the
informal sector are poor (Thomas, 1995). There is evidence to suggést that even
relatively wealthy people engage in the informal sector activities, which according to
Tripp (1990) can sometimes bring in ten to fifteen times the income of formal sector
activities. However, for the majority of the urban poor, the informal sector is the
provider of employment and income. Sethuraman (1997) suggested two options of
income for the urban poor; which are either wage employment in the formal public and
private sector and/or self-employment in the informal sector. Thus with the increasing
failure of the formal sector to generate adequate jobs, many of the urban poor are
increasingly becoming dependent on the informal sector for employment. Similarly,
because of declining real wages, workers employed in the formal sector also resort to
activities in the informal sector to supplement their income. The informal sector
therefore caters for the needs of the poor who are unemployed and supplements
inadequate incomes of the employed.



1.2 THE INFORMAL CONSTRUCTION SECTOR

The National Informal Sector Survey (NISS) which was carried out in Tanzania in 1991
(GOT, 1991a:5) adapted the ILO (1972) definition of the informal sector and defined

the sector to:

“Constitute of urban and rural, non-farm, small scale, and self-employed activities, with or
without hired labour. Typically operating with low level of organization, low capital, low
technology, and often from temporary premises. They are usually not supported by formal
financing institutions, and are not usually measured in official government statistics™.

Marten (1996), using the GOT (1991a) definition of the informal sector, described the
informal construction sector as consisting of all persons and enterprises fitting the above
definition, and involved in the process of planning, designing, constructing, altering,
maintaining, repairing, and demolishing of buildings and civil engineering structures.
Examples of persons in the informal construction sector are builders, roof makers,

plumbers, painters, steel fixers, concrete gangs, etc.

According to the UNCHS (1981), the informal construction sector comprises people or
groups of people involved in direct construction, preparation of building designs,
extraction of construction raw materials and manufacture of building materials and
components. In contrast to operators in the formal industry, they are usually not licensed
and/or registered with any government organisation, and therefore their activities and
output escape the government statistics. This leads to the overall underestimation of the

magnitude and contribution of the construction industry to the national economy.

According to Wells (1998), the group involved in direct construction, herein referred to
as informal contractors, undertakes the construction and repair of low cost private
houses. Some carry out maintenance and the repair of middle and high cost houses,
while others build complete houses for middle and high-income groups. Although most
informal contractors are labour contractors, there are a few engaged as general
contractors who supply labour as well as materials (Cattell, 1994). This group also
offers their services as labour subcontractors to the more established formal contractors.

It consists of individuals with varied academic backgrounds, but many are skilled



construction trades men (ILO, 1987, Cattell, 1994). This thesis concentrates mainly on

this group.

The design group consists of architects, draughtsmen, engineers and other individuals
with adequate academic or practical background in construction, and they usually
supply building plans for the clients who can afford them. This group is small because
of the possession of good academic qualifications, and therefore a high chance of
employment in the public and private sectors (UNCHS, 1981; ILO, 1987).

The building material group is involved in the production of various building materials,
ranging from aggregates, pre-cast concrete and concrete products, burnt bricks, timber
and timber products. The group is usually large because of the simple technology
involved in the production process, and therefore easily accessible to people with low
education and skills (GOT, 1991a; GOT, 1995; Mpembe, 1999).

The above discussion examined the actors in the informal construction sector. The
sector can also be analyzed in terms of activities, in which informal activities are those
that are unregulated. Based on activities, the informal construction sector can therefore
be taken to include building or housing activities which take place without proper
planning or building permits, or constructions which take place without formal contracts
(Wells, 1998).

In many developing countries, the informal sector is often confused with illegal black
market activities. According to the ILO (1993) and the United Nations (1996), this
confusion has often led to contradictory, ambiguous and repressive public policies. This
thesis has focussed only on the legal informal sector activities i.e. activities which are
accepted in society and for which permission to execute them could be granted by the

government.

Just like other sectors of the economy, the informal sector plays an important role in the
construction industries of developing countries. According to the UN (1997) the
investment in the construction industry constitutes about 50 per cent of all investment in

capital goods in many countries. In most Sub-Saharan countries, the construction
4



industry constitutes less than 5 per cent of GDP. The comresponding average for

developed countries is 7 per cent.

The Tanzanian construction industry’s share of GDP between 1992 and 1996 was 4.5
per cent, in which the informal construction sector contributed 0.9 per cent (GOT,
1996a). Rural own construction', which is regarded as an integral part of the informal
construction sector, between 1987 and 1998, contributed an average of 14 and 18 per
cent of the Gross Capital Formation (GCF) and the GDP of the Tanzanian construction
industry respectively (GOT, 1999a). The NISS (GOT, 1991a) established that in 1991,
the informal sector employed 22 per cent of the labour force in Tanzania, of which 7 per
cent was contributed by the informal construction sector. It was suggested that
employment generated in the informal construction sector is higher than reported if
informal material producers and food sellers on construction sites are included
(Mpembe, 1999).

In addition to the informal construction sector contribution to employment, the GDP
and the GCF as discussed above, the sector is increasingly relied upon to provide shelter
to the urban poor ILO & UNCHS, 1995). Moavenzadeh (1987) and Nyembe (1994)
suggested that mobilizing the resources available in the informal sector to supplement
those available in the formal sector would enable governments to meet construction
challenges facing developing countries. For example, estimates in Tanzania indicated
that urban cities/towns demanded more than 2,200,000 housing units up to year 2000
(GOT, 2000a). To meet the challenge of providing shelter to its citizens, the Tanzanian
government needs to appreciate the capacity available within the informal construction
sector (Bjorklofet al., 1992).

The UNCHS (1981) suggested the existence of a symbiotic relationship between the

formal and informal construction sectors. The informal construction sector supplied

! Rural own construction is part of construction carried out in the rural area on self-help basis. In countries like
Tanzania, construction on self-help basis is not limited to rural areas only.

2 The figure given for housing demand in urban cities is very high compared with urban population in Tanzania of
about 9.5 million (Appendix 5.1) in year 2000. Based on this estimate, it means that on average 4 people occupy a
dwelling unit, and that for the time being no dwelling units exist in urban areas, which is not correct.
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local construction materials and the much-needed unskilled labour in the formal sector
through sub-contracting arrangements. At the same time the formal sector acted as an
outlet of the outputs and services of the informal sector thereby providing income to the

informal sector operators’.

Construction markets range from very small and relatively simple jobs requiring only
simple technology and tools to very large and complex projects, which require
complicated technologies and machinery (Hindle, 1997a). This varied nature of
construction markets calls for equally varied sizes and categories of contractors. The
informal contractors could play an important role in the lower markets, which are in
many cases unattractive to the established contractors (ILO, 1987, UNCHS, 1996;
Hindle, 1997a). Also, because of the fluctuating nature of workload in the construction
industry, established contractors are reluctant to employ a labour force on a permanent
basis (Cattell, 1994; Lee, 1997). The informal contractors therefore act as a pool of
labour force, which could be used by the established contractors in periods of labour
demand (UNCHS, 1991, UNCHS, 1996). Similarly, the established contractors are an
important source for jobs and income. The informal contractors also acquire technical

and managerial skills through their association with established contractors (UNCHS,
1996).

In this thesis, it is argued that the proper interaction between the formal and informal
construction sectors, and therefore proper development programmes for the construction
industry, could be established if the policy makers and the participants in the formal
industry acknowledge and appreciate the symbiotic relationship between the sectors.
However, available literature does not & show whether efforts have been taken in
Tanzania to strengthen links between them (GOT, 1991a; GOT, 1991b; GOT, 1995;
Laswai, 1998; Msita, 1998). While efforts have been made to strengthen the formal
construction sector (GOT, 1991b), no similar efforts have been taken to develop the

informal construction sector. Even the most recent Contractor’s Registration Act that

2 This kind of collaboration has always depended on the mutual benefits derived by both parties. In many parts of the
waorld the govemments did not play any role in the process. In the construction industry, even in developing
countries, the contractors in their bid to cut down construction costs, have given rise to an increased level of self-
employment (Winch, 1998), which is & characteristic of the informal construction sector.
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established the Contractor’s Registration Board (GOT, 1997) is not supportive of this
sector. According to Mlinga (1999), the Act, on the one hand, because of the minimum
entry conditions imposed, makes it difficult for prospective small contractors to register
their companies, and therefore leaves them with no other alternative but to operate
informally. On the other hand, the Act imposes heavy fines on contractors found to
operate without registering. This situation becomes unfavourable in a situation where no

mechanisms are in place to accommodate the informal contractors.

Although the government of Tanzania has acknowledged the potential of the informal
sector for the development of the economy (GOT, 1991a; GOT, 1995; GOT, 1996b;
GOT, 1999b; GOT, 2000a), there are no co-ordinated efforts to develop the informal
construction sector to play this role. Many of the programmes to develop the
construction industry focus only on the formal sector (Msita, 1998; Laswai, 1998,
Materu, 1999, Materu, 2000)

1.3 PROBLEM STATEMENT

From the foregoing discussions, it has been argued that collaboration between the
formal and informal construction sectors is necessary and is important for the
development of a héalthy construction industry. However, in Tanzania, the policies and
actions taken by the government do not appear to address this. Since 1991, after the
conduct of the NISS (GOT, 1991a), there have been efforts to develop the informal
sector, particularly in the trade and manufacturing industries (GOT, 1996b; GOT,
1999b). There is no evidence to suggest that similar efforts have taken place in the

construction industry.

Some strategies contained in the National Construction Industry Development Strategy
(NCIDS) appear to support the development of the informal construction sector (GOT,
1991b). However, since its publication ten years ago, several programmes to develop
formal contractors have been implemented, but very little has taken place to develop the
informal construction sector. Even the recent Contractors Registration Act (GOT, 1997)
aimed at regulating the construction industry in Tanzania, and established at a time



when the informal sector was receiving support in other industries like trade and

manufacturing, is not supportive of the informal construction sector.

Generally, while the Tanzanian government recognises the need and is willing to
promote the informal sector (GOT, 1991a; GOT, 1991b; GOT, 1995; GOT, 1996b), the
newly instituted legislation aimed at regulating the construction industry, like the CRB
Act discussed above, is not supportive of the informal construction sector. This lack of
support could be attributed to the absence of clear policies on the informal sector, which
.leaves room for every organisation to make own interpretation on the status of the
sector. This apparently existing situation, of willingness to support the informal sector
on the one hand, and lack of support to the informal construction sector on the other,
constitutes the main research problem. Thus, the main problem addressed in this thesis
is: Does the absence of appropriate policies on the informal sector affect the realisation
of potential benefits of interaction between the formal and informal construction sectors

in Tanzania?

" To address the main research problem, it was found necessary to first address the

following sub-problems:

Sub-problem one

Does Tanzania lack appropriate policies on the informal sector?

Sub-problem two
Is the interaction between the formal and informal construction sectors beneficial?

It is important to point out here that government policy is not the only factor that can
enhance collaboration between formal and informal construction sectors. Other factors
like level of competition in the industry, the need for flexibility on the part of
contractors, increased complexity and specialisation in construction works, increased
labour costs and increased efficiency and reliability of the informal construction sector

could also contribute to an increased collaboration (Winch, 1998).



The decision to concentrate on government policies, as far as Tanzania is concerned, is
based on the premise that currently there are policy efforts geared towards development
of the informal sector particularly in the food, trade and manufacturing industry. These

efforts could be beneficial if extended to the construction industry.

1.4 RESEARCH HYPOTHESES

A hypothesis can be defined as a “statement positing possible relationships or

association among the phenomena being studied” (Sirkin, 1999:5).

In line with the problem statement and the sub-problems, three hypotheses have been
identified.

Hypothesis one:

There are no appropriate policies on the informal sector activities in Tanzania.

Hypothesis two:
There are potential benefits of interaction between the formal and informal construction

sectors.

Hypothesis three;
Lack of appropriate policies on the informal sector has resulted in the non-realization of
potential benefits of interaction between the formal and informal construction sectors in

Tanzania.

1.5 RESEARCH OBJECTIVES

In line with the problem statement and research hypotheses, the principal objectives of

this research project are to establish:

a) Importance of the informal construction sector to the economy of developing
countries; Tanzania being a case study;

b) Causes of informality in the construction industry;
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c) Role of government policies towards developing the informal construction
sector; and

d) Nature of linkages between the formal and informal construction sectors.

In order to achieve the stated objectives, this research will investigate the following

aspects:

a) Existing policies and how they apply to the construction industry;

b) How the informal sector operates in comparison to the formal sector;

c) The nature of work executed by the informal sector in comparison to the formal
sector;

d) The effect of the growing informal sector on the formal sector; and

e) Steps taken to by the government of Tanzania to streamline the operations of
both sectors.

1.6 JUSTIFICATION FOR THE RESEARCH
Two issues are addressed to justify this research

° Significance of the research with respect to other research in this area; and

. the likely benefits of the outcome of the research

This research focuses mainly on the collaboration between the formal and informal
construction sector in Tanzania. In general, the informal sector is a widely researched
area;, however, there exists little research focussing on the informal construction sector
(Wells, 1999). Many general studies on the informal sector tended to put different
industries together without any regard to their special characteristics. This resulted in
prescribing development measures that were ineffective to a particular industry, like

construction.

The informal construction sector shares the major characteristics of both the informal

sector and the construction industry. Therefore, any efforts to develop the informal

construction sector call for a need to understand what is happening within the sectors or

industries to which it belongs. However, little is known of the informal construction
10



sector in Tanzania. It is on this premise that this research is carried out to provide a
better understanding of the Tanzanian informal construction sector and its interaction

with the formal construction sector.

The outcome of this work will be in the form of policy proposals on how to develop the
informal construction sector and to facilitate its collaboration with the formal sector.
Thus this outcome could be used by government officials to formulate policies and
programmes to develop the informal and formal construction sectors and to foster

collaboration amongst them.

1.7 RESEARCH METHODOLOGY

To meet the objectives of the research set out in section 1.5, the following methodology
was adopted:

. The initial stages of the research involved a comprehensive literature review. The
literature review was important to establish previous work done with respect to
the informal construction sector. The review aimed to establish the definition of
terms and concepts relating to the sector, its importance and its relationships with
the formal construction sector. In addition it aimed to analyse existing policies
and legislation that affect the informal construction sector and experiences from

other countries with regard to this sector.

. From the literature review, it was possible to prepare questionnaires that were
used for the informal and formal contractors’ surveys. The former was important
to establish the characteristics of the informal contractors and the extent of
collaboration with the formal contractors, while the latter was important to
establish the extent of collaboration between the formal contractors with the

informal contractors, material and equipment suppliers.

*  Government officials were interviewed to solicit information on existing
government policies and legislation for the construction industry and the informal

sector. The interviews were important to establish different government policies
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and/or regulations that affect both the construction industry and the informal

sector.

) Scheduled structured interviews were conducted with informal and formal
contractors in Arusha, Dar-es-Salaam, Dodoma and Mwanza cities. The
interviews aimed to establish the characteristics of contractors as well as the

problems and areas of collaboration with other contractors.

The methodology will be discussed in detail later in this work.

1.8 SCOPE AND LIMITATIONS OF THE STUDY

This research focuses on the building construction industry in Tanzania because of the
documented potential of the informal construction sector in the provision of housing
(Bjorklof et al. 1992; Alder, 1998; Tripple and Korboe, 1998, GOT, 2000a). The
research was carried out in four urban centres namely Dar-es-Salaam, Arusha, Mwanza
and Dodoma. This does not in any way underestimate the importance of the informal
construction sector in the rural areas. Actually, the informal construction sector plays a
predominant role of delivering rural housing (GOT, 1991b; GOT, 2000a). However, the
research concentrated in urban centres for two reasons. Firstly, the research aimed to
establish the characteristics of the informal construction sector as well as its
collaboration with the formal sector, and therefore it focussed on urban areas since the
formal sector enterprises are concentrated in urban rather than in rural areas. Secondly,
the urban informal sector is relatively more important than the rural informal sector. The
NISS revealed that the urban informal sector constitutes 11 per cent of the total
Tanzanian informal sector, but contributed 60 per cent of the informal sector’s value
added (GOT, 1991a).

The research however has the following limitations:

° It only covers informal contractors that carry out construction work for payment.
Self-help labour, although part of the informal sector (Thomas, 1995) is not dealt
with in this study because of limited self-help construction activities in the urban
areas, which is the focus of the study.

12



. It covers “licit” informal activities (Tripp, 1997:23), i.e. activities that although
carried out informally, could obtain a business licence. They are distinguished
from illicit informal activities, which are illegal and morally not accepted in a
given society, and therefore a business licence would not be issued to trade in

such activities.

e It covers the informal construction sector composed of enterprises and contract
labour, as opposed to: informality in terms of planning and regulation; informality
in relationships between clients, designers and contractors, and informality in

construction contracts (Wells, 1999).

. It covers mainly the interaction between formal and informal contractors. Where
other parties to the construction process are discussed, it is mainly in relation to

their actions that impact on the development of contractors.

These limitations will be enumerated further in the thesis.

1.9 OUTLINE OF THE THESIS

Several references were consulted with the objective of obtaining an outline that is
suitable for this thesis. References consulted include PCU (1993), Bless and Smith
(1995), Perry (1996), Leedy (1997) and Holt (1998). It was decided to have a nine-
chapter thesis based on a five-section thesis structure proposed by Perry (1996). This
structure offers a unified and a focussed thesis, is used in many universities and is
followed by many writers of articles in quality academic journals. The structure is also
useful for preparing research proposals for the application for research grants
(Krathwohl, 1977; Poole, 1993).

The layout of the report is presented in Figure 1.1. It was necessary to break down the
literature review into three chapters shown in the figure to allow proper coverage of
different concepts contained in these chapters. For the same reason, the section on

analysis of data was broken down into three chapters.
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1.10 SUMMARY

This chapter has outlined the background to this research including the problem
statement, the research hypotheses and the objectives of the research. The justification
and the scope of the research and a brief coverage on the methodology adopted, together

with the outline of the thesis have been covered.

Chapter Two, Three and Four will cover literature review, which will reinforce the
research problem and provide an understanding of different concepts relating to the

informal sector, the construction industry and policies respectively.
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CHAPTER TWO

THE INFORMAL SECTOR
2.1 INTRODUCTION

Chapter One gave a background to the research, research problem, research hypotheses
as well as the objectives, the scope and justification for the research. This chapter will

focus on the informal sector concepts.

"The informal construction sector focussed in this research represents only a segment of
a wider informal sector. The objective of this chapter is to show the characteristics of
the informal sector and its advocated importance to the economy of developing

countries.

The informal sector has been interpreted differently by many researchers. To avoid the
confusion caused by the differing descriptions given to this sector, the chapter starts to
zero in on the interpretations applicable to this research. In addition, it covers the
relationship between the state and the informal sector, particularly the state’s role in the

emergence of this sector.

The relationship between the informal and formal sectors and the benefit of the former
to the national economy are also discussed, as they will have an effect on the policy

proposals to be presented later in this work.

The chapter also discusses the size of the informal sector in different countries, and the
methods that can be used to determine this size. To complete the picture, a brief
discussion of the Tanzanian informal sector is included to show the context within

which the Tanzanian informal construction sector operates.
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2.2 WHAT CONSTITUTES THE INFORMAL SECTOR

The study of the informal sector is a complicated phenomenon, partially because there
is no consensus on its definition. According to Lubell (1991:19) “an informal sector

enterprise is like a giraffe, it’s hard to describe but you know one when you see one”.

Over a long period, scholars have been debating and arguing over the definition of the
informal sector and the concepts it represents (Sanyal, 1988; Thomas, 1995, Bangasser,
2000). Three views emerged from the debates and arguments. Firstly, it was seen as a
remnant of traditional survival activities and methods of production of developing
countries, and was expected to disappear in the process of increased “industrialisation
and modernisation” (Thomas, 1995:11). Secondly, it was viewed as a pool of “potential
entrepreneurial talent” (ibid.) which needed to be promoted. Lastly, it was viewed as a
representation of the “international post-colonial capitalist system” (ibid), and a
dumping ground for the unemployed (Anon, 2000). Its growth had gone unhindered
because it benefited the capitalist system by supplying cheap goods and services, and

therefore helped to keep down the cost of labour.

Despite the difficulties in defining the sector and agreeing to its concepts; researchers
and policy makers continued to use the informal sector concept and its popularity grew
every day, partially because it served the interests and expectation of different groups.
According to Peatie (1987), different groups including economic planners, politicians,
and researchers defined it to meet their own agenda and collected data in line with
those definitions. Chandavarkar (1988), Khundker (1988), Thomas (1995) and Trip
(1997) supported the approach of defining it to meet the purpose of the intended data,

but insisted on the need to give adequate background information to the data presented.

However, it is now generally accepted that the informal sector offers a solution to the
urban unemployment problems and at the same time it may provide scope for the
emergence of local entrepreneurial talent (Gugler, 1994; Terblance, 1995; Kershoff,
1996). De Soto (1989), Malyamkono and Bagachwa (1990), ILO (1991), Thomas
(1995), Sethuraman (1997) and Tripp (1997) also shared this view.
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Some writers associated the informal sector with criminal activities (Hart, 1973;
Roberts, 1990). It must be clear from the outset that a useful definition and
understanding of the sector should exclude all criminal activities, because differing
concepts of the term would result in differing reactions and policies on the part of both

governments and other authorities (Thomas, 1995).

The structure of the informal sector activities given by Thomas (1995), which is shown
in Table 2.1, helps to develop a proper framework of grouping the criminal and

informal sector activities.

Table 2.1 The structure of Informal Economic Activities

Sector Market Output Production/Distribution
transaction

Household No Legal Legal

Informal Yes Legal Quasi-legal

Irregular Yes Legal Iliegal

Criminal Yes Illegal Illegal

Source: Thomas (1995:12, Table 1.5)

According to the divisions of the informal economic activities given by Thomas
(1995), the household sector comprises what Feige (1989) and Malyamkono and
Bagachwa (1990) referred to as a non-market income. It includes the housework and
the goods and services generated in subsistence production. In this sector, non-market
transactions are involved since these goods and services are produced, distributed and
consumed within the household. The output of the activities in the household sector as
well as production and distribution is legal. This distinguishes it from the irregular
sector, also known as the black, underground, subterranean or shadow economy; in
which the goods and services produced are legal but break the law in either the
production and/or the distribution of the products (Feige, 1989; Malyamkono and
Bagachwa, 1990; Thomas, 1995).
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Some of the common laws/regulations broken in the irregular sector include:

. infringement of laws regarding industrial safety;,

o non-payment of minimum wages or workers’ contribution for pension or social
security;

. tax evasion; and

. non-adherence to product specifications.

According to Feige (1989) and Thomas (1995), the irregular sector particularly linked
to tax evasion, was a big problem and was a subject of much interest to politicians of
developed countries. For example, the sector was estimated to range from 5 to 35 per
cent in UK and U.S.A economies in 1989 (Feige, 1989). Governments all over the
world strive to catch the culprits of the irregular sector, who apparently could meet the

costs of adhering to the law but ignore doing so (Thomas, 1995).

Bagachwa and Naho (1994) suggested that irregular sector activities usually develop in
response to excessive government intervention and restriction, which creates excess
demand and supply. For example, in a situation where taxation is high, people tend to
evade tax or corrupt tax collection officials. People will evade tax to reduce the price of
their goods if they perceive that the risks are not prohibitive. Similarly, parallel labour
markets can develop where governments impose minimum wages and employee

benefits.

The criminal sector differs from all other sectors shown in Table 2.1. Although it is
involved in market transactions, the goods and services produced are illegal and
therefore, their production and distribution is also illegal. The sector includes activities
like drug dealing, robbery, prostitution, extortion etc. (Thomas, 1995). On the upper
scale, activities like drug dealing can generate considerable profits. On the lower scale,
robbery and prostitution for both sexes can easily be accessed by many people as an
alternative source of income (ibid.); hence fitting into the criteria of easy entry, which

is one of the characteristics of the informal sector given by the ILO (1972).
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The informal sector is involved in market transactions. Its output consists of legal
goods and services, while the production and/or distribution escapes some of the
government regulations. According to Thomas (1995:14), there is no entirely
satisfactory definition to distinguish the “quasi-legality” of the informal sector and the
illegality of the irregular sector. The distinction rests on the attitude of the authorities
and the degree of law enforcement. The main distinguishing factor is that, on the one
hand, people operating in the irregular sector are able to meet the costs of obeying the
laws and their income is large enough to attract taxes. On the other hand, the operators
in the informal sector are unable to meet the costs of obeying the laws and their
earnings are not large enough to attract taxes. For that reason, most governments
tolerate the activities of the informal sector, which is seen to present survival strategies

rather than deliberate acts of breaking the laws.

Tripp (1997:23) in discussing the Kinformal economy in Tanzania distinguished
between “licit” and “illicit” informal activities. Licit informal activities have their
counterparts in the formal business. These activities although carried out informally,
could obtain a business license. In contrast, illicit informal activities are illegal and
morally not accepted in a given society, and therefore a business license can not be
issued for such activities. Activities carried out under the household, the informal
sector and the irregular sector as shown in Table 2.1 are licit while those in the criminal

sector are illicit.

The subject of this research is therefore the informal sector and licit informal activities

as described above.
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2.3 DEFINITION OF THE INFORMAL SECTOR
2.3.1 General

According to Roberts (1990), many researchers have found the concept of the informal
sector to be unambiguous and confusing. Some attacked the sector as an exploitation of

the poor, while others regarded it as a source of economic empowerment.

In acknowledging the difficulty in defining the informal sector, Fluitman (1989) wrote:

“It has admittedly proven difficult, if not impossible, to move from a general notion to a
precise and widely accepted definition of the informal sector; a definition which applies
to all countries, all sorts of economic activities and all stages of development; a
definition which draws a clear line between the formal and informal sector. Fortunately,
there is no urgent need for a universal definition. The term ‘informal sector’ just like the
term ‘rural sector’ derives its usefulness from specifications according to circumstances
and purposes which differ from place and place and time.”

Fluitman (1989) further contended that despite the similarities; the informal sector in
Africa was very different from that of Asia or Latin America. Differences also
occurred within the region i.e., between West and East Africa; or even within the
country depending on the different levels of income, traditions in economic activities

and the enabling environment.

Politicians often perceive the informal sector in terms of licensing, tax and criminal
law. According to Nattrass (1990) to the politicians “the most basic definition is that
the informal sector operates outside the official rules and regulations” (cited by Kirsten
1991:149). This fact impacts on how data on this sector is collected and in interpreting
governments’ attitudes towards it. When the informal sector operators are perceived to
operate outside the official rules and regulation, they would tend to hide information
regarding their economic activities. This would have a negative effect on the quantity
and quality of data collected on the sector. Similarly, governments that regard the
informal sector as illegal would tend to institute laws and/or policies to discourage its

existence.

The informal sector differs from the formal sector, as it is not normally taken into

account in the compilation of national statistics. The sector’s income therefore often
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escapes official records. “In quantitative terms, therefore, the informal sector is indeed
a hidden or shadow economy” (Kirsten, 1991:149). This fact serves as a caution in
interpreting statistical data of national statistics. Because of its hidden nature, most of

the statistical data on the sector are an approximation of what is actually happening.

Recent years have found many developing countries increasingly facing economic
crises, high levels of unemployment, population growth and rural-urban migration.
According to the Economic Research Forum (1996), governments could not prevent
these unwanted changes, and the informal sector cushioned their adverse effects.
Ghersi (1997) suggested that the informal sector activities benefit those directly
involved and the society more if the law is violated than if it is followed. It could be

due to its perceived benefits to the society that many developing countries accept its
growth (Tripp, 1997).

2.3.2 Definitional debate

The definitional debate of the informal sector concept could be traced back to the
1970’s, following the introduction of the terms ‘formal’ and “informal’ by the ILO
(1972) and Hart (1973). The basis of Hart’s (1973) definition of the sector was the
individual. He regarded wage earners and the self-employed as comprising the formal
and the informal sectors respectively. He classified activities into those that gave
formal income opportunities like the public sector and private sectors wages and
transfer payments (pensions and unemployment benefits) and those that gave informal
income opportunities. The second group included legitimate and illegitimate activities
like receiving stolen goods, bribery, political corruption, protection rackets, petty theft,
burglary, armed robbery etc. (Hart, 1973; Thomas, 1995). The inclusion of illegitimate
(criminal) activities was the basic difference between Hart’s (1973) and the ILO’s
(1972) definition, which excluded criminal activities. As discussed previously, in
keeping with the ILO (1972), it is important to exclude criminal activities in the

definition of the informal sector.

The ILO (1972) approached the issue of the informal sector in terms of the problems of
job creation in the developing countries. It concluded that the central problem

underlying poverty in the urban economies was not due to unemployment but rather to
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the type of employment available to much of the population. According to the ILO
(1972), the sector’s economic activities contributed to growth of the urban economy
and sustained the growing urban population. However, the problem was the very low
income generated by such activities. From the ILO’s perspective, the informal sector
activities made a useful contribution to the urban economy through employment. They
argued that, because of the low capital to labour ratios involved, this sector could make
a significant and cost effective contribution to absorb the rapidly growing urban labour

forces.

The ILO (1972), unlike Hart (1973), concentrated on activity and produced a list of
contrasting characteristics for the formal and informal sectors. To the ILO (1972), the
informal sector was characterised by: ease of entry, reliance on indigenous resources,
family ownership of enterprises, small scale of operation, labour-intensive and adapted
technology, skills acquired outside the formal school system, and unregulated and
competitive markets. The formal sector occupied the other end of the spectrum in
which there was: difficult entry, frequent reliance on overseas resources; corporate
ownership; large scale production; capital-intensive and often imported technology;
formally acquired skills, often expatriate; and protected markets through tariffs, quotas
and trade licences.

Thomas (1995) argued that although the ILO (1972) informal sector’s characteristics
related to activities, within an economic context they actually related more to the
enterprises and the markets. Sethuraman (1976) rectified the ILO’s (1972) approach by
concentrating on the enterprises rather than activities. He identified activities in which
the informal enterprises were likely to be found and the conditions that made an
enterprise informal. The key criterion used to label an enterprise informal was to
operate on an illegal basis contrary to the government regulations, and employ a

maximum of ten persons.

Thomas (1995:22) argued that the classification by Sethuraman (1976) was “not
derived from any conceptual model, and the list was designed to act as a set of fences
to steer small enterprises into the corral labelled urban informal sector”. In addition, he
argued that the ILO’s (1972) concentration on enterprises made it difficult to see the
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kinds of economic activities likely to be found in the informal sector. He conceded,
however, that this lack of specificity could not be avoided due to differences existing in

different countries and their cities.

The association of the informal sector with enterprises makes it difficult to distinguish
an enterprise in the formal and informal sector. It was suggested that one distinguishing
factor could be illegality in the operations of an enterprise. In addition, according to
Sethuraman (1981) as quoted by Dewar and Watson (1991:182), employment could
also be used to distinguish between enterprises. He suggested that the informal sector
unit is motivated primarily by employment creation whereas, the formal sector
enterprise is concerned with profit maximisation. Hence, his definition that the
informal sector “consists of small-scale units engaged in the production and
distribution of goods and services with the primary objective of generating
employment and incomes to their participants notwithstanding the constraints on

capital, both physical and human, and know-how”.

Another important group to study the informal sector was made up of PREALC
researchers. Their approach focussed on the labour market. They argued that “the
existence of urban informal sector resulted from a combination of high levels of rural
to urban migration and a slow expansion of productive employment, causing an excess
supply of labour for the formal sector” (Thomas, 1995:23). According to Souza and
Tokman (1976), in the absence of employment in the formal sector, the unemployed
urban population was forced to create jobs of low productivity. This was particularly

important due to the absence of social security benefits for the unemployed.

PREALC’s standard definition has been to include in the informal sector the self
employed, unpaid family workers, domestic servants and enterprises of less than five
persons. Their altermative definition identified informality with low productivity and
low income, and included individuals with incomes below a certain minimum level,

usually the legal minimum wage (Souza and Tokman, 1976).

However, the identification of the informal sector with the poor and the unemployed

has been challenged. According to Thomas (1995), data on income distribution for a
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number of countries suggest that not all those in this sector are poor. Similarly, not all
live in slums or squatter areas (Sethuraman, 1976) and are unemployed (Tripp, 1997).
For example, Rogerson and Whyte (1991), Economics Research Forum (1996) and
Tripp (1997) reported on “moonlighting”, a phenomenon whereby people employed in
the formal sector also engage in the informal sector’s activities.

According to Sethuraman (1997), several reasons, regardless of ones’ condition could

lead people to participate in the informal sector. These are listed below:

. Inability to gain employment in the formal sector. This is the main motive and is

usually taken by most of the urban poor.

e  Flexibility in participation, in terms of working hours, place of work and
activities. This is particular suited to those who have to combine household and
income earning responsibilities. It is also suited to “moonlighters™ who have to

keep up with challenges and time requirements of their jobs.

. To exploit market opportunities that are difficult to be penetrated by large
enterprises.

o To avoid compliance with regulations. In this particular case, the individuals can
afford to comply with regulations but decide to remain small, unregistered and
unlicensed in order to save costs associated with registration and licensing and
not to attract tax authorities.

The above reasons for joining the informal sector clearly suggest that it comprises the
poor as well as the non-poor. In 1989, Castells and Portes challenged the linking of
informality with individual’s condition, and instead they referred to the informal
economy as “a process of income generation which is unregulated by the institutions of
the society, in a legal and social environment in which similar activities are regulated”.
(Cited in Rogerson and Whyte, 1991).
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Dewar and Watson (1991:184) gave dangers of depending on the informal sector to
solve problems of poverty and unemployment. They cautioned that this sector was not

a cure for poverty. They wrote:

“The informal sector offers no universal panacea to problems of poverty and material
deprivation. It is vital to generate maximum job creation and remuneration in the formal
sector, and if policies aimed at the informal sector divert attention away from this, or
create a sense that the problem is ‘under control’, they may in fact be dangerous.
Nevertheless, informal sector-activities comprise, for many of the urban poor, a vital,
supplementary source of income, and are critical for their survival”.

The above view of not relying on the informal sector to solve problems of
unemployment and poverty is strongly supported in this thesis. It is argued that the
sector’s employment should be seen as supplementary to government’s efforts of
creating employment and well being of its people. This sector, in the long term, should

form a stepping stone towards a more stable, efficient and organised formal economy.

2.3.3  Definition of the informal sector adopted in this work

The preceding discussion gave a general picture of what constitutes the informal sector
and the people involved in it. According to Sethuraman (1981) as cited in Dewar and
Watson (1991), the ILO (1993) and from the discussion, this sector broadly consists of
units engaged in the production of goods and services with the primary objectives of
generating employment and incomes to the people concerned. The units may consist of
rural or urban individuals or groups of individuals within the same or different
households. Furthermore, the units typically operate at a low level of organisation, with
little division between labour and capital as factors of production and on a small scale
(ILO, 1993). In addition, Castells and Portes (1989) asserted that activities of the
informal sector, although legal, are unlicensed and unregistered, and therefore

unregulated by the institutions of the society (cited by Rogerson and Whyte, 1991).
In the Tanzanian situation, the definition of the informal sector used in the NISS (GOT,

1991a:3-7) which is reproduced below, covers and fits the above aspects of the

informal sector and is therefore adopted for this work.
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*The informal sector is constituted of urban and rural, non-farm, small scale, self
employed activities. Typically they operate with low levels of organisation, low capital,
low technology and often on temporary premises. They are usually not supported by
formal financing institutions, and are not usually measured in official government
statistics”.

One aspect not obvious in the above definition, and which is emphasised here, is that
all activities carried out in the informal sector are legal in the sense that a business
license from relevant government authorities could be obtained to execute them. All

criminal activities are excluded in the informal sector.

24  STATE AND THE INFORMAL SECTOR

The state has been identified as an important factor towards the emergence of the
informal sector. In 1981 Sethuraman linked the emergence of the informal sector as a
major force in employment and income generation to failure of governments to create
employment in the formal private and government sectors (cited in Dewar and Watson,
1991). Policy makers ought to realise that the sector acts as a safety valve to the
multitude of unemployed people. Tripp (1997) gave an example of Tanzania where the
tolerance of the government on the presence of the informal sector averted political
unrest due to economic hardships caused by economic re-structuring programmes

being implemented in the country.

Roberts (1990) linked the informal sector to state regulations and provision. He argued
that the informal/formal distinction is important because certain rights to pensions,
social security and other benefits are linked to formal sector employment. He suggested
that the disappearance of the informal sector depended on the extension of similar
benefits to the unemployed.

According to de Soto (1989), Thomas (1995) and Tripp (1997), the informal sector is a
result of government’s bureaucracy. People operate illegally because of faults in the
state system like unnecessary regulations and excessive bureaucracy. The Ministry of
Foreign Affairs (1997) reported that “in a typical developing country the creation of
job in the formal sector costs fifty times more than the informal sector”. High costs
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and long time are also associated with the creation of a formal business rather than an

informal one (de Soto, 1989; Malyamkono and Bagachwa, 1990; Ghersi, 1997).

Ghersi (1997) in particular linked the origin of informality with the inefficiency of the
law. He argued that compliance with the law has a cost: the amount of time and the
information necessary to comply with it. If the cost is high (meaning that there is
bureaucracy), people would ignore the law and operate informally. People would
comply with the law only when they perceive that the benefits are greater than the costs
-of complying. The cost of law (i.e. the cost of overcoming bureaucracy) could be
regarded as an indirect cost. In addition, there is the direct cost of adhering to the law,
which includes licensing fees, taxation, complying with health and safety regulations,
etc. According to Malyamkono and Bagachwa (1990:46), in Tanzania “high tax rates
combined with a deteriorating economic situation” was responsible for making people

“shift production towards those activities that are difficult to tax”.

The ILO (1972) report also identified links between bureaucracy and informality. The
report advocated that governments should have positive attitudes towards the
promotion of the informal sector, and should review trade and commercial licensing in
order to eliminate unnecessary licenses, substitute health and safety inspection for
licensing, and issue licenses to any applicant able to pay the license fee. State
bureaucracy leading to corruption, was also cited by Malyamkono and Bagachwa
(1990) and Tripp (1997) as one of the contributing factors to informality in Tanzania.

de Soto (1989) suggested that the high cost of bureaucracy is borne by those operating
in the informal sector and the whole economy. He argued that the informal sector
operators could be a potential engine for economic development if the regulation that

prevented them from becoming formal were removed. Quoting him:

“.... informality has turned a large number of people into entrepreneurs, into people who
know how to seize opportunities by managing available resources, including their own
labour, relatively efficiently.... This new business class is a very valuable resource. It is
a human capital essential for economic take off.” (p.243).
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According to Thomas (1995), the informal sector represents a potential entrepreneurial

talent that could be exploited by the removal of bureaucratic rules and regulations.

In addition, Tripp (1997) suggested that the engagement of people in the informal
sector was one way of protesting about governments’ laws regarding licensing and
taxation. She argued that silent non-compliance to the state’s regulation could be
effective to force the government to adopt measures to ease the burden created by the '

resisted laws and regulations.

It has been argued that governments do not assist the informal sector (UNCHS, 1991).
Cross (1998) argued to the contrary: in a situation where the government does not
enforce licensing and taxation regulations, this could be regarded as tantamount to
subsidies by the government. This approach seems to be endorsed in Zambia when its

President, was quoted by Machona (1997) as saying:

“the lack of government support to the informal sector makes it illegitimate for
government to ask for tax from them. We have not provided them with any facilities,
they can’t borrow from the banks, they lack government support ... we haven’t provided
them with a roof ... it would be grossly unfair to go and hunt for them.”

The above argument could be taken, on the one hand, as a genuine concern by
governments for the predicament of the informal sector operators, and hence the lack
of action to control and collect taxes from the sector. On the other hand, it is argued
that political leaders are afraid of launching a full confrontation with the sector’s
operators to save their political carriers (Franks, 1994; Financial Times, 1998). An all-
out confrontation with the informal sector operators could jeopardise the chances of
being elected in democratic elections particularly in the urban areas where there is a

large concentration of urban population engaged in informal activities.
It will be shown later in this thesis that adoption of active rather than passive policy

approaches could assist the informal sector register its contribution to the creation of
employment and the growth of the economy.
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2.5 RELATIONSHIP BETWEEN FORMAL AND INFORMAL SECTOR

It is generally accepted that numerous and complex links exist between the informal
and formal sectors (Dewar and Watson, 1991; Thomas, 1995; United Nations, 1996).
According to Thomas (1995:56), the linkages may be distinguished into “economic”

and “social/political” links.

The social/political links are indirect and are institutional in nature. They depend
largely on how the two parties accept each other and to what extent they would use
their influences to pressurise governments to take legal action against one another
(Thomas, 1995). Of course, since the informal sector operates outside the legal system,
this would actually reflect how it is accepted by the formal sector. For example in the
trade industry, situations exist where formal traders are known to influence
governments to take legal action against the informal traders on the pretext of unfair
competition, health hazards and congestion of public places caused by the informal
traders. However situations also exist where the relationship is not antagonistic, and
formal traders use informal traders to sell their merchandise, particularly to avoid

paying taxes (Mutagwaba, 1996).

Economic linkages involve direct transactions between the two sectors, and are
distinguished into backward and forward linkages (Thomas, 1995; United Nations,
1996). Most goods traded in the informal sector originate in the formal sector. Informal
traders actually act as a link between the formal traders and the final customers (the
consumers). This represents the backward linkage between the informal and formal

sector, and is the major type of linkage (Thomas, 1995).

The forward linkage involves the production of goods and/or services in the informal
sector for use in the formal sector; either in the production process or as final goods
and services ready to be sold to the consumer (Thomas, 1995; United Nations, 1996).
For example, as it will be shown later in this work, formal building contractors buy
construction material from informal material suppliers for use in their projects.
According to Thomas (1995), formal industrial firms are also known to buy waste

products like papers, glass bottles, plastics, tins, etc. for recycling in their plants.
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With the backward linkages, the benefits to the formal sector can be easily identified.
The formal sector obtain an income from the purchases made by the informal traders,
and the informal sector in turn gets the income from selling to the consumer. With the
forward linkages, especially where the purchased materials from the informal sector is
used for production, the formal sector benefits by getting cheap raw materials
(Thomas, 1995). The benefit to the formal sector is not very obvious in situations
where the goods originating completely from the informal sector are sold directly to
final consumers. In 1974 King argued that if the final consumer is employed in the

. formal sector, then the low cost of goods produced in the informal sector benefits the
formal sector employers since it enables them keep down the wages of the workers
(cited in Thomas 1995:59).

Other linkages including technological, consumption and credit financing linkages
were cited in the United Nations (1996). Technological linkages involve the transfer of
technology and skills between the two sectors. This takes place mainly as a result of
movement of skilled workers and other exchanges of knowledge. A typical example of
technological linkage is that of employees in the formal sector using skills gained in

that sector to form informal sector enterprises, on part-time or permanent terms.

Consumption linkages involve direct links between the informal sector with final
consumers who are in the formal sector. The final consumers may be households
whose income depends fully on the formal sector or government holdings (United
Nations, 1996).

Finally the credit financing linkages refer to the transfer of funds from the formal
sector for investment and development in the informal sector. Actually, this is a special
form of backward linkages only in this case it is the finance that originates from the
formal sector and not the goods as discussed previously. Credit financing linkages
manifest themselves when people use the income obtained in the formal sector to set
up informal sector enterprises. Situations, however, do exist where persons involved in

the informal sector accumulate enough capital to start a formal business (United
Nations, 1996).
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To understand the relationship between the formal and informal sector it was also
important to address the issue of competition between the two sectors. Competition
could be divided into two broad areas: for inputs and for markets. Inputs relate to raw
materials, labour and capital. Although competition for raw materials could be present,
it has always been in favour of the larger formal sector enterprises. For the small
informal sector enterprises to survive they need “to find substitute raw materials that

are not demanded by the formal sector” (Thomas, 1995:60).

The competition for labour and capital is very much limited. The labour market in the
formal sector is saturated. In most countries, there is a positive flow of labour from the
formal sector to the informal sector (Malyamkono and Bagachwa, 1990; Bagachwa and
Naho, 1994; Tripp, 1997). Similarly, the informal sector is unable to attract capital. By
definition, the informal sector lack access to credit and therefore is unable to invest in
plant and equipment. According to Sethuraman (1997), most of the formal financial
institutions are reluctant to advance loans to the informal sector enterprises. This force
the informal sector operators to start their business with little capital obtained from

their own savings and supplemented by borrowing from friends and relatives.

Competition for markets is related to prices of goods and services provided by both
sectors. It has been argued that the informal sector could compete in this aspect
because it offers cheap goods and services. Actually, this is an area where much
antagonism exists between the two sectors. The formal sector traders in many countries
have been known to protest against the presence of informal traders, as they tend to
undercut their prices. They argue that the informal sector is able to offer cheap goods
and services because it does not pay licensing fees and taxes, rent shopping/trade
premises, etc (Terblanche, 1995). This argument is not necessarily true since in
situations where the purchasing power of the population is high, people prefer to
purchase goods of better quality from the formal sector (Mutagwaba, 1996). At the
same time situations exist, like in construction, where lower end markets do not attract
the formal sector traders (Hindle, 1997a).

It is important to appreciate that the linkages between the two sectors are vital,

particularly for the development and the continuous growth of the informal sector as
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well as for the development of the whole economy of the developing countries (United
Nations, 1996). Later in this work, the nature of linkages between the informal and
formal contractors in Tanzania will be explored and whether they are beneficial to both

sectors or not.

2.6 BENEFITS OF THE INFORMAL SECTOR TO THE
NATIONAL ECONOMY

In virtually all developing countries, the informal sector represents a significant
component of the economy. In most cases it provides gainful employment to well over
50 per cent of the work force and contributes substantially to industrial output, goods
distribution, food supply and service provision (United Nations, 1996, ICOHS, 1997,
Bangesser, 2000). Its national importance is therefore a well-established fact (ICOHS,
1997; Bangesser, 1997). According to Malyamkono and Bagachwa (1990), the United
Nations (1996) and Bangasser (2000), it is important to distinguish those elements
within the informal sector that constitute a potential asset to the development of the
nation from those that are socially and economically harmful to the healthy
development of the economy. This is why the need to exclude the criminal activities

from this sector was stressed earlier in this thesis.

As described above, among the important features of the informal sector is its ability to
create employment. It accounted for 60-70 per cent of the urban labour force in Africa
(United Nations, 1996; Ministry of Foreign Affairs, 1997), and created 85 per cent of
new jobs in Latin America between 1990 to 1995 (Ministry of Foreign Affairs, 1997).
In South Africa it employed 16 and 17 per cent of the total workforce in 1994 and 1995
(RSA, 1998) respectively. Similarly, the ILO (1993), the United Nations (1996) and
the Ministry of Foreign Affairs (1997) estimated that the average share of the informal
sector output in total GDP for Africa is approximately 20 per cent.
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Other quoted statistics on the size of the informal sector in different regions of Africa

and the rest of the world include:

According to the ILO (2000), this sector accounted for over 60 per cent of the
total urban employment in developing countries. Figures for individual countries
showed that it was 57 per cent in Bolivia and Madagascar, 56 per cent in
Tanzania, 53 per cent in Columbia, 48 per cent in Thailand and 46 per cent in

Venezuela.

The Pan African News Agency (1997) reported that the informal sector in
Zimbabwe, previously looked down as inferior and with no organised structure,
was slowly overtaking commerce and industry as the leading employer. In 1996,
it employed 1.56 million people compared with 1.2 million in the formal sector,
and the sector was viewed as an immediate solution to Zimbabwe’s high

unemployment rate, estimated at 40 per cent.

According to the Financial Mail (1997), in 1995 almost one in every eight jobs in
South Africa originated in the informal sector, which generated 7 per cent of the
country’s GDP. Trade, catering and accommodation services accounted for 45

per cent of the sector’s contribution, while construction accounted for 6 per cent.

The Foundation for Market Economy (1994) reported that in 1992 the income
generated in the informal sector represented 25 to 26 per cent of the GDP in
Hungary.

Thomas (1995) reported that in Latin America, in the period between 1980 to
1992, there was an increase in the labour force in the informal sector from 40.2 to

54.4 per cent of the non-agricultural economically active population.

The above few statistics show that the informal sector is important enough to deserve

adequate attention and inclusion in macroeconomic policy planning. Franks (1994)

gave four reasons for its incorporation into macroeconomic policy planning: its large

size; its behavioral response to macroeconomic policy, which is different from that of

the formal sector; its possibility of being managed by government economic policies;
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and its recognized economic benefits. He, however, cautioned against the existence of
an optimal level of informality, which should be taken as a target for macro-economic

policy.

Franks (1994) further summarised the advantages of developing the informal sector.
These advantages, also supported by Malyamkono and Bagachwa (1990), Thomas
(1995) and Marten (1996), include:

e  The use of appropriate technology;

. Saving of foreign exchange, through the use of much lower levels of foreign
inputs for a given output than a formal sector;

e  Alleviation of poverty and distribution of income, through the creation of
productive jobs much more rapidly and at lower resource costs than either the
formal private sector, or the government;

e  Provision of training opportunitiés; and

e  Provision of essential goods and services at prices affordable to most people

rather than those produced in the formal sector.

However, (Franks, 1994:99) argued that the existence of a large informal sector
represents a “challenge to the state because of the degree of autonomy the sector enjoys
and its ability to evade many government controls”. It is a constant reminder of the
government’s inability to generate sufficient employment to meet the needs of its

citizens.

Franks (1994) further noted that the size of the informal sector makes it a strong
potential force in democratic politics. It constitutes a large number of possible voters
that could be potentially mobilized by political leaders. The sector as a significant
political force manifested itself strikingly in Peru (Franks, 1994) and was on the rise in
many parts of the developing world (Trip, 1997).

On public policies, the ability of the informal sector to evade taxes was seen as a major
problem (Franks, 1994; Marten, 1996). According to Franks (1994:99) “any policy to

encourage the informal sector runs the risk of eroding the tax base and the efficiency of
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government revenue collection efforts” and may make the government unable to
provide important public services. Other problems include: loss of government control
over urban planning and zoning (Dewar and Watson, 1991); lack of health, safety and
environmental regulations in the informal sector (ICOHS, 1997), and the lack of
protection in the sector for wages, job security and trade unionization (Anon, 2000).

Other cited disadvantages of the sector include: low productivity and corresponding
low wages and inferior quality of goods produced with little potential for export and
generating foreign exchange. It is also argued that efforts to develop the sector prohibit
further modernization of the society and slow the industrialization process (Marten,
1996). With regards to low productivity, Young (1994) argued to the contrary. He
found the informal sector enterprises to be more efficient in total resource use than
larger ones, most notably in sectors where they predominate. The fact that this sector’s
enterprises have survived despite biased and repressive policies is px:oof of their
efficiency (ibid,)

It is currently accepted that the advantages of the informal sector outweigh its
disadvantages. Currently most policy makers do not view the informal sector as a
problem of development, but as an asset or solution (Terblanche, 1995; Bangasser,
2000). The informal sector is now seen as a source of entrepreneurship and
employment creation (Kershoff, 1996; Bangasser, 2000). Therefore, it is desirable to
find ways that would maximise the benefits of the informal sector while minimising its

unwanted elements.

2.7 MEASUREMENT OF THE INFORMAL SECTOR
2.7.1  The size of the informal sector

In addressing the issue of the size of the informal sector, Thomas (1995) gave two
dimensions, which could be used to determine the size of the informal sector in any
country. The first and the simplest, is the number of people working in the sector. The
second, but difficult to determine, is the value of the output of the informal sector

(possibly measured as a percentage of the level of the measured GNP).
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The use of employment data may sometimes give a misleading idea about the
economic importance of the sector. For example, data available in Peru shows that in
1987 the informal sector although representing 52 per cent of economically active
population produced only 13 per cent of the GNP of Peru’s industrial sector. The large
firms represented 13 per cent of the economically active population, but produced 46
per cent of the GNP. These findings give a warning of using the employment data to
gauge the importance of the informal sector and proves that this sector is characterised
by high levels of employment coupled with very low levels of productivity (Thomas,
1995).

To properly determine the size and economic importance of the informal sector in any
country, it may be necessary to give both the levels of employment and contribution to
the GNP. Unfortunately, some of the data available in different countries only gives
one of the two, making it difficult to say with certainty its importance to a given

country.

Later in this chapter, a brief overview of the Tanzanian informal sector, and therefore a
discussion of its size, will be made. However, to underscore the importance and size of

the informal sector Malyamkono and Bagachwa (1990:34) wrote:

“Contrary to the classical theories of development, which view the informal sector as a
passing phenomenon destined to phase out with time, giving way to the large scale, more
organised modern sector, experience in developing countries shows that this sector has
considerably increased both in its level of production and the number of persons engaged
in it. The informal sector is said to engage more than 50 per cent of the urban population
in developing countries and this section of society is growing at a higher rate than the
overall population of these countries. In India, for example, the informal sector GDP is
said to be of the same order as that of the formal sector. In Africa the informal sector
accounts for 60 per cent of the urban labour force and it is quite likely that it contributes
between one quarter and one-third of urban incomes”.

Generally the view of many governments as discussed above was that the informal
sector was a temporary phenomenon destined to phase out with time. Governments
believed that with their support, informal sector enterprises could be assisted to become
formal. However this does not seem to be the case. Despite the current efforts to assist

informal enterprises to become formal (Thomas, 1995; Tripp, 1997), new informal
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enterprises are created everyday. This has been primarily been due to continued
deterioration of economies of developing countries coupled with severe unemployment
caused partially by poor economies and economic re-structuring programmes (Tripp,
1997; Sethuraman, 1997).

The informal sector is therefore important in the economies of developing countries.
The presented figures of the informal sector’s employment and contribution to the
GDP prove the role played by the sector in providing employment for the urban

population and contribution to economy of the developing countries.

2.7.2 Why is measurement important

Van der Berg (1990) as quoted by Kirsten (1991) and Bagachwa and Naho (1994)
pointed out that most national accounting systems used to measure economic activity
were inadequate. In particular, the GDP and national income figures and labour
statistics were underestimates of economic participation. Of major concem is the
relative denial of the contribution made by the informal sector operators because of

their elusive and shifting character (Kirsten, 1991).

According to Malyamkono and Bagachwa (1990), the omission of the informal sector
data in national income data could be attributed to the accounting convention used and
mistakes or deficiencies in the estimation methods used. It may also arise from

difficulties in data collection particularly where activities are not easily accessible.

The determination of the correct size of the informal sector in any country is important
for proper economic planning. Franks (1994:94) pointed out that excluding the
informal sector from economic planning leads to a severe “omitted variable bias” in
economic policies. He argued that because of this bias, any behavioural differences
between the informal sector and the rest of the economy would introduce biases in the
micro-economic models and the policies designed based on the models. By omitting
the informal sector, economic policy makers could devise policies that are

inappropriate for the economy as a whole.
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Feige (1989), in discussing the economic sector which goes unrecorded in the
government statistics, gave an overview of what constitutes national economy and
income, and what income goes into government official economic statistics. The
income that ought to have been reported consists of the observed and the unobserved
sector. The observed sector constitutes all the measured economic activity that is
recorded in the conventiqnal national accounting frameworks, and consists mainly of
market income producing activities that utilise money as a medium of exchange. The
unobserved sector is that amount not reported due to a variety of reasons including tax
and regulatory evasion, avoidance of costs of compliance, or mistrust of the

government. The unobserved sector is made up of:

e  the unobserved monetary sector consisting of both legitimate and illegitimate
income producing activities. The illegitimate activities are usually excluded from
national accounts, but the legitimate activities escape the national accounts due to
the accounting convention used (Malyamkono and Bagachwa, 1990).

. the non-monetary sector in which goods and services are produced for
consumption by the producing unit (household) or are exchanged by a bartering

mechanism. Here again, legitimate and illegitimate activities exist.

Figure 2.1 summarises the components of the national income. It shows that the total
unrecorded income consists of income produced from prohibited economic activities
deemed illegal by the law of the land (A+F), income produced from non-market
(bartered) legal activities (E) and income produced from legal markets that for various
reasons escape official measurement (B). Both (A) and (F) consists the illicit informal
sector activities, which were discussed in Section 2.2. This research focuses on licit
informal sector activities, which fall under B, D and E.

Economists therefore face a challenge of devising methods that can capture B, D and E
to show a true reflection of the country’s economies. At the same time, governments
must ensure that A and F, which are the unwanted elements in the economy, are
eliminated.
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Figure 2.1 Distribution of total economic income.

2.7.3  Measurement techniques

Due to the importance of the informal sector, much effort has gone into devising
various techniques for measuring its size. It can be measured either by establishing the
proportion of economically active population engaged in the sector or by its
contribution to the GDP (Malyamkono and Bagachwa, 1990; Thomas, 1995).

The techniques used to establish the employment in the informal sector and its
contribution to the GDP falls into direct and indirect measurement. According to
Kirsten (1991), these methods produce divergent figures whose respective conclusions
have been the basis of many debates. These techniques are discussed in the coming

sections.
To avoid confusion when interpreting the informal sector data, it is essential that

individual studies adequately describe their methodologies, and an outline of the

definition of the informal sector adopted. This would make future comparisons
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between studies less complex and could assist efforts to measure the growth of the

sector’s activities over time (Kirsten, 1991).

Direct technigues

The direct approach involves the intensive investigation of samples of a given
population, and was designed specifically to generate data, rather than to make sense of
existing statistical data (Kirsten, 1991). Direct methods could facilitate the collection of
detailed information about the structure, composition of the labour force, and the

experience of people within the informal sector.

