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Strong Revenue Performance Amid
Global Uncertainty

Despite growing global economic fragmentation, geopolitical tensions, and tightening
international financing conditions, the Revolutionary Government of Zanzibar (RGoZ)
demonstrated strong fiscal performance during the first nine months of FY 2025/26.

The government targeted to mobilise TZS 3.5 trillion from domestic and external sources. By
31 March 2026, actual collections had already reached TZS 3.4 trillion, equivalent to 96%
execution. This reflects a remarkable 64% increase compared to the TZS 2.2 trillion collected
during the same period in FY 2024/25.

What does this signal?

Importantly, the sharp rise in domestic financing signals the emergence of opportunities for
deepening Zanzibar's domestic capital market, including greater participation of local
investors in government debt instruments and development financing initiatives. It also
suggest the following aspects:

e Improved government capacity in revenue administration and mobilisation

e More realistic fiscal planning and execution

e Expanding economic activity and formalisation

e Growing opportunities for private sector participation and investment

What Drove Revenue Growth?

Several revenue streams from domestic and international avenues recorded significant
growth. The main contributing factors for observable significant revenue collection from
domestic and foreign sources are as follows:

e Tax Revenue collection increased by 27.5%, rising from TZS 1. trillion to TZS 15 trillion.
However, performance still reached only 88% of the target, suggesting continued
challenges in broadening the tax base and improving compliance.

e External financing from Development Partner (DP) Support grew by 61.7%, reaching TZS
571.7 billion, reflecting sustained confidence in Zanzibar’'s development agenda.

e Borrowing through Domestic Loans surged dramatically from TZS 418.5 billion to TZS 1.2
trillion, equivalent to a 183% increase. This demonstrates stronger domestic financing
capacity, which is being used primarily to finance development projects. It also raises
important questions regarding the need to enhance domestic revenue collection to
complement debt in financing development projects.

As of March 31, 2026 Zanzibar's total public debt stood at TZS 3,001.63 billion, signaling a
significant expansion in government financing activities aimed at supporting economic
growth and development priorities. Of this amount, TZS 2,987.03 billion consisted of
domestic debt, while only TZS 14.6 billion came from foreign borrowing. Tax revenue was
only 88% of the target ,this can suggest that this borrowing is done to compensate to fill the
gap that tax revenue could not. However, using debt is a common approach to fill the
budget gap. The main issue is the debt to GDP to avoid financial distress.



¢ Growth in DP Loans increased from TZS 117.79

billion to TZS 253.95 billion, an increase of TZS
136.16 billion, equivalent to 115% growth. This
demonstrates continued confidence from
international development institutions in
Zanzibar's development agenda and public
investment priorities.

Commercial Loans became dominant and
reached TZS 1,340.09 billion, sourced from
financial institutions such as: People's Bank of
Zanzibar (PBZ), CRDB Bank, NMB Bank, NBC
Bank, and Zanzibar Social Security Fund (ZSSF),
as well as from SUKUK instrument. The
increasing role of these institutions highlights
how the domestic private financial sector is
becoming a central pillar in Zanzibar's fiscal
financing architecture. This debt composition
reflects a major structural shift toward
domestic financing, indicating growing
reliance on local financial institutions and
internal capital markets rather than external
creditors.

Local Government Revenues increased
collections by 24.6%, from TZS 10.3 billion to TZS
12.9 billion, indicating gradual strengthening of
decentralised revenue systems.

Government parastatals and State Owned
Enterprises (SOEs) contributed TZS 234.9
billion, up from TZS 129.5 billion, representing an
impressive 81.3% increase. This suggests
improving performance and profitability
among public entities.
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Where did the money go?

Public expenditure patterns reveal an economy
attempting to balance development ambitions
with growing operational pressures.

Development Expenditure: Between July 2025
and March 2026, development projects
absorbed approximately TZS 17 trillion,
accounting for 53% of total expenditure. This
demonstrates continued commitment toward
infrastructure, social services, and strategic
investments.

Recurrent Expenditure: including salaries and
operational government services, rose sharply
to TZS 16 trillion, up from TZS 12 trillion,
reflecting a 25% increase.

e Salaries consumed

e TZS 601.8 billion

e Government operations accounted for TZS

561.6 billion

Although the budget framework envisioned a
development-oriented fiscal structure whereby
roughly 70% allocated to development
expenditure and 30% to recurrent expenditure,
actual implementation diverged significantly.
In practice, recurrent expenditure consumed
nearly half of public resources. This brings the
need for the government to reduce the
recurrent expenditure, and raise more revenue
to meet the development expectations.
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Zanzibar positions itself within a rapidly changing global economic landscape, the
performance of its strategic sectors reveals both significant opportunities and growing
structural vulnerabilities. The economy continues to record strong growth in tourism,
investment, and employment generation; however, concerns remain regarding economic
concentration, sectoral imbalances, and the pace of diversification.

