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Introduction:

The purpose of this paper is to review the current exchange rate systcm in
Tanzania in light of other macro-cconomic

developments, Sustained trade
liberalization must ultimately rest on markey Clearing exchange rate regime,

Considering the importance changes in the norr.li.nal exchange rate for the overall
stability of the Tanzanian economy, l.h(? authqnucs shouldatall timeg b capable
of intervening the market, varying their foreign asseys Positions. This action of
course, would Icad to change in broad moncy supply. To be abje todeal with the
~ unwanted consequences of these change:

nges the authoritieg Mmust have access to
effective instruments of monetary policy. The authorities shoy]q also be able to
more effectively and cfficicnuly, influence the pri

e Mvate demand for forcign
exchange, essentially by using Interest rate poli

A:  The Current Exchange System: Trengs in the R

eal Exchange rate,..
The Tanzanian shilling (TSh.) was introduced jp 1966anqg Was oripi
to the SDR-currency basket with individug] ¢ ncy weighlsgl'l:‘a?:ll;rI g::ggzx
equatcly reflect the country’s pattern of forej sactions. From 1 966 1o
1974 the exchange rate was T.§h 7.14=Uss . S"bscquenuy the shilling hag
minor nominal fluctuations untj] January 20, 1979, At that in;e e lg d
SDR was discontinued, the TSh, Wwas devalyeg by 109, (toTSh ’8 2ZP_°gU §$ )
and pegged 10 a basket of currcncies of Tanzani.» Mmain 1 din. o= Th)
shilling remained stable until March, 8, 1982, . N aig D;lrtners. e
about 10%. A 20% devaluation o June6, ap, gain devalyeg by
15, 1984 brought the shilling 1o T

2 Cvaluation op J
Sh.. 17 9 ¢ I X une
1986, the shilling was allowed t0slideto Tghg, a:d olu;';ng lge first half of
further devalued to TSh. 40, Additiong] small aluation ;:ﬂ inJ uncit was
exchange of TShs. 50 to the dollar, by gy endof 1936 ¢ 27 fesulied in an
TShs. has been depreciating further thr

» dInce March 1986, the
Ough a crayy; )
TSh. 106.60 to the dollar by October, 1990, ng peg,

and had dropped to
The nominal exchange rate is the rae o Which 3 oy, X
exchanged for the currencies. When g ency i dcygl“:y can be officially
change rate is said to decline, or deprcciated, Ho C nominal ex.
in the nominal exchange rate, the

ver .
amount of goqqg that °ven withoyy 5 change
currency as compared to another may change i lhorg

Jought with one
are differenceg in the
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goods which can be purchased as a result of differences in inflation rates

?he real exchange rate attempts to capture i i

inflation apd the effects of nominal exchgnge rabtzt:d jl::usgleft;'h?xi flflffe‘enm]
!1as a relatively high inflation rate and does not devalue to allow forltha c?untry
is said that the real exchange rate has appreciated , i.e. the amount of :todaa, "
can be purchased witha given amount of foreign currency is declining f; " th?t
that market than in foreign markets, an effect that could also resuglt af::::r e
revaluation or appreciation of nominal exchange rate. On the other hand e
same effect asa devaluation could be achicved by adecline in the domesztlit [;r:hc:

level.

As the Tanzaman Economic Trends (TET) notes, the real exchange rate of the
Tanzanian shilling was over time appreciating in terms of dollars between 1980
and 1986. The mini-devaluation which were implemented in that period were not

substantial enough to restore the rcal exchange rate to the level prevailing i
first quarter of 1980. prevailing in the
change in the Exchange Rate TSh/US Dollar

Table 1.

Year 1980 1981 1982 1983 1984 1985 1986 1987
Nominal - 1.8 -144 309 453 88 2126 628
Real

Effective 1 6.7 8.5 83 142 393 -189.0 558

Notes: Nominal exchange rate deflated by difference between the pational and US rate of
consumer price inflation.

Source: Maliyamkono & Bagachwa (1990). The Second Economy p. 142

According t0 Maliyamkono& Bagachwa (1990) thereare threc important policy
instruments which have significantly influenced the nature, magnitude and
dircction of forcign wrade transactions. These are exchange rate management, the
administrative system of foreign exchange allocation, and tariffs. Foreign trade

1y 1970s to the early 1980s was dominated by quantitative

policy from the ear’ S )
control introduced t0 ‘gcal with the growingexcessdemand for foreign exchange.