According to the ILO (1993) and Thomas (1995), household surveys is one of the most
satisfactory direct methods to collect data on the informal sector. By using a simple set
of questions, sufficient information could be obtained to determine the involvement of
individuals in the informal sector activities. It is however important to give an
acceptable criterion which will be applied to allocate individuals and small enterprises
between the informal and formal sectors. This method was used in Tanzania to collect
data on the informal sector in 1991 and 1995 for the whole country (GOT, 1991a), and
for the Dar-es-Salaam region (GOT, 1995) respectively.

Although the direct techniques give an insight into the magnitude of informal sector
activities, they have certain disadvantages; their results indicate only point estimates
and are unable to provide estimates of the growth of the informal sector over time
(Kirsten, 1991). However, according to the ILO (1993), it is possible to estimate the

growth of the sector, if the surveys are carried out at some predetermined intervals.

Indirect techniques

Indirect approaches use already-available statistics to estimate the size of the informal
economy. These methods fall into two categories. The monetary approach, on the one
hand, looks at the discrepancies between the currency normally needed and that which
is actually observed in the monétary sphere to determine the size of the informal sector.

They include the currency-demand approach, the demand for currency equation and the
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transaction approach. The income-expenditure discrepancy method, on the other hand,
compares income and expenditure patterns, and it takes the difference between
expenditures and income to reflect the size of the informal economy (Malyamkono and
Bagachwa, 1990; Kirsten, 1991). Estimates made by these indirect techniques relate to
a wide informal sector discussed in Table 2.1: they include the elements of the informal
economy which are undesirable to the society. The results obtained using these

methods should therefore be treated with caution.

Currency —demand approach

The currency-demand method developed by Gutman in 1977 assumes that in the
informal sector transactions are undertaken by cash payments in order to escape
leaving behind observable traces for tax authorities. “An increase in the demand of
currency, unexplained by factors such as income, payment habits, and interest rates,
must be attributed to growth in the informal economy” (Kirsten, 1991:151). Using this
method Malyamkono and Bagachwa (1990) estimated that the Tanzanian informal
economy was 31.4 per cent of the officially estimated Gross National Product (GNP) in
1986. In addition, taking the advantage of the method’s ability to calculate a time series
of the informal economy activities, they established that between 1978 and 1986, the
Tanzanian informal economy grew at an annual rate of 30.1 per cent. This was more

than the official growth in GNP, which was 19.4 per cent.

Hartzerberg and Leiman (1990) and Malyamkono and Bagachwa (1990) challenged the
Gutman’s approach, particularly on the major assumption made. They argued that not
all transaction in the informal economy are undertaken on a cash basis; some
transaction involve both crossed and open cheques, and some involve barter exchange
or even foreign money. In addition, the choice of an appropriate benchmark entailed an

element of arbitrariness (Malyamkono and Bagachwa 1990).

Demand for currency equation

The demand for currency equation developed by Tanzi (1982) has the advantage that

its results are not sensitive to the initial period. Again in this method, the underlying
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assumption is that money is mainly used for carrying out transactions or for storing

wealth in the informal economy.

Using this method Bagachwa and Naho (1994) estimated the size of the second
economy in Tanzania from 1980 to 1990. Figure 2.2 shows the results, together with
two pairs of results obtained using Gutman’s method by the same authors and by

Malyamkono and Bagachwa (1990).
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Source: Bagachwa and Naho (1994:Table 3) and Malyamkono and Bagachwa (1990)

Figure 2.2 Estimates of the size of the informal economy in Tanzania

In Figﬁre 2.2, Tanzi’s (1982) method constantly yielded higher values than Gutman’s
approach. The highly divergent figures between the two methods obtained by the same
authors could be attributed to the assumptions inherent in the methods and/or lack of
consistence of official data that was used in the estimating process. At the same time
results obtained by Malyamkono and Bagachwa (1990) and those by Bagachwa and
Naho (1994) using Gutman’s method differed very much. This again raises doubt on
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the correctness of the data/information that was used in the computation. However,
such discrepancies reinforce Kirsten’s (1991) argument regarding the diverging
estimates of the size of the informal sector that could be obtained using different

methods.

Transaction method

Feige’s (1979)-transaction method discussed by Kirsten (1991) assumes a constant
relationship between the nature and volume of economic transactions and the official
GDP. The method also assumes that informal sector transactions take place largely
through cash payments. A growth in the demand for money relative to bank deposits
and other more convenient media of exchange are taken to reflect the informal sector

activities.

Using this method, Kantor (1989) esti{nated that South Africa’s GDP for 1987 was 16
to 41 per cent higher than indicated in the official figures’. Hartzenberg and Leiman
(1990) were quoted by Kirsten (1991) to challenge the method because it ignores the
impact of structural changes in the economy, such as the extension of credit facilities,

which they argued might also affect the nature of transactions.

Discrepancy between the National Expenditure and National Income Statistics

The discrepancy between the national expenditure and national income statistics
method assumes that while people may attempt to conceal their true income, they
would not hide their expenditure in responding to government surveys. In accordance
to this method, the discrepancy between income and expenditure is attributed to the
informal economy (Malyamkono and Bagachwa 1990). A macro-level approach of this
method compares the National Accounts estimates of income sources and expenditure
outlays. A micro-level approach assesses the income-expenditure discrepancy of
particular individual households or groups, and using a representative sample,
extrapolates the results to give an estimate of the informal economy for the whole

country.

5 The wide range, 16 to 41 per cent, again raises doubt regarding the correctness of the method, or correctness of
data/information used for determining the size of the informal sector
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According to Malyamkono and Bagachwa (1990) and Kirsten (1991), the macro-level
discrepancy approach seems to be a viable approach for assessing the contribution of
the informal sector. However, it suffers two shortcomings. Firstly, the difference
between income and expenditure figures may indicate not only the hidden informal
activities, but also errors in the income and expenditure figures. These errors could
arise from non-reporting or under-reporting of incomes from bartering, illegal
activities, etc. Secondly, there may be errors due to differences in time and statistical

approaches used for compiling the data.

The macro-level approach works well in developed countries where nearly all
transaction are monetary and efforts are made to maintain accurate national statistics
(Kirsten, 1991). It is unsuitable in developing countries, like Tanzania, where a
considerable portion of the population still engage in barter arrangements and where
national statistics are known to offer only a limited coverage of income and
expenditure (Malyamkono and Bagachwa, 1990).

2.7.4  Applicability of the measuring techniques to Tanzania

The different indirect methods discussed above for determining the size of the informal
sector rely on avail'able statistics. The accuracy of the statistical data would affect the
accuracy of the computed size of the informal sector. In the case of Tanzania, one
major problem facing economic planners and researchers is the availability and
accuracy of economic data (Malyamkono and Bagachwa, 1990). The methods also
assume that most transactions are carried out using money. In developing countries like
Tanzania, “subsistence and barter arrangements are important economic strategies for
large segments of the population” (ibid.:59). Therefore the use of indirect methods may

result in an underestimation of the size of the informal sector.

It was also mentioned that the methods, with the exception of the micro-level
discrepancy approach, traces the movement of money regardless of what caused money
to disappear out of circulation or where the money was spent. Therefore, the obtained
size of the informal economy may include legal and illegal activities, and it is not

possible to distinguish between the two. Since the informal sector described in this
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thesis excludes illegal activities, the methods discussed do not yield the correct size of

this sector.

The results on the size of the second economy obtained by the same economists using
different methods and different economists using the same method differed as shown in
Figure 2.2. This casts doubt on the methods themselves, or on the correctness of the

data used in the computation.

With the problems highlighted above, it could be concluded that methods, which use
compiled statistical data and assume monetary transactions, are unsuitable to determine

the size of the informal sector in Tanzania.

Household surveys are recommended for measuring the size of the informal sector in
Tanzania. By selecting representative communities throughout the country, this method
could be used to establish data on income and expenditure on household accounts and
people’s involvement in the informal sector. With this information, it is then possible
to use the discrepancy between the expenditure and income method to compute the size
of the informal sector of the representative communities, and by extrapolation, its
relative size in the whole country. The method, however, gives point estimates of the
size, and it. is therefore necessary to conduct household surveys at predetermined

intervals to establish its growth rate.

2.7 INFORMAL SECTOR IN TANZANIA
2.8.1 Government’s attitude towards the informal sector

As discussed previously, one of the major characteristics of an economy in a

developing country is the presence of an informal sector. Tanzania is no exception.

The Tanzanian Government in the 1980’s was generally against the informal sector
activities (Malyamkono and Bagachwa, 1990; Kenti and Mushi, 1995; Tripp, 1997).
According to Kent and Mushi (1995:150), it regarded the informal sector activities to
be “clandestine, exploitative and subversive”. They were found to “challenge the

socialist notion of an egalitarian and classless society” that the government was trying
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to build. The government regarded the sector corruptive as it was operating outside its

legal system and was depriving it of tax revenue.

Notwithstanding the attitude of the government, the informal sector has continued to
grow. According to Malyamkono and Bagachwa (1990), ILO (1993), Mutagwaba
(1996) and Tripp, (1997), the continued growth of the informal sector in Tanzania was

attributed to the following reasons:

. erosion and compression of formal wages and salaries;
. bureaucracy by the government in granting business licences;
. stagnation in formal wage employment; and lastly

. reduction by the government of its previously prohibitive stance towards it.

Tripp (1990), Malyamkono and Bagachwa (1990), and Bagachwa and Naho (1994)
suggested that the growth of the infor;nal sector in Tanzania was part of the survival
strategies adopted by people to weather the economic crisis. There has been a dramatic
growth of informal income generating activities of urban wage earners and their
household because of declining real wages. According to Tripp (1990:49), wage
earners in Tanzania suffered “a 65 per cent decline in real wages between 1979 to 1984

and consumer prices increased tenfold from 1976 to 1986”.

The ILO, together with the Ministry of Labour and Youth Development (GOT, 1991a)
qualified approximately 95 per cent of informal businesses carried out in Tanzania as
survival activities with limited growth potential. However, when combined, they
produced a value-added of more than 32 per cent of the officially recorded GDP. The
informal businesses in Tanzania provide earnings per worker that were 2.6 times higher
than the minimum wages in the urban formal sector. In addition, they realized an
average return on investment of 33 per cent per annum, indicating minimal levels of

investment rather than general prosperity.

While it was expected that informal sector businesses would be formalised over time,
the trend does not depict this. The regulations that exist in the formal sector have made
it unattractive for people to make their businesses formal (Mutagwaba, 1996). These
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regulations include registration and licensing, minimum standards of hygiene and

building infrastructure for the work place, taxation, and application of formal accounts.

According to the Financial Times (1998), the ruling class in Tanzania generally
“appreciates the buffer function of the informal sector and the political weight of its
size, and has so far avoided direct confrontation with its operators”. At the same time,
they see it as a threat and a nuisance, as it escapes their control, occupies large pieces
of valuable land, and defies their vision of development. The lack of clear government
stand on the sector leads to contradictory public statements and incoherent measures by
the local government authorities mostly against the small pockets of informal sector
operators. Conflicting government announcements and actions heighten the prevailing

climate of insecurity within the sector.

2.8.2 Facts and Figures about the informal sector in Tanzania

In an effort to understand its informal sector, the government of Tanzania conducted a
countrywide National Informal Sector Survey (NISS) in 1991 (GOT, 1991a) and the
Dar-es-Salaam Informal Sector Survey (DISS) in 1995 (GOT, 1995).

The NISS was both evaluative and investigative and had the following objectives:

e  To provide quantifiable national data on employment in the informal sector;
. To provide data for the national accounts estimates of the sector; and

. To provide policy guidelines for planners on the development of the informal

sector.

The DISS was a follow-up survey to provide further insight into the sector and gauge
its growth during the period. It was, however, carried out in Dar-es-salaam only, the

largest city in Tanzania.
In the NISS and DISS studies, a "multi-phase" data collection approach was used to

allow wide coverage of households and capturing many informal sector activities.

(GOT, 1991a). The multi-phase approach consisted of two phases:
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e  The first phase involved the establishment of participation of the households in
informal sector activities using a household questionnaire. It identified all the

businesses falling within the scope of the survey and their owners.

e  The second phase obtained detailed information on the characteristics of the
businesses and workers by interviewing business owners using the operator

questionnaire.

Important indicators of the informal sector in Tanzania are shown in Appendix 2.1.
Salient features of the sector as summarised from the NISS (GOT, 1991a) are as

follows:

° In 1991, the sector employed about 2,370,000 people; 60 per cent were in rural
areas and the remaining 40 per cent were in urban areas. Dar-es-Salaam
accounted for 13 and 44 per cent of the total and urban informal sector
employment respectively. The total employment in the informal sector

constituted 22 per cent of total employment in Tanzania in 1991.

e A large degree of self-employment in the informal sector was established. The
NISS revealed that 74 per cent of people engaged in this sector were owners of

busingsses and only 26 per cent were employees.

e  The informal sector’s total gross output in 1991 was Tshs. 486.9 billion (US$
2,090 million). This is about 49 per cent of official GDP of Tshs. 989.6 billion
(USS$ 4,427.1 million) for the same year (NCC, 1999).

e The total gross value added for the entire informal sector in 1991 was Tshs. 183.4
billion (US$ 787.1 million), which was 32 per cent of the total official
economy’s value added of Tshs. 573.5 billion (US$ 2,461.4 million).

e  The estimated capital formation of the informal sector in 1991 was Tshs 5.7
billion (US$ 24.6 million), which was 2 per cent of the official gross capital

formation for the entire economy.
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The above statistics suggest that the informal sector is an important part of the
Tanzania economy with a high potential for providing employment and contributing to

the economy.

2.9 SUMMARY

This chapter clarified the concept of the informal sector as used in this thesis. This
sector has been taken to include individuals or enterprises carrying out legal businesses

which are unlicensed or unregistered by the relevant institutions of the government.

The chapter has shown that the state is responsible for the emergence and growth of the
informal sector through its failure to create employment in the formal private and
government sector. Government policies which lead to poor economic performance

and excessive bureaucracy have also been singled out to contribute to informality.

The benefits of the informal sector to the economies of developing countries, and the
interaction between formal and informal sectors were also discussed. It was shown that
the informal sector provides a valuable source of employment for the urban population,
contributes to the GDP and provides goods and services at affordable prices, and
therefore plays an important role towards the alleviation of poverty. Its disadvantages
were pointed out, but were found to be less important compared to the benefits. Despite
the limited competition between the formal and informal sector, a symbiotic
relationship was found to exist. The two sectors were shown to depend on each other as

sources of goods, raw materials, work and income.

Various methods to measure the size of the informal sector were discussed. These
included direct techniques aimed to generate data and indirect techniques, which make
use of already available statistics. In the Tanzanian situation, where accurate and
reliable statistical data are lacking, it was recommended to use household surveys to
establish data on the income and expenditure of households. The established data could
then be used to compute the size of the informal sector of the representative

communities using the discrepancy between the expenditure and income method.
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In this chapter it was shown that the government of Tanzania, despite its previous
tough stance, now appreciates the role that can be played by the informal sector in the
economy. Through a study on this sector carried out in 1991, it was shown that the
informal sector employed 22 per cent of total employment in Tanzania, contributed 49

per cent of the official GDP, and 32 per cent of official value added.

In the next chapter, the construction industry of developing countries will be examined

in detail with respect to the existence and nature of the informal construction sector.
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CHAPTER THREE

THE CONSTRUCTION INDUSTRY IN
DEVELOPING COUNTRIES

3.1 INTRODUCTION

It was explained in Chapter One that this research, amongst others, aims to establish the
nature of collaboration between the formal and informal construction sectors in
Tanzania. Chapter Two described the concept of the informal sector, which embraces

the construction industry as well as other industries of the economy.

To understand the context within which the formal and informal contractors operate, it
was found important to understand the structure and some of the dynamics related to
contractors that occur within the construction industry. This chapter’s objectives are
therefore to examine the importance, structure and modi operandi of the construction
industry in developing countries. It examines the evolution process of construction
firms and its bearing on the formal/informal contractors’ dichotomy. The chapter also

discusses specific characteristics of the informal construction sector.

A considerable part of this ;:hapter is devoted to the discussion of the characteristics of
small contractors due to the fact that this group is made up of both the formal and
informal contractors. To capture the collaboration between the formal and informal
construction sectors it was found important to understand the dynamics of this group of

contractors and its impact on formal and informal relationships.
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3.2 CHARACTERISTICS AND DEFINITION OF CONSTRUCTION
INDUSTRY

3.2.1 General

The importance of the construction industry is well known. Quoting UNCHS (1996:xi):

“It is now well recognised that the construction industry plays an important role in the
socio-economic development of every country. It provides the building and
infrastructural facilities which make such development possible while contributing
directly to this growth itself and stimulating activities in several sectors to which it is
linked. Owing to its relatively labour-intensive nature, construction work provides
opportunities for employment. As it is dispersed throughout each country, construction
can improve living conditions at local level.”

Ofori (1990) summarised the role played by the construction industry in socio-economic
development into direct contribution, indirect contribution and backward linkages. The
construction industry contributes directly to output and employment through the
construction activity. Indirectly, it facilitates the growth of other industries like
agriculture, manufacturing and services by constructing the physical facilities required
for production and the distribution of goods and services. The industry also has great
potential for generating employment in itself and, through its backward linkages in
other industries which produce and distribute building materials and equipment, and
which provide financial services to the industry (Ofori, 1990, Spence et al., 1993;
Hillebrandt, 2000). In emphasising the importance of the backward linkages of the
construction industry, Spence et al. (1993:31) stated that “for every job created in the
construction industry a further job will materialise in the building materials, trade,

transport and services sectors”.

The contribution of the construction industry through backward linkages is, however,
influenced by the extent to which the industry uses its local resources. This contribution
is greatly reduced in situations where most building materials, equipment and other
services are imported (UNCHS, 1981).

Several parties including clients, designers and contractors are directly involved in the

formal construction process. Contractors are very important in the process since they are
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involved in the construction stage, which is the longest and the most expensive part of
the development process. They are also involved in the long term repair and
maintenance of the built structures and constitute the largest group in terms of number
of participants. It is for this reason that this research concentrated mainly on the
interaction between formal and informal contractors. Where other parties in the
construction process are discussed, it was mainly in relation to their actions that impact

on the contractors’ development.

.3.2.2 Definition

Various arguments and definitions have been provided to describe the construction
industry (Hillebrandt, 1988; GOT, 1991b; Hong, 1992; Harvey and Ashworth, 2000,
Hindle, 1997a; Gruneberg, 1997). Hillebrandt (1988) and Hindle (1997a) define the
construction industry based on the Standard Industrial Classification (ISIC, 1968) and
also include the parties involved in the industry including professions, contractors and
suppliers of construction materials. GOT (1991b), Hong (1992) and Harvey and
Ashworth (2000) define the industry based on the different processes involved including
planning, regulation, design, manufacture, construction and maintenance. It is clear
from all the arguments and definitions that the construction industry encompasses all
spheres of human life. According to Gruneberg (1997:45), the construction industry

“produces and maintains the built environment.”

Hillebrandt (1988) and the UNCHS (1996) subdivided the construction industry into
building and civil engineering according to its products. Hillebrandt (1988) reported
that building accounted for around 70 per cent of the construction market in both
developing and developed countries while civil works accounted for the remaining 30
per cent. The UNCHS (1996) also divided it into the informal and formal sectors. The
major difference between the informal and formal construction sectors is the extent to
which government regulations are observed. Hence the formal construction sector is one

in which all the govemnment’s licensing and registration regulations® with regard to

¢ Usually contractors and other actors do not adhere to all government regulations. This study concentrated to the
adherence of registration and licensing regulations since these are basic conditions for one to enter into business.
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construction are adhered to, while in the informal construction sector some or all of the

regulations are not.

The categorisation into formal and informal construction sectors formed the basis of this
research. Detailed enumeration of the formal and informal concepts was made in
Chapter Two of this thesis.

It is sometimes difficult to fix the boundaries of the construction industry due to its
backward linkage with other sectors. Figure 3.1 shows the building process, and is used
to discuss the difficulties in categorising the different processes involved in

construction.

P i e s el ..

OF BUILT
PRODUCTS

L]
MINING AND MANUFACTURING OR
QUARRYING CONSTRUCTION

Adapted from Tegelaers (1995:6)

Figure 3.1 The construction process
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Two sub-processes are presented in Figure 3.1. Sub-process One is the typical building
process which, according to the International Standard Industrial Classification of all
Economic Activities, is categorised as the construction industry (ISIC, 1968). Sub-
process two involves the acquisition of building materials. The first step of this sub-
process, the extraction of raw materials belongs to the mining and quarrying industry.
Steps two, three and four would normally fall under the manufacturing industry.
However, these processes also tend to fall under the construction industry due to the
integration of building material production at the construction sites. Therefore, there is
an overlap between the manufacturing and construction industries, and the dividing line
is sometimes not very clear (Tegelaers, 1995). For example, in Tanzania it is a custom
for every large contractor to own a stone quarry and to manufacture concrete blocks and
pre-cast concrete products in-house (Lema, 1996, Mpembe, 1999). Under such
circumstances, there is an inclination to consider the process of acquisition of building

materials to belong to the construction industry.

The model presented in Figure 3.1 does not explain precisely what constitutes the
construction industry. It helps nevertheless to explain the predicament that researchers
face when distinguishing it from other industries linked to it. A far more inclusive
model was proposed by Lema (1996), which looked at the construction industry in
terms of preparations of inputs, the inputs, processes and outputs involved, as shown in

Figure 3.2.

The model presented in Figure 3.2 include the preparation of inputs to the construction
process., which is in line with the discussion of Figure 3.1, part of it falls outside the
construction industry and part of the rectangle representing it is indicated to fall outside
the boundaries of the construction industry. Similarly, some control institutions and
mechanisms fall outside the industry as shown Figure 3.2. The inputs using appropriate

processes gives rise to several outputs as indicated.
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Figure 3.2  Conceptual scope of the construction industry.

Lema’s (1996) model attempts to capture all processes that in one way or another
impact upon the construction industry. Such a wide conceptualisation of the
construction industry could be a cause of confusion. However, the existence of a
boundary in the model makes it possible to describe it to fit different purposes. For
example, in Tanzania different organisations have defined the construction industry to
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fit their jurisdiction. The Ministry of Works (MOW), through the National Construction
Industry Development Strategy (NCIDS) of Tanzania (GOT, 1991b:1) defined it as

follows:

“The sum of all economic activities related to civil and building works: their conception,
planning, execution and maintenance. Such works normally comprise capital investment
in the form of roads, railways, airports, ports and harbours, dams, irrigation schemes,
health centres and hospitals, educational institutions, offices, godowns, factories and
residential premises.”

The NCID’S definition is wide but is well captured in Lema’s (1996) model, which
covers the processes involved in the construction industry as well as the products.
However, being a policy document, such a wide definition was expected. Policies are
expected to focus not only on the subject of their formulation, but also on other factors
that may have intended or unintentional impact on the subject (Anderson, 1990). Along
the same trend, in 1995, the National Construction Council (NCC) defined the
Tanzanian construction industry as comprising of local indigenous consultants and
contractors. This demarcation of the industry into indigenous participants was important
to allow the NCC to direct its developmental efforts at building local capacity (Lema,
1996).

According to the proposed Construction Industry Policy (CIP) of Tanzania (NCC,
2000), a substantial part of the construction work in Tanzania also takes place in the
informal sector of the industry. The CIP defined the informal construction sector as
comprising of unregulated and unprotected individuals engaged in economic activities
that include the supply of labour, materials and building components to both the formal
construction sector and directly in response to the needs of clients. It also include works

carried out by individuals or groups on a self-help basis without contracting.

Based on the theme of this research, there was a need for a search of a definition of the
construction industry that explicitly captured both the formal and informal construction
sectors. Apparently, most of the given definitions of the construction industry did not

explicitly show the involvement of the informal construction sector.
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In an effort to capture the involvement of the informal construction sector, the Task
Group 29 (TG 29) on construction in developing countries adopted the following
definition for the construction industry (CIB, 1998:xii):

“The construction industry comprises all those organisations and persons concerned with
the process by which building and civil engineering works are procured, produced,
altered, repaired, maintained and demolished. This include companies, firms and
individuals, main and subcontractors, material and component producers, equipment
suppliers and builders merchants. The industry has a close relationship with clients and
financiers.”

As it will later be shown, the informal construction sector consists mainly of individuals
who are either involved in the production and the supply of building materials or in
direct construction on their own or as subcontractors of larger firms. The above
definition captures this involvement, and was therefore, adopted as the working
definition of the construction industry in this research.

<

3.3 THE CONTRIBUTION OF THE CONSTRUCTION INDUSTRY

TO THE NATIONAL ECONOMY
Different economic indicators can be used to measure the contribution of the
construction industry to the national economy. According to Wells (1986), Bjorklof et
al. (1992), Gruneberg (1997) and Hillebrandt (2000), the most common indicators
include the amount of manpower employed by the industry and the contribution to the
Gross Domestic Product (GDP) and the Gross Fixed Capital Formation (GFCF).

The GDP is the total value of all goods and services produced in a country (Hillebrandt,
2000). The UNCHS (1984) and the World Bank (1984) suggested that the output of the
construction sector as a percentage share of the GDP is typically in the range of 3 to 8
per cent, although substantial differences occur among various countries. According to
the United Nations (1988), the contribution of the construction industry to the GDP
represents the value added by the industry or the net construction output, which is the
gross value of construction output minus the value of the material input and the

depreciation of plant and equipment.
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Table 3.1 shows that the contribution of the Tanzanian construction industry to the GDP
at 1992 prices averaged 4.5 per cent from 1985 to 1999 with a peak value of 5.7 per cent
in 1990 (NCC, 1999; GOT, 2000b)

Table 3.1 GDP share of construction industry in Tanzania at 1992 constant prices

[ 2] ™~ ® - o ™~y - [ ¢] w5 ™~ (-
Year E 2|2 2|8 8§ 22| 2|28 8 & |88
— - - - - — - - -] - — [} - - —
Percentage
contnbution | 3.0 | 32 |47 (56 | 47 |57 (52|54 (46 46| 38 (39 (41|43 |45
to GDP

Source: NCC (1999, Table 2.7) and GOT (2000b, Table 4B)

According to the United Nations (1988), NCC (1999) and Hillebrandt (2000), the GFCF
is the total value of fixed asset produced comprising housing, other new building and
works, plant and machinery, vehicles, ships and aircraft, but excluding repair and
maintenance. Edmond and Miles (1984), the GOT (1991a), the UNCHS (1991) and
Wells (1995) reported that the share of the construction industry in both the developed
and developing countries in GFCF is about 50 per cent. In countries with a low level of

industrial development, the figure could be as high as 80 per cent (ILO, 1987).

Table 3.2 shows that in Tanzania the average contribution of the construction industry
to the GFCF was 50 per cent for the period of 1985 to 1999. It attained a peak value of
65.5 per cent in 1990 (NCC, 1999; GOT, 2000b).

According to Edmond and Miles (1984:11), in all countries construction is a relatively
labour-intensive industry. Available data suggest that the construction industry in many
countries employs about 2 to 9 per cent of the total national employment, with an
average figure around 4 to 5 per cent (UNCHS, 1984; Wells, 1986). Edmond and Miles
(1984:11) found that the actual level of employment per 1000 population increases as

one moves from the poorest to the richest countries. The data for Tanzania’ is shown in

7 Efforts to obtain up to date employment data proved to be very difficult. Secondary sources like World Employment
Report did not contain relevant data for Tanzania. Similarly & primary source, the Central Statistical Bureau of
Tanzania, did not have employment data for the construction industry.
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Table 3.3, in which it is shown that the contribution of the construction industry to total

employment in Tanzania is on average 4.2 per cent.

Table 3.2 Contribution of the Tanzanian construction industry to GFCF
in 1992 prices in percentage

TYPE/'YEAR | — | e - ~ | |o | AVERAGE
£ /8 BB 8|5 |8 B|% |8 |8 |8 8|8
BUILDINGS
Residential 69| 63| 43] s2] 60] s7[12.1]10.6]144] 6.1] 7.8[155] 82[ 63| 7.6 8.2
Rural 11.9] 13.0] s8] 9.0 9.0] 82| 9.6 7.9] 10.8] 10.0| 13.3] 14.5[ 14.8] 12.5[ 17.4 11.2

Construction

Non-residential | 7.2| 8.5| 6.1]12.4[ 9.8] 72[102] 86] 9.5[10.5]103[16.9] 12.5] 69 9.7
[Total - 1260]27.8]:163)1 2661248} 21:1: 33912711 :26:6]:31:41:46:9F35:5]:25.7]: 334 i ER
Land 13 13| 07] 23] 23] 20 6.5] o8] 03 2.5
improvement

Roads and 1.5 13| 14| 1.9] 09| 11| 3.1 6o 113] 89| 36 1.8] 17| 10.5] 2.6 3.8
bridges

Water 0.6 0.9

Others 34] s 10.4] 3.

Hotal: i NER | 19:620

| Fotal

Transport 17.8] 16.9]21.6] 11.9729.5T 150 14.5] 222 27.0] 19.1] 16.3] 14.5] 15.5[ 15.8] 24.8 18.9
Plant and others | 49.4] 46.8] 44.7] 26.7] 22.1] 19.5[ 23.5| 23.4] 18.2[ 32.3| 38.1 22.5] 29.3| 37.7] 328 31.1

Source: NCC (1999, Table 3.4) and GOT (2000b, Table 6)

Table 3.3 Share of the construction industry in total in employment in Tanzania.

Year 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993
Percentage
employment

Source: Lema (1996, Appendix 6A)

The information in Tables 3.1, 3.2 and 3.3 is summarised in Figure 3.3, which shows a
graphical representation of the contribution of the construction industry in Tanzania to
the GDP, the GFCF and employment. Figure 3.3 shows that the contribution of the
construction industry in Tanzanian to both the GDP and employment has remained
almost constant over the period of analysis. On the other hand, its contribution to the
GFCF has been fluctuating with peaks in 1988, 1990 and 1996. Its increased
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Percentage contribution

contribution to the GFCF after 1988 could be attributed to the large expenditure
incurred by the government of Tanzania on road rehabilitation programmes under the
Sixth Highway Rehabilitation Project and later the Integrated Roads Project. Both
projects were financed by the government of Tanzania, the World Bank and other world

financing institutions (Msita, 1999).
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Figure 3.3 Contribution of the Tanzanian construction industry to the GDP,
the GFCF and employment

According to Hillebrandt (2000), in most countries construction net output as a
percentage of GDP is about the same as percentage of construction employment to total
employment since the major part of construction net output comes from labour. The
comparison of the two figures gives an indication of labour productivity. If the
percentage of construction employment is greater than the percentage of construction
output, then the output per person is low compared with the economy as a whole and

vice-versa. Figure 3.3 shows that construction output as a percentage of GDP was
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consistently higher percentage of construction employment reflecting that output per
person in the construction industry in Tanzania is high compared with the economy as a

whole.

In interpreting the data in Table 3.1 to 3.3, it is important to appreciate the difficulties in
the assessment of the total value of construction output in any economy, which include
(Lema, 1996):

) inflationary effects;

. lack of records and motivation on part of actors in construction industries in
developing countries to provide the required data;

. the omission of capital formation arising from rehabilitation works; and

) the omission of work carried out in the informal sector.

The omission of the contribution of the informal sector in the national accounts is
echoed by Kirsten (1991:150) in which it is quoted:

“The gross domestic product and national income figures and labour statistics are widely
recognised as understatements of economic participation. Of major concern is the
relative denial of the contribution made by informal participants as a result of their often
(deliberately) elusive and shifting character.”

According to Komba (1988), government statisticians have access mainly to data from
the government and public enterprises and a few large construction enterprises. Thus,
the data collected excludes small scale and informal construction sector. For example in
1991, the NCC (1999) reported that the official statistics in Tanzania showed that the
construction industry’s GDP was Tshs. 52,087 million (US$ 222.7 million). During the
same period, GOT (1991a) reported that the total estimated annual gross output for the
informal construction sector was Tshs. 14,577 million (US$ 62.3 million). This was
about 22 per cent of the official GDP, and is normally not included in government
statistics leading to a gross underestimation of the contribution of the construction

industry to the economy.
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Table 3.4 shows a comparison of contribution to employment, the GDP and the GFCF
of the construction industry in Tanzania and other countries from different income

groups.

Table 3.4 Average contribution to the GDP, the GFCF and employment in countries
grouped according to income

Variable Group II Group Il Group IV
US$ 350-700 US$700-2000 | Over USS 2000

per capita per_capita per capita

Value added in 52(Q2)) 54 (31) 7327

construction as a

% of GDP

Capital formation 10.6 (10) 13.6 27) 13.5 (23)

in construction as

% of GDP

Employment in 3.4 (14) 6.6 (22) 8.1(26)

construction as a

% of total

employment

GFCF in 53 (10) 55.4 (26) 57.5 (23)

Construction as

% of total GFCF

Source: Lema and Price (1998:)
NB - The figure in brackets is for the number of countries considered in the group.

The data presented in Table 3.4 fits in well with the expected contribution of the
construction industry of 3 to 8 per cent of the GDP and about 50 per cent of the GFCF
and 2 to 9 per cent of employment. On average, it could be concluded that the

Tanzanian construction industry fares well within its income group.

Factors affecting the international comparison of construction industry data include
fluctuations of the level of the national currencies, fluctuations in the construction
industry workload, and execution of a large proportion of construction activities outside
the formal sector. These factors could result into under or over estimating the
contribution of the construction industry in the economy of a country and therefore

making comparisons difficult (Lema and Price, 1998).
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To properly gauge the contribution of the construction industry to the economy of most
developing countries, there is a need to address the problem of lack of data. The

importance of the informal construction sector is further elaborated later in this chapter.

34 CHARACTERISTICS OF SMALL SCALE CONTRACTORS
3.4.1 Definition

Many countries classify contractors in accordance with their sizes. On this basis,
contractors could be classified as small, medium and large (UNCHS, 1996).

According to the UNCHS (1996), groupings and hence definitions of small companies
differ from one country to another, and within a country they may differ according to
various types of businesses. A number of criteria are used to classify businesses
according to size, which include: the total number of employees, the value of fixed
assets, the paid up capital, the annual tumover, or the annual volume of physical
production. However, all these criteria or their combinations can not reliably measure

the size of construction contractors.

Contractors have a tendency to subcontract their works in lieu of using their own
employees. The total number of employees does not therefore represent the actual
number of people employed and hence the size of the firm. Similarly, the workload of
most contractors is not uniform and certain. This, together with the tendency of projects
to spread beyond one or several financial years, makes it difficult to use annual tumover
as a measure of the size of a company. The fact that they can hire equipment instead of
buying and building materials can be obtained on credit from specialist suppliers makes

capital holding also not a good measure of the size of a construction company.

Despite the difficulties discussed above, construction companies are still classified by
size. Some of the definitions focus on the attributes of the owner, leading to defining a
small company as a firm where the principals are personally still in direct day to day

control of most of the office and site management functions (Duncan, 1984; Kirmani,
1988).

66



In places where conmirastors are required 1o register 1nes are classified o Onaseial
categories that indicate the ceilinge of the project vaue thal the companies i a parucular
ool can undertake The classihzanon 15 based on pre-gualhification critena such as
ancidl tpmever, number and guahilcatons of employvees, and the maximurm number of
pragects undertaken recently This system is wsed te register oval and  building
contractars in Tareama Table 35 shows class mas fo0 vaious tvpes Ol Conlracion o
lTanzama  ociractors registered o different casses ol the CRB are ebwible o
urdertehz el conteacts (supplying of labour and rmatendd) ap 10 the ceiling of 4

parrcular class and i ante part of the couniry

Table 3.5 Class nots for sanous tvpes ol contractrs i Pz

| cLASS | CLASS LIMIT FOR ANY SINGLE CONTRACT Lnmdlbon fihy .
| I = ==
CiviL. BULLDLN G MECHANICAL | KLECTHICAL | SPECIALIST
] 1 Tindamated by NI | Sihlatig el Polionged
BT ik BT BT N i -
i "|_ Y 1 e (AL T i
! fl.,' B 1 BCH 20
| i I Iy 1 |
EYTI YT I 41 EH
v E W i 20 o

Source §TRE (20000)

Sl contracters. noae case of Tarzama are reparded as contractors registersd in
Classes V1 and VI (Matery. 1999 However, this classaificalion excludes compames
mal ate not reglstered as formal contraciars i ocarty o a seceesslual constucuan
Business Sume companies relrdu on regstening 9 dispuise theis aciug. sizey o avod
costs associated with the legler class (e rewistranien and heensing fees, taxation and
competinion {Sethuraman, 1997} In vrder 1w capture all the enterprises engaped in the
cunstiucton process, Mlinga [ 1'%} proposed 2 classificanon svsieny illustiated o

Fraure 1 whichioolode all comtracuons whethic: rewistersd o npt

* T ealage tor L lerent clies are rossal regalic v 1o take v ol neressed construcion s doe 1o gnllan
TR R (TR EW T

67



e o eses claswifica Pem sste i e 3 t o Lo wath 1M = stene it by the
Fhe peapesec clysafica ; I 4 | th . I

CRIE e weeng reeyered comracsars oo Tanzar o (NMatern, 1899 In sddinen, 2 1akes

Boatd unteginteten wanitetoas, and theretae prves d b protmere of &l esionp=- poaohoed

R TR TRF AN TR B 1 roves.

a— \.}

-

i,

1

LT R

. c— __1'
1 J ]
i
-~

h‘“"“-l-qJ

[

Conceptual  houndun

frorml inforal

Thig gns < utle b

fradls

I s ETng
T
LA R

1

= *bn

\
/

abma =

Kanw 1l vozs v e
0l wuovere e

i =i -

sdubis s
w bl
L

|

TPl Terrs ¥ ostibeladd
Liavia
i /
Foo il dia I I.*’
1 Mg
- o Y gl
Falan k
sty 7 ¥ \_
= ‘ 4 =
2
I
o = -
L mgrg np - & -
sinah — o < -
codtfn e ' -~ ‘i = =
— : E
| 7 i
l Z
-
i b
i " i
&

CLASS AV

e Tl T TR T PR Y T

CLANS VI

R TR PR T BN R TP T

INFOR

Aapited Fron Wil 015504

Figuie 34 Proposed Framework for Coarracios Clasaincanan

LH



Defining small contractors based on registration would thus omit most of the
unregistered contractors who on some occasions work independently or as
subcontractors to their registered counterparts. It was therefore important to adopt a
definition of small contractors that would capture all those involved in the construction
process whether registered or unregistered. The definition by the UNCHS (1996:39)
reproduced below caters for that need, and was therefore adopted as a working

definition of small contractors in this research.

“Small contractor is a company operating at, or near the basic entry level in the
construction industry, with limited physical resources, usually as a sole proprietorship or
simple partnership, with the owner-manager involved in most of the company’s key
activities”
The above definition fits the characteristics of small formal contractors and informal
contractors to be discussed later in this thesis. Based on Figure 3.4 small contractors
include emerging and established informal contractors as well as registered contractors
in classes VII and VI classified as emerging and established small contractors
respectively. It should be noted that most small contractors operate at the periphery of
the construction industry with frequent changes in the numbers and mix of
entrepreneurs (Cattell, 1994). To reflect this, Figure 3.4 shows an overlap between the
formal and informal contractors at the conceptual boundary. Experienced informal
contractors cross over to the formal side by registering and licensing their businesses,
while unsuccessful formal contractors fail to pay registration and licensing fees and are
_ relegated to the informal sector side, or still remain formal but are forced to operate as
informal contractors (Mwaiselage, 1992).

However, it should be noted that the established informal contractors have the necessary
attributes to register a construction company at or above the entry level, but choose to
remain unregistered and small to avoid recognition by the government authorities, and
hence eligibility to pay taxes and other costs associated with a formal business.
According to the ILO (1987), even some of the formal construction firms decide to

remain small for a number of reasons including:
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] desire to minimise administrative costs;
. desire to be involved personally in building work on site; and

. reluctance to delegate managerial authority to paid employees.

Emphasis has been made at this stage to clearly understand the definition of small
contractors since this group constitutes the informal contractors and the emerging

formal contractors targeted in this research.

3.4.2 Structure of the construction industry

In Tanzania and many developing and developed countries, small contractors dominate
the construction industry in terms of numbers, but are relatively unimportant in terms of
the official output. The number of contractors, taken in terms of their size, forms a
pyramid structure, with few large contractors at the apex aﬁd many small contractors at
the base (Ganesan, 1982 and Kirmani, 1988 cited in UNCHS, 1996; Ofori, 1991;
Hillebrandt, 1997, Serpell et al, 2000).

In Tanzania, 69 and 77 per cent of formal civil works and building contractors
respectively are small in size. This information is summarised in Figure 3.5 based on
the number of contractors registered by the CRB in different classes by June 2000
(Materu, 2000). Data compiled by Kaduma and Msita (1999) shows the percentage of
small contractors compares well with the situation in developed countries such as Japan
(77 per cent), United States (93 per cent), Britain (89 per cent) and West Germany (55
per cent)

According to the UNCHS (1996) and Hillebrandt (2000), the pyramid structure is
attributed to the nature and products of the construction industry, which include: a
variety of construction projects in size and cost, a wide geographical dispersion of
construction works, competition in the acquisition of works and easy of entry into
construction. Three views have been advanced with regard to this pattern of distribution
of construction firms. The first view was given by the GOT (1991b), which argued that

a large number of small firms had no future and was undesirable as it led to the
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the large number of small firms. They considered the large number of small firms to be

useful as they provided a framework for the development of the construction industry.

Different sizes of the construction firms is important considering the different hierarchy
of markets available in the construction industry. For example, Hindle (1997a) gave a
hierarchy of markets for building construction, showing the level of technology required

and the expected participation of different types and size of contractors. This is shown

in Figure 3.6.
LOW TECHNOLOGY/MANAGEMENT SKILL HIGH
<
< .
INFORMAL FORMAL
HEAVY INDUSTRIAL
HOSPITALS/LAB'S
COMMERCIAL (high rise)
BUILDING (high rise)
SCHOOLS/LIBRARIES/CLINICS
COMMERCIAL (low-rise)
LIGHT INDUSTRIAL
HOUSING (low rise)
DOMESTIC -alterations & additions
DOMESTIC - repairs and decoration
SMALL SIZE OF FIRM/RESOURCES REQUIRED LARGE
< >
Source Hindle (1997a:43)

Figure 3.6 A hierarchy of markets for building construction

Figure 3.6 shows that the informal and small formal contractors could operate at the low
end of the market where the technology and managerial skills involved are also on the
low side. According to Hillebrandt (2000), there are few large projects and many small
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projects. Conversely, large firms, which undertake large projects, are few, and small

firms, which undertake the small projects, are many (Hindle, 1997a).

The structure of the construction industry in terms of output is another pyramid, which
is inverted with very few large firms undertaking a disproportionately high fraction of
the total amount in financial terms (Ofori, 1990; Hillebrandt, 2000). A review carried
out by the CRB on the performance of Tanzanian contractors for the year 1999 revealed
that the average annual turnover of large building contractors was 7 and 29 times that of
their medium and small counterparts respectively. Similarly, the average annual
turnover of large civil works contractors was 61 and 180 times that of medium and
small contractors respectively’ (Materu and Uriyo, 2000).

3.4.3 Establishment background of small contractors

In order to understand and appreciate the characteristics and problems of small
contractors, it was important to look at their establishment background, particularly the

education and employment background of the owners.

According to the ILO (1987) and Cattell (1994), there is a wide variation among small-
scale contractors attributed to a low level of technology and investment required to start
a construction business. It is “relatively easy to enter the construction business at the
lower end of the market” unless restriction is placed on the minimum calibre of
directors or personnel, and/or equipment required to start business (ILO, 1987:24).
Since there are no restrictions placed to establish a business informally, many people
with little experience and with no capital can therefore easily get into the construction
business. Hillebrandt (1997:153) suggested that it was possible “to run a construction
firm on low capital provided that the client is prepared to finance the work by prompt

payment”.

 Most of the civil works projects consists of big road works projects mainly constructed by foreign contractors who
according to CRB regulations must register in Tanzania. The annual turnover figures given above do not distinguish
between foreign and local contractors.
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Most small construction companies in developing countries are of sole ownership (ILO,
1987, UNCHS, 1996). According to Ofori (1980), the owners of the firms vary in their
educational and experience backgrounds, on the basis of which he identified three

groups of owners:

. Owners with background in construction including engineers, architects and
technicians, who previously held senior posts in the comstruction industry as
employees in the government or private sector. The ILO (1987) regarded the firms
established by this group of owners to belong to the management route of
establishment. Due to the background of owners, the firms established through the
management route were reported to have managerial skills to run firms and

projects.

e  Owners who were former trades-persons gave rise to what the ILO (1987)
regarded as firms established through the trade route. These firms were found to

lack the managerial skills to run the firms and projects (ILO, 1987; Motlanthe,
1990; Merrifield, 1992 cited in Cattell, 1994).

e Owners with no technical or practical experience in construction gave rise to what
the ILO (1987) regarded as firms established through the commercial route.
Unlike the other two groups, these firms had the financial resources to run a
construction company, and therefore posed a possibility of smooth growth. To
offset the poor qualifications in construction aspects, they normally employed
qualified supervisors. However, companies in this group were found to lack
continuity. Ofori (1990) and Hillebrandt (1997) regarded the owners as
opportunist traders remaining in construction only when prospects for profits were
good. The special categories of commercial route enterprises were those
established by owners with backgrounds in the manufacture and supply of
building materials. These were more familiar with building site operations and
could minimise problems of material supply. Consequently they were more likely
to remain in the contracting market (ILO, 1987, Cattell, 1994)
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While it would be an advantage to the construction industry to have most of the firms
established through the management route, the situation is different. There are fewer
firms established through this route. The ILO (1987) suggested that good salaries earned
by qualified construction personnel and a secure working environment when employed
in the government or in the private sector limited the number of people that seek to
establish construction companies in this group. However, in the case of Tanzania, this
situation has started to change. According to Salewi (1999)'° “the inability of the
government and the formal construction sector to employ all the experienced
construction personnel, lead many to resort increasingly to self employment either by

establishing small formal companies or by operating informally”.

Referring back to Figure 3.4, it is important to comment on the role that the informal
construction sector could play in the establishment process of construction companies.
This sector could be regarded as a possible route that could be taken by individuals
towards establishing legitimate construction companies. It could be a stepping stone to
establishing a formal company. Individuals wishing to establish construction companies
are reluctant to take the plunge into the business, partially because they are unable to
meet entry requirements in terms of equipment and/or technical manpower, or because
they are not assured of work (Salewi, 1999). Therefore, strategically, they would start to
operate as informal contractors until they acquire resources needed to formalise the
business and/or confidence in their ability to obtain jobs. During this transition stage,
some would be working full time as informal contractors; while others would be doing
other businesses or even remain employed until they are satisfied that the construction

business can fully occupy their time.

1 Interviewed official of the National Income Generation Programme (NIGP). He is a qualified Civil Engineer and at
the time he was the President of the Institution of Engineers, Tanzania.
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3.4.4 Problems experienced by small contractors

Problems faced by small contractors in developing countries are well researched, and
they include owner related and operating environment problems (ILO 1987, Ofori,
1991; Cattel 1994). According to the ILO (1987) and Ofori (1991), owner related

problems include:

° lack of technical and managerial expertise necessary to run a construction
business;

° lack of entrepreneurship;

e tight personal or family control of all aspects of the firm’s operations;

. inability or unwillingness to employ qualified personnel,

° limitations in terms of variety of projects the firms can undertake;

. short horizon and limited plans for expanding the firm;

. lack of commitment to construction; and

e  poor technical background to comprehend formal documentation, practices and
procedures underlying the administration of construction contracts adopted by

most public clients in developing countries.

The ILO (1987) identified two operating environment problems: business environment
and client related problems. Problems related to the contractor’s business environment
include the inability to secure jobs and shortage of resources, while those related to
clients include poor and inadequate project documentation, poor supervision, and delays
of payments and decisions.

Other problems related to the operating environment were given by the UNCHS (1996),
and include problems originating from government policies and other parties in or
outside the construction industry. For example, the failure of the government’s
macroeconomic policies aimed at stimulating growth of the economy will indirectly

affect the availability of jobs to contractors. Similarly, regulations set by regulating
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organisations like the CRB'', may have a negative growth effect on aspiring small
contractors (Hindle, 1996).

According to the UNCHS (1996:52), another problem faced by small contractors in
developing countries was what it termed as “downward plundering”. This is a situation
whereby larger class contractors undertake projects with values falling into class limits
of lower class contractors. This occurs in periods of low demand, and enables large
contractors to ensure continued utilisation of their fixed assets and key personnel. The
downward plundering coupled with keen competition among the large number of small
contractors and the presence of the unregistered contractor force the formal small-scale
contractors to allow exceptionally small profit margins which are unable to sustain their
growth.

During its Annual Workshop in 1999, the CRB submitted for discussion a by-law aimed
at preventing downward plundering. The by-law set out to limit the minimum value of
the project that could be undertaken by large and medium contractors so as to prevent
them from encroaching projects whose maximum value fell within the small
contractors’ limit (Mwambungu, 1999). Large and medium contractors, who were to be
the victims of the proposeci by-law, opposed it strongly leading to its rejection. They
argued that such a restriction was in conflict with the principles of the free market
economy (Muhegi, 2000a).

It is the opinion of the author that the motive to introduce the by-law was justified,
particularly in a situation where small contractors are penalised for the execution of
projects exceeding their class limits. Some mechanism should be found which would
protect the small contractors from the powerful medium and large contractors. For
example partnering arrangements as suggested by the ILO (1987), the UNCHS (1991),
Bjorklof ef al. (1992) and Nyembe (1994) could ensure that construction works are
shared between the large formal contractors and the small formal and informal

! CRB has & minimum requirements with regard to qualification of technical staff, number of equipment and area of
office space for emerging contractors (shown in Appendix 3.1). The effect of these requirements will later be
discussed.
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contractors. In the next section, partnering between large and small contractors through
subcontracting will be discussed.

In order to eliminate some of the problems such as the lack of technical expertise and
equipment in Tanzania, the CRB has set a requirement that the directors of a
construction company should have some technical background. In addition the company
should possess minimum basic construction equipment commensurate with the class of
registration (Mugasa, 1999; CRB, 2000a). It is argued that the requirement to have
directors with technical background could reduce the presence of opportunist traders in

the construction industry to a certain extent.

Appendix 3.1 shows the requirements for registration of building and civil works
contractors in different classes in Tanzania. It shows the weight attached to various
requirements for registration, which include: staff qualifications, plant and equipment,

office and service facilities, safety gear, financial status and the experience of the firm.

The establishment procedure of a construction company in Tanzania will be discussed
later in this chapter.

3.5 SUBCONTRACTING AND ITS EFFECT ON CONSTRUCTION
INDUSTRY

Subcontracting is widely practised in construction, both in the developed and
developing countries. The reasons for subcontracting are perhaps well explained by Lee
(1997:355), who is quoted below when describing the subcontracting situation in the

construction industry in Singapore:

“Although construction projects are awarded to registered main contractors, in practice,
the main contractors always subcontract out nearly all labour to trade subcontractors
(kepalas). The tender system does not encourage main contractors to provide direct
employment to construction workers. A substantial proportion of the work on any project
is actually carried out by the trade subcontractors, leaving the main contractors the task of
overall management and control. Only in some smaller projects, main contractors may
directly employ workers to carry out the works. In fact, most of the tradesmen and
workers in the industry are employed directly by kepalas or trade contractors. The trade
subcontractors are therefore an important component in the construction industry”.
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The above quotation though summarising what is happening in Singapore, presents the
picture of what is happening in the construction industries of many countries in the
world. Subcontracting of construction works is quite a common and long existing
practice in the construction industry both in developed and developing countries. The
need to minimize labour costs, the different skills involved at different stages of the
construction process and the increasingly complex nature of large infrastructural
projects that often involve multi-disciplinary expertise necessitate the subcontracting of
various parts of the work to subcontractors and specialist subcontractors. For the same
reasons, subcontractors may sometimes further sub-let some of their works and hence

result in what is known as a multi-level subcontracting'? (Shing-see, 1999).

Taking the U.K as an example of a developed country, Winch (1998) and Wells (1998)
reported an increasing trend of self-employed workers ' operating as labour only
subcontractors. Figure 3.7 shows the proportion of self-employed works in UK as a
proportion of total construction workforce between 1961 to 1997.

Figure 3.7 shows a general increasing trend of self employed workers to a peak of about
45 per cent in 1993. According to Winch (1998), “with this generally rising trend in
self-employment, the use of labour only tends to be more common in large firms rather
than small firms, in the main trades rather than specialist trades, and in building rather

than civil engineering”

Similarly, it was reported that subcontracting was an established part of the South
African construction industry, and was the major form of procuring work in the black
housing industry (Cattel, 1994). Subcontracting is also predominant in the Kenyan
construction industry (IDS, 1999).

12 Multi-level subcontracting is in most cases discouraged for subcantractors other than specialist subcontractors. It
tends to place the main contractors far away from the people who execute the works and may have serious
consequences on the quality of the work
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per ceni

Figure 3.7  Self-employed as a proportion of the U.K construction
Workforce 1961-1997

According to Cattell (1994), subcontractors employed by principal contractors fell into
labour and materials subcontractors and labour-only subcontractors. Labour and
material subcontractors perform specialised elements of building work and supply their
own staff and materials. Depending on the nature of their agreement they may use their
own equipment or some of the general contractors' equipment. On the contrary, a
labour-only subcontractor supplies only the labour, and in many cases they perform
unspecialised works. Normally labour-only subcontracting firms are owned by skilled

artisans, often former employees of large contractors.

Labour and material subcontracting entails a certain level of establishment by the
subcontractors in terms of capital and specialization. Accordingly, in this case the
“contractual relationship is one between capital and capital” whereby both parties have
their capital tied up in the project (Winch, 1998: 532). In the labour-only subcontracting
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‘the contractual relationship is between capital and labour” (ibid.). In the construction
industry, labour-only subcontracting can take form ranging from a fully fledged
employer of contract labour, to a ganger who takes on the main responsibilities of the
main employer, to the agent for a gang of men, to an individual operative. Winch
(1998:532) refers to labour-only subcontracting as a form of internal subcontracting
whereby the main contractor retains much of the main responsibilities of running the
project. This should be distinguished from “external subcontracting” like the labour and
materials subcontracting where the subcontractor has increased responsibility of
ensuring that his materials and his work conforms to the quality requirements of the

project.

Increased subcontracting in the construction industry could be best explained by the
“Flexible Firm Model” (Ofori and Debrah, 1998). According to Atkinson and Gregory
(1986) and Doeringer et al. (1991), both cited in Ofori and Debrah (1998), the
employers using this model divide their workers into a core of full-time employees and
a periphery of marginal or contingent/temporary workforce. The core workforce of full-
time employees are normally well trained, participate in various functions and perform
key activities of the organisation. Generally, this group of workers enjoy full benefits of
employment, have ‘good wages and good prospects of career advancement. To the
contrary, peripheral workers do not enjoy the same benefits, and are mainly “part-
timers, temporary, short contract workers, outsourced or self-employed people who are
outside the organisation” (Ofori and Debrah, 1998).

In accordance to the Flexible Firm Model, a core of workforce provides the firm with
functional flexibility while the peripheral employees provide numerical flexibility.
Adoption of functional and numerical flexibility enables firms to attain financial
flexibility achieved by reducing the number of core employees and by adjusting wage
levels for the peripheral employees, thus limiting the firm’s financial commitment
(ibid). In addition, the “substitution of peripheral for permanent employees helps link
wages directly to workers’ output, and gives the management greater control on the
performance of labour (Moore, 1988 cited in Ofori and Debrah, 1998)”
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Subcontracting could offer benefits to large as well as to small construction companies.
For small companies, on the one hand, it could be an important source of jobs and could
enable the companies to acquire both technical and managerial skills particularly when
involved in large and complex projects. Subcontracting could result in a greater number
of small firms obtaining access to work opportunities than would otherwise have been
the case (ILO, 1987). Large companies on the other hand, through subcontracting could
do large volumes and varieties of work. Subcontracting could also enable large
contractors to lower their overhead costs and to specialise and invest only in important
areas (ILO, 1987; UNCHS 1996; IDS, 1999).

However, subcontracting is associated with several problems. The most important
problem is the lack of incentive by large contractors to develop and train workers
(Hillebrandt, 1988:216; Gruneberg, 1997:66). According t6 Gruneberg (1997:66), “the
separation of contractors from the labour force is the heart of many difficulties currently
facing the construction sector. For example, this separation does not encourage
contractors to train their workers ...” Other problems resulting from increased
subcontracting are (Hillebrandt, 1988; Gruneberg, 1997, Winch, 1998):

. poor quality of jobs due to poor quality of subcontractors;
. co-ordination difficulties of a large number of small subcontractors that may be
employed on a project; and

. non-adherence to health and safety requirements of construction works.

Despite the problems, labour-only subcontracting is seen as one way in which the
formal and informal construction sectors could collaborate. According to the UNCHS
(1991), the formal construction sector in developing countries depended on the informal
sector to provide labour for activities such as mass concreting, masonry, carpentry
works, etc. This dependence was attributed to the inability of large firms to employ a
permanent labour force due to the lack of continuous workload. Indeed, the fluctuating
workload in the construction industry could be taken as a catalyst for encouraging the
development of an efficient informal construction sector, which would act as a buffer

for the labour force to cater to the fluctuating demand.
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The UNCHS (1991:41) further supported the importance of the interaction between the
formal and informal sector. It is quoted that “if direct links between formal and informal
sectors were strengthened, the latter would be able to produce the much needed

construction materials and components and undertake subcontracts for the former.”