Tourism as the Engine of Growth but also a Source of Vulnerability:

The sector remains the backbone of Zanzibar's economy, contributing more than 30% of GDP
and continuing to drive foreign exchange earnings, investment, and employment creation.

In 2025, international arrivals increased by 24.5%, reaching 917,167 visitors, compared to
736,655 in 2024. This demonstrates Zanzibar’'s growing global attractiveness as a tourism
destination despite heightened geopolitical uncertainty and slowing global economic
growth.

The sector also remains the largest driver of private-sector employment creation. Out of the
6,494 new jobs generated through projects registered by the Zanzibar Investment Promotion
Authority in 2025:
e Hotels and restaurants created 3,888 jobs, representing nearly 60% of all new registered
employment
¢ Real estate investments generated an additional 1,527 jobs

Strategic Concern: Without diversification, Zanzibar risks remaining highly vulnerable to
external crises beyond its control. Although tourism-led growth has delivered strong
economic gains, Zanzibar's heavy dependence on the sector exposes the economy to
external shocks, including:

e Global economic downturns

e Geopolitical instability

e Climate-related disruptions

e Changes in international travel patterns

The key challenge moving forward is not simply growing tourism, but ensuring that tourism
becomes more: resilient; locally integrated; inclusive and connected to domestic value
chains

Blue Economy: Untapped Potential Amid Slowing Performance:

Despite the Agriculture, Forestry, and Fishing sectors being the foundation of Zanzibar's
development ambition, they recorded a slight decline in economic contribution, accounting
for 23.5% of GDP in 2025, down from 24.3% in 2024. This decline, in particular for the clove and
seaweed, raises important questions regarding the pace of structural transformation within
sectors that are expected to drive inclusive growth, food security, and coastal livelihoods.

To accelerate the Blue Economy agenda, the government allocated approximately TZS 256.9
billion between July 2025 and March 2026 toward strategic interventions, including: Seaweed
processing, Fisheries modernization, and Improvement of fishing ports and infrastructure



Strategic Concern: Despite policy emphasis, the
Blue Economy continues to face:
e Low productivity
Limited value addition
Weak market integration
Inadequate infrastructure
Limited private investment participation

Unlocking the Blue Economy will require derisking
by the government, further investments, and
stronger private-sector engagement, investment
in processing industries, logistics, cold chains,
innovation, and export competitiveness.

Industry, Construction and Real Estate: Growth
with Structural Questions

The Industry and Construction sector contributed
19.3% of GDP in 2025, slightly declining from 20.2%
in 2024. Construction and real estate continue to
absorb significant labour and investment capital,
particularly through tourism-linked developments
and urban expansion.

Real estate projects registered through ZIPA were
anticipated to generate 1,527 jobs in 2025,
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highlighting the sector's growing role in

employment and investment attraction.

Strategic Concern: Although construction
growth stimulates economic activity in the
short term, concerns remain regarding:

 Limited industrial diversification

e Weak manufacturing growth

e Rising land and housing pressures

¢ Uneven spatial development

e The risk of speculative urban expansion

disconnected from productive sectors

Employment Trends: Positive Growth, But
Public Sector Dominance Persists

Zanzibar's  formal employment sector
continued to expand positively, with total
registered employment increasing from 83,430
in 2023/24 to 85,182 in 2024/25. Government
institutions and parastatals remain  the
dominant employers, accounting for 41,377
jobs, while strategic private investments
registered through ZIPA contributed 6,494 jobs.

Number of Total Employees by Gender, 2021/22 - 2024/ 25
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Encouragingly, the labour market reflects a relatively balanced gender distribution:

e 42,422 women
e 42,760 men

This suggests gradual progress toward gender-responsive employment policies and labour market

inclusion.

Strategic Concern: Despite growth in formal employment:
e Job creation remains insufficient relative to labour market demand
e Private-sector capacity to generate formal economy remains limited
e Most jobs are concentrated in low-productivity services
e Youth unemployment and underemployment remain structural concerns
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Strong Growth Momentum, But Sustaining Zanzibar’s
Economic Transformation Will Depend on a More
Dynamic and Productive Private Sector

Zanzibar's projected economic performance for 2026/27 signals a strong performance and growing
macroeconomic resilience. With GDP growth expected to rise to 7.5% in 2026/27. As shown in the
trend graph, the inflation rate is expected to reach 5.0%, from 4.1% the previous year. This increase is
still in line with the annual inflation target of 3%-5% set by the Bank of Tanzania Monetary Policy
Statement, and the EAC inflation ceiling of 8%. The anticipated higher inflation is likely to occur due
to potential disruptions in the global supply chain and volatile energy prices.

