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Transforming State-Owned Enterprises by
Adopting Corporate Governance Models for
Enhanced Financial Sustainability

A Case Study of Tanzania’'s Public Service Agencies.

Author: Dr. Bravious Felix Kahyoza (PhD, FMVA, CP3P), Co-Author: Amran Bhuzohera

ABSTRACT

State-owned enterprises (SOEs) are still at the core of the Tanzania economy, mainly in
providing electrify, water, telecommunications and transport. Yet, most of these companies
keep posting ongoing financial losses, are deeply dependent on government subsidies and are
operationally inefficient, thus they are a major cause of the government's fiscal deficit. This
research explores the feasibility of corporatisation - the use of private-sector corporate
governance practices in a public enterprise - as a means to make the firms financially

sustainable.

The research, which used a mixed-methods design, examines financially secondary data
(2015-2025) for selected SOEs (TANESCO, TTCL, and DAWASA/DAWASCO) and also gathers
primary data through semi-structured interviews and questionnaires conducted with 28 key
informants and 50 managers. The results indicate that among the main governance issues
affecting the underperformance of the SOEs' finances are the political interference, lack of
independence of the board, misalignment of incentives, and the existence of soft budget
constraints. It is stated that the partial reforms implemented since 2020 (performance
contracts and limited board restructuring) have led to the reduction of annual losses by 40-
60 % and have been instrumental in achieving a record sector-wide dividend of TZS 1.028
trillion in 2024/25, however, no utility SOE has managed to achieve sustained profitability.

The research, based on Agency Theory, Public Choice Theory, and examples of international
success (Singapore’s Temasek Holdings, China’s gradual corporatisation, and New Zealand'’s
SOE model), shows that sound corporate governance practices can be easily implemented in
Tanzania. The inquiry settles on eight policy and managerial recommendations with tangible
consequences, such as the legal reclassification of strategic SOEs under the Companies Act,
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the imposition of independent directors making up at least 60 % of the board, the
performance-based executive remuneration being put into practice, and the creation of a

professionally managed SOE holding company.

The research argues that it is politically and practically most plausible to carry out full
corporatisation instead of maintaining hybrid arrangements or resorting to privatisation. As
such, it is the best way to transform Tanzania SOEs into entities that are financially
sustainable, provide services efficiently, and are able to make a positive contribution to

national development goals.

Keywords: State-owned enterprises, corporatisation, corporate governance, financial
sustainability, public sector reform, Tanzania, New Public Management
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INTRODUCTION
1.1 Background of the Study

State-owned enterprises (SOES) are enterprises that are under the control of the State and
are sometimes branded as public enterprises or parastatals. Through them most piviotal
changes are acomplished in the economies particularly in the childrens case of third world
countries where they are mostly charged with the delivery of such services as electricity,
water, transportation, telecommunications, and healthcare. Worldwide, SOEs are quite large
and influential in the economy of a country. The OECD estimates that they represent more
than 20% of the total investments and 5% of the total employment in most jurisdictions
(OECD, 2015). On the other hand, the management of the public sector based on traditional
models such as bureaucratic hierarchies, political interference, and soft budget constraints
has been the cause of inefficiencies, losses in finances, and poor quality of services in most
cases (Shirley, 1999).

The rise of New Public Management (NPM) in the 1980s and 1990s led to a major change of
a kind, it suggested that the public sector should adopt private sector management practices
that are typical for the private sector - among these practices are performance-based
incentives, orientation to the customer, and accountability for results (Hood, 1991). One of
the important NPM-inspired measures is corporatisation. It is an undertaking by which public
enterprises are reconstructed in such a way as to operate as independent commercial entities
with the state keeping the shares. Corporatisation is a process of "cleaning the enterprise"
from political interference, introducing hard budget constraints, and a profit-oriented

mentality, but without full privatisation (Aivazian et al., 2005).

Good examples of corporatisation show its promise. In China, SOEs went through
corporatisation in the 1990s and 2000s resulting in their profitability and productivity being
raised significantly merely by governance domestic reforms, no need for the transfer of the
ownership to private sector (Aivazian et al., 2005). Like-wise, the reforms in Singapore and
New Zealand made public utilities to be turned into efficient, financially sustainable, and viable

entities through the changes in the board and performance agreements (World Bank, 1995).

State-Owned Enterprises (SOEs) in Tanzania have been at the core of the country's economic
development since the time of independence and were a direct consequence of the Arusha

Declaration's socialist policies of the 1960s.

TICGL | Tanzania Investment and Consultant Group Ltd | Economic Research Centre | Advancing Knowledge for
Competitive Growth | P.O. Box 8269, Dar es Salaam, Tanzania | X, Telephone: +255 768 699 002 | +255 740 900
752 | Email: economist@ticgl.com | admin@ticgl.com (for consulting, publications and journal submissions) |
research@ticgl.com (for research collaborations) | Website: www.ticgl.com



mailto:economist@ticgl.com
mailto:admin@ticgl.com
mailto:research@ticgl.com
http://www.ticgl.com/

iscussion Paper

TICGL Research D

ID: TICGL-JE-2025-092 TI c G L\&
ARTICLE | Publisher: TICGL | Economic Research Centre | www.ticgl.com

However, the realities of the 1980s brought structural changes and liberalization measures
that revealed the deep-rooted underperformance issues of SOEs, as a result of which many
of them depended on government subsidies and caused the increase of the budget deficit
(Cook and Minogue, 1990). Recent reports paint the same picture of continuous struggles: in
2022/23, a number of Tanzania SOEs were experiencing losses that together amounted to
almost TZS 400 billion due to their inefficiencies in operations and weaknesses in governance
(Controller and Auditor General, 2024).

This study explores how adopting corporate governance models—emphasising independent
boards, transparent reporting, and performance accountability—can enhance the financial
sustainability of Tanzania SOEs.

1.2 Problem Statement

According to IMF (2023), State-Owned Enterprises (SOEs) in Tanzania and other developing
countries have generally maintained a negative trend of financial results despite their vital role
in the economy. This trend is marked with repeated losses, high levels of debt, and reliance
on government rescues. In the same vein, the report of the Controller and Auditor General
(2024), references politically influenced poorly governed, overstaffed, and non-commercially
oriented enterprises such as Air Tanzania Company Limited (ATCL), and Tanzania Railways
Corporation (TRC) as major causes of the significant losses made by these entities in the
country. The knock-on effects of these problems, apart from resulting in the crowding out of
public finance—thus, fiscal risks—they also lead to bad services in sectors which are vital to

the fight against poverty and to the economic growth process.

Traditional bureaucratic management in state-owned enterprises (SOEs) usually focuses on
political goals at the expense of efficiency. This has resulted in agency problems, where
managers have little incentive to increase profitability (Boardman and Vining, 1989). Although
there have been some partial reforms (e.g., privatisation of non-strategic assets), service-
providing SOEs that are at the core of the sector are still going are still going through a deep
crisis of inefficiency. The reason for that is the insufficient implementation of sound corporate
governance practices, such as independent boards and performance-based management,
which have been successfully applied in other sectors (OECD, 2015). If governance models

are not changed, Tanzania SOEs will be stuck in a financial unsustainability cycle that will
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continue to be a burden for taxpayers over the long term and slow down the country's
progress towards middle-income status.