Between 1966 (when the Tanzania shilling was introduced) and January 1979
the exchange rate policy pursued was essentially one of nominal exchange rate
rigidity characteristic of fixed exchange rate regime. During the mid-to-late
1960’s Tanzania maintained 2 balanced external trade account. By 1970/71,
igni deficit had already emerged. From 1970 to the end

of 1978 the real . iatcd by 56% asa resultof higher domestic
inflation while terms of trade d<_:tenoratcd by 17% during the period and external
debt increased rapidly. The seriousness of the Tanzania’s financial position was
of imported raw materials, leading toa dramatic

soon granslated into the scarcity ot !
tal stock and in even groaler shoriages of spare parts and

deterioration of capt

other commodities ga & Baguma 1982).

with the problem of shortages the Government undertook to liberalize
iving restrictions placed on merchants and by removing im
ymer goods. These measures were also clearly p‘:‘;

eral cons Th
ce with IMF prescriptions, but the document which finall
y

[
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induced agreement in May, 1986 was the Economic Recovery Program (ERP).
The expressed intention was to increase the output of export and food crops,
rehabilitate the infrastructure, raise industrial capacity utilization and balance of

payments. The key policies have been aptly summarized by Samuel Wangwe
(1985, p.153) as follows:

- raising producer prices by 5% in real terms or to the extent of 60-
70% of the world market price, whichever is higher;

- to increase the list of items under import liberalization;

- further confinement of imports and internal trade;

- continued budget expenditure controls;

- control of money supply;

- raising parastatal efficiency;
preference for structural adjustment and non-project and import

support type of aid;

- debt rescheduling;

- improvement of the system of allocation of forcign exchange

From 1982 onwards, the Government used the exchange rate action as a policy
foreconomic management. Between 1981 and 1985, the shilling had depreciated
from 8.32 to 16.32 to the US$, a devaluation of 96% in shilling terms or 42% in
dollar tcrms.

According to Maliyamkono and Bagachwa (1990), adjus
rate was needed because between 1982 and 1986 lilc :?::::a‘l) fr;hlz ca’;c?va,ﬁgﬁ
Tanzanian prices were rising was on average four times higher than the rate of
inflation in Tanzania’s major trading partners. Export incentives had declined
and as Tablc 1A shows, the country was experiencing massive budget 4 t_n. s
as well as increasing deficits on the external trade account especiall get deficits,
Al these indicate that the real exchange rate must have appreciatgdslgce 1978.
(1985) estimates that by 1981 the exchange rate was already overvalueg g;gsgz;d
0.
The overvalucd exchange rate posed severe pr :
First, it meant that a significant portion of u?e(ﬁﬁrgsngah;?]“?lment effort,
leaked through smuggling and other black market deals, § oreign e)fchange
producer price was being set as a residual between the c);pec"cl::lldly, since the
price net of export taxes and the marketing margins of the v-loﬂd market
prices and hence acied as a disincentive 1o increaseq prod marketing producer
This is obvious since the world market price of cash crops uction of cash crops.
is simply the product of the exchange rate and (e Woﬂg in Tanzanjy shillings
the international convertible curren

f market price i
cics. Ind Price in any of
taxation of agricultural exports via an ovmﬁﬁg:ﬁimd has observeq, “The
substantially highcr than the dircct tax on cash crops ex Ifgr{salc apparently was
Thirdly, if not adjusted, increasing overvaluation of th

progressively price Tanzania out of the foreign markeys © exchange raye would
berelatively excessive compared 10 similar exports ff, SINCC her €xports would
this could have led to reduced foreign exchan e omotherc

. . ountries, In turp
import pressure, leading to further dclcrioratioi Camings ang :

. Cnce increased
. . m

!lxc other hand, the artificial cheapening of imponsm,z-ba lance of Payments, Op

1mportation of non-essential imports. 'Eht encoyr age increaseqd
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Devaluation, it was argued, was needed to i

. , gued, to improve the ’ iti

?:;a in exports, ‘f’ provide remunerative pn'cesI:o cash crsgl;muf::::mtge r:: oo

A ges of foreign exchange through black market channels, to im' 114} e
alancc of payments and to facilitate Government budgetary t;alancep ve the

Therefore, the Government exchange rate polic i

exchange rate so as to provide incfmives ll?:))r onit‘lZisbé::dtglsnc:a:;pulm e
correcling overvaluation in the shilling and to atlrac’l more donora e
Subsequently, since 1986, the Government has made major chan, :su I:gm
exchange rate policy by introducing monthly adjustments designed tg k l;‘ts
real exchange rate or purchasing power more or Icss constant. cep e

Table 2: Official and Parallel market exchange rate.
(TShsJUS$ average for period)

Period Official Rate Parallel Market Rate

1980 82 210

1981 83 276

1982 93 326

1983 11.1 39.6

1984 15.3 60.0

1985 17.5 100.0

1986 32.7 170.0

1987 70.0 180.0

1988 120.0 210.0

1989 145.0 250.0

Source: Maliyamkono & Bagachwa, “T he Second Economy in Tanzania

1990" p158

Thus from March to Junc 1986, the shilling fell from TShs. 16 to the US Dollar

cd by a shock devaluation of 37% against the

to TShs. 30. This was follow:
1986/87 budget. Since then the shilling has been substantially

devalued through the crawling pcg, especially following the rcalignment of
values of major currencicsin 1987. In November, 1988 the shilling was brought
down from TShs. the US Dollar, followed by a downward crawl.
Since 1986 the devaluation of the shilling has been more pronounced against the
und sterling and the deutch mark (Tablc 3). Despite the massive devaluation
between theofficial and the parallel exchangerate

of the shilling in 1980s the gap
an be seen from the table 3, Whereas the relative differcnce

did notdisappcarasc
diminished, the absolute difference has been nearly the same.

