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ABSTRACT 

The study assesses the factors that influence exchange rate movements in Tanzania. 

The study also has other objectives to achieve such as to examine the relationship 

between exchange rate and macroeconomic variables such as inflation rates, interest 

rates and GDP as well. To find out the impact of political factor on exchange rate 

movements in Tanzania and proposing the appropriate exchange rate regime. The 

time series data were collected from 1966 to 2015 a 50 years duration in which a 

country has experienced a four terms of presidency. Data were processed and passed 

various tests so that as to provide a good platform in analysing the results. The 

results showed that there is a relationship exists between those variables and 

movement of exchange rate in Tanzania .the impact of political factor has been 

majorly on the choice of the exchange rate regime of the country. The study has 

suggested that exchange rate fluctuations send the wrong message to economic 

agents, affect the credibility of the government and result in loss of welfare for the 

whole society. Therefore, the optimal economic and political scenario revolves 

around stable equilibrium exchange rates but also to have a stable exchange rate it 

does not mean that the economy of the country is stable, since Tanzania had a 

relatively lower exchange rate against US dollar and still the country economy was in 

turmoil. Based on the findings of the study it was recommended that the decision of 

making fiscal policies should consider a number of factors the nature and size of the 

economy, the appropriate exchange regime, the level of economy situation around 

the region.  
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CHAPTER ONE 

BACKGROUND INFORMATION 

1.0 Introduction 

This research is about “The assessment of factors influence exchange rate 

movements in Tanzania” In this chapter, background of the study, statement of the 

problem, significance, rationale of the study objectives, scope of the study, and 

organization of dissertation of the study are covered in detail. 

1.1 Background of the Study  

African continent has thousands of years of history of exchanging goods within its 

societies; people managed a variety form of currencies such as salt, cowrie shells, 

gold animals, and other precious metal. The pre-colonial period barter was the major 

way of transacting businesses. Goods were directly exchanged to goods. During the 

colonial period, the western were introducing coins and gold as the unit of 

measurement and mode of payment. Gold was accepted even in international trades, 

we refer to all trades that took place out of Africa with the exchange of clothes and 

other imports from Europe and India.  While salt bars were used as a unit within the 

region. After years under European colonies, some African countries adopted the 

currencies of their colonizers some western and central African countries franc as 

their currencies, Nigeria was pound by then. (Guyer & Pallaver, 2018)  

A post-colonial period many African countries started gradually to adopt the 

currencies of their nations. In 1965 Ghana introduced their new currency cedi 

meaning cowrie, while Nigeria introduced naira. East African countries introduced 

their currencies with some adjustments such as the word shilling was retained with 

then sound shilingi in Swahili. But also the symbols found in their coin shillings 

were changed example Tanzania put Uhuru (freedom) torch, Kenya put Kenyan coat 

of arms and Uganda put the crested crane. The replacement of currencies was a step 

to promote national identities and feeling the sense of independence of their 

countries. (Guyer & Pallaver, 2018) 

History of the exchange rate can be categorized into three major phases as follows; 
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Pre -World War I also have known as “the gold standard era” Gold standard was 

adopted in 1816 in the UK and later on in the 1870s in the United States and other 

European countries. It was a period of free trade and there was a great stabilized 

financial atmosphere. The gold standard was used as a fixed rate system, where a 

fixed weight of a certain quality of gold one ounce (28.35 grams) was rated as 

£3.89375 in England. Gold was used as a substitute for paper money because there 

was a volume of transactions in exchanging paper money into gold and vice versa. 

Due to free trade by then imports and exports were regulated properly especially 

imports which meant the outflow of gold and paper monies so the only means used to 

stabilize was to reduce the level of economic activity (Madura & Fox, 2011).  

 

Kallianiotis (2013) explains that many centuries gold backed the currencies of the 

world “gold exchange standard” i.e. any government in the world would issue a piece 

of paper that represents a real amount of gold reserved in a government vault. During 

international settlements, gold was shipped from one country to another since gold is 

not in abundance, the major challenge during this era was the country to maintain its 

currency supply after settling international financial obligations. 

  

During the interwar era; during the war the international movements of gold were 

distorted, the countries stopped the shipping of gold thus the gold standard operations 

were automatically seized. Although some international speculators were still 

conducting the business of exchanging the gold with some weak currencies in the 

international market with prices/value fall short which accelerated them to fall in 

value than that which can be justifiable by economic factors. Some East European 

countries and Germany experienced hyperinflation due to amends after the war. In 

the 1920s some European countries made an effort to reintroduce again the gold 

standard but due to great economic depression it was difficult to cope with the 

system, thus the floating exchange rate system was introduced in the market and 

many countries followed the system and revalued their currencies accordingly 

(Madura & Fox, 2011). 
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In 1925 Great Britain reintroduced again the gold standard operations at the same 

time many countries were holding their reserves in form of currencies until then gold 

and the two leading currencies US dollars and Sterling pound were used as reserved 

and major exchange rates around the world. In 1934 United States made some 

changes in gold standard operation by devaluing its currency against gold from 

$20.67 per ounce to $35 per ounce, the US generally reduced commitments to gold 

by trading only with foreign central banks and not with private individuals. 

(Kallianiotis, 2013) 

 

Post-world war II-“Breton Woods Agreement” at the end of World War II there 

was a necessity to introduce a very stable exchange rate system because many 

countries were scared of the further financial crisis after the first and second wars. 