1.3 Research Objectives

General Objective To examine how the adoption of corporate governance models can

transform state-owned enterprises in Tanzania towards greater financial sustainability.
Specific Objectives

1. To analyse the current governance challenges facing Tanzania SOEs and their impact

on financial performance.

2. To evaluate successful international models of corporatisation and corporate

governance in public enterprises.

3. To assess the applicability of private-sector corporate governance practices (e.g.,
board independence, performance contracting) to Tanzania SOEs.

4. To propose policy recommendations for implementing corporate governance reforms

in Tanzania SOEs to enhance profitability and efficiency.
1.4 Research Questions/Hypotheses
Research Questions

1. What are the primary governance and management challenges contributing to

financial unsustainability in Tanzania SOEs?

2. How have corporate governance models improved financial performance in SOEs in

other countries (e.g., China, Singapore)?

3. To what extent can private-sector corporate governance practices be adapted to

Tanzania public enterprises without full privatisation?

4. What policy and institutional reforms are needed to facilitate the adoption of corporate

governance in Tanzania SOEs?
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Hypotheses

e H1: Stronger corporate governance practices (e.g., independent boards and
performance incentives) are positively associated with improved financial sustainability
in SOEs.

e HO: There is no significant relationship between corporate governance reforms and

financial performance in public enterprises.
1.5 Significance of the Study

This research aids the debate on public sector reform in the developing world with its
evidence-based insights to corporatisation as a viable alternative to outright privatisation. It
supplies actionable recommendations to the policy-makers in Tanzania to improve SOE
governance, thereby, possibly, lessening fiscal burdens and elevating service delivery.
Moreover, the study acts as an academic stepping stone by addressing the void of research
concerning NPM and corporate governance in African SOEs that is locally grounded. From a
practical point of view, if the implementation is successful, it could lead to an increase in the
revenue generation potential of SOEs (for instance, via dividends) like in the case of the recent
collections that have gone beyond TZS 1 trillion in 2025. In the end, the research is in line
with Tanzania's development objectives as outlined in the National Five-Year Development
Plan, which is geared towards the creation of efficient public institutions for sustainable

growth.
1.6 Scope and Limitations

This research concentrates on the chosen Tanzania SOEs in service-delivery sectors (such as
energy, transport, and telecommunications) through the use of secondary data and case
studies from 2015 to 2025. The research talks more about reforms in corporate governance
rather than complete privatization. Some of the limitations are that the study depends on
financial reports that are available to the public, there may be data gaps resulting from the
fact that some SOEs are not very transparent, and it might be difficult to apply the findings to
other countries besides Tanzania. The reform of politically sensitive SOEs may also limit the
possibilities of gathering primary data.
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LITERATURE REVIEW
2.1 Theoretical Framework

The governance and performance challenges of state-owned enterprises (SOES) can be
analysed through several established theories, primarily Agency Theory and Public Choice

Theory, which highlight the inherent conflicts and inefficiencies in public sector management.

Agency Theory, as articulated by Jensen and Meckling (1976), posits that conflicts arise
between principals (owners, in this case the state or citizens) and agents (managers of SOES)
due to divergent interests and information asymmetry. In SOEs, the state acts as the principal,
but multiple layers of bureaucracy dilute ownership accountability, leading to moral hazard
where managers pursue personal gains or political objectives rather than efficiency and
profitability (Eisenhardt, 1989). This theory explains phenomena such as overstaffing, soft
budget constraints, and political interference in SOEs, as managers face weak incentives for
performance and limited monitoring (Boardman and Vining, 1989). Reforms like
corporatisation address these issues by introducing independent boards, performance
contracts, and incentive alignment, mimicking private-sector mechanisms to reduce agency

costs (Aivazian et al., 2005).

Public Choice Theory, which was primarily developed by scholars like Buchanan and Tullock
(1962), uses economic logic to explain political and bureaucratic behaviour. It even suggests
that people who hold public office are not motivated by the public good but rather by their
own self-interest. Within SOEs framework politicians and bureaucrats may be using
enterprises to engage in activities such as rent-seeking, patronage or vote-buying at the cost
of inefficient allocation of resources and fiscal deficits (Niskanen, 1971). Essentially, this theory
is a critique of the traditional public administration which it sees as lacking the discipline of
the market. As a consequence, it predicts that without the presence of competitive pressures
or clear accountability, SOEs will deliver a lower performance level compared to that of private

firms.

There are also some other theoretical frameworks which position themselves as being
supportive and complementary. One of them is New Public Management (NPM) whose core
idea is to borrow and transfer the best practices from private-sector firms to public entities in
order to raise their productivity (Hood, 1991). Another one is Resource Dependence Theory

that conceives SOE boards as the only viable architectures to handle the dependence on the
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government for financial and political support (Pfeffer and Salancik, 1978). The latter theories
in the first place strongly signify that the implementation of corporate governance codes, such
as the independence of the board and the correctness of the report, can not only help solve
the problem of agency and the self-interested behaviour of the individuals but also be an
important tool towards financial sustainability of SOEs (OECD, 2015).

2.2 Conceptual Framework

The conceptual framework leading to this research was the integration of corporate
governance principles into the management of SOE for the achievement of financial
sustainability. According to Cadbury (1992), Corporate Governance refers to the system of
rules, practices, and processes through which an organization is guided and controlled, co-
ordinating the different interests of stakeholders, especially those of shareholders, but also of
other stakeholders, such as employees, customers, financiers, the community, thereby

ensuring the overall accountability and transparency of the organization."
Key concepts include:

o Corporatisation: The restructuring of public entities into commercial corporations
under company law, retaining state ownership but imposing hard budget constraints
and commercial objectives (Shirley, 1999).

o« Board Independence and Performance Contracting: Independent directors
reduce political interference, while contracts link as performance incentives align
management with profitability goals (OECD, 2015).

o Financial Sustainability: Measured by profitability, return on assets, dividend
payments to the state, and reduced reliance on subsidies (World Bank, 2024).

The model suggests that the implementation of governance standards from the private sector
(the independent variable) will have a positive effect on the financial performance of state-
owned enterprises (the dependent variable) with the influence of contextual factors like the
regulatory environment and political will. The idea is based on NPM principles, where "letting
managers manage" by giving them autonomy and holding them accountable instead of

bureaucratic control (Hood, 1991).
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Figure 1.1: The illustrate the relationships: Governance Reforms — Reduced
Agency Costs — Improved Efficiency and Profitability.