Figure 3.8 shows a possible mode of collaboration between formal and informal
contractors. Large and medium contractors subcontract their works to small formal or
informal contractors. Similarly, small formal contractors subcontract to informal
contractors. The informal contractors whether acting as individuals or as small
enterprises could further subcontract to construction labourers. Situations also exist

where formal contractors in the same category subcontract to one another.

Subcontracting within the
same group of contractors

LARGE AND MEDIUM
FORMAL CONTRACTOR

v

SMALL FORMAL CONTRACTORS
also acting as subcontractors to large and
medium formal contractors

INFORMAL SUBCONTRACTORS
Masonry/Electric/Carpentry/Plumbing

v

INFORMAL CONSTRUCTICN LABOURERS

(Adapted from Portes and Sassen-Koob 1987)

Figure 3.8  Possible modes of collaboration between the formal and informal
contractors.

Bjorklof et al. (1992) while analysing the construction industry in Tanzania called for
the teaming up of the formal and informal construction sectors to address the housing
problems in the urban areas. The same call “of combining the basic skills and

community acceptance of the informal sector with the financial muscle and technical
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know-how of the formal sector” to solve housing problems was made by Nyembe
(1994:28) when speaking of the South African housing problems.

The provision of housing is one area where the collaboration of the informal and formal
construction sectors could be very useful. The possible reason that could be posed here
is the simplicity of technology that is involved in housing, which is at the lower end of
construction markets (Hindle 1997a). However, with proper training and proper
subcontracting arrangements informal contractors could execute jobs that are much
more complex. Later in this chapter the role of the informal construction sector in the

provision of housing will be discussed.

The ILO (1987) suggested that governments could encourage subcontracting by
introducing appropriate policy measures. It identified two policy options:
subcontracting preference policy and subcontracting regulation policy. The
subcontracting preference policy, on the one hand, allows tender biases towards the
large contractors according to the proportion of the work by value specified in advance
as being undertaken by subcontractors. The subcontracting regulations policy, on the
other hand, involve the client specifying in advance which parts of the contract would
have to be carried but by subcontractors. The second option represents an intervention
from the client, and could make large contractors add premiums to their tender quotes to
cover for the inconvenience of working with unknown construction firms. While
incentives could be introduced to large contractors that subcontract to the small formal
and informal contractors, no contractor should be influenced in the selection of

subcontractors.
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3.6 INFORMAL CONSTRUCTION SECTOR
3.6.1 General

Several authors, including the UNCHS (1981), Mlinga (1998), Ngare (1998) and Wells
(1998) have written on the importance and the need to develop the informal
construction sector in developing countries. The sector is particularly important in the
provision of housing for both urban and rural population at lower prices (Erkelens,
1980, Bjorklof et al., 1992; GOT, 2000a). Chana (1981) reported that the informal
construction groups provided 90 per cent of all construction in the rural areas in
developing countries, in addition to more than 50 per cent of housing in the urban areas.
Riedel and Schultz (1977) cited in Bjorklof et al., (1992) suggested that the dwellings
built by the informal sector (non-regulated sector) in developing countries was about
four times the number reported in official statistics. The World Bank (1989) also
revealed that the informal sector built houses for about 30 and 80 per cent of the
population in Nairobi, Kenya and in Lusaka, Zambia respectively

Bjorklof et al (1992) put the figure of buildings constructed by the informal
construction sector in Tanzania to be about 65 to 80 per cent of all buildings. According
to Mwaiselage (1992), projects carried out by the informal contractors in Tanzania
covered a wide range from low to high cost housing projects, costing above US$
125,000.

The above gives an overview of the importance of the informal construction sector in
the developing countries and specifically in Tanzania.

3.6.2 Informal contractors — Tanzanian context

The definition adopted at the first meeting of the CIB Task Group 29 (Wells, 1999) for

the informal construction sector is reproduced below:

“The informal construction sector comprises of unregistered and unprotected individuals
and small enterprises that supply labour and contribute in various other ways to the output
of the construction sector.”

85



Based on the above definition, and in the context of Tanzania, informal contractors
refers to enterprises or individuals carrying out and supplying labour for construction

work without business licences and/or not registered with the CRB.

Just like other businesses, conducting construction business in Tanzania without a valid
business licence is a punishable offence (GOT, 1998). In addition to a business licence,
contractors must register with the CRB: failure to register is also a punishable offence
(GOT, 1997). The CRB is a statutory organisation established by Act of Parliament No.
17 of 1997 and charged with the responsibility of registering and regulating activities
and conduct of contractors in Tanzania (GOT, 1997). Currently the CRB classifies and
registers contractors into seven classes under five categories namely, Civil works,
Building, Mechanical, Electrical and Specialist Contractors. The various categories of
contractors and their class limits were shown in Table 3.5. Figure 3.9 summarises the

process followed to establish a formal construction company.

STEP 1
Obtain Business name as Single Ownership,
Partnership or Limited Liability Company

STEP 2
Registration with Contractors Registration Board
Obtain Class of Registration as Civil, Building,
Specialist, Mechanical or Electrical Contractor

STEP 3

Obtain Business License based on contractors’
category and class of registration

Source (Muhegi, 1999)

Figure 3.9 Legalisation process of construction business in Tanzania

Prior to the establishment of the CRB, the procedure under the defunct National Board
of Architects, Quantity Surveyors and Building Contractors (NBAQSBC) was
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confusing and unclear (Mugasa, 1999). Prospective contractors were first required to
obtain a business licence before applying for registration as contractors. Instead of
following the order presented in Figure 3.9, applicants were actually required to fulfil
steps one and three before going to step two. This usually resulted in confusion because
occasions occurred where contractors with business licences were denied registration as
they could not meet the NBAQSBC requirements, which were in most cases different

from those of the licensing authorities.

The CRB introduced the new procedure depicted in Figure 3.9 to ensure that
unregistered contractors are not issued licence. Currently, business-licensing authorities
would only issue a licence to a contractor already registered by the CRB, and actually
the fees for licences have been set depending on the class of registration. Still, under the
current practice there is no guarantee that a company with a business name would be

registered as a contractor.

Appendix 3.2 shows a flow chart used by the CRB to process contractors’ applications
for registration. The flow chart shows what would happen to a contractor’s application
to register once it has been submitted to the CRB. It is aimed to inform contractors how
their applications for registration would be processed and to bring transparency in the
CRB’s registration procedure (Muhegi, 2000a).

During the CRB Annual Workshop of 1999, contractors expressed dissatisfaction with
the time taken to process applications for registration with the CRB. They proposed that
the flow chart for processing an application should include a time frame of a maximum
of 60 days. This was adopted by the CRB ( ibid.). It is, however, still not clear how the
CRB would be able to meet the proposed time frame to process an application, given
that all applications from the whole country must be processed in its centralised head
office located in Dar-es-Salaam (Mlinga, 2000).

The CRB allows unregistered contractors (informal contractors) to operate as long as
the value of the projects is small i.e., not exceeding Tshs. one million (U$ 1,250).

However, three issues are raised here. Firstly, as it will be shown later in this work,
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most of the jobs carried out by the informal contractors are labour contracts: a labour
contract of Tshs. one million is quite substantial especially if a few individuals execute
it in a short period. Secondly, a big project executed in phases of short intervals could
give rise to several labour contracts with the total value exceeding Tshs. one million.
Thirdly, a successful informal contractor could obtain many small labour contracts
below the allowed limit, with a substantial annual turnover. In essence no guideline
exist on the duration of the projects, the number of projects that could carried out in
parallel and the number of projects that could be executed in a given duration by an
informal contractor. This argument is presented to challenge the basis on which the
ceiling set by the CRB has been arrived at. However, while this remains a challenge to
the CRB, it is a loophole that could be used by the informal contractors to carry out
their business unhindered (Mlinga, 2000). It was mentioned previously that informal
contractors carry out projects with values exceeding US$ 125,000, which is one
hundred times larger than the set limit for the informal contractors. Later in this work,
the size of projects executed by the informal contractors will be established based on a

survey questionnaire, and will offer light on the reasonableness of the CRB’s limit.

In summary, what has been discussed above shows the boundaries within which
unregistered contractors can operate. It was important at this stage to define the
boundaries so that the meaning of the term informal contractor as used in the Tanzanian

context is understood.

3.6.3 Informal construction process

Wells (1999) identified four approaches to informality in construction. One of the
approaches is the informal construction sector composed of small enterprises and
contract labour. This is the focus of this research. Other approaches not covered in this
research include informality in terms of planning and regulation, informality in
relationships between clients, designers and contractors, and lastly informality in
construction contracts. It is important however to note that, in the last two approaches

the actual construction may be carried out by either a formal or an informal contractor.



It has been suggested that the emergence of informality in planning, regulations and
contracts in Tanzania could be attributed to laxity and bureaucratic procedures of the
government. According to Bjorklof er al (1992), this has made informal practices
popular even in areas where it was expected to have a fully regulated industry.

Figure 3.10 shows the involvement of various actors in the informal and formal building
construction process. Apart from the fact that the actors operating in the informal
building construction process are not registered with relevant bodies, the process
involves three main actors, the client, the contractor and material suppliers (not shown

in Figure 3.10).

Building Initiative | Establishing Design Construction Facllity
process of and use
steps requirements tendering

Owner

Engineer L

Inf 1 . - Supervisi
| vt R L
Process I
Engineer Drawings > Supervision >
L e
Contractor
Adapted from Tegelaers (1995:55)

Figure 3.10  Involvement of various actors in the formal and informal building
Construction process.
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Consultants are not involved in the informal process, unless the client can afford to
employ one. External financiers are also not usually involved in the process. The client
pays the costs of materials and construction from his own savings or borrows from
friends and/or family. Lastly, the involvement of the government as a regulator is also

limited.

Generally, the construction professionals like architects and engineers are sometimes
involved in the informal construction process. Their involvement is found mainly in
planned residential areas in which it is necessary to obtain building permits. In such
areas, clients who can not afford the services of registered consultants usually engage
such services informally. After the plans have been approved, the clients engage a
contractor, usually an informal one, and a consultant may be paid to supervise the
construction informally. In other situations the clients supervise construction

themselves.

3.6.4 Classification of informal contractors

According to Mwaiselage (1992), informal contractors in Tanzania operate in three
different systems. In the first system, the informal contractor has his own gang and is
able to undertake a number of operations on a construction site like excavation, masonry
works, etc. In some cases, this type of contractor may undertake the construction of a
complete house. The firm/gang owners may participate in the actual construction

themselves or hire labour mostly on a casual basis.

The second system involves informal contractors who possess a certain skill and
undertake jobs limited to their area of skill e.g. roofing, steel fixing, formwork fixing,
plumbing, tiling, etc. In this group, the contractor executes the work himself, and only
hires a limited number of people to assist when there is a need. By using this system, the
client is forced to hire different contractors for different stages and activities of the
project.
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The last group involves contractors who specialise in certain jobs like concrete pouring,
formwork fixing, steel fixing, etc. The contractor, on securing a job, assembles gangs of
skilled and unskilled labour to carry out the work within the agreed time frame. The
client makes payment to the contractor who pays his own gang.

The divisions given by Mwaiselage (ibid,) are not static. The informal contractors may
operate in each of the three systems, depending on the acquired job. However, most
contractors prefer to operate in the first system, in which they actually acted like a
formal contractor and entered into an informal contract with the client. Experienced
contractors in this category could even undertake jobs categorised for class VI and VII
in the formal sector. Even some of the small-scale formal contractors could operate this
way when they were unable to obtain jobs in the formal sector, hence the overlap of the

boundary between the formal and informal contractors shown in Figure 3 .4.

Currently, although the presence of informal contractors is known and is acknowledged,
no efforts have been made to classify them. Mlinga (1999) suggested that the contractor
classification system and framework for contractor development proposed by Milne
(1994) could form the basis of formulation of a suitable classification system for
Tanzanian contractors regardless of whether they are formal or not. The proposed

classification system is shown in Figure 3.4.

3.6.5 Informal construction sector and housing

Most of the documented literature on the informal construction sector is related to its
contribution to the provision of housing for the urban population. Several writers
including Thomas (1995), Tripp (1997) and Sethuraman (1997) suggested that much of
the urban population in developing countries were becoming increasingly poorer due to
the economic restructuring programmes being implemented by those countries. This has
made them rely largely on goods and services provided by the informal sector. The
simple and cheap technology required for construction of residential houses and the
high demand of housing in developing countries increases the potential of the informal
construction sector.
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In developing countries like Tanzania where there is no organised system either in the
public or private sector for the provision of housing, the urban population increasingly
settles in unplanned settlements. According to the GOT (2000a), in 1995 about 70 per
cent of the urban population in Tanzania lived in informal settlements, which contained
about 60 per cent of the urban housing stock. Most of these houses were built by the

informal sector.

The situation is the same in other countries. For example, in Kumasi Ghana the informal
sector built 57 per cent of houses in 1988, with the construction taking an average of
four years (Tripple and Korboe, 1998). In Nairobi, Kenya, the informal settlements
constructed by the informal builders house 55 per cent of the population (Alder, 1998).
Generally, in Tanzania and other African countries, little efforts have been made
towards the provision of human settlements. For example, according to Okpala (1990),
human settlements accounted for between 2 to 3 per cent of the total capital and
technical assistance to the Africa region in the first half of the 1980s. For Tanzania the

figure was 2 per cent.

Tanzania lacks formal mortgage housing finance facilities. Past efforts by the

government to introduce mortgage facilities are summarised below:

° In 1965 the government of Tanzania established a Revolving Housing Loan Fund
to finance renovation, construction or purchase of houses for its employees. The
Tanzania Housing Bank (THB) established in 1973 took over the functions of this
Fund (GOT, 2000a:12).

e  The THB was a mortgage institution charged with the responsibility of mobilising
domestic savings and foreign funds to make credit available for the provision of
housing loans for housing development in Tanzania. Due to financial constraints,
the THB closed in 1995. During its existence of more than twenty years, the THB
only managed to advance loans to individuals and organisations for the

construction of 36,000 housing units in both rural and urban areas. It is estimated
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that only five per cent of the prospective house developers obtained loans from
this bank (GOT, 2000a:16).

. In 1992, due to the failure of the THB to provide its required service, the
government of Tanzania re-introduced a Revolving Housing Loan Fund for civil
servants. For a period of six years (1992-1998), the Fund was able to loan Tshs.
300 million (US$ 600,000) to only 161 civil servants (GOT 2000a:12).

The failure of the government’s effort to have sustainable mortgage house finance
facilities, has made house construction a difficult process for most households
especially those in the low-income category. Housing in Tanzania is mainly financed
from personal and family savings over a long period, on an average of eight years
(Wells er al., 1998). This has had two implications. Firstly, it has made most of those
wishing to construct houses look for cheap plots in unplanned settlements and engage
cheap informal contractors to construct the houses. As explained above, 60 per cent of
housing stock in Tanzania in year 1999 was found in unplanned settlements. Secondly,
it has led to the non-adherence of building regulations. According to the GOT (2000a),
most housing in Tanzania was constructed without reference to planning authorities
even in planned areas, and this has resulted in the construction of substandard
structures. In 1999, only 35 per cent of houses in urban Tanzania complied with the

existing government regulations.

The discussion above reinforces the importance of the informal construction sector.
With the reported demand of 2,200,000 housing units in year 2000" and urban
population increasing at an annual rate of nine per cent (GOT, 2000a), the Tanzanian
government needs to mobilise all the available resources in the country to overcome the
housing problems of its citizens. The informal construction sector has already proved its
strength in the provision of housing to the urban poor. In stressing the potential of the
informal construction sector to provide housing, Moavenzadeh (1987:96) is quoted

saying:

13 See footnote 2 for comments
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“Although the need for housing in the cities of developing world is tremendous, the only
hope of meeting that need is through the efforts of many scale firms, some in the formal,
others in the informal sector; since the two sectors share so many characteristics, it seems
pointless to try to judge which is the better provider of low-cost shelter. Policy makers are
beginning to recognise that the informal construction sector has quietly been fulfilling a
staggering percentage of demand for urban housing.”

It is suggested that mobilisation of resources in the informal construction sector would
assist the government of Tanzania in its goal to provide adequate shelter to its
population as spelt out in the National Human Settlements Development Policy (GOT,
2000a:21).

3.7 PARTICIPATION OF INFORMAL CONTRACTORS
IN CONSTRUCTION MARKETS

The informal contractors’ entrance in the construction markets is denied by what Hindle
(1996:14) described as “barriers to entry” and “the gate-keepers”. The barriers to entry
are described as those things, which make entry to the market difficult and include
levels of technology, access to market information, capital requirements, the rules of the
game, access to raw materials, lack of track record/experience, scale of economies and
customer differentiation. The gatekeepers are bodies or organisations controlling most
aspects of entry into the market, and include the government through its regulating
bodies, customers and those who set the rules of engagement within the construction
industry. The relationship between the informal contractors and the construction market

is shown in Figure 3.11.

Figure 3.11 shows that the construction market consists of informal and formal markets.
Formal markets represent construction markets controlled mainly by the government,
public institutions and the private sector in which formal contract procurement
procedures are applied. The formal markets at the lower end consist of simple repairs
and decorations, and maintenance of government and public properties, which because
of accountability have to follow all formal procedures including the execution by formal
contractors. At the upper end they may consist of complex industrial and shopping

complexes commissioned by private investors or complex civil and building projects
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commissioned by the government or public institutions. The complex nature of such
projects requires more organised and more transparent approaches for delivery.
Generally, the informal contractors do not participate in the formal markets due to the
existing regulations, which strictly prohibit their employment in the projects or because

they lack capacity and they are incapable to execute such works.
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Figure 3.11 Obstacles faced by the informal contractors to enter the construction markets

The informal markets relate to markets with no strict adherence of formal procurement
procedures. The informal construction market at the lower end consists of individual
house developers in which no form of documentation may be required at all, while at
the upper end it consists of low technology industrial or commercial buildings

commissioned in the private sector.
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The boundary between the formal and informal markets is not very clear, especially for
projects commissioned by the private sector. The existing regulations by the CRB, for
example, although stipulate a need by private developers to employ registered
contractors commensurate with the value of the projects, they do not interfere with the
selection process of the contractors and the kind of contract between the developer and
the contractors (Muhegi, 2000b).

The capacity and capability of the formal contractors is such that they are able to
execute jobs in both the formal and informal markets. On the one hand, the established
large and medium contractors are expected to execute projects on the upper end of the
formal market. However, it was discussed earlier that many execute jobs belonging to
the lower end of the formal market and upper end of the informal market. The emerging
(small) formal contractors, on the other hand, are expected to execute jobs that belong to
the lower end of the formal markets and upper and middle ends of the informal markets.

The informal contractors would be capable of executing jobs in the lower and middle
end of the informal markets, and the lower end of the formal markets. The jobs at the
lower end of the informal markets are unattractive, and therefore a preserve of the
informal contractors. Within Tanzanian context these would consist of projects that falls
below Tshs. one million, which is the limit set by the CRB for the informal contractors
to operate. Projects of value of less than Tshs. one million could also exist in the formal
markets, but because of procurement procedures used they must as a matter of necessity

be carried out by the formal contractors.

Irrespective of the markets, the entrance of the informal contractors to the markets, and
hence to the construction business is affected by what has been described above as
barriers to entry and gatekeepers. Barriers to entry include some of the constraints faced
by informal contractors when establishing business, and the regulating bodies like the
CRB and the licensing authorities could be regarded as gatekeepers. Later in this work,
the constraints faced by the informal contractors to establish business and the role of the
CRB and the licensing authorities as gatekeepers will be discussed based on
contractor’s questionnaires.
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3.8 THE ATTITUDE OF THE GOVERNMENT OF TANZANIA TOWARDS
THE INFORMAL CONSTRUCTION SECTOR

In Chapter Four, major government policies towards the construction industry and the
informal sector will be discussed. It is however important to mention here that a major
government shift in favour of the informal construction sector came in 1991, with the
conduct of the NISS (GOT, 1991a) and the release of the NCIDS (GOT, 1991b).

The government of Tanzania through the NCIDS (GOT, 1991b) was in favour of the
participation of the private sector in the development of the Tanzanian construction
industry. In the document there are statements that could be interpreted in favour of the

informal construction sector. The statements/strategies are reproduced below:

On Design:
e  “Assistance shall be provided to informal designers in rural areas by providing
guidelines on the proper use of local and other materials” (GOT, 1991b:9).

On Construction:
. “Labour based construction and maintenance methods will be fostered in order to

reduce the requirement for foreign exchange and to provide for the greater use of
local labour” (GOT, 1991b:11).

e  “Self-help projects, whilst not considered to be a commercial sector of the
construction industry, are considered to be valuable means of complementing the
efforts of the industry and as such, will continue to be encouraged particularly in
rural areas” (GOT, 1991b:12).

e  “Contractor training and advisory services will be continued and strengthened to
ensure efficient execution of construction and development programmes. In
particular, labour based construction and maintenance methods will be fostered
through specific training programmes” (GOT, 1991b:A4).
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“A review of the capacity and capability of all sectors of the industry will be
undertaken” (GOT, 1991b: A4).

“The informal sector of the industry, especially in rural areas, will be given
guidelines on the use of local construction materials, construction standards,
regulations and techniques, as well as standard, simplified designs” (GOT,
1991b: AS).

On Construction materials.

“More concerted effort will be made to educate people on the use of locally
available materials and guidelines on standards and quality control for producing
and using materials shall be given” (GOT, 1991b:17).

“Small scale producers of building materials (e.g. building blocks, concrete
products, timber products, etc.i will also be certified as a pre-requisite for
licensing: such registration will be made by the Board responsible for registering
contractors. This will ensure identification, which will facilitate the monitoring of
their activities and the standards of their products” (GOT, 1991b:28).

On Equipment

“As a means of encouraging self employment in construction, arrangements will
be made whereby artisans and small firms, on completion of their training, will be
assisted to procure their own sets of tools and basic equipment” (GOT,
1991b:A10).

The above statements extracted from the NCIDS (GOT, 1991b) did not categorically

address the informal sector, but they represented potential areas for deploying it. It was

argued that measures which promote the use of labour only construction methods, and

which simplify the standards and the design of construction work provide a potential for
the use of informal contractors (Bjorklof et al, 1992; Salewi, 1999).
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In general, there have been some efforts by the Tanzanian government through the NCC
to develop the construction industry (Msita, 1998). However little has been done to
implement the NICDS in favour of the informal construction sector. To date one of the
problems facing Tanzanian policy makers and researchers is to know the capacity and
capability of the informal construction sector (NCC, 2000). This would have been the

starting point, if there were any serious measures towards developing the sector.

There has been general encouragement of using labour intensive technologies in road
construction which is an area where there is a possibility to explore the use of informal
contractors. However, the emphasis has always been on formally registered contractors.
The NCC’s training programmes of labour based contractors in Tanzania qualifies
contractors for training only if they are registered as building contractors or civil works
contractors (Msita, 1999)'*. The proposed training of contractors by the CRB would
also focus on its registered members (Materu, 1999; Materu, 2000). )

In the building sub-sector, although there has been no positive action from the
government to develop the informal sector, it has steadily grown unhindered. This could
be attributed to the fact that residential houses in Tanzania are largely constructed
informally. The interaction, which now exists between the informal and formal
construction industry in Tanzania, is natural and no government efforts have been taken
to enhance it (Marten, 1996).

Various measures could be taken by the government to promote the informal
construction sector. Marten (1996:58) suggested that the government should not
interfere with the sector. She argued that “as long as the government does not follow a
restrictive policy, the informal sector would probably manage itself as it has been doing
in the past”. This approach called for no positive action from the government to the
informal sector apart from just allowing it to operate. It therefore, does not create a
conducive environment in which it can operate. With such an approach government

officials could continue to harass the informal sector operators, and at the same time the

" Interviews with Mr. Msita who is the Executive Secretary of National Construction Council.
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operators would not know the boundaries within which to operate. It was suggested that
the informal sector should be encouraged and assisted rather than being left to take care
for itself (UNCHS, 1991, Bjorklof et al., 1992).

The UNCHS (1991) suggested two steps in developing the informal sector. The first
step would be to create an enabling environment by coming up with clear policies that
would encourage the sector’s activities and protect the rights of those involved in it. The
next step would be to design strategies aimed at solving problems facing the sector
including lack of capital and credit, lack of equipment and spares, lack of technical and
managerial skills, lack of market and customers, and lack of reliable working premises.
Learning what other countries have done to promote their emerging construction
industries-could assist in the formulation of appropriate strategies. For example, South
Africa has formulated a National Emerging Contractors’ Development Programme
(Hodgson and Gwagwa, 1997; Merrifield, 1997, Hodgson and Bici, 2000) which could
be used as a model for developing a strategy for Tanzania. The programme, amongst

others, aims at assisting emerging contractors to (Hodgson and Gwagwa, 1997:175):

e  gain access to the market;
° overcome problems of inexperience, lack of managerial and marketing ability;
° overcome financial problems i.e., lack of capital and access to credit facilities; and

° improve their business skills and develop the trade skills of their operatives.

The strategies under the South Africa’s National Emerging Contractors’ Development
Programme are in line with the UNCHS (1991) strategies discussed above and the
proposed Tanzanian Small and Medium Enterprises Policy (SMEP) to be discussed in
the next chapter.
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39 SUMMARY

This chapter covered important aspects of the construction industry in developing
countries. The relevance and significance of the formal and informal construction
sectors to the economy of developing countries was briefly explored with particular
emphasis on Tanzania. The role of the informal construction sector in the provision of

urban shelter was examined to justify its importance.

The chapter also discussed the establishment background of small construction
companies. Special attention was given to the boundary between the informal and
formal construction sectors, emphasising a two-way movement across the boundary,
into and out of the informal or formal sector. A framework for contractors’
classification, which would enable all contractors to be captured irrespective of their

informality, was proposed.

The chapter demonstrated that construction industries in developing countries have an
important role to play to boost the growth of the economy and creation of employment.
Similarly it showed that the informal construction sector is important in the economy of
developing countries particularly in the provision of affordable shelter for the urban
population

The chapter also discussed the extent of subcontracting in the construction industry and
the role it could play towards the collaboration between the formal and informal
construction sectors. Lastly, it was shown that the government of Tanzania
acknowledges and supports the existence of the informal construction sector but no

concrete steps have been undertaken to develop it.
In the next chapter a review of the policy formulation process and different policies that

impact on the construction industry and the informal sector in Tanzania will be
discussed.
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CHAPTER FOUR

PUBLIC POLICIES ON THE INFORMAL SECTOR AND
THE CONSTRUCTION INDUSTRY IN TANZANIA

4.1 INTRODUCTION

One of the objectives of this research as set out in Chapter One was to establish policy
implications on the development of the construction industry in Tanzania. The previous
two chapters discussed the concepts of the informal sector and the construction industry
in Tanzania. Both chapters revealed that policies could play an important role in the

development of the informal construction sector.

This chapter aims to capture major policy decisions in Tanzania and their effect on the
construction industry and the informal sector. Its objective is to establish the role that
the policies could play in developing the informal construction sector and in shaping the

collaboration between the formal and informal construction sectors in Tanzania.

The chapter discusses policy issues relating to the construction industry and the
informal sector. It also covers in brief the process of formulation of policies to highlight
how public policies, including those that affect the construction industry and the

informal sector, are formulated.
A short review of Tanzanian policies relating to the construction industry and the

informal sector is also made. This would form the basis of policy direction for the

informal construction sector later in this work.
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4.2 NATURE OF PUBLIC POLICIES

4.2.1 Definition of public policy

The term policy has been widely used in this thesis without being properly defined.
Generally, it is used to designate the behaviour of some actor or set of actors in a given
area of activity. Andrew et al. (1979:5) defined a policy as:

“a goal directed or purposive course of action followed by an actor or a set of actors in
attempt to deal with a problem”

Policy is different from a decision, “which is a choice among competing alternatives”
(Anderson, 1990:5). Policy is supposed to reflect what is done, as against what is
proposed or intended. Therefore, if the organisations or governments policy is to do
something on a certain aspect, and nothing is done, it can be concluded that the policy
on that aspect is that of inactivity. Hence, a definition given by Koenig (1986:1) that,

“public policy is a governmental activity (or inactivity)'* that affects our well being”.

Policies are not restricted to governments only. Many organisations, private and public,
have policies that govern their daily activities. However, with regard to the government,

a public policy is defined as (Peters, 2000):

“authoritative decisions made in the legislative, or judicial branches of government that
are intended to direct or influence the actions, behaviour, or decision of others”

According to Anderson (1990), public policy may be positive or negative. A policy
takes a positive form when it is implemented as intended and a negative form when it is
not. Therefore, while governments may have policies in place for various issues or
aspects, it is in their positive form that they are worthwhile. A good policy is one that
can be implemented successfully and one that actually reaches the goals set for it (Linda
and Peters, 1989).

It is particularly important to emphasize the need to implement policies. Normally

governments spend many resources on formulation of policies, and in some situations

'3 Inactivity as used here refers to non-implementation of a policy.
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come up with very ambitious policies with unmatched resources for the implementation
(CDE, 1999). Later in this chapter, key components of good policy making will be
given which includes, amongst others, the need to insure that resources required for the

implementation of the policy are considered during its formulation.

4.2.2 Types of public policies

According to Frohock (1979), public policies can be grouped into five categories:
regulatory, distributive, re-distributive, capitalisation and ethical policies. The policies
that regulate how people can act towards one another are termed regulatory policies, and
include criminal law, civil right laws, etc. The distributive policies are formulated to
grant goods and services to the population, and may include policies that aim to provide
education or health services to the population, etc. The re-distributive policies aim at
“re-arranging one or more of the basic schedules of social and economic rewards”
(ibid.: 13). They aim to transfer wealth from the rich to the poor; for example,
progressive tax policies in which the rich pay more than the poor. Capitalisation policies
in most cases relate to policies that provide subsidies to a group of people to improve
their productive capacity. For example, subsidies given to farmers to improve the
agricultural industry or subsidies given to local manufacturers so that they can compete
with foreign counterparts'S. The last group, ethical policies aim to “establish the correct
practice for some moral issue” (ibid.: 14);, for example, laws which ban abortion or

prostitution.

Other classifications also exist. Anderson (1990) classified public policies into
“substantive and procedural policies” (p.10) or into “distributive, regulatory, self-
regulatory and re-distributive policies” (p.11). Substantive policies involve what the
government intends to do to its people. They directly distribute advantages and
disadvantages, and benefits and costs to the people. The procedural policies are different
from substantive policies in that “they pertain to how something is going to be done or

who is going to take action”. Self-regulatory policies, like regulatory policies described

'8 In Tanzania, the 7.5 per cent preference margin given to local contractors under local competitive bidding of road
works (Msita, 2000) could be considered as some form of subsidy to enable them compete with foreign contractors.
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above, involve the restriction or control of some matter or group. They particularly

intend to promote or protect interests of the members of the regulated group.

The discussion of the groups of policies is important to enable proper conceptualisation
of public policies. Of course, in a wide policy like the construction industry policy, the
employment policy, etc., it is possible to encounter different groups of policy as
discussed above. For example, a construction industry policy could be regarded as
distributive when it addresses the aspects of providing infrastructural facilities or other
¢onstruction services to the population. At the same time, it could be regarded as re-
distributive when directing those facilities from the more developed areas to the less
developed ones, for example, the policy may stipulate the need to improve the less
developed rural transport network at the expense of the more developed urban network.
Similarly, it may be regarded as capitalisation when it has elements that favour a certain
group of actors in the industry, for example, a construction industry policy may call for
preferential treatment to local contractors when bidding for local contracts. Lastly, the
policy may contain a code of conduct for professionals in the industry, in which case it

can be regarded as being ethical.

43 FORMULATION OF PUBLIC POLICIES
4.3.1 The process of formulating public policy

According to Jenkins (1978) and Anderson (1990), in order to understand the process of
formulating policy, it is important to break the process into the following categories:
policy demands, policy decisions, policy statements, policy outputs, and policy

outcomes.

The environment in which we live and the problems it produces gives rise to public
policy. A policy problem can be defined as a condition or situation that produces needs
or dissatisfaction among people and for which relief or redress is sought. Not all
problems are important enough to warrant policy actions. However, problems which
affect the majority of the population or a group of influential people in the politics of a
given country, give rise to policy demands (Picus, 2000). According to Anderson
(1990), policy demands are demands for action or inaction to the problem by the
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government, and they give rise to public policy. For example, with respect to the
informal sector in Tanzania, the lack of recognition by government gave rise to
continued harassment by government officials, lack of working premises and lack of
credit facilities (Mutagwaba, 1996). This is a problem on the part of informal sector
operators, which could give rise to policy demand, especially in a situation where it
affects a considerably high proportion of the population, as is currently the case in many
countries. At the same time, the informal traders could be perceived to be a nuisance
through their occupancy of prohibited trading areas, unfair competition with the formal
traders and their failure to pay taxes (Thomas, 1995). This is a problem, but this time it
is on the part of the government. Either the citizens or the government therefore

perceive problems that give rise to policy demands.

According to Koenig (1986:2), although public policies are supposed to respond and
solve problems, sometimes they can also give rise to problems. Diery (1999:163) refers
to this as a notion of “policy by the way” in which an existing public policy becomes a
chief producer of a constraint/problem which would eventually give rise to another
policy to solve it. For example, policies on taxation although aimed at providing the
government with the revenue needed to run many of its programmes, could sometimes
be oppressive to the taxpayers. For a problem to give rise to policy formulation it must
get the attention of public officials and government leaders. In some cases immense
suffering, non-compliance and hostile confrontation by the public could be necessary to

attract attention in the government circles.

It is important to appreciate that politics is involved in the public policy formulation
process (Frohock, 1979; Koenig, 1986; Williams 1998, Cockrel, 2000). According to
Cockrel (2000:1), ‘the policy process is obscure, at best, and at its worst it seems
underhanded. Politics is involved in the process, and you need to understand it to teach
public policy education”. Because of politics, the acceptance of policy demands
emanating from the population not in the power circles, would largely depend on how
much the demands appeal to or threaten the people in power. In some cases, public
policies are formulated to safeguard the interests of the rulers. For example, section 2.6
of this thesis mentioned the influence that the informal sector could play in democratic

elections. With the increasing number of people engaging in the informal sector
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activities, coupled with the government’s failure to generate gainful employment,
government leaders are forced to initiate policies in favour of the informal sector to

ensure re-election (Financial Times, 1998).

Within a given political framework, policy demands would give rise to policy decisions,
which are the authoritative decisions taken by the public officials. Policy decisions
authorise or give direction and content to public policy actions. They include decisions

to enact statutes, to issue executive orders, etc. (Anderson, 1990).

In order for a policy to be capable of implementation, it must translate into policy
statements. These are the formal expressions or articulations of public policy, and
include legislative statutes, executive orders and decrees, administrative rules and
regulations, court opinions, and statements and speeches by the public officials. They
indicate the intentions and goals of the‘ government and how to realise them (Anderson,
1990). Policy statements are sometimes ambiguous, and in some cases different levels,

branches or units of government could issue conflicting policy statements.

The worthiness of a public policy is judged in its positive form. The actions actually
taken in pursuance of policy decisions and statements are termed policy outputs. They
are the tangible manifestations of public policies, and constitute what a government
does, as distinguished from what it says it is going to do. Policy outputs can normally be
measured (Anderson, 1990).

Implementation or non-implementation of a policy leads to the policy outcomes. These
are the intended or unintended consequences to society that flow from action or non-

action by the government. Normally, it is difficult to measure the policy outcomes.

Figure 4.1 shows the Amended System Model of the policy process. It shows how the
different factors discussed above are related. Attention is drawn to the cyclic nature of
the policy formulation process as shown in the figure. As discussed before, a public
policy could give rise to more problems than those that it intends to solve. According to
Diery (1999:163), pubic policy making is a precarious venture which may result into

externalities and unanticipated consequences alongside the intended outcomes.” While
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not all the unanticipated consequences may be bad; the bad ones can create problems,

which in turn call for policy action, and the process starts all over again.

ENVIRONMENT
Includes social, econcmic:and political
influences of inputs, system variables,
policy outputs and-policy outcomes

POLICY | POLICY
‘ ’ 6 E} OUTPUT : OUTCOME

Source: Jenkins (1978:18)

Figurt; 4.1 The Amended Systems Model of the policy process.

In its simple form, the amended systems model shows what is happening in the policy
formulation process. The model captures the influence of various groups, parties and
organizations in the policy making process. The mediating variables represent the
various groups, which gave rise to policy demands, and therefore beneficiaries of the
formulated policies. The struggles within groups and with the government would
largely influence the policies formulated. Similarly, the political system is a major
determinant in the nature of policies formulated. For example, as will be discussed later
in this chapter, in Tanzania, during the era of the political system of socialism and self-

reliance, economic policies were directed towards state and public ownership.

Policy formulation process involves a sequential pattern of actions involving a number
of functional categories of activities that can be analytically distinguished. The different
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categories of activities making up the policy formulation process are summarized in

Figure 4.2.

STAGES POLICY TERMINOLOGY INTERPRETATION

POLICY AGENDA :
P . ive tt L . Getting the government to
™ Stage £ blbeilns_ ‘t;!iu?h recetve the serious atiention consider action on the
of public officials problem

\/

POLICY FORMULATION
9nd Stage The development of pertinent and acceptable What is proposed to be done
proposed courses of action for dealing with a about the problem?
public problem

FOLICY ADOPTION Getting the government to
‘ Development of support for a specific i .
:rd : . L. accept a particular solution
3™ Stage propoul s0 that a policy can be legitimized or to the probl
\ /

POLICY IMPLEMENTATION
Application of the policy by the government’s
administrative machinery to the problem

Applying the government’s
policy to the problem

POLICY EVALUATION
Efforts by the government to determine

whether the policy was effective and reasons .
sth Stage for success or failure Did the policy work?

Adapted from Anderson (1990:36 Table 1.3)

Figure 4.2 The policy process

The CDE (1999) argued that many public policies suffer problems of implementation

due to the neglect of basic components of good policy making as summarized below:

e  Understanding the department, policy, programme or system needing changes.
This in essence calls for the proper identification of the problems that need policy

intervention.
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Identification of alternative courses of action prior to developing the policy. For a

selected course of action, it must be clear why it was selected.

Identification of consequences of the policies to be implemented before
proceeding. This leads to the selection of the best course of action, which would

minimize unwanted consequences.

Establishment of costs and benefits of each potential course of action before

adopting the policy.

Identification of all relevant stakeholders, and establishment of their views about
the policy and how they would react to it. This could be achieved through

consultation.

Setting of targets, which are not very ambitious and difficult to implement by the
government. It is better not to 1;romise anything rather than promise something
that can not be delivered. This calls for the assessment of the capacity (human and
financial resources) in the country and the bodies that would implement the policy
to see whether the available capacity matches that required to implement it
successfully. If the available capacity is less than that required, then it may
necessitate revisions in the proposed policy or in the time frame for its

implementation.

Measurement of chosen policy approach against important government values,
principles and policies to ensure reasonable consistency. This calls for identifying
the political system of a country and making sure that policies conform to it. It
also calls for co-ordination in the formulation of various policies to ensure that
they do not contradict each other. Policies formulated at the provincial or local
government level are particularly prone to contradiction with those of the central
government.

Classification of the roles to be played by different officials, institutions and other

actors in order to implement the policy successfully.
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e  Preparation of a programme for implementation and prioritization of the
implementation measures accordingly. It is always impossible to deal with
everything at once, and sometimes it is impossible to make progress unless certain
goals have been achieved first. A properly prepared programme of

implementation takes care of the priority of different measures.

The CDE (1999:20) particularly recommended that for proper implementation of
policies, “policy advocacy” should be replaced by “policy analysis”. The CDE (ibid.)
defined policy analysis “as a structured way of thinking about choices before deciding
on a particular course of action”. Its enables making of rational and informed choices on
the best course of action where a number of alternatives exist: It helps policy makers
identify why one course of action is preferable to another. In addition, it enables
officials to assess the strengths and weaknesses of a policy before implementing it, and

therefore help them to decide whether a policy should be adopted or not.

4.3.2 The actors in the formation of public policy

Public policies almost invariably affect everybody, but its making may involve only a
few individuals. Authorities are responsible with the formulation of policies in the
political system. According to Anderson (1990:5), the authorities are “engaged in the
daily affairs of a political system”, and their actions “are accepted as binding most of
the time by most members of the system so long as they act within the limits of their
roles”. Authorities include elders, paramount chiefs, executives, legislators, judges,

administrators, councilors, monarchs, and the like.

Anderson (ibid) further argued that the initiation of a policy process does not
necessarily involve those involved in making the policy itself. Different interest groups
in the society or even the general population may trigger a policy process. When a few
individual “elites” are entrusted with the task of making policy it gives rise to what is
known as an “elite theory of policy-making” (Koenig, 1986:14, Anderson 1990).
According to Anderson (1990:28), policy making by elites “reflects the values and
preferences of a governing elite” rather than the demands and actions of the people. An

example of policies under this category includes taxation policies made by state and
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local executives and legislatures. However, it could be argued that the demand by the
people to be provided with services indirectly gives rise to the need by the state and
local governments to formulate policies on taxation or other related issues. These
policies, although necessary to raise funds needed for development, could be unpopular
to the people. In principle, the elites are expected to be rational in their decisions and
formulate policies representing the interests of the public. However, situations are
known where they have formulated policies that are costly, disastrous, and erroneous
(Koenig, 1986).

The group theory of policy making asserts that policy making is an outcome of
struggles between groups (Koenig, 1986; Anderson, 1990). Groups in this case are
regarded as a collection of individuals with shared interests. It is argued that “when
groups fail to achieve their goals sufficiently through private action, they may resort to
politics and public policy-making to advance their interests”(Koenig, 1986:16). Usually
groups use resources within their reach to influence the legislature or executive

bureaucracy in the policy formulation process.

The citizens, in countries with democratic systems, can influence policy decisions. This
has been termed as the “citizen participation theory of policy making” (Koenig,
1986:20). The election manifesto of a political party is actually a public declaration of
its policies. Through the election process, the citizens choose between alternative
policies and the competing candidates who identify with specific policies. Democratic
elections is the only powerful tool that the citizens could use to identify themselves with
policies which represent their interests or shun policies deemed to affect them.
According to Wagschal (1997:223), “the Swiss electorate often blocks expenditure
increases requested by the government”, particularly if they are not satisfied with the

nature of expenditures.

Despite the power of citizens to influence policies, in many developing countries where
majority of the people are poor, people have been excluded from the policy making
process and often marginalized (Robb, 2000). It should be appreciated that enabling the
people, particularly the poor, to participate in the formulation of the policies can lead to

their empowerment, and make policy implementation easier (ibid. ).
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The extent to which the public accepts a policy could sometimes be explained by
knowing who gave rise to the policy. Since most of the public policies are directed to
the general population, their acceptance would largely depend on the extent to which the
public was involved in the formulation process. One of the basic components of good
policy making, as suggested by the CDE (1999), is to ensure public participation in the
formulation process. It is therefore important to identify all relevant stakeholders in a
policy and ensure that they participate through soliciting their opinions on the contents
and effects of the policy. To ensure acceptability of policies prepared without wide
public input, it may be important to educate the public on the objectives and the benefits

of the policies prior to their implementation.

It could prove necessary to organize different meetings of stakeholders so as to ensure
adequate participation of the public in the policy formulation process. An example can
be borrowed from the formulation of the construction industry of South Affica.
Following the release of the Green Paper (Department of Public Works, 1997), a
number of groups were established, and workshops and conferences were convened to
discuss various aspects of the policy (Department of Public Works, 1999a). The
different meetings of the task team, reference groups and focus groups, and various
workshops coupled with the ample time given for various stakeholders to discuss the
Green Paper ensured wide consensus with regard to different issues that needed policy

intervention (Rwelamila, 2000).

44 POLICY EVALUATION
4.4.1 Policy impact

Policy evaluation in its formal sense is an examination of the effects of policies and
programs on their targets in terms of the goals they are intended to achieve (Fischer,
1980; Koenig, 1986: 184; Anderson, 1990; Cockrel, 2000). According to Cockrel
(2000) “after a new policy is implemented, advocates, opponents, or other interested
parties begin to consider the its implementation and consequences. At this point, the
final stage of policy making has begun. Either through formal means such as data
analysis or through informal means such as citizen reaction, evaluating a policy reveals

its success, failure, or the need for modification”. It is important to note that policy
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evaluation could occur throughout the policy process and not simply of the last stage as
depicted in Figure 4.2. It is a very important process, and in some cases, it may restart

the policy process in order to continue, modify or terminate existing policy.

In evaluating a policy, one needs to look at its impact on both the intended and
unintended objects. According to Anderson (1990:223-226), impact of a policy has

several dimensions:

o  The impact on the public problem at which it is directed and on the people
involved. This entails the knowledge (i.e. definition) of the target group, and the
intended effect of the policy. It is important also to establish the unintended
consequences of the policy.

e  Policies may have effects on situations or groups other than those at which they

are directed, sometimes referred to as “externalities or spill-over effects”.

e  Policies may have long-term effects i.e. they may impact on the future as well as
the current conditions. For example, the effects of an educational policy which
aims at ensuring every school age going child goes to school will be felt for a long

time to come and will be there to stay.

. Policies have direct as well as indirect costs. While direct costs incurred by the
government in implementing the policy are easy to determine, those incurred by
the private sector may be difficult to determine. The indirect costs experienced by
the public e.g., inconvenience, dislocation etc. are in most cases difficult to
measure. It should also be reminded that just as it is difficult to measure the
indirect costs of implementing a public policy, it is equally difficult to measure its

indirect benefits for the public.

As discussed previously, it is always in the interest of the policy and its implementers to
establish the impact of the policy during its formulation. By addressing the impact at the
formulation stage, a decision can be made on whether to proceed with the
implementation of the policy or not, and where necessary design mitigating measures
for undesirable effects of the policy (Nachimias, 1979 cited in Koenig 1986: 191).
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It should always be the intention of policy makers to see that policies have the intended
impact on the public problems they aim to solve. Unfortunately, this is not always the
case. A variety of reasons described below may cause the policy not to attain its goals
(Anderson, 1990):

° Inadequate resources devoted to dealing with the problem.

° Administering the policies in a fashion that lessens their impact

) Addressing policy to only one or a few factors that are the cause of the problem.

° Response or adaptation of people to the public policies in such a manner as to
negate much of the policy impact.

. Policies may have incompatible goals that bring them into conflict with one
another.

° The solutions for some problems may involve costs that are greater than the
problems.

e  Many public problems may not be soluble, or at least not completely.

° The nature of the problem at which policy is directed may change while policy is
being developed or applied.

e  New problems may 'arise that distract the attention and action from a given

problem.

What has been discussed previously could act as a guideline in analyzing the success
and/or failures of policies towards their intended goal. Although considered as
guidelines for analyzing policies, the discussion above could also offer a guide in the
preparation of policies. By adhering to the positive aspects and avoiding the negative
ones, the formulation and implementation processes of a policy could be streamlined to

maximize its impact on the intended objects.
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4.4.2 Problems in policy evaluation

It is important to appreciate some of the problems that may be encountered in trying to

evaluate some of the policies. Anderson (1990:228-235) identified about six problems:

o Uncertainty over policy goals i.e. when the goals of a policy are unclear, diffuse,
or diverse, then it becomes difficult to determine the extent to which they have

been attained.

o Causality: i.e. in some cases it is not easy to determine whether changes have
occurred because of the implementation of the policy. In some situations, changes

may happen with or without the policy.

e Diffuse policy impact. i.e. pdlicy actions may affect groups other than those at
whom they are specifically directed.

e Difficulties in data acquisition: Unavailability of accurate and relevant statistical
data and other information can make the process of evaluation difficult or
impossible. The unavailability of data or information could be due to the improper
keeping of relevant data and information or the mere reluctance of those with

information to disclose it.

e Official resistance: Behind any policy implementation there will always be the
“beneficiaries and implementers”. Either party will resist evaluation, and may
offer misleading information if it perceives that the results of the evaluation will

not be in its favour.

o A limited time perspective: Time dimension of the policy is an important aspect
that must be considered. Any evaluation done before the maturity of a policy is

unfavourable and may yield unsatisfactory resuits.

e  Evaluation lacks impact. On some occasions, the interested parties may ignore or
attack the results of policy evaluation as inconclusive or unsound if the results do

not fall in their favour.,
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Despite the existence of highly systematic systems of evaluating public policy (Koenig,
1986; Anderson, 1990), in this research an informal and unstructured evaluation of
Tanzanian policies relating to the construction industry and informal sector was made.
The evaluation looked at the existence of such policies, their formulation process and
the intended objectives; and whether they meet the requirements of the construction
industry and the informal sector. The evaluation was based on secondary information
(information documented in literature). The use of primary information (information
obtained through interviewing implementers of the policies and the objects of the
- policies) was excluded due to time constraints and costs that are required to effectively

carry out such a survey.

45 BACKGROUND TO TANZANIAN ECONOMIC
POLICY FRAMEWORK

In order to appreciate different policies in Tanzania, it was important to discuss the
political system of the country since its independence. As discussed previously, the
political system of a country at any given time is responsible for shaping the major

policy decisions that are made.

Tanzania attained its independence in 1961. For seven years (1961-67) following its
independence, it promoted the capitalist economic system, which it had inherited from
its British rulers. The government then supported the growth of the private sector and
this resulted in increased foreign investment and brought significant increase in the

economic performance of the country (Kenti and Mushi, 1995).

In 1967, the Arusha Declaration came into force. It signaled the end of the capitalist free
market economy and paved way to a political system of socialism and self-reliance.
According to Malyamkono and Bagachwa (1990:1), “this was deemed necessary in
order to develop a locally based economy which would bring structural changes, foster
equity and hasten rural development”. The Arusha Declaration in effect made the
government control all major economic activities in the country including banks,
industries and commercial farming. Multitudes of parastatal organizations were

established to take up this challenge, and the private sector was “deliberately suffocated
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and denied all access to both the environment and the means to grow and thrive”
(Mutagwaba, 1996:1).

With respect to the construction industry, this meant socializing it and relying on the
public sector to provide most of the construction services'’. The first ten years of the
Arusha Declaration were used to establish public construction organizations (Bjorklof et
al., 1992). In terms of employment, the Arusha Declaration emphasized rural
development where most of the Tanzanians would be involved in rural farming, instead
of migrating to the cities in search of paid employment (Malyamkono and Bagachwa,
1990).

However, due to a number of reasons, the political system of socialism and self-reliance
failed to bear the expected fruits of economic growth and empowerment. According to
Malyamkono and Bagachwa (1990:1), “in the 1970s economic performance weakened
and by the early 1980s the country had plunged into an economic crisis of
unprecedented proportions”. For example, the GDP growth per annum that averaged 6
per cent between 1960-69 fell to 4.9 per cent between 1970-79. It went to as low as 0.6

per cent between 1980-85. Other economic indicators are given in Table 4.1

Table 4.1 Tanzania’s economic performance 1960-1985

GDP growth GDP/Capita growth Inflation rate Investment as Trade Balance
per cenl per Pper cent per annum Per cent per | per cent of GDP Million USS
annum annum
1960-69 6.0 33 7 14 -34
1970-79 49 1.8 12 20 -190
1980-85 0.6 -2.2 30 19 -456

Source: Mutagwaba (1996:3)

Some of the reasons attributed to the failure of the system were related to socialist
policies that were formulated in line with the political system. These policies, on the
one hand, led to the nationalization of major means of production and the establishment

of a state directed economy. This had an effect of dampening foreign investment that

'7 Two parastatal organization were established: National Estates and Design Co. Ltd. (NEDCO) to deal with design
and Mwananchi Engineering Construction Company Ltd. (MECCO) to deal with construction of building and civil
engineering works. Cumrently NEDCO has been privatized and MECCO is in the process of being privatized.
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was important in transforming the country’s economy from being agricultural to
industrial based. On the other hand, the government embarked on massive social
welfare programmes for its citizens, which could not be supported by the economy.
Through the same policies, Tanzania felt that it had a moral obligation to assist in the
liberation struggle in Southern African countries. The support in this struggle together
with its war with Uganda in 1979 to 1980 further increased the Tanzanian economic
crisis (Malyamkono and Bagachwa, 1990; Mutagwaba, 1996).

In the 1980s the Tanzanian government, with pressure from the Word Bank, the IMF
and other donor organizations undertook some economic reform measures. These led to
a decreased participation of the public owned parastatals and increased participation of

the private sector in the economy.

In 1991, the Zanzibar Declaration came into force, and it modified many aspects of the
Arusha Declaration (Tripp, 1997). Although Tanzanian leaders to-date still proclaim
that the official economic policy of the country is that of socialism and self-reliance, the
introduction of the Zanzibar Declaration saw a rapid increase of capitalist elements in
the economy. Of importance was the overall increase in the participation of the private
sector in many sectors of the economy. Most of the government owned parastatals were
privatized and the process is still going on. According to Rubambe (2000), by
December 2000, about 330 parastatals had been privatized out of the earmarked 395
parastatals since the privatization process started in 1992. The remaining 65 parastatals

are scheduled for privatization up to year 2003.

The implementation of economic recovery programmes instituted in the mid 1980s
resulted in the improvement of the economy. Between 1986-92, the annual average
growth of the GDP was 4 per cent compared to 0.6 per cent between 1980-85. During
the same period there was a rise of 1.5-2 per cent in the per capita income compared to
the decline of 2.2 per cent between 1980-85 (GOT, 1993). The growth rate of GDP
1991-95 was 2 per cent per annum, the fall being attributed to severe drought the
country faced during the period. Between 1996-97 the GDP growth rate increased to 3.8
per cent per annum (ILO and GOT, 1998). The GDP annual growth rates for 1998 and
1999 were 4 and 4.8 per cent respectively (GOT, 2000b).
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Given the country’s big debt burden, which has accrued since the early 1960s, the
benefits of an improved economy were not registered to people. For example, debt
servicing grew from 5.9 per cent of the GDP in 1986/87 to 7.4 per cent of the GDP in
1991/92 (GOT, 1993). In 1998/99 and 1999/200 the government spent 22 per cent of its
income to service its external debt. The same percentage was planned for the financial
year of 2000/2001 (GOT, 2000b). Actually, the implementation of economic
restructuring programmes has aggravated the employment problem. For example,
between 1993-1995 a total of 30,460 employees'® were retrenched (Mjema, 1999) and
-since then more workers have been retrenched in the privatization of loss making
parastatals (PSRC, 2000).

It was discussed in Chapter Two that economic hardship forms a breeding ground for
the informal sector activities. It is argued that as long as the annual debt servicing
remains above the annual GDP growth rate, the economic hardships facing the country

will continue to increase resulting in the increase of the informal sector.

4.6 GOVERNMENT POLICIES TOWARDS THE
CONSTRUCTION SECTOR

4.6.1 The role of policy in developing the construction industry

The ILO (1987) and the UNCHS (1996) cited inappropriate government policies and
their co-ordination as being one of the problems hindering development of the
construction industries in developing countries. The UNCHS (1996:50) observed that
“few developing countries had comprehensive plans or policies for addressing problems
confronting the construction industry. The industries were taken for granted and were

ignored in the national development plans”.

According to Kirmani (1987) cited in Msita (1998), governments have an important role
to play in developing the construction industry. He stated that:

“....government commitment is an essential requirement for the development of
construction capacities in member countries. Government must, not only have a general

'8 Most of the retrenched workers end up establishing businesses, formal and informal, thus leading to an increased
competition in the respective markets.
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objective of developing a domestic construction industry, it must be prepared to support a
nascent or ailing industry through responsible financing and contracting of its public
works construction and maintenance, and through introduction of policy and procedural
reforms to remove constraints which affect the industry.”

The ILO (1987) identified three categories of policy interventions that are necessary for

the development of the construction industries of developing countries. These are:

) Policies to improve small contractors’ access to work;
) Policies to create a more favourable business environment; and

e  Policies and programmes for training and technical advice.

As discussed previously, one of the difficulties facing small contractors is their inability
to obtain work. Governments, being one of the major clients, particularly in public
sector works, could improve the situation by devising appropriate policies to improve
access to work. The ILO (1987) listed ten areas of intervention, which could fall under

three groups:

s Creation of jobs in the public and private sector;

e Preferences or tender biases to big contractors subcontracting to
small contractors; and

e  Simplification of tendering procedures and tendering documents,

and standardization of design.

It was suggested that the adoption of the above policy measures would make jobs
available in the market, and therefore facilitate the effective participation of small

contractors.

A harsh business environment was also cited as one of the problems inhibiting the
growth of small contractors. The governments, through appropriate policy measures,
could introduce a business environment conducive for the small contractors to operate.

These include:

¢  Relaxation of contractors licensing and registration procedures;

¢  Relaxation of tendering requirements;
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. Improving contractors access to financing, materials, tools and equipment; and

. Improving contractor payment procedures.

Policy measures could also be introduced to overcome the contractors’ owner-related
problems being mainly the lack of technical and managerial expertise. This could be
achieved through training and provision of advisory services (Materu, 2000; Sengenge,
2000).

However, it is important to realize that policy intervention measures taken to develop
the construction industry would not work if the country’s economy is poor. A good
economy is important as it creates demand for construction services. According to
Kirmani (1987), cited in Msita (1998) “the industry, and any interventions designed to
support it cannot prosper without a sustained demand for construction services”. This

calls for macroeconomic policies, which stimulate the growth of the economy.