Then Bretton Woods’s conference came up with the idea of establishing worldwide 

institutions to oversee exchange rate movement with dollar and monitor funds 

movements such institutions are International Monetary Fund (IMF) and the 

International Bank for Reconstruction and Development then World Bank as the 

result from 1944 to 1971 exchange rates was fixed to within a range of ±1% of the 

par value of a dollar, governments were allowed to intervene in foreign exchange 

markets to make sure the rates are within the boundary of  ±1%. Good example 

investors in the UK were imposing restrictions on the number of currencies that 

could be sold or bought in international transactions and later on they even 

introduced limitations on investing abroad. (Madura & Fox, 2011) 

 

Since the collapse of the Bretton Woods Agreement, the issues of exchange rate 

determination have been a subject matter of research and policymaking with a 

motive of establishing a very stable exchange rate system to avoid further financial 

chaos. Today the foreign exchange rate markets are extremely unpredictable and 

susceptible to fundamental economic factors and market perceptions. The high level 

of uncertainty and unpredictability of exchange rate movements since the 

introduction of the flexible exchange rate in 1973 have triggered policymakers and 
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researchers to investigate the nature and the impact of such movements on the factors 

that influence exchange rate trends. (Madura & Fox, 2011) 

 

The exchange rate plays a major role in the economic development of a country and 

so as a multinational firm if it is managed well but also it can lead to a financial crisis 

if it is overlooked. Financial players are supposed to know a history of the exchange 

rate since they can show a way that sometimes theories do not. Because history 

accounts for even social and political impacts affecting exchange rate behaviour 

which is very rare to find in some modern economic exchange rate models. (Madura 

& Fox, 2011)  

 

According to Khan (2014) studied the factors affecting exchange rate in Pakistan. 

The results revealed that inflation is the main factor affecting exchange rate in 

Pakistan. Then further showed. That the second important variable which brings 

more variation in exchange rate was economic growth, while order of export and 

import in variation lies at third and fourth positions in respect of terms of trade and 

productivity growth. 

 

Khattak et al. (2012) explain that the importance of exchange rate can never be 

underestimated as exchange rate has its effect on the economy. Investors need to 

clearly identify the exchange rate movements before investing in stocks. So, the 

study of those factors that directly affect the exchange rate variability is important. 

Policies should be made that reduce the exchange rate variability. Exchange rate 

measures the cost of foreign goods relative to domestic goods. It gives a measure of 

competitiveness, and it is a useful variable for explaining trade behavior and national 

income. 

 

Hajilee & Nassr (2014) Argue that macroeconomic variables such as government 

policies, gross domestic product, exchange rates, interest rates, inflation rates, 

political instability, and foreign direct investment have an important effect on stock 

market performance, especially the stock market capitalization rate. Especially in the 
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global financial integration which led to increased trades and capital movements 

among countries has brought attention from economists the close relationship 

between exchange rate and stock returns trends. Exchange rate instability is expected 

to affect stock market performance because it can affect international 

competitiveness and trade balances between countries. 

 

Patosa and Cruz (2013) study showed that the factors affecting exchange rate 

movements in selected Asian countries (China, Philippine, Thailand and 

Malaysia).The Results revealed that not all variables included in the model 

contribute to the explanation of exchange rate movements. Industrial production is 

significant in all countries. Results for other three variables money supply, interest 

rate and inflation rate are somewhat mixed. China, Malaysia, Thailand and Singapore 

have only two significant variables each. For China and Malaysia, the significant 

variables are industrial production and inflation rate. For Thailand industrial 

production and interest rate are significant and for Singapore money supply and 

industrial production. For the Philippines, three variables have significant 

contribution to the exchange rate movements, and these are money supply, interest 

rate and industrial production and also they found that the country imports and 

exports are also affected by the changes of exchange rate. An appreciation of home 

country currency will lead the price of export products to be more expensive, and 

import products to be cheaper. Likewise, a depreciation of home currency will lead 

the price of import products to be more expensive and export products to be cheaper. 

 

Bernhardsen & Roseland (2000) studied on “Factors that influence the krone 

exchange rate” In the long term, the krone exchange rate is found to be dependent on 

the oil price and the price differential between Norway and other countries. In the 

short term, the krone exchange rate is also influenced by international financial 

turbulence and by the interest rate differential against other countries. International 

financial turbulence has had a particular effect on the krone exchange rate since 

January 1997, when there was a sharp increase in the daily volatility of the krone 

exchange rate. In this period, effects stemming from international foreign exchange 
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markets appear to have had at least as great an impact as the oil price on monthly 

movements in the krone exchange rate.  

 

The Government of Tanzania had made some efforts have helped in stabilizing the 

exchange rate since 1986 but still fluctuations were there and in the recent years the 

exchange rate has become very unstable. The unpredictable movements of the 

exchange rates can have an adverse effect on the economy. To understand the 

exchange rate behavior the variable affecting the exchange rate dynamics needed to 

be studied. Little is known about Factors affecting exchange rate dynamics in 

Tanzania bearing in mind that exchange rate has great impact economic growth of a 

country. 

 

1.2 Statement of the Problem 

Every country has a currency in which the prices of goods and services are quoted. 

The Tanzanian shillings in Tanzania, dollar in the USA, pound sterling in the UK, 

the euro in France, yen in Japan, and kroner in Denmark and hundreds in a line. 

Exchange rates play as a bridge in international trade because they allow us to 

compare the prices of goods and services produced in different countries. In daily 

newspapers you can see relative prices of national currency per foreign unit. Weekly 

or monthly magazines and journals show growth trends over specific period. As long 

as exchange rates are part of our everyday international businesses then it is worth to 

analyze how currency rates change and what are the factors affecting exchange rate 

movements in Tanzania. Research related to exchange rate movements still remains 

an area of interest to economists and finance experts, especially in developing 

countries, despite a relatively enormous body of literature in this area. This is largely 

because the exchange rate is not only an important relative price of one currency in 

term of other that connects domestic and world markets for goods and assets, but it 

also signals the competitiveness of a country’s exchange power with the rest of the 

world in a global market. Besides, it also serves as an anchor which supports 

sustainable macroeconomic balances in short and long run (Rosenberg & Folkerts-

Landau, 2002). However, none of the studies have been able to assess the influence 
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of political leadership as the factor affecting exchange rate movements in developing 

countries.  