USDollar in
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Table 3 Exchange rate of TShilling - against selected currencies

Exchange Rater Percentage Change, 1 Year
us Pound Deutch UsS Pound Deutch
Dollars  Sterling Mark Dollar Sterling Mark

June 171742  23.2281 6.1710
Dec. 18.1057  21.1102 5.7780

1985

Jme 117333 224521 51359

Dec. 164993 235857 65892 $9 1173 1404
1986

June 63.4835 1015831 347142

Dec. 837174 155.5051  52.4874 6187 10475  97.60

1988

June 97.1871 175.0340  53.2824

Dec.  125.0000 226.1250  70.5020 49.31 45.41 3432

1989
Jme 1450000 2239525  73.8290
Dec. 1923000 309.6992 113.7029 5384 3696 6128

Note : End of quarter

Source: Bank of Tanzania. Economic and Operatig
ended 30th June, 1989 s Report for the year

Obviously, devaluation was not sufficient, _—

foreign exchange. The high domestic inﬂaﬁ:r;l:esedﬁ;e :; s::u a shortage of
around 30% surely can be identified as one reason for tlis : ast four years of
system. High domt:stic inflation rates resylt €p)inar llil!l cxchange rate
domestic currency, i.e. t.he real exchange rate - the price of lhca rcyaluallon of
denominated in domestic currency - is going 1o fa), ¢ forcign currency
Overall, the real exchange rate between the

from 157010 1982.(.c. he TShs, was realuedy. 2 the USS has boen
was devalued nominally in 1981 and 1982, Only in 198';“8), although the TShs.
devaluation of 16.7% and 27.1% respectively resulteg and 1984, the nominal
devaluation of the TSh. against the US Dollar, But allrn afirst Considerably real
devaluation of the TSh. was not sufficient 1g ¢

between the Tanzanian and the US inflation g "

cady in 1985
» the 12,
" nSate [Or thc di[ 2 5%
same real value (inreal US$), asithadin 1983

X feren
s. . ce
) But eh? shilling haq again the
ofthe TShs. versus the US$in 1986 (46.6%),1987 @ igh nomjp, devaluatig
cal.lsed a considerable real devaluation of the T anzan%) and 1988 (33 3%) hav';
Widermann 1989). Now the question is - what impact lz}n Currency (Wenzel and
on the balance of trade? did these deyay,, ationt,
ave
Aot el Wi s,
.up contributed o the bad trade g, overvalyar:
Countby the ; uation of the
nfl

uence of the y,
60 eal
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exchange rate asa macro pri
price for the trade . ,
assumed. Durin > account is much
relationship bet&,:; :li;’o;i they found out that there was :;:ge;‘;h;n “Slfa_lly
the TSh. in terms of th L; expO{tsand the real exchange rate, i meOsnuve
notmean tha 2 USS, the higherar he rel xports Howes e cheaper
ook Drofi l:xponvolumes haveextended; itcanbethecas.et:wwer, th{s does
norm:lly ltise Ki,;an the more favorable exchange rate. [mmr;"ranzamaonly
currency is e mg%“s ;xpendllure;s are reduced the more expene:;v" ‘t‘_’ react
sated the im. .rt i ).'Inthe70 s, the import volume reduction ov © “oreign
imporldcmanp: lpn.cg . s (caused by devaluation), i.e. the ?I‘mmp?"',
is not syste ??Slmuy is smaller than -1. In the eighties, however mm
occurred wim'uc' 2.‘-’?" the same import volumes in 1981 and 1986 have
not follow th ery differentreal exchange rates. The export developm ave
ow the same pattern as in the seventies; the export to GDP raI:i 0ent does
more or

less is independent of the real exchange rate.