Zanzibar Economic Indicators — Inflation Rate vs. GDP Growth (2021-2026)

—— @ Inflation Rate —— @ GDP Growth Rate

The projected economic growth for 2026/27 continues to position the economy among the fastest-
growing in the region, as demonstrated by the graphs below:

Real GDP Growth Rate (%) — Zanzibar vs East African Peers (2021-2026)
Inflation Rate (%) — Zanzibar vs East African Peers (2021-2026)
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However, these projections appear to have been developed before fully accounting for the latest
global and regional economic risks. The April 2026 International Monetary Fund Regional Economic
Outlook for Sub-Saharan Africa projects slower economic growth and rising inflation for oil-
importing economies, largely driven by escalating geopolitical tensions and the ongoing conflict
involving the United States, Israel, and Iran. For Zanzibar, which remains highly dependent on
imported fuel, food, and manufactured goods, rising global oil prices could significantly increase
transport, energy, and importation costs across the economy.

These developments may negatively affect the government’s projected 7.5% growth target during
the next fiscal year. Higher fuel prices are likely to increase the cost of air travel and tourism
operations, potentially reducing the number of international visitors, particularly from long-haul
markets affected by economic uncertainty and declining consumer spending.

Consequently, Zanzibar risks becoming a more expensive tourism destination at a time when
global travellers may become increasingly price-sensitive. Beyond tourism, rising import costs
may also place pressure on inflation, business operating costs, construction materials, logistics,
and household purchasing power. This underscores the importance of building a more diversified
and resilient economic structure capable of withstanding external shocks and reducing excessive
dependence on imported energy and tourism-driven growth.

Inflation Rate (%) — Zanzibar vs Small Island Economies (2021-2026)
10.8%

=o= Zanzibar
=m= Mauritius
== Cabo Verde
== Seychelles
=¥ Maldives

Yo
e

2021 2022 2023 2024 2025 2026
Year

4. https://www.imf.org/-/media/files/publications/reo/afr/2026/april/english/text.pdf



Real GDP Growth (%) - Zanzibar vs Small Island Economies
(2021-2026)

15.8
16
14
12
9.9
10 8.7
8 7 6. 7.1 7.2 7 7.5
5.5
6 51 5.1 4.8
. 4 3.4 1 4
1.5
2 0.6
0 | .
2021 2022 2023 2024 2025 2026

W Zanzibar W Mauritius Cabo Verde ®Seychelles

Key Drivers of Zanzibar’s Projected Economic Growth & Opportunities for the Private Sector
Zanzibar's projected economic growth for 2026/27 (7.5%) is expected to be driven by a
combination of tourism expansion, strategic public investments, improved business conditions,
and growing private-sector participation. These trends signal important opportunities for the
private sector to play a more transformative role in accelerating economic growth, investment,
innovation, and employment creation.

Tourism Expansion and Investment Opportunities

International tourist arrivals are projected to increase from 917,167 in 2025 to more than 1 million
visitors in 2026, representing a growth of 9.3%. The growing tourism market presents
opportunities for local enterprises to deepen domestic value addition and strengthen linkages
between tourism and other productive sectors of the economy. This continued expansion
creates significant opportunities for private investment across the tourism value chain, including:

e Hospitality and accommodation services

e Transport and logistics

e Food supply and agro-processing

 Digital, marine and eco-friendly tourism services, and creative industries

12
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Strategic Infrastructure
The government’s planned increase in development expenditure toward roads, airports,
seaports, water systems, electricity infrastructure, health facilities, schools, Government City,
and Fumba Sports City (AFCON City) is expected to stimulate economic activity and unlock
new investment frontiers.

The expansion of infrastructure also has the potential to reduce the cost of doing business
and improve long-term productivity and competitiveness. These large-scale projects create
substantial opportunities for the private sector in:

e Construction and engineering services

e Real estate and urban development

e Building materials and manufacturing

e |ICT and smart infrastructure solutions

e Transport and logistics services

e Public-private partnerships (PPPs)

e Financial and insurance services

Macroeconomic Stability and Business Confidence
The government’'s commitment to maintaining inflation within single digits, alongside
improved revenue mobilization and expenditure management, is expected to strengthen
macroeconomic stability and investor confidence. A more stable economic environment
provides opportunities for:

e Expansion of domestic investment

e Long-term business planning
Growth of SMEs and local enterprises
Deepening of domestic financial and capital markets

Ongoing efforts to improve the enabling business environment could accelerate private-
sector growth by reducing administrative bottlenecks and improving investment efficiency.
This creates room for:

Increased entrepreneurship and innovation

Expansion of formal businesses

Greater participation of youth and women-led enterprises

Attraction of strategic domestic and foreign investments

Rising Role of the Private Sector
The increasing recognition of private-sector participation as a key growth driver signals an
important shift in Zanzibar's economic model. The private sector is no longer viewed only as a
complementary actor, but increasingly as the engine for:

e Formal employment creation

e Domestic revenue generation
Industrialisation and value addition
Innovation and competitiveness



14

This transition creates opportunities for the private sector to play a leading role in sectors
such as tourism, blue economy, renewable energy, agribusiness, manufacturing, logistics,
and housing.