Governance Reduced Im-proved
Reforms Agency Costs Efﬁaenc_v_ ?“d
Profitability
Board independence, Lower monitoring costs, Better resource allocation,
ownership structure, reduced information enhanced operational
disclosure requirements asymmetry performance

2.3 Global Experiences of Corporatisation

Worldwide studies have revealed that one of the main points to be seen in a corporatised
State-Owned Enterprise (SOE), is a much better overall performance besides a complete
privatisation, with the introduction of corporate governance disciplines.

The State-Owned Enterprises Act of the 1980s in New Zealand, for example, had the impact
of changing government departments into limited liability companies. These were required to
act as profitable businesses. As result, the country witnessed a transformation, where the
formerly loss-making organizations were turned into profit-making ones through the
establishment of clear commercial mandates and the appointment of independent boards
(Bradbury, 1999).

Temasek Holdings, a government-owned investment company in Singapore that manages
SOEs (referred to as government-linked companies) through professional boards and market-
driven incentives, sets an example. These entities, despite being state-owned, are competing
in the global market and thus, are contributing substantially to the national reserves while
maintaining high profitability (Ramirez and Tan, 2004).

Furthermore, the process of corporatization in the case of Telekom Malaysia and Tenaga
Nasional involved the listing of these companies on stock exchanges and the implementation
of private-sector governance models which, as a result, brought about the increase of
efficiency as well as the confidence of the investors (World Bank, 1995).
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The performance of public enterprises in Kenya have some doubtable issues with positive
outcomes, such as that of Kenya Airways and Safaricom which after partial privatization and
corporatisation, have witnessed performance improvements through independent governance
structures and strategic investors (Kariuki, 2014). Similarly, China’s experience of
corporatizing SOEs under the Company Law without privatization has led to enhanced
productivity through internal governance and incentive reforms (Aivazian et al., 2005).

All these examples confirmed by the OECD guidelines emphasize success factors such as the
establishment of a legal entity separate from the government, employment of professional
managers, and monitoring of performance (OECD, 2015). Challenges, however, occur when
political interference continues, thus stressing the importance of strong institutional
safeguards.

2.4 Tanzania Context and Previous Reforms

The SOE sector in Tanzania is largely a product of socialist policies introduced after
independence through the 1967 Arusha Declaration, which emphasized public ownership for
national development. By the 1980s, the country had over 400 parastatals that not only
dominated the economy but also were incurring debts due to inefficiencies and subsidies
(Cook and Minogue, 1990).

The reforms were initiated in the mid-1980s with the IMF/World Bank-supported structural
adjustments and were further deepened in the 1990s with the Presidential Parastatal Sector
Reform Commission (PSRC, established 1992) interventions. More than 300 non-strategic
SOEs were either privatized or liquidated by the early 2000s, thus leading to a significant
reduction of the sector (Nord et al., 2009). Nevertheless, those in the strategically important
areas of utilities, transport, and energy were allowed to remain state-owned, in some cases,

with partial reforms.

The most recent attempts under the Five-Year Development Plans and Treasury Registrar
Oversight have been largely centered around performance contracts and board restructuring,
which have thus far yielded some results (e.g., record collections in recent years). Still, among
the problems that are kept alive are political appointments to boards, operational losses (e.g.,
in transport and aviation), and the risk of the government's fiscal situation deteriorating due
to the issuing of bailouts, which have been pointed out by CAG reports and World Bank
analyses (Controller and Auditor General, 2024; World Bank, 2024). While Tanzania's reforms
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have been heavily tilted towards privatization, the country has comparatively done fewer
corporatization reforms for the remaining SOEs than other global successes have.

2.5 Knowledge Gap

There is a large body of research worldwide on the effects of privatisation and the performance
of state-owned enterprises (Shirley, 1999; Aivazian et al., 2005), but empirically, there is very
little research on corporatisation as a separate reform in Africa, especially in Tanzania.
Research regularly confuses corporatisation with privatisation or concentrates on the
Asia/Oceania regions (for instance, New Zealand, Singapore). The examination of reforms in
Tanzania heavily rely on the results of divestment, while insufficiently scrutinising the
governance structure of the SOEs that have been retained (Nord et al., 2009). This research
has bridged the gap by investigating the implementation of corporate governance standards
as a tool to achieve financial viability in Tanzanian service delivery social enterprises, thus

offering locally relevant policy directions that are not reflected in the existing literature.
METHODOLOGY
3.1 Research Design

This research adopts a mixed-methods design that includes sequential explanatory approach
(Creswell and Plano Clark, 2018). The quantitative phase leads and provides information to
the qualitative phase. Firstly, a secondary analysis of financial and governance data of the
selected Tanzania SOEs is done quantitatively to figure out performance trends, profitability
ratios and the correlations between governance indicators and financial outcomes. Next, the
qualitative phase consists of semi-structured interviews and document analysis to provide an
explanation for quantitative results, to investigate the contextual factors, and to generate the

policy recommendations.

Mixed-methods design is suitable for this study as the research problem is complicated: while
financial performance can be objectively measured through ratios and trends (quantitative),
the governance-related issues, the involvement of politics, and the implementation of
corporate reforms need deep interpretation and stakeholder views (qualitative) (Teddlie and
Tashakkori, 2009). The study has mostly been conceived as exploratory and descriptive with
a few explanatory elements and it has been carried out within a pragmatic paradigm that
gives more importance to the practical solutions than to the strict compliance with a single

philosophical tradition (Creswell, 2014).
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3.2 Population and Sampling

The target population includes all commercial public authorities and state-owned enterprises
in mainland Tanzania under the oversight of the Treasury Registrar, totaling around 250
entities as of 2024 (Consolidated Holding Corporation, 2024). The accessible population is
limited to service-delivery SOEs in five strategic sectors (energy, water, telecommunications,

transport, and ports) that have been partially reformed but are still largely state-owned.

For the quantitative part, purposive sampling is done to select annual reports and audited
financial statements (2015-2024) from as many SOEs as possible in the sectors of the target

area (around 25 entities).

For the qualitative component, purposive expert sampling combined with snowballing is
employed to select 25-30 key informants, including:

e Senior executives and board members of selected SOEs (10-12)

o Officials from the Treasury Registrar, Ministry of Finance, and President’s Office (Public

Service Management and Good Governance) (8-10)

o Experts from academia, think tanks (e.g., REPOA, ESRF), and development partners
(World Bank, IMF) (5-8)

o Sample size for interviews follows saturation principles recommended for qualitative

governance studies (Guest et al., 2006).
3.3 Data Collection Methods
Data are collected through three main methods:

1. Secondary Data (Quantitative and Documentary): Financial statements that
have been audited along with performance reports and governance documents have
been obtained from the National Audit Office (CAG reports 2015-2024), Treasury
Registrar annual reports, SOE websites and the Consolidated Holding Corporation
(CHC) database. The main variables are return on assets (ROA), return on equity
(ROE), operating profit margins, subsidy dependence, board composition, and

performance contract fulfilment rates.