B:  Liberalization of External Trade

As the Tanzania Economic Trade (TEP)
. . notes, ho
1o liberalize external trade were partial in the sens‘z(:;:::_ Govemment measure

were not withdrawn and in principle have been mildly

(i)  Exchange controls
relaxed. Foreignexchange receiptsare still in law to be handed over to the

Central Bank;
(i) Thelist of imports allowed under the own-f i
S aliows! -funded imports i
completely open; in principle definite restrictions on ﬁl(:a lisstcc?fe iy
ble imports remain in place; permisst-
(iiiy Own-funded imports remain subject (0 tariffs and as the exchange rate

has adjusted the shilling value of ad-valorem tariffs should have in-

creased in proportion.*

C: Economic Developments:

(a) Overall Review:
ania faced her first major balance of payments defici -
and was quickly superseded by a boor:’ling exmniﬁ?;mmg
 embarked on a two-fold policy. First, it instantly reduced
mer goods; second, it approached the IMF for financial support
ly entile as an ordinary member of the Fund (Nyirabu, 1981:
vember 1974 and August 1975. Tanzania drew the first oi‘
with the IMF. These trenches, designed 10
overcome short- ember state’s balance of payments, were
not linkedtoany conditionality- Theactivationof SDR 20m illion was, therefore
casily performed. Furthermore e country received SDR 20.6 million from the
Fund’s Oil Facility in 1975 and, one year later, drew SDR 21 million under the
Compensatory Financing Facility (Kamori, 1984:223)
A record harvest in 1975and a booming world market for coffee quickly lifted
the major jmpasse on Tanzapla’s palance of payments; economic performan
was restored as was {he previous patterm of growth, Having from 4.45% in 1 9ce
¥ owih occurod at4.6% in 1975 The coffee boom pmducg

102.2% in 1974

In 1974 Tanz
was short lived
The govemnmen
imports of const
which it was legal
53-61). Between No

the two trenches of her quota
term imbalances inam

Q [FM
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. : ich
: importlicensing policy, whic

lus with the assistance of animpo
acufrentaccount surp

X n

The
i abrupt haltin the wake of the Ugandan W.ar. °
The'pem,d()fgm:r‘:::tc::;;ol;ln the £mw‘s financial resources - for‘c‘l)inla z:e
P d domestic credit facilities alike. In 1979, the overal o
chanes reservbecmes o e negative; currentaccount deficits could nolbebalanccd,. {l
ofpayn}em.s flows. The depletion of foreign exchange curtailed imports, WhICP
e e et x;nance of cash crops and the industrial sector. hence the GP
pa—— p;f{': ressure on a 3.2% decline in 1982 (Minister of Planning,
‘;‘gi‘;g?;)wd'l‘h?s :renl:l forced the Government and the Party to adopt emergency

ures in the introduction of a National Economic Sqryival Prograrf\ (NESP)
me&sa 1981. Government substituted inflationary policies for dcﬂaho.n recur-
onton nditure was translated into rural producer price increases (Mmstcr. of
relnt f:n?e 1982: 6-7; Baguma, 1982.18). This redistribution was accompanicd
gyandraslgi’c cuts of salarics and social services, and gn

other sharp increase in

ion. It was expected that through price incentives cash and food crop

l::oil‘:::rt‘ion would be stimulated. NESP, however, did not produce the expected
results, precisely because price i

Rrcases remained below the inflation rate and
parallel market returns. The program was a faj

lure and was substituted with the
Structural Adjustment Program (SAP) in 1982,

The SAP which followed was more ¢

etailed, and more
thinking - partly because the advisory

closely allicd with IMF
body wasitself, in o
by both the IMF and the World Bank,

ffect, previously vetied
The clear expectation of the Government

was that IMF negotiations would henceforth more fruitful,
The actions which ensued doubled the of development expenditure
allocated to agriculture between 1982/83 and 198 84, increased produced
prices, and replaced Crop authorities with farm
boards. The IMF also insisted on adeval

Cr cooperatives and marketing
uation of the Tan

freeze, higher rates of interests, the

of subsidieson pesticides,

zanianshilling, a wage-
1 e Temoval of price controls, and the abolition

fertilizers and on g
finally induced agrecmen

; Maizemeal. Byy the document which
Lin May, 1986 wag the Economic Program (ERP).

share

The Economic Recovery Program (ERP) coveri . 3
CLoB/B9) ended on June 30, 1989. The progrars - L08 Year period (1986/87
Govemnment effort in the

the decline which had

. Wwhich was 3 continuation of
S octural adjustmen » Was designed to arrest
During the ERP peri erj:}m from the late 19707 through the early 1980's.
e Lic LRP period, -0 Vemment implemepy o anumber of far reaching
policy reforms, aimed at facnluatmg the directiop of re.
tive sectors, and at reducing the internal ang %0

urces to more produc-
extemal imbalances.
Atthe end of the ERP, substania] achievemeny y .