Blue Economy and Local Value Creation

If effectively linked with private capital and innovation, the blue economy could become a
major source of inclusive growth, jobs, and export diversification. The projected increase in
productivity within the blue economy sector also presents untapped opportunities for private
investment in:

¢ Fisheries modernisation, including Cold-chain logistics

e Aquaculture

e Seaweed processing

e Marine transport

e Ocean-based tourism

e Export-oriented processing industries

Enhanced Revenue Mobilisation and Improved Public Financial Management
The government’s continued efforts to strengthen revenue collection and improve
expenditure management are expected to play an important role in sustaining
macroeconomic stability and financing Zanzibar's development ambitions. For the private
sector, stronger domestic revenue mobilisation can create opportunities through:

e Increased public investments in strategic infrastructure and services

¢ Expansion of government procurement and business opportunities

e Greater confidence in fiscal sustainability and Development of domestic financing
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Domestic Revenue Mobilisation

The RGoZ projects total revenue collection to increase from TZS 6.9 trillion in 2025/26 to TZS
8.5 trillion in 2026/27, representing an additional TZS 1.5 trillion in fiscal resources and a
strong 22.3% growth in revenue mobilisation.

The government's continued efforts to strengthen revenue collection and improve
expenditure management are expected to play an important role in sustaining
macroeconomic stability and financing Zanzibar’s development ambitions. It also reflects the
government’s intention to scale up investments in strategic infrastructure, social services,
and economic transformation initiatives.

However, the sustainability of revenue growth will depend not only on increasing tax
collection, but also on expanding the productive base of the economy. This underscores the
importance of supporting private-sector growth, formalisation of businesses, industrial
expansion, and value addition to generate broader and more sustainable domestic revenue
streams without overburdening existing taxpayers. In this context, effective public financial
management and a thriving private sector are mutually reinforcing pillars for sustaining
economic growth, strengthening investor confidence, and accelerating Zanzibar's long-term
transformation agenda.

Fromm a private-sector perspective, this projected revenue growth carries important
implications. First, it suggests the continued expansion of market activity, formalisation of
businesses, and rising investment flows within the economy. Second, increased government
revenues could create additional opportunities for private enterprises through:

e Public procurement and infrastructure projects

e Public-private partnerships (PPPs)

e Expansion of financial and capital market instruments

¢ Increased demand for goods and services linked to development spending

Nonetheless, achieving this target will depend heavily on the performance and dynamism of
the private sector itself. As the economy increasingly relies on domestic revenue mobilisation,
the sustainability of fiscal growth will require:

¢ Expansion of productive private investments

e Growth of SMEs and formal enterprises

e Increased industrialisation and value addition

e Stronger tourism and blue economy linkages

e Broadening of the tax base rather than increasing pressure on existing taxpayers

The revenue projections therefore present a broader strategic reality. Zanzibar's fiscal
sustainability and development ambitions are becoming increasingly tied to the strength,
competitiveness, and resilience of the private sector. In this context, the private sector is not
only a source of employment and investment, but also a critical pillar for sustaining
government revenues and long-term economic transformation.
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Sources of the Projected Budget Growth: Where the Money Will Come From

» The projected increase in Zanzibar's budget is anchored on a diversified set of domestic
revenue sources, reflecting an ongoing effort to strengthen fiscal sustainability and reduce
dependency on external financing. The total expected inflows are drawn from both tax and
non-tax sources, administered by national and sub-national institutions.

 Zanzibar Revenue Authority (ZRA): The largest domestic contributor is the ZRA, projected to
collect TZS 1,726.661 billion. This reflects improved tax administration, expansion of the tax
base, and enhanced compliance measures across key sectors such as trade, tourism, and
services.

« Tanzania Revenue Authority (TRA): The Zanzibar share of revenues collected by the TRA is
expected to contribute TZS 1,144.690 billion. This includes income tax, VAT, import duties, and
other centrally administered taxes generated within Zanzibar’'s economy.

e Non-tax revenues are projected at TZS 351.796 billion, sourced from government services
such as licensing fees, permits, fines, royalties, and administrative charges across ministries
and agencies.

Non-Tax Revenue Performance

Hesty

» State-owned and semi-autonomous institutions are expected to contribute TZS 336.311 billion.
These institutions play a growing role in revenue generation through dividends, service
charges, and internally generated funds.

 Local Government Authorities (LGAs) are projected to mobilize TZS 25.996 billion from local
sources such as markets, property rates, business licenses, and community-based fees.
While relatively small, this stream is critical for grassroots service delivery.

« Pay-As-You-Earn (PAYE) from employees of the Union Government working in Zanzibar is
projected at TZS 21 billion, reflecting formal employment income taxation within the public
sector workforce.
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Analytical Commentary: What About the Private Sector?