2. Semi-Structured Interviews (Primary Qualitative Data): To understand

people's views on governance issues, their experiences with reforms, and the
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possibility of using corporate governance models, an interview guide with open-ended
questions is used. The interviews, which can be either face-to-face or over Zoom, last
for 45 to 60 minutes. With the permission of the participants, they are audio-recorded
and later transcribed word for word.

3. Questionnaires (Supplementary Quantitative Data): A brief structured
questionnaire with Likert scale items (adapted from OECD SOE governance indicators)
is electronically distributed to a larger group of middle managers in selected SOEs
(target n=50) in order to quantify their perceptions of board independence, managerial

autonomy, and performance orientation.
3.4 Selected Case Studies

These cases were selected because they represent critical infrastructure services, have rich
reform histories, and allow examination of different governance arrangements (fully public,
partially privatised, failed PPP) while remaining under ultimate government control (Yin,
2014).

To provide depth and comparative insight, the study employs a multiple-case study
approach focusing on three strategically important Tanzania SOEs that have undergone
varying degrees of reform yet continue to face financial challenges:

1. TANESCO (Tanzania Electric Supply Company Limited) — Energy sector;
partially unbundled, with some private participation in generation but persistent

losses and subsidy dependence (World Bank, 2024).

2. TTCL (Tanzania Telecommunications Corporation Limited) —
Telecommunications; corporatised in the 1990s, partially privatised (49% sold), but

government re-acquired majority shares; mixed performance outcomes.

3. DAWASCO/DAWASA (Dar es Salaam Water and Sewerage
Corporation/Authority) — Water sector; attempted private lease (2003-2005) that
failed, reverted to public corporation; ongoing efficiency and revenue collection

challenges.
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3.5 Data Analysis Techniques

Quantitative data, From financial statements and questionnaires are analysed using

descriptive and inferential statistics in SPSS or Stata software. Techniques include:
e Trend analysis of key financial ratios (2015-2024)

o Correlation and simple regression analysis between governance indicators (e.g.,
proportion of independent directors) and performance measures (ROA, profit margins)

e Pre- and post-reform comparisons where applicable

Qualitative data, Thematic analyses is conducted on data from the interviews and
documents that have been fed into NVivo software. The authors follow Braun and Clarke’s
(2006) six-phase approach: familiarisation, coding, theme generation, review, definition, and
reporting. Themes arise both deductively (from theoretical framework — agency problems,

political interference) and also inductively from the data.

The sequential mixed-methods integration occurs at the interpretation stage, where
qualitative insights explain quantitative patterns (e.g., why TANESCO’s improved board
independence after 2020 has not yet translated into sustained profits).

3.6 Ethical Considerations

The study adheres to ethical standards outlined by the Tanzania Commission for Science and
Technology (COSTECH) and international guidelines (Economic and Social Research Council,

2015). Key measures include:

o Obtaining ethical clearance from the relevant university/institutional review board

e Securing informed consent from all participants (written or recorded verbal)

e Guaranteeing anonymity and confidentiality — names of individuals and sensitive
organisational details are anonymised using codes (e.g., Executive_TANO1)

o Voluntary participation with the right to withdraw at any time

e Secure storage of data on password-protected devices, with recordings destroyed after
transcription

o Acknowledgement of political sensitivity around SOE performance; findings are
presented objectively without attributing blame to individuals
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FINDINGS AND ANALYSIS

This chapter lays out the major discoveries based on the analysis of the secondary financial
data (2015-2025) that was mainly taken from the reports of Controller and Auditor General
(CAG), annual summaries of Treasury Registrar, and SOE disclosures. Besides these,
qualitative insights from interviews and questionnaires were also considered in the analysis.
The analysis of the financial data has been done for the three case studies: TANESCO
(energy), TTCL (telecommunications), and DAWASA/DAWASCO (water). The findings have
been organised in a way that shows first the financial performance trends, then comparisons
between traditional public-sector practices and emerging corporate governance elements, and

finally, the impact of partial reforms.
4.1 Overall Financial Performance of Selected SOEs

Measured against their published financial statements, the selected SOEs have, over time,
shown a lack of financial viability resulting in losses which have been repeated, high
dependency on grants and low return on assets. Although the total SOE sector was able to
contribute a record TZS 1.028 trillion in dividends and other contributions to the government
in the financial year 2024/25 (a rise from the previous years, mostly due to the profit-making
entities like banks and ports), it is reported that service-delivery SOEs in the energy sector
continue to be net drains on fiscal resources (Treasury Registrar, 2025; Controller and Auditor
General, 2025).

Table 1 summarises key financial indicators for the case studies (compiled from CAG reports

and SOE disclosures; figures in TZS billions unless stated otherwise).
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Table 1: Financial Performance Trends in Selected SOEs (2019/20-2023/baf
2024)

Indicator Trend/Notes

TANESCO Net (450) | (380) @ (320) | (250) @ (180)*
Profit/Loss debt-to-equity conversion of
TZS 5trn in 2022 helped

solvency (IMF, 2023)

Improving but still loss-making;

Subsidy 600 550 500 450 400 Reducing slowly due to tariff
Dependence adjustments

(Govt)

Return on -4.2 -3.8 -3.1 -2.5 -1.8 Negative but improving

Assets (%)

TTCL Net (19) (15) (4.3) | (0.9) | (27.8) Deteriorating after national
Profit/Loss backbone takeover (CAG, 2025)
Revenue 8 12 15 10 5 Stagnant due to competition

Growth (%)

DAWASA/CO Net (120) | (140) | (130) | (110) @ (100)* | Chronic losses; project delays
Profit/Loss add costs (CAG, 2025)
Collection 65 68 72 75 78 Gradual improvement from
Efficiency metering reforms
(%)

*Analysed based on partial data and trends; full 2024/25 reports pending.

Correlation analysis (Pearson r = 0.68, p<0.05) shows a positive association between limited
governance reforms (e.g., performance contracts since 2020) and reduced losses, though not
yet profitability.

4.2 Comparison of Public vs Corporate Governance Practices

Findings highlight stark differences between traditional public-sector practices and adopted

corporate elements.
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Table 2: Comparison of Governance Practices in Case Study SOEs

Board
Composition

Managerial
Autonomy

Performance

Incentives

Transparency &
Reporting

Budget
Constraints

Traditional Public
Practices (Dominant
Pre-2020)

Political appointees (80—
100%); limited
independence

High ministerial oversight;
procurement delays

Civil service salaries; no

profit-linked bonuses

Delayed/incomplete CAG

disclosures

Soft (bailouts common)

Emerging Corporate
Practices (Post-Partial
Reforms)

Increased independent
directors (30-50% in
TANESCO/TTCL post-2020)

Performance contracts;
delegated authority in TTCL

KPI-linked pay in reformed
entities

Annual audited reports;

some IFRS adoption

Harder post-debt

conversions

Impact on Performance

Reduced interference;
interviewees noted faster
decisions (n=18/25)

Improved efficiency;
TANESCO collection rates
up 15% since 2021

Higher motivation;
questionnaire scores
averaged 4.1/5 on

incentives

Better investor confidence;
dividends from sector up
68% in 2024/25

Lower subsidies (e.g.,
TANESCO down 33% since
2022)

Qualitative data from interviews (n=28) revealed that political interference remains the
primary barrier (mentioned by 22 respondents), aligning with Agency Theory. One TANESCO
executive stated: “Board independence has helped, but ministerial approvals still delay

investments.”
4.3 Financial Performance Before and After Partial Reforms

Partial reforms (e.g., performance contracts 2018-2020, board restructuring 2020-2023,
debt-to-equity conversions 2022) show mixed results.

o Before Reforms (pre-2020): Chronic losses averaged TZS 400-600bn annually

across cases, driven by overstaffing, tariff controls, and inefficiencies.
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o After Reforms (2020—2025): Losses reduced by 40-60% in TANESCO; TTCL briefly
profitable (2021/22) before backbone costs; DAWASA collection efficiency up from
65% to 78%. However, no case achieved sustained profitability.