of the real sector of the economy. Tota] output ;:ed nthe performance
Gross Domestic Product (GDP) wag relaﬁvely impressife as mea.surcd by tt}c
feal terms, by 3.6% in 1986, 3%in 1987,4.19, in 1988 ang }SGD? increased, ;\
in 1989, 'I’Iug performance contrasts sharply wign an avery SSumated at 4.5%
about 19, during the 1980-85 0d. The Tevival ip 8¢ growth of only
capjla output which had been declining steadily pag nowawu\ mea:}t.that per
"l source of GDP growth has so far been Agriculture, o c:l?u:m::gcg‘r‘;
62 Juy 198
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being favorable weather conditions, improved availabili i

imgacl of attractive incentives to prodlf)oers. The m?)t;:hizp(fnl:rﬁu:;:? ; u}e
a.gnculmre performance has been recovery in food output. In 1988/89 rt::cllt -
tion o_f maize, the main staple, is estimated to have increased by 34% ’t]:) I ucl;
3.l-m illion tons. At the beginning of the ERP in 1985/86 season prod'ucti:: ; f
maize was » 2 million tons. Other leading grains-rice and wheat al,so rose sharp(l)
during the ERP period. In the export sector, cotton registered record productioz
during the ERP period. Generally, there has beenarevival in the performance of
the industrial sector, recording a growth rate of 5.2% in real terms in 1988, in
contrast to persistent declines during the early 1980°s. However, the indusu,'ial
sector remains depressed as output is still much below the levels attained in the

1970’s.

continued to be the most difficult area of economic
the reforms implemented during the ERP helped to
stimulate exports particularly of non-traditional goods, and the increased exter-
nal support resulted in improvement of foreign exchangg situation, the balance
of payments position remains depressed. At the cnd of the ERP, exports are still
only onc third of import bill. The recovery in agricultural production could not
be translatcd into increasc in cxports due to structural bottlenecks including
transport, proccssing and marketing. Export performancc was also constraincd
by thc unstable world market prices of primary commoditics. As a result, the
achicvement auained, has been much below the ERP target of US$ 452 million

worth of merchandise exports by the end of 1988/89.

Nonctheless, the balancc of payments disequilibrium continues. The currcnt
account deficit, excluding grants, was $841.3 million during 1988/89 or213.6%
of merchandise exports, showing litde improvement from the pre-ERP period.
ned tight through the ERP period with the outturn of 1988/89
budget being gencrally within the targets. In 1988/89, the overall deficit,
excluding amortization, was contained at 8.3% of GDP on cheques issucd basis.
However, if amortization is included, the overall deficit was 13.% of GDP,
suggesting thatdcbt service burden has_sutgslantial impact on government fiscal
situation. Intercst payments and amortization account fro ncarly 35% of recur-

088/89. Revenue performance was in line with target, but

rent expenditurc in1
d20% of GDP, and could finance only 59% of total expendi-

The extcrnal scctor has
management. Although

Fiscal policy remai

remained at aroun

ture.

At the end of the ERP, monetary situation continued to reflect the underling

structural weaknesses in the cconomy. Domestic credit formation continued to
for the rapid growth in money supply.

jve, and therefore responsible
be cxcessiv :0d, the direction of bank credit was shifted from the Central

lg):\gtrgulnh:m in favor of the public catities and the private sector. Agricultural
market institutions continucd Lo @ke the largest sharc gf credit, 'allhough at the
end of 1988/89; the sharc of credit 1O industry and agricultural input tjmncing
increased Signiﬁcam]y, All in all, overall crg:dn grpwt.h was responsible for a
380 increase in proad moncy, arate substantially higher than the growth in real

ailability of food, which helped to mitigate the impact of

. Thanks O the av Ly ’
gz];y supply growth, inflationin 1988_/89 was contained at 28%. Food accounts
price index basket, and its supply particularly in the urban sector

for 64% of the
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————

has an important bearing on inflation in Tanzania+
(b) Interest Rates and Credit Allocation

. k place in July 1982 when deposit rates were
A e term depositsrom 6% o 7.5% with 0.5% ncreaseallowed
increased on On%hs deposits, from 5% 0 5.5% and no change on short term
on 9 o L g mateswere aised by 0.5% from 7.5 - 12% to 810 12%. Inspite
deposits. Lending further increases did not occur until October 1985 when the
of 30% mﬂﬁmfni,nterest rates was adjusted by 1 104.5% points. Twelve months
generz}l . ere increased to 7.5% and saving rates to 10%; the maximum
depo.s“s rales were increased to 14% for commercial banks and to 16% for
e e Enancialinsitutions, Through the 1970sunti now, real interestrates
spwahwdsimainﬁccanﬂy negative. As of late, real interest rate hz}ve become less
x;xrzluf?o more frequent upward adjustments in the nominal rate,