A notable feature of this revenue structure is that it is heavily public-sector driven, with the
private sector appearing largely indirectly through taxation (VAT, corporate tax, PAYE, import
duties). Currently, there is limited Direct Private Sector Participation in Budget Financing due to
the absence of explicit categories such as: PPPs; Private equity in infrastructure and Domestic
bond market participation by firms.

This situation raises several important observations:
Private Sector as the Real Engine (but not visible as a line item): While not explicitly listed as a
standalone revenue source, the private sector is actually the foundation of most tax collections:

e Tourism enterprises drive VAT, levies, and service charges

e SMEs contribute through business licenses and consumption taxes

e Financial services and trade underpin corporate and income tax flows
In reality, apart from PAYE from the civil servants, ZRA and TRA collections are structurally
dependent on private sector performance.

“The current structure shows a taxation-heavy model rather than investment-partnership
model. This means: The private sector is contributing significantly, but mainly as a tax base—
not yet as a co-financier of development”

Zanzibar Debt Structure 2026/2027: What Does It Mean for the Private Sector

To finance the ambitious 2026/2027 budget, the Government has planned for a total of TZS 4.5
trillion in new loans. The diagram below show the proportion of the expected debt structure:

Debt Service Fund: A Strategic Move Toward Fiscal Sustainability

The allocation of TZS 600 billion in the 2026/2027 budget toward a dedicated Debt Service Fund
represents a significant step toward strengthening Zanzibar's fiscal credibility, debt
sustainability, and investor confidence.

This initiative signals that the Government is not only expanding borrowing to finance
development priorities, but is also attempting to institutionalize a structured mechanism for
managing repayment obligations associated with development-related debt.
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Why the Debt Service Fund Matters

Enhancing Fiscal Discipline: Creating a dedicated debt servicing allocation demonstrates a
shift from reactive debt management toward a more proactive and rules-based fiscal
approach. This improves overall confidence in public financial management.
Rather than postponing repayment obligations or relying heavily on refinancing, the
Government is setting aside resources in advance to:

e Service existing debt obligations

e Reduce repayment pressures

e Improve predictability in fiscal planning

e Strengthen macroeconomic stability

Positive Signal to Investors and Financial Markets: The establishment of a Debt Service Fund
sends a strong message to lenders that Zanzibar is committed to maintaining debt
sustainability and honoring its financial obligations.

Debt-to-GDP Ratio Remains Within Sustainable Threshold: Zanzibar's Debt-to-GDP ratio of
42.88% remains below the internationally accepted sustainability benchmark of 55% for smaill
and medium-sized economies. This suggests that:

e Current debt levels are still manageable

e The economy retains borrowing space

e Fiscal risks remain moderate for now
The ratio indicates that Zanzibar has not entered a high-risk debt distress zone. However,
sustainability depends not only on the size of debt, but also on:

e The productivity of borrowed funds

e Economic growth performance

e Revenue generation capacity

¢ Efficiency of public investment

Where will the money go?
The Revolutionary Government of Zanzibar plans to spend a total of TZS 8.5 trillion in the
2026/2027 financial year. Of this amount:

e TZS 5.9 trillion (69.19%) is allocated for development projects

e TZS 2.6 trillion (30.81%) is allocated for recurrent and regular government operations
This expenditure structure reflects a strongly development-oriented budget, signaling the
Government’s intention to accelerate infrastructure expansion, economic transformation, and
strategic public investments. The government expenditure will focus on these priority areas:
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Key Investment Expenditure by Sector — FY 2026/2027 (TZS Millions)

Roads & Transport - TZS 1237TM

Education - TZS 466M

Energy & Water - TZS 315M

TZs 301M

Housing & Urban Dev. -

Sports City (AFCON 2027) - TZS 220M

Blue Economy & Fisheries - TZS 130M

Health Facilities TZS 100M

Digital Transformation - TZS 91M

200 400 600 800 1000 1200 1400
TZ5 Millions

-

A Development-Heavy Budget Signals Expansionary Fiscal Policy

Allocating nearly 70% of the total budget toward development spending is a significant policy
signal. It suggests that the Government is prioritizing:

e Economic transformation

¢ Infrastructure development

e Industrial expansion

e Public investment-led growth

e Strategic sector interventions
This approach positions public expenditure as a major driver of economic activity during a
period of global uncertainty and tightening international financial conditions.

From a macroeconomic perspective, the budget reflects a deliberate shift toward:
“Using public investment as a catalyst for long-term productive growth.”
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Shift in SOE Financing Model from Capital Injection into Strategic Sectors

One of the most important structural changes in the 2026/2027 budget is the Government’s
evolving approach toward State-Owned Enterprises (SOEs). Traditionally, governments
primarily supported SOEs through Loan guarantees, Subsidies, and Occasional bailouts.
However, Zanzibar is now moving toward a more commercial investment-oriented model,
where the Government directly injects capital into strategic enterprises. This marks a transition
from: “Government as guarantor to a strategic investor.”