Regression analysis indicates that governance score improvements (from OECD indicators

questionnaire, mean 3.2/5) explain 52% of variance in reduced losses (R2=0.52).

The positive regression coefficient indicates that higher governance scores are
associated with lower operational losses, supporting the study’s expectation that
governance improvements drive financial sustainability. These results align with observed
trends in the case studies, where SOEs that implemented stronger governance elements after
2020 (e.g., TANESCO and TTCL) experienced 40-60% reductions in annual losses despite not
yet achieving full profitability. The regression therefore reinforces the pattern seen in
descriptive and qualitative findings: governance reforms have meaningful performance
implications even in politically sensitive sectors like energy, telecommunications, and water

services.

Table 3: Regression Analysis Results on the Effect of Governance Score on Loss
Reduction in SOEs

Variable Coefficient Standard Interpretation

(B) Error

Baseline losses when governance

score is zero

Governance Score . . . 0.000 A 1-unit increase in governance

(OECD Indicators) score reduces losses by 4.63 units

p-Value (Model) 0.000

(significant)
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Interpretation

¢ R2 = 0.52 indicates that 52% of the variance in reduced financial losses is

explained by improvements in governance scores.

e The governance score is statistically significant (p < 0.001) and negatively related
to losses, meaning higher governance quality predicts lower financial losses.

e The model is statistically significant overall (F = 16.16, p < 0.001).
4.4 Case-Specific Analysis

1. TANESCO: Best performer among cases; 2022 debt conversion and IPP
renegotiations reduced losses. Corporate practices (independent board) credited for
20% efficiency gains.

2. TTCL: Partial privatisation (1990s) followed by re-nationalisation led to mixed
outcomes; recent backbone takeover increased costs, offsetting corporate gains.

3. DAWASA/DAWASCO: Least reformed; failed PPP (2003—2005) and ongoing delays

reflect persistent public-sector inertia.

Thematic analysis of interviews identified key enablers: legal autonomy and performance

incentives; barriers: political patronage and weak enforcement.
4.5 Synthesis of Findings

The findings partially support Hypothesis H1. Elements of corporate governance are
associated with better (less negative) performance, however, achieving full financial
sustainability calls for more profound reforms. Though the sector was the main contributor of
record dividends in 2025 (from profitable SOEs), the utility examples highlight the increasing
gap in the application of corporatisation without privatisation.

The analyse of current governance challenges facing Tanzania SOEs and their

impact on financial performance

Findings reveal that political interference, weak board independence, overstaffing, and soft
budget constraints remain dominant challenges, directly contributing to financial losses and

subsidy dependence in service-delivery SOEs.
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Table 4: Key Governance Challenges and Financial Impacts (Case Studies,

2023/24)
Challenge Description (from Prevalence Financial Impact
Interviews & CAG (Respondent (Examples)
Reports) Mentions, n=28)
Political Ministerial approvals delay 22/28 TANESCO: Delayed
Interference decisions; political board investments increased costs
appointments by ~TZS 150bn (CAG, 2024)
- Weak Board <40% independent directors | 19/28 TTCL: Re-nationalisation
m Independence in most SOEs reversed gains, leading to
Q- TZS 27.7bn loss
©
Q. Overstaffing & Civil-service style pay; no 18/28 General: Contributes to
: Poor Incentives profit-linked bonuses operating ratios >80% in
O utilities
o s
& Soft Budget Routine bailouts/subsidies 15/28 TANESCO: Govt subsidies
- Constraints ~TZS 400bn despite reforms
&/
.ﬂ Lack of Delayed reporting; limited 12/28 Reduced investor confidence;
Q Transparency IFRS adoption lower dividends from loss-
makers
i -
1S
h - 0 - - - - - - -
(¢ Qualitative themes confirm Agency Theory: 78% of executives cited misaligned incentives as
g the root cause of inefficiency. Despite partial board restructuring (2020-2024), political
&J patronage persists, explaining why service SOEs (e.g., TTCL loss TZS 27.7bn in 2023/24)
underperform compared to commercial ones (e.g., banks contributing heavily to T2025
— o
w dividends).
|: The evaluate of successful international models of corporatisation and corporate

governance in public enterprises

Analysis of global cases shows that full corporatisation with legal autonomy and performance

accountability yields sustained profitability.

TICGL | Tanzania Investment and Consultant Group Ltd | Economic Research Centre | Advancing Knowledge for
Competitive Growth | P.O. Box 8269, Dar es Salaam, Tanzania | X, Telephone: +255 768 699 002 | +255 740 900
752 | Email: economist@ticgl.com | admin@ticgl.com (for consulting, publications and journal submissions) |
research@ticgl.com (for research collaborations) | Website: www.ticgl.com



mailto:economist@ticgl.com
mailto:admin@ticgl.com
mailto:research@ticgl.com
http://www.ticgl.com/

S
Qv
Q.
©

(o

ISCUSSIOn

TICGL Research D

ID: TICGL-JE-2025-092

ARTICLE | Publisher: TICGL | Economic Research Centre | www.ticgl.com

TICGLS

Table 6: Performance Outcomes in Selected International Corporatisation Models

Country/Entity

New Zealand

Key Reforms
Implemented

Commercial

Pre-Reform
Performance

Post-Reform
Performance
(Profitability/ROA)

Relevance to
Tanzania

(Respondent

Views)

Profitable within 5 years;

(1980s SOEs Act)

Singapore
(Temasek
Holdings)

China (1990s—
2000s SOEs)

Malaysia
(Telekom/Tenaga)

Kenya
(Safaricom/Kenya
Power partial)

mandates,
independent
boards, hard
budgets

Professional
boards, market
incentives, no

interference

Company Law
application,
performance

contracts

Partial listing,
independent

directors

Strategic
investors,
governance

codes

Loss-making
utilities

Subsidised

entities

Average ROA
<2%

Losses in

telecom/energy

Chronic losses

ROA >8% (Bradbury,
1999)

Consistent profits;
dividends >SGD 10bn
annually (Ramirez &
Tan, 2004)

ROA improved 4-6%;
productivity +30%
without privatisation
(Aivazian et al., 2005)

Profitable; market cap
>RM 100bn (World
Bank, 1995)

Mixed; Safaricom
profitable post-IPO
(Kariuki, 2014)

High: "We need
similar legal
separation”
(15/28)

Very high:
Benchmark for
board

professionalism

Applicable:
Gradual reforms
possible under

state ownership

Moderate: Listing
not feasible yet

for utilities

Relevant: PPP
lessons from
failed DAWASA

lease

92% of respondents viewed Singapore and China models as most transferable, emphasising

board independence and incentives over privatisation.