; interest rates has resulted in reduced savings and
The negative 11: ve;:f;;geposns inreal terms have decline since 1980, In order
lending T;::I}micial savings and to facilitate more effective utilization and
to stimu n of resources, the Government promised to make periodic adjustment
ilil.c]:;f:erest structure with a view to making them positive in real terms during
the recovery period. Subsequently, ar!nual intereston savings deposits rose from
7.5% in 1985 to 24% in 1987, while interest on 20-year Gov.ernmcm stock rose
ﬁ:om 10 to 20% during the same period. Interest on.medmm and long-term
lending has risen from 10 to ?9.% percent. I{oerer, in the absence of a well-
developed financial markets in Tanzania, positive inierest rates alone cannot be
expected tohave asubstantial positive effecton Savings mobilization unless they
are accompanicd by a conscious program of expanding the financia infrastruc-
ture in terms of geographical coverage and the range

of financial instruments.»
Recommendations and Conclusions

Between 1966 and Janyar, 1979, Tanzania

Pursued a fixed req) exchange rate
policy through a fixed peg to the SDR and quantitative restrictions (QRs) to
control domestic demand. From 1979 on, periodic adjustments i the nominal
exchange rate reflecting the inflation differential wig, the trading partners were
added. Since 1977, the Targzanlzg’ $ domestic inflagion rale has generally been
slightly higher than world u'lfiauon. and much higher haq in the industrialized
countries which are Tanzania’s major trading partners, Suggesting that he real
exchange of the shilling hasbeen appreciating Telative o other major currencies,
ibria anq ideni

between official and parallel market exchange yyaq area clearu;;d‘ivc:it?:;:%fg t?:g
growing excess demands for foreign exchange. Ingieaq of relying on defy i

ary monetary and fiscal pol|c1e§ (expenditure Teducing oy
change rate flexibility (expenditure gy;

. Policies), ap -
_ itching Policies) ), andfor ex
recently consistent resisted the use of these m

» Tanzania hag yngi)

. . 3l'ket instrumems . .
relied on rationing through the administrative allocation of for;nd mcr;asmg!y
dealing with excess demand. &N exchange in

The Central Bank has- controlled the volume of lending that ; .
viable by fixing a maximum rate for Savings depogiys (which mg(l:;nc‘:‘ el"((:ilalz

nsider
64 July 1992
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as the base deposit rate) and a maximum lending rate. Nevertheless, adminis-
tered interest raies are not an active instrument of monetary pc;licy The
Tanzanian Economic Trends cautions the Government against a policy o;' high

interest rates:

High nominal interest rates act as an added burden to the
crop marketing system, increasing the need for credit
expansion. In the Tanzanian institutional context it is to be
doubted whether high nominal interest rates, largely ap-
plied to intra-parastatal transactions, serve much useful
purpose and it could even be argued that type reinforce
inflationary pressures. The time should come when the
effort is made to squeeze inflation out of the system rather
than attempting toadjustto inflationary conditions through
exchange rate movements and high nominal interest rates.

rivate capital market. Interest rates are determined

administratively. A detailed structure of deposit and lending rates for all
financial institutions is prescribed by the Bank of Tanzania (BOT). So far, there
are no signs that the higher nominal interest rates have stimulated domestic
savings or deterred capital flight. Instead, they have imposed an extra burden on
the crop marketing system, necessitation increased need for credit and hence
reinforcing inflationary pressures (Bagachwa & Maliyamkono (1990) p. 136).
Tanzania’s, a devaluation, while expansionary in the
intermediate run, usually hasa contractionary effect in the short run. By raising
the overall price level, a devaluation reduces real cash balances. If the demand
for real cash balance is unchanged, the private sector must reduce current

expenditures 0 rebuild its stock of liquid financial assets. The real level of
private expenditures falls. Meanwhile given the inelastic demand for intermedi-
ate inputs and their increase in cost, real output will temporarily fall. This

contractionaary effect helps 10 bring down inflationary pressures and increases
the impact of the devaluation on import demands.

ful rcal devaluation would require positive developments in three

Tanzania has a small p

In an economy such as

A success
fronts:

(@ Forarcaldevalualion to succeed itm r
macro-economic framework. Since the money supply is largely not

controlled effectively andinterest rates are administered, the fiscal stance
must be consistent with the medium term balance between aggregate

supply and aggregalc demand.
payments problems, the real devaluation must
the level of forcign reserves. Given the
P i< in the structurc of production this requirement feeds back
directly in the macro-economic stance. Spccifically o produce a real
devaluation with an almost ;mmediate increase in forcign assets, domes-
i ; given the recourse 10 administered
overnment debt, domestic credit policy

a mark up on g ¢
ascd on a reduction in credit to the govemment.

ust be inserted within a supportive

With a severe balance of

® roduce @ speedy recovery in
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(© Inordertosucceed,a devaluation during high inflation must also have
credibility within the financial community. This requirement is partly
met through a sustainable macro-economic framework, but is also
influenced by political perceptions.

The policy dilemma facing Tanzanian authorities are quite tremendous. First of
all, there is the need for far reaching structural reforms in the real and financial
sectors if sustained economic stability is to be maintained. Secondary trade
liberalization will ultimately require a market clearing flexible exchange rate.
And a flexible rate hinges on a balanced domestic macro-economic framework.

Yet, therapid changes in the nominal exchange rate required to maintain external
balance have destabilizing effccts on internal balance.