The Government has allocated TZS 100 billion in direct investments into two priority entities:

1. Tourism Commission — TZS 70 billion
Tourism is Zanzibar's most important economic sectors, contributing significantly to:
e Foreign exchange earnings
e Employment
e Taxrevenues
e Private sector activity
The large allocation indicates that the Government views tourism as a strategic engine for
post-crisis economic growth and competitiveness.

2. Zanzibar Seaweed Company (ZASCO) - TZS 30 billion
Investment in Zanzibar Seaweed Company reflects growing recognition of the blue economy
as a future growth pillar. Seaweed production has strong potential for:
e Women's economic empowerment
Export diversification
Value addition industries
Coastal community income generation

Government Guarantees Continue to Expand
As of March 2026, the Government had issued loan guarantees totaling TZS 300 billion to 12
public entities, including:

e Zanzibar Utilities Regulatory Authority (ZURA) — TZS 50 billion

e Zanzibar Shipping Corporation (SHPICO) - TZS 69.7 billion

e Zanzibar Water Authority (ZAWA) - TZS 65.9 billion
These guarantees indicate continued reliance on public institutions to deliver strategic
infrastructure and essential services. However, they also create contingent fiscal liabilities,
meaning that if these institutions fail to repay their loans, the Government may ultimately
absorb the debt burden.

Emerging Concerns

Without strong governance and accountability frameworks, public investments in SOEs could
become long-term fiscal pressures. Expanding SOE financing raises important questions:

Will SOEs crowd out private investors?

Are investments commercially viable?

Can these enterprises generate adequate returns?

Will growing guarantees create future fiscal risks?
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“The success of Zanzibar’s development-heavy budget will depend not only on how much
the Government spends, but on whether those investments generate productive
economic activity, strengthen enterprise competitiveness, and crowd in sustainable
private sector investment.”

Direct Financial Empowerment: Expanding Access to Capital

The allocation of TZS 37.2 billion through the Zanzibar Economic Empowerment Agency
(ZEEA) represents one of the most direct government interventions aimed at stimulating
entrepreneurship and enterprise development.
The initiative seeks to provide financing to Small and Medium-sized enterprises (SMEs). This is
particularly important in Zanzibar, where limited access to affordable credit remains one of
the biggest constraints facing local businesses.

Strategic Importance - The financing program could:
Stimulate self-employment

Expand local enterprise capacity

Reduce youth unemployment

Increase domestic production

Support import substitution

Digital Economy Investments: Lowering Business Costs
The planned rollout of:
e A 72-kilometer public Wi-Fi network
¢ An International Gateway for submarine cable connectivity
It signals growing recognition that digital infrastructure is now a foundational economic
asset.

Investment Incentives and Tax Relief: Crowding-In Private Capital

Private investors registered through the Zanzibar Investment Promotion Authority (ZIPA)
benefited from approximately TZS 86 billion in tax exemptions, representing 30% of total
exemptions provided by the Government.

In addition, incentives supported 136 new investment projects registration and a total
investment value of TZS 1,894.08 billion. However, no indication whether these projects did
materialise and if not why. In addition, the budget is silent on the impact of ZIPA on attracting
investors in strategic sectors such as ports, blue economy and renewable energy.
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AFCON 2027: A Temporary Event with Long-Term Economic Potential
The Government's framing of the 2027 Africa Cup of Nations as a “window of opportunity” for
the private sector is economically significant.
The planned investments include:
e TZS186.87 billion for Fumba Sports City
e Construction of district stadiums
e Tourism-support infrastructure

These investments are expected to generate immediate demand for: Construction services,
Building materials, Transport, Catering, Hospitality, Accommodation, Logistics and Retail supply
chains

If strategically managed, AFCON 2027 could become more than a sporting event.
It could function as:

e A tourism branding platform

e A catalyst for infrastructure modernization

e A driver of SME growth

e A stimulus for hospitality investments

e A gateway for foreign investment exposure

Critical Success Factor: The long-term benefits will depend on whether Zanzibar successfully
ensures:

e Local business participation

e Skills transfer

e Sustainable infrastructure use after the tournament

e Strong tourism marketing

e SME integration into supply chain
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Key Fiscal Measures in 2026/2027

The 2026/2027 fiscal framework reflects a deliberate effort by the Revolutionary Government of
Zanzibar (RGZ) to strengthen domestic revenue mobilization, improve fiscal sustainability,
modernize tax administration, and create an investment-friendly environment capable of
supporting long-term economic transformation.