 

From 1961 to 2015 it is a period of 54 years that Tanzania has been under four 

presidents with different leadership styles. However Tanzanian shilling (Tshs) has 

experienced the falling in value of its currency against major currencies, specifically 

US dollar (Bank Of Tanzania, 2020). According to statistics from BOT and NBS in 

1966 one US dollar was traded at 4 Tshs, in 1976 one US dollar was traded at 12 

Tshs, in 1986 one US dollar was traded at 107 Tshs, in 1996 one US dollar was 

traded at 580 Tshs, in 2006 one US dollar was traded at 1182.50 Tshs, 2015 was 

Tshs 2117. The question of interest is what has been the major factor likely 

impacting our currency to fall gradually over the past decades. Therefore this study 

will focus on assessing the factors that impact foreign exchange rate movements in 

Tanzania with keeping a closer eye in those different government eras since 

independence.  

 

1.3 OBJECTIVE OF THE STUDY 

1.3.1 General Objective 

The general objective of the study is to assess the factors influence exchange rate 

movements in Tanzania since independence. 

1.3.2 Specific Objectives 

i. To examine the relationship between exchange rate movements and 

macroeconomic variables. 

ii. To find out the impact of political factor on exchange rate movements in 

Tanzania. 

iii. To propose the appropriate exchange rate regime in Tanzania. 

 

1.3.3 Research Questions 

i. How is exchange rate movements in Tanzania related to macroeconomic 

variables?  

ii. Does the political factor have impact on exchange rate movements in Tanzania? 
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iii. What is the appropriate exchange rate regime in Tanzania? 

 

1.4 Rationale of the study 

Exchange rate is a key element that needs to be addressed specially in Tanzania 

where Tanzanian shillings is consistently losing its value and it was very necessary to 

look into those factors that are affecting the exchange rate movements in Tanzania. 

In the current economic condition it is very important to analyze these factors and 

see which of these needs to be taken care of to control the exchange rate. This 

research can contribute in the policy making and implementation of the policies like 

monetary, fiscal and trade policy. The results can provide guidelines for the 

authorities to look at those factors that are causing this dynamics in exchange rate 

and it can contribute in the body of knowledge. The interest of this study was to 

investigate which factors really affect the exchange rate movements in Tanzania. 

Understanding of the mechanism behind the exchange rate behavior has always been 

of great interest for economists/Government around the world. 

 

1.5 Significance of the Study  

The importance of this study is not nailed down only to the fulfillment of my masters 

of science in accounting and finance as the requirement of Mzumbe University but 

also will add value to future academicians and researchers as one of the empirical 

studies related to exchange rate movements and its determinants in developing 

countries specifically Tanzania. The nature of this study does not close room for 

further studies related to but it can be used as a catalyst to others to conduct more 

studies and come up with different analyses.  The knowledge from this study will 

impact all foreign exchange participants and policymakers in Tanzania through a 

broad analysis of exchange rate movement trends from 1966 to 2015.  

 

1.6 Organization of the dissertation 

This study work is organized in five chapters, with which the first three chapters will 

be submitted as a research proposal and the other two chapters will be compiled 
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during the submission of the full dissertation report. Chapter one explains the 

introduction and background information of the study, statement of the problem, 

research objectives and questions, and rationale/ significance of the study. Chapter 

two elaborates the theories/ models related to study, empirical studies conducted by 

other researchers that can contribute knowledge to the present study, but also the 

study should be supported by the own designed conceptual framework that identifies 

the dependent and independent variables of the stud and constructing hypothesis that 

supports the concept of the study. Chapter three is mainly focused on the research 

design, where the study will be conducted, the population of the study, a sample of 

the study and sampling techniques that will be used, the type of data required, and 

methods of collecting those data, explains how data will be analyzed. Chapter four 

focuses on the data analysis and presentation of the findings. Chapter five comprises 

discussion of the findings. Chapter six contains summary, conclusion, and policy 

implication of the study. Then references and appendices are attached at the end of 

the report.  
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CHAPTER TWO 

LITERATURE REVIEW 

  2.0 General Introduction 

This chapter explains the key terms of main concept, theoretical and empirical 

frameworks for assessing the factors that influence exchange rate movements in 

Tanzania. The discussions in this chapter are done in line with the research 

objectives and with reference to theories of exchange rate determination. The 

theories of exchange rate determination described in this section include the 

purchasing power parity with its both versions and balance of payment theory. 

Previous studies by other researchers have been covered in the empirical framework 

section. The chapter further expounds on the conceptual framework for highlighting 

on the research concept with reference to the research questions and objectives. 

2.1 Definition of Key Terms  

2.1.1 Exchange Rate  

The word exchange rate or foreign exchange rate (forex) is simply the value of a 

certain currency reflected in another currency. (i.e. $/tshs).which means one paper 

money is traded as the commodity to another paper money. The role of exchange rate 

in the economy is to act as the bridge between the domestic and foreign economy 

through the movements of goods and asset in the markets. (Moosa, 2005) 

The two fundamental characteristics of the exchange rate are volatility and 

predictability. Since the introduction of a flexible exchange rate regime in the 70s 

has made exchange rates very volatile therefore it becomes very difficult to predict 

them, because sometimes they can behave disorderly and cause noise in the foreign 

exchange market. These two characteristics make exchange rates as a major concern 
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to policymakers, politicians, multinational companies, and other participants in the 

foreign exchange markets. (Kallianiotis, 2013) 

 