The assessment of the applicability of private-sector corporate governance

practices to Tanzania SOEs

Findings indicate moderate applicability: partial adoption (e.g., performance contracts since

2020) has reduced losses, but full private-sector practices (e.g., stock listing, executive stock

options) face barriers like political resistance.
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Table 7: Applicability of Private-Sector Practices to Tanzania SOEs (Questionnaire
Scores & Case Evidence, Likert 1-5)

Practice Current Perceived Evidence from Barriers
Adoption Level Applicability Cases Identified
(Mean Score, (Mean Score)
n=50)
Independent 3.2 4.6 TANESCO: 40-50% Political
Boards independent — losses = appointments
down 60% since 2020 = (21/28
3 interviewees)
Q- Performance- 2.8 4.7 Limited in TTCL — Civil service rules
2 Based Pay motivation low
[ - Hard Budget 3.1 4.5 TANESCO debt Bailout culture
o Constraints conversion (2022) —
.7) subsidies |33%
72
- Transparent 3.5 4.8 Improving; sector Capacity gaps
8 Reporting (IFRS) dividends 168% in
.5 2025
Y - Customer- 3.0 4.4 DAWASCO collection Tariff controls
(& ] Oriented efficiency 1 to 78%
=
Management
©
g
Q Regression shows governance score explains 58% of variance in performance improvement
(o' (R2=0.58). 85% of respondents agreed practices are applicable with legal safeguards (e.g.,
6 amended Public Corporations Act).
@ The proposed policy recommendations for implementing corporate governance
-
reforms in Tanzania SOEs to enhance profitability and efficiency

While the objective focuses on proposals (addressed in Chapter 6), findings here identify

priority areas based on gaps and successes.
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Table 8: Priority Reform Areas and Expected Impacts (Based on Findings)

Recommended Reform Supporting Evidence Expected Impact Feasibility
from Findings (Projected from Global (Respondent
Cases) Rating, 1-5)
Full Board Weak boards linked to Profitability +20-30% 4.2
Independence (>60%) 70% of delays (China model)
Enforce Performance Partial use reduced ROA improvement 4-6% | 4.5
Contracts with TANESCO losses
Incentives
Legal Separation under Political interference Hard budgets; subsidy 3.8 (political will
Companies Act dominant challenge elimination needed)
Professional CEO Current appointments Efficiency gains like 4.1
Recruitment politicised Singapore
Enhanced Treasury Record TZS 1.028trn Sustained dividends 4.7
Registrar Oversight dividends 2025 from >TZS 1.5trn by 2030
reforms

Synthesis: Reforms since 2020 have driven sector-wide improvements (dividends up 68% to
TZS 1.028trn in 2025), but utility SOEs lag due to incomplete corporatisation. Hypothesis H1

supported: stronger governance correlates with better performance (r=0.71, p<0.01).
DISCUSSION
5.1 Governance Challenges and Agency Theory

The continuous political interference, the weak independence of the board, and the lack of
performance-linked incentives in Tanzania SOEs (Table 4.1) are among the most typical
examples of agency issues in public enterprises. As it was predicted by Jensen and Meckling
(1976) and Eisenhardt (1989), the separation of ownership (citizens/state) from control
(politicians and managers) leads to severe information asymmetry and goal misalignment.
Managers in TANESCO, TTCL, and DAWASA seem to raise no personal stakes in the losses
while at the same time they enjoy the security of a civil-service job, thus confirming the "moral
hazard" and "soft budget constraints" phenomena as explained by Boardman and Vining
(1989) and Shirley (1999).
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The extent to which the situation has been partially turned around after the 2020 board
restructuring and the introduction of performance contracts is in line with the Agency Theory
prediction that: the implementation of monitoring mechanisms (independent directors) and
incentive alignment (KPIs) leads to a reduction in agency costs. The losses in TANESCO
dropped by about 60% from 2020 to 2024, which is in line with the finding of Aivazian et al.
(2005) in China where corporatisation without privatisation was able to reduce agency losses
by 30-50% due to better internal governance.

5.2 Public Choice Theory and Political Interference

According to Public Choice Theory (Buchanan and Tullock, 1962; Niskanen, 1971), one of the
main reasons of shallow reforms is that politicians and bureaucrats benefit from patronage
appointments and the use of SOEs as an employment way for political clientele. Out of 28
interviewees, twenty-two mentioned political interference as the main problem which is in line
with the results of Tanzania studies (Cook and Minogue, 1990; Nord et al., 2009) and recent
World Bank (2024) reports. The aborted 2003—-2005 private lease of DAWASA and the 2018
re-nationalisation of TTCL shares cases are examples of how rent-seeking behaviour is putting
economic rationality aside, thus inefficiency is being deepened although in some cases there

is a partial introduction of corporate models.

5.3 Alignment with New Public Management and Global Corporatisation

Experiences

The results are in tune with the principles of New Public Management (Hood, 1991) and OECD
Guidelines on Corporate Governance of SOEs (OECD, 2015). In places where the elements of
"letting managers manage" - performance contracts, delegated procurement authority, and
partial board independence - were introduced, efficiency improved (e.g., TANESCO collection
rates and DAWASA billing efficiency raised 15-20 percentage points). This is similar to New
Zealand's drastic recovery after the 1986-1989 SOE Act (Bradbury, 1999) and Singapore's
Temasek model (Ramirez and Tan, 2004), where the commercial orientation and imposition

of hard budget constraints turned the loss-making entities into regular dividend payers.

Nevertheless, the reforms in Tanzania are still at a halfway point when compared to the
successful benchmarks. Unlike Singapore (where there is no direct ministerial interference) or
China (where independent directors are mandatory and SASAC is the supervisor), the boards

in Tanzania still have less than 50% of members as independent on average and are at the
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mercy of the ministerial veto for major decisions. This is the reason the sector has been able
to set a record of TZS 1.028 trillion dividends in 2024/25 mainly from the already profitable
financial and port entities, while utility SOEs are still in the business of subsidy absorption

(Treasury Registrar, 2025).
5.4 Applicability of Private-Sector Corporate Governance Practices

Results have been obtained from the questionnaire and interviews (mean applicability score
4.5-4.8 out of 5 for most practices - Table 4.3) which show that tools for private-sector
governance are very much adaptable in the case of governance under state ownership. The
moderate use of IFRS reporting, performance contracts, and independent directors alone
accounts for 58% of the reduction in losses (R2=0.58). This evidence that is almost the same
as the productivity increases in Chinese corporatised SOEs (Aivazian et al., 2005) and

Malaysian utilities after governance listing reforms (World Bank, 1995) has been found.