Aggressive Domestic Revenue Mobilization Strategy: The Government targets collecting TZS 7
trillion from domestic sources, signaling a strong commitment toward reducing
overdependence on external financing and strengthening internal fiscal capacity.
A key component of this strategy is investment in:

¢ Digital revenue collection systems

¢ Integrated payment platforms

e Automated monitoring systems

The objective is to ensure: “No public revenue is collected outside formal government
systems.”
Expansion of Tax Exemptions: Strategic Investment De-Risking through tax exemptions
reached TZS 287.814 billion by March 2026, representing a substantial 142% increase compared
to the previous year.
The exemptions were distributed as follows:
e 60.3% to development partner projects
e 30% to private investors registered through ZIPA
This reflects a clear willingness by Government to use fiscal incentives as a tool for:
e De-risking investments
Attracting capital
Encouraging long-term projects
Stimulating strategic sectors

Emerging Fiscal Risks and Policy Concerns

Despite the positive direction, several policy concerns emerge. A significant increase in tax
exemptions raises important questions regarding: Fiscal sustainability, Revenue foregone,
Efficiency of incentive allocation and Return on exemptions granted.

Without strong monitoring systems, tax incentives may:

Create loopholes

Distort competition

Benefit low-impact investments

Reduce domestic revenue mobilization efforts

It is important to ensure incentives generate measurable economic returns.To maximize
economic impact, exemptions should ideally be tied to:

e Employment creation

e Local content utilisation

e Technology transfer

e Export performance

e Skills development

e Domestic value addition
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Skills Development Levy (SDL): Investing in Human Capital: The allocation of TZS 27.368
billion from the Skills Development Levy (SDL) towards higher education strengthening
demonstrates increasing recognition that: Human capital development is central to long-
term economic competitiveness.

Key Concentration Areas:

1. How effectively fiscal policy is aligned with private sector development, productivity
growth, and structural transformation

While the budget demonstrates strong ambition in revenue mobilization and public
investment, several constraints continue to limit private sector expansion and
competitiveness. Below is a structured analysis framed through a private sector and
investment dialogue lens.

Labour Market Formalisation Constraint: High Social Security Contributions
The current 19% social security contribution rate is widely perceived as high relative to many
comparable economies, particularly for developing and small enterprise-driven markets.

Key Implications:
¢ Increases cost of formal employment
e Discourages firms from formalising workers
e Encourages persistence of informal labour arrangements
¢ Reduces competitiveness of SMEs and start-ups

Private Sector Concern:
For many businesses, especially SMEs: Formalisation becomes a cost burden rather than a
productivity incentive.

Recommendation:
A shift toward occupational-based or tiered social security schemes could:
e Align contributions with income levels and sector capacity
e Encourage gradual formalisation
e Expand coverage without overburdening enterprises
e Improve compliance and system sustainability
This would bring Zanzibar closer to international best practice models, where flexibility is
used to broaden participation rather than restrict it.
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2. Energy Reliability: Persistent Structural Bottleneck

Energy remains a critical binding constraint to private sector competitiveness. The budget
shows limited explicit structural reform in energy reliability within 2026/27. Private capital
inflow in the energy sector is increasing, which is a positive signal. Despite private sector
interest, the absence of a clear public-led energy reliability roadmap creates uncertainty
for investors.

Private Sector Impact - Unreliable energy supply leads to:
e Higher production costs
e Reduced industrial competitiveness
¢ Limited SME expansion

Increased reliance on expensive backup systems

Opportunity - A stronger public-private energy compact could:
e Accelerate renewable energy investment
e Improve grid stability
e Reduce production costs
e Enhance industrial growth potential

3. Agriculture Contraction: Structural Commodity Dependence Risk
The decline in agriculture contribution is largely linked to Drop in clove production and
Decline in seaweed farming output
Key Concern: This situation signals commodity concentration vulnerability, where
economic performance depends heavily on a few primary products.

Sectoral Institutions: ZASCO and Zanzibar Agricultural Development Company (ZAFICO)
are expected to receive government guarantees, but Profitability challenges remain
uncertain and Commercial sustainability is not fully demonstrated

Private Sector View: There is a risk that: Public guarantees may substitute rather than
stimulate real productivity improvements.

Systemic Risk: Without productivity reforms, guarantees may:
¢ Increase fiscal exposure
e Mask structural inefficiencies

4. Financing Model Uncertainty: Sukuk and Alternative Instruments
In 2025/26, the Government successfully mobilized capital through Sukuk issuance, largely
from public enterprises, expanding fiscal space. However, the 2026/27 budget:

e Does not clearly confirm continuation of Sukuk financing

e Provides limited clarity on alternative capital mobilisation tools
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5. Industrial Development Gap: Weak Structural Transformation
The industrial sector contribution is declining now standing at around 19.3% of GDP, yet
policy alignment appears limited. There is a misalignment between industrial promotion
responsibilities and institutional mandates, particularly regarding the Ministry of Trade and
Industrial Development and Zanzibar Economic Empowerment Agency (ZEEA).

Private Sector Concern:

e Fragmented industrial policy execution

e Weak coordination of SME industrialisation

¢ Limited support for light manufacturing growth
Structural Risk: Without strong industrial policy coordination: Zanzibar risks remaining
consumption-driven rather than production-driven.