2.1.2 Exchange Rate Volatility 

Exchange rate volatility can be defined as the risk related to unpredictable 

movements of exchange rate due to changes in economic fundamentals such as 

interest rates, inflation rates, and the balance of payment. Exchange rate volatility has 

multiple effects in investment and employment decisions of multinational companies 

countries as well, first increasing exchange rate volatility leads to higher interest 

rates through rising risk premium and more restrictive monetary policies. The 

increased cost of interest will affect the growth rate of industries as the result will 

directly negatively affect the employment rate. (Firat, 2010) 

 

2.1.3 Exchange Rate Movements 

It is when exchange rates change due to changes of macroeconomic variables. It can 

be short or long run effect. There are   some terms that are used to describe the 

direction of the exchange rate movement such as appreciation which describe as the 

upward movement of a certain currency value against another. While depreciation 

stands for downward movement of one currency against another (Proti, 2013). 

2.1.4 Foreign Exchange Market 

It is abbreviated as FOREX or FX also known as the currency market is the type of 

market where different currencies are traded virtually around the clock. It determines 

the exchange rate of every foreign currency.it comprises all activities of selling, 

buying, and exchanging currencies at agreeable prices. Forex is the market that is 

monitored closely by the government due to its impact on the macro-economic 

activities of any country. Main participants in the forex are central banks, 

multinational companies, large international banks, speculators, and arbitragers 

around the world, facilitate them in investments and international trades by making it 

possible to conversion of currencies and offering different lines of credit of varied 

currencies. This market has been continuously growing according to Kallianiotis 
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(2013) the market increased by 20% for the period between 2007 to 2010, factors 

contributed to that increase was the economic integration which led to a lot of 

international trades and capital mobility, the advancement of technology which has 

lowered the costs of transactions and participants in the market have gained 

confidence on using online services. All these have made it easier to engage in 

foreign exchange markets. 

Characteristics of the foreign exchange market differ from other financial markets 

due to the following uniqueness. It is huge trading volume which represents a large 

portion of highly liquidity assets. It is widely dispersed that can be found in every 

corner of the world. Such as Australia and New Zealand, East Asia(Manila, Tokyo 

and Seoul),Hong Kong, Europe such as Paris Zurich Frankfurt London then North 

America such as New York, San Francisco and other centres. It operates 24 hours a 

day with an exception on weekends. It is a market with low-profit margins compared 

with other markets but it takes advantage of large volumes of transactions. It requires 

a lot of real-time information. (Kallianiotis, 2013) 

 

2.1.5 Black Foreign Market 

The black market for foreign currencies specifically US dollars and Sterling Pound, 

have become unstoppable. Over the decades this market has increased its volume 

size and sophistication due to economic integration and technology advancement. 

The high level of integration between domestic and international economies, greater 

mobility of capitals, and a greater amount of trades between countries and continents 

have been a major reason for the market to expand its boundaries. The black market 

is the shadow one all the activities done in this type of market are out of government 

control channels, the business is illegally conducted. (Banuri, 1988)  

According to Moosa (2005) outlined the existence of black foreign markets as the 

results of the following reasons. High tariffs, licences costs, tighten controls and 

restrictions imposed by the government to participants in the foreign exchange 

markets will always give rise to huge demands for foreign exchange to exercise 

money smuggling. When the government stops or reduces the volume of selling 
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foreign exchange and individual wants to acquire foreign assets then the black 

market supplies that demand currency. Sometimes rates in black markets exceed the 

government-controlled rates therefore economic agents always take advantage 

through over-invoicing their true imports or under-invoicing their true exports and 

injecting their foreign exchange currencies into the black market and not 

surrendering to the central banks.  

 

2.1.6 Exchange Rate Regimes 

One of the crucial decisions to make is how the country's currency value will be 

reflected in other foreign currencies. The way the country manages and controls its 

currency against other currencies is what we refer to as an exchange rate regime or 

system, its concept is more related to monetary policy. These systems fall into three 

categories such as  

I. A fixed exchange rate system also is known as "pegged" as linked to a major   

currency (US dollar) or another asset such as gold to reflect its value. We call 

it fixed exchange rate system when the exchange rate is limited to fluctuate at 

certain boundaries or maintained at a constant level beyond that the 

government through their central banks intervene to make sure the rate is 

within the boundaries by either decreasing the value of its currency against 

other major currencies (devaluation) or increasing its currency value against 

other currencies (revaluation). Some countries such as Bahamas Saudi Arabia 

and Denmark have been practicing this type of exchange rate system, 

however, this system has to be accompanied by appropriate monetary policies 

.it attracts a lot of foreign investors in the country due to the fact it brings 

stability in the economic environment. This type of system is not favorable in 

countries with bad economic conditions since it needs the government to have 

a sufficient amount of gold reserve or foreign exchange currency to maintain 

its currency value which has proved to be very expensive. (Madura & Fox, 

2011) 
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II.  Freely floating exchange rate systems also known as flexible exchange rate 

systems is when there are no government interventions and the exchange rate 

is determined by the market forces. Under this system, the exchange supply 

and demand for the currency in the market is the only driver that will adjust 

exchange rates. The advantage of this system is a fully sufficient market 

mechanism it ignores government controls but also it prevents the country 

from inflation and unemployment arises from other countries. The 

disadvantages of this type of systems are such as since it prevents inflation 

and unemployment from other countries then it applies the same when the 

country's economy is in turmoil it will be hard for other countries to absorb its 

economic shocks. But also this system provides room for increased volatility 

due responses to market forces as the result it might scare foreign investors. 