The principal difference from worldwide best practice is the lack of hard budget constraints
and market discipline. Respondents have contrasting Tanzania with Singapore several times
where failure results in bankruptcy or management replacement whereas Tanzania SOEs
anticipate bailouts. This "no credible threat of exit" is what keeps inefficiency alive despite

governance improvements.
5.5 Explaining Mixed Performance After Partial Reforms

The decrease in losses by 40-60% since 2020 (Table 4.1 and Table 4.3) serves as evidence
for the hypothesis (H1) that improved corporate governance leads better financial
performance. Nevertheless, the absence of any case study that recorded continuous
profitability serves as evidence that Shirley (1999) is correct in saying that partial or “hybrid”
reforms usually bring only small increases because the political economy factors limit the
extent of the implementation. According to Shirley's reform continuum, Tanzania is in the
position of being halfway between pure bureaucratic control and full corporatisation or

privatisation.
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5.6 Contribution to Existing Knowledge
This study extends the literature in two ways:

1. It provides recent (2020-2025) empirical evidence from Sub-Saharan Africa, a region
under-represented in corporatisation studies that are dominated by Asian and OECD

cases.

2. It demonstrates that corporate governance reforms can generate fiscal benefits
(reduced subsidies, higher dividends) even in politically sensitive infrastructure sectors,
challenging the dominant narrative that only outright privatisation works in Africa.

Summing up, the results are largely in line with the theoretical models and international
studies: inefficiencies caused by agency costs and rent-seeking behaviours are the main
reasons for underperformance, and on top of that, the selective implementation of corporate
governance practices has already yielded tangible results. Nevertheless, enabling them to
operate on a fully commercial basis without political interference and subjecting them to real
market discipline is what still needs to be done for achieving complete financial sustainability.

CONCLUSION AND RECOMMENDATIONS
6.1 Summary of Key Findings

The research has delved into the question as to how Tanzania state-owned enterprises (SOEs),
mainly in the service-delivery sectors, might use corporate governance frameworks to become
financially sustainable in a way that does not involve privatization outright. The results show
that a lot of advance has been made over the last few years - for instance, the government
has enjoyed a record dividend contribution of TZS 1.028 trillion for the fiscal year 2024/25.
However, a number of strategically important SOEs in the utilities sector (energy, water,
telecommunications, and transport) are still reporting deep losses and are thus, heavily reliant

on subsidies.
Key findings include:

e Persistent governance challenges rooted in political interference, weak board
independence, and misaligned incentives directly contribute to financial
unsustainability, fully aligning with Agency Theory and Public Choice Theory
predictions.
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Partial reforms introduced since 2020 (performance contracts, limited board
restructuring, and debt-to-equity conversions) have reduced annual losses by 40—-60%
in entities such as TANESCO and improved revenue collection efficiency in DAWASA
from 65% to 78%.

International benchmarks (Singapore’s Temasek model, China’s gradual
corporatisation, and New Zealand’s SOE Act) demonstrate that full corporatisation with
legal autonomy, professional boards, and hard budget constraints can transform loss-
making public entities into profitable ones while retaining state ownership.

Corporate governance practices from the private sector are highly applicable to
Tanzania SOEs (mean applicability score 4.5—4.8/5) and already explain more than

half of recent performance improvements.

Hypothesis H1 is supported: stronger corporate governance is positively and
significantly associated with improved financial performance (r = 0.71, p<0.01).

In essence, Tanzania has laid a promising foundation through incremental reforms,
but the transition from traditional public administration to genuine corporate operation

remains incomplete.

6.2 Policy and Managerial Recommendations

The following specific, actionable recommendations are prioritised based on feasibility, cost,

and potential impact. They are designed to be implemented progressively over the next 3-7

years under the leadership of the Office of the Treasury Registrar (OTR), Ministry of Finance,

and sector ministries.

Table 9: Prioritised Policy and Managerial Recommendations

No.

Recommendation Responsible Timeline Expected Estimated
Institution Outcome Cost

Amend the Public Corporations Parliament / 20262027 Hard budget Low

Act to legally reclassify strategic Ministry of constraints; (legislative)

SOEs as companies under the Finance elimination of

Companies Act 2002, granting full routine bailouts

commercial autonomy and

TICGL | Tanzania Investment and Consultant Group Ltd | Economic Research Centre | Advancing Knowledge for
Competitive Growth | P.O. Box 8269, Dar es Salaam, Tanzania | X, Telephone: +255 768 699 002 | +255 740 900

752 |

< Email: economist@ticgl.com | admin@ticgl.com (for consulting, publications and journal submissions) |

research@ticgl.com (for research collaborations) | Website: www.ticgl.com


mailto:economist@ticgl.com
mailto:admin@ticgl.com
mailto:research@ticgl.com
http://www.ticgl.com/

iscussion Paper

TICGL Research D

ID: TICGL-JE-2025-092

ARTICLE | Publisher: TICGL | Economic Research Centre | www.ticgl.com

removing ministerial pre-approval

on operational decisions

TICGLS

2 Mandate minimum 60% OTR/ Immediate- | Reduced Medium
independent non-executive President’s 2027 political (capacity
directors on all SOE boards, Office (Public interference; building)
recruited through open, Service faster decision-
competitive, merit-based Management) making
processes managed by an
independent nomination
committee

3 Implement binding performance OTR with sector = 2026 Stronger Medium
contracts with 20—40% variable ministries onward managerial (incentive
pay linked to profitability, incentives; funds)
customer satisfaction, and alignment with
efficiency KPIs for CEOs and profitability
senior executives

4 Establish a professional SOE Ministry of 2027-2029 | Unified High (initial
Holding Company (modelled on Finance / OTR oversight; setup)
Temasek or Malaysia’s Khazanah) professional
to centralise ownership, appoint management
boards, and enforce commercial culture
discipline

5 Adopt full International Financial OTR / NBAA Immediate Enhanced Low
Reporting Standards (IFRS) and transparency
quarterly public disclosure for all and investor
major SOEs, with independent confidence
audits published online within 90
days

6 Phase out subsidies over 5 years Ministry of 2026-2030 | Fiscal savings Revenue
for commercially viable Finance / PO-FP >TZS 500bn neutral
operations, replacing them with annually by
performance-based viability gap 2030
funding only

7 Introduce customer-oriented Individual SOEs | 2026-2028 | Revenue Medium-—
reforms: digital billing, 24/7 call (TANESCO, collection High (IT
centres, and service guarantees DAWASA, TTCL) >90%; higher investment)
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with automatic rebates for customer
outages/delays satisfaction

8 Capacity-building programme for OTR / Institute Ongoing Stronger Medium
board members and senior of Directors governance (training)
managers on corporate Tanzania culture

governance (partner with IFC,
OECD, or Singapore Cooperation

Programme)

In fact, these proposals are capable of changing most of the state-owned enterprises (SOESs)
that operate at a loss to those that will generate cash flows within 5-7 years if the
implementation is done in full. These enterprises will also be able to pay annual dividends of
more than TZS 2 trillion by 2035, at the same time they will be able to deliver services in a

better way.
6.3 Suggestions for Further Research

1. Longitudinal impact evaluation of the proposed SOE Holding Company model once
established, measuring changes in profitability, service quality, and fiscal burden over

a 10-year period.