6. Port Infrastructure Prioritisation: Strong but Incomplete
Government prioritisation of ports is positive, especially: Mangapwani multi-purpose port,
Mogduru passenger port (Unguja) & Pemba Port.
However, Fishing port development is not clearly prioritised and Private sector logistics
integration is not fully defined.

Private Sector Opportunity: Ports are critical for: Trade expansion, Fisheries value chains,
Tourism logistics and Regional trade integration.

Prevailing Gap: The absence of a fully integrated maritime investment strategy reduces
private sector confidence in long-term logistics planning.

7. Debt Guarantees Without Performance Linkage
Government continues issuing substantial guarantees to public enterprises, but key
concern are:
e Weak linkage between guarantees and performance outcomes
e Risk of inefficiency and moral hazard
¢ Potential crowding-out effect on private sector borrowing capacity

Private Sector Risk: If guarantees absorb fiscal space without productivity returns: Private
sector credit access and investment expansion may be constrained.
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8. Investment Data Integrity: ZIPA Reporting Challenge
Investment reporting by Zanzibar Investment Promotion Authority (ZIPA) focuses largely on:
Registered projects, but not actual realized investments.

Private Sector Dialogue Issue:
This creates a gap between: “Announced investment” and “Executed investment”.

Policy implication without tracking implementation:
e Investment performance may be understated or overstated
e Policy decisions may rely on incomplete data
¢ Investor confidence assessment becomes distorted

9. Digital Economy Constraints: High Cost and Low Inclusion
Despite digital ambitions, key barriers remain:

High transaction fees on digital payments

High internet taxation

Expensive digital devices

Limited digital public infrastructure (DPI) investment

Private Sector Potential Constrain:

e Slow SME digital adoption

e High operational costs

e Weak e-commerce penetration

e Widening digital divide
Structural Issue: The current framework risks creating a: “Digitally connected infrastructure,
but economically inaccessible system.”

10. Revenue Gaps: Informality and Tourism Leakage
Key fiscal challenges include:
e Large informal sector business and self employed people who are not paying income tax
e Under-taxation of tourism and trade revenues
e Revenue leakage in high-growth sectors

Private Sector Concern: Formal businesses face Tax burden imbalance compared to informal
operators and Competitive distortion

Opportunity - Improving compliance in tourism and services could:
e Expand fiscal space
e Improve fairness
e Generate spillover benefits for SMEs and suppliers



11. Tourism Tax Policy: Mixing Economic and Positive Impacts
The inbound tourism tax appears to have:

¢ Limited negative effect on tourist arrivals

¢ Helped expand fiscal space for health financing

Notably:

e Approximately USD 12 million was used for citizen health coverage in 2025/26.

¢ This supports workforce productivity and economic stability
This reflects a social contract model of tourism taxation, where Tourism revenues are
partially reinvested into human capital and social investments.

12. Climate and Environmental Investment Gap
Limited allocation toward: Climate adaptation, Environmental protection and Resilience
infrastructure. This creates medium- to long-term risks for:
e Tourism sustainability
Coastal infrastructure
Agriculture productivity
Insurance and investment risk profiles

32
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Chapter 8

OVERALL CONCLUSION
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The 2026/2027 framework reflects a strong fiscal ambition and development orientation, but
also reveals several structural gaps in private sector competitiveness:

Key Strengths:

Strong infrastructure investment agenda
Expanding fiscal space through taxation and levies
Growing use of incentives and guarantees
Increasing focus on strategic SOEs and sectors

Key Constraints:
e High labour and compliance costs (social security burden)
e Energy reliability gaps
e Weak industrial policy alignment
e Limited digital economy affordability measures
e Data gaps in investment tracking
e Rising energy costs and imported inflation

Strategic Implications for the Private Sector
This budget performance presents both opportunities and warning signs.

Opportunities
¢ Rising public investments can stimulate private sector expansion in construction, logistics,
tourism, energy, ICT, manufacturing, and financial services.
e Growth in domestic borrowing creates opportunities for local investors and financial
institutions to participate in development financing.
e Improved revenue mobilisation indicates expanding market activity and formalisation of
the economy.

The Way Forward: Making the Private Sector the Engine of Growth
In an increasingly fractured global economy, Zanzibar cannot rely solely on external aid,
tourism recovery, or public spending to sustain growth. The 2026/27 budget must therefore:
e Accelerate private sector-led growth and investment
e Expand domestic production and export competitiveness
e Deepen domestic capital markets
e Improve the business environment and regulatory efficiency
e Reduce inefficient recurrent expenditure
e Channel more resources into productive and catalytic sectors

The fiscal trends clearly show that Zanzibar is at a strategic crossroads. The key policy question
is no longer whether growth is possible—but whether the private sector will be sufficiently
empowered to drive the next phase of Zanzibar’'s economic transformation.

“Zanzibar’'s fiscal strategy is increasingly development-driven, but private sector
transformation will depend on addressing cost structures, improving productivity
ecosystems, and ensuring that public interventions actively crowd in rather than crowd out
private investment.”
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