4.6.2 Tanzanian policies towards the construction sector

A landmark in the construction industry in Tanzania came in 1977 after the conduct of
the Local Construction Industry Study (LCIS) (GOT, 1977). The purpose of the study
was to review conditions of the Tanzanian construction industry and recommend
appropriate measures that were to be taken to improve the efficiency and capacity of the
industry. The study found that:

e  There was a shortage of resources including building materials, equipment and
spare parts, and skilled manpower, causing a high dependence on foreign

resources.

o Private firms controlled most of the building industry, and most of them were
small or medium size family firms with low capacities and were often owned by

non-citizens.
° The construction costs were very high in comparison with developed countries.

. There were no Tanzanian standards, resulting in the common use of British

Standards and Codes of Practice, sometimes inappropriately.
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] There was a lack of communication between research institutions. This also
manifested itself in most institutions in the field of construction that worked in

isolation, with little information on what other institutions were doing.

The LCIS concluded, amongst others, a need to improve planning, co-ordination and
communication through the establishment of a Construction Council and strengthening
of the Planning Unit of the Ministry of Works. The Construction Council was to be a
forum for discussing problems and making recommendations, and could establish task
groups to tackle special problems. The Planning Unit was to monitor capacities in the
sector, support other ministries with adequate statistics for planning purposes, co-
ordinate long term and annual planning on construction requirements and form the

secretariat of the Construction Council and its task groups (GOT, 1977).

Based on the recommendation of the Study, the NCC was established in 1979 by an Act
of Parliament No. 20 as a parastatal organization under the Ministry of Works (GOT
1979), and became operational in August 1981. The NCC was vested with the

responsibility of promoting the development of the Tanzanian construction industry.

At the time of conducting the LCIS and establishing the NCC, the development vision
of Tanzania was based on centralized policies of socialism and self-reliance. This
entailed the creation of a state economy. Thus, participation of the private sector was in
essence a temporary phenomenon and was to be decimated in time. The LCIS was very
clear on this as quoted (GOT, 1977:40):

“The aim of the government is to try as hard as it can to use public institutions for
construction works so as to eliminate exploitation which is being done by groups or
individuals. The way to increase that ability is to try and develop public co-operation
which exist now and if there is a need, which there is, to form new construction groups.”

The success of the LCIS is mainly reflected in the NCC’s successes (Msita, 1998). The
NCC spearheaded the development of the construction industry in Tanzanian in a

number of areas, including:
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e  Promotion of the establishment of professional association and allied
organizations. The following associations were established through the initiative
of the NCC: the Association of Consulting Engineers Tanzania (ACET), the
Tanzania Building Contractors Association (TABCA)" and the Architectural
Association of Tanzania (AAT). Others are the Tanzania Institute of Quantity
Surveyors (TIQS), the Tanzania Roads Association (TRA), the Tanzania Civil
Engineering Contractors Association (TACECA)™ and the Tanzania Institute of
Arbitrators (TIA). The establishment of these associations was important for

effective co-ordination of the actors in the construction industry.

. Improvement of the construction industry performance through training. The
NCC has conducted several seminars and short courses on a number of topics and
to a wide range of construction professionals. Since 1987 it was involved in
general contractor training in construction and maintenance of road works, and

since 1992 in contractor training in labour-based road rehabilitation methods.

e Advisory services to contractors as well as clients. The services included
consulting assignments to review tender evaluations, selection of consultants,
assessment of training needs, packaging of work and contract/project management
issues. This also included conducting technical audits at various stages in a

project’s life cycle.

e Settlement of disputes. This was achieved through the publication of Arbitration
Rules and maintenance of a list of arbitrators. The NCC co-ordinated the
arbitration processes and acted as a link between the arbitrating parties.

e Promotion of optimum use of local construction materials. This was achieved
through research, seminars, exhibitions, and publication of a directory of locally

manufactured construction materials.

19 All the associations are still active with the exception of TABCA which has been dormant from about 1992
(BICCO, 1996).

2 TACECA members are civil works contractors only. Currently there are efforts to establish a contractor's
association that will cater for all groups of contractors in the CRB’s categories.
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e  Research activities on issues affecting the construction industry. With the
exception of the research aimed at establishing a schedule of rates and labour
productivity constants, the main pre-occupation has been on studies on the status

or finding a solution to certain constraining conditions in the industry.

e  Documentation and dissemination of information relating to construction
activities. This was achieved through the establishment of a small reference
library, seminars, and a newsletter, a journal and publication of various
documents. Published documents include: Code of procedure for tendering for
civil and building works in Tanzania, Standard conditions of contract for building
works in Tanzania, Arbitration rules, Directory of construction materials,

Technical audit guidelines and Guidelines on contract administration.

e  Advisory role to the government on strategic interventions needed for the
development of the industry. Some of the interventions included: The National
Construction Industry Development Strategy (NCIDS) issued in 1991 and
development strategies for local contractors and consultants. Currently the NCC is
co-ordinating the formulation of the Construction Industry Policy (CIP) to
supersede the NCIDS. The Council is also spearheading the establishment of
Construction Industry Development Trust Fund (CIDTF), which is expected to
solve financial problems experienced by contractors (Kaduma and Msita, 1999).

In 1991, the government of Tanzanian issued the NCIDS?!. The objective of the NCIDS
was to encourage the development of infrastructural facilities through the optimum use
of existing resources (GOT, 1991b). It further aimed to develop an efficient and
effective construction industry competent to meet the requirements of the infrastructure
development within the country’s overall development objectives. The strategy focussed
on many aspects of the Tanzanian construction industry including planning, design,
construction, maintenance, resources, research and development, regulatory measures,

and organizational framework of the industry.
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The NCIDS came into effect almost 15 years after the LCIS and 10 years after the
establishment of the NCC; however, at the time of its inception the construction
industry was still beset by almost the same problems identified by the LCIS. Actually,
some of the problems in the NCIDS were a manifestation of the failure of the political
system of socialism and self-reliance which was actively pursued by the country before
1985. These problems include (GOT 1991b: 2):

e Lack of clear developmental objectives for the industry;

e Heavy dependence on foreign resources such as materials, equipment and expertise

which continued to be supplied largely by foreign consultants and contractors; and

e Control of the building sub-sector by small or medium size family firms operating

at low levels of capacity and with inadequate working capital.

The objectives of the NCIDS largely coincided with the recommendations of the
LCIS towards the development of the construction industry. Unlike its predecessor,
the NCIDS encouraged the participation of the private sector in the construction
industry and the use of the informal sector particularly for rural housing.

The LCIS and NCIDS were all conceived under the Ministry of Works, which is
generally regarded as responsible for the development of the construction industry.
However, the construction industry is affected by and/or depends on decisions of
many actors including the Planning Commission, different ministries and
government institutions, donor organizations and the private sector. These actors
affect or influence the construction industry through planning, co-ordination and
policy, financing, regulation, physical planning, supply and distribution of
construction matenials and equipment, execution of construction works and skills
development and technological enhancement. The development of the construction
industry should therefore be a concerted effort of various bodies and organizations
that are positively or negétively affected and/or involved in construction activities.

2! The formulation of NCIDS was to a large extent due the pressure of the World Bank, which at the time was
financing the Integrated Road Project aimed to improve the Tanzanian road network.
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4.7 GOVERNMENT POLICIES TOWARDS THE INFORMAL SECTOR
4.7.1 The role of policy in developing the informal sector

The UNCHS (1991) suggested that an important juncture towards developing the
informal sector would be attained by creating an enabling environment. This entails
coming up with clear policies to encourage the sector’s activities and protect the rights
of its actors, followed by designing strategies to solve problems facing the sector. The
most documented problems of the informal sector operators include lack of capital and
credit, lack of equipment and spares, lack of technical and managerial skills, lack of
market and customers and lack of reliable working premises (ILO, 1972; UNCHS,
1991)

The UNCHS (1991) gave some of the strategies for developing the informal sector.

They could be summarized into three groups:

o  Policy Intervention measures: The emphasis here is to provide an enabling
environment for the informal sector to operate; which calls for the introduction of
appropriate policies that shall support, address and reduce the severity of the

problems facing the sector.

e  Marketing and Financial measures: The informal sector should be supported
financially by making credit available on soft terms. In addition, markets should
be created for goods produced by the sector, and this could be achieved by
establishing proper links with the formal sector and encouraging government

departments to purchase from the sector.

o  Training measures. The informal sector operators should be trained in business
and marketing skills required to run a profitable business. In addition, their
technical skills should be upgraded to improve the quality of products produced.

° Technological measures: There is a need to create regulations, standards, codes

and specifications for the production and use of items produced by the sector.
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The informal sector caters for the needs of a wide population in Tanzania, including the
employed and unemployed, the low and middle-income people, etc. Its inputs and
outputs cover a wide range of industries i.e. construction, trade, manufacturing, mining
and quarrying, transport and communication, etc. Therefore policy intervention to
promote the sector should be a co-ordinated effort of all stakeholders. Mutagwaba
(1996) classified the policies governing the operation of the informal sector into:

regulatory policies, global policies, and promotional policies.

Regulatory policies provide a regulatory environment within which the informal sector
can exist, and include: regulations concerning licenses; minimum standards of hygiene
and building infrastructure for the workplace and for the output of the enterprise;
national and local taxes; and formal accounts in business operations. Most of these

regulations are considered stringent to most of the informal sector operators.

Global policies relate to policies that regulate the economy and make it grow. The
informal sector would thrive well in a good economy. Macro and anti-inflationary
policies for the economy would set an appropriate environment for the activities of the
informal sector. Other policies falling under this category which affect the activities of
the informal sector include foreign exchange and trade policies, monetary and credit
policies, fiscal policies, infrastructure policies, labour laws and regulations and training

policies.

Finally, promotional policies involve the creation of an explicit legal and institutional
framework for the sector. It also involves the creation of institutions to assist the
informal sector with technical and economic services, credit services, provision of tools

and raw materials, training and marketing assistance.
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4.7.2 Tanzanian policies towards the informal sector

According to Kenti and Mushi (1995), prior to the Arusha Declaration there was little
need to develop informal sector businesses as the unemployment was low and basic
human needs were satisfied. People in the rural areas gained employment on plantations
while those in the urban areas worked for the government or in the factories and
services sector. This was at a time when a capitalist, free market economy was the

policy of the country.

.The Arusha Declaration, which became operational in 1967, had two major implications
for the informal sector activities. Firstly, because of the economic hardships it brought,
it left people with no alternative other than to engage in the informal sector activities
(Malyamkono and Bagachwa 1990; Tripp, 1997). The economic hardship manifested
itself in the shortage of basic commodities, and a fall in real incomes due to high
inflation and high unemployment among the urban population. Secondly, while it
created the need to engage in the informal sector activities, it was not in favour of the
existence of such activities. According to Kenti and Mushi (1995:50), the government
regarded the informal sector activities as corrupt since they “challenged the socialist

notion of an egalitarian and classless society”.

Therefore, in the 1970s and 1980s there was generally an increasing need for the
informal sector activities to alleviate economic hardships which people were facing. At
the same time, the government was waging a war against such activities. Kenti and
Mushi (1995:51) enumerated a number of events by the government to eradicate the

informal sector activities. These included:

. The abolishing of the issuance of urban trading licenses to seif-employed traders
in 1973.

. The attempts to re-settle Dar-es-Salaam’s self unemployed in Ujamaa (socialist)

villages in 1976;
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° The enactment of a Penal Code amendment in 1983, which branded the self-
employed as unproductive and as idle disorderly persons who were to be banned

from towns.

e  The passing of the Human Resources Deployment Act in 1984, which introduced
official identification cards in an attempt to rid towns of idlers and loiterers i.e.,

the unlicensed self-employed.

According to Kenti and Mushi (1995:51), the above government policies to eradicate
the informal sector activities had one major shortfall; they failed to differentiate
between “bona fide operators with established businesses and those who were either

unemployed migrants or undertaking criminally illegal activities”.

The informal sector continued to thrive despite the concerted effort by the government
to eradicate it. The government also from 1985 embarked on a policy of privatization
and restructuring of government owned parastatals. This together with restructuring in
the governments’ owns labour force led to retrenchment of an excess labour force. New
entrants to the job market could not get employment as well. This exacerbated the
problem of unemployment, and caused the informal sector to continue to grow

(Malyamkono and Bagachwa, 1990; Mutagwaba, 1996, Tripp, 1997).

In 1987, the government of Tanzania was forced to publicly admit the importance and
potential of the informal sector. In May 1987, the President of Tanzania was quoted as
acknowledging that “since the government could not afford to pay people adequate
salaries, they should be free to do various income generating activities to support
themselves” (Kenti and Mushi, 1995:15). Despite the President’s permission to allow
people to engage in the informal sector activities, officials of local governments
continued to harass the informal sector occasionally. In 1988 and 1989, in what could
be taken as an official policy direction on the informal sector, the President formally
denounced the harassment of street vendors whether licensed or not. He vowed that
stern action would be taken against any police or militia found harassing vendors (Daily
News, 1989 cited in Kenti and Mushi, 1995:15).
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Since 1987, the government, donor organizations and non-governmental organization
(NGOs) have undertaken various efforts to assist the informal sector. The first challenge
towards assisting the sector was to understand the people involved and the size of the
sector. The conduct of the NISS in 1991 (GOT, 1991a) paved the way to understanding
the Tanzanian informal sector and has since then been referred to when formulating

strategies its development.

Therefore in summary, the study of policies on the informal sector in Tanzania could be

grouped into three periods:

J Period before the Arusha Declaration (1961-67): During this period, the economy
provided adequate employment and met basic human needs. There was therefore
no need for the informal sector activities. The informal sector during this period
did not manifest itself as a problem to the government and therefore there was no

need to formulate any policies with regard to the sector.

o  Period between 1967-1987; This period was characterized by the implementation
of the Arusha Declaration. As discussed above, it was during this period that
informal sector activities increasingly gained their importance as survival
strategies in the face of increasing economic hardships. To conform with the
policy of socialism and self-reliance, the government was forced to institute
policies that banned this sector’s activities. These policies did not succeed in
ending the sector because they addressed it as a problem to be eradicated. They
did not its growth as a response to social-economic problems in the country and
that to actually eradicate the sector entailed the eradication of the problems that

gave rise to the sector.

e  Period after 1987 The government’s acceptance of the role that could be played
by the informal sector to alleviate economic hardships facing its citizens created a
new era for the informal sector activities. Policies have since then been formulated
on how to promote and not on how to eradicate it. The policy makers, having
realized the problems that led to its existence, regarded it to be a solution to those

problems and not a problem in itself.
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It is the period after 1987 that is of interest to this research. One of the major
assumptions made in this thesis is that the informal sector exists in Tanzania and the
government officially accepts it. However what is lacking is proper policy direction for

its development.

4.8 CURRENT EFFORTS IN POLICY FORMULATION IN TANZANIA
4.8.1 The need for new policies

_After the introduction of the free market economy in Tanzania in the mid 1980s’, it was
important to formulate new policies in line with the government’s economic, social and
political ideology, which would conform to new emerging local and international
demands. A number of policies have been or are in the process of being formulated.
This section will discuss policies which impact directly on the construction industry and
the informal sector. As discussed before, there are linkages of the construction industry
with other industries, and the informal sector operators occur in almost every industry.
It was therefore imperative that policies formulated to address different industries would

have some impact on the construction industry and the informal sector.

The policy formulation process, as discussed in section 4.3.1 of this work, if adhered to,
would result in the proper co-ordination in the formulation of various policies to ensure

that various policies do not contradict each other.

Policies discussed in this section include the following;

° Construction Industry Policy (CIP).

e  National Human Settlements Development Policy (NHSDP);
e  The National Employment Policy (NEP);

e  Sustainable Industrial Development Policy (SIDP); and

° Small and Micro Enterprise Development Policyv(SMEP);
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These policies generally address positive aspects (advantages) of the informal sector
and therefore the need to support it. Despite the shortcomings of individual policies
which shall later be discussed, a common shortcoming is that no policy has addressed

the disadvantages of the sector and how this should be addressed.

4.8.2 Construction Industry Policy (CIP)

Since independence there have been a number of initiatives aimed at fostering the local
construction industry in Tanzania. As discussed earlier, serious initiatives came after
1977 as a result of the LbIS, which was discussed in Section 4.6.2 of this chapter. The
initiatives included the establishment of the NCC, contractors and professionals
registration boards, plant and hire company facilities, and professional and allied trade
associations. Other equally important initiatives were the formulation of the NCIDS and
training programmes for contractors. The NCC (1997) reported that that despite such
interventions, the local construction . industry has continued to exhibit inadequate
capacity, lack of working capital, low participation of work opportunities, dominance of

foreign players and poor quality services and products.

Participants in the workshop to formulate objectives and work opportunities for
enhanced participation of work opportunities for local contractors and consultants in
Tanzania, which was held in June 1997, expressed amongst others a lack of clear and
appropriate policy as a major constraint to the development of the construction industry
in Tanzania (NCC, 1997). Historical reasons relating to Tanzanian economic policies
were attributed to be one of the root causes. The government of Tanzania, through its
policy of socialism and self-reliance, did not support the private sector initiatives and
went ahead to create a state construction industry which later became a burden to the
government (Bjorklof ef al., 1992). In the NCIDS, the government came out clearly in
support of the participation of private sector in the industry, but because of the previous
repression, the sector did not possess the capacity and capability to discharge its new
recognized role.
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Other reasons cited for the lack of clear and appropriate construction industry policy

were:

e  Unclear government vision;
. Non-involvement of key players in the formulation of policies;
e  Absence of strong pressure groups; and

. Lack of awareness of the players on their rights embodied in laws and policies.

The same workshop (NCC, 1997) suggested strategies to mitigate the policy constraints,
which included:

. Preparation of appropriate and clear construction industry policy by involving the

key players in the process; and

e  Creation of awareness of existing laws and policies affecting the players in the

industry.

Since 1997, the NCC has embarked in the policy formulation process. In the process, it
solicited views and opinions of the players in the construction industry. The NCC
presented a draft policy document for discussion in a workshop held in May 1999. This
workshop included a cross section of representatives of the stakeholders in the
Tanzanian construction industry. Inputs and comments obtained from the participants of
this workshop were used to improve the policy document. A one-day workshop was
again organized in June 1999 to discuss the policy document to ensure that changes
proposed in the previous workshop have been included. After this workshop the draft of
the policy was submitted to the Ministry of Works which is the Ministry responsible for
the construction industry in Tanzania.

The document was then reviewed by the Ministry of Works officials and the Council of

the NCC to give rise to another draft document, which was submitted in April 2000.
The mission, goal and objectives of the CIP are summarized in Table 4.2.
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Table 4.2 Mission, goal and objectives of the Construction Industry Policy.

Mission of the Construction Industry as per the Construction Industry Policy (CIP)
To meet the demand for construction products to support sustainable economic and social development
objectives.

The goal of the CIP
To develop an internationally competitive construction industry so that it can undertake most of the
construction projects in Tanzania and export its services and products.

Objectives of CIP

Improved capacity of contractors, consultants and the informal sector

Improved capacity of the public sector and private sector clients

Improved competitiveness

Ensuring cost effectiveness

Environmental sustainability

Support other socio-economic development objectives

Improved national, regional and international collaboration for capacity and performance
improvement.

e Improved co-ordination, collaboration and performance of development support agencies.

Source: Msita (2000)

The proposed policy has been prepared to conform to the Tanzanian long-term
development strategy “Vision 2025”. According to the GOT (1999c), the goal of
Tanzania Development Vision 2025 is to move Tanzania from a least developed country
to a middle income country by the year 2025. Amongst the policy issues addressed in

the CIP is the improvement of the performance of the informal construction sector.

Clause 6.3 of the CIP defines the informal construction sector, its importance and hence
the need for improvement, and the strategies that will be implemented by government to
improve the performance of the sector. This is shown in Table 4.3.

The CIP also addresses the importance of the informa! sector in support of human
settlement development. Clause 6.12.2(c) of the policy, which is reproduced below,
covers a strategy that will be pursued to realize this.

“Facilitating self-help initiatives and informal sector activities for adequate shelter
delivery through provision of building designs and construction practice guidelines.”
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The policy, however, does not focus on poverty eradication despite the discussed role of

the informal sector in the creation of employment and hence in eradicating poverty. It

can however, be concluded that this role of the informal sector is covered under section

6.3.3 of the policy reproduced herein as Table 4.3. The strategy covered in section 6.3.3

(a) of the policy: “recognizing and promoting the useful existence of the informal

construction sector as an integral part of the construction industry” could be taken as an

indication that all positive aspects of the informal construction sector would be taken

care of.

Table 4.3 Composition, importance and strategies contained in the CIP for the

development of the informal construction sector.

Inmprovement of the performance of the informal construction sector

63.1

The informal construction sector comprises of unregulated individuals and enterprises engaged in economic
activities in construction involving the supply of labour, production of building materials and building
components. 1t is also involved in the production of buildings — without the involvement of contractors -
directly in response io cliert needs

632

The informal construction sector has a great role to play in the development of the construction industry and
the economy - particularly with regard to employment creation and supply of houses in rural and urben
areas. It supplies building materials and labour to the formal sector through sub-contracting arrangements.
On the other hand, the formal sector acts as one of the outlets of the outputs of the informal construction
sector, This symbiotic relationship makes the promotion of the informal construction sector a growing
necessity in the context of overall national economic policies and with regard to the effective performance of
the construction industry. It is, however, beset by a number of constraints, which negate its effective
contribution. Such constraints include leck of skills, lack of capital, prohibitive regulations, and insecure
operating environment. There is also very little information available on its activities or even in terms of its
contribution to the Gross Domestic Product (GDP). Hence, there is no reliable besis to plan
comprehensively for its development.

633

In order to improve the performance of the informal construction sector, the following strategies shall be
implemented:

a). Recognizing and promoting the useful existence of the informal construction sector as an integral part
of the construction industry.

b). Researching, documenting and disseminating information on the informal sector for the purpose of its
development.

©). Improving productivity and quality through measures that shall include training, formulation and
dissemination of simple practice guidelines.

d). Supporting the establishment of credit ficilities for the informal sector.

Source: NCC (2000)
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The proposed CIP has the following shortcomings:

It does not appreciate the effect of other existing policies and legislation and the
effect they will have on the construction industry;

. Its formulation process has not been representative enough. The participation of
stakeholders was mainly in the two organized workshops. Different organizations
were not given adequate time to look at the proposed CIP and deliberate upon it
before the workshops. It is therefore not clear whether the views obtained were of

the individuals or the organizations they were representing;

e  The responsibilities of various actors in the implementation of the policy are not
clearly spelt out. While the role of the NCC has clearly been spelt out in section
6.18.6 of the policy document, the role of the Ministry of Works in the

implementation of the policy is clearly missing. The same is with other actors; and

. The programme of implementation is lacking i.e., the priority of implementation

of various proposed strategies to address policy issues is not shown.

4.8.3 National Human Settlement Development Policy (NHSDP)

The NHSDP, which was a culmination of a three-year process involving various
meetings, workshops and consultation, was approved in January 2000. Its goals are
(GOT, 2000a):

. To promote development of human settlements that are sustainable; and
e  To facilitate the provision of adequate and affordable shelters to all income groups

in Tanzania.
The role of the informal sector in the provision of urban and rural housing was

discussed in section 3.6.5 of this work. The proposed policy, in its background
information corroborates this role played by the sector. It is quoted (GOT 2000a:4)
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“The informal sector, bearing in mind its rapid growth and expansion since 1990, is
now the major financier and provide of housing especially in urban areas in the
country”

With the estimated 30 per cent of Tanzanian population living in urban areas (GOT,
2000a), this contribution of the informal sector to housing is very significant. It would
have been expected that with the acknowledged importance of the informal sector in the
provision of housing, there would be adequate attention given to the sector. This is not
well reflected in the NHSDP. The main objective of the policy covers aspects that could

somehow be related to the informal sector to a certain extent. These include:

o Facilitation of creation of employment opportunities and eradication of poverty;

e Promotion of capacity building of all actors involved in shelter delivery and
human settlements development;

e Promotion of the use and production of building materials that are affordable; and

e Assistance of the poor to acquire decent shelter.

The NHSDP expects that eradication of poverty and acquisition of shelter by the poor
would be achieved through building the capacity of the informal contractors and
informal building materials producers who are the actors in the shelter delivery process.
However, when examining policy issues and policy statements there is very little
coverage ot: how the role of the informal sector in achieving those objectives would be

achieved. The few notable policy statements reflecting on the informal sector are:

e  Building and construction standards shall be revised so that they become
functional and performance based rather then prescriptive. They shall be flexible
and affordable;

e The government shall promote small scale building material industries;

e The government shall promote labour intensive projects e.g. during the provision

of infrastructure in human settlement;

o The government shall earmark special areas within neighbourhoods for informal

sector activities; and
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e  Private and informal sectors shall be encouraged to engage in the production of

building materials by giving them incentives.

The policy does not address how to control problems of urban zoning which are caused
by the informal sector activities, nor how to mobilize the informal sector and its
resources towards the provision of affordable shelter which is the main goal of the

policy.

Unlike the CIP, the NHSDP shows the responsibilities of various actors in the
implementation of the policy and the time frame for implementation. However, the

priority for implementation of different policy issues is not given.

4.8.4 The National Employment Policy (NEP)

The role of the informal sector in the provision of employment for the urban population
was discussed in section 2.6 of this thesis. It is therefore expected that government
policy on employment should acknowledge this role and should have strategies to boost
the role played by the informal sector in employment creation. Indeed the National
Employment Policy (NEP)-which came into effect in 1997 does so.

Section five of the NEP clearly summarizes the size and the role that can be played by
the informal sector in employment creation (GOT, 1997b). It also gave a brief overview
of the problems facing the sector. The aim and objectives of the policy amongst others
are (GOT, 1997b):

. To strengthen (through the removal of legal bottlenecks) the relationship between
formal and that of self-employment; and

. To encourage self-employment activities in the informal sector.

The policy does not however come up with any strategies to promote the informal
sector. For example, despite of the fact that manufacturing and trade industries
constitute the largest component of informal sector enterprises (GOT, 1991a), the policy

does not show strategies to promote the employment of the informal sector in these
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industries. The policy further proposed the creation of a National Employment Council.
Representation to the Council excludes the informal sector.

A need arose in 1999 to review the policy because of such shortcomings and others
unrelated to the informal sector that were identified in the adopted policy, and the lack
of the definitions of roles and responsibilities of stakeholders. The revised NEP linked
the growth of the informal sector with that of small-scale enterprises, and put forward a
strategy for the critical review of policies and legal framework constraining the smooth
running and expansion of these sectors. It further proposed the establishment of the
National Employment Advisory Committee with fourteen members including one
member representing the Informal Sector Associations. Even then, the revised policy
did not come up with specific strategies for promoting employment in the informal
sector. It only appreciated the employment potential of the informal sector and called
for a critical review of policies and a legal framework constraining the smooth running
of the sector (GOT, 1999e).

Despite the efforts to revise the policy, basic issues like responsibilities of various
actors in the implementation of the policy and a programme for the implementation of

the policy are lacking.

4.8.5 Sustainable Industrial Development Policy (SIDP)

The Sustainable Industrial Development Policy (SIDP) came into effect in 1996 (GOT,
1996b). It recognized the role played by the informal sector as a source of potential
entrepreneurs. One of the objectives of the SIDP was the contribution to human
development and the creation of employment opportunities. The policy aimed to
achieve this through, amongst others, the promotion of small-scale industries and
informal sector activities.

The policy aims to assist the informal sector to gradually develop entry into the formal

sector to enable it to benefit from facilities available in the formal sector under the

umbrella of the Small and Medium Enterprises (SMEs). The strategies to develop small

140



and medium enterprises are contained in section 3.52 of the SIDP, and include (GOT,
1996d);

° Strengthening the capacities of SMEs service providers;

e  Improving the access of capital to SMEs;

° Improving the regulatory environment;

° Assisting the informal sector to gradually enter the formal sector; and

. Supporting indigenous entrepreneurs through improved access to finance,

business information, technology, training and a simplified registration process.

The policy implementation programme was divided into three phases. The first five
years of the policy duration is referred to as the short term phase, the period between the
fifth and fifteenth year is referred to as the medium term -phase, and lastly the period
beyond fifteen years is referred to as the long tem phase. There is, however, no clarity
of the priority given to the implementation of strategies to develop SMEs in this

programme.

The SIDP, as a policy addressing the manufacture and trade/restaurant/hotel industries
has an enormous impact on the informal sector. It was revealed from the NISS that 76
per cent of informal sector enterprises were operating in these industries and employed
73 per cent of the informal sector workers (GOT, 1991a). The informal sector is clearly
a very important component of these industries. It was therefore expected that the policy
would have spelt out clear and adequate strategies to promote the informal sector and to
avert the hostility which exists between the formal traders and the informal sector

operators. The policy falls short of doing that.

4.8.6 Small and Medium Enterprise Policy (SMEP)

The SMEP is supposed to cater for the needs of the informal sector. Its formulation
started in 1998 with the aim of creating a favourable environment for the SMEs
(Wangwe, 1999). For the purpose of SMEP, SMEs include:

° Informal sector operators carrying out, almost exclusively, informal trading

activities;
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e  Crafts and other micro-enterprises which are small businesses often involving
only the owner, some family member and, up to 5 employees; with an annual

turnover not exceeding Tshs. 20 million;

o Growth oriented small enterprises that are tax-registered, operate from business or
industrial premises and meet other formal registration requirements. They employ
between 6 to 30 people and have an annual turnover of up to Tshs. 100 million;

and

e  Medium sized enterprises facing obstacles and constraints that cannot be solved
through normal market forces and private sector action. These employ between 31

and 50 people with an annual turnover not exceeding Tshs. 500 million.

Figure 4.3 shows the different groups of SMEs as categorized in SMEP. The first (I)
group and part of the second (II) group consist of what has continuously been referred
in this thesis as the informal sector i.e., unlicensed and unregistered individuals or
enterprises. Some of the enterprises in the second (II) group, and all the enterprises in
the third (IIT) and the fourth (IV) group are fully licensed and registered enterprises and

comply with taxation and other business regulations.

{ SMALL AND MEDIUM ENTERPRISES ]

?f_:-'\f’““i"‘\f‘*‘\

m v
INFORMAL CRAFTS AND GROWTH MEDIUM
SECTOR MICRO ORIENTED SIZED
OPERATORS ENTERPRISES ENTERPRISES ENTERPRISES
FULLY PARTIALY FULLY
INFORMAL INFORMAL FORMAL FULLY

Adapted from (Wangwe, 1999)

Figure 4.3 Groups of small and medium enterprises.
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According to Wangwe (1999), the SMEs makes a vital contribution to job creation,
income generation, competitiveness and export growth. In addition, the development of
SMEs increases opportunities for traditionally disadvantaged groups of the Tanzanian

population and ensures a more equitable distribution of wealth.

Proposed policy measures include, amongst others, the following:

° Creation of enabling legal and regulatory framework;

) Establishing differential taxation and other incentives;

. Developing of clusters/estates for small industries and other SMEs;
) Facilitating access to business advisory services;

. Supporting access to technology;

° Supporting SMEs exports;

e  Promoting rural industrialization;

e  Compliance with environmental regulations;

. Training in entrepreneurship, skills and management;

e  Fostering linkages with large enterprises;

° Improving access of SMEs to information;

e  Easing access to guarantees;

e  Promoting the establishment of venture capital funds; and

e  Empowering saving and credit institutions in rural areas.

The major shortcoming that could be identified is the wide coverage of the SMEs. There
could be a danger that the proposed policy measures, although directed to all the groups
as shown in Figure 4.3, would more likely be implemented in favour of groups II, I
and IV. The measures, as presented, focus on what should be done to enable the SMEs
in Group I graduate to fully licensed and registered SMEs in Group II with subsequent
growth to levels of Group III and eventually to Group IV. Different groups, particularly
those at the lower end, may need special attention and different approaches to their

development.

143



4.9 SUMMARY

This chapter reviewed the process of policy formulation and evaluation and used it as a
basis for discussing policies that impact on the informal sector and construction industry
in Tanzania. Five policies at different stages of formulation were discussed including
the CIP, NEP, NHSDP, SIDP and SMEP.

It was revealed that appropriate policies are important in fostering development in the
world, Tanzania being included. However, it was shown that policy making is a
complicated process, influenced by the struggles of different interest groups within a
country and the politics of people in power i.e., the rulers. It is only through the rational
decisions of the rulers that public policies reflecting the need and aiming to solve the

problems confronting the society would be formulated.

The chapter also revealed that in Tanzania the policy of socialism and self-reliance,
whose active implementation lasted for about 20 years (1967-1985), had severe effects
on the economy and affected the performance of the construction industry. It led to an
increase in the informal sector activities. Its failure gave rise to flexible policies that
encouraged the participation of the private sector in the economy with reduced

antagonism to the informal sector.

The chapter further demonstrated that the government of Tanzanian is in the process of
formulating various policies, including the CIP, the SMEP and the NEP; all of which
affect the informal sector. The policy formulation process however, is not well co-
ordinated and does not ensure wide representation of the stakeholders. The policies also
lack implementation programmes, responsible implementers and the resources required
for implementation. This may result in the overlap of responsibilities, shortage of

resources and non-compliance at the implementation stage.
The discussion made in this chapter will form a valuable input for discussing the

research results and testing the hypotheses later in this work. In the next chapter, the

research methodology will be discussed.
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CHAPTER FIVE
RESEARCH METHODOLOGY

5.1 INTRODUCTION

The previous three chapters covered the literature review on the informal sector, the
construction industry and policy issues which are relevant to this thesis. The purpose of
this chapter is to build on the introduction to the research methodology as it appears in

Section 1.7 of Chapter One and to justify its use in this research.

The research problem is revisited to justify it in the light of the presented literature
review. In addition, the chapter discusses the process of identifying the research
method, the survey population, the sample design and the methods adopted for data
collection. The questionnaires used for data collection and the response rates to the
interviews are also illustrated. The chapter also gives the expected contribution to the
knowledge by this thesis as well as pointing out the possible bias in the research

process.

5.2 JUSTIFICATION OF THE RESEARCH PROBLEM

Chapter One of this thesis set out the research problem and the related sub-problems. To
reiterate, the problem addressed in this research is: Do the absence of appropriate
policies on the informal sector affect the realisation of potential benefits of interaction

between the formal and informal construction sectors in Tanzania?

To answer the above research problem, it was found necessary to set up the following

two sub-problems:

Sub-problem one: Does Tanzania lack appropriate policies on the informal
sector?

Sub-problem two: Is the interaction between the formal and informal construction
sectors beneficial?

145



To prove the problem and its sub-problems, the research set out to test the following

hypotheses:

Hypothesis one: There are no appropriate policies on the informal sector
activities in Tanzania.

Hypothesis two: There are potential benefits of interaction between the formal
and informal construction sectors.

Hypothesis three: Lack of appropriate policies on the informal sector has resulted

in the non-realisation of potential benefits of interaction
between the formal and informal construction sectors in

Tanzania.

The research problems and its sub-problems are strongly reinforced by the literature
review on the informal sector, the construction industry and Tanzanian policies
presented in Chapter Two, Three and Four respectively. The literature review revealed
that the informal construction sector is growing, and plays an important role in
providing employment and housing for the urban population in developing countries
like Tanzania (Bjorklof et al., 1992; GOT, 2000a). It also contributes to the country’s
GDP, GFCF and value added, making it an important sector in a country’s economy.
However, while there has been support extended by the government of Tanzania to the
informal sector in trade and manufacturing industries, no similar support has been
extended to the informal sector in the construction industry. It was shown that support
to the informal sector, particularly appropriate policy intervention measures, is

necessary to enable the sector perform well.

In addition, the literature review suggested that collaboration between the formal and
informal construction sectors is beneficial to both sectors, and needs to be fostered to
enable the construction industry to register its maximum impact on the economy of the
country. It was pointed out that collaboration could largely be achieved through
subcontracting arrangements. It was however shown that existing government policies
and regulations were not supportive of the growth of the informal construction sector

and therefore there was a need to develop new and/or reformulate the existing policies.
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Chapter Four showed that Tanzanian policies based on the political ideology of
socialism and self reliance contributed to the growth of the informal sector. The country
has now shifted to a free market economy ideology, which supports private sector
initiative, including the informal sector, in the economy. Therefore, it was important to
formulate new policies in line with the government’s new economic, social and political
ideology. Efforts made by the government of Tanzania to formulate policies were
discussed in Chapter Four. However, some formulated policies do not seem to address

the actual problems, and at the same time they are inadequate and lack co-ordination.

In the light of further evidence gathered in the literature review, the presented research

problem appears to be genuine and justifiable.

Later, in Chapter Eight the research hypotheses will be tested in the light of the data

obtained from interviewing contractors and various government officials.

5.3 JUSTIFICATION OF THE METHODOLOGY USED
5.3.1 General

Various references were consulted in search of a methodology best suited for this
research. These included Buckley er al. (1976), Casley and Lury (1981), Bless and
Smith (1995), Czaja and Blair (1996), Fellows and Liu (1997), Leedy (1997) and
Walker (1997). All these publications provided useful input towards the design of this

research.

Fellows and Liu (1997) and Leedy (1997) defined research methodology as a systematic
and logical procedure for solving a problem through the support of facts. Different
approaches are available to classify research depending on the methodology employed
to generate knowledge, on the nature of data required for the research or on the method

employed to generate the data.
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The following classification was considered in this chapter:

o Deductive and inductive research;
° Qualitative and Quantitative research; and

o Opinion, empirical, archival and analytical research.

5.3.2 Deductive and inductive research

The essential feature of research for a doctoral degree is that it leads to the discovery of
new facts and information that makes an original contribution to knowledge (Phillips
and Pugh, 1994). In order to contribute to knowledge, a research may aim to generate a
new theory, in which case it is inductive; or may aim to test an existing theory, and is
therefore deductive. According to Buckley ez al. (1976), deductive research on the one
hand is guided by hypotheses that are either accepted or rejected during the course of
research. The use of deductive research requires some prior knowledge upon which to
construct the hypothesis. The inductive research, on the other hand, is guided by a
scientific inquiry and the researcher’s efforts are concentrated on the procedures to
obtain and analyse data and focus the analysis to the generation of a new theory.
However, some researches consist of both modes. The conduct of inductive research
could often result in a hypothesis that may require testing through deduction. Similarly,
deductive research may raise a need for a detailed inquiry into a certain aspect of a

problem, in which induction is applicable.

This research was primarily deductive in the sense that it essentially did not aim to
generate a new theory. It sought to test hypotheses put forward in Chapter One. The
hypotheses formulated were based on the existence of a body of knowledge relating to
policies, the informal sector and the construction industry. This research puts to test the

existing knowledge with regard to the following issues:

o The importance of the informal sector and the construction industry in the
economy of developing countries;
° The nature of interaction between the formal and informal construction sector; and

° Effects of policy on the interaction between the formal and informal construction
sector.

148



5.3.3 Quantitative and qualitative research

An array of qualitative and quantitative methods exist for carrying out research, and
these have an impact on the manner in which the data is collected, analysed, interpreted

and presented.

According to Holt (1998:83), a qualitative approach means to “utilise subjective
methods very often based on a personal opinion, perception or feeling”. The qualitative
approach seeks to gain insights and to understand people’s perception of things
surrounding them. Strauss and Corbin (1990) regarded qualitative research as any
research that produces findings not arrived at by any means of statistical procedures or
other means of quantification. For a qualitative research, data is collected in an open-
ended narrative that does not seek to make them fit into predetermined, standardised
categories characterised by a typical test or questionnaire (Patton, 1980). Holt (1998)
asserted that the underlying strategy in a qualitative research is to facilitate the
emergence of relevant information from the analysis of the subject under study without
pre-supposing what that relevant information may be. Qualitative research methods
include process observation, opinion or expressions, unstructured interviews and open

question surveys.

Kerlinger (1986:10) defined a quantitative research methodology as “the systematic,
controlled, empirical and critical investigation of natural phenomena guided by theory
and hypothesis about the presumed relations among such phenomena”. The quantitative
approach involve gathering of factual data and studying relationships between facts and
how such facts and relationships agree with the theories and findings of previous
researches. The methodology is concerned with the size and magnitude of the situation
being studied, and therefore its data collection involves making measurements. This
could be achieved using structured interviews, structured surveys, symbolic models and
physical experimentation (Holt, 1998).

Quantitative and qualitative methods have been customarily associated with research in

the natural sciences and social sciences respectively. This has always been a source of

conflict, particularly, for research in engineering management or other disciplines that

149



lie between the natural and social science. In most cases, researchers in the middle-of-
the-road disciplines were forced to adopt quantitative approaches even in situations
where the research involved human subjects (Fellows and Liu, 1997). This did not
provide an understanding of the subject being studied particularly the behaviours that
gave rise to the situation being measured. According to Fellows and Liu (1997.79),
there is an increasing recognition of the potential of qualitative studies in what may be
primarily a quantitative study. They attributed this to “acknowledgement of the
potential for qualitative methodologies to get beneath the manifestations of problems
and issues which are the subject of quantitative studies, and thereby, to facilitate

appreciation and understanding of basic causes and principles, notably, behaviours?.”

Fellows and Liu (1997:95) defined triangulation as the “use of two or more research
methods to investigate the same thing”. Triangulation is employed to complement the
advantages while minimising the disadvantages of the individual approaches. According
to Smith et al. (1991:133-134) research triangulation fall into four categories:

theoretical, data, investigator and methodological. These are discussed below:

Triangulation of theories involves using models from one discipline to explain

situations in another discipline.

e  Data triangulation relates to research in which data is collected over different

time frames or from different sources.

° Triangulation by investigators refers to a situation where different people collect

data on the same situation and the results are compared.

®  Methodological triangulation uses both quantitative and qualitative methods of

data collection.

2 The qualitative studies enable the researcher to establish the causes and behaviours leading to a situation which has
been established by a quantitative study.
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This research employed a methodological triangulated approach. A quantitative
approach was used to collect statistical data on the contribution of the construction
industry and the informal sector to the economy of Tanzania and to establish the basic
demographic data of the interviewed contractors. A qualitative approach was used to

solicit opinions from government officials and contractors through interviews.

It was important to use both approaches because of the nature of the data itself. On the
one hand, it was necessary to gather factual data to describe the informal and
construction industry in the context of the whole economy and therefore attach some
measure to their importance. At the same time, it was necessary to measure various
parameters relating to characteristics, problems, and the nature of collaboration between
the formal and informal contractors. On the other hand, there was a need to seek opinion
from various individuals regarding the advocated importance of the informal
construction sector, and whether something should be done to promote it. Similarly, it
was necessary to seek opinion from the contractors regarding their working
relationships and problems to gauge whether they have had an effect on the contractors’
informality.

Figure 5.1 adopted from Fellows and Liu (1997:8) illustrates the framework of the
methodological triangulation approach used in this research. The methodology for
obtaining both types of data is explained later in this chapter while the resulting data are
discussed later in Chapters Six and Seven. Other chapters, with the exception of Chapter
One, are indicated in Figure 5.1 to show how they fit into this research framework.

5.3.4 Opinion, Empirical, Archival and Analytical Research

According to Buckley et al. (1976:15), there are four research strategies depending on
whether the research is deductive or inductive. They defined a strategy to “refer to the
essential nature of data and the process by which it is found and analyzed”. The

strategies give rise to four types of research, which include:

e  Opinion research in which a researcher seeks views, judgement or appraisals of
other persons with respect to a research problem. This is usually achieved through

interviews, opinion polls and questionnaires (Buckely et al., 1976:36)
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Figure 5.1 Framework of Methodological Triangulation used in the research

Empirical research which is based on observation or experience by the researcher
through experimentation or fieldwork. This approach calls for the researcher to
actively participate in the observation, instead of relying on the experience of
others. Empirical research, unlike opinion research, “examines what actually
happens as opposed to what people say has happened, is happening or may
happen” (Buckley et al., 1976:37).

Archival research is concerned with the examination of recorded facts either in
their primary, secondary or physical form. Primary data consist of original
documents or official files and records, while secondary data consist of published
data gathered by other investigators based on summaries or analyses of primary
data. Both primary and secondary archives can be obtained through written

records, tapes and other form of documentation. This distinguishes them from
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physical data, like archaeological data, which is based on physical observation
(Buckley et al., 1976:40).

e  Analytical research entails the use of internal logic by the researcher to solve the
research problem. The problem is usually broken down into its component parts to
discover its true nature and causal relationships among its variables. With
analytical research, there is no necessity for the explicit reference to external data.

The problem is solved “logically or philosophically” (Buckley et al., 1976:41)

This research was conducted using archival and opinion strategies. The previous
chapters on the literature review made use of secondary data from various sources to
establish the size and importance of the construction industry and the informal sector.
The method also allowed the gathering of documented opinions on the construction
industry, the informal sector and policy issues. In summary, the data and opinions
presented in the chapters on literature review were obtained from various documents
using the archival strategy. Most of the data were obtained from the Tanzania Central
Statistical Bureau (TCSB) and the NCC. Other data were obtained from publications
and reports including the NISS (GOT, 1991a), the DISS (GOT, 1995), Basic Statistical
Information for the Construction Sector — 1976-1997 (NCC, 1999). The ILO and World
Bank publications and various research papers and textbooks were also consulted.

The data obtained from the NISS and the DISS will be used in combination with the
opinion data obtained from structured interviews to discuss the characteristics of

informal contractors.

The fieldwork of this research made use of the opinion survey. Opinions were solicited
from informal and formal contractors on issues that affect them in their working
environment. The information/opinions that were solicited from the formal and informal

contractors shall be discussed later in this chapter.

In carrying out the opinion survey, consideration was made of three survey methods:
mailed questionnaires, telephone interviews and face to face interviews. Despite the
long duration and high cost associated with face to face interviews; the method was

favoured for the following reasons:
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o It has a higher response rate compared to other methods. According to Czaja and
Blair (1996:32), mailed questionnaires has the worst response rate®, usually 45-
75 per cent, against 60-90 per cent for telephone interviews and 65-90 per cent for

face to face interviews.

o It allows the administration of more difficult and complex questions, which would

otherwise be impossible to ask in mailed or telephone interviews.

o It results in the good quality of the recorded response. The involvement of the
researcher in the recording process assists in the proper interpretation of the

information later during the analysis.

The disadvantage of the high cost associated with face to face interviews was overcome
by prior identification of areas to be visited for the interviews. These were clustered,
and a programme of conducting interviews in different clusters was prepared which
reduced travelling time, and therefore cost. Other problems associated with face to face
interviews include the reluctance of interviewees to report sensitive behaviours or very
personal issues when facing the interviewer. Respondents were more likely to provide
socially desirable responses in a face to face interview (Czaja and Blair, 1996:47). To
overcome this problem, an effort was made to ensure that the interview questions were
not socially threatening. In addition, prior to the copduct of the interview, a brief
explanation of the purpose of the research and the intended use of the data were

indicated.

5.4 POPULATION GROUPS AND THEIR SIZE

The population is defined as “the entire set of objects and events or group of people,
which is the object of the research and about which the researcher wants to determine
some characteristics” (Bless and Smith, 1995:85).

B Unlike Tanzania and many developing countries, this is not the case with developed countries with efficient postal
systems. Similarly, it is not a big problem, like in construction industry, for industries that operate from fixed
location,
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Despite the fact that this research covered the informal sector and construction industry
in Tanzania mainland, it was decided to concentrate the research in four urban centres
namely Dar-es-Salaam, Arusha, Mwanza and Dodoma. The selection of these urban
centres for data collection was not based on any probability sampling, but rather on their
rank in terms of urban population. It was assumed that high urban population resulted in
high construction volumes, with a high involvement of both formal and informal

contractors.

Tanzania mainland consists of twenty urban/regional centres. Figure 5.2 shows the map
of Tanzania with all twenty regional centres. In addition, the estimated populations for
the year 2000 for the four selected regional centre are indicated on the map. Population
figures were obtained by projecting the population census figures of year 1988 to year
2000 based on an annual urban population growth rate of 9 per cent (GOT, 2000a).

The population for this research consisted of four groups:

i) Government officials involved with the informal sector and the construction
industry.
i) Informal contractors in Arusha, Dar-es-Salaam, Dodoma and Mwanza.

iii) Small formal contractors in Arusha, Dar-es-Salaam, Dodoma and Mwanza.
iv) Large and medium formal contractors in Arusha, Dar-es-Salaam, Dodoma and

Mwanza

The first group consisted of officials from different government ministries and
departments involved in the activities of the informal sector and construction industry.
This group was considered the best source of information regarding government policy
measures that have an impact on them. Statistics on the Tanzanian construction industry

and informal sector were also obtained from this source.
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Different individuals were interviewed from the following organisations:

e National Construction Council (NCC),

e Contractors Registration Board (CRB),

e Tanzania Central Statistics Bureau (TCSB);

¢ National Income Generation Programme (NIGP),

e Ministry of Works (MOW),

e Ministry of Labour and Youth Development (MLYD);

e Ministry of Lands and Human Settlements Development (MLHSD);

¢ Regional Engineers Offices in Arusha, Dar-es-Salaam, Mwanza and Dodoma; and
o City/Municipal Engineers Offices in Arusha, Dar-es-Salaam, Mwanza and Dodoma.

The NISS (GOT, 1991a) was used as the basis for determining the size of the
population of informal contractors. The size of the population of informal contractors in
Dar-es-salaam as established in the NISS was 10,752. The remaining nineteen regional
centres had 18,136 informal construction enterprises, and it was assumed that the
number of informal contractors is proportional to the urban population. The number of
informal construction enterprises in Dar-es-Salaam increased from 10,752 (GOT,
1991a:1-15) to 15,375 (Ngoi, 1997). This increase represented a growth rate of about 10
per cent. This growth rate was used to calculate the number of informal construction
enterprises in year 2000. The computation of the number of informal contractors in the
nineteen regional centres is shown in Appendix 5.1. The number of informal contractors
in the selected urban regional centres i.e.,, Arusha, Dodoma and Mwanza is shown in
Table 5.1.

The size and population of formal contractors was obtained from a list of building
contractors kept by the CRB (CRB, 1999). This is also shown in Table 5.1.
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TableS5.1  Size of population of formal and informal contractors

in year 2000
PLACE OF DATA POPULATION SIZE
COLLECTION
Small formal Large and medium Informal
contractors contractors contractors

DAR-ES-SALAAM 451 142 25,398
ARUSHA 39 14 2,811
DODOMA 31 8 4,254
MWANZA 32 16 4,654
TOTAL 553 180 37,117

Source: the NISS (GOT, 1991a) and the CRB (CRB, 1999)

5.5 SAMPLE GROUPS AND THEIR SIZE
5.5.1 General

According to Leedy (1997:204), the purpose of the sample is to be “able to see all the
characteristics of the total population in the same relationship that they would be seen

were the researcher, in fact, to inspect the total population”.

The basic assumption behind any kind of sampling is that a sample, which is a cross
section of a population group, would be characteristic of the population as a whole.
Therefore, the mest important factor to be considered when sampling, is the
representativeness of the sample in terms of whether the sample, can to a certain degree

of confidence, show the characteristic of the population group.

5.5.2 Government officials group

Non-probability sampling by convenience was used to sample the government officials
group (Bless and Smith, 1995: Leedy, 1997): the researcher visited identified
organisations and requested an interview with responsible members depending on their

availability.

This approach was used because it was not possible to identify in advance the

individuals to be interviewed within the selected organisations.
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5.5.3 Informal contractors

The size of the sample of informal contractors was determined using guidelines
suggested by Gay (1996:125) as quoted by Leedy (1997:211). The guidelines suggested
that the size of the sample decreased with increasing size of the population. As a rule of

thumb, it suggests the following sample sizes:

. For a population size less than 100, to survey the whole population;

e  For a population size around 500, then 50 per cent of the population should be
sampled,

° For a population size around 1,500, then 20 per cent of the population should be
sampled; and

e  For a population size equal or exceeding 5,000, a sample size of 400 is adequate.

Based on these guidelines, it was decided to have sample sizes of 300 in Dar-es-Salaam
and 150 for each of the selected regional centres. The sample size of informal
contractors was therefore 750, which was 350 above the suggested size. This was
considered necessary to allow for the possibility of non-location or non-response of the

contractors to be interviewed.

However, due to the scattered construction activities in the selected cities, it was
difficult to use probability sampling to select individual units to be interviewed.
Therefore, discussions were made with City/Municipal Engineers to establish areas with
high construction volume, in which informal contractors were expected to be working.
Similarly, construction sites, public and private, which were under construction by
registered contractors, were visited to interview the informal contractors who were

employed there as subcontractors.

5.5.4 Large and medium formal contractors

An alphabetical listing of contractors obtained from the CRB was used to identify
contractors falling under large and medium categories. Again, the size of the sample

was determined using Gay’s (1996) guidelines. With the exception of Dar-es-Salaam,
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the population size in other regional centres was small enough to justify the

interviewing of every member of the population.

Based on the guidelines, from 142 contractors available, a sample size of 100
contractors was considered adequate for interviewing in Dar-es-Salaam. These were
selected randomly using random numbers generated by the computer using a Microsoft
excel random number generator. Random numbers between 1 and 150 were generated
(Appendix 5.2) and assigned to contractors in the compiled list starting with the first
random number in the list. In the case where the number has been assigned, it was
skipped. Numbers greater than 142 were skipped as well. Further allocation of random
numbers to contractors was stopped after obtaining the required 100 contractors.

58.5.5 Small formal contractors

In the regional centres, the whole population of small formal contractors was considered
for interviewing. In Dar-es-Salaam, from 451 contractors available, 200 were selected
for interviewing. The procedure described above for large and medium formal
contractors was used; however, in this case random numbers between 1 and 500
hundred were generated (Appendix 5.3) and assigned to contractors in the compiled list
obtained from the CRB.

5.6 DATA COLLECTION FROM OFFICIALS OF GOVERNMENT
INSTITUTIONS

Data from various government institutions was collected by non-scheduled structured

interviews (Bless and Smith, 1995; Fellows and Liu, 1997). The aim of the interviews

was to obtain information on the Tanzanian construction industry and the informal

sector. Guiding interview questions shown in Appendix 5.4 were used.

Normally the researcher identified the person/s to be interviewed in a given institution.
These persons were approached, and upon acceptance to be interviewed were given the
interview questions and the date for interview was then fixed. While it was initially
planned to interview government institutions before starting administering

questionnaires to contractors, it proved to be difficult due to busy schedules of the
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interviewees. Flexibility was thus built to the programme to allow the interviews to
proceed on an ad hoc basis depending on the willingness and availability of the

interviewee.

One senior official was interviewed in each of the organisations visited**. In most of the
organisations, with exception of NIGP, NCC and CRB, the officials did not present
themselves to a face to face interview. Instead they requested to be given a guidance of
interview questions, based on which they provided the researcher with relevant

documents which were useful sources of data for the research.

5.7 DATA COLLECTION FROM FORMAL AND INFORMAL
CONTRACTORS

5.7.1 General

Data from formal and informal contractors was collected through scheduled structured
interviews mainly through questionnaires based on categories of answers already
established by the researcher (Bless and Smith, 1995; Fellows and Liu, 1997).

Separate questionnaires were used for each category of contractors, as discussed in
Section 5.3. Advice was sought from employees of the NCC, the CRB and two
construction companies during the preparation of the questionnaires. An introductory
letter attached as Appendix 5.5 accompanied the questionnaires to the formal

contractors.

Due to the large numbers of contractors scheduled for interviews, it was necessary to
recruit a research assistant who was a Graduate Engineer. The research assistant was
deployed to collect data in the Dar-es-Salaam City only. Prior to data collection it was
necessary to train the research assistant on the methodology to be adopted, nature of
data and tools for collection. The researcher and the assistant did the interviewing of the
first 10 contractors from each category. This was made to ensure that data of the same
quality of data was obtained.

24 See section 5.4 for the list of visited organisations.
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Although, no appropriate set up was adopted, most of the interviews with contractors
were conducted face to face. The researcher usually spent about 15 minutes to explain
the purpose of the interview, and about 45 minutes to ask the interview questions in
Swahili language and recording the responses. However, about 50 informal contractors

and 30 formal contractors filled the questionnaires themselves.

The data collection exercise was generally successful, save for few problems which are
highlighted below:

e  Locating of informal contractors was generally a very difficult task. It entailed
visiting many sites public and private** with ongoing construction works. In some
cases concrete mixers hire centers, welding and carpentry workshops were also

visited to establish contacts with informal contractors.

e  Reluctance on part of some potential interviewees to refuse to respond to the
questionnaires. This reluctance was due to fear on the motive of the whole
exercise. Some feared that the data collected would be made available to income
tax officials and other government officials hostile to informal sector activities.
This was overcome by spending some time trying to explain in detail the motive

and the intended use of data and information provided.

e  Difficulties in locating offices, particularly for contractors. In most cases, the
physical addresses provided in the contractor register were not up to date. This
was overcome, in some cases, by hiring escorts who had experience with different

contractors in the locality.

5.7.2 Informal contractors questionnaire

The questionnaire for informal contractors is attached as Appendix 5.6. The
questionnaire consisted of thirty questions intended to address nine main items as

summarised in Figure 5.3

¥ Since the study aimed to compare the informal and formal contractors, most of the private houses visited were in
the surveyed area, and of values which could attract formal contractors.
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Issues addressed in the informal contractors’ questionnaire.

From a sample size of 750 informal contractors, only 405 responded to the interview.