The introduction of a fully flexible exchange rate should be preceded by
development of cffective instruments of monetary policy. To develop the
instruments of monetary policy the authorities should quickly introduce a
secondary market foragovernment paper with amarket dctermined interest rate
Gradually, all other interest rates in the financial system should be ticd to lhi;
?ne;n :'i:fgls:; lc:.rccll),' or through the competitive operation of the markets for

Toconclude, whileamovetoa fully flexible exchan .
in the development of more effective inshumcngt:r:;c ::l: “ldawanqrogress
authorities should continue 1o purs netary policy, the

flexible exchan
100, t ge rate. But
effective it necds additionally to be cror

an cxchange rate poli ,

; ack . policytobe

production of raw materials, inwmedialec:nl;yc::ig’eso?dcm program for the
8oads.

Notes:

Tanzania Economic Trends, A uarter] .

July, 1988. p.6. Quarterly Review OflheEconomy Vol, 1 No.2

*Tanzania Economic Trends, A Quarte .

p31. The emphasis i orginal, "™ O 1he Economy o, 13,1988

*On NESP, see the findings on an ILM wo

: rhsho :

?fgngg)y Mmbaga (1982: 1-14y: for he dOCUI’I’l'e::dsp;mcfda”y the introduc-
. Nistry of Planning

‘Bank of Tanzania. Economic gng Ope

June, 1989.p.2

"M.E. Juhaand N. Ossoro, “An Econop; -
1979”, Journal of Economic Reﬂecl!.m CAnalysis o

nflating :
on 1981 fInflation i, Tanzaniq 1960.
| l Official Documents:
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Minister of Planning, Speech by Minister of Planni
. y ing when presenti
Economic Survey and the Annual Plan to the National Assembly, vaﬁout:;rgwl:‘se

- Ministry of Planning (1981). The National Economic Survival Program.
- Ministry of Planning (1982). The Structural Adjustment Program for Tanzania.
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R  Tables and Figures
Appendix 1
Table 1. Major economic trends of the Tanzanlan‘economy
1970-6 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
1.6 3.9 41

1.4
4.4 4.5

0.9 1.1

2661 Ainr

1.8 1.2 1.3

Real GDP Growth Rate
(Percentages, 1976 prices)
Overall GDP 5.1 0.9 1.1 1.9 2.5 1.8
Agriculture 4.5 1.2 -0.3 0.1 1.0 1.0 1.1 0.8 0.6 . .
Manufacturing 6.7 -6.1 -1.5 0.1 1.2 -3.3 -3.3 -4.1 -3.2 -3.3 -3.7 4.2 5.4
Public Administration 13.2 11.0 12.0 127 118 10.8 10.3 9.6 8.7 8.2 8.7 7.9 3.1
Real GDP per capita 1.5 24 -1.9 0.6 0.9 -4.3 -1.1 -5.7 -0.2 -0.1 -0.3 1.1 1.3
Inflation (Percentage change) ‘
in NCPI, 1977 - 100) 11.1 11.6 19.8 13.3 36.0 22.7 32.6 19.2 44.0 20.2 33.2 22.9 28.2
Government Finance
=
% Total Revenue (TShs. Millions) 6,129 6,082 6812 7,757 18,872 10,960 14,193 27,951 20,852 31,387 47,730 70,212
os 2
§ (TShs. Millions) 4,702 5,563 8229 9,229 10,136 13,214 18,182 21,337 27,402 40,390 61,765 90,272
% Development Expenditure
S  (TShs. Millions) 3,606 2411 4,741 51 04 4,795 5,185 5,736 5391 5,837 16,090 15,091 28,400
3
[+3
; Overall Budget
é’ (TShs. Millions) 2,179 -1,592 -6,158 6656 -6,059 -7,439 -9,725 -8,771 -12,387 -24,093 -29,126 -46,135
«Q
[+]
3 Overall Budget deficit as
= percentage of GDP 8.5 6.6 19.1 17.8 13.8 14.1 15.5 11.2 ? 16.8 15.7 17.6
618 -713 -607 -697 -435 -486 -714 -670 -745  -813

External Balance and Trade
Trade Account (US$ million) -234
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Table 1.A cont'd

Current Account
,» Balance ($US million)

Overall Balance (US$ millions)

Barter Terms of Trade
(1980 - 100)

Purchasing Power of Exports
(1980 - 100)

Exports as percentage of GDP

Imports as percentage of GDP

Exchange Rate Tshs/3US
(June)

1970-6

7.50

1977

-49

137

143

186
174

6.5

7.50

1978

-436

-319

123

149

12.8

30.1

7.68

1979

-350

-150

106

129
133

27.8

8.25

1980

-565

-178

100

100

11.2

26.7

8.19

1981

-407

-102

88

119
9.9

20.8

9.31

Source: URT Economlc Survey (Varlous years); Natlonal Accounts of Tanzanla,
International Trade and Development Statistics