(Madura & Fox, 2011) 

 

III. Managed float exchange rate system also is known as "dirty" float, it exists 

between fixed and free float systems. It allows exchange rates to vary at a 

certain range without limit but the government intervenes in extreme 

situations. Central banks of countries such as Brazil, Russia, and South Korea 

have been practicing to impact their exchange rates either by selling or 

buying foreign currencies to maintain their foreign exchange rates at times.it 

shares the advantages of both fixed and free-floating however it gives the 

government a room to adjust the exchange rates so that can benefit from the 

costs of other countries. At a time some countries may try to devalue its 

currency to boost a sluggish economy. (Madura & Fox, 2011) 
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2.2 Theoretical Framework  

The two theories consider international trade as a factor influencing exchange rate; 

these are Purchasing power parity and Balance of payment theory. 

 2.2.1 The Purchasing Power Parity theory (PPP) 

This is one of the controversial theories in economics and is the product of hard work 

from Wheatley, Ricardo, and Gustavo Cassel the Swedish economist. The theory tries 

to relate the relationship between exchange rate and inflation rate. That is the 

exchange rate between two currencies is determined by the internal purchasing prices 

in those two countries. There are two versions of PPP theory each one has its way of 

attempting the relation. 

 2.2.1.1 Absolute form of PPP 

According to this version of the theory, with no international barriers, consumers will 

focus lower prices and hence the demand will shift in the same direction. The idea 

behind this version is that the exchange rate is the result of the ratio of outlay that is 

required to purchase a basket of goods at domestic as compared to what will be bought 

in a foreign country.  

The idea behind this theory is quite easy and understandable but it has its 

shortcomings such as there is no way you can assume no international barriers, in 

international trades we have a flow of information, transport costs, tariffs and that will 

cause the differences in prices between two countries. (Madura & Fox, 2011) 

 

2.2.1.2 The Relative Version 

This theory tries to accommodate the market imperfections and therefore it accepts 

that the prices of the same set of goods will never be the same in two different 

countries but we should compare the rate of change of the prices of the same set of 

goods in those two countries.  (Madura & Fox, 2011) 
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The rationale of the PPP theory is that the exchange rate should reflect the 

equilibrium obtained between the purchasing power of the two countries otherwise 

consumers will shift their purchases to the lowest price levels whether is locally or 

from other countries until the purchasing power of the two countries levels up. 

(Madura & Fox, 2011) 

 

           2.2.2 The Balance Of Payments Theory 

It states that the exchange rate exists between currencies of different countries is 

independent of influences from the internal price levels of the two countries, 

however, it is the balance of payments position that influences the exchange rate. 

When a deficit occurs in the BOP it indicates that the demand for foreign currency 

has exceeded the supply of that currency at a certain time and rate therefore it 

signifies that the home currency has depreciated. It is well known that the demand 

for foreign currencies goes simultaneously with the demand for goods and services 

from outside the country. While the surplus occurs when there is an excess supply of 

foreign currency at home country this happens when the country supplies a huge 

volume of goods and services outside the country than importing, therefore it 

signifies the appreciation of the value of the domestic currency. When there is no 

deficit or surplus of BOP then the rate obtained is called the equilibrium exchange 

rate. (Aahana, 2020) 

The major reasons for an individual, private or public sector to demand foreign 

currencies are such as, during importation of goods and or services from other 

countries, foreign direct investments or acquiring foreign assets for ownership 

purposes and acquiring assets for short-term capital gain. One of the major 

challenges of multinational companies (MNC) in developing countries where the 

domestic currency value is depreciating against foreign currency which is always US 

dollar since is the major intermediate currency around the world, the problem they 

face is called “the balance sheet effect” when the domestic currency is depreciated it 

hinders these firms to borrow from outside sources but if they do so they incur too 

many costs of interest rates (Madura & Fox, 2011). 
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Balance of payment records all the movements of capital flows in and out the 

domestic economy and all trades in the economy. In this relationship with exchange 

rate must be examined since those movements determine the demand for and supply 

of foreign and domestic currency as well during the movements import and export of 

services and goods in the international markets. Therefore each transaction in the 

foreign markets must have a cause effect in the recording of balance of payment. 

(Moosa, 2005) 

 

2.3 Empirical Part  

2.3.1Central Bank Interventions and Exchange Rate 

The governments via their central banks need to have some controls in the foreign   

markets, because of the characteristics of the foreign exchange markets. With no 

doubt inflexible and managed float exchange rate system, they both need government 

controls to intervene through buying or selling currencies to maintain the exchange 

rate from unfavorable movements brought by market forces. But is not the case in a 

free-float system where it operates independently of central banks' interventions. 

(Moosa, 2005) 

As Friedman cited by Moosa (2005) if a free float system can operate with no central 

bank intervention then why do we need controls from the government? This has been 

a statement of debate for decades though some works of literature have brought some 

answers like central banks interventions will always be there since markets are not 

efficient i.e. all the information available might not be relevant, market participants 

may not act accordingly and therefore the market rates would not reflect the actual 

rates and there will be no equilibrium. Therefore the government has to intervene to 

stabilize the variations of the exchange rates in the markets to range within 

boundaries that are favourable for the economic activities.  