This represents a 54 per cent response rate. A summary of responses from the different

regions of data collection is shown in Table 5.2.

Table 5.2 Summary of responses on informal contractors” questionnaire

[PLACE OF DATA |Total number  |Number Number Percentage of  |Response
COLLECTION available plammed for responding to  [total planned for |Rate (per cent)

interview interview Interview

DAR-ES-SALAAM 25,398 300 150 12 50
ARUSHA 2,811 150 90 53 60
DODOMA 4,254 150 80 3.5 53
MWANZA 4,654 150 85 3.2 57
TOTAL 37,117 750 408 2.0 54

The response rate of 54 per cent is low compared with the expected rate of 65-95 per
cent (Czaja and Blair, 1996:32). This was attributable to problems of locating informal

contractors active on construction sites for the interviews. However, the obtained

response rate was sufficient for data analysis.
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5.7.3 Small formal contractors’ questionnaire

The questionnaire for small formal contractors as shown in Appendix 5.7, consisted of
24 questions intended to establish the working relationship between small formal
contractors with private clients, big and medium formal contractors, informal material
and equipment suppliers and informal contractors. The major issues addressed in the

questionnaire and their relevant questions are summarised in Figure 5.4.

Demographic data of the interviewed
contractors Q.BI to Q.BS

: Collaboration with informal equipment
| suppliers 0.BI19 and Q.B20

- Collaboration with informal contractors
0.B21 and O.B22

( Collaboration with private clients
QO.B6to 0.B11

\,

Collaboration with large and medium | Start up problems Q.5823

formal contractors O.B12 to O.B16

Coliaboration with informal material /| Operating problems Q. B24

L suppliers 0.B17 and Q.B18

Figure 5.4 Issues addressed in small formal contractors’ questionnaire.

An overall response rate of 55 per cent was achieved in the interviews with small formal
contractors as summarised in Table 5.3. Again the obtained response rate is lower than
expected. This was attributed to difficulties in locating the offices of registered small

contractors, and the refusal of some contractors to be interviewed.

Table 5.3 Summary of responses on small formal contractors’ questionnaire

PLACE OF DATA Total number |Number Number Percentage of |Response
COLLECTION available planned for responding to  |total planmed  [Rate
interview interview for interview

DAR-ES-SALAAM 451 200 112 44 56
ARUSHA 39 39 20 100 51
DODOMA 31 31 18 100 58
MWANZA 32 32 15 100 47
TOTAL 553 302 165 55 55
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5.7.4 Large and medium formal contractors’ questionnaire

The questionnaire for large and medium formal contractors consisted of 20 questions
intended to establish mainly the working relationship between large contractors with
small formal and informal contractors, and informal equipment and the material
supplier. The main issue addressed and the relevant questions in the questionnaire are

summarised in Figure 5.5. The questionnaire is attached as Appendix 5.8.

N

Demographic data of the interviewed

contractors Q.C1 to Q.C$ Collaboration with small formal

contractors Q.C12 te Q.C15

/

suppliers Q.C6to O.C8

N

Collaboration with informal
contractors Q.C16 to Q.C20

Collaboration with informal equipment
suppliers 0.C2to O.C11

[ Collaboration with informal material

Figure 5.5 Issues addressed in large and medium formal contractors’ questionnaire

The rate of response by large and medium contractors to the interview is summarised in
Table 5.4. An overall response rate of 40 per cent was achieved. This low response rate
was attributed to the refusal of contractors to respond to the questionnaires. Therefore,
the interpretation of the responses on this questionnaire needs to be treated cautiously
because it does not present views of the majority large and medium contractors. The 60
per cent of unresponsive contractors could hold a view different from that obtained from

the responding contractors.

Table 5.4 Summary of responses on large and medium formal contractors’ questionnaire

PLACE OF DATA Total number |Number Number Percentage of  [Response
COLLECTION Available approached for |respondingto |total approached|Rate
interview interview for interview

DAR-ES-SALAAM 142 100 40 70 40
ARUSHA 14 14 8 100 57
DODOMA 8 8 2 100 25
MWANZA 16 16 5 100 31
TOTAL 180 138 55 77 40
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5.8 CONTRIBUTION TO KNOWLEDGE
5.8.1 General

This section looks at how this thesis would contribute to knowledge, which is an
essential feature of a doctoral degree (Bless and Smith, 1995; Fellows and Liu, 1997,
Leedy, 1977, Walker, 1997). According to Phillips and Pugh (1994:61), a doctoral
degree research could be regarded as making an original contribution to knowledge if

the research:

a) carries out empirical work that has not been done before;

b) makes a new synthesis that has not been tried before;

c) makes a new interpretation of existing material;

d) tries out something in a geographical area, such as a country, that has
previously not been carried out in that area before;

e) applies a particular technique in a novel way;

) introduces substantial new evidence fo an old issue;

g) s cross-disciplinary and uses different methodologies; and

h) adds to knowledge in a way that has not previously been tried before.

This research examined the relationship between formal and informal contractors in
Tanzania, and how this relationship is influenced by the existing policies. Its theme fits
in well with criterion (d) since no similar research has been conducted in Tanzania. The
research would therefore offer a better understanding of how the informal construction
sector operates in Tanzania and the impact of the policies on successful operation of the
sector. It also fits in with criterion (f) since there is an assumed symbiotic relationship
between the formal and informal construction sectors. This research offered to establish
the nature of the relationships between the two sectors, and hence substantiate the
assumed relationship. The coverage of the above two themes justifies it as a Ph.D.
research.

The research also aimed to test the three hypotheses put forward in the beginning of this

chapter. The acceptance or rejection of the hypotheses would contribute to knowledge,

as discussed in the following sections.
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5.8.2 Hypothesis one

The hypothesis states that “there are no appropriate policies on the informal sector
activities in Tanzania”. Provision of evidence for accepting or rejecting this hypothesis
would contribute to knowledge on the current policy stand of the government of

Tanzania on the informal sector activities.

As discussed in Chapter Four, policies are important to give direction on what should be
done, in this case, in the development of the informal construction sector. The presence,
‘absence or appropriateness of policies would help to explain the success or failure of the

informal construction sector in Tanzania.

Review of existing policies relevant to the informal and construction sectors in
Tanzania as discussed in chapter four would enable the testing of this hypothesis.
Further, the importance and modus operandi of informal contractors as would be
revealed in Chapters Six and Seven would justify whether or not there is a need for

policy intervention for the development of the informal construction sector.

5.8.3 Hypothesis two

This hypothesis, which states that “there are potential benefits of interaction between
formal and informal construction sector”, serves to show the extent of collaboration
between the formal and informal construction sectors and the benefits through such

collaboration.

Chapter Two discussed the need for strengthened collaboration between the formal and
informal sectors, and in Chapter Three it was suggested that the linkages between them
were mutually beneficial. The provision of evidence to support or reject this hypothesis
would contribute to knowledge on the nature of linkages that exist between the two
sectors. The outcome of the interviews with the informal contractors, small contractors,
and large and medium formal contractors to be discussed later in Chapter Seven would
be used to test this hypothesis.
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5.8.4 Hypothesis three

Hypothesis three which states that the “lack of appropriate policies on the informal
sector has resulted in the non-realisation of potential benefits of interaction between the
formal and informal construction sectors in Tanzania” links the first and second
hypotheses. It gives a causal relationship between the two hypotheses, and suggests that
benefits of interaction between the two sectors could be realised if there were

appropriate policies.

Acceptance or rejection of this hypothesis would contribute to knowledge on the causal
relationship between the policy and the issues it addresses. This hypothesis would be
tested through deductive reasoning based on the first two hypotheses. A decision tree
shown in Figure 5.6 will be used to determine whether hypothesis three should be
accepted or rejected. Rejection or acceptance of hypothesis one and two would
determine the acceptance or rejection of this hypothesis. It would only be accepted if

both hypothesis one and two are accepted.

HYPOTHESIS ONE HYPOTHESIS TWO HYPOTHESIS THREE

Y S
<

REJECT P REJECT

ACCEPT ﬂ REJECT

START

> REJECT

Figure 5.6  Decision tree to test hypothesis three.

5.9 BIAS IN THE RESEARCH PROCESS

Leedy (1997:219) defined bias as “any influence, condition, or set of conditions that
singly or together distort the data from what may have been obtained under the
conditions of pure chance; furthermore, bias is any influence that may have disturbed

the randomness by which the choice of a sample population has been selected”.
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The following is the author’s acknowledgement of possible bias in the research and the

questionnaire.

i) Randomness bias in the selection of the government institutions and individuals,

and the informal contractors to be interviewed (Leedy, 1997).

i) Researcher bias on the self completed responses in the questionnaires.
“Responses given in the closed questionnaire sometimes represent the
researcher’s and may not necessarily represent the respondent’s answers or

opinions in the absence of leading responses” (Fellows and Liu, 1997:91).

ili)  Researcher bias in the research design, data collection and analysis. This could

be attributed to human error or misinterpretation (Leedy, 1997).

iv) Respondent bias introduced by the respondents that did not respond or gave
false information due to “mistrust, fear, conformity , or social status” (Bless and
Smith, 1995:145)

5.10 SUMMARY

This chapter discussed the methodology adopted for this research, elaborating in
particular on the sampling procedures and the tools used for data collection. It was
shown that this research is deductive aiming to test existing knowledge rather than
generating a new theory. The research was a triangulated one, making use of qualitative
and quantitative methods, as well as archival and opinion strategies to collect the

necessary data.

Detailed discussion of the questionnaires and response rates to the administered
questionnaires was made. The response rate to small contractors’ questionnaires
equalled that of informal contractors’ questionnaire at around 55 per cent, while that of
large and medium contractors was 40 per cent. The observed response rates were
satisfactory for the purpose of data collection, but make it impossible to generalise the

results to all contractors.
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The chapter also discussed how the research hypotheses will be tested, in the light of
data collected from the field, and how this will lead to the contribution of knowledge.

Chapter Six will make use of the collected data to discuss the characteristics of the
informal contractors in Tanzania. In the same way, Chapter Seven will use the data to
discuss the working relationship between the formal and informal contractors in

Tanzania.
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CHAPTER SIX

CHARACTERISTICS OF INFORMAL CONTRACTORS
IN TANZANIA

6.1 INTRODUCTION

Chapter Five discussed the research methodology and methods of data collection. The
collected data is used in this chapter to discuss the characteristics of the informal
contractors in Tanzania to reveal the extent and the importance of the informal
construction sector in Tanzania. This is important to establish the justification for its

development.

The chapter examines the informal contractors’ basic demographic data, ownership of
basic resources, source of materials and equipment, motives of establishing business,
reasons for not formalising their business and source of capital. It also discusses
difficulties experienced by the informal contractors in establishing and running a
business and the contribution of the informal construction sector to the national
economy. Responses by the informal contractors to questions A1-A30 of the informal
contractors’ survey questionnaire attached as Appendix 5.6 in this thesis were used for
that purpose. In addition, information gathered from the NISS (GOT, 1991a) and the
DISS (GOT, 1995) was used to compare and/or establish some of the characteristics.

A brief overview is first given on the purpose and methodology of the informal sector

surveys, and this is later followed by detailed characteristics of the informal contractors.

6.2 INFORMAL SECTOR SURVEYS (1991 AND 1995)

In an effort to understand its informal sector, the Tanzanian government conducted a
country wide NISS in 1991 (GOT, 1991a) and the DISS in 1995 (GOT, 1995). Both
surveys concentrated on all possible informal sector activities, in which construction is a
subset. The NISS and DISS covered 163,438 and 15,008 informal construction

enterprises respectively.
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In the NISS, 22,327 informal construction enterprises were covered in the Dar-es-
Salaam city alone, representing 14 per cent of the informal construction sector
enterprises covered countrywide. All urban areas including Dar-es-Salaam represented
31 per cent of the total indicating that majority (69 per cent) of the informal sector
construction enterprises were found in the rural areas. It is important to note that the
high number of informal construction enterprises is due to the fact that more than 98 per
cent are sole proprietorships. This implies that the 22,327 informal construction sector
enterprises in actual fact represented individuals (GOT, 1991a).

The basic definition of the informal sector as used in the NISS and DISS was given in
Chapter Two of this thesis®. The main difference in the definition that was used for the
two studies related to the size of paid employees. In the NISS, informal sector
enterprises with more than five paid employees were excluded from the survey, while

the DISS expanded the limit to ten paiq employees.

The NISS and DISS data provided point estimates of the informal sector in 1991 and
1995 respectively. To make a comparison of the data, particularly monetary values, it
was important to make sure that effects of inflation and the effects of the definition and

criteria for grouping the informal sector operators are taken into account.

The data for the Construction Industry Enterprises (ICE) from the NISS and DISS
discussed in this thesis is summarised in Appendix 6.1 and 6.2 respectively. This data
was only referred to in the discussions but it was not reproduced in the body of the
report either in the form of tables or charts. However, to allow cross-referencing of data
from the NISS and DISS, letters “D” and “E” have been assigned to refer to Tables

represented in the appendices.

e D —Refers to tables summarising the NISS data shown in Appendix 6.1
e  E - Refers to tables summarising the DISS data shown in Appendix 6.2

26 For the definition of informal sector see page 27.
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These letters, together with the corresponding number of the table, appear in the
brackets in bold font in front of the sentence referring to information from the NISS or
DISS.

6.3 INFORMAL CONTRACTORS SURVEY

The Informal Contractors’ Survey (ICS) refers to interviews, which were administered
to the informal contractors. The methodology and tools used for collecting data for the
ICS were discussed in detail in Chapter Five.

The informal construction sector was defined in Chapter Three*’. The ICS adopted the
same definition. Unlike the NISS and DISS, it had no limit on the number of paid
employees. Actually, the only criteria used to classify the individuals or the enterprises
as informal, was the non-possession of a business licence and/or registration certificate
from the CRB.

In this chapter, the term Informal Construction Enterprise (ICE) used in the NISS and
DISS to describe an enterprises operating a construction business in the informal sector,
is used interchangeably with the term Informal Contractor (IC) as used in the Informal
Contractor’s Survey (ICS).

Questions A1-A30 of the informal contractors’ survey questionnaire were used in the
following discussions. To allow cross-referencing, each table or figure refers to the
question to which it is based. The bold numbers in brackets in the title of a table or
figure represent the relevant question in the questionnaire. The informal contractors’

questionnaire is attached as Appendix 5.6.

¥ For the definition of informal construction sector see page 85
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6.4 ICE OWNERSHIP AND EMPLOYMENT

The studies revealed that individuals own most of the ICE. Table 6.1 shows that 76 per
cent of enterprises are of sole proprietorship, as compared to 24 per cent partnership
enterprises. The NISS and DISS established that 99 and 98 per cent of the enterprises
are sole proprietorship respectively (D4&E1). Both the NISS and DISS showed that
males owning 99 and 96 per cent of the enterprises respectively dominate the informal

construction sector (D1&E3).

Table 6.1 Ownership of informal construction enterprises (Al).

Category Total
Sole ownership Partnership Co-operative
Number of responses 308 97 - 405
Percentage 76% 24% 0% 100%

The figures of sole ownership of the ICE established by the ICS are low compared to
those of the DISS and NISS. According to Msita (1999)%, this could be attributed to the
increasing trend of skilled and unskilled persons to mobilise themselves into gangs that
specialise in carrying out specific manual construction tasks like concreting, excavation,
etc. These fall under the category of partnership, and hence a higher percentage of
partnership firms obtained in the ICS compared to the NISS and DISS.

The ICS further established that 67 per cent of enterprises are owned by artisans, 18 per
cent are owned by civil/building engineering technicians, and 9 per cent are owned by
non-technical people (see Figure 6.1). These results corroborate the establishment
background of small contractors discussed in section 3.4.3. Based on these results, it
could be concluded that most informal construction enterprises are sole proprietorship

and have been established through the trade route by former trade persons i.e. artisans.

Regarding employment, the informal contractors employed mainly unskilled and skilled
labourers on a part-time basis. Figure 6.1 shows that about 75 and 63 per cent of the

interviewed enterprises were employing between two and five unskilled and skilled

% Comments during an interview with Mr. Msita, the Executive Secretary of National Construction Council.
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A further wxamizaticy of Figdre 6 1 reveals that about 85 per cent of interviewed
erierprises had padrers wha were cithet civilouilding engineering technicians of
arusans |.sng the quainficaucns of the directors as 2 critencn for registranon with the
{' KB then 85 per cent aof the enterprises would qualfy For registranios sinee they maet

the pronnam condipians set 1 register 10 class VI (Mugasa, 199% CRBE, 20000

Althaaegh the ICS did not set the imi on the number of people empioyed oy the
mtermal contractors, its results showed that 74 per zent of 1he enterpnses actually

emploved less than tes wockers therefore falling within the zntenan Yot the nuomber of

employees used inthe DISS
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4.5 EQUIPMENT OWNERSHIP

Phe ICS zatablished that 85 per cent of the interviewed inlormal contractwers did nm
awn any equipmien {see Table 6 2) Using this as a crtenon fur registraton with the
CRE, most af them would not guality to regster as contractors The URH requires a
CONIACIOT 10 possess ar least a heht duty vehicle 1o regester at emimv level (Mugasa,
1995, CRB. 2000h). amd only '3 per cent of the snterviewed cantractoss jullilled (hes

conditipn

Tahle & 2 indicated that major equipmen; owned by the mformal contractors included
welding macmnes 115 per cent), block making machines {13 per cent) pickups (13 per
ceni) and a few coivreiz mixers and vibrators (5% Most ol these iteims, except (he

mickup, are low cost nems affordable (o some af the informal contraciors

Tabie 6.2 I'.n..|uq.lmunt cagmersh by he pvnrmal contraciors (A3

I_-_][.'I[.rrru.-nl uinber and percentage ol vonractons satang e @
| St !_Hr_""":' ! [
I ; i -
L b | | o | % | e % | Ne [ %
O pneTele CIYETs by | L * z
Loohiedy wibrairs [ 4 ! =
Tumper o3 :
TigpeT Hudhs L= N = E53
103 11, SR 1 7 ) o SRR N SRSy P =
Hlech pabarg mochae 52 0 14| s | b -
Cnoding machine | I LN = . |
elding nuwlane W | 14 { S |
Curpeepieny boals (s =1 = | 1 -

6.6 PROJECTS EXECUTED

Figure 52 according 1o the 1CS, shaws that &b per cem ol 1ne interviesed jnformal
contractors had executed between five and ten projects in the past iwo years, werle 33
per cenl had execulzd more than en projects Figure O 3 shows that the smalles| pogect
execcured had an average value ol Tshs 206,000, while the largest had an average value
of Tshs 3,644 000 Actually, 13 per camt at informal contractors had executed projects
wath a value greater than 1shs fve milhon and 5 per cent had executed projects with a

value exceeding 1shy rwemy million
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Rererrine 1o Figure 5 3, the intonmal confractors on average executed projects that were
Hiee and halt 1umes bigger than the allowed limy of Tshs ore milion Taking this as 2
crceran A9 per lent of intormal Comractors were aclually wperatng legally by
excculing projecis that exceeded the allowed upper hmt b unregistered conteacions as

dizcussed psectan 3 6 3

Fipure © <4 shows that the average annuzl tumover of infonmal contrectors was Tsh: &7
mhen, with 21 ard 2 per cent of the intarmal contractars  wmeser being Beiow Tshs
v pallion and abave Tshe twenty nulhon respectivelr The majibrnity had an annual

lumoeser tetween Tshy 7 S nuthion
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Figure 6.4 Annual turnever of tnformal contracloes 1A6)

6.7  OPERATING LOCATION

All the interviewed informal contractors 1 tag [C5 were agtive on consfruction sites
Tabir & 3 shows thel ondy |7 per cent of the contractors had an office, service workshop
or storage vard  Agatn, o os found thar mast of the imformal contractors would net
qualiiy (o tegiser e compames &t entry level as the CRB reguires them 12 have an

aflice of not less than 1en square mertres {Mugasa, 1999, CRB, 2000p)



The NISS reveaied tha: 83 pet cenl of the imiormal canstructhion snlerprses nperated
lroun po fixed jocanon (D5} compared 10 S¥ per cent with the DISS The DISS further
reveated thal 23 per gont operated fTom consirucuen sites (E9) These results suppan
the basic charactensuc of constraction projects whereby cortracrors spend tme cn one

site for a spegiled pencd. and afier completion muves to another

Table 6.3 Of5cc and workshop spaces for uiformal contractos (A7)

Areas 10 st meewres  [IN=J0S1
e Service warkshup | e pe _urd_ B
i M) e TS TR IS N I
Famberofjesponses [ T« "7 o o v e |
Precentage - | 1% h‘-‘-_ﬂlr - 1 8% #w] ol | -]

6.4 [EGALITY OF BUSINESS

As expected. most ol the ICE had no business hoenses dnd or were not regisiered honee

ther classsfication as (etarmal conmracions

lable t2 shows thar 45 per cenf of the irformal contraciors operated wilhout busness
heenses and 4 per cent had hoenses as building matenal supphers, bul decided 10 extend
thewr business into construchion withoul rewstrution dand the approprate business
licenses This figure corcurs with that obtwned by the DISS. which revealed that 87 per

cent ot the HOF had no husaness loenses and were niot regisie ed (E2)

Table 6.4  Tosscssioa of busioess Lconses by the imrormal contmetars [AR)

- TS NA)
_ Numin o IeyReEes b M o iw
_Brroemtage of wotal (he=jus) 4% 9

e arder 12 drscuss proalems expersenced by the inloimal Lontracturs when processing
tot busicess heences ar andex to measure (he onpurtance that respondents attach 4 a
prupused problem o reason was introdeced This index 1ermed an Impartance lugea
(TT) can take values petweer: one and thige A value ot three means thal the proposed
profiem ot réason s vemy gmpoctant and & value gl one means thae 1t is the least
impenani The Imporfance Index has boon caculaled using egquation & 1 tAL-Khalsl and

Al-Ghatly, (900 cdl Smadlwoodd, 20000 13))
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rnponance Index () = % equation £ 1

Where W, = Weichi assigned 10 the oplion un the importance scale
F - The number of respandenis who tespanded 101" aption or pave | tank

N = Totzl number of respondents
Similarly ciher terms are nroduced that wall oe used later 10 this Chajie

The Fregquency Index (Fl) 5 ittroduced to explam the oavtent frequency with wihich
intarmal contractors take a certain opunn This index car tike values Detween ane an.)
three A walue of three mearns that the cption 15 alweass taken ané a value of one neans
the aption 15 not laxen & all The Freyuency Index hao been calculated using equation

&y o

Fraquency Ingex 'Fli - WLN! 3 equation € 2

Wi, Foand N has the same meaming as i eguation & |

I'he Average Hanking Index (AR is iniroduced 1o represent the ranking attached 1o a
given reason by the mlerviewed conmactary, and (s computed using Fyuanan © v An
Averaue Ranking Index of one imeans that the oifered reason anked very high whule an

Average Ranking Indes of three means that the reasan ranked veny low

Avarage Rankingindex (ARI) Hll:l : equationt 3

Where |, and N his The same mesming as 10 equanon & | and R, = Rank vl the uiven

e
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lable 6% shesss thar informal contraclors possessing business licenses as marenal
supphers enceuntered the follewing pooblems when processing s hecnuse  ancles
procedures (U= 3) (onw precedures and difTiculties in meaning requirements (11=2 5)
and corrupton (1= 21 However, tRese results are aot ceflective eof the mmority of the

celraciors since they wvpived only 4 per cent ot the interviewed conlractors

Tahle 6.5 Pruhlcas taced whien processing a busimncss heznse {AY)

Pratilen ~ndpontance Sale Mumber ol respanding canradlirs Lmpartance
Mt Liprbun Freprertan Teust hnnprea i Index (I

e et e 12 ] L i

Ll b proscedurms 1] - 3

Long pacedire I L] - | PR y

Lymipuos il = gy = in | 2

MhiMrealtes (00 eyl n 1 B

Loz ey

The ashisrtpal contractns wha operated wirhout busmess Lcenses cied the il (o
operale witkoul 2 lwense as the am reasett ey nol oblaimng ene (I1=2 ) (ke
ceasans snclude bigh cosis. difficult requirements and cambersome procedures hur they

wele et s important as skawn by thert juw Impertance Indices in Takle b 6

Tahle 6.6 Keasons given by informal commctors for nol eblaming busuiess loenses (A10]

et Imponance Scalp Symber of FOSPOMUGE CLRawWs | lmpurance I
| Mt Importus L i [ aamsd oiopmsbattil Endes 118]
— = (] 12 (1) s
Loss invalved are we lugl L 1t s = 17
Lumbersame procedurcs. 2 41 14 — i b6
Millicull requitemenis =1 (R 107 (A j
Lan operate without o lamse 253 M) M |

As expiained i Secnon 3 6 20 any comractor condudhing a construcuen business i
lanzama mual be registered wath the CRB In thns parucoiar case Tahle 6 7 shows tha
va the ene hasd, 533 per cem of mlormal contraciors espressed ther grorance an rhic
eaistence of the CRB and that o was in [act dllega. w cendudt constiacuion busimess
withewt remisiening  These comtraciors were not requred (o offer reasens 1 na
repistenmy. as i was assumed ihar ignorence 15 the main facior On the atker hand 47

oer cont of the informal contractiors knew af the existence of the CRB end that i1 was
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dlepal to conduct 4 zonstruchon busimess without regestermg, Their ma reasens lur ner
reeistening with the CRB include the ability ta operate without registenng, dishicult
eguirements, gl costy gnd cumbesome procedures Tre tmportance attached o the
reascns by the conwracers is almost the same 23 depicted by the Importance [ndices in

Table & §

Tabde 6 7 Awatensss of the oaformal contrasiors on the
existence of the CRB (ALY

M YES _f N
Muntbers ol responses 153 b 8
Dercentipe of tolal (N=405) | §7% | 534

A liga percentage ol contraciors expressing ignorance on the existence of the CRB
suguest that the CRB need 1o take 4 mute active rale 1 promale its exisience Perhaps
this could be achieved by instituting incemives for registenmg with CRB. rather than

Lsing peaalues for not ding 5o Thes wall be enumerarzd later (o this thesis

Table b8 Reasons for the informal contrmctors aot registening with the CRB (A412)

Henso ' Impardanee se3la™amber of teepending sanimciors | Importanoe
Sl pmpottan Ireportens | LeAst pmipen i) Index {TT)
_ ) W L m o
Lugg unelve) are o hien 5 "R i i1
Ll bErsorne peod edures a3 HC i i rFa
|l fizudt reguirenienis I ' n | ar i 13
g aperate withngl repesleTing i 4 L5 | 14

6.9  MUOTIVES FOR ESTABLISHING BUSINESS

The LS did pot establish the nformal contrattors” mozives for establushing o
canstruction busmess However the DISS established the reasons/motives thai made
awTery ol the informal constuctton enterpnses establish @ constructwn husiness.
which 35 per cent of owners mdicated Ihat unavailabilits of oither wirk was the major
reason {F8) Other reasons inchuded carming adduronal noorie Tar the faouly (05 per
cent), providing emplovment leqng heen released hiom ather work (12 per centt amd
earmung good ncome provided By oconstrucyon business (8 per cest) The offered

feusons suggest dl the informal coasiructien business was regarded as o survival



strategy (ot people that have been unable 1o olan emiplovment i oiher aseds o Lor

pecple that lost ther previous employment

o.10  INFORMAL CONTRACTORS' CLIENTS

Al the surveys addressed the ovade ol chienty oo the infarminl coniractors 'The NISY and
DISS were particularly dongerned with all ¢hents, and they revealed that 91 and 9% pe
caar respechively ol fhe anformal comtracters  clieats were pnsate  mdevrduals

DASET)

The 1US taed 1o oyiablish e extent (o wiuch e inlormal comraciors were working
witn private chents, regstered small contractors, and repstered Jarge and medium
gairactors labie 68 awdicares that infonmal comiacters seie manly emplosed b
intdividual private chients (FE=Z 41 Howeves . the extent to which they work foe laree

prd nedsatr conttActess and sinal’ comractors was low and the same (FI=1 %)

Tpble 60,9 Dol conliaclaors chicntl: (AT3)

TV hien ~ Frequencs sealer Nuitber of resppdmy comiazstons | Froguensy
Alwiis FSemetimes Mevet ¢ Index FY
I , . 13 i) i B
Private higuse dey alopers LN 15 R i 24
A repistered cuid ety . P, | I vy i1k ' 1.8
Sl regrseered confmcions w1 18 3 L B L5 -

6.0l WORKING RELATIONSHIP BETWEEN INFORMAL

CONTRACTORS WITH CLIENTS
Thy previous section has sllown that provate chents and large. medvunn and sma’l
conlzactors employ inbormal contractars The Frequency [ndices shawn in Tasle & (0
ydizate thar informal cortraciors are predomnanthy employed by private chents 10
supply fatsaur only (F1-2 8) However, ther emplovment t arge, medim and small

somtiractors s amted 1 e sdpph of labour oniv{FE= 31
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Tenle o, 0l Typae of soryices offered tnombonsal conttactoes 10
chionts (A1d, AYE anl AZZ;

CousomesChom r F;f:q{i-:_n:u saleMpmber of Frcguziwa
I ' - fLsponding conracine | ke, ¢ F1
Always | Sometinaes | Newer
NI = 1 | I 1) 2l
Pryaues clients (=308 | Ldbour anly 133 13 | L 2%
L Full comrmant 4 43 THx— {3
[L0red ahad nbecan Labour only l 21 | 3 z . E
. SUTaeors 1N 19 f‘u“ bl ) e 1| - - X |
Sl ot Labow only [ |03 | - 3
NS | Fralb comraen B LYE |

Fable & 1] shews that 23 ard 12 per cent of the gpteraal oot tos employed by,
miaate ety pnesnock lamour and tull cantracts 1o constpdet complete busldings
respectivels Onherwse he Apurty ol centianters wiere emploved by prsate chiems

small conrracrars, and medism and large centractors W provide labour @ camy cui soeme

speciie avtivites  wop Dulidige prongel The SR aetooities Zamied ons aicluce
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Faole 12 tabulates the prablems that the mierview od wwformal contractons eodgamesyd
wheh working [ private cheats, siali and larpe and medism contzactors frrespective
ul the lems they worked for thev encountersd the same pronlerms  namels, delaved
aavrients by the chients Lae delivers ot matenals By the chients and the poar aquaity of
mareradls supphed By the clienls The prablems, swith a compored Loponance indes af

less Phan rwd, wete reEgaidud as ool very severy 10 1he conraciars

Table ¢ 12 TProwlems expeneaced by the infinme! conlraciors whom warkens
with chists (A TG AZDaml AZ4)
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Earbier o s thesis b was supeested that (e was a svinbotic relsaonship berwseen
the anfirmal contracturs and than chents Table b LY shows that infarmal contractarns

nensfiteg from chents oy geting jnhs, improvicg they Pinaneal posibon and ganma
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ills  The conmtrecton peccaved more gam in skl when workig o targe and
medium comracars (=27} than when working for small comtraciory anc movae
chemts (1152 4) Later m ths chapler the benefits guimed by formal dontracion o

sauhcomractng 1o informal contraciors will e discussed

Tuhly 6.13 Benetils cunwed by e inlianal contracgoes when warkamy wille chenis
(ATT AL and AIS)

lenpornance scale l
Customer | - . Number of responding Lomiracion LT PRE
L e Vers lipdtas | Umporiaia | Laanl i o wdes ol
i3y | Wy (1
r——— M LL] | |
Fivale ey Improvos cash Oow JW I . l L 17
| iy ukalls B i b8 L1 | .4
— e = 4 ———— .
| o Uil weawrh Jisnd 17 . as | - A
st i tmprang cask Hiow Lih iz | haL
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Smal| : 1
ool sl logrurung cash (low ¥ 1 L | . b |
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617 SOLURCE OF MATERIALS AND EQUIPMENT

All thiee studhes estabtished the source of matenals vsed by the informal contractors
The ICS however did net explare all possible sources of matenal, but exannned only
ine gxtent {o which e ormal conlraciors obtawed ther matenal and equipment from

nformal suppliers and the reasons for dong 5o

Generallv gocerdimg to 105 only sbout |2 per cent of the informal comractors warking
for pnivate clignts supplied matenal o the work Table O 14 which shows that overal!

Iere was very Uitkle use of materials Tom mformal suppliers, suppons this

The reasons wiver for using matenal from informal supphers and ther Averave

Hanking Indices are givenan [able & 1§
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Tabte 519 Workmp vetatashops hetwees taomfarmiel conraetors and
thie intormal materaals sepphers 1A26)

_E-ull.mu.'_ Traaleridl ! Z'_":._HULun_\-\_A_J_i!jc__llji._:1@_:.::_@'_@11.1:&5:%1:_:ia:-» | l‘rvquc?q__
Ay T Shmeties Myl | Index P13
— ih 13} iy | I
I Conetemy l'lL_Iﬂi - —_I_ A RS |, S 137 N 13 |
Frocast concote produts Rl 1 L e 1.2 '
zolt word imber kN I 2 V¥ i
THsdwood umb _[ ¥ — s =T i
Ly prediuts H | Ha Lis 1.1
".'nTJ.IﬂFPH ¥ 1 i EGE 1.1
L el L : - s :
Agrropaty _ =M a4 Vi 1.3
samd, i " PSR . = ! S |
Capwerr 3 - - . NN O

Pable 615 Reasans of wibormadl contraotons ler gy Sonstayetos mabers] from the
inforeat malenals supphers 1A27)
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{entractors were tequested Lo ideatsty three regsis 1o ssiny matena: frem nlormal
aienal supplicrs and rane them ool tree am ordor ob anporiancs Thease were used
wecempute the Aveizue Rank g ldes (ARL defined soeguatige €3 0 caloulgtne the
AR each construchon material represented an Table & 15 was consadered 10 e
aidependerr OF the rersons offered sapplameniation of afher sources ot consteuctes
wateire] racks mener (ARL= L followed ov the avadalmity o the matsnal when
tegzed CARI=2) and lssily chigapness of the matenal (ARI= 2 1 Guod guabdy of the
unenal warth ARD 27 was segarded ner (o e an smpartant czason 11 should howevet
o aoted that this Bading can nor ne gescialised Lo all coslzactoes soace aonvalved only

12 e cent of e otesviswed Sontactars



[aple & I shows 1hat there was a mederaie [requency (FE=1 7) of the mtoimal
contractors to oblam cquspment from the informal equipment suppliers The main
squipment hired insluded concrete mixing 2nd compastion eguipreent, dnd Lanspaor
equipmenl lihe tippes trucks and mckups The type of equipment hired represeniec the

must common equirment used by small contractors for building woerks

fable & 1% Working relabanships between informai contractors amd
il et mal e pmens supphiers (AZEB)

Fqupineni Frequena scale’ Number ol responding SOnrsciors Frequarey |
Alanys Sometues M Inges (H1i

| . 3} 1% (b

U DaIreLs miuscrs , [4% - I LT
Lenzrle vibrilon . 145 b - Iai 1.7
Wheel looders - = P W I T
LHusywe s - 0% |
I.-._w.'_::.'na_mn ) - - - sul L

. Tipper vwucks il 1 . b _1a i
Frchup a2 E (! 340 1.3
Theadchir | £l B - 75 S Ll
Levelling instrumens 1 ] 13 | ol o

l'able b 17 shows Ihe teasans wven by the informal conmaciors for obiaining equipment
ficm the nforma equipmem sepphers, which include the supplementauon of
cumrectors’ equipment holdme (ARI=1 1) cheap hire rales o the eguipment
(ARI-T T and availabilias of the equapment shen reguired (AR]=2 1) It should be
noted bere tha althuaeh the survey indicated that equipment was hreed o supplemem
comractors heldsng in actual fact as shawn o Table 02 mosi of the contvacters dig

il own any equipment al ali

[hi WIS S resealed that 25 and & per cemt ol the inlormal contractors obtained matenals
from mdividuals and small enrerprises respectively, and 43 per cent needed no matenals
(D23 O the conrrary. DISS revealed that B0 pee cem ol (e informal contlactors did
ot ndhicate thest youree of materals (E61 Under such circumsiances. n could be
tonciuded that chents supplied material for projects under the execution of the informal

contracrars rhar responded 1o the interview



Table 617 Kodsans bu e intormal comlractus 1oe jisiag oInsiractiamg Cipipnient [rdm
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13 DIFHIC UL TIES IN ESTABLISHING AND RUNNING OF BUSINESS

Uty the MISS mvestipmed peobfemas (har the nlormd] caniracioes espenenes] s
extubishing e basmess 11 estabicshed that tave ot adeguate capoal QiTicud access 1o
vquspiment and spare parts and dilicalues (noweine custumers were e main piohlems

U

A hree stadies cataiished magur operacng Jitticulies of the incormal comraciars
bhe msgna probiemis extablished by the 105 are showsar Tablie o 1y and noiade lack
financing o)1 29 dulicdiiees s obtamng progedts (1IR3 5) laes OF cqupmient 111-2)
wnd lack ol skailled lansour 1hl=1 81 The e<abbshed reasonms corroberaie witn inase

eatahtishied byt MRS apd DISS
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lable 6.1 Upewanng problems faced by the informa: contraciors (A M)

i Besgon | Imponaie sz ™Number ol contragtars respondmg j Importance ]
| “os) imporuanl Impsanan: Last ompao ruini | Indcs (11}
1 3 [2) i1 |
Lack of founcing 68 22 13 19
| Lack of equpmen , 1 | [ T _41
!_Lad. of shulled labous 21 i3 Ha LY
Lhificilney o TR, fi B . Y]
_obounmg progets —— b s s - =

o.14 CAPITAL AND SOURCE OF CAPITAL

Crals the NISS and 12155 estahhshed (he o ual capaal reguired to &1an a huspivss The
NIS8S furher eswablished the source of capial Despite the difficoliies the mlormal
consiuction esterpnses have in acquinng credil facilities af taising cepia 7 was
supgested 15 Chapie THeee thal i was casy o entet by the consttuvinn busimess, and
this coud be asimbuted tu the low capal reyuired Westart and run a business According
1 the NI8S and DISS the average stan up capnal fer an ICL was Tshe 5,560 (LIS 24)
in T and Tshs 20545 (LISS 37) an 109N respectively TDT&ES) Vi, when
analvsed i terms ©F LSS a1 the curremt exchanpe sales 1w tehe care of igh inflation in
Tanzanm indicales that in 1995 50 was aboul | 5 “imes mure expeonsive <o establish a

husiness as an snformal conragior compared 10 199|

The IS8 estahlished thamr 72 per cemt af the 1CEs were esiablished using owners
savings, |3 per conl wsing funds obtamed fom owners fniends'relatives, and 7 per cen
using unds barrowed from friends andfor refanives (D8 I tunther estgblishied that the
daverage fraed and waorolg capial B an 10F 0 172 was Tshs 10713 (LSS 449 and
Tshy 720 (L85 3) respectivels (DRKDI0) [lowever althouwh s grgued thar wali
sitch small capiats it s dafficah 10 prosper and graw nie a ompenti e business, lof a
paot cowmny hke Tanzania the established average figuies oz capital would he
unalfordable (o the majoriy ol the poplanon. whose &n average per capita «qocome 15
less than one USS per day (GO7 1996k World Bank 2Ly
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605 CONIRIBUTION TO SMATIONAL OUTPL T

The “ISY and 111585 egab! shed the contnbotion of the ainfarmial sectar 1o the national

soonoms &5 summanzed 1o Table € 09

lable 6.1%  Cantribution of the inTormal construction secier 10 the Tanzaniag ¢oenoms

Ecvnmmne mdicdlor R 1 NISE (LW __F|— DISs s
Thar-zm-Salaam | Tatal wm she  Datecs Saldun i
Te2ion | SOMNIT FRAT A TN

Toal Groma ouiput Tsl ol 0§ 187 14.537 14.778 )

Towun Value added 'Tshs Mullion LS 140 Ked ) (=T

Rumnid Empioned by (he Seowor 17027 1h3a08 | 75 1l

Tueal € aputaal formation Tahs, 'OL0 14,387 | lBe,28U T

Sowce GOT (19912l and GOT (1935)

Vomparing the figuies of wlal gross cutput, total value added, ol capial formation
aod ermplovment for Dur-es-salnam ehiained by the NISS anc these of DISS there wag
an it that the idarnml construchon sector was growime and 48 contobubion 10
the netional cconomy was incteasing Foo (he case ol Dar-es-Salaam, (e number of
peope emploved by the sector ocreased be 13 pes cemt in T years | [H8§-9%)
stmilarly, when the compansen s made in lerms of 3 more stable USS the toml gross
ettt e otel value added and total Sapaal lorawnon increased by 20 44 and 15 pey

cenl respectivel v

In Cluaptes Two o sas discussed thar Rossehold acesines constitinge g aon-nionetars
part of the infor ) sector Date on {ross Faved Fosmation (G0 F Y and Gioss Domies)ic
Procucy 160¥) Tor the conmmuction indusity in | anzanis was obtamen wom rhe TUSH
(COT 19980 and ere summansed in Appending &3 The conobution of sural own-
LONSELChO 1N 1his case regarded as a non-monelary pan of the constracion Indusing o

the GCT and GLP was conmputed from the data i Appendix 6 7 The resulis are shown

i Fraure € &

Foewe ¢ % revea's thet the Lomnbuninr of ruml.own const—ucrion ta the GV af the
sonstrugon cadusiry was abosve 1% per com lor almase elesen vears (1987 1o 1998) wili
a peda of 22 per Centar 159 hamiar)s s coninbgtion o the GOF uf the construstion

ndust gunng the same peniod wis abaye |0 per cent wilh o peak of 1D per cenl in
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996 laking thew [pures snic accaun the contnbution af the informal construgtion
seclor to Lhe economy s therclone very significant The contnbution could even be
Fyuher 1f the awn construcuon af urbar houses and ¢onstruction carpied out by 1he

infarmal contiactors {or pavmers were included

2a

L
]

Foacurrtmge Corpbiphigibon T 05000 sl ce0F

i

1987 tohE 1GBY 1080 403 1997 1993 "95e 1985 4Ee (G%7 'GOE

fagi

—B— 45 il rutdl owihy wanstiponn o GCF

—&— 45 0l or-tnoputary GOP (o toal GDF

Figure 6.5 Contobounn of rural own consirucnon e the consireciion
industry s GOP and GCF

Similarly. assumcng that the selected sample represents the populsnion, Tahle & 27

shows the caomputes ligures of level employment and solume of Susiness canied out in

the urban informal canstruchos sectar based on the 1CS

192



Table 6,20 Emplovmen and level of busioess camed out in the Tanzanmian
wrhan o mal constrectig sector it year 2000 ALY and Ad)

Total number | Sample Popwialon
al urmw [E | A erages iord o
Bewmibeer ! Permanent Jobs 12 i o
Mienbr o mat-1ne pils n3 ity | & By 144
L S |
CAnnerl furover tennllion Tabs b | I S B

Source GO 1199 a1 and GO | 1955

Hois seen 0 lable 4200 that the wban infermial construchan sector sgniticantiy

cantnibutes o emplosmen! and volume of construchion business

6,00 SUMMARY

This chapte: has proyvided a summiary of data that was collected usime the iafurmal
Tontractors’ guestionnaire The daja, opether witi that vsbianed from the NISS and
DESY, was used 1o establish the charactenstics of the Tanraman informal contraciors
I he established charastersnos suppen some of the arguments Ziven on previous
chaglers on the wnporance of the iiormal secior and elaburaie on haw the loninal

comtractors conduet then business

I'be Chapter estabhshed the lpihgsine major characiensts of the informal contraciors

- Most ICE were of sale propnetorship, owned predominantly by men.

. Majeriy of owners of ICE are armsans. ahd the sector emplavs maniy unskalled
witthels

" Mawnty of [CEs did not own basic eguipment and did nor have allices or
wirkshops.

- Majonty of coniractors {abour 5% per cenn) had an annual tumover betweer Tshs

2w S milhon, which 1§ betaw the average turnover of Ishs & 3 pnllon Wach s

kind ol turnover, these contraztors were contravenimy, CRR's regulations
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. Almpst all (Y6 per cenr) of 1CE were operaung witaiout dusiness licences They
cited that the stabity (o operate wiithout busitess heenee copiribured 1o 1heir failure

w ohtan heerses,

. About helf ol the :ntormal conuacors were uzaware of the existence of
contraciors regufatiny body [CRB), and even for thuse thal were eware of s
existence. they ocited thal abiloy o opeiate wuthowr regstranan, difficult

requiremients and gh costs compbuted wo thei fmlure (o reprster,

- I'here s limited  colleboruian hetween  intormal  conmtractors and  infurmal

ttertals gnd 2quipment supphiers, and

. The majo: chenis rer mforwal contractms are private hiouse developess as well as
registergd small and big costractors In all ncidences, the mlormal conructors

were employed o supp!y labour only

I=1 sommary, 1t was found that the intormal construchon sector s growing in size and i1s
cottrbuuon 1o the ecomens s inzreasing  In addinon, rany infermal corractors did
not have the resogrees requited 1o establish formal construction companies a1 entny

level and camy nut small prejects that ciin not sustin growth

I'her charactensaes and the importance of the nformal construction sectur estabhished o
fhis chapler. will be used together with the lindings on the nasure of collaboratior
pepween formzl and informar conactons wotest the nypotheses and gevelop poligy
propesals later m tus werk Chapte; seven s devoleo 10 discussing the nature of
collaboratton berween formal and  minrmal construction  sectors  based on the

coniaciors tesponies 1o the infermal and furmal contragiuns surves queshionnases
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CHAPTER SEVEN

WORKING RELATIONSHIP BETWEEN FORMAL
AND INFORMAL CONSTRECTION SECTORS

Tl INTRODUCTION

The previaus chapler examined the charactenstics of informas contractodss how they are
ureanised, how by operare and buw they cantnibate o the nanonal ecanomy  Thes
chapter discusyes the worhimg  refdiionstnp between the  formal  ang nformal
constuction sectors in Tanzama 11 examings the cellaboration amongst the Tormal
conracton s and bevween formal contractors and informal contraciors, materal supplers
and equipment supphers The work contwned i thes chapler will be used later

Chaprer Faght wo est the research hy pothesis

The discussiin in this chapter is Pased on the respanses ol contractors o the small
cunltdehs s guestiditacete (Appendiz 571 and the Jarge and medjum contractors’
questiennane (Appendie = B The datg collecion prudess uwng these gueshonnaees

wis gisoussed i Chapter Dive

The tables and [igures shown In t_hn. vhapter refer to the relevanl survey gquestions
inciuded 10 the guestonnaires. To allow cnss-referencing  each 1able refers to the
uEshon T whach 1) s based [he told gumibers i) mackets o the Lide af the rable af
figure tepresent the relesant yuestien an ibe yoestionnane Letters B and U have bees

assigmed sothe quesbornaire w smehity referencing

. B - Kefers in the small cantraciors guestionnaire (t Appendis $ 71 and

. € - Refers wobe large and medigm comvtadtars gquesticnnare ( Appendin 5 8)
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1

BASIC DEMOGHRAPHIC DATA OF THE INFERVIEWED
CONTRACTORS

T.2.1 Small formal contractors

The classification of Tanzaman cortractors wad discussod on Section 3 4 1 On the basis
ol this classificanon, smal conlracors were regarcded <8 contractors regsiersd by the
CRB inclasses V] and V11 DNigure 7 1 shows that ous of 165 small contraciars tha: were
yriervEwed T3 per cent wene n cdest VT and 29 per zzatin class YU In addiion, 42
per cent of the axmractons inerviewss wefe also regeored as ol works comraciors it

claszes W1 and VI

Percciirape of conirach rs

Huldinz (o

Caterore of Comtryatoas

Div ey, o | Y

Figure 7.1 0 lasses of regismanon <f the inlenviewsd Small comraciors (B2]

Most of the interviewed contractor; indicated rhar they warked fur both public and
private sector ehents Privare sector chets as uyed 10 this research, included deselopery
for commerciel and resdential houses Figure 72 shows that the avergee annual
turmover af small conractors was Tshs 248 and 82 mulbion from public and privape
secten clients respectively The total averawe znnual tumover was Tshs 293 =illan
with & per cent of contfaciurs rewsienng an annual tumover betow Tshs SO milhon and

S per ¢ent regstenny an annual tumaver gbove Tshe 300 million
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Figure 7.2 Average annual turnaver of small contraciors (B3

small conttavte!y aceording 12 the CRB Yy classificaton sre not allowed o execute
projects with yalues exceeding Ishs 100 mullion (Megasa 2299 (RE 2000) Figure
T3 oshows [Rat mest of e projects executed by small comractons were within the
allowed range witt mast of them falline beloww Fshs 50 millios However, abowt 22
per cent uf the mterviewed contractons camned oul prajects with values excesdine Tshs
fa mithion Actually, > per cent of contraclors carmed out prajects with values anove

Tsns 200 mullian, wivic'trs double the allowed class lanil

Bryeats Senuee L LT Pusle Semor Dlieis

i
X 4n
]
o
2
N
L
J -
a I 4— = ~ —
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< L L - |4 L. i L 11 T
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Figure 73 Value of projects executed by small contractors (RS
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I'nder the existing regulations o Tanzama, a contractor wishing 1o canstrac & projecl
evceeding the allowed class heen must apply lor and obizin 8 dispessasios lrom the
CRB n granune the dspensason the CRB wowd consider the expenence of the
contractor, the s:2¢ and compeexmy of the project, and the number of arojects that e has
i kand (M heg 200067 In this partcular case, 11 was not established whetker e
comreastors that executed projects wilh values Bxcesdiig the ¢lass it kad obzgined o
dispersazion 1115, hewsver unlikely that dispensaton would be allewed {or projects

wilh vadues equal to or morethan twece the class homn

The smail contraczors guestornaire also established the rype and rumber nf s1aff
emploved by the [rms Figure 74 shows that 66 and 47 oer cent of the merviewed
contractors  empleved ene admumstranve  stafl and one  structuralicivil  engineer
respectively  Adl the mierviewed contractess emploved technicians 65 per cen!
empleved ore lechmcan and 37 per cent empluyed Lereeen two and Tour technivians
Simitarlv 86 per cent of the imerviewed contractors enploved between ore W lour
armisans, Y1 per cent empioved between two o mine <killed labourers 84 per cent
emploved Letween fen and minceer unskilled labourers Las:ly 22 per cenr ol the

imerviewed contrestors emploved more than twenty woskilled lebourers

Akt
—_—

Pelduibibe 1hy o

- ey | it
Wi ob i on e

T AG e atl Bt getoonl & oogiieed
O odemiddiog mgeezerw @ wfnn eha O fuanin . wiisans
[ LS4 TP TN L R 1 L T

B lvsgibled abpet

Figure 7.4 Employmem by small contraciors (B4
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As discussed 1in Chapler Three, the CRB requires contraviors (o empicy & minimum
number ot technical saff commensurate with the class of regisiranion Appendix 3 !
shows the o stall reguirements for didTerent casses of butiding and ¢ivil works'
cantractors  The emphasis 15 placed mainly on the techmcal salf (& engineers
technicians and artisans Contmctors are of course expectec te employ mare workers
above the minimum ligwres depending on their workipads Se the number of workers
emplayed by contracters would tHuctuate depend.ug un the namber ol projects aviniahle
e exccution Al the contractors that were interviewed met the mummum staf?
redurements as supulatec w the CRB's requirements It s hawever, 1mpuontant 1o
comment 1hat some conlraciars may bave given pumbers of employed swaff lalling
witlun the CRB s requirement ler the Tear that fater the indoimanon shicy provids may

be used against them

7.2.2  Large and medin formal confraciors

e hiaracenetics of e merviewed constaciors were established by guestions €1 o
'S in 1he questyonnaire for large and medium vantractors Zeradled i Figure 33 and
avached rs Appendix %8 Large contractors: g8 explanes in Section 5 4 1, 1all under
ciasses 11 and THap the CREs register Medium contractors fall vnder class [V and V

Fieure 7 5 shaws that 55 per cent of the mlerviswed comractors were in Ibe la:ge
category. antd 47 per cent were mthe medunn categone Arthe same nme 37 per cent of
the coantraciars were aperating as envil works contracters 0 sarious  classes of

resslralan

Freure 76 shows that 00 and 94 per cem of the witerviewed contraciors respectively
worked lor public sector and prvate sector clienls The averzpe annual lurnover
recorded by contraciort fram public clients was Tsha 1,737 million waeth 18 per cent
Iyong between Tshs Codand SO pullion, and 35 per cemn bezween Tshs 500 and 7 000
mubion and 27 per cent abuve Tshs 2000 millwon In cantrast, the averaue annuil
tumaver recorded from private sectir clients was one seventh (i e Tihs 208 milhion)
war ol public sector ciems wath B4 per vern bemng below Tshs 300 nullian Phe
average (otal annual surnever, which cembined turnover from pivate and public sectyy

cherts, was Tshs 2 005 mylhen, wih 18 per cenl bemy below Tshs 300 nullwon, 33 per
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et herwsen Tsis 3700 and 1000 mill.on, end 29 per cenl being adove Tsas 170000
melbizon fhese resulls 1 weneral show that mos of the jobs executed by formal
cemtractors some tram pubiic sectar chiegrts These resulls boavever need o he reated
with caurion It was mennoned m Chapter Three that seme formal contractors undertake
private sector jobs wsing mtermal contracts i order (0 svord paving faxes anid cthe
related cows So there coule be s possibeluy ol these ooniraciors midene the roeme

eat izt from Loe private sec'er
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Figure T 3% Classes al rogistration of the intervizwed larer and medonm santragtors (C2;
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Figure *.6  Aanual remoter of large and medum countractors (C3)
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The valug ol prajects executed by large and medium conrractors occipied Two axireme
endd some were beidw Tsms WD milnea. which s the allowed cange tor smal
wentideo:s in class VI, while athers exceed Tsas 3 bikioa Figurs 77 shaws 15al b
and I% pe: cent AF the contractars aad executed projects with values below Tshs 100
millin anc berween | shs | GO0 and 3 000 mutlion respect.vely for puls e secior cliems
Linly & per cenl of contraclons had executed contracss with values preater 1zan Tshs
treee biloon AT the same tme B8Y per cem of contraciors had =ssezuied progecis walh

values less shan 1505 100 pullien for private chents
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Figure 7.7  VWalue of progects axecuted by [ajye and medium contractors (C5)

Cremecalis, i1 15 seen that farge and medwm contractors enzaged in all sizes of pregects
imcuding smal, prosects capable of beng caimed out by the smai! copractors This
justifies the apposttien that was staged by ttus group of conlraciors (o a proposec by-
baw by the CRB tnar would have hmted them 1o carry ot small prajects (see Sechon
344 01 must mowever be appreciated that a projet may be small o size, bal difficuk
ra exevite by the smal! contraciors. because of other factors hike duranion of complenine
ant level of rechngiogy mvolved Simolarly, por every bag project an value s dithicuit so
exccute by small contraciors, hence rne essence af granting copensalions 1o allow
COMIARRrs (0 exelale projecis with values exceading the set oidss Jomuits TMubey

2000
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As expected. thss Rroup of conwictors employs quite 2 substantial pumber of
admunisirauve stall engiocers and techmioans Fugure 7 8 shows that 53 pen ocent of 19
ez yviewed conitructon firms ermploved one admimistrative sttt and 44 per cere
emploved berween two and four At he same Lime, 64 per cent of the firms emplay ed
vre enginecr and 17 per ¢ent emploved between two ane four M per cent of the firma

emploved one guanity surheyot

A nogh tever uf emplovmer! of techr icians was esiablished, with &5 per cent of tums
empoying between 1we and Tour 1ecmcaians and 24 per cent emploving between e
and mine Wit regard 0 lower qualification staff, 64 per cent of the firms empioved
hetween five and mae arisany, 58 pe- cent employed berwees 1es and mineteen skiiled
labuarers. %5 per ceml employed between twenty and [ory-mine unskilled labourers |8
per cent gmployer bevween fifty and ninety-mine unskilled labourers Only 9 per cent

empluyed mere than one huncred unskiled labourers

; L ITERLY - _il — |
o V1] - |
T \cal I B |
E 1 ' —— o |
- i !L — —\ |
I ; . |

a8 “edd

ER 16 LHH (TR
il ol pinlinee

] J-,-:_n].nls.-'r;lm-: 41| B Sticdanl 0ol Endaliezics
O Conctakd.ng anggeening eimzne CHhannb, seres o
| NI O Sailled Lo absasirars

B[ s e lahanrers

Figure 78 Fmplovment by large ang medium conteactas (C4)
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T3 WORKING RELATIONSHIP BETWEEN SMALL CONTRACTORS
WITH CLIENTS

=31 Private clients

Tahle 71 shwwws that ¥4 pes cent 137 the interviewed small cortraciors worked Lo privats
vhente Only 1 pei el have neser sothed for private clents Table 72 shows the
reasans that molvated the comfraciors 10 wark [or povele clients, the majws ieason
e the job ppponuntes ofleced bs prvate chients (-2 2" Other reasons included
unbureaucranc proceduwes (T1-2}1 uncompticated comtract documeniatun (=2, pood

Protit praspecty (-1 ) arnd nenels pasmem &y private cleents [T 1 8)

Tauble 7.1 Fatent of senall contraeiurs
warlhoaig lin ivate Shels | B

YES o |
Sumber of responses 138 n !
Percentage of responses IN=165) LY i '

Table T2 Reoasons of smabl contraction for Gerbiny tor pavat dents 1B7)

Lnpmnance saleM™utber of respanding contraciorn

Heason Ven lmporiamt Imponant Least Tniporium ladex l?ﬁz
; (3 I ) 1 L]

Lonable (o get pobs an pachilic -3 I Q18 18
srgad |

lmeiv pavment by praie ‘s e, ' an T

chwys - .
“less  hureascracy o when - t (4 T Wi an N

working ler privale chentt N ) . _L

I noomplicied - |

CROCTITIE LB I2T . l N " | N 4 zn_.