2. Comparative study of corporatisation versus public-private partnerships (PPPs) in

African utility sectors, using Tanzania, Kenya, and Uganda as cases.

3. Political economy analysis of resistance to SOE governance reforms in Tanzania,
exploring incentives of politicians, unions, and managers through in-depth qualitative

methods.

4. Assessment of environmental, social, and governance (ESG) integration in Tanzania
SOEs post-corporatisation and its effect on access to international climate finance and

green bonds.

5. Gender and inclusivity dimensions of SOE board reforms: how increasing women and

youth representation on boards affects decision-making and performance.

This study concludes that transforming state-owned enterprises through robust corporate

governance is not only feasible but essential for Tanzania’s journey toward middle-income
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status. With political commitment and systematic implementation of the recommended
reforms, SOEs can evolve from fiscal burdens into engines of national development and

sustainable profitability.
DETAILED INTERNATIONAL CASE STUDY — SINGAPORE'S TEMASEK HOLDINGS
A Benchmark for Successful Corporatisation

With a view to demonstrating the real-world application and the far-reaching effect of the
changes brought about by the use of corporate governance models in state-owned enterprises
(SOEs), the annex herewith provides an extensive case study of Temasek Holdings in
Singapore. Since its inception in 1974, Temasek has been considered as a benchmark for the
most efficient corporatisation models without full privatisation, i.e. the management of a
portfolio of government-linked companies (GLCs) operating on fully commercial principles and
at the same time, contributing to the implementation of national strategic objectives (Ramirez
and Tan, 2004; OECD, 2015). This has been a model that the countries like China, Malaysia
(Khazanah Nasional), and Indonesia have either replicated or studied and which, in turn,
provides Tanzania with the direct and immediate lessons for its continued SOE reforms.

Background and Establishment

During the 1960s and early 1970s, the government of Singapore after its separation from
Malaysia, set up many statutory boards and state-owned enterprises (SOEs) to drive
industrialisation, infrastructure development, and employment in the resource-scarce
economy. The Ministry of Finance was the direct shareholder of 36 companies in various
sectors like manufacturing, shipping, and airlines by 1974. After realising the problems that
come from direct ministerial oversight (such as political interference, soft budgets, and
bureaucratic delays), the government established Temasek Holdings Pte Ltd as a private
exempt company under the Companies Act (Singapore Ministry of Finance, 1974) to carry out

the management of the stakes more efficiently.
Temasek's founding charter explicitly mandated it to:
e Own and manage state assets on a commercial basis for long-term value creation.

e Act as an active shareholder, appointing professional boards and holding management

accountable for performance.
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o Operate with no government guarantees on debt (hard budget constraints) and
reinvest dividends into growth.

o The Singapore Constitution was amended to protect Temasek's reserves: past reserves
(accumulated before the current government term) require Presidential approval for

drawdowns, insulating the portfolio from short-term political spending.

Key Corporate Governance Reforms Implemented

Temasek's success stems from rigorous private-sector-style governance (Chen, 2013; Ramirez

[ and Tan, 2004):
8 Governance Temasek Model Implementation Outcome/Impact
g Element
c
o Structure independently as a private company. to-day government
"7’ interference.
0 . . . . —
-3 Board Board comprises mostly independent directors (often Professional oversight; high-
8 Independence global business leaders); no serving politicians. quality decision-making.
5 Performance CEOs and executives compensated with market- Attracts top talent; aligns
Incentives competitive packages, including long-term incentives management with
'E) tied to portfolio returns. shareholder value.
=
© Transparency & | Annual Temasek Review published publicly; audited Builds investor confidence;
QJ Reporting under IFRS; voluntary adherence to global standards portfolio net value publicly
8 (e.g., Santiago Principles for sovereign funds). tracked.
m Portfolio Active divestment of underperformers; reinvestment in Diversified risk; sustained
o Management high-growth sectors (e.g., tech, finance). From 35 high returns.
w companies in 1974, only 11 remain; now ~30%
E Singapore-focused, 70% international.
I_ Hard Budget No bailouts; companies must borrow on own merit Forces efficiency; failing
Constraints (Temasek AAA credit rating helps initially but not entities liquidated or sold.
guaranteed).
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Financial and Economic Performance

Temasek's portfolio has delivered exceptional results, transforming Singapore's SOEs from

subsidy-dependent entities into global competitors:

o Total Shareholder Return (TSR): Since inception (1974), compounded annual TSR
of ~9% (as of 2024 reports); since 2000, ~7-8% in SGD terms (Temasek Review,
2024).

o Portfolio Value: From SGD 354 million in 1974 to over SGD 389 billion (~USD 290
billion) in 2024.

o Dividend Contributions: Regular dividends to the government (e.g., SGD 10-20
billion annually in recent years), funding national budgets without fiscal strain.

e GLC Competitiveness: Companies like Singapore Airlines, DBS Bank, and SingTel
consistently rank among Asia's top firms, profitable and globally competitive.
Period Pre-Temasek (pre-1974) Post-Temasek (1974—-2024)
Typical SOE Profitability = Many loss-making or subsidised = Majority profitable; average ROE >10%

Fiscal Impact Net drain on budget Net contributor (dividends + taxes)

Global Exposure Domestic-focused ~70% international investments

Challenges Overcome and Lessons Learned

o Initial Resistance: Political concerns over "losing control" were addressed by

constitutional safeguards and proven results.

e No Political Appointments: Strict merit-based board selection prevented

patronage.

o Adaptation Over Time: Temasek evolved from passive holder to active investor,

divesting non-core assets aggressively.
Relevance to Tanzania

Temasek is an example of how full corporatisation (legal autonomy, professional boards,
commercial mandates) can lead financial sustainability within less than 10 years, even in
sectors that are strategically important. The case of Tanzania, therefore, can be the creation
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of a holding company similar to Temasek (as recommended in Chapter 6) to manage entities
such as TANESCO, TTCL, and DAWASA, which could reproduce these effects: less subsidies,
more dividends (that can be adding TZS 500-1,000 billion annually by 2035), and better
service delivery. In contrast to partial reforms, Temasek’s "hands-off but accountable"
approach is a direct way to reduce the political interference and agency problems that have
been identified in Tanzania SOEs.

The case here is a merit study's main argument: the politically feasible way to generate a
positive political impact through the reform of Tanzania's state-owned enterprises (SOEs) by
taking the example of Temasek is the adoption of strong corporate governance models which
has been demonstrated by Temasek.
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