Major reasons for the government to intervene in foreign exchange markets are such 

as; to stabilize exchange rate variations; the central banks are to make sure that rates 

in the markets are not out of control they reflect the actual rates, in case extreme 

situations occur then central banks must show up and absorb the shock. To set 
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exchange rate limits; some government via their central banks have set upper and 

lower boundaries within which their home currency's value will range. Most of the 

time they do not put it official but through data analysis, one can notice this. To 

provide solutions for unfavourable movements that occur temporarily; in some 

situations, the government may interact prevent the currency's value from short-run 

uncertainties, because of the volume of transactions in the market is larger than the 

reserves in central banks then it is very hard for them to respond continuously from 

the disturbances in the markets.it is a very popular case when the central banks using 

some of their reserves to buy foreign currencies and inject in the markets to rescue its 

currency from depreciating. (Madura & Fox, 2011) 

 

BOT has controls over the foreign exchange market when there are some alerts of 

unsettled economic waves. The period of 1961 to 1985 was characterized by very 

close monitoring of foreign currency by the government. There were plans designed 

to control refer to Foreign Exchange Plan (1971/72). Mid1980s the country faced 

economic decline from this situation there was a call from IMF to devalue our 

currency but the government chose to set a fixed exchange rate. Later on, the 

government allowed several foreign exchange windows to inject foreign currency in 

the market which was becoming scarce. (Rutasitara, 2004) 

 

It is in the mid-80s and early 90s when Tanzania faced a shortage of foreign currency 

to settle import charges then an external payment account (EPA) was created by the 

government under BOT to control and manage the reserve for foreign currency and 

prioritizing all foreign payments. The importers whether individuals or companies 

were supposed to deposit in the full amount of Tanzanian shilling equivalent to 

foreign currency amount needed to settle the payment at the National Bank of 

Commerce (NBC) and then BOT approves the transaction and then the payment is 

done to the supplier. (Assad, 2011) 

 

Foreign exchange Act, 1992 was in place to administer and supervise all participants 

in the foreign markets, private foreign exchange shops (bureaux de change) started to 
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operate officially.in June 1994 Inter-bank Foreign Exchange Market (IFEM) was put 

in place as a way to improve auctions. Initially, auctions were conducted on an open 

outcry basis with participants gathered at BOT. later on, the introduction of 

telephone deals was made in 1996; by 2015 the use of electronic Reuter 3000+ 

started to operate. (BANK OF TANZANIA, 2015) 

 

The Bank of Tanzania Act 2006 has given the central bank of Tanzania a mandate to 

control the imports, exports, purchase, and sale, or any other transaction in foreign 

exchange and gold. But also the bank must from time to time to determine the type of 

foreign exchange and securities which may be stored as the external asset reserve. 

 

 2.3.2 Exchange Rate and Economic Performance 

The effect of the exchange rate can be felt through the growth of employment and 

investments as well. Even though there is no certain theory that holds the relation of 

exchange rate volatility and employment growth but some empirical research 

suggests that imperfect capital markets significantly affect the employment level of 

the firms. The increased exchange rate volatility can lower the total supply level of 

credits from financial institutions, which means the money circulation in the 

country's economic level will be reduced at large. Brauna & Larrain(2005) as cited 

by Demir (2010) added that the exchange rate with high trends has a huge setback on 

industrial growth, first by increasing interest rates in banks through the rise of the 

risk premium and more restructured monetary policies. The increasing cost of 

interest harms inflation and so as the employment level of the country.  

Exchange rate is used as facilitator in achieving macroeconomic objectives 

employment growth inclusive, there is a relationship exists between the exchange 

rate changes and expenditure switching, when the domestic currency is devalued 

then it makes easier to export since it attracts higher incomes but it discourage 

importation since it needs a huge fund of domestic currency to acquire foreign asset, 

thus increases price to imported goods in the markets then consumer will tend to shift 

their expenditures to locally made products therefore it creates employment to the 

citizens within the country. (Moosa, 2005) 
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Developing countries are more subjected to exchange rate volatility since their 

economies face a lot of unfavourable shock waves. This causes the exchange rate 

movements to have more than one chanel in affecting job creations in these 

countries. When local currencies are depreciated they tend to increase the rate of 

exports, so the creation of jobs will focus more to sectors such as tourism ,agriculture 

produces, and other major firms which they depend local inputs and they have ability 

to compete in international markets. While depreciated curency descourage imports 

and forces the local producers to expand their limits in the domestic markets.while 

the local currencies are appreciated they encourage importation and stabilizes the 

costs of productions to firms that produce locally with imported inputs, this will 

bring competition to local firms and the market will expand and so the jobs will be 

created through the stiff competitions in the local markets. (Chipeta, Meyer, & 

Muzindutsi, 2017) 

 

Foreign Direct Investment (FDI) is an investment made either by the government of 

multinational companies to increase its international business/ activities. It is a 

situation where the company or government acquires an asset abroad with 

operational control ultimately residing with the parent company in the home country. 

This type of decision to make abroad investments is accompanied by the following 

factors such as trade barriers, imperfect labor markets, intangible assets, vertical 

integration, product life cycle, and shareholder diversification services. Motives 

behind the FDI are more likely to be strategic and economic (Nkoba, 2012) 

 

Some studies have been conducted in analyzing the relationship between 

international trades and exchange rate volatility, Hooper and Kohlhagen (1978) came 

with an argument that shows currencies with high volatility exchange rates tend to 

raise the cost for risk-averse traders and reducing foreign trade transactions. This is 

because in international trade there is a gap of time between the first agreement 

between the buyer and seller and the time of delivering the goods so if the exchange 

rate becomes unpredictable and uncertainty then the future expectations of the 

business will be at stake, therefore, reduces the confidence in conducting business 
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internationally because generally in the least developing countries (LDCs) exchange 

rate risk is not normally hedged due to various factors such as accessibility of 

forward markets, cost of the size of the contract is always large volumes and 

difficulties in planning the magnitude and favorable time of all international 

transactions to fetch the hedging advantages. However, the higher exchange rate 

volatility does not necessarily affect foreign trades negatively but also can have a 

positive impact on risk-loving exporters when they can sufficiently hedge the foreign 

exchange rate risks from which they will be encouraged to increase export 

transactions. (Arize, Osang, & Slott, 2000) 

 

2.3.3 Exchange Rate and GDP 

Gross domestic product is the total value of all goods and services that are produced 

within a certain country and period of time which it is always one year.it involves all 

the factors of production of a country of both domestic and foreign inputs. As 

Mankiw (2006) cited by Siregar & Alhempi,( 2018) say that there is correlation 

between the economic growth and exchange rate, the higher the exchange rate lead to 

lower level of exports thus decreases the net (export-import) and therefore decreases 

the GDP.  