Cwod profil (o be oblaned . 122 ' (b 1 9

g fes sneat f oh [ LB . S 1z ‘

lhe computed frequency mdex in Table 7 7 showy thal more comtiactors were emplos sd

by pisvate clienls on a labowr contract (F1=2 2" a2, compared o a full comrac (Fl=1 &)
The ditlerences are however, neplipible Actually o was only abeut 17 per cent ol

conttactodss that undertook labour contracts only

Tha: Limgrarsanee ke i L) sas defined v eguabian b

4 F:E‘H“:'ﬂ'. vt b weos et bee pefuiaatinm 1)
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Fable 7.3  Tuipe afseryices offercd by smal! conteactors
VP
e provate chiends [BE)

o ﬂl:qm‘.nq. scaleNupber of !

responding contraoes Fregoency

Alwavs  Somcumes | MNever | Index (FI
— TR 1) m_y
Labowr onlv ! n s ]_ 22 .
Fali comirag . s I th !

Cantraclers were also required i the  questonnaire W express problems  they
encountered when emploved by private chients Table 74 shows thar the problems
include delayed povments by the client (I1=1 %), poor quabity and late dehveny ef
mateials supplied by the cliens (11-1 9) and lzstity postzongnient ol execuuon ol the

apreed works by ke chient tH=1 B)

The small contracsars” yueslionnamre also solicied Trom contraciors 1hat had never
worked for private <hents the redasons for not dome se Thes group conssted of 1o per
cent of all the interviewed contraciers, and they responded 1har apart from the lear ol the
passitnlity of non-payment by the chents and the leng execution perind for the proects
they had never been uitered jobs by povate chepts This s refiected Yy 1the Imponance

Indtrces shown o Table 7 &

Table 74 Problems sxpenciced by small contractors when sorking for
private shens (B9)

| | Imponance scale

ATERIN o _ _Muambzei glfrr_e;-.._pv,:_lr_my_n}; Lo ractons Ipartanee

£y Dinipearian Linparani st Tmponanl | Jides (1)
i) 1 \1 ’

fchi:s:.ud pavincily oy the 134 14 |y

chienl

Pestponemem W the ehen on {04 14 |4

execution of agresd warks -

; i T e YR

Fn.q.ut.ru Aoppage of morks by ™ " | 1

Alig clicoy _ = o -

Poar quabimy of maierds

supplical by e chent : 4 4 19

| aic dalnemy of mawnals m i 151 - Ig

the chieni | . d .
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Toble 75 Heasow hy

HyAan

sinal contraiers for ot vearking for prisate 2acnts B2
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Soother omponant spest that was investigated was the Fresief s aaned by (he wsmall
Lomrastorns when empoaoved By prvawe clienty Tahle 78 mves the Fenetins, the most
MpOEant perg work opponuniies and gaming o skuls and moome i os rerlected

v e ek computed Tmpartance [ndyoes

Table " Ronctily b smal! contractors of wark ing for prvate cooms (1)
LS seNlee s mbor of 1ssnonding CoRlnLcinrs
Benclu N _— ; L i Impomanie
L Vi n.'r.qmrlunl Imporani | Lisast auporiant Indes (1
- iV | 1 Ll g
Contaued wors loag K3z i 13
Impraving ca=h Mo f T Sl T
Coanmng skells [ : 3 2N

L

Tubeic 7 7 shows <hat 51 per cent ol tne

taree 1l mednie comirantors and e

Larpe and medium contractors

inrerviewed amall contractars were emploved &

services offered were opcesd to labower contracts

enlyoay sheve g Talbie 7 #

Tahle 7.7 Fxleop of sl contiacters o wialk

fub g cottactor= (B12

YES N0 |
Minher 2l reapeses i " i
Perventage of respunses (N=165) 51 44 |




Table 7.8 Typy of services offered by small Conacturs
Iy daree smragrors (B 4)

Fiegquensy scale™umber of

. i Lontracyors Froguencs
Alaans | SOMESIIMEs fhoses fnates o i1
|— 3 2) Al
| sbour only =1 in
| Aol O ML i L . S . - - .
Full cenmira L1 i

it he mamn reasons oflered for sworkang for targe and metum contraciors are given e
lahte 79 the most smporant beng that large snd medium <onraaors provided
URporTUnties {fror work Ty small eomttractors 1IJ=2 61 Ihhé  reasrss andlude

spportuniiies to ga o iechmeal and managenal shalls {U-2)

Table 7.9 Reascns of small contracior 1o work for big contractors (813)

]E‘np-;ln.ﬂ.m:c arale™umber of 1eypoinding comnuactons - 1

Fensen \ero [mponam | I_mp"m' Lt | mpuriam | e (1)
S R ' | ; (2 L |

Litabde 1o g jobiy breem ither | \ Y &b |3 (

SOUrCES : | |

Chood iy By g cunlaalo - n e _‘ | 3

Less burénupcracy wliciwarking 5l =y [ &

wath b cOUTICIGTS , ! ; -

T gt dumigal skalia - 54 1D

Tor gannin sahiage l shlls - ' =4 [y ;

Actuthedn source ol gobs ik 2 i 16 |

Smiall contragtoes that had never worked (o large and mediom conractors were
requested (o provide reasons of not doing so  They admitted not having explored he
poassibility ol gemnng jobs from those contractors This s reflected by an Importance

Incdex of three for that reason as shawn in Toble 7 10

Small contractars were (nterviewead nn the possible benelits 10 be wamed when they
work for large and medium contractors Table 7 11 shows (hat the contractors expected
to garn fechmgal expenefce [11-2 8) managenial expenieace (=2 7) access m jobs

(H=2 3 and moome (T1-2 4)
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Vable "1V Koasams of smiale contractors act werbng (o7 lange sunirector 1 B15)
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T4 RELATIONSHIP BETWEEN FORMAL ( ONTRACTORS AND
INFORMAL MATERIAL SUPPLIERS

741 Small Tarmal crintractors

The muanty al the wnatl coneacteas andwcated 1 on somie eecasions ey Diad
vtitpmed ther baildimge matesiads Bom ndormezl buddine wacenal supphers s s
relleaiod e 1t computed Frequency Indices skown m bigure 712 whick ranged lrom
I e 2% The ma:n mamenials oarckased incsded avaooeatss, to leaed by tunbot and
pimber prisducts and lastiy conciete blocks end procast comesete products Coment was

bardiv ponses froms intonmal sunpheis (F1=1 1y



Fable 702 Frequency of small contractons to purchase materias
ioen infoarmal matenals supphers (51T
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pet 15

| gree and mediom formal coniravtorm

Fable 7 11 skows that 82 pes cent uof lampe and migdinn conbractors indoceied 1hat this

sunticinnes ohtaned Snkiding materials frons the rnlormal hulding matenals supphiers

Fhe remaiming 18 per contoind cated fRal thes hiwd nesver wsed malenials fram 1t s

Matenia s parchased inciuded concrete tuacks and precas concrere preducis umzer and

wumbe: products and apgregates The compuivd Freguensy Ingies staownm fabe 710

which ranee from | 73 1% amply that all the maienizls mennened had almost the same

Megueney of s puichased, with she excepnan abt cemrear  wlizh hagd never been

haowghe from the infezmal supphers (FE- 1y

Table 713 Frecoynes b e red tiegboom eontractors al purchasme
Wite s frow the alarn, swatonal supplers (€63
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I he guestwnnare for large and medicm cunpractios reyuestod comteastors w st Lhree

wasons b rder of ymponance that led them o procute maenials from aalermial

supphiers ol Building materials The reasons whuch are given in Taste 7 10 ineluded

sepplementution ul comractors awn soutces (AR LE and e asadabolity of matesials

when reguited (ARI=2 1)
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Table = 16 Rewons 5. large and modmm contiactors fo ubing construclion
matertals from the mformad matcreal supplicrs (CB)

| Mumrerd 4  Regsons and | ncir r:ui.:;;g!hll wer of responding contraciurs
L heap dcgilathe when | Geood guabity Supplerna
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I T A A - A
Concrete slocks S A = Ak AT L]
Preoosl  wadersl: | - 3 i K 1 I 13 171 - ‘
L S S S I T B
Sollwooe umber | L [ 2 27 ] wl oo L TnTa i < !
Hudwoodumpe: | 1 | 7 ' 17 T R D
himbe pruducts | i - Y 11 A o= | R |
(wberpops 1 [ 2 T - s o Ty e T
T Apgicgat: i 2 w1 B EEEE
Sand NN ETREE P L 43
Lemem . . . - - - - - - .
TOTAL oo T o] 2 (3w [ o | 8 cqun vac] 2 [ 5
Hl,;r_h_tt ILantheny 119 11 14 1.
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1.5 RELATIONSHIP BETWEEN FORMAL CONTRACTORS AND
INFORMAL EGLIPMENT SUPPLIERS

T.51 Small formal coniractors

Dnly I smai! loemal contaciors respandec w0 fuestions relaled o therr working
tetalnstup witn e informilequipnent supphier Ot the sesponchng conractons, 77 pe
cert el cated shas they bad donz se an some socwanns The equipment hired varied
bom goe conitacter Wrasother, But the mein uqmpmt:nl fred was ¢ongrele mrcers and
vibratems, tollewed by tpper tiuchks and bight ducy venices This v shiown by the

camputed Frequency Indices [or the matenals m Table 7 17

Sinall contaczers ware also reguesied ta whve reasens fon ihe hinng of equipmen fram
intormal equipment supphers  Accordwme tw Table 7 18 e mmn teasens wiven
included supplemen atien of contrictors own sou-ces of equipment |ARIS) | and 1he

pvalabily of eguipment when required (ARI=1 9]
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7.8 SUMMARY

In this chapter the collaboration between the formal and informal construction sectors in
Tanzania was discussed. It was established that large and medium contractors
subcontracted their works to small formal and informal contractors in order to
supplement their labour force and the skills available within their companies. It was also
established that subcontracting helps contractors to keep their labour force minimal. In a
similar manner, small formal contractors subcontracted works to informal contractors.
The groups, which are subcontracted i.e., small formal and informal contractors

benefited by gaining skills and improving their financial position.

Both large and small formal contractors used the services of informal material suppliers
to supplement their own sources of material. Small formal contractors also hired
equipment from informal equipment suppliers. This was, however, limited to the large

and medium contractors. .

The portrayed scenario shows the importance of the informal construction sector as a
supplier of construction labour, and that the co-existence of the formal and informal

construction sectors is important and complementary.

The nature and benefits of collaboration between formal and informal construction
sectors established in this chapter and the characteristics and importance of the informal
sector established in the previous chapter will be used to test the hypothesis in the next
chapter. In addition they will form the basis of recommendation of policy proposals for
the Tanzanian informal construction sector in Chapter Nine.
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CHAPTER EIGHT

ANALYSIS AND SYNTHESIS OF FINDINGS

8.1 INTRODUCTION

The previous two chapters summarised and presented the findings of the contractors’
survey with regard to the characteristics of the informal contractors and the nature of
collaboration between the formal and informal contractors.

This chapter makes an analysis of the main findings of the survey based on the literature
review and the information contained in Chapters Six and Seven. It also makes an
overview of policy direction of the Tanzanian government towards developing the
informal construction sector based on the discussion presented in Chapter Four. This
will form the basis of testing the research hypothesis later in this chapter and developing

policy proposals for the informal construction sector in Tanzania, later in Chapter Nine.

In this chapter the research hypotheses are tested, and the implication of the outcome to

the construction industry in Tanzania is also outlined.

8.2 DISCUSSION OF THE MAJOR FINDINGS FROM THE
LITERATURE REVIEW AND CONTRACTORS’ SURVEY

8.2.1 General

Chapter Six discussed in detail the characteristics of the informal contractors in
Tanzania as established using the responses to the informal contractors’ questionnaire
and the data obtained from the 1991 and 1995 informal sectors’ surveys.

Chapter Seven looked at aspects of collaboration between formal contractors and
informal contractors, material suppliers and equipment suppliers. The nature and extent
of collaboration was established through contractors’ responses to the formal and

informal contractors’ questionnaire.
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The results of the contractors’ survey contained in the two chapters were used to discuss
important aspects of the informal construction industry, which are divided into five

groups, namely:

. Economic significance of the informal construction sector;

e  Potential of the informal construction sector to create employment and eradicate
poverty,

. Causes of informality in the construction industry;

e  Linkages between the formal and informal construction sectors; and

o Constraints facing the informal construction sector.

8.2.2 Economic significance of the informal construction sector

The literature review on the significance of the informal construction sector was
discussed in Chapters Two and Three. From the review it was revealed that the sector is
important and is growing in most developing countries like Tanzania. The data available
to substantiate this in the case of Tanzania are few and scattered except for the NISS
and DISS, which were carried out in 1991 and 1995 respectively. Despite the paucity of
data, the archival data gathered support the premise that the informal construction sector

contributes significantly to the Tanzanian economy.

The discussion given in Section 6.15 gave an overview of the economic significance of
" the informal construction sector in terms of its contribution to the GDP, GFCF, Value
Added and Employment, in which it can be summarised that the informal construction
sector in 1991 contributed:

e 3 per cent of the informal sectors’ GDP, which was 1.5 per cent of the official
GDP in Tanzania. This figure is very significant given the fact that the share of
the construction industry in the country’s GDP was on average 4.5 per cent from
1985 to 1999 (see Table 3.1).

e 5.9 per cent of value added in the informal sector, which was 1.9 per cent of the

official value added in Tanzania.
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o 3.1 per cent of the informal sectors’ capital formation, which was 0.07 per cent of
the country’s official capital formation.

o 7 per cent of the total employment in the informal sector, which was 1.5 per cent
of the employment in the whole country. This is a significant contribution when
compared to the construction industry’s contribution to employment in the

country averaging at 4.2 per cent.

The sector also in year 1999/2000 employed around 753,192 and 94,149 on part-time
and permanent basis respectively. Similarly, the construction volume was around Tshs.

395 billion during the same period.

With the observed size and economic contribution of the informal construction sector, it
is argued that it is important that programmes designed to develop the construction
industry take into account what is happening in this sector. For example, programmes to
train construction industry personnel on issues like improvement of productivity,
quality, health and safety on construction sites, would be unsuccessful in the long term
if they fail to address the informal contractors, who are the executors of works on
construction sites (Msita, 1999)*.

Arguments were raised in Chapters Two and Three which connect the informal
construction sector to health and safety problems on construction sites, poor quality of
work and failure to pay government taxes. However, this is not the problem of the
informal construction sector alone. Problems of poor quality and non-adherence to
health and safety regulations by formal contractors is a common occurrence in many
countries (Lema, 1996; Rwelamila, 1996; ICOHS, 1997), and has particularly been a
matter of concern in Tanzania (Msita, 2000; Muhegi, 2000a).

Problems relating to non-payment of taxes are also not limited to the informal
contractors alone. Some of the interviewed officials indicated that generally in Tanzania

tax evasion is a big problem in formal businesses, including construction. At the same

33 Interview responses
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time, income generated in the informal construction sector is small to attract taxes.
According to GOT (2000b), the minimum annual personal taxable income in Tanzania
was Tshs. 540,000 (US$ 675) in year 2000. Section 6.6 of this thesis show that the
average annual turnover of informal contractors was Tshs. 6.3 million (US$ 7,875). If it
is assumed that contractors’ profits are 10 per cent of the annual turnover, then annual
profits would amount to Tshs. 630,000 (US$ 788), which exceeds the minimum taxable
income by a small margin. However, it was shown in Figure 6.4 that 76 per cent of
contractors have an annual income of less than Tshs. 5 million (US$ 6,250) and
therefore the annual profits are less than Tshs. 500,000 (US$ 625). Based on the same
assumed profit margin of 10 per cent on annual turnover, it could be concluded that the

annual income of 76 per cent of the informal contractors falls outside the taxable range.

However, some interviewed officials expressed the problem of non-payment of taxes to
be that of non-enforcement, rather than non-adherence to tax regulations: Some of the
interviewed people argued that because of the lack of an accurate data base of various
businesses, the government was unable to follow up properly on businesses to pay their
taxes. Others argued that it was a combination of the failure of the government to follow
up and the high rate of tax (35 per cent of profit) which made people reluctant to meet
their tax obligations (Salewi, 1999)*.

It was mentioned earlier that the NCC, an organisation charged with the responsibility
of developing construction industry, has been training formal contractors in
management related aspects of running construction companies and projects so as to
assist them improve productivity, quality, health and safety on construction sites. It
would be beneficial if similar programmes were extended to informal contractors, who
as was discussed in Section 3.5 are the actual executors of work on the construction
sites (Msita, 1999). There has been some attempt to initiate training programmes for the
informal contractors, but they were unsuccessful due to the confusion surrounding the
status of the informal sector (NCC, 1996).

3% Interview responses
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Conclusion )

From the foregoing discussions, it can be concluded that the informal construction
sector is an important component of the construction industry. With the proper support
it could play a very significant role in the country’s economy. Development
programmes for the construction industry, which ignore the informal construction
sector, may be prone to failure, because of the important role provided by the sector in
providing labour for the execution of construction works.

8.2.3 Employment and poverty eradication

In Chapter Six it was established that most informal construction firms are sole
proprietorships, with owners who are mainly artisans. This suggested that most of the
firms were established through the trade route, which was discussed in Section 3.3.3 of
this thesis. Female participation in the informal construction sector is very limited as
revealed by the small percentage of women (less than 5 per cent) who own informal

construction firms.

Most informal contractors employ skilled and unskilled labour on a part-time basis. This
is obvious from the nature of work carried out in the construction industry, which
fluctuate with time and not predictable to justify the full employment of personnel.
Even the formal contractors, because of fluctuating and unpredictable work loads
subcontract the works to trade subcontractors in lieu of employing a permanent work
force (Lee, 1997).

Further analysis of information contained in Figure 6.1 revealed that on average one
informal construction enterprise was able to generate 12 jobs on a part-time basis and
every two enterprises were able to generate 3 jobs on a permanent basis. This is a
significant employment creation potential. It is, however, important to note that
employment in the informal sector is on the basis of know-who and in some cases it is
restricted to family members and close friends (GOT, 1991a). Normally, the informal
contractors keep a list of skilled and unskilled operatives to engage when they acquire
construction contracts. The list would mainly consist of relatives and/or friends, and it
was only when they acquired many jobs or when the people were occupied on other
jobs that they would employ new people.
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There are two different, yet complimentary processes to eradicate poverty. First, poverty
could be eradicated by providing gainful employment to the people. Based on the
discussion above, it could be concluded that the informal sector is able to fulfil this role.
Discussions in Section 2.4 of this thesis revealed that it was generally easier to generate
employment in the informal sector than the formal sector (Ministry of Foreign Affairs,
1997). Therefore for governments wishing to create employment for its citizens, there

was every justification to promote activities in the informal sector (Bangasser, 2000).

The second method to eradicate poverty is to provide goods and services at a price the
poor could afford. To fulfil this, many governments, for example, devise progressive tax
policies in which the rich pay more than the poor (Anderson, 1990). Discussions in
Chapter Two revealed that the informal sector was able to provide goods and services at
affordable prices. Of particular interest to this thesis was the ability of the informal
construction sector to provide affordable shelter to the urban population. As discussed
in Section 3.6.5, the housing problem in Tanzania is very serious, and the informal

construction sector could play an important role in alleviating this problem.

Therefore, the informal construction sectors’ potential of generating employment
coupled with its ability to provide shelter at affordable prices could play an important
role in eradicating poverty, which is a serious problem in Tanzania. However, the
motives for establishing a construction business given in Section 6.8 suggest that the
informal construction business is considered by many to be a survival strategy for
people that have been unable to obtain employment in other sectors, or for people that
have lost their previous employment. There is, however, a small group of informal
contractors (about 8 per cent), that construction business can be regarded as a profitable
business. This group executes projects with an annual tumover above Tshs. 20 million
(US$ 25,000), and could be regarded to be operating illegally since they have the
capacity and capability to formalise their business.

In Tanzania, the potential of the informal sector as a whole, towards alleviation of

poverty through employment has been recognised as reflected in the objectives of the
National Employment Policy (NEP) discussed in Section 4.8.4 of this thesis. Similarly,
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the potential of the informal construction sector towards provision of employment and
cheap shelter has also been recognised as reflected in the NHSDP and the proposed CIP.

Conclusion

From the foregoing discussions, it can generally be concluded that the informal
construction sector can play an important role in creating employment and in
eradicating poverty. Although, the income obtained in the sector is small, its potential
Jfor eradicating poverty is complimented by the cheap prices of services provided by the

sector.

8.2.4 Causes of informality in construction

The literature survey carried out suggested that informality is caused by the difficult
requirements to establish a legal business coupled with bureaucracy on the part of the
government. It was also mentioned in Section 3.6.2 that formal contractors in Tanzania
must register with the CRB and must possess business licenses. Therefore, to analyse
the informality of contractors, it was important to look at the procedures and
requirements for registration with the CRB on the one hand, and the procedures and

requirements for obtaining a business licence on the other.

The procedures and requirements for registration with the CRB.

The procedure and requirements for registration with the CRB were discussed in

Section 3.6.2. However, to reiterate, contractors wishing to register must fulfil
minimum conditions commensurate with the class of registration, with regard to the

following:

) Technical staff,
° Equipment holding;
° Land and service facilities; and

e  Financial standing.
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The above requirements are shown in Appendix 3.1 for the different classes of
registration. These requirements are further discussed in the light of information

obtained from contractors’ interviews.

Technical staff:

The qualifications of the owners of the informal construction firms as discussed in
Section 6.4 are adequate for registration of a construction company at entry level. It was
revealed that owners of 85 per cent of the informal construction firms were either
artisans or civil/building technicians and therefore had the required minimum technical
qualifications set out for directors to establish a construction company. It can therefore
be concluded that qualifications of the owners is not one an obstacles towards

registration of a company.

However, there have been arguments that the requirement of having at least one of the
directors with technical qualifications limits people with capital who would like to
establish construction companies as sole owners. They are forced into unsustainable

partnership with people with technical qualifications.

While the issue of technical qualification is important; equally important is the need to
attract adequate capital into the construction industry. In order to attract capital and yet
maintain quality, owners with non-technical qualifications could be requested to show

proof of employing qualified technical persons as a condition of registration.

Equipment:

The majority of the informal contractors, as discussed in Section 6.5, did not own
construction equipment, and therefore would not qualify to register based on the CRB’s
criteria. On this basis, it can be concluded that the requirements on equipment

ownership are detrimental or a hindrance towards to registration.
The requirement to own minimum equipment as a condition to register in a particular

class can however be criticised. The decision to or not own equipment is taken on the

basis of the extent to which a contractor will make use of the equipment. Ownership of
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equipment whose utilisation levels are very low could bring a loss to a contractor and
thus kill the business altogether. It was shown in Chapter Six that most of the informal
contractors carried out business as labour only subcontractors, and therefore would not
necessarily need the equipment included in the CRB list. In addition the small size of
the projects executed by the informal contractors earned them an inadequate income to
buy the required equipment. At the same time, in a country where financing institutions
are not supportive of the process of establishing a business, the existing requirements
for equipment becomes even more difficult to meet (Kaduma and Msita, 1999). For
example equipment requirements to establish a building construction company in class
VII when translated into financial terms amounts to Tshs. 2.5 million (US$ 3,125). This
amount would be unaffordable to most of the informal contractors who operate mainly
as labour-only subcontractors with the majority having an annual turnover of less than
Tshs. 5 million (US$ 6250). For a contractor with such an annual turnover, assuming a
profit of 10 per cent of the turnover, the annual profit will be Tshs. 500,000 (US$ 625).
If all the profit is invested in equipment it would take 5 years to obtain the equipment,
which is perhaps unnecessary or could be hired more cheaply from the industry when
needed.

Land & services facilities:

The CRB requires contractors to possess a storage yard, a service workshop and an
office. The requirement for the entry class is only the possession of an office with an
area of 10 square metres. However, discussions in Section 6.7 of this thesis revealed
that most contractors operated from construction sites. Only 17 per cent of the
interviewed contractors had an office, service workshop or a storage yard. Based on this
criterion, most of the contractors would not qualify to register with the CRB. Muhegi
(2000b)** argued that this requirement is not detrimental to registering on the grounds
that a contractor fulfilling other registration conditions could easily obtain the required
office facilities on lease terms. However, the problem is with landlords who request the
annual office rent to be paid in one instalment. A simple room of ten square metres,
without any office furniture, would cost more than Tshs. 60,000 (US$ 75) per annum.

3% Interview response.
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Although this is a small amount of money, it adds to the burden of high costs of starting
a business given the fact that it is paid at the start of the business.

Financial standing

The CRB'’s requirements on the financial status of contractors applying for registration
at entry level are very relaxed. Contractors need not provide any evidence of liquidity
nor fixed assets (Mugasa, 1999; CRB, 2000b). Although this could be regarded as a
positive measure in encouraging contractors to register, it could bring up problems of
‘unsuccessful implementation of projects. Contractors admitted without proof of being
financially capable and in the absence of credit facilities would be unable to execute
even very simple projects. Unfortunately, the credit facilities are always based on
redeemable financial securities, fixed assets, etc. To ensure consistency and
performance, similar conditions should have been placéd on the financial status
considering that the maximum value of the projects that entry class contractors are
allowed to execute is Tshs. 50 million (US$ 62,500).

The examination of the projects executed by the informal contractors revealed the extent
they fair with respect to the limit set by the CRB for unregistered contractors. The value
of the projects executed by the informal contractors are generally on the low side with
the exception of about 13 per cent who executed projects with values above Tshs. 5
million (US$=6,250). Despite the small value of projects executed about 49 per cent of
informal contractors would be considered to operate illegally since their project values
exceeded the upper limit of Tshs. one million (US$ 1250) allowed by the CRB for
unregistered contractors. In Section 3.6.2, queries were raised on the justification of this
limit. During interviews, it was established that the CRB assumed that informal
contractors engage in private housing projects on labour-only contracts; and therefore a
limit of Tshs. one million adequately covered the cost of labour of a modest urban
house valued at Tshs. 8 to 10 million (US$ 10,000 to 12,500). According to the CRB,
this limit was large enough and would give enough room for the informal contractors to
operate (Muhegi, 2000b). The CRB further argued that any informal contractor whose
projects are of values greater than Tshs. one million was large enough to register as a

formal construction company in class VII or in specialist contractors category.
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Procedures for inin iness licen

A license to conduct construction business is normally issued by the Regional Offices of
the Ministry of Trade and Industries. Currently a license would only be issued after a
contractor presents his certificate of registration with the CRB. The process involves the
following activities (Dar-es-Salaam City Trade Officer, 1999)*:

. Filling in and submission of license application forms.

. Inspection of business premises (offices) by trade officers and evaluation of the
application. Acceptance of the application would be made if trade officers were
.satisﬁed with the status of directors and the location and condition of the office.
For a construction business some of the issues checked are repetitive since
registration with the CRB was made on the basis of satisfying the same

conditions.

. After trade officers are satisfied that a licence can be granted, the applicant is
informed of the intent. The applicant is then required to open an income tax file,
in which an assessment of income tax (normally a fixed sum for new entrants) is
made. The estimated amount of tax is paid in four instalments, with the first

instalment having to be paid before being issued with a business licence.

s  The applicant is issued a business licence after presenting proof of payment of the

assessed income tax.

Currently, the assessed income tax for class VII is about Tshs. 500,000/- and a business
license costs Tshs. 300,000. So at the start of the business, a contractors is required to
pay Tshs. 425,000 which includes the license fee and first instalment of income tax
(Dar-es-Salaam City Trade Officers, 1999).

36 Interview response.
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Status of interviewed contractors with regard t iness li S

and registration with the CRB

All the interviewed informal contractors were not licensed and registered as contractors.
The major reason given for being unlicensed is not related to the licensing requirements,
procedure or cost, but rather the possibility of conducting a business without a license.
Based on this reason it could be interpreted that failure of the government to enforce the
Licensing Act contributed to the informality in the construction industry. The situation
is however different with regard to registration with the CRB. More than half of the
interviewed informal contractors indicated no knowledge of the law requiring
contractors to register. The informal contractors with the knowledge of the existence of
the CRB did not register their business because they could get away with it. This
suggests that failure of the CRB to enforce the Registration Act contributed to the
informality of contractors. Although contractors mentioned that requirements for
registration, procedures and cost also contributed to their failure to register, it is
doubtful if they would formalise their business if there was a strict enforcement of the

Registration and Licensing Acts.

From the survey, it was still not conclusive that government’s bureaucracy contributes
to informality as argued by de Soto (1989), Thomas (1995) and Trip (1997). It was also
not conclusive that the high costs of establishing a formal business, as argued by de
Soto (1989), Malyamkono and Bagachwa (1990) and Ghersi (1997), contributes to
informality. Non-enforcement of existing regulations was seen to be the main

contributing factor.

Although the results of the contractor survey points at non-enforcement of regulations
as the contributing factor to informality, still the high costs involved with the
registration process could contribute to informality. The level of capital required to start
and run an informal construction business was shown in Section 6.13 to be very low.
The requirements for licensing and registration total about Tshs. 3 million (US$ 3,750)

as shown in Table 8.1.
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Table 8.1 Financial requirements for establishing a

building company in class VII
Minimum Requirements Estimated monetary
value (in Tshs.)
lant and Equipment 2,500,000

e Light duty vehicles — 1 No.
e Hand compactor — 1 No.
o Block making machine — 1 No.

Office requirement ' 60,000
10 m? leased at annual rent of Tshs. 60,0000

Business Licence 300,000
Registration with CRB 90,000
Income Tax 125,000
Estimated fixed income tax of Tshs. 500,000

payable in four instalments

TOTAL 3,075,000

The total financial requirement for establishing a building construction firm obtained in
Table 8.1 suggests that it is almost 150 times more expensive than establishing an
informal company. Moreover, the amount is spent before a company is assured of

getting jobs on its formalisation.

It was mentioned in Section 3.4.3 that the informal construction sector could act as a
stepping stone towards establishing a formal company. The situation that prospective
contractors have to spend large sums of money without any assurance of getting jobs
would discourage the contractors to operate formally. Salewi (1999)*7 suggested that an
allowance could be made for prospective contractors to operate informally or on easy
terms to enable them to acquire the resources required to formalise the business and to
gain ground and confidence in the construction business. At the same time he proposed
that ways should be found to develop the informal contractors and assist those showing
positive signs of growth to register. The proposed classification system shown in Figure
3.4 could form a basis for the creation of a system which would enable informal
construction firms to grow progressively from their emergence to established informal
contractors ready to register as formal construction firms.

37 Interview response.
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It was not established whether the non-enforcement of the licensing regulation was due
to the high costs associated with their enforcement or was due to the government’s
softening stance towards the informal sector. The CRB, in its case, reported to have
limited resources to monitor the activities of registered and unregistered contractors
(Muhegi, 2000b). The CRB generates the funds required for its activities from fees paid
by contractors. To acquire adequate funds to monitor contractors, it must register as
many contractors as possible and charge higher fees. Registration of many contractors,
particularly in a situation where they have to pay fees to be registered, would largely be
determined by the market conditions. In situations where there is a booming
construction market, more contractors would be willing to join the business. When the
market is in recession, some of the already registered contractors would stop the
construction business, and the aspiring contractors would find no incentive to join, due
to high competition. There is therefore, at any given time, a threshold number of
contractors that would register commensurate with the market conditions. Charging
high fees, would discourage contrac;ors from registering, and could be considered
unfair unless the charged fees are used to improve the contractors’ share of jobs in the
market.

The limited resources available to implement regulations bring up an important aspect,
which tends to be ignored when setting up new policies, laws or regulations. If
regulations are instituted without regard to the resources required for implementation,
they become impossible to implement and this manifests itself as a failure of the
policies or regulations. It would always be useful for governments to have fewer
regulations, which could be implemented, rather than have many regulations, which can
not be implemented.

According to Muhegi (2000a), the requirements of registration for Class VII contractors
are already on the lower side. While this is not debatable, the CRB still has a room and
a duty to introduce more classes or special categories of contractors with simple and
affordable entry requirements. Trade subcontractors discussed by Lee (1997) are

examples at hand.
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Currently the CRB has a group of specialist contractors, which according to Muhegi
(2000a), is supposed to take care of contractors who do not qualify to register as Class
VII building or civil works contractors. Specialist contractors category, however, relate
to trade specialisation, and not to the size of the contractor. For example, trades given
under this group relating to building and civil works include terrazzo paving, roofing,
glazing, demolition, plumbing and sanization, drilling, water works and sewerage,
piling, paving, landscaping and labour based road maintenance (CRB, 2000b). Although
some informal contractors specialise in some of the trades mentioned, they still do not
fit into this classification since most are small and they supply labour only. It is
proposed that a special category of labour only contractors should be established, and

within it several groups should be identified depending on the size of the enterprise.

Conclusion

From the contractors’ survey it was not canclusive whether high costs, bureaucracy and
difficult conditions and requirements weve responsible for informality. Instead non-
enforcement of regulations was found to be the cause of informality in construction.
However, it has been argued that it is almost 150 more expensive to establish a formal
than an informal construction business, with the expenses incurred at start up without
assurance of getting jobs once a formal company has been established. It is therefore
concluded that even if there were enforcement of regulations, prospective contractors

could not afford the high costs associated with establishing a formal business.

8.2.5 Linkages between formal and informal construction sector

Section 2.5 of this thesis discussed the relationships between the formal and informal
sectors, and it was suggested that existirg linkages were benign and benefited both
sectors. In addition, Section 2.5 showed that the collaboration between the formal and
informal construction sector manifests itself mainly through subcontracting

arrangements. In this section, the following modes of collaboration will be discussed:

o Collaboration between informal contractors and informal materials and equipment
suppliers;

° Collaboration between formal contractors and informal contractors;
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e  Collaboration between formal contractors and informal materials and equipment
suppliers;,

e  Collaboration between large and small contractors.

Informal contractors versus informal materials and equipment suppliers:

The survey results generally showed a limited collaboration between informal

contractors and informal materials suppliers. It was shown that most of the informal
contractors were engaged in labour-only contracts, and therefore their involvement in
the supply of building materials for projects was limited. There is a possibility that the
clients obtained the building materials from the informal suppliers; however, this was
not investigated. It is therefore inconclusive as to what extent the informal contractors
use materials from informal materials suppliers. However, the absence of the direct
purchase of materials by the informal contractors from informal materials suppliers does
not rule out the use of materials from this source which could have been brought to the

site by the clients.

There is equally limited collaboration between the informal contractors and informal
equipment suppliers. In this particular case, two reasons could be suggested for this.
Firstly, most of the activities carried out by the informal contractors are labour intensive
and make use of simple tools only. Secondly, with the exception of tipper trucks and
pickups, only limited construction equipment is available in the informa! sector.

Formal versus informal contractors

The formal and informal contractors’ survey established a high tendency for small and
large contractors to subcontract construction works to informal contractors. Most of the
informal contractors were subcontracted to supply labour for activities like concreting,

steel fixing, formwork fixing, masonry, plumbing, tile fixing, roofing, etc.

The working relationships between the two were found to be beneficial to both sides.
The informal contractors, apart from gaining access to work, and therefore income, also
gained skills. However, the skills gained by informal contractors were perceived to be

more when working for large and medium contractors than when working for small
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ones. This could be attributed to the fact that large and medium contractors were in
many cases involved in large and more complex projects compared to those awarded to
small contractors. Also, large and medium contractors, in principle, were expected to
have more experienced personnel who may impart the necessary skills to the informal

contractors’ personnel.

For the formal contractors, subcontracting to informal contractors helped them keep the
labour force to a minimum. It was discussed previously that the construction industry
suffers from fluctuating workloads, and contractors always take precautions by having
only a core group of technical staff, and the rest were obtained from the labour market
through subcontracting. The informal contractors in this case are used to supplement the
large contractors’ labour force, and act as a buffer to fluctuating workload. Normally the
formal contractors core workforce would include workers on trades, which are regularly
executed by the company. Other less regular trades were normally subcontracted out.
Here again the informal sector is used to supplement unavailable skills within the

company.

The overall benefits of large and medium formal companies subcontracting whether to
small formal or informal contractors include the creation of employment buffers to
fluctuating workload, obtaining expertise not within the company and relieving the
company oi’ training costs. The first two benefits are not harmful to the construction
industry. In fact they provide the opportunity for the small and informal contractors to
participate in the construction process in what is otherwise a very competitive
environment. The last benefit is however a problem which the construction industry
needs to address. Actually, as discussed in Section 3.5, one of the disadvantages of large
firms subcontracting to small firms is that of large firms divorcing themselves from the
well being of the construction workforce. Labour only subcontracting enables large
firms not to train employees and not to pay workers benefits, etc., (Gruneberg, 1997).
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Large versus small formal contractors

Large contractors subcontract extensively to small contractors. It was shown in section
7.8 of this thesis that about 93 per cent of the interviewed large and medium contractors
subcontracted to small contractors, and this was corroborated by about 51 per cent of
the interviewed small contractors that indicated that their major clients were large and
medium contractors. The major reasons for subcontracting are similar to those of formal
contractors subcontracting to informal contractors and the benefits also almost flow
along the same lines but with the small formal contractors in this case taking the

position of the informal contractors.

However, despite the fact that subcontracting provides employment of the small
contractors, there was large downward plundering, with large contractors carrying out
small projects relative to their class limits. It was mentioned in Section 3.3.4 of this
thesis that a move by the CRB to prevent downward plundering was rejected by the
large and medium contractors on the argument that it would kill competition, which is a
key ingredient in an open market economy which is being encouraged by the
government of Tanzania. While it is acceptable that competition and transparency in the
tendering process is the key to a strong construction industry, it would be important to
find mechanisms which would ensure that contractors in the lower end of the spectrum
get a share in the existing competitive construction markets. It has been argued that for a
construction job in which a larger construction firm competes with a small firm; the
smaller firm’s chances of winning are better because of its lower overhead costs.
However, small contractors argued to the contrary. In many cases, although the value of
the project falls within their class limit, it is the medium and large contractors who are
invited to tender. In other situations projects are made unnecessarily big thus excluding
their participation. Therefore, what is actually lacking is not competition, but rather a

chance to compete through invitation to tender.

There is equally a considerably large number of small contractors who carry out
projects exceeding their limit. As discussed in Section 7.2.1, contractors can only
execute projects with a value exceeding their class limit if they are granted a

dispensation from the CRB. According to the CRB’s rule 20 (5) execution of projects
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above the class limit without dispensation is a punishable offence in which a contractor
is liable to a fine of 10 per cent of the excess amount or Tshs 500,000 (US$ 625) which
ever is higher (Mwambungu, 2000). This is also debatable. If the CRB can allow large
contractors to encroach on small contractors’ territory, why should they protect the large
contractors’ territory? The decision to hire a specific contractor should rest with the
client. In the same way that a client is free to award a Tshs. 10 million (US$ 12,500) to
a Class I contractor, he could decide award a Tshs. 200 million (US$ 250,000) contract
to a Class VII contractor who is capable of performing and completing the contract to
his satisfaction. Some of the interviewed government officials and contractors proposed
that the CRB’s registration of contractors should be limited to providing guidelines to
the clients on the capacity and capability of contractors in different classes. In addition,
they should educate clients on the dangers of taking a contractor of a lower class for a
big job. Otherwise, the decision of choice of contractors for any size of the project

should be left entirely to the client without any limitation on the class.

Formal contractors versus informal materials suppliers

Many formal contractors use construction materials from the informal matenals
suppliers to supplement their own sources. Apparently the materials purchased include
those with a notable input of the informal sector operators, like the quarry products, pre-
cast concrete products, and timber and timber products.

The building materials sub-sector has a notable involvement of the informal sector
operators. A visit to roads leading to major construction areas in Tanzanian cities would
reveal a considerable number of people involved in the production of concrete blocks
and pre-cast concrete products like fencing poles, decorative fencing blocks, etc, and
selling sawn soft and hardwood timber, props etc. The quality of the materials produced
varies very much to satisfy different categories of clients. For example, a simple
measure of the quality of sand-cement or concrete blocks is the number of blocks
obtained from one bag of cement. For a 460 x 230 x 150-mm blocks, one bag could be
used to produce 30, 25 and 20 blocks with prices ranging from Tshs. 250 to 600 (US$
0.32 to 0.77). Because of this ability to address wide quality requirements by the clients,
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the informal material producers and traders have experienced a growing market
(Mpembe, 1999).

Another area where informal material suppliers are found in Tanzania is in the selling
and production of crushed aggregates. Here again the material produced differs in
quality and hence prices. But also, compared to formal producers of aggregates who sell
in some specified large quantities, the informal suppliers can sell in very small

quantities to meet customers’ demand and transport capacities.

Generally, there is a large potential for the informal materials producers to cater for
different categories of customers in the construction industry, and could therefore
contribute to the alleviation of housing problems. Indeed the NHSDP encourage the
informal sector to engage in the production of building materials (GOT, 2000a:41).

Formal contractors versus informal equipment suppliers

A considerable proportion of small formal contractors was found to use equipment from
the informal equipment suppliers. The situation is different from their larger and
medium counterpart, of which only a few use equipment obtained from the informal
sector. The main equipment hired by the small contractors consists of concrete mixers
and vibrators, tipper trucks and pickups, which corroborate the suggestion given earlier
that this is the main equipment found from the informal suppliers. It can, however, be
argued that with the exception of concrete mixers and vibrators, which are not licensed
owners of pickups and tipper trucks can not be regarded as informal. To own a pickup
or tipper truck, it must be properly registered and issued with a paid road license. The
road licences are renewed annually subject to proof that the owner of the vehicle has

paid all the necessary taxes.

Regardless of whether tipper or pickup owners are formal or not, a substantial number
of such equipment exist on the market. This raises a question of necessity for
prospective contractors in class VII to own a light duty vehicle, which could easily be

obtained from the market as required.
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Conclusion

From the above discussion it can be concluded that there is a wide collaboration
between large and small formal contractors; formal contractors and informal
contractors; and formal contractors and informal material suppliers. The informal
contractors and suppliers benefit by gaining income while the formal contractors gain
by supplementing resources available in their companies. The relationship between the
two sectors is therefore symbiotic. The nature of links can be well presented
diagrammatically as shown in Figure 8.1

LARGE AND MEDIUM < > SMALL FORMAL
FORMAL CONTRACTORS CONTRACTORS
V.
A
27N \ 4
INFORMAL MATERIALS INFORMAL INFORMAL EQUIPMENT
SUPPLIERS $| CONTRACTORS P SUPPLIERS

Key to arrows

<P Strong Link

Figure 8.1 Mode of collaboration between the formal and informal construction sector
in Tanzania

8.2.6 Constraints faced by the informal contractors

Informal contractors lack adequate capital and have difficulty in accessing equipment
needed to establish a business. However, these problems, would not be considered very
critical given the fact that the activities of the informal contractors are mainly labour
intensive and therefore do not require large capital outlay. This is proved by the small
start up and working capital, which was on average US$ 24 and USS$ 3 respectively in
1991 (GOT, 1991a). In 1995 the average start up capital was US$ 37 (GOT, 1995).
Such small capital, on the one hand, makes it possible for people to establish a business

from their own savings or borrowing from friends without recourse to formal credit
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institutions like banks. On the other hand, it makes it difficult to prosper and grow into a

competitive business.

The informal contractors face a number of problems in running their business, including
the lack of financing, difficulties in obtaining projects, lack of equipment and lack of
skilled labour. It is, however, the opinion of the author that the problems of lack of
financing and equipment given by the contractors are mainly related to the
establishment of the formal business rather than running an informal business. From the
-nature of their operations, as disclosed in the interviews, most informal contractors need
only simple tools and in a situation where a particular piece of equipment is required,
the client would normally provide it. Difficulties in obtaining projects could be
attributed to the large number of informal contractors competing for a few jobs
available in the market. In some cases, even small registered contractors compete for the
same jobs thus aggravating the problem (Mwaiselage, 1992). The problem of skilled
labour is not a manifestation of the informal sector alone. Even the formal sector suffers
the same problem as evidenced in the quality of finished projects in Tanzania (Msita,
2000).

Conclusion

It can be concluded from this section that informal contractors suffer a number of
problems during start up, which hinder the establishment of viable business units. At the
same time they suffer a number of problems during the execution of their business
which hinders their growth.

8.3 POLICIES ON INFORMAL SECTOR DEVELOPMENT

The role of policy in developing the construction industry and the informal sector was
discussed in Sections 4.6.1 and 4.7.1 of this thesis respectively. Efforts in the
formulation of policies that have an effect on the construction industry and the informal

sector industry were discussed in Section 4.8.

It was discussed in Section 4.5 of this thesis that that prior to 1991, the Tanzanian

policy framework was that of socialism and self-reliance. Within this framework the
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participation of the private sector in major economic activities was limited. The
government also could not tolerate the informal sector activities. It is therefore obvious
that before 1991 there was no effort to develop the informal sector. It was also
discussed in Section 4.3.1 that policies are developed to solve problems that affect or
occur in a society. Approached from this angle, before 1980 the economic performance
of Tanzania was good and the informal sector did not manifest itself as a serious
problem. During this period there was no need to formulate policies on the informal
sector.

The period after 1980 was characterised by increasing informal sector activities due to
economic hardships experienced by the Tanzanian population. The government
instituted various policies/measures discussed in Section 4.7.2 aimed to end the
informal sector activities. These policies failed because they did not address the actual
problems that led to informality.

It was only after 1987 that the government started to recognise the role played by the
informal sector in the alleviation of economic hardships facing the population. This led
to the conduct of NISS in 1991 and since then there have been uncoordinated efforts
towards developing the informal sector. In recognition its role, a number of policies
aimed at promoting and supporting this sector have been developed, or are still in
different stages of development. The Small and Medium Enterprise Policy (SMEP)
discussed in section 4.8.6 of this thesis in particular takes on board the development of

the informal sector.

The problem of the SMEP, however, is related to grouping of all enterprises from very
small street vendors to large enterprises with annual turnovers of about Tshs. 500
million (US$ 625,000). The different groups of enterprises covered by the SMEP were
illustrated in Figure 4.3, and it was mentioned that this research is mainly concerned
with the unlicensed and unregistered individuals or enterprises that fall fully under the
informal sector operators or partially under crafts and micro enterprises. It is argued that
the different groups presented in Figure 4.3 would require different policy intervention
for their development. For example, while it would be possible to market the large
enterprises to the financial institutions to obtain loans required to establish and run

242



business, the same marketing would fail for the enterprises at the lower end of the
spectrum. Grouping of very small and large enterprises together may result into
diversion of resources to the more strong enterprises placed at a better position to

compete for the scarce resources.

At the same time enterprises in different industries for example, those in manufacturing
may require different interventions from those in construction. The SMEP is more
inclined towards enterprises in manufacturing and trade industries, hence for example
the strategies for developing clusters/estates for small and medium enterprises may not
work very well for enterprises in construction industry or in mining and quarrying. The
SMEP marries well with the Sustainable Industrial Development Policy (SIDP).
Actually, the SMEP could be regarded to be an amplification of strategies to develop

small and medium enterprises contained in the SIDP.

It is argued that because of the differing nature of operations and problems in various
industries, the development of the informal sector should be tackled at the industrial
level. The policy on the informal sector should only focus on giving a direction and a
guideline on the status of the informal sector and a general development framework, and
leave out the specific details of development to the respective industries, where different
categories of the informal sector belong. The different industries will be in a better
position to gauge the development of the informal sector in line with their overall short
and long-term development plans. For example, the development of the informal
construction sector should be the responsibility of the construction industry, and this
should be clearly reflected in the construction industry development policy.

The proposed Construction Industry Policy (CIP) addresses the role played by the
informal construction sector and gives strategies for improving the performance of the
informal sector. The strategies have a clear vision of what is to be done, but as was
discussed in Section 4.8.2, the policy remain silent on who will be responsible for the
development of the informal construction sector and other policy issues. From previous
discussions it is clear that a large group of operators in the informal construction sector
are in construction and a few in design. Already organisations exist that are responsible

for monitoring construction and design in Tanzania. For example, the role of the CRB

243



in monitoring the informal contractors is currently not very clear. Despite a call that was
made in the Annual Workshops of CRB in 1999 to recognise the potential of the
informal contractors and to introduce additional classes that would accommodate the
small informal contractors; the CRB still does not find a justification of this request
(Muhegi, 2000a).

Another problem of the CIP, which was mentioned in Section 4.8.2, was the lack of
adequate representation of the stakeholders in the policy formulation process. The
identification of relevant stakeholders with their views on the policy and possible
reaction was mentioned in Section 4.3.1 to be one of the basic components of good
policy making. Problems identified above with the CRB not identifying itself with the
development of the informal contractors could be attributed to non-adherence of this
basic requirement of good policy making. The actions of the CRB contradict the
strategies contained in the CIP to develop the informal construction sector; indicating

that the CRB, as a contractor regulating body, did not consent to the proposed strategies.

The National Human Settlement Development Policy (NHSDP), despite acknowledging
the role played by the informal construction sector in the provision of urban and rural
housing, does not give strategies on how the informal construction should be mobilised

and assisted to perform this role better.

Conclusions
From the above discussions it can be concluded that:

e  Different policies that are being developed lack co-ordination and adequate
involvement of the stakeholders during their formulation.

e The SMEP, which is expected to take care of the informal sector, is inclined more
towards enterprises in manufacturing and trade industries and groups together
the unlicensed very small enterprises to the licensed large enterprises. This
grouping may divert resources towards the more developed and stable licensed
enterprises leaving the unlicensed small enterprises with inadequate resources for
develgpment.
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. The CIP gives clear strategies for improving the performance of the informal
construction sector, but does not assign responsibilities of implementation to any
specific bodies. Bodies that exist for the development and monitoring of the
construction industry like the CRB do not have defined programmes for the

development of the informal contractors.

8.4 IMPLICATION OF THE RESULTS TO THE RESEARCH HYPOTHESIS
8.4.1 General

The research hypothesis were set out in Section 1.4 of this thesis, and it was argued in
Section 5.8 that it is through the acceptance or rejection of the research hypotheses that

this research would have answered the research problems and contributed to knowledge.

The discussions in Sections 8.2 and 8.3 in this chapter gave a summary of information
that is required to test the hypothesis.

8.4.2 Hypothesis one

Hypothesis one states that “there are no appropriate policies on informal sector

activities in Tanzania’ .

Discussions in Section 8.3 of this chapter show that in the 1990s there had been efforts
in Tanzania to recognise and formulate policies for the informal sector. The carrying out
of the NISS in 1991 (GOT, 1991a) and DISS in 1995 (GOT, 1995) shows the
recognition given to the sector and efforts made to understand how the informal sector

in Tanzania is structured.

The already formulated policies like the NEP, SIDP and NHSDP, and those under
formulation like the SMEP and CIP recognise the role played by the informal sector.
However, there are problems as given in the conclusion to Section 8.3 of this chapter,
which may hinder the proper implementation of the proposed policies. The grouping of
unregistered and unlicensed small enterprises together with the licensed large
enterprises and the grouping of informal sector enterprises of different industries

245



together are particularly seen to be the mzjor obstacles to the successful implementation
of the SMEP. |

Although the CIP gives clear strategies for improving the performance of the informal
construction sector, the lack of assigning responsibilities of this role to a particular
organ and the inadequate involvement of stakeholders in the policy formulation process
are seen as obstacles towards the successful implementation of the proposed strategies.

In Section 4.2.1 of this thesis it was discussed that a good policy is one that is capable
of implementation. With the highlighted problems above, it is doubtful whether the

policies being formulated would be implemented successfully.

On the basis of the above arguments, hybothuis one is accepted leading to a
conclusion that there are no appropriate policies on the informal sector activities in

Tanzania.

Note that accepting hypothesis one does not indicate an absence of policies on the
informal sector in Tanzania. What is lacking is the appropriateness of the policies. The
arguments presented, which forms the basis of accepting the hypothesis show that
although policies -exist and some are in the process of formulation, they are

inappropriate and incapable of successful implementation.

8.4.3 Hypothesis two

Hypothesis two states that “there are potential benefits of interaction between the
Jformal and informal construction sectors™.

The significance of the construction industry to the Tanzanian economy was presented
in Section 3.3 of this thesis. It was argued that the given contribution to the economy
was an underestimation of its overall contribution because it excluded the contribution
made by the informal construction sector. The economic significance of the informal

construction sector was summarised in Section 8.2.2.
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From the reported contribution of the formal and informal construction sectors, it is
obvious that both sectors have a significant share in the overall contribution of the
construction industry to the national economy, and that the sectors cater for different
markets of the industry. The formal sector cater for the more organised public, large and
small private sector organisations and upper and middle-income individuals, while the
informal sector cater for the small private sector organisations and the middle and lower

income individuals.

In addition, the two sectors interact as discussed in Section 8.2.5. There is a wide
collaboration between the formal contractors and informal contractors and material
suppliers. Through this collaboration, the formal contractors are able to supplement the

pool of their resources, while the informal counterparts gain income.

On the basis of the above arguments, hypothesis two is accepted leading to a
conclusion that there are potential benefits of interaction between the formal and

informal construction sectors,

8.4.4 Hypothesis three

Hypothesis three states that “lack of appropriate policies on the informal sector has
resulted in @ non-realisation of potential benefits of interaction between the formal and
informal construction sectors in Tanzania”. In Section 5.8.3 it was discussed that this
hypothesis links the first and second hypotheses, and gives a causal relationship
between the two, suggesting that benefits of interaction between the two sectors could
be realised if there was appropriate policies. It was also mentioned in Section 5.8.3 that
deductive reasoning would be used to accept or reject this hypothesis, and that it would
be accepted only if both hypotheses one and two have been accepted.

Since both hypotheses one and two have been accepted, hypothesis three is thus
accepted. It is therefore concluded that the lack of appropriate policies on the
informal sector has resulted in the non-realisation of potential benefits of

interaction between the formal and informal construction sectors in Tanzania.
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Although hypothesis three has been accepted based on deductive reasoning, the review
of what is happening in the construction industry in Tanzania reinforces this acceptance.
For example, in Section 3.5 of this thesis it was mentioned that subcontracting could be
used to foster collaboration between the formal and informal contractors. The
contractors’ survey has proved that indeed, there is extensive subcontracting between
the formal and informal contractors, which is beneficial to both parties. However, there
are efforts by the CRB to prevent this kind of subcontracting. The CRB is able to do so
because there is no policy which sets out clearly the status of the informal contractors
and what should be done to promote them. Banning subcontracting will of course stop
the flow of benefits between the parties.

8.5 IMPLICATION OF THE RESULTS AND ACCEPTANCE OF THE
HYPOTHESES TO THE CONSTRUCTION INDUSTRY IN TANZANIA

Some of the major findings on the literature review and contractors’ survey discussed in
Sections 8.2 and 8.3 have been used to test the research hypotheses in the previous
section, resulting in the acceptance of all the hypotheses. This has the following

implications to the formal and informal construction sectors in Tanzania:

o There is a need to formulate new policies and/or review the existing policies so
that they rid the informal construction sector of the constraints discussed in
Section 8.2.6, and they encourage and foster collaboration between the formal and

informal construction sectors in all areas discussed in Section 8.2.5.

. In the absence of assistance to the informal construction sector, there is a need to
review the licensing and CRB’s registration procedure so as to encourage more

contractors to join the formal sector and benefit from its available facilities.

In the next chapter policy proposals for the development of the informal construction

sector will be given.
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8.6 SUMMARY

This chapter discussed the major findings of the literature review and contractors’
survey, and used them to test the research hypotheses. Based on the findings, all three

hypotheses were accepted.

The chapter showed that the informal construction sector is an important part of the
construction industry, and contributes significantly to the GDP and capital formation of
the Tanzanian economy. The sector also provides employment and plays an important

role in the eradication of poverty.

The chapter also discussed the causes of informality and revealed that a lack of
enforcement of regulations was a contributing factor. In addition, the chapter discussed
the nature and extent of collaboration amongst formal contractors and between formal
contractors and informal contractors and material and equipment suppliers. It showed a
wide collaboration between large and small formal contractors, formal and informal
contractors, and formal contractors and informal materials suppliers. However, the
informal contractors’ potential to perform was beset by a number of constraints like lack
of capital, lack of skilled manpower and lack of support from the government.

Finally, a summary of efforts to develop policies aimed to develop the informal sector
was presented, in which it was concluded that the policies being developed are

inappropriate for the development of the sector.
In the next chapter, the major conclusions and policy proposals for the development of

the informal construction industry in Tanzania will be discussed. Recommendations for
further studies would also be given.
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CHAPTER NINE

CONCLUSIONS AND RECOMMENDATIONS

9.1 INTRODUCTION

The aim of this research was to establish how the absence of appropriate policies on the
informal sector has affected the realisation of potential benefits of interaction between
the formal and informal construction sectors in Tanzania. The research examined the
role of the informal sector in the national economy, particularly in the provision of
employment and poverty alleviation. The construction industry of developing countries
‘was also analysed: the main emphasis being placed on the structure of the industry, and
how this affected the informal/formal dichotomy. The role that could be played by the
informal construction sector in the provision of shelter for the urban poor and, in
subcontracting was also examined. Several policies that impact on the informal sector
and the construction industry were analysed to find out their appropriateness towards
fostering collaboration between the formal and informal construction sectors.