1982

-639

-109

88

6.6

16.0

9.32

1983

-308

-138

91

79

64

1341

12.24

1084

ts

-159

6.5

16.6

17147

369

1985

-415

-395

80

52

15.2

17.73

1986

-312

7.9

24.0

1987 1988

-286  -284

-341

119 145

376  46.2
63.50 97.20

Ministry of Trade and Industries. UNCTAD Handbook of
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Table 1.B Effectiveness of major policy instruments in Tanzania 1980-1 987

1980
price as % of world price
Coffee (mild Arabica) 377
Cotton (AR) 23.6
Change In exchange rate T.Shs/US Dollar
Nominal -
Real Effective 1 -
Government expenditure In 1980 constant prices
Recurrent 100
Devslopment 100
Revenue as % of GDP 20.7
Budget deficit as % of GDP : 17.8
Index of weighted agricultural
Export volume (1980 = 100) 100
Growth in money supply (nominal)
Acutal -
Target -
Commercial interest rates (NBC, savings)
Nominal 5.0
Real 2 5.0
Notes:
Source:
Financial Stalistics. January, 1988

1981

59.6
16.1

-1.8
6.7

89.5

75
20.2
13.8

143

13.5

5.0
-16.4

1982

53.0
27.6

-14.4
8.5

88

62
20.8
14.1

119

21.0

5.10
-18.2

Marketing Development Bureau Bank of Tanzania. Table 1.1:Inte

1983

70.9
32.6

-30.9
8.3

102
57
22.7
16.5

97

17.6
19.6

5.50
-16.9

1984

61.1
28.8

-45.3
14.2

83
37
22.9
11.2

100

20.2
19.1

5.50
-22.5

1. Nominal exchange rate deflated by ditference between national and US rate of consu
2. Defiated by Infiation rate {National Consumer Price Index 1980 = 100)

mer price inflation

mAuonal Monetary Fund, International

1985 1986 1987
52.4 34.2 28.7
27.6 35.6 38.2

-8.8 -2126 -62.8
39.3 -189.0 55.8
83 92 123
31 61 53
19.3 21.9 15.7
11.5 16.8 15.7
81 85 89
11.6 28.0 21.9
13.0 10.0 10.0
750 10.00 24.00
-19.4 -16.9 -8.0



Table 1.C  Evolution of money supply, 1967 - 1986, at current prices (In TShs. miilion)

=
d
z
g
3 Currency in Demand Narrow Time and Total Broad Currency
31 circulation Deposits Money Savings  deposits moey velocity
3 Deposits
3 (G) (D) (M) M (D+T) (M2)
=
§ 1967 511.7 680.4 1,192.1 347.6 1,028.6 1,539.7 13.2
‘§ 1968 528.6 685.3 1,213.9 285.0 970.3 1,498.9 13.6
2 1969 605.0 867.4 1,472.4 4071 1,2745 1,879.5 123
= 1970 818.4 860.5 1,678.9 540.7 1,401.2 2,219.6 10
1971 986.4 1,072.0 2,058.4 566.0 1,638.0 2,624.4 10
s 1972 1,201.1 1,125.7 2,326.8 762.9 1,888.6 3,089.7 8.4
= 1973 1,190.6 1,356.2 2,774.7 878.3 2,454.4 3,653.0 9.6
3 1974 1,517.3 1,939.0 1,456.3 1,005.7 2,944.7 4,462.0 9.8
= 1975 1,755.8 2,509.0 4,283.8 1,268.9 3,796.9 5,652.7 9.7
1976 2,071.3 3,260.5 5,331.8 1,615.0 48755 6,946.8 10.5
1977 2,379.1 4,003.1 6,382.8 1,963.9 5,967.0 8,346.7 10.8
1978 2,195.2 3,911 6,826.9 2,569.4 6,481.1 9,395.3 9.8
1979 4,055.4 4,380.0 8,435.4 3,371.2 7.,751.2 11,806.6 8
1980 5,245.5 5,380.0 10,625.5 4,173.9 9,563.9 14,799.4 74
1981 5,992.2 5855.0 11,847.2 49527 108077 16,799.9 73
1982 7.178.3 6,907.5 14,085.8 6,277.2 13,1447 20,363.0 7.3
1983 7,794.2 7,733.9 15,528.1 7,598.0 15,331.9 23,1261 7.8
1984 9,389.2 9,439.4 18,828.6 8,981.1 18,420.5 27,809.7 8.1
1985 10,680.2 10,185.5 20,865.7 10,165.2 20,348.7 31,028.9 9.3
1986  13,679.2 12,566.0 26,245.2 13,467.8 26,033.8  39,713.0 9.6
€ .
<
2 Notes: a) Refers as currency in circutation outslde banks
8 b) GDP/currency ratio.

sources: Bank of Tanzanla
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