There are theoretical arguments that support the relation between GDP and exchange 

rate, and some have gone further to uncover the benefits of over/undervaluing the 

exchange rate to the economic health of the country. Not only the benefits but others 

have argued on the fluctuations of exchange rates can also hurt the economy. The 

benefit of exchange rate devaluation can be used in triggering positive impacts on 

real output while negative effect exchange rate devaluation is can lead to 

contractionary fiscal policies thus cause unhealthy economy movements.(Lubis, 

Karim, Tha, & Rambeli, 2017) 

Glzmann et al.(2012) as cited by Habib et al.( 2016) points out that a weak exchange 

rate can drive higher saving and investments by providing a gap in lower labour cost 

and income re-distribution. 
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According to Calvo (2000) as cited by (Yildirim & Ivrendi, 2016) explained that 

fast-growing developing countries are enjoying their strong results on 

macroeconomic performances over the last decade. Abundant sources of capital from 

developed countries have been flowing to these countries due to a favorable 

international trade atmosphere. The inflow capitals have altered the speed of 

economic performance to the recipient countries through some channels; the first 

recipient country’s currencies have been appreciating which has played a crucial part 

in stabilizing inflation fluctuations. Second has strengthened credit growth level 

which means it controls interest rates cost in financial institutions, domestic lenders 

and borrowers are in safe hands. 

 

2.3.4 Exchange and Inflation Rate 

Inflation is the unremitting and unrepressed increasing in price level of goods and 

services that subsequently decrease the purchasing power of currency and economic 

growth of any economy. Demand pull theory stated that inflation increases when 

demand of goods and services increase as compared to aggregate demand for goods 

and services. Some literatures categorized inflation into three different types. 

Creeping Inflation is that type of inflation, which increase within the range of 1 to 

6% or 4 to 8% in 1 year. The other type of inflation is severe inflation in this type of 

Inflation, the price level increases rapidly as compared to creeping inflation, it ranges 

within 15 to 25% per year. The last type of inflation is very severe Inflation also 

known as hyperinflation is the most dangerous type of inflation; in this type of 

inflation the prices of goods and services increases up to 50% every six months. 

Inflation is very essential. (Namjour, Gholizadeh, & Haghighi, 2014) 

According to Dornbuch as cited by Monfared & Akin.(2017) say exchange and 

inflation rate the two faces of the same coin, they have a very close relationship, 

exchange rate is the value price of the comparison between two currencies, when it 

increases then the local currency is losing a purchasing power compare to the other 

one. As the result the local users of will have to us extra money to buy the same unit 

they used to buy less and that is inflation. However when the exchange rate decreases 
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meaning the local currency has gained some power of purchasing the same unit of 

foreign currency with fewer amounts than before. Therefore in any country economy, 

the government should make monetary policies that can improve both inflation and 

exchange rate to avoid any constraints in the macro economic development.  

Some other studies have shown that the relationship between exchange and inflation 

rate is not permanent, in developing countries have experienced an inverse 

relationship when the local currency is devalued then it decreases the inflation rate of 

the country. While some developed countries is the opposite, that when the currency 

is devalued so the inflation increases. (Clarida & Waldman, 2007) 

Abdurehman & Hacilar( 2016) in examine the relationship between the two through 

the pass-through effect, say that inflation and exchange rate have a causal effect, and 

went further on explaining that the foreign exchange effect is more affecting 

producer price index than consumer price index.  

The relationship exist between the two factors is fundamental  and vital to any macro 

economic activities of the country, however the fixed exchange rate regime is seem 

to be a useful way in combat higher inflations, fixed or stable exchange  bring sense 

of confidence over the currency and monetary policy as well, thus participants in the 

market will be willing to hold a domestic currency over foreign as the result it lowers 

inflation rates. (Sen, Kaya, Kaptan, & Comert, 2019) 

Namjour et al. (2014) conducted research to know the association between the 

inflation rate and exchange rate for Iran. They pointed out that the results of 

correlation and least square estimation shows that inflation and exchange rate having 

a negative variable relationship in the short run. They pointed out that increases in 

inflation rate appreciate the home country currency and that causes the decrease in 

the value of the home country as compared to other countries currency. 

2.3.5 Exchange and Interest  Rate  

There is a theoretical relationship that exist between exchange rates and interest 

rates, the interest rate differentials between the foreign and domestic country has 
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shown to be one of the determinants of exchange rate movements this can be 

reflected in the out and in flows of capital across the countries. When domestic 

interest rates are higher in relation to other foreign countries then it will attract 

capital inflows as the result the demand of domestic currency will raise, this 

approach proves that interest rates and exchange rates move in the same direction. 

(Sen, Kaya, Kaptan, & Comert, 2019)  

One of the major component of monetary policy of any country is concern on interest 

rate. The relationship of exchange rate and interest rate togother as one thye affect 

the movement of foreign capital in- out flow ,import and export of goods and foreign 

reserves at large. (Kruskovic, 2017) 

Number of  researchers investigated interest rate and exchange rate, and pointed out 

a positive association regarding interest rate and exchange rate. Appreciation in 

interest rates causes to increase inflation rate and which decrease the value of home 

currency and boost the exchange rate. (Khan, 2014) 

Chowdhury and Hossain (2014) stated that increase in interest rate having an effect 

on exchange rate due to which the home country currency value decrease and 

exchange rate increase while Ebiringa and Anyaogu (2014) stated that the interest 

rate and exchange rate have a negative association. 