Through the literature review and the interviews of formal and informal contractors in
Tanzania, the research has established that the interaction is beneficial to both sectors.
However, the existing policies are detrimental to the interaction.

This chapter presents the major conclusions of this research and gives proposals on
what should be done to promote the performance of the informal construction sector to
enable it to contribute positively towards the growth of the construction industry in
Tanzania. It particularly addresses the policy interventions necessary to promote the
sector, and aims to add on the efforts already in place. It is argued that the given policy
proposals could be useful to the legislators and all bodies involved with the

development, control and monitoring of the construction industry in Tanzania.
Finally recommendations for further research and actions are given and a critical

assessment of the adopted research method and the contribution to knowledge made in

this research is made.
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9.2 CONCLUSIONS

9.2.1 The importance of the informal construction sector to the
economies of developing countries

The importance of the informal construction sector to the economies of developing
countries was discussed in Chapter Three. As can be seen, despite its importance, the
sector was ignored and was not assisted to develop in the same way as the formal sector.
This thesis has further demonstrated that, even without the support of the government,
the sector is growing and contributes significantly to the GDP, value added, and
employment of the construction industry in Tanzania. It particularly plays a leading role
in the provision of rural and urban housing: which is a major concern to developing
countries like Tanzania. This thesis therefore concludes that the contribution of the
sector to the economy of Tanzania would be more than what was established in this
research, if the government was to institute measures that would rid the sector of the

problems inhibiting its performance, and that would promote its positive contribution.

9.2.2 The role of policies towards developing the informal construction sector

The role of policies towards the development of the informal sector and the construction
industry was discussed in Chapter Four. Various policies including the CIP, the
NHSDP, the NEP, the SIDP and the SMEP were discussed in relation to their impact on
the informal construction sector. The research established that the existing policies in
Tanzania do not promote and facilitate the activities of the informal construction sector.
They lack co-ordination and do not specifically focus on the characteristics of the
informal construction sector, and hence the need to revise the policies and harmonise
them to address the characteristics and to cater for the needs of the informal

construction sector.

9.2.3 The role the of informal sector in subcontracting in construction industry

The prevalence and importance of subcontracting in the construction industry was
discussed in Chapter Three. This research has established that large formal contractors
subcontract their work on a labour-only basis to small formal and informal contractors.
Similarly, small formal contractors subcontract on a labour-only basis to informal

contractors. The informal contractors were therefore seen as a pool of construction
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workers, used by the formal contractors. In this set up, it was established that formal
contractors benefited by getting cheap labour and supplementing the labour force and
skills available in their companies and the informal contractors benefited by gaining an

income and improving their managerial and technical skills.

Given the importance of subcontracting, it was suggested in Chapter Three that
governments could encourage subcontracting through introducing appropriate policy
measures: subcontracting preference policy and subcontracting regulations policy (ILO,
1987). However, the prevalence of subcontracting in the informal sector of the
construction industry makes it difficult for programmes designed to develop the
industry, through such measures as training to succeed, since in many cases they do not
address the actual people involved in construction operations i.e. the informal
contractors. In promoting subcontracting, care should therefore be taken to ensure that
technology transfer takes place from the more skilled formal contractors to the less
skilled informal contractors and thereby lead to an increase in productivity and the
quality of finished products.

9.2.4 Informal construction sector as a route towards the establishment
of strong and viable construction companies

It was established in this research that it is about 150 times more expensive to establish
a formal construction company compared to an informal one; and this contributed to
aspiring contractors to operate informally. It was however suggested that the informal
sector could be used as a stepping stone towards the establishment of strong and viable
construction companies. Therefore, with the proper operating environment, such as the
existence of a recognised classification of labour-only contractors, the aspiring
contractors could enter into the industry at the lowest level, and progressively move into

higher more demanding classes of contractors as they gain capital and experience.

92.5 Measurement of the informal sector

The direct and indirect methods used for measuring the size of the informal sector were
discussed in Chapter Three. On the one hand, direct methods, particularly the household
surveys, are used to generate data on the informal sector by means of intensive

investigation of the given representative populations. Indirect methods, on the other
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hand, make use of already available statistics to determine the size of the informal
sector. The indirect methods were found unsuitable for Tanzania and other developing
countries, where statistical data are inaccurate and where large segments of the
population still practise barter trade. It was concluded that a micro-level approach of
discrepancy between national expenditure and national income statistics based on data
of income and expenditure from representative communities established by household

surveys best suited the situation in Tanzania and other developing countries.

*9.2.6 Linkages between formal and informal construction sectors

This research established the nature and benefits of collaboration between formal and
informal contractors. Strong links of collaboration were established between large and
small formal contractors; large formal contractors and informal contractors; small
formal contractors and informal contractors, and formil contractors and informal
material suppliers. Labour only subcontracting was found to dominate the collaboration
amongst large formal contractors with small contractors, and formal contractors with

informal contractors.

However, despite the fact that small formal contractors and informal contractors were
able to obtain jobs under this arrangement, there was a considerable amount of
downward plundering, in which large contractors undertake small works, which could
be undertaken by small contractors. It was generally observed that downward

plundering was not healthy for the development of small contractors.

9.2.7 Informality in the construction industry

It was established in this research that informality in the construction industry was
mainly caused by non-enforcement of regulations set up by the CRB and licensing
authorities. However, it was argued that although the enforcement of regulations would
reduce the number of informal contractors, still with stringent regulations and high costs

it was unlikely that most of those operating informally would formalise their businesses.
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This research does not, however, argue in favour of relaxed conditions, since this would
lower the quality and calibre of the contractors; instead, it calls for the introduction of a

parallel registration system for labour-only contractors with relaxed entry requirements.

9.2.8 Role of informal construction sector in employment and poverty
eradication

It was established in this research that the informal construction sector has a large
potential to generate employment in the construction industry. On average a single
enterprise was found to generate 12 part-time jobs and 1.5 permanent jobs. Most of the
jobs generated by the sector are of low skills and therefore offered the opportunity for
people with low education and skills to work in the construction industry. At the same
time it was concluded from the literature review that the informal construction sector is
able to provide shelter at cheap and affordable costs to most of the rural and urban
population. The combination of the two, i.e., the ability to generate employment and the
ability to provide shelter at affordable prices, makes the sector’s potential to alleviate

poverty very high.

9.3 RECOMMENDATIONS FOR ACTION
9.3.1 The CRB’s role in the development of the informal contractors

In Chapter Three it was discussed that informal contractors form the lower end of the
contracting industry. It was also discussed that there is a two-way movement of
contractors in the conceptual boundary of mformal/formal sectors shown in Figure 3.4.
Successful established informal contractors looking for new formal markets register
their company and cross over to the formal side. At the same time, some unsuccessfully
registered contractors failing to get jobs in the formal markets decide to become

informal.

Since it is the role of the CRB to control and monitor the contracting industry, it is
important that it should find ways which would help contractors who are formal not to
revert to informality and encourage those -hat are informal to become formal. It was
mentioned previously that the current minimum conditions to register a construction

company in class VII are unaffordable to many aspiring contractors. It was also
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mentioned that the CRB is of the opinion that the current conditions are on the low side,
and lowering them further would lower the standard of the construction services
offered.

This thesis does not dispute the CRB’s stand of refusing to lower entry requirements for
different classes. However, it is strongly recommended that the CRB should introduce a
parallel registration system for labour-only contractors operating in a limited location.
An example could be borrowed from the Singapore List of Trade Subcontractors
(SLOTS). According to Lee (1997), by 1997, there were 500 trade subcontractors
(Kepalas) registered with SLOTS since its establishment in 1992. What Lee (ibid.)
referred to as trade subcontractors are synonymous with informal contractors, who make

up a considerable portion of workers in construction sites.

Using the example of Singapore, a classification system of informal contractors with
lowered entry requirements could be established by the CRB based on the categories of
informal contractors given in Figure 3.4. Table 9.1 shows the proposed classification
system, which divide the informal contractors into four levels. The value of the
contracts and description of the contractors are not fixed but rather give an indication of

what different levels may consist of.

The proposed classification system borrows the classification system of emerging
contractors in South Africa proposed by Milne (1994), Milne and Atkins (1996) and
Hodgson and Gwagwa (1997). The limits to the proposed categories of contractors are,
however, based on Tanzania situation taking into consideration the results of the
informal contractors’ survey. The survey established that 73 per cent of the interviewed
contractors had executed projects with maximum value not exceeding Tshs. two million
and 14 per cent with a maximum values between Tshs. 2 to 5 million (US$ 2,500 —
6,250). Similarly 4 per cent had executed projects with a maximum value between Tshs.
5 to 10 million (US$ 6,250 — 12,500), and 4 per cent projects with a maximum value
between Tshs. 10 and 20 million (US$ 12,500 — 25,000). With the proposed
classification, contractors in category 1 are equivalent to hawkers or street traders

currently issued with trading licences by city and/or municipal councils in Tanzania at
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affordable rates and are not liable to payment of taxes (Dar-es-Salaam City Trade

Officer, 1999).
Table 9.1 Proposed classification of informal contractors
Contractor Categories Value of contract | Type of contracts/ Description
in million Tshs | Clients
CATEGORY 1 <2 (USS$ 2,500) | Labour only An individual with
Artisan practicing own contractor to private | skills in one or more of
trade skills without house developers or | the following trades:
= employing workers, subcontractor to bricklaying, carpentry,
capable of working on registered contractors | plastering, tiling ,
g @ | one project at a time on small contracts plumbing etc.
=%=)
E s CATEGORY 2 2-5 Labour only Individuals with skills
o é Artisan or artisans (USS$ 2,500- contractor to private | in one or more of the
& b= | practising own trade 6,250) house developers or | following trades:
Q% | skills and employing subcontractor to bricklaying, carpentry,
5 O | workers not exceeding registered contractors | plastering, tiling,
= five and capable of on large contracts plumbing etc., and
- working on a capable of managing
maximum of two workers.
projects at a time
CATEGORY 3 5-10 Labour only Individuals with
Technician/Artisan (USS 6,250- contractor to private | technical skills to
employing several 12,500) house developers or | supervise and manage
workers of different subcontractor to several construction
g 2 trades and capable of registered contractors | workers of different
& 8 executing up to five on large contracts trades
a E projects at a time
& £ [CATEGORY 4 10-20 Full contractor to | Individuals with
=l 8 Established informal (USS 12,500- | private house technical skills and
3 contractor capable of 25,000) developers or experience to supervise
e carrying up to ten subcontractor to and manage
= projects at one time registered contractors | construction workers of
on large contracts different trades.

It is suggested that the fees payable for licences and liability for payment of taxes would
increase relative to the category, with category four being regarded as an intermediate
level to becoming a fully-fledged formal contractor. Actually, the proposed system is in
line with the SMEP, which encourages Small and Micro-enterprises to be registered and
developed to become full fledged enterprises to enjoy the benefits which are available in
the formal sector.
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Such a classification would have the following advantages to the CRB and the
construction industry at large:

It would allow construction personnel to create their own employment within the
construction industry. It is proposed that entrants in the informal construction

sector must be individuals strictly trained and with experience in construction;

It would bring control to the construction industry by eliminating the large
number of unidentified informal contractors and would promote a higher level of
productivity and quality from subcontractors;

It would enable a large pool of competent trade subcontractors to be known to the
industry and to potential workers entering the industry for employment;

It would bring organisation to the informal construction sector, which is necessary
for the purpose of developmental assistance. Currently it would be very difficult
to implement programmes aimed at developing the informal construction sector;

It would eliminate a big jump which aspiring contractors are required to make,
from nowhere to a fully-fledged contractor. It would provide a chance to develop
gradually, acquiring the experience, skills and resources necessary to run a

competitive construction business;

It would benefit the government through the payment of levies and taxes by the

registered informal contractors whose income falls within the taxable range.

However, based on Singapore’s experience some trade subcontractors did not register
with SLOTS for the following reasons (Lee, 1997:359)

They disliked being traced for tax and workers’ levies;

Proper organisation set-up meant that they would have to pay higher wages and
proper welfare benefits to all workers, thus making them more expensive to
clients; and

Some trade subcontractors still obtained jobs despite non-registration.
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To enable the informal contractors to see the benefits of registering, the CRB would be
required to encourage and remove any obstacles towards formal contractors
subcontracting works to the informal contractors. At the same time clients should be
encouraged to use the informal contractors directly where applicable or give preference
to formal contractors that are willing to subcontract to informal contractors. This
measure would ensure a transfer of technology, skills and resources from the formal to
informal contractors, and therefore facilitate growth of the informal construction sector
capable of offering high productivity, good quality jobs, and leading to the formation of

strong and viable formal construction companies.

In Singapore, for example, the government as the main employer encourages main
contractors to use trade subcontractors registered with SLOTS. To facilitate this a
special clause is inserted in the contract as shown in Appendix 9.1 (Lee, 1997). The ILO
(1987) and the UNCHS (1996) also encourages this kind of subcontracting. The
government of Tanzania and other potential clients could extend a similar

encouragement to the informal contractors who register with the CRB.

The task of registering the informal contractors may be difficult to implement by the
CRB alone given the fact their registration may need to be localised. It is therefore
proposed that the District Councils Engineers should carry out registration at a district
level. The role the CRB should be to issue guidelines for the registration to be used by
all District Councils (Salewi, 1999; Msita, 1999)”. The CRB should also maintain
constant liaison with the District Council Engineers Office on the actual list of
contractors registered and their performance. The Dar-es-Salaam City Engineer (1999)
cited lack of collaboration between the CRB and City/Municipal/Town councils as a
problem towards controlling illegal construction in the cities. The City/Municipal/Town
Councils are required by law to regulate construction in the cities, and since it is the
contractors registered by the CRB who carry out construction works it was expected
that there would be a very close working relationship between the two. The CRB, on the
one hand, was expected to issue instructions to the City/Municipal/Town Engineers on

contractors who are eligible to operate in various categories of projects. The

38 Interview responses
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City/Municipal/Town Engineers, on the other hand, were expected to give a report to
the CRB on the performance of contractors in their respective cities, and non-adherence

to the registration requirements.

The proposal to register informal contractors at district level is in line with the
registration and issuing of licences to hawkers or street traders also done at the district
level. Actually, many District Council issues licences for welding, carpentry and minor
plumbing activities on condition that the owners have premises to operate from. The
reason given for not issuing licence to most of construction related activities, was that
construction was a skilled trade and that the firms must first register with the CRB
before being issued with a licence (Dar-es-Salaam City Trading officer, 1999)%.

Other advantages of mobilising and developing informal contractors at district level
would be (Cattell, 1994:12):

e  Greater retention of construction profits within communities as the developed
informal contractors would be able to execute several projects within their

communities;

. Decreased unemployment due to the use of labour intensive construction methods;

and -

e  Prevention of rural urban migration, which normally occurs as a result of lack of

development and employment in the rural areas.

9.3.2 The role of the informal contractors towards their own development

In Chapter Three it was discussed that many of the problems that inhibit the growth of
entrepreneurs in the informal sector from developing into viable business entities lie
outside their influence. However, the owners of informal construction firms must first
tackle the owner-related problems mentioned in Section 3.4.4 if they wish to grow and
prosper. This calls for willingness on their part to register in the event that the CRB

¥ Interview responses
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introduces the proposed labour only categories for the informal contractors and to
participate in any development programmes including training, which may be offered
by the government or its agents. They also need to incorporate knowledgeable and
experienced people in their enterprises. This could be best achieved by forming

partnerships or co-operatives.

Another problem existing in Tanzania, even with the formal contractors, is the lack of
strong asscciations to act as a pressure group on issues that affect the contractors. The
history of associations in Tanzanian construction industry is rather poor. Through the
initiative of the NCC the Tanzania Building Contractors Association (TABCA) was
established in the late 1980s, but ceased to operate in the early 1990s (BICO, 1996).
Currently the Tanzania Civil Engineering Contractors Association (TACECA)
established in 1996 is progressing well, but takes care of only civil works contractors
(Lemunge, 1998; Sengenge, 2000). Builders and other contractors have no associations
representing their interests. The absen::e of strong associations makes it difficult for the
contractors to fight for better terms in the industry. For example, while TACECA on
behalf of civil works contractors had the opportunity to participate in the formulation of
the proposed CIP, individual contractors were invited to represent building contractors.

Their input may not necessarily represent the interest of all contractors.

Obviously, because of the lack of organisation in the informal construction sector it will
be difficult for the informal contractors to form an association. One of the advantages of
registering informal contractors is to enable them to organise themselves into strong
pressure groups through the formation of associations. Actually, some of the
interviewec officials expressed the opinion that the only way to assist the informal
contractors would be for them to group themselves into trade associations (Bundala,
1999; Salewi, 1999)"". The trade associations could be formed even in the absence of
any registration. However, such associations could be difficult to establish, and if
established in the absence of proper policy framework, they would lack legal identity,
which is important to further their interests.

“ Interview response
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For example, in the current efforts that are underway to develop the SMEP and the CIP
the input of informal contractors would have been very useful. Unfortunately, there has
been no input due to the absence of associations representing the interest of the

members.

It is recommended that the registration of informal contractors could go hand in hand
with the promotion of establishing informal contractors’ associations at the district,
regional and national level. In principle, the initiative to establish such associations
should come from the informal contractors themselves. It may be helpful, however, if
the government, non-governmental organisations or any other responsible body like the
CRB would propagate the need for the informal contractors to form such associations
and give assistance for its formation, where necessary. The TACECA, for example, was
established by the initiative of the Ministry of Works, which employed a consultant to
carry out a feasibility study on the establishment of the Road Contractors Association
and to supervise the formation process (BICO, 1996). Of course, where the government
or any other external body is involved, its role should strictly be limited to triggering the
formation process, otherwise it should be the responsibility of the informal contractors
themselves to formulate the constitutions, the organisations and other matters relating to

the associations.

9.3.3 Policies towards promoting the informal construction sector

General

The informal construction sector shares the characteristics of the informal sector
discussed in Chapter Two and those of the construction industry discussed in Chapter
Three. Policy measures to develop the informal construction sector must therefore
address what is happening in the wide informal sector and the construction industry in

Tanzania.

The role of policy in developing the construction industry was discussed in Section
4.6.1 of this thesis. The mentioned policy intervention measures necessary for these
developments are pertinent to both formal and informal construction sectors. Similarly,
the role of policy in developing the informal sector was discussed in Section 4.7.1, and
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the policy intervention measures discussed therein are also relevant to the informal

construction sector.

Policies towards developing the informal construction sector need to be addressed at
two levels: the national and the industrial level.

Policies on informal sector at national level

In Section 4.7.1 of this thesis it was mentioned that the informal sector covers a wide
range of industries; therefore no single policy is likely to address all the constraints of
the informal sector operators in different industries. At the national level there is a need
to have a policy on the informal sector giving clear guidelines on the status of the sector
in the country’s development agenda. The policy should aim at addressing constraints
present in all the informal sector enterprises irrespective of their kind of business. In
particular it should create a conducive, legal and institutional framework for the

development of the sector.

The national policy for the informal sector needs to address the following issues:

e  Regulations concerning registration and business licences*': The policy should
aim to simplify and standardise the procedure for registration and licensing. For
example, currently because of lack of standardisation of procedures, the informal
construction enterprises can not be issued with licences, while their counterparts
in manufacturing or in trading are.

e  Eligibility of the informal sector enterprises in payment of national and local
taxes: The policy should define who is eligible to pay and structure the taxation
system so that it provides an incentive for the eligible informal sector operators to
pay. In addressing taxation for the informal sector enterprises it would be
important to establish differential taxation systems for different sizes of informal

contractors, to introduce tax holidays for the newly registered enterprises and to

! The regulations and license fee payable should be able to encourage people to join the formal sector, and at the
same time should facilitate those not joining formal sector be identified and perform their business unhindered.
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provide tax incentives to large firms that engage in subcontracting to informal
enterprises (GOT, 1999d).

e  Preparation of a framework for financial institutions, non-governmental
organisations and other donor organisation for providing credit, financial and
other support to the informal sector enterprises. This framework should be a
guiding policy for any institution that wishes to offer financial assistance to the

informal sector.

e  Preparation of a framework for training of the current and future informal sector
entrepreneurs. This should include reviewing school curricula to enable it to

produce job creators rather than job seekers.

. Review of governments procurement system to ensure that they do not

discriminate against informal sector enterprises.

. Preparation of a framework of giving incentives to big businesses that subcontract

to the informal sector.

e  Preparation of a framework within which sectoral policies on the informal sector

shall be formulated and co-ordinated.

. Identification of responsible body to co-ordinate efforts to develop the informal

sector in different industries, and issue and update guidelines whenever required.

The National Policy on the Informal Sector should actually be a guide to be used by
different industries like manufacturing, trade, construction, mining and quarrying, etc.
for the preparation of industrial policies for the informal sector. Each industry, based on
the provided guideline, would be responsible for the preparation of a detailed policy for
developing the informal sector in the respective industry which conforms with short and
long term development objectives of the industry. In a similar way, each industry should
shoulder the development of its informal sector.
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licies on inform n ion sector at industry level

The informal construction sector shares many characteristics with small formal
contractors. Problems faced by the informal contractors like lack of jobs, lack of credit
facilities, lack of equipment, etc., are also the problems of small formal contractors.
This is of course is to be expected since the only dividing line between small formal and

informal contractors is the lack of registration and/or licence of the former.

The informal construction sector is an integral part of the construction industry, and
therefore its development should aim to achieve the short and long-term objectives of
the construction industry. The proposed CIP addresses this, and it is considered that its
proposed strategies for the improvement of the informal construction sector are
adequate. However, it was mentioned that the policy formulation process was not
representative enough, and the input of stakeholders in the CIP was limited. With regard
to the informal construction sector, it was difficult to get representation due to the
unorganised nature of the sector. However, some sensitisation through media could
have ensured that a few informal contractors organise themselves and appoint a
representative in the policy formulation process. The beneficiary and other key
stakeholders of the informal construction sector services were also not represented.
What is lacking, besides this, is who would implement the strategies and the priority

attached to their implementation.

The process of the formulation of the CIP is already in an advanced stage; it would
therefore be unreasonable to give recommendations which unwind the process. The
recommendations given here aim to take on board what has been achieved, but also
provides a way forward to the better implementation of the different strategies contained
in the proposed policy document.

In Section 4.3.1 it was mentioned that for successful policy implementation there is a
need to obtain stakeholders’ consensus on the policy issues and to identify the roles that
different officials, institutions and other actors must play in the implementation process
(CDE, 1999). Normally this is supposed to be done during the policy formulation

process. Still it is possible to have consensus and identification of the roles after the
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policy is in place; and basically this calls for reviewing the policy process by inviting
the stakeholders to discuss different policy issues to reach a consensus. Where
agreement is not reached, new agreed proposals are taken into account and used to

revise the policy document.

The following is therefore proposed, in line with the process used to formulate the
South African Construction Industry Policy (RSA, 1999; Rwelamila, 2000).

° Creation of an inter-ministerial committee, which would oversee the
implementation of the construction industry policy. In the case of Tanzania such a
committee would be co-ordinated by the Ministry of Works, and may include
Ministries of Land; Housing and Urban Development; Communication and
Transport; Water; and Regional Administration and Local governments. Other
ministries like Energy and Minerals; Agriculture and Co-operatives; Industries
and Trade and Science; and Technology and Higher Education can also be
included. This would ensure co-ordination of the CIP with other government

policies that impact on the construction industry.

e  Establishment of an inter-ministerial task team drawn from the public and private
sector. The National Construction Council (NCC), with its membership
comprising of both public and private sector could fulfil this requirement. More
members could be added to the NCC to fulfil the needs of the CIP and not as
permanent members of the Council. In South Africa, for example, there is a
proposal to establish a Construction Industry Development Board (CIDB) to
oversee the development of the South African Construction Industry (RSA, 2000).
The NCC already fulfils a similar role in Tanzania. The NCC with its experience
and achievements discussed in Section 4.6.2 and its involvement in the process of
the formulation of the CIP could best be suited to co-ordinate its implementation.
Through proper representation, the NCC has the ability to act as a permanent
vehicle for public and private sector co-operation on construction industry

development programmes in Tanzania (NCC, 1992).
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o The task team should revisit the proposed CIP to verify that it upholds important
government values and principles, and to ensure its consistency with other
national policies. Grey areas must be identified and dealt with properly before the
implementation of the policy starts.

e  The task team should identify roles that different officials, institutions and other
actors must play in order to implement different policy issues successfully. For
each policy issue raised in the CIP, the stakeholders at the implementing and
receiving end must be clearly identified. These will form the basis for the

selection of members of proposed focus groups discussed below.

J Formulate focus groups consisting of stakeholders that are most affected by the
proposed policy issue for different policy issues. For example, a focus group on
the improvement of the informal construction sector could include representatives
of the Contractors’ Registration Board; Engineers Registration Board; Architects
and Quantity Surveyors Registration Board; Ministry of Local Governments and
Regional Administration; and Ministry of Works. Others could include selected
Municipal and Town Engineers; selected Regional Engineers; Ministry of Trade
and Industries; Ministry of Science, Technology and Higher Education, Ministry
of Labour and Youth Development, representatives from the informal
construction sector and non-governmental organisations involved in the

development of the informal construction sector.

The organisational arrangement of the proposed measures is shown in Figure 9.1.

The given proposals relate to the successful implementation of the CIP, and not to only
a few sections of it. It is expected that the involvement of the stakeholders in the
preparation of detailed strategies and resources required for implementing the different
policy issues would facilitate stakeholders’ identification with the issues, and therefore

make the implementation easier.
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Figure 9,1 Organisational arrangements for the implementation of CIP

9.4 RECOMMENDATIONS FOR FURTHER STUDIES

9.4.1 The informal construction sector’s role in the provision of shelter.

It has been concluded that the informal construction sector can provide affordable
shelter to most of the rural and urban population, and therefore presents a potential for
poverty alleviation. However, there have been queries with regard to the quality of work
executed by the informal contractors; and issues of low productivity and non-adherence

to the health and safety of construction workers. The comparable costs between the

formal and informal contractors at a defined level of quality are still not clear.

It is therefore recommended that further studies be conducted to establish:

e  The quality of work executed by the informal contractors and cost comparison

between formal and informal contractors for given levels of quality;
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e  The effect of informal contractors on the health and safety of construction workers

in the provision of shelter;

® The technology and skills employed by informal contractors: type of technology

and skills, their source, and if they are capable of improvement;

e  Comparison of productivity levels achieved by formal and informal contractors in

the provision of shelter; and

e  The potential of using informal contractors in infrasturactural projects, and how
the output compares with that of formal contractors in terms of cost, quality and

time of completion.

9.4.2 Other forms of informalify in the construction industry

This research focussed on the informal construction sector composed of small
enterprises and contract labour. Other aspects of informality in construction not covered

in this research include:

e  Informality in terms of planning and regulations of buildings.
e  Informality in relationships between clients, designers and contractors; and

® Informality in construction contracts.

It is therefore recommended that studies that would focus on the above aspects of

informality be conducted and in particular they should address the following:

e  Establishment of the extent of informal buildings and the reasons leading to such

informality.

e  Identification and establishment of the extent of informal relationships that exist
between the client, designers, and contractors; and the effect they have towards
the successful implementation of the projects.
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° Identification and establishment of the extent of use of informal contracts between
clients and designers, and between clients and contractors; and their effect

towards successful implementation of projects.

9.5 CRITICAL ASSESSMENT OF THE RESEARCH METHOD
ADOPTED IN THIS STUDY

The research method adopted for this study was discussed in detail in section 5.3;
namely deductive qualitative and quantitative research based on archival data and

opinion surveys.
The approach adopted in this research can be summarised as follows:

i)  The research problem was advanced which gave rise to research hypotheses which
were tested using the data collected.

i)  The archival strategy was employed to collect appropriate data and information on

the Tanzanian construction industry, the informal sector and on policy issues.

iii) The opinion surveys through face to face interviews, were used to obtain data on
formal and informal contractors on their characteristics, working environment and

problems affecting their work.

iv) The collected data was summarised and analysed using exploratory and
descriptive statistics methods to give rise to research findings which were used to
test hypothesis and for formulation of recommendations on how to develop the

informal construction sector in Tanzania.

Given the nature of data which was required in this study, the selected approach proved
to be successful in gaining an insight to the Tanzanian informal construction sector and
measures to be undertaken to enable it register positively in the development of the
construction industry. However, there are several shortcomings with the adopted

approach which are discussed below:
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° The structured questionnaires, which was the main tool used for data collection,
should have been pre-tested to allow for testing interviewees’ reaction on the
proposed options and also to allow for formulation of a wide range of options
based on the outcome of the pre-test. However, this has been acknowledged in

section 5.9 as one possible bias in this research.

e  Failure to solicit interviewees opinion on the research hypotheses. This could have
been achieved by including relevant questions in the questionnaires to solicit
opinion on the hypotheses being tested. Despite this omission, the interviewees’
opinions were inferred from their responses to other questions in the

questionnaires.

9.6 CONTRIBUTION TO KNOWLEDGE MADE BY THIS STUDY

In Section 5.8 it was discussed how this research would make contribution to

knowledge. Two areas of contribution to knowledge were identified, namely:

e  trying out something in a geographical area that has previously been carried out in
that area before; and

. introducing substantial new evidence to an old issue.

The study has managed to establish the role that can be played by the informal
construction sector in the development of the Tanzanian construction industry, and how
appropriate policies are important for this to be achieved. The study has looked into
detail on the existing policies in Tanzania that affect the informal construction sector
and has established deficiencies which makes them unsuitable for the development of
the sector. Due to the observed deficiencies, the study has recommended measures that
can be used to streamline the existing policies and formation of new ones that will take
care of the development of the informal construction sector. This detailed study on the
development of informal construction sector, with its findings and recommendations is
a major contribution to knowledge in as far as the Tanzanian construction industry is

concemed.
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The study has further provided evidence to the nature of collaboration i.e.
subcontracting, that exist between formal and informal construction industry. Through
the data collected and its analysis, it was established that labour only subcontracting
between large and small formal contractors, and between formal and informal
contractors was predominant in the Tanzanian construction industry and that both
parties benefited from the relationship. This is another contribution to knowledge made
by this study.

9.7 SUMMARY

This chapter gave conclusions of this thesis and recommendations of what could be
done to improve the informal construction sector in Tanzania. It recommended the
review of CRB’s registration procedures to accommodate the informal contractors,
particularly the establishment of a special category of labour-only contractors registered
at district level based on guidelines that will be issued by CRB. It also recommended
that assistance should be given to the informal contractors to enable them to mobilise
themselves to form associations that will safeguard their rights and spearhead

development of the members.

The chapter further gave recommendations on the informal sector policy and the
construction industry policy. It was recommended that the informal sector policy should
limit itself to providing guidelines and framework to the different industries for the
preparation of sectoral policies on the informal sector. It was also recommended that in
order to obtain the stakeholders’ commitment in the implementation of the CIP, it was
important to formulate a task team involving various stakeholders to co-ordinate and
spearhead the implementation of the policy. At the same time it was proposed to
establish focus groups on various policy issues. The focus groups, made of
representatives from organisations that will largely be affected by the proposed policy

issue and strategies, should be involved in charting out modalities for implementation of

the policy.
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The chapter also critically assessed the research method adopted in this study, and the
lack of pre-testing of questionnaires as well as soliciting of interviewees opinion on the

research hypotheses were found to be the major shortcomings.

Finally the chapter reviewed the contribution to knowledge made by this study. The
study has provided a better understanding of the Tanzanian informal construction sector
and how policies can be streamlined to enhance its development. It has also provided
evidence on the nature of collaboration existing between the formal and informal

construction sectors.
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Appendix 2.1

Basic data on informal sector as summarised from the Tanzanian
National Informal Sector Survey of 1991 (GOT, 1991a)

INFORMAL SECTOR EMPLOYMENT ACCORDING TO SEX

(GOT, 1991a:Table 2.1.2)

Sex Operators| Employees Total
Male 1,119,578 [ 411,516 1,531,094
Female 623,096 215,190 838,286
TOTAL 1,742,674 | 626,706 2,369,380

INFORMAL SECTOR EMPLOYMENT ACCORDING TO INDUSTRY

GEOGRAPHIC AREA AND SEX

(GOT, 1991a:Table 2.2.1)

INDUSTRIAL D’Salaam Other Rural TOTAL

GROUP Total Urban Total Male Female Total
Total )

Agriculture and Fishing | 21,835 104,490 110,052 | 188,063 | 48,314 | 236,377

Mining and Quarry 0 17,400 4,351 18,723 2,998 21,721

Manufacture 44,219 77,529 404,501 | 395,247 | 131,002 | 526,249

Construction 22,327 28,785 112326 | 162,216 1,222 163,438

Trade/Restaurant and 203,200 359,325 651,175 | 575,389 | 638,311 | 1,213,700

Hotels

Transport 4,419 7,758 65,893 75,292 2,778 78,070

Community and 19,958 38,858 71,009 116,164 | 13,661 | 129,825

Personal services

Total 315,958 634,145 | 1,419,277 | 1,531,094 | 838,286 | 2,369,380

INFORMAL SECTOR TOTAL GROSS OUTPUT AND VALUE ADDED (RURAL AND

URBAN) -FROM THE INDUSTRIAL GROUPS

(GOT, 1991a:Table 3.1.1)

INDUSTRIAL Share of Annual |Annusl Value| Average Average

GROUP number of Gross added Gross | Value Added
enterprise Output Tshs. mill Output Tshs.

Tshs. Mill Tshs.

Agriculture and Fishing 142,109 35,036 20,447 246,542 143,879

Mining and Quarry 17,139 1,665 1,159 97,151 67,634

Manufacture 439,540 59,396 29,800 135,132 67,798

Construction 116,496 14,577 10,864 125,128 93,256

Trade/Restaurant and 933,915 344,234 104,727 368,592 112,137

Hotels

Transport 49,379 13,796 6,114 279,399 123,814

Community and 102,965 18,165 10,307 176,420 100,100

Personal services

Total 1,801,543 486,869 183,417 270,251 101,811
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INFORMAL SECTOR CAPITAL FORMATION EMPLOYMENT ACCORDING TO
INDUSTRIAL GROUP AND GEOGRAPHIC AREA (Tshs. ,000)
(GOT, 1991a:Table 3.3)

INDUSTRIAL D’Salaam | Other Urban Rural TOTAL
GROUP Total Total Total

Agriculture and Fishing | 64,169 255,831 289,126 609,126
Mining and Quarry 0 16,354 2,624 18,978
Manufacture 245,870 305,146 707,812 1,258,828
Construction 44,387 23,857 118,036 186,280
Trade/Restaurant and 362,172 673,282 1,461,621 . 2,497,075
Hotels

Transport 56,285 88,390 819,830 964,505
Community and 40,739 44 959 101,492 187,190
Personal services

Total 813,622 1,407,819 3,500,541 5,721,982
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Appendix 3.1
CRI'IPEI.:IA FOR REGISTRATION OF BUILBDING AND CIVIL WORKS CONTRACTORS

2.0 CRITERIA FOR REGISTRATION OF CONTRACTORS

2.1

2.2

221

Any coatractor applymg far rcg:mucn or Jpgrading to a particular class will be evaluated on the
basis of the following criteria i3 accordance with Section 10 of the Contractors Registration Act.

Basic Requirements

There are three basic requrernents for any person or group of persons applying for registration as
a contractor, namely

(@) such a person has a Certificate of Begistration from the Registrar of Companies either. as
a limited lLiability company, pertnership or sole proprietorship,

® in case of a limited liaility compaay the Certificate must be accompanied with certified
copy of Memorandum and A-ticles of Association. Partnership and sole proprietorship
firms must submic certified cody of Extract form the Registrar of Companies,

(e at lcast one of the tharehclders or partners must have the minimum Technical
qualifications stipulated in Takle 2 zecording to Sectons 7-1(i) and 10(1)a of the Act,

(d) the Board will review tae currculum vitae of each shareholder o partner as the case may
be to ensure that ttey a“e persons of good professional and general conduct.

Determination of Appropriate Class

In determination of approgriate class “or registration as a contractor, the following criteria shall
be used:-

(a)  Staff Qualificatiors 25ps
(b)  Plant and Equipment 20ps
{c)  Office and Service Fac:lities 10pts
(d)  Safety Gear Spte
{e)  Financial Status Ips
(i  Experience of the 3rm 10pts
Total 100pts

An applicants who scores an zggregate of 60 points and above, but not less than half of the
points in any criteria undersubparagraphs (a) through (f) shall qualify for registration.

A local contractor applying for first registration in Classes I'V,V,VI or VII will not be assessed
for experience of the firm. In such cases experiences of the sharcholders or partvers forming the
firm and their employees will be taken onto account.

Staff Qualifications
Any firm applymg for regstrmon or upgrading is required to have a minimum number of

permanent staff with minimum technical qualifications and skills for the respective type and
class as set out in Part A of the Table 3¢ of tae Second Schedule.
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Marks for staff qualification will further be distributed as follows:
(a)  Adequacy of staff in accordance to Minimum Requirements
(5)  Qualifications of Individuals
{c)  Experiences of Individuals

I.(;I' E (¥ E

Total

2.2.2 Plant and Equipment

Plant and Equipment owned by the contractor for execution of the intended works will be
assessed against the minimum requirements for the respective type and class as set out in Part B
of the Table 3-6 of the Second Schedule. The assessment will take into consideration the age
and condition of the equipment based on available records or visual inspection.

The following distribution of the points will apply: .
(a) Adequacy of proposed list of equipment as compared to
7 Minimum requIrements ................cceuueeerrieenrrnmenns 15
(b)  Ageand Condition of Equipment  ............ccceeene 5
Total 20

2.2.3 Office and Service Facilities
Any person or firm applying for registration or upgrading must satisfy minimum requirement for
office and service facilities as set out on Part C of Tables 3-6 of the Second Schedule, as may be
reviewed by the Board from time to time.

Contractors in the higher Classes [, II, and III are required to have a well established workshop
and open yard for storage of materials and equipment.

Marks for Office and Service facilities shall be distributed as follows-

(a) Office building ............................ 3
(b) Communication facilities ................ 1
(¢) Yardiworkshop ...o..occociiiiiiiiennns 2
(d) Furniture/office equipment .............. 2
(¢) Hygiene facilities ........................ 2
Total 10
2,2.4 Safety Gear

Safety of workmen in the workplace is one of the most important responsibility of any
contractor. In order to promote industrial safety all contractors are required to maintain and
provide to their workmen a miniraum set of safety gear as shown on Part D of Tables 3-6 of the
Second Schedule. The quantities shown here are minimum requirements, but as a general rule,
every person on a construction site must be provided with a helmets and other appropriate safety
gear. |

t
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2.25

2.2.6

2.2.7

Marks for safety gear shall be distributed as follows-

(a) Helmets  ...........cociiiinnane l
(b) Boots .......oooiiiiiiniinii 1
{c) Jackets ... |
(d) Gloves.....cccovvenevrnnnnnen.. 1
{e) Dust Masks and others ......... 1
Total 2 s
Financial Status

Financial standing of any firm applying for registration will be assessed in terms of Average
Annual Turnover, Liquidity and Value of Fixed Assets. Minimum financial requirements for any
firm applying for upgrading or first registration are shown on Table 7 of the Second Schedule

Marks for financial requirements shall be distributed as follows-

(a) “Average annual tumover ................. 10
(b) Liquidity .....ovovvviirinrinerinennen. 10
(c) Fixedassets  ......c.occeeiiiinennn. 10

Total 30

In case of new applicants, the annual turnover shall not be assessed and the allocation of marks
shall be as follows-

(8) Liquidity ...coooovenn i 15
(b) Fixedassets  ....ciiiiiiiianee 13
Total 30

Experience of the firm

The experience of any firm applying for upgrading or registration in any class other than 7, will
be judged against minimum requirements stipulated in Table 8 of the Second Schedule, and as
may be reviewed by the Board from time to time.

The marks for experience requirement shall be distributed as follows-

(a)  Years of practice in the field of application ........ 2

(b) Average size of at least three projects  .............. 5
(¢) Maximum size of any single project  .............. 3
Total 10
Experience of Individual

In the case of first registration in classes IV through VT experience of individual technical staff
shall be assessed as follows-

(a) Years of practice in the field of application ............ 2

(b) Average size of at least at least 3 projects supervised ... §

(©) Maximum size of any single project supervised ......... 3
Total 10
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3.0

4.0

REGISTRATION

Applicants whose applications have been approved by the Board will be notified immediately by
post and asked to pay, within sixty days, Registration fees and Annual Subscription fees
commensurate with the Class, Type and Category of Registration as set out in Tables 9,10-and
|| of the Second Schedule, and as may be reviewed by the Board from time to time.

Payments shall be made in Cash or by Bank Draft, Telegraphic Transfer, Postal Order or Local
Bank cheque. Payment by Bank cheques will only become effective after it has been cleared by
the bank and money credited to the account of the Board.

An applicant who fails to pay the prescribed registration fees and annual subscription within
sixty (60) days shall have his approval revoked.

Registered Contractor will be issued with a Registration Certificate .within two weeks after
making payment.

PROCEDURES FOR GRANTING DISPENSATIONS

The Board, may oa exceptional circumstances, grant dispensation in respect of performance of
contractors beyond class limits upon being satisfied that a particular contractor deserves to be
granted such dispensation. Applications under this part shall be nade for bona fide contractors
by clients and shall contain the following informatioa.

(a) A summary of the nature and scope of the works
®) Consultants estimates prior to tendering.

{(¢)  Consultant’s written recommendation to the client on short-listing of contractors. This
shal| include the names, addresses and classes of registration of the recommended
contractors.

(d)  Final decision of the client on the recommended shortlist
(¢)  Written proof of invitation to teader as sent to short-listed tenderers.

3] Results of tender opening, showing who were present at opening, their representations,
tabulated tender figures and any other special conditions accompanying the tenders.

(® Consultant’s evaluation results and recommendation to client.

M) Client’s provisional decision to award the tender to the contractor who needs
dispensation.
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SECOND SCHEDULE

Table 1: Class Limits for Various Types of Contractors

CLASS LIMIT FOR ANY SINGLE CONTRACT (In Million Tshs.)
CLASS Civil Building Mechanieal | Electrical Specialist
ONE - Unlimited Unlimited Unlimited Unlimited Unlimited
TWO 3.000 800 500 500 100
THREE 1.000 600 300 300 50
FOUR 500 400 200 200 —
FIVE 300 200 100 100 —
SIX 100 100 50 50 =
SEVEN 50 50 20 20 =
TABLE 2: Minimum Technical Qualifications of a Technical Director

Type of Contractor Minimum Qualifications

Civil FTC in Civil Engineering

Building Trade Test Grade I in relevant field

Mechanical Trade Test Grade | in relevant field

Electrical Trade Test Grade I in relevant field

Specialist Trade Test Grade | in relevant field.
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Table J: CRITERIA FOR RECISTRATION OF CIVIL WORKS CONTRACTORS
REGISTRATION REQUIREMENTS FOR PERMANENT PERSONNEL, PLANT, EQUIPMENT AND TOOLS, SAFETY GEAR, OFFICE SERVICE FACILITIES

TER [ [T TS T [ TEReE ]
JRESOORCES o (e |FRe  roor |Ave |G EN
A AFF [
i. Head | L ] | 1 i | i
2." '." 1'.. é&... 2." [4.. !I'h
3. Souctural/Civl W' : 2 ! 1 Fiiid - -
@ineenng CimCians ) i ] } T T [ 1 Halder af FIC of equevaient
i T \ 1 N t - - Holder
1 1 ! I « B . v ol or
3 I T T T T T ACTeR Trade 1est G;rade | 363
201 less Lham 2 years practcal
ence.
t
X " .“.V th i v‘ ‘. - - -
e e T —— =
X g ¢ ! i 1 !
1 ¥ 1 . B - .
. L] 3 2 1 [ -
: 2 1 . A N N
@' Tescwor W/londers i e [ 1 1 - -
| L) Low Coader ! ] 1 - - - -
14. Noo-ippiag Trock 1 i ] T Min capacey IT
13, Concrats Mixers 0 { i 1 1% 1=
16, Compresson 3 1 1" . .
17. Water Pumps : : : - :
13 Poker Vibrator 3 { [ - -
19, Hotsti i 2 | - - . . .
20. Li Vikicies (Pick: 4 4 2 2 i ! i
21, Generator Set 2 2 1 i . . .
. i 2 i 1 i - N -
13, Mectenical Sreorn . « 9 . -
24. Aspbait Praat - [ hd - - - - -
8. Paver b | It - - . . .
26, Chip Soreader __ i T T S
27. Stowe Crusher had [ - - - - -
28. Bitumen Digribator or Spreyer 1 [l 194 . . - .
29 Leve Instroment (s.4.0 2 L ] [ |
30. Theodalite/Total Station 1 i 1
1. Assorement of Hand Tools (Set of shavels. 30 i3 ] 20 15 15 15
ick wheel atc.)
C: LAND & SERVICE F;
I StorageYardm __ 1000 $00 500 300%* | 100°* 100% | .
2 Servic Wishoo w 200 130 Tioo TS T -
3, Office = 100 0 50 20 20 10 10
D. SAFETY CEAR & % & construction sice shouid be provided with safixy gesr, expeciaily helmaets).
1. Helmets 30 20 0 Thase are aumimesn siocks
| 2. Boots {pairy) 30 2 10 : Addizions! coouirements
3. Gloves (pairs) se 20 10 S % be procured om prasmet
4. Reflective Jackets (pei 50 20 10 3 3 1
Musy be Regigared wich Profe of Board; Enginesrs must be in the profassionel cmtegecy ov ahove.
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Table4: CRITERIA FOR REGISTRATION OF BUILDING CONTRACTORS
REGISTRATION REQUIREMENTS FOR TECHNICAL PERSONNEL, PLANT, EQUIPMENT AND TOOLS, SAFETY GEAR AND OFFICE SERVICE FACILITIES

RESOURCES CLASS CLASS | CLASS | CLASS | CLASS CLASS CLASS REMARKS
ONE w0 THREE = FOUR FIVE S1X SEVEN
A: KEY STAFF (ATTACH CVs)
1. Head of i i ' | { ! 1 t
‘ 2 Accountant* [ [aes juee [ene 2 1o ==

3. Structural/Civil Enpinsers® ) il [ 1 seew Tense N
4. Quantity Surveyor l t [ . B B B Roider of or

5. Mechamcal Enginweniag Technicians

1

-~
.
*

6. Civil Engineering Techmicuans 4 3 2 ‘ 1 1 [ } [ or
7. Electnical Eapaeenng Techmcian 2 2 t | { - . - der of o

2 § Al i“ﬂ Fage Test | A
3. Amigans 3} 1 1 | [ B T

B: PLANT AND EQUIPMENT .
- - : . ]

1. Tower (Building) Crane 1 i .
2. Concrote Batching Machine 1= - - M . N " ]
3. Coacrete Mixers 3 2 1 t ] 1
4. Concrens Vibrmors 2 1 i 1 . .
5. Black i i 3 2 [ 1 | i
6. Steel Bending Machines (Sct) 1 1 1 . R n N
T.Light Dury Vehicies 3 1 2 i T 7
3. Water ‘ 2 i N N -
3. Concrete 2 B R . N T~
10. Trucks or Tippers 3 2 i 1 B .
| L1, Hend Compactors 2 ! 1 L i 1 i
12, Compressors ! ! . . . . .
S 800 400 400°* - B -
] { | (e Toe
20 20 15 i$ 10 1] 5
500 300 200 100 — — —
100 100**
50 L 40 0 20 10 10
& % & conmruction sits showid be with ; inify hebwess).
50 0 C 2 2
0 20 [: 2 2
s 20 [ 2 )
30 20 0 2 2

Must be Regisieved with Professionsi Board; Engineers must be in the prefassional coscgory or abovs.

had Rocommendad bust nat Mendwory.
o Accountunt need nat bt & permanent employes.
“=>*  Need not be regisvered engineers
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Table 7:

Financial Requirements

Classes [-IT1 Class [V-V1 Classes VI
Average Annual Turnover | 15% Of Class limit | 15% of Class limit N.A
Liquidity (Cash in Bank, 5% Of Class limit 2% of Class limit N.A.
Redesmable Financial
Securities)
Fixed Assets 20% Of Class limit | 10% of class limit N.A.

The limnit of Class | is hereby assumed to be twice the limit of Class II for all types of contractors

Table 8: ‘Experience Requirements
Experience Minimum Requirements
1. | Years of practice in the field of application Class I — 10 years
Clags I — 8 years
Class [l — 6 years
Class [V —4 years

2. | Average size of at least 3 projects executed in
the years of practice or since last upgrading

3. | Maximum size of any single project executed
in years of practice or since last upgrading.

At least 30% for Classes [-III, and
15% for Classes [V-VII of the

Present Class Limit

At least 80% of present Class Limit

The limit of Class [ is hereby assumed to be twice the limit of Class II for all types of contractors.

Table 9: Registration Fees for Local contractors (TShs)
Class Registration Fee
Building Civil Works Mechanical Electrical i
I 250,000 300,000 150,000 150,000 60,000
I 200,000 250,000 90,000 90,000 40,000
m 50,000 200,000 §0,000 60,000 30,000
v 90,000 50,000 50,000 50,000
v 60,000 90,000 40,000 40,000
vi 50,000 60,000 30,000 30,000
VI 40,000 50,000 25,000 25,000
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Table 10: Annual subscription Fees for Local Contractors (TShs.)
Class Annual Sabscription
Building Civil Works Mechanical Electrical Specialist
I 1,000,000 1,500,000 500,000 500,000 50,000
650,000 £00,000 330,000 330.000 40,000
154 420,000 550,000 210,000 210,000 30,000
v 280,000 330,000 140,000 140,000 -
Vi 140,000 200,000 70,000 70,000 -
i 70,000 70,000 50,000 50,000 X
Vil _40,000 40,000 30,000 30,000 -
Table 11:  Fees for All Types of Foreign Contractors (US$) -
TR Y ) T e
Class Building/Civil/Electrical/Mechanical Speclalist Contractors
Registration Annnal Subscription Registration Specialist
1 20,000 10,000 15,000 6,000
I 18,000 8,000 10,000 4,000
m - . 5,000 2,000
Table 12: Application of Fees for All types of Contractors (TShs.)
TYPE OF APPLICATION FEES (TSHS)
1. First application 10,000
2. Upgrading 15,000
3. Temporary Registration 20,000
4, Dispensation 20,000
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Appendix 3.2

Flow chart for processing contractors application for registration
With Contractors Registration Board (CRB)

CONTRACTOR
SUBMITS
APPUCATION TO
THE 80ARD

PRELIMINARY REVIEW

FOR COMPLETENESS

N |

COMMETX

Y

DATA VERIFICATION e
OBTAIN' POR 4LL EVALUATE BATA UPCRADING CLIENT!
REFREES' | >
C30RTS SUBMITTED AND P CONSULTANT
REPORTS | 4mons RECOMMENDATIONS FROM ; p
REFEREES, CLIENT, REPQ
CONSULTANTS

!

INSPECTION
INSPECT OFFE

SITE W/SHOP & QTEER
ESTABLISHMENT

DATA BVALUATION

PREPARE RECOMMENDATION
REPORT TO REGISTRAR

y
30ARD TODELBERATE QT APPROFED
ON >
REGISTRAR'S
RECOMMENDATIONS

APPROYED

b 4

INFORM APPLICANT TOQ PAY
REGISTRATION AND ANNUAL
SURSCRIFTION FERS

\
4
W (e |
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Appendix 5.1

Projected urban population in Tanzania in 2000 and the
estimated informal construction sector enterprises in 1991

Regional centre

Dar-es-Salaam
Mwanza
Dodoma
Tanga
. Morogoro
Mbeya
Arusha
Shinyanga
Moshi
Tabora
Sumbawanga
Songea
Iringa
Kigoma
Singida
Mtwara
Musoma
Bukoba
Lindi
Kibaha

Total

Population Census
Data - 1988

1,360,850
223,013
203,813
187,155
117,760
152,844
134,708
100,724

96,838
93,504
91,972
86,880
84,360
84,647
80,087
76,732
68,536
60,830
68,235
37,638

3,411,626

Projected Population
1991 2000

1,762,301 3,827,663
288,802 627,269
263,938 573,265
242,366 526,411
152,499 331,224
197,933 429,904
174,447 378,893
130,438 283,306
125,405 272,376
121,088 262,999
119,104 258,690
112,510 244 367
109,894 238,686
109,618 238,087
103,713 225,261
99,368 215,824
88,754 192,771
78,775 171,097
88,364 191,925
48,741 105,364
4,418,056 9,595,880

Total Urban population excluding Dar-es-salaam in l§9l
Total Urban IS excluding Dar-es-salaam

Note: ICSE - Informal Construction Sector Enterprises
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Estimated ICSE
1991 2000

10,762 25,398

1,972 4,654

1,802 4,254

. 1,655 3,906

1,041 2,458

1,352 3,190

1,191 2811

891 2,102

856 2,021

827 1,951

813 1,920

768 1,813

750 1,771

749 1,767

708 1,671

679 1,601

606 1,430

538 1,270

603 1,424

333 786

28,898 62,766
2,655,755
18,136



Appendix 5.2
Generated random numbers between 1 and 150

r 70 65 105 | 108 8 2 127 11 3 88 66 77

83 102 93 4 75 101 109 | 110 43 66 69 33

56 103 68 101 64 145 69 35 18 149 76 45

44 18 129 | 104 | 131 66 36 51 76 67 88 128

94 73 129 26 29 58 59 104 127 16 6 35

87 22 44 113 | 143 50 130 56 149 | 101 43 119

24 19 81 46 136 84 72 21 98 125 46 30

111 139 49 25 121 48 57 108 68 39 46 52

100 6 32 34 123 41 72 99 122 25 89 42

72 92 16 102 39 34 97 48 97 140 68 86

44 90 131 86 106 | 113 82 69 84 39 80 147

26 15 5 111 71 108 7 117 49 107 100 42

131 131 96 29 98 138 42 37 34 9 91 10

130 54 115 75 69 102 | 147 6 25 62 70 48

48 132 14 108 44 102 72 53 11 102 8 37

86 40 149 94 111 144 97 116 79 84 6 150

114 137 2 113 92 56 1 121 51 45 98 136

129 57 4 86 81 100 6 109 6 78 69 38

77 97 109 99 90 58 84 20 73 17 86 100

47 103 83 137 25 49 137 42 58 112 17 80
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Appendix 5.3

Generated random numbers between 1 and 500

350 | 316 | 329 | 187 | 227 | 101 | 80 | 122 | 128 | 339 | 124 | 59 | 108 | 387
425 | 456 | 245 | 141 | 263 | 332 | 19 | 175 | 403 | 308 | 202 | 482 | 132 | 124
249 | 154 | 448 | 436 | 493 | 215 | 311 | 95 | 409 | 35 | 398 | 271 | 301 | 397
466 | 436 | 229 | 421 | 180 | 136 | 290 | 295 | 158 | 247 3 27 | 228 | 300
245 | 98 36 | 359 | 174 | 403 | 419 | 311 | 271 | 161 | 380 | 289 | 255 | 199
383 | 428 | 132 | 319 | 114 | 417 | 337 | 214 | 223 | 372 | 430 | 248 | 359 | 365
265 | 486 | 434 | 263 | 480 | 461 | 396 | 431 | 132 | 448 | 242 | 347 | 379 | 218
457 | 126 | 65 | 240 | 474 | 340 | 335 | 48 | 447 | 98 | 209 | 157 | 478 | 377
255 | 387 | 102 | 224 | 349 4 304 (295 | 195 ( 455 | 388 | 180 | 296 | 70
493 | 171 | 298 | 198 | 261 | 88 | 126 | 469 | 217 | 254 | 178 | 356 2 58
60 11 | 136 | 265 | 83 | 105 [ 124 | 168 | 472 | 454 | 240 | 170 | 406 | 102
300 | 100 | 378 | 469 | 492 | 18 | 163 | 133 | 436 | 97 89 | 119 | 369 | 202
415 | 132 | 424 | 320 | 272 | 245 | 454 | 144 | 247 | 173 | 471 | 330 | 301 | 71
44 | 374 | 154 | 215 | 170 | 168 | 340 | 101 | 487 | 158 | 198 | 164 | 272 | 66
110 [ 190 | 179 | 245 | 113 | 184 | 470 | 239 | 146 | 386 | 349 | 157 | 16 | 354
16 | 492 | 474 | 253 | 267 | 125 | 97 | 249 | 33 2 329 | 97 40 89
183 | 52 | 316 |'316 | 46 | 154 | 368 | 122 | 206 | 494 | 40 83 | 250 | 163
243 | 232 | 73 | 245 | 198 | 214 | 63 | 405 | 355 | 49 | 461 | 343 | 156 | 404
208 | 78 | 256 | 194 | 57 | 368 [ 277 | 18 | 295 [ 425 | 328 | 69 | 413 | 183 |
283 | 323 | 215 | 228 | 80 | 148 [ 170 | 284 | 187 | 496 | 37 | 200 | 373 [ 371
46 | 290 | 412 | 28 | 222 | 330 100 | 276 | 498 | 409 | 225 | 294 [ 100 | 26
240 | 287 | 322 i94 122 | 492 | 461 | 391 | 94 | 246 | 446 | 455 | 67 75
192 | 401 | 377 | 124 | 222 | 215 | 129 | 370 | 165 | 439 | 448 | 446 | 231 | 117
398 | 325 1 339 | 379 | 392 | 355 | 300 | 237 | 325 | 354 | 494 | 307 | 272 | 169
224 | 275 | 154 | 87 | 199 | 240 | 440 | 333 | 444 | 56 | 236 | 225 | 489 [ 307
67 | 307 | 362 | 398 | 483 | 67 | 497 | 396 | 221 | 188 | 446 | 85 [ 473 | 423
197 | 81 78 | 188 | 73 | 450 | 211 | 92 97 | 282 [ 272 | 361 | 307 | 58
102 | 292 | 489 | 21 | 400 | 389 | 78 | 311 | 33 | 489 | 234 | 483 | 43 | 399
479 | 261 | 478 | 36 2 42 | 195 | 217 | 189 | 147 | 255 5 370 | 323
460 | 200 6 426 | 151 | 270 | 399 | 368 | 109 | 335 | 363 [ 88 | 460 | 162
381 | 292 | 283 | 295 | 331 | 448 | 467 | 174 | 340 | 380 | 450 | 315 | 484 | 195
489 | 37 | 410 | 42 | 178 | 117 | 320 | 423 | 76 | 367 | 148 | 415 | 430 | 399
279 (351 | 85 | 482 | 214 (305 | 72 [ 302 | 60 | 133 | 320 | 496 | 35 64
93 | 354 | 102 | 256 | 48 | 301 | 115 | 457 | 468 | 81 | 218 | 167 [ 215 | 283
30 | 400 | 102 | 215 | 36 | 249 | 69 76 49 [ 145 | 425 | 96 4 80
355 | 263 | 431 | 473 | 45 57 | 116 | 122 [ 311 | 38 | 430 | 19 | 340 | 44
237 | 101 | 350 | 406 | 470 | 342 | 386 | 283 | 341 | 350 | 349 | 210 | 475 | 146
148 | 450 | 79 | 372 | 275 | 298 | 139 | 192 [ 289 | 122 [ 421 | 142 | 106 | 33
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APPENDIX 5.4

INTERVIEWED GOVERNMENT INSTITUTIONS AND MAJOR ISSUES ADDRESSED IN THE
INTERVIEW

Ministry of Works

i)
i)

iii)

iv)

Trace existing policies, if any, for the control of the construction Industry.

Obtain and review acts of parliament establishing various organizations under the Ministry
responsible for the regulation and development of the construction industry. Acts establishing

National Construction Council

Contractors Registration Board

Engineers Registration Board

Architects and Quantity surveyors Registration Board

Trace, if any, the existence of (within the last ten years) development programmes for the
construction industry particularly their success/failure stories in developing the informal
construction industry.

Solicit views on what needs to be done to promote collaboration between formal and informal
construction sectors

Ministry of Labour and Youth Development

i)

ii)

iii)

iv)

v)

Trace existing policies, IF ANY, for the control of the informal sector.

Obtain and review acts of parliament establishing various organizations under the Ministry
responsible for the regulation and development of the informal sector.

Establish the existence (and review) of any studies carried out to establish the size and impact of
the informal sector on the national economy.

Trace, if any, the existence of (within the last ten years) development programmes for the informal
sector particularly their success/failure stories in developing the informal construction industry.

Obtain data, if any, of the employment pattern in the country, particularly in the informal sector.

Plannin MM SSi

i)

ii)

Obtain and review past development programmes (within the last ten years) for the country,
particularly those that have impacted on the formal and informal construction sectors in order to
establish what their impact has been.

Obtain and review future development programmes to establish their likely impact on the formal
and informal construction sectors.

Central Statistical Bureau

)

ii)

idi)

Obtain data on the construction industry (Both formal and informal) on employment, contribution
to the national economy etc.

Establish methods to measure the size and contribution of construction sector to the national
economy.

Establish methods used to measure the size and contribution of the informal sector to the national
economy.
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Natiomal ion Council

i)
ii)
ii)

iv)

V)

vi)

vii)

Obtain infénnation on programmes o deve_op the Tanzanian construction industry.
Obtain information on plans and/or programmes to develop the informal sector
Solicit comments on existing policy documents for the construction industry and informal sector.

Solicit comments on the possible collaboration between the formal and informal construction
industry.

Discuss the construction industry policy, perticularly the contents with regard to the formal and
informal construction sectors.

Discuss a checklist of items o be included in the policy formulation.

Solicit views on what needs to be done to promote the collaboration between the formal and
informal construction sectors

Contractors Registration board

i)

ii)

iii)

iv)

vi)

Discuss the Contractor’'s Registration Act nd its effectiveness in controlling the construction
industry in Tanzania.

Obtain information on the number of registered contractors, particularly in the regions where the
study will be conducted.

Obtain information on the type of projects -hat by statute need to be carried out by formal
contractors and those which can not and therefore available for the informal contractors.

Discuss the growing trend of informal builders and solicit views on the possible reasons for this.

Solicit views of the board on the desirability of promoting the informal sector and how it can be
done.

Solicit views on what needs to be done to promote collaboration between formal and informal
construction sectors

National Income Generation Pro e

i)

Obtain information of current and future programmes, IF ANY carried out to generate income in
the construction industry, both formal and nformal.

Solicit views on the existing policy documents which affect the construction industry
Solicit views on the desirability of promoting the informal sector and how it can be done.

Solicit views on what needs to be done to promote collaboration between the formal and informal
construction sectors
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ional Engi and Municipal/City Council authorities in
Dar-es-S M

ij  Obtain information on surveyed areas for housing with construction activities.
i) Obtain information on construction projects undertaken in the regions by formal contractors.

i)  Discuss city regulations on construction and how they affect both formal and informal contractors.
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Appendix 5.5
Letter of introduction to formal contractors

R.S. Mlinga

Department of Civil Engineering
University of Dar-es-Salaam
P.O. Box 35131, Tel. 410752
Dar-es-Salaam

Date

Adress line 1
Adress line 2
Adress line 3

Dear Contractor,

RESEARCH ON THE COLLABORATION BETWEEN FORMAL
AND INFORMAL CONTRACTORS

I am an academic staff member of the University of Dar-es-Salaam currently
undertaking my Ph.D. studies at the University of Cape Town, South Africa. As part of
Ph.D. research, I am investigating the existing and future areas of collaboration between
formal and informal contractors. This will assist to establish whether or not there is a
need to develop the informal contractors.

I am therefore requesting you to spare your time and respond to my questionnaire.

The results of this survey will be used solely for this research, and no identity of the
respondents will be exposed.

Thanking you in advance,
Yours sincerely,
R.S. Mlinga

Assistant Lecturer
University of Dar-es-Salaam
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Appendix 5.6

Questionnaire for the informal contractors and
summary of responses.

Question Al
Question Response of contractors
Category
Sole ownership | Partnershi Cooperative
Description of the informal contractors 308 97
uestion A2
Question Response of contractors
Employees No employed as
Partners Part-time
<2 2-5 [>5 | <2 2-5 | 5-10 | 10-20 | >20
Please give the | Administrative staff 37
number of Structural/civil engineers
persons working | Civil/building engineering | 53 20 6 10
in your Technicians
enterprise under Quantity surveyors
the given Artisans 211 | 59 13 [ 111
categories. Skilled labourers 7 18 31 | 258 15
Unskilled labourers 7 290 | 66 75 34
estion A3
Question Response of contractors
Equipment Numbers gwned.
1 2 3 4 5
Concrete mixers 21
Concrete vibeators 16
Please give the number of kinds of | Dumper
equipment owned by your Tipper trucks 6
enterprise under the given Pickups [3]
categories? Block making machine 57
Grinding machine 16
Welding machine 56 5
Carpentry tools (sets) 10
Question A4
Question Response of contractors
Number of projects
<2 2-5 | 5-10 | >10
How many projects were carried out by your enterprise in the 43 226 136
last two years?
Question AS
Question i Response of contractors
Smallest Project Largest project (value in 000 Tshs)
(value in ,000 Tahs.)
< | s0- 100- | > <100 | 100- | 500- | 1000- | 2000 | 5000- | 10000 | >
5 |100 | s00 500 500 1000 | 2000 | - 10000 | - 20000
5000 20000
What was the
largest and smallest | 94 | 125 | 141 | 37 57 146 | 87 57 16 16 18
project executed in
the last two years?
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Question A6

Board

business without registering with the Contractors Registration

Question Response of contractors
Annual turnover ( million Tshs.)
<1 1-2 2-5 5-10 | 10-20 | 20-50 | >50
What is the average annual tumover of 12 7 219 53 10 31
'your enterprise for the past two years?
Question A7
Question Response of contractors
Areas in square metres for
Office Service workshop Storage yard
<10 1020 | >20 | <10 | 10-20 [ >20 | <10 10-20 | >20
Does your enterprise have the 3 7 21 33 5
Jfollowing facilities? Give the
approximate area.
Question A8
Question Response of contractors
YES NO
Do you have a trading license? 16 389
estion A9
Question Response of contractors
Problem Scale
Most important | Important | Least important
Unclear procedures 16
What problems did you Long procedure 13 3
encounter when processinga | Corruption 16
trading license? Difficulties in meeting 13 3
requirements
uestion A10
Question Response of contractors
Reason Scale
Most important | Important | Least important
Costs involved are too 78 106 222
What are the reasons for your | high
enterprise not obtaining a Cumbersome procedures 43 151 204
business license? Difficult requirements 73 113 207
Can operate without a 295 18 74
licence
uestion A1l
Question Response of contractors
. YES NO
Are you aware that it is illegal to operate a construction 191 212
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Question A12

Question Response of contractors
Reason Scale
Most important | Important | Least important
What are the reasons Costs involved are too high 75 78 39
Jor not registering your | Cumbersome procedures 63 90 39
enterprise with the Difficult requirements 104 46 42
Contractors Can operate without 117 41 4
Registration Board? registering
Question A13
Question Response of contractors
Client Frequency Scale
] Always | Sometimes Never
Who are your major Private house developers 198 201 17
clients? Big regi contractors 210 186
Small registered contractors 9 208 189
Question Al4
Question Number of responses from contractors
Services Frequency Scale
Always Sometimes | Never
What kind of services do you Labour only 335 43 10
provide to private clients Labour and materials 10 43 335
Question A15
Question Response of contractors
Activities Type of contract
Labour onl Labour and material
Complete building 9% 45
What jobs/activities do you Excavation 129
narmally carry out for private Concreting 137
clients under labour contract Steel fixing 49
only or material and labour Formwork fixing 49
contracls? Block-walling 90
Plastering 90
Screeding 90
Tiling 83
Roof 38
Welding works 35 13
Ceiling + joinery works 38
|_Painting 18
Plumbing works 17
Question A16
Question Number of responses from contractors
Problems Frequency scale
Always Sometimes Never
Delayed payments by the client 381 7
What problems did | Postponement by the client on execution 235 153
You experience of agreed works
while working with | Frequent stoppage of works by the client 88 300
private clients? Poor quality of materials supplied by the 351 37
client
Late delivery of materials by the client 7 363 18
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Question A17

Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
What benefits have you | Continued work load 345 43
gained by working for Improving cash flow 290 98
private clients? Gaining skills 184 168 36
Question A18
Question Number of responses from contractors
Services Frequency Scale
Always Sometimes | Never
What kind of servicesdoyou | Labour only 222
provide to big contractors? Labour and materials 222
Question A19
Question Response of contractors
Activities Type of contract
Labour only | Labour and material
Complete building
What jobs/activities do you Excavation 100
normally carry out for big C i 111
contractors under labour Steel fixing 75
contract only or material and | Formwork fixing 64
labour contracts? Block-walling 78
Plastering 78
Screeding 78
Tiling 87
Roo! 57
Welding works 25
Ceiling + joinery works 40
Painting 10
Plumbing works
uestion A20
Question Number of responses from contractors
Problems Frequency scale
Always Sometimes Never
Delayed payments by the client 191 31
What problems did you Postponement by the client on 126 96
experience while working | execution of agreed works
with big contractors? Frequent stoppage of works by 38 195
the client
Poor quality of materials 155 67
supplied by the client
Late delivery of materials by 187 35
the client
uestion A21
Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
What benefits have you Continued work load 177 45
gained by working for big | Improving cash flow 120 102
contractors? Gaining skills 155 59 8
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Question A22

Question Number of responses from contractors
Services Frequency Scale
Always Sometimes | Never
What kind of services do you | Labour only 195
provide to small contractors? | Labour and materials 195
Question A23
Question Response of contractors
Activities Type of contract
Labour only | Labour and material
Complete building
What jobs/activities do you Excavation 48
normally carry out for small | Concreting 73
contractors under labour Steel fixing 62
contract only or material and [ Formwork fixing 46
labour contracts? Block-walling 40
Plastering 40
Screeding 40
Tiling 42
Roofing 46
Welding works 13
Ceiling + joinery works 38
Pai 10
Plumbing works 5
uestion A24
Question Number of responses from contractors
Problems Frequency scale
Always Sometimes Never
Delayed payments by the client 181 14
What problems did *Postponement by the client on 104 91
you experience while | execution of agreed works
working with small Frequent stoppage of works by 16 179
contractors? the client
Poor quality of materials supplied 136 59
by the client
Late delivery of materials by the 172 23
client
Question A2S
Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
What benefits have you | Continued work load 156 39
gained by working for Improving cash flow 118 i
small contractors? Gaining skills 99 83 13
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Question A26

Question Number of responses from contractors
Building material Frequency Scale
Always Sometimes Never
Congcrete blocks 33 35
Please indicate the Precast concrete products 33 35
Jrequency with which Soft wood timber 8 62
your company obtains | Hardwood timber 8 62
the following building [ Timber products 8 62
materials from the Timber props 8 62
informal material __A,Smﬂte 31 24
suppliers. Sand 1 24
Cement 7 22
Steel + welding materials
Question A27
Question Number of responses from contractors
Material Reasons
Chesap Available Good quality Supplement
when required other sources
112|312 ]3]|11]|12]3]|!1 2| 3
What were the | Concrete blocks 365 |3 47 | 12 16 [ 23 | 40
reasons for Precast concrete |5 | N 47 | 12 16 | 23 | 40
using the _products
materials Soft wood timber 8 (12|38 15|5 S 9 27| 63
Jrom informal | Hardwood timber 8 [12[38[15/5 ] 5 9 [27] 63
material | Timber products 8 (1238 15|50 5 9 (2763
suppliers? Timber props 8 (1238 [15[50 ] 5 9 12763
(rank 1to3  "Aggregate 85 2 s4 12 16 | 40 | 63
inorderof  ["ggnd 48 5 [ 22 54 | 12 16 | 40 | 35
importance)  "Cement 10 23 10 | 38
Steel + welding
materials
estion A28
Question Number of responses from contractors
Equipment Frequency scale
Always Sometimes Never
Concrete mixers 145
| Concrete vibrators 145
Please indicate the frequency _Wheel loaders
with which your company Dumpers
obtains the following equipment | Excavators
JSrom informal equipment Tipper trucks 70 10
Theodolite 21 13
Leveling instruments 21 13
Welding equipments
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Question Number of responses from contractors
Equipment Reasons
Cheap Available when | Good Working | Efficiency Complement
required condition other sources
1 2 3 1 2 3 1 2 3 1 2 3 1 2
Concrete 77 | 36 | 18 | 29 | %4 | 15 7 | 8 54 | 4
MUXers
What were the | Concrete T |36 [ 1829 94 | 18 BIES 54 [ 44
vibrators
reasonsfor I~ o
using the loaders
equipment Dum
Jfrom informal gy cavators
equipment Tipper 52153 [16] 3] 126 18 | 17 26 | 28
suppliers? trucks
(rank Ito 3 Pickups 42 [ 10 | 3 16 | 23 | 26 18 | 17 11 | 28
in order of Theodolite 16 | 8§ 3 |11 ]|15]| 8 12 11 | 28
importance) Leveling 16 | 5 |3 |11 |15 8 12 11 | 28
| instruments
Welding
equipment
uestion A30
Question Number of responses from contractors
Problems Scale
¢ Very important | Important | Least important
Mention general problems | Lack of financing 368 22 15
which your company faces | Lack of equipment 90 238 69
in running its day to day Lack of skilled labour 21 302 82
business. Difficulties in obtaining 342 63
projects
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Appendix 5.7

Questionnaire for the small formal contractors and

summary of responses.
Question Bl

Name and adress of the company (optional)

Question B2
QUESTION Number of responding contractors
Please give your company registration particulars asa | Class Building Civil
contractor Vi 42 12
Vil 123 58
Question B3
Question Number of responses from contractors
Amount in Source Total
Million Tshs. Public Sector | Private Sector
What is the average annual Below 50 82 9
turnover of your company for the 50 - 100 43 54 12
past five years from public and 100 - 500 9% 123
private sector clients? Above 500 7 5 7
Question B4
Question Number of responses from contractors
Staff Category Number employed
Bdow 2 2-5 5-10 10-20 | 20-50 Above
50
Administrative staff 108 14
What is the average | Structural/civil 77 9
number of workers | engineers
employed by your Civil/building 108 57
company in the last ineering Technicians
Jfive years under the ity surveyors 12
Jollowing categories | Artisans 18 123 9
Skilled labourers 65 85 6 9
Unskilled labourers 67 71 27 10
estion BS
Question Number of responses from contractors
Value of Number of Projects
projects in Public Clients Private Clients
million <2 [2-5[5- [>10 [<2 [2-5]5- T>10
Tshs. 10 10
What is the average Below 50 19 89 25 5 80 60
number of projects
carried out by your 50 - 100 61 60 6 47 5 9
company in the last five
years with contract values | 100 - 200 28 9
in the following ranges
Jor public and private Above 200 9
clients
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Question B6

Question Number of responses from contractors
YES NO
Has your company ever worked for a private 138 27
client?
Question B7
Question Number of responses from contractors
Reason Frequency Scale
Always | Sometimes | Never
Unable to get jobs in public sector 25 18 95
Timely payment by private sector 17 76 45
What were the reasons for clients
working for a private client? | Less bureaucracy when working 17 105 16
with private sector clients
Uncomplicated documentation 17 105 16
Good profit to be obtained 122 16
Another sourse of job 82 56
uestion BS
Question Number of responses from contractors
Services Frequency Scale
Always Sometimes | Never
What kind of services do you Labour only 23 115
provide o private Ccients? Labour and materials 115 23
estion B9
Question Number of responses from contractors
Prablems Frequency scale
Always Sometimes Never
Delayed payments by the client 124 14
What problems Postponement by the client on 104 34
did you . execution of agreed works
experience while | Frequent stoppage of works by the 58 80
working with client
private clients? Poor quality of materials supplied by 124 14
the client
Late delivery of materials by the 131 7
client
Question B10
Question Number of responses from contractors
Reason Scale
Very important | Important | Least important
The value of projects is small 12 15
What are your Projects do not have proper I1 16
reasons for not contract documents
working with Possibility of non payment by 7 20
private clients? the Client
Long execution period for the 7 20
projects
Not offered any job from 15 5 7
private clienis
Small profit expected 13 14
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estion B11

Question Number of responses from contractors
Benefits Scale
Very importart | Important | Least important
In your opinion, what are Continued work load 132 33
the benefits to be gained by | Improving cash flow 115 50
small contractors by Gaining skills 133 32
working for private clients?
Question B12
Question Number of responses from contractors
YES NO
Has your company ever worked for a big contractor? 84 81
Question B13
Question Number of responses from contractors
Reasons Frequency Scale
Always | Sometimes Never
Unable to get jobs from other sources 7 11 66
Good pay by big contractor 29 55
What were the reasons | Less bureaucracy when working with 54 30
Sor working for big | big contractors
contractors? | To gain techical skills 84
| To gain managerial skills 84
Another source of job 58 20 6
Question B14
Question Number of responses from contractors
Services Frequency Scale
Always Sometimes | Never
What kind of services do you Labour only 84
provide to big contractors? Labour and materials 84
Question B15
Question Number of responses from contractors
Reason Scale
Very important | Important | Least important
The value of projects is small 81
What are your Projects do not have proper 28 53
reasons for not contract documents
working with big | Possibility of non-payment by 51 30
contractors? the big contractors.
Long execution period for the 6 75
projects
Not offered job/never explored 81
that possibility
Question B16
Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
In your opinion, what are Continued work load 80 85
the benefits to be gained by | Improving cash flow 59 106
small contractors by Gaining technical 129 36
working for big experience
contractors? Gaining managerial 114 51
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uestion B17

Question Number of responses from contractors
Building material Frequency Scale
Always Sometimes Never
Concrete blocks 16 113 27
Please indicate the | Precast concrete products 7 122 27
Srequency with Soft wood timber 38 106 12
which your Hardwood timber 38 106 12
company obiains Timber products 38 106 12
the following Timber props 38 106 12
building material Aggregate 85 59 12
Jrom the informal  "gang 85 59 12
materials suppliers. oot 9 147
Question B18
Question Number of responses from contractors
Material Reasons
Cheap Available when | Good quality Supplement
required other sources
1 |2 [3 1 |2 3 |1 12 |3 |1 2 |3
Concreteblocks | 7 [ § [ 101 124 | 8 23 | 137
Precast concrete | 7 5 | 101 124 | § 23 | 137
products
What were the | Soft wood 14 | 20| %4 15 | 124 | § 45 | 115
reasons for timber
using the Hardwood 14([20] 949 [15] 124 5 45| 115
materials timber
JSrom informal | Timberproducts | 14 [ 20 | 94 | 15[ 124 | 5 45 | 115
mate"f'al Timber props 14 | 20 [ 94 (15[ 124 | § 45 | 118
suppliers? | "Aggregate 46 | 25| 57 (20 108 | 5 82 78
Sand 46 [ 25| 87 [ 20| 108 | 5 82 [ 78
Cement 9 9 9
Question B19
Question Number of responses from contractors
Equipment Frequency scale
Always Sometimes Never
Concrete mixers 92 32 37
Congcrete vibrators 92 32 37
Please indicate the Wheel loaders 29 132
Srequency with which Dumpers 29 132
your company oblains the [ Excavators 38 119
Jollowing equipment from | Tipper trucks 31 77 53
informal equipment Pickups 24 84 53
suppliers? Theodolite 14 T2 75
Leveling instruments 14 70 77
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Question B20

Question Number of responses from contractors
Equipment Reasons
Cheap Available Good Efficiency Complement
when Waorking other sources
required condition
1 12 |3 [P [2 (3 1 ]2 (3 |1 |2 |3 |1 |23
Concrete 29 |30 (16 |34 |85 |5 9 |92 11 | 61
mixers
What were | Concrete 29 |30 (16 |34 (85 |5 9 |92 11 | 61
the reasons | vibrators
Jor using the | Wheel loaders 7 29 22 29
equipment | Dumpers 7 29 22 29
JSrom | Excavators 16 38 22 38
informal Tippertrucks | 14 |10 [35 |12 [91 | § 57 11 [ 89
equipment | Pickups 7 (1042712915 50 11 | 96
suppliers?  “Theodolite | 14 |8 |37 (7 |71 41 8 |64
Leveling 14 |8 [35|7 |69 41 8 |64
instruments
Question B21
Question Number of responses from contractors
Labour category Frequency scale
Always Sometimes Never
Specialized unskilled 16 138 7
|_gangs
Please indicate the Plumbers 31 125 S
JSrequency with which Electricians 31 120 10
your company uses the Steel fixers 16 140 5
JSollowing categories of [ Carpenters 16 140 5
sub-contracted labour in [ Nasons 9 140 12
Yyour projects Tile fixers 24 132 5
Painters 141 12
Land surveyors 8 131 22
Question B22
Question Number of responses from contractors
Labour Reasons
Category Cheap Available when | Quality job | Supplement own
i labour
1 |2 |3 112 3 112 |3 |1 2 |3
Specialized § | 13| 126 140 | 13 10 144
unskilled
What were the | gangs
reasons for Plumbers 13 | 126 142 | 13 17 | 146
using sub- Electricians 13 | 126 142 | 13 17 | 146
contracted Steel fixers 13| 117 142 | 13 17] 146
labour? Carpenters 13 [ 126 142 [ 13 17 [ 146
| Masons 6 | 126 142 | 6 17 | 139
Tile fixers 6 [ 126 149 | 6 17 | 146
Painters 6 | 126 142 | 6 17 | 139
Land 6 | 116 132 | 6 17 | 129
surveyors
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ion B23

Question Number of responses from contractors
Problem Scale
Very important | Important | Least important
High fees 82 74 S
Mention problems Cumbersome procedure to 53 102 6
which your company | obtain business licence
Jfaced during its start | Cumbersome procedure to 24 137
up. | register
Difficuit entry 151 10
requirements
Question B24
Question Number of responses from contractors
Problems Scale
Very important | Important | Least important
Lack of financing 161
Mention general problems | Lack of equipment 47 104
which your company faces | Lack of skilled labour 14 147
in running its day to day Difficulties in obtaining 152 8
business. projects
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Appendix 5.8

Questionnaire for medium and big formal contractors and summary of responses.

Question C1

Name and adress of the company (optional)

Question C2
Question Number of responses from contractors
Class Building Civil
Please give your I 14 4
company registration I ] s
particulars asa m 10 3
contractor v 12 4
\' 14 2
Question C3
Question Number of responses from contractors -
Amount in Source Total
Million Tshs. Public Sector | Private Sector
What is the average Below 100 12 1
annual turmover of your | 100 - 500 21 37 7
company for the past 500 — 1,000 12 3 21
JSive years from public | 1,000 - 2,000 7 6
and private sector 2,000 — 5,000 10 10
clients? 5,000 — 10,000. 4 6
Above 10,000
Question C4
Question Number of responses from contractors
Staff Category Number employed
<2 |2-5|5-10 10-20 | 20-50 | 50- >100
100
What is the average | Administrative staff 28| 24 3
number of workers | Structural/civil engineers | 35 | 15 2
employed by your Civil/building engineering | 5 36 13
company in the last | Technicians
five years under the | Quantity surveyors 24 2
Jollowing categories | Atisans 15 35 6
Skilled labourers 15 30 10
Unskilled labourers 10 30 10 5
Question C5
Question Number of responses from contractors
Value of Number of Projects
projects in Public Clients Private Clients
million Tshs. | <2 2-5 [ 5-16 | >10 <2 2-5 | 5-10 [ >10
What is the average number Below 100 5 10 3 15 8 25 7 9
of "projects carried out by 100 — 300 5 19 10 4 4 2
years with contract values in -;‘%%6 1‘;00000 : f 2
the following ranges for — 3
public and private dients: Above 3,000 1
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Question C6

Question Number of responses from contractors
Frequency scale
Always Sometimes Never
Does your company buy building materials 45 10
from informal material suppliers?
uestion C7
Question Number of responses from contractors
Building material Frequency Scale
Always Sometimes Never
Concrete blocks 1 41 13
Specify the main Precast concrete products 1 41 13
materials purchased | Soft wood timber 2 42 12
and the frequency Hardwood timber 2 42 12
over the last two Timber products 1 43 11
years. Timber props 3 41 11
| Aggregate 6 38 11
Sand 6 38 11
Cement 55
Question C8
Question Number of responses from contractors
Material Reasons
Cheap Available when | Good quality Supplement
required other sources
1 12 |3 1 |2 3 |1 2 |3 1 2 |3
What were the Concrete blocks 3 [ 2 38 4 1 (13| 42
reasons for Precast concrete 3| 26 38 | 4 1 (13| 42
using the products
materials from | Softwoodtimber [ 1 | 2 [ 27 3 [3 1 [13] 43 1
informal Hardwood timber | 1 | 2 | 27 4 | 3 1 [13] 43 1
material Timberproducts | 1 | 2 | 27 41 [ 3 1 13] 43 1
suppliers?  ["Timber props 1 [ 2] 27 41 | 3 1 [13] 43 1
(rank I to 3 in te 1 2] 26 | 1] 40 | 3 1 [14] 42 [1 1
order of Sand 1| 2] 26 | 1[40 |3 1|14 42 | 1] 1
impotance) Cement
Question C9
Question Number of responses from contractors
Frequency scale
Always Sometimes Never
Does your company hire equipment from 11 44
informal equipment suppliers?
Question C10
Equipment Frequency scale
Always Sometimes | Never
Concrete mixers 9 46
Concrete vibrators 9 46
Specify the main equipment | Wheel loaders 8 47
hired and the frequency Dumpers 7 48
over the last two years. Excavators [ 50
Tipper trucks 9 46
Pickups 5 50
Theodolite 4 51
Leveling instruments 3 52
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Question C11

Question Number of responses from contractors
Equipment Reasons
Cheap Available Good Efficiency | Complement
when required | Working other sources
condition
112 (3 [1[2 3 (112 |3 1{2]13 |1 2
Concrete 9 24 9 10 | 12 2 (33
What were the | mixers
reasons for Concrete 9 24 9 10 | 12 2 33
using the vibrators
equipment Wheel loaders 12 29 9 11 |12 3 [37
JSfrom informal | Dumpers 11 26 (9 10 [ 12 2 |35
equipment Excavators 12 28 (9 11 | 12 2 |37
suppliers? Tipper trucks 12 27_|9 10 [12 2 |36
(rank 1t03  "pickups 9 249 10 [ 12 2_[32
inorderof  [Theodolite 9 24 |9 10 [ 12 2 |33
impotance)  Teveling 9 24 |9 9 |12 2 |33
instruments
Question C12
Question Number of responses from contractors
Frequency scale
Always Sometimes Never
Does your company sub-contract works to 51 4
small registered contractors?
Question C13
Question Number of responses from contractors
Reasons Frequency Scale
Always Sometimes Never
To supplement own labour 39 12
What were the reasons for To supplement skills 36 14 1
subcontracting work to small | available in the company
contractors To keep company labour 30 20 1
farce to the minimum
To offer work opportunities 1 11 27
to small contractors
Question C14
Question Number of responses from contractors
Activities Type of contract
Labour only | Labour and material
What jobs/activities do you Excavation 50
normally sub-contract out to Concreting 1
small contractors under labour Steel fixing 51
contract only or material and Formwork fixing s1
labour contracts: Block-walling 49
Plastering 48
Screeding 48
Tiling 48
Roofing 49
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Question C15

Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
Act as a buffer for 4 11
In your opinion, what fluctuating work load
are the benefits to be Obtaining expertise not 36 18 1
gained by big within the company
contractors working Relieving the company 18 27 10
with small contractors? | from training costs
Question C16
Question Number of responses from contractors
Frequency scale
Always Sometimes Never
Deso your company sub-contract works to 51 4
informal contractors or individuals?
Question C18
Question Number of responses from contractors
Reasons Frequency Scale
Always | Sometimes Never
To supplement own labour 37 14
What were the reasons for | To supplement skills 32 17 2
subcontracting work to available in the company
informal contractors or To keep company labour 25 24 2
individuals? force to the minimum
To offer work opportunities 2 8 41
to informal contractors
Question C19
Question Number of responses from contractors
Activities Type of contract
Labour only | Labour and material
Excavation 49
What jobs/activities do you Concreting 49
normally sub-contract out to Steel fixing 49
informal contractors or Formwork fixing 49
individuals under labour contract | Bjock-walli 48
only or material and labour Plastering 46
contracts? Screeding 46
Tiling 47
Roofing 48
Question C20
Question Number of responses from contractors
Benefits Scale
Very important | Important | Least important
In your opinion, whatare | Act as a buffer for 39 13
the benefits 1o be gained | fluctuating work load
by big contractors by Obtaining expertise not 32 18 2
working with informal within the company
contractors or Relieving the company 16 28 8
individuals? from training costs
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Appendix 6.1

Data on informal construction sector as summarised from

the Tanzania National Informal Sector Survey of 1991 (GOT, 1991a)

TABLE D1

INFORMAL CONSTRUCTION SECTOR
EMPLOYMENT ACCORDING TO SEX

(GOT, 1991a:Table 2.2.1)

Geographic area Male | Female | Total
Dar-es-salaam 22,327 0 22,327
Other urban 28,569 216 28,785
Rural 111,320 | 1,006 | 112,326
TOTAL 162,216 | 1,222 | 163,438
TABLE D2

INFORMAL CONSTRUCTION SECTOR EMPLOYMENT-
AGE ACCORDING TO SEX
(GOT, 1991a:Table TOT 1)

AGE GROUP Male (FEMALE| TOTAL
0-9 0 0 0
10-14 2,517 0 2,517
15-19 10,789 0 10,789
20-24 26,260 0 26,260
25-29 37,422 0 37,422
30-39 40,056 346 40,402
40-49 20,683 330 21,013
50-59 16,960 330 17,290
60+ 7,444 0 7,444
Not stated 85 0 85
TOTAL 162,216 1,006 163,222
TABLE D3

INFORMAL CONSTRUCTION SECTOR EMPLOYMENT

-AGE ACCORDING TO GEORAPHIC AREA (GOT,

1991a:TableTOT 6)

AGE GROUP Rural Urban TOTAL
0-9 0 0 0
10-14 114 2,403 2,517
15-19 3,021 7,768 10,789
20-24 10,284 16,192 26,476
25-29 15,294 22,128 37,422
30-39 13,748 26,654 40,402
40-49 5,506 15,507 21,013
50-59 2,647 14,643 17,290
60+ 413 7,031 7,444
Not stated 85 0 85
TOTAL 51,112 112,326 163,438
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TABLE D4

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- OWNERSHIP ACCORDING TO GEOGRAPHIC AREA

(GOT, 1991a:Table ENT 2)

Geographic area Sole ownership| Partnership Total

Dar-es-salaam 10,670 92 10,762

Other urban 17,981 155 18,136

Rural 86,989 609 87,598

TOTAL 115,640 856 116,496

TABLE D5

INFORMAL CONSTRUCTION SECTOR ENTERPRISES

- OPERATING LOCATION (GOT, 1991a:Table ENT 4)

Location Number of enterprises
Dar-es-Salaam| Other Rural Total

urban

Temporary structure 1,009 100 8,778 9,887

Open space/street 154 876 699 1,729

No fixed location 8,231 6,233 72,456 96,920

Within home 350 . 43 - 393

Structure to house 49 27 1,242 1,318

Another building 456 65 60 581

Market - 118 693 811

Other 513 674 3,670 4,857

TOTAL 10,762 18,136 87,598 116,496

TABLE D6

INFORMAL CONSTRUCTION SECTOR ENTERPRISES

- AGE OF ENTERPRISES (GOT, 1991a:Table ENT 5)

Age (years) Number of enterprises
Dar-es-Salaam| Other Rural Total

urban

Uptol 696 682 5,943 7,321

1-3 981 2,006 14,302 17,289

3-5 2,654 4,380 18,368 25,402

5-10 2,398 5,125 19,432 26,955

10-20 3,128 4,953 13,836 21,917

Above 20 905 1,842 15,258 18,005

Not stated - 48 459 507

TOTAL 10,762 19,036 87,598 117,396
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TABLE D7

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- INITIAL CAPITAL (GOT, 1991a:ENT 6)

Initial capital Number of enterprises
Dar-es-Salaam |Other Rural Total
urban
0-999 1,252 3,606 36,969 41,827
1,0004,999 3,855 6,370 34,463 44,688
5,000-9,999 1,969 5,106 8,320 15,395
10,000-19,999 2,203 1,988 2,185 6,376
20,000-49,999 570 437 377 1,384
50,000-99,9999 45 94 499 1,038
+100,000 359 158 - 517
Not stated 109 377 4,785 5271
TOTAL 10,762 18,136 87,598 116,496
TABLE D8
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- SOURCE OF CAPITAL (GOT, 1991aENT 7)
Source of capital Number of enterprises
Dar-es-Salaam |Other Rural Total
urban
Own saving 7,788 13,886 61,746 83,420
Borrow from friends/relatives 1,169 1,054 5,680 7,903
Assistance from 1,709 2,510 10,670 14,889
friends/relatives
Funds from credit society - - - -
Loan from informal lenders - - 988 988
Loan from govt. and banks - - 627 627
Co-financing - - 395 395
Other 36 388 4,398 4,822
Not stated 60 298 3,094 3,452
TOTAL 10,762 18,136 87,598 116,496
TABLE D9
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- FIXED CAPITAL (GOT, 1991a:Table ENT 11)
Fixed capital Number of enterprises
Dar-es-Salaam| Other Rural Total
urban
0-1,000 82 2,145 27,578 29,805
2,000-4,000 1,717 3,425 22,246 27,448
5,000-9,000 2,180 5,770 20,703 28,653
10,000-19,000 1,715 4,516 11,174 17,405
20,000-49,000 2,995 1,776 5,304 10,075
50,000-99,000 7181 315 444 1,540
+100,000 1,232 189 149 1,570
TOTAL 10,762 18,136 B7,598 116,496
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TABLE D10
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- WORKING CAPITAL (GOT, 1991a:Table ENT 12)

Working capital Number of enterprises
Dar-es-Salaam| Other Rural Total
urban
0-1,000 10,445 18,136 87,598 116,179
2,000-4,000 - - - -
5,000-9,000 - - - -
10,000-19,000 162 - - 162
20,000-49,000 - - - -
50,000-99,000 - - - -
+100,000 155 - - 155
TOTAL 10,762 18,136 87,598 116,496
TABLE D11

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- TOTAL CAPITAL (GOT, 1991a:Table ENT 13)

TOTAL CAPITAL Number of enterprises
Dar-es-Salaam Other Rural Total
urban
0-1,000 82 2,145 27,578 29,805
2,000-4,000 1,777 3,425 22,246 27,448
5,000-9,000 2,180 5,770 20,703 28,653
10,000-19,000 1,715 4,516 11,174 17,405
20,000-49,000 2,995 1,776 5,304 10,075
50,000-99,000 781 315 444 1,540
+100,000 1,232 189 149 1,570
TOTAL . 10,762 18,136 87,598 116,496
TABLE D12

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- ANNUAL INPUTS (GOT, 1991a:Table ENT 23)

Annual Inputs Number of enterprises
Dar-es-Salaam Other Rural Total
urban
0-9,000 2,797 7,802 55,349 65,948
10,000-29,000 723 2,306 17,314 20,343
30,000-49,000 990 1,371 8,340 10,701
50,000-99,000 1,152 2,933 4,636 8,721
100,000-199,000 1,751 2,625 846 5,222
200,000-499,000 1,924 880 1,113 3,917
+500,000 1,425 219 - 1,644
TOTAL 10,762 18,136 87,598 116,496
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TABLE D13

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- ANNUAL REVENUE (GOT, 1991a:Table ENT 24)

Annual Revenue Number of enterprises
Dar-es-Salaam |Other Rural Total
urban
0-9,000 46 508 12,864 13,418
10,000-29,000 170 1,637 25,360 27,167
30,000-49,000 53 758 15,352 16,163
50,000-99,000 2,145 3,414 19,331 24,890
100,000-199,000 2,142 5,039 9,044 16,225
200,000-499,000 2,996 5,029 5,413 13,438
+500,000 3,210 1,751 234 5,195
TOTAL 10,762 18,136 87,598 116,496
TABLE D14
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- ANNUAL PROFITS (GOT, 1991a:Table ENT 25)
Annual profits Number of enterprises
Dar-es-Salaam |Other Rural Tatal
urban
0-9,000 46 538 20,597 21,181
10,000-29,000 455 1,914 29,700 32,069
30,000-49,000 946 2,227 13,762 16,935
50,000-99,000 2,579 3,896 12,796 19,271
100,000-199,000 3,185 5,196 7,875 16,256
200,000-499,000 2,867 3,120 2,634 8,621
+500,000 684 1,245 234 2,163
TOTAL 10,762 18,136 87,598 116,496
TABLE D15

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- ANNUAL INPUTS, REVENUE AND PROFIT (GOT, 1991a:Table ENT

26,27 & 28)
Amount in ("000 Tshs.)
Dar-es-Salaam (Other Rural Total
urban
Total annual value of inputs 2,773,029 1,327,338 | 1,398,385 | 5,498,752
Total annual value of revenues 5,187,019 4,132,990 | 5,256,846 | 14,576,855
Total annual value of profits 2,413,845 2,806,051 | 3,861,556 | 9,081,452
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TABLE D16

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- MAJOR DIFFICULTIES WHEN ESTARLIYHING (GOT, 1991s:Table PROB 1,24 )

Difficulties Number of enterprises
Dar-es-Salaam Other urban Rural Total

Fist | Second | Third | Firmt | Second | Thied | Fist | Secend | Third | First | Secemd | Third
Government 271 199 - i) 149 it 198 M 180 683 % 34
| Regulations _—
Finding Premises 528 553 342 | 1312 | LIBI | 247 | 8338 | 2467 | 3436 | 10,196 | 4203 | 4025
Lack of adequate 5476 | 1312 | 437 | 4513 | L7368 | 490 | 13,676 | 10161 | 2398 | 24065 | 13,408 | 3335
capital .
Skilled workers B B | 6 3137 | 3257 | LBl | 3,137 | 4530 | 15%
Access 10 equipment 2386 | 2270 | 609 | 5463 | 1928 | 296 | 34961 | 13,041 | 43536 | 42,790 | 1,839 | 5841
and spare parts
ACOS8S 10 raW 9% 203 1K) 91 114 96 | 4118 | 6% 1092 | 4511 | 93
mgqterials . .
Getting 1224 | 1909 | 1,133 | 3352 | LA | 1308 | 4735 | 7653 | 8842 | 9511 | 1L,000 | 11473
market/customers N _
Transport problems 2% 57 153 193 692 | 2454 | 29% | 744 | 2853 | 3457
Access 10 services Le. - 106 1 | 38 952 745 745 952 761 889
water/electricity
Other 455 194 a4 | 71 7] W2 | 2338 | L707 | 441 | 3564 | 2830 | 94
No difficulty at al 3% | 3670 | 7,561 | 1859 | 9,142 | 14674 | 17,555 | 41,684 | 61,584 | 19,760 |.34,49% | 83815
TOTAL 10762 | 10,763 | 10,762 | 15,136 | 18,136 | 18,156 | 87,598 | 87,99 | §7.998 | 11649 | 116,496 | 116,49
TABLE D17
INFORMAL CONSTRUCTION SECTOR ENTERPRISES

- MAJOR OPERATING DIFFICULTIES (GOT, 1991a:Table PROB 4, 5 & 6)
Difficulties Number of enterprises
Dar-es-Salaam Other urban Rural Total

Fiest | Secomd | Third | First | Seowd | Third | Fiest | Secemd | Third | First | Secomd | Third
Non-payment of debts | 116 | 654 SSU | 134 | 64 166 | 12,139 | 3147 | 2288 | 14667 | 45% | 2999
Unavailability of credit | 4705 | 1468 | 451 | 5363 | 1180 | 611 | 14437 | 6366 | 357 | 24306 | 5314 | 4840
facilities
Lack of management % 3 17 570 5 22 | 6578 | 4654 | 1391 | B804S | 5630 | L1790
skills
Lack of capital 1214 [ 1697 | 382 | 4027 [ 3357 | 750 | 28693 | 13878 | 3466 | 33934 | 18932 | 4,598
|equipment
Lack of skilled 37 15 774 194 - 4415 | 845 15 523% | 1,09
personnel —
Difficulties with 215 154 168 ) E) %4 | 1306 | 5% 15T | L1ss | 18 57)
existing
| regulations/law
Heavy taxes & licence 36 106 4 (3] ) - 37 718 714 7} 858
fees
Lackfirregular supply 135 589 176 286 624 % 2368 | 4191 [ 3583 | 2789 | 5404 | 3TR9
of raw materials
Transport problems n 7 309 a n 144 1023 | 3537 | 2502 | L1488 | 4007 | 2955
Lack of space =5 590 ) 1095 | 3740 | 3,108 | 3580 | 5245 | 4712 [ 5285
Lack of spare parts 144 108 16 50 - 836 700 144 960 7%
Thicves 37 3 ) 455 3 95 9 | 1410 | L647 | LA%E | 148 |
No difficulty at all 1038 | &1 B | 3219 | 1035 | 358 | 5481 | 3573 | 1937 | 9,738 | 5,500 | 3,006
Other 1001 | 3618 | 7,81 | LAD3 | 7950 | 14,161 | 10,244 | 37.994 | 61445 | 13,648 | 49,162 | 82,91
TOTAL 10,761 | 10,782 | 10,762 | 18,136 | 18,136 | 15,16 | $7,98 | $7,578 | ¥9,99% | 116,49 | 116,49 | 116,496 |
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TABLE D18

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- MAJOR ASSISTANCE NEEDED (GOT, 1991a:Table PROB 7,8 & 9)

Difficulties Number of enterprises
Dar-es-Salaam Other urban Rural Total

First | Secend | Third | First | Sacemd | Thicd | Fist | Secend | Third | Férst | Second | Third
Provision of a permanent | 925 | 821 33| 155 | EIT7 | 198 | 6985 | 3528 | 20% | 9464 | 651 | 2637
site
Better access (o loans 6855 | 1521 | 687 | 9435 | 2R | 84 | 3451 | 16282 | 1,637 | 50881 | 20,685 [ 3158
Easing in government 170 7 My [ m ®3 | 1493 1,506 | 1,782
regulations _ _
Better access 1o raw i) 985 | 148 866 | % 64 | 5360 | 3641 | 1852 | 6997 | 5318 | 2204
materials -
Better transport facilities | 13 381 13 19 38T | 2882 | 5630 | SM | 3030 [ 6710 | 930
Training for self W7 | 433 | 7S | 1388 | R6I6 | 74 | 11,042 | 7,685 | 5098 | 13,77 | 97M | 6.607
Training for workers . [ &1 310 57 o) 519 745 294 89 | 900 | 1248
Assistance with W8 | 153 | B2 | 827 | S84 | 3 | 3612 | 3316 | 4030 | 3337 | 338 | S8
markerting
Access 1o modern w3 | 715 | 230 929 | 795 | 753 | 6585 | 10925 | 5237 | 7817 | 12,495 | 6220
technology
Other 330 ) 0 . | M
No need for assistance SR | 3935 | 6789 | 2814 | E290 | 14,523 | 15692 | 34474 | 65287 | 19,084 | 46,719 | 66,594 |
TOTAL 10,762 | 16,762 | 16,62 | 18,136 | 18,136 | 18,136 | $7,598 | $7,998 | 87,98 | 115,496 | 116,49 | 116,4%
TABLE D19

INFORMAL CONSTRUCTION SECTOR GROSS OUTPUT, VALUE ADDED AND
OFFICIAL FORMAL ECONOMY VALUE ADDED (GOT, 1991a:Table 3.1.1)

Comstruction Total Informal
No. of enterprises 116,496 1,801,543
Annual Gross Output 4,577 486,869
Annual Value Added 20,864 183,418
Official Formal economy value addes 42,519 952,018
TABLE D20
INFORMAL CONSTRUCTION SECTOR GROSS OUTPUT, CAPITAL
AND
GROSS OUTPUT PER UNIT OF INVESTMENT (GOT, 1991a:Table 3.2.3)

Construction Total Informal

Gross Output (million Shs.) 14,577 486,869
Total Capital (million Shs.) 1,316 55,880
Gross output per unit of investment (shs.) 11 8.7
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TABLE D21

INFORMAL CONSTRUCTION SECTOR - VALUE ADDED, CAPITAL AND
VALUE ADDED PER UNIT OF INVESTMENT (GOT, 1991a:Table 3.2.4)

Construction Total Informal
Total value added (shs. Million) 10,864 183,417
Total Capital (million Shs.) 1,316 55,880
Value added per unit of investment 83 33
(shs.)
TABLE D22
INFORMAL CONSTRUCTION SECTOR ~ CAPITAL
FORMATION
(GOT, 1991a:Table 3.3)
Construction Total Informal

Capital formation (shs. "000") 186,280 5,721,982
TABLE D23
INFORMAL CONSTRUCTION SECTOR - SUPPLIERS OF RAW
MATERIALS
(GOT, 1991a:Table ENT 35)

D'Salaam Other urban Rural Total
Individuals 4,484 9,118 38,619 52,221
Small enterprises 1,239 990 4,964 7,193
Large enterprises 775 769 2,661 4,205
Government/parastatals 264 104 454 822
Other 34 - 1,654 1,688
No raw materials 3,966 7,155 39,264 50,385

10,762 18,136 87,616 116,514
TABLE D24
INFORMAL CONSTRUCTION SECTOR - MAJOR CUSTOMERS
(GOT, 1991a:Table 37)
Major customers Geographic area Total
D'Salaam Other urban Rural

Individuals 10,282 17,335 78,594 106,211
Small enterprises 60 9 551 620
Large enterprises 247 394 738 1,379
Government/parastatals 38 398 3,052 3,488
Other 135 - 3,798 3,933
Not stated - - 865 865
Total 10,762 18,136 87,598 116,496

337




TABLE D25

INFORMAL CONSTRUCTION SECTOR - AVERAGE ANNUAL INPUTS,

REVENUE AND PROFITS
(GOT, 1991a:Table ENT 31, 32 & 33)

D'Salaam Other Urban Rural
Inputs 258,000 73,000 16,000
Revenue 482,000 228,000 60,100
Profits 224,000 155,000 44,000
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Appendix 6.2

Data on informal construction sector as summarised from
the Dar-es-Salaam Informal Sector Survey of 1995 (GOT, 1995)

TABLE El
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- OWNERSHIP (GOT, 1995:Table A8)

Type of ownership Total
Formerly registered co-op 57
Another co-op 138
Sole ownership 14,711
Partinership / unincorporated 103
TOTAL 14,906
TABLE E2

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- BUSINESS REGISTRATION (GOT, 1995:Table A7)

Business status Total
No Licence 14,566
Trade Licence 323
Licence with certificate of registration 119
TOTAL 15,008
TABLE E3

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
AGE OF ENTERPRISES (GOT, 1995:Table A5)

Age (years) Number of enterprises

Male Female Total
0- 1 month 113 - 113
1 - 3 months 33 - 33
3 - 6 months 161 - 161
6 - 12 months 484 - 484
1- 2 years 943 - 943
2- 3 years 1,487 283 1,770
3- 4 years 1,278 - 1,278
4- 5 years 1,088 - 1,088
5- 10 years® 3,677 194 3,871
+ 10 years 5,129 103 5,232
Not stated 38 - 38
TOTAL 14,431 580 15,011
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TABLE E4

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- INITIAL CAPITAL (GOT, 1995:Table A6)

Initial capital Number of enterprises

Male Female Total
1,000 - 4,000 565 - 565
5,000 - 9,000 4,815 140 4,955
10,000 - 14,000 2,476 - 2,476
15,000 - 19,000 95 - 95
20,000 - 24,000 760 150 910
25,000 — 49,000 657 - 657
50,000 - 99,000 391 54 445
+100,000 484 - 484
Not stated - - -
TOTAL 10,243 344 10,587
TABLE E5

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- MAIN PROBLEMS OF BUSINESS OPERATION (GOT, 1995.Table F1)

PROBLEMS Total [PROBLEMS (cont’d) TOTAL
Lack of investment capital 4,935 ([High competition 3,560
Lack of working capital 6,603 [High cost/lack/ poor quality of raw 1,042
materials
Lack/high cost of finacing 2,957 |Inadequate own skill 822
Problem of premises 1,838 |High salary/lack of skilled workers 153
Poor infrastructure/utilities 805 |Other problems with workers 210
Transport 750 |High taxes & licence fees 255
Lack of information on new 1,003 |Difficulty to comply with regulation 296
technologies
High cost of machinery and 1,907 |Abuse of regulations by officials 341
equipment
Lack of machinery and equipment 1,140 |Land occupancy/expulsion 445
Lack/high cost of spares 1,642 |Exortion/prote payments 210
Lack of customers 5,717 |Thefitviolence 124
Low profit 3,265 |Claim of income by familiy members 509
Bad pay by customers 2,190 |Lack of time or mobility 523
Rejection of products 1,338 |Other problems 266
TOTAL 44,846
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TABLE E6

INFORMAL CONSTRUCTION SECTOR ENTERPRISES

- SOURCE OF RAW MATERIALS (GOT, 1995:Table C1)

Source of raw materials Total
Government agency 203
Large shop 376
Customer/contractor 305
Small shops 895
Farmers 120
Not stated 17,604
TOTAL 19,503
TABLE E7

INFORMAL CONSTRUCTION SECTOR ENTERPRISES

- CUSTOMERS (GOT, 1995:Table C3)

Customers

Total

Private individuals

14,955

Small business men

8,173

Middle man, agents

Large shops

123

Govt agencies

Not stated

TABLE E8

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- MAIN MOTIVE FOR ESTABLISHING THE BUSINESS (GOT, 1995:Table A1)

MAIN MOTIVE Total

Male Female Total
Can't find other work 5,117 70 5,187
Released from other work 1,691 124 1,815
Retirement 752 150 902
Familiy needs additional income 2,298 - 2,298
Business provides good income 904 235 1,139
No much capital required 504 - 504
Keep production cost low 93 - 93
Can do away with legal constraints 33 - 33
Wants to be independent 624 - 624
Can choose hours/place of work 223 - 223
Can combine business with household 140 - 140
Traditional line of business 410 - 410
Other reason 1,607 - 1,607
Not stated 33 - 33
TOTAL 15,008
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TABLE E9
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- BUSINESS LOCATION (GOT, 1995:Table A2)

Location Total

Male |Female | Total
Within own home 870 54 924
Structure attached to house - - -
Permanent building other than 132 - 132
home
Fixed stall/jiosk/market - - -
Vehicle, cart, temporary structure 69 - 69
Street 183 - 183
Other temporary structure 561 - 561
Construction sites 3,365 | 140 3,505
Customers/employee house 937 - 937
No fixed location 8,312 | 386 | 8,698
TOTAL 14,429 | 580 | 15,009
TABLE E10

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- GROSS OUTPUT LAST YEAR (GOT, 1995:Table B2)

Gross output Total

Male |Female | Total
Less than 50,000 25 - 25
50,000-99,999 454 - 454
100,000-199,999 1,672 70 1,742
200,000-299,999 ' . 1,574 70 1,644
300,000-499,999 3,119 | 124 3,243
Above 500,000 7,350 | 316 7,666
Not stated 235 0 235
TOTAL 14,429 | 580 | 15,009
TABLE El1

INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- VALUE ADDED LAST YEAR (GOT, 1995:Table B4)

Value added Total

Male |Female| Total
Less than 50,000 1,237 - 1,237
50,000-99,999 836 70 906
100,000-199,999 1,262 70 1,332
200,000-299,999 1,733 70 1,803
300,000-499,999 3,032 54 3,086
Above 500,000 6,329 | 316 | 6,645
Not stated 0 0 -
TOTAL 14,429 | 580 | 15,009
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TABLE E12
INFORMAL CONSTRUCTION SECTOR ENTERPRISES
- OPERATING SURPLUS LAST YEAR (GOT, 1995:Table B6)

Operating surplus Total

Male (Female| Total
Less than 50,000 1,383 70 1,453
50,000-99,999 806 70 876
100,000-199,999 1,351 - 1,351
200,000-299,999 1,759 70 1,829
300,000-499,999 2,884 | 204 3,088
Above 500,000 6,246 | 165 6,411
Not stated 0 0 -
TOTAL 14,429 | 579 15,008
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Appendix 6.3
Contribution of rural-own construction to the construction industry

YEAR | CAPITAL FORMATION AT 1992 PRICES | GDP CONSTRUCTION AT 1992 PRI

GCF Rural Own account R Non- monetary

Construction GDP

1987 328,948 34377 10,414
1988 254,116 38,962 10,640
1989 253,145 38707 10,869
1990 340,256 37,837 11,100
1991 380,107 41,291 11,332
1992 373,043 41,620 11,567
1993 330,798 44,007 11,802
1994 334,829 45,802 12,039
1995 285,558 46,581 1227
1996 272,215 49,259 12,515
1997 263,514 43,465 12,753 o
1998 301,078 46,990 12,995 i ;%?ix%
Average % 5 ' S
Standard Deviation
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Appendix 3.1
Sample contract clause to be used for subcontracting o Tade subcontractars

The Contractor with the exception of their own directly employed workers shall
engage only CIDB's CW0L registered contractors or Slots (Singaoore List of Trace
Subcontrectors) in the following registration heads or trades :-

A Civil and Stuctural

1. Formwork

2. Metal forms worker (Erector)

3. Reinforcement fixer/steel bender
4. Structural Steelworker

8  Architectural and Finishing

1. Bricklayer
2 Joiner

3. Painter

4, Plasterer
S. Roofer

6. Tiler

The Contractor shall submit to Director (Manpower Development Division) of
CIDB, ¢/o Head of Work Permit Section and SO, a list of trade subcontractors at
the-commencement of the project. He shall also maintain and update this list
using the attached form and forward the same to the above said. :

Two weeks before the commencement of each relevant trade, the Contractor shell
gubmit to (DB the Slots or CIDB certificate of the trade subcontractor engaged

The Contractor shall be responsible for any eventual delay in the progress of the
works owing to his failure to ensure the required on-time registration of his
subcontractors and no extension of time shall be granted on the account of such
delays. :

Appropriate action will be zken by CIDB should the Contractor fzil to comply
with the requirements of this clause.
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CONTRACTOR'S DECLARATION - LIST OF TRADE SUBCONTRACTOR

Name ’ CPF afc no. ‘ SLOTS or l TRAOE or | Pariod _ I E: .
CDB req. na. | Workhead | Start Oate | End Date :
' ‘ l 1 a —
! i | | | e —
| | | | | [ I
] | i ———
[ | | T
: | | | )
‘ | 1
| I | T
| [ 1 i
i | |
z l | | I
! 1
|
|
o
| s
|
-
l
L [
t | j
Submitted By
Name
Designation
Company's Stamp :
_Signature
(PM & Above)
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