Liew et. al (2009) conducted research to investigate the association between interest 

rate and exchange rate. He revealed that inflation having a positive effect on the 

exchange rate. He stated that an increase in interest rate will cause to increase the 

inflation rate in the economy and high inflation will tend to devalue the home 

country currency. 

Tafa (2015) studied the effect of interest rate on the exchange rate. He pointed out 

that the interest rate and exchange rate have positive associations with each other in 

Albania. He argues that domestic currency increases, so interest rate also increase 

that causes that the home country currency value will boost against foreign currency. 
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2.3.6 Exchange Rate Regimes 

Foreign exchange rate regimes are the most crucial decisions a government can make 

to predict the movements of the foreign economies. It is the primary responsibilty of 

the policy makers to know how to apply the type of exchange rate controls when the 

economic condition is whether favourable or not. However the type of exchange rate 

regime depends on the economical structure of the country. (Korkmaz, 2016) 

 

According to Edwars (2003) as cited by Korkmaz (2016) argues that predetermined 

in other word fixed exchange rate has shown to be more efficient way to bring 

stability to economies of higher inflation rates. While Baxter and Stockman (1989) 

have shown that fixed exchange rate regime was used by different international 

markerts during their exchange rate related crises such as indonesia and South Korea 

in 1997, Brazil and Russia in 1998. 

 

Eichengreen, Rose, and Wyplosz (1995)  as cited by Tavlas, (1997) have worn us 

that a fixed  exchange rate regime is not easy to administer when it is faced with 

specullative attack,  occurs when the private agents have foreseen that in near future 

the exchange rate changes will provide some opportunities to them they forces 

exchange rate to depreciate or pushing the government authorities to protect through 

increasing interest rates.  

 

Floating exchange rate is characterised by volatilty because the exchange rate under 

this system has full of suprises as it is determined by the market forces.but 

sometimes this system can produce wrong rate due to some reasons including 

irritional speculation that private agents in the market are carried away with 

bandwagon effect, that is making a decision based on not well-informed source, just 

because that individual has been influencial in the market rather than making 

speculation based on economic fundamental movements. (Tavlas, 1997) 
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According to Friedman as cited by Moosa (2005) in the evalasting debate of which is 

the better regime fixed against flexibe, aurges that fixed exchange rates are 

favourable for small economy as they act as medium of economy growth and attract 

ficsal discipline, fixed rate are stable in which they produce a calm environment in 

the economy and realibilty hence they are useful in dismantling higher inflations and 

reduces the cost of entering in internationa foreign markets. While flexible exchange 

rate is characterised by uncertainity because the rates are determined by the forces of 

demand and supply of currency in the market, flexible rates provide the policy 

autonomy by leting the economy choosing itself the inflation rates. Flexible rates 

provide a room to absorb external shocks because traders in the flexibe regimes they 

have ability to protect themesleves against exchange rate uncertainities through 

forwad contracts. 

 

There is dual exchange rate mechanism where it provides a room for  both fixed and 

flexible exchange rate to operate simultaneusly in the same economy of the country, 

in this type of exchange rate fixed rate I used in the current account transactions ie. 

Import and export issues while flexible rate is used in the capital account transactions 

such as trading of financial assets. However this type of mechanism needs a close 

supervision since the two rates should not have a large difference in value otherwise 

it will create a linkage between the nature of the transactions, if there fixed rate is 

lower compare to that of flexibe then agents in the foreign markets will tend to 

undervalue their exports and overvalue their imports. (Moosa, 2005)  

 

The choice of exchange rate regime must be related to the financial, political and 

economic situation of the country, however before falling to a certain type of 

exchange rate mechanism it advisable that the mechanism should answer some 

arguments such as the ability of the regime to absorb the shocks of different 

uncertainties that the economy will face, if the regime can enhance employment rates 

and bringing efficiency of the price movements in the foreign markets, if the regime 

can produce effective macro economy policy in situation of high capital mobility and 
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finally if the regime can act as an appropriate link between the domestic and foreign 

businesses. (Moosa, 2005)  

 

However in most developing countries including Tanzania they have been practicing 

an intermediate exchange rate regime which means the exchange rate is determined 

by the forces of the market until it reaches extreme points where the government 

intervenes. This has proven to be a more efficient way in countries with small 

economy size. 

 

 2.3.7.0 Political Leadership and Economic Development 

“Leadership is central to politics and government but its definition is elusive”. 

Leaders must have a vision and a primary role of creating policies that provide 

favorable environments during implementations of those policies which the results 

will be seen as economic development. (Elcock, 2001) 

Leadership is the act of influencing individuals' behaviors' towards achieving 

common goals in a given situation. History of some organizations and countries in 

the world that have attained extraordinary recognition or success with the assistance 

from their outstanding leaders such as Indian history will never forget Mahatma 

Gandhi, Chinese people will never forget Mao Zedong, Ghanaian people owe a lot 

from Kwame Nkrumah, South Africa with Nelson Mandela and Tanzania my mother 

country with” Baba wa Taifa" Mwl. Julius K Nyerere. They were the type of strong 

leaders and visionaries that transformed their countries and left a long-living legacy. 

(Gupta, 2012) 

According to Pass et al (2000) as cited by Ngowi (2009) says that economic 

development is a positive change of movement of the entire social system and 

attainment of several ideals of modernization such as rise in productivity, social and 

economic equalization, modern knowledge, improved institutions and attitudes and 

rationally coordinated system of policy measures that can eradicate unfavorable 

conditions in the society.  (Ngowi, 2009) 
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 The literature that elaborates on the relationship between economic development of 

the country and the political leadership as the driving factor in Tanzania has been 

divided into four different eras, that is since its independence from Britain 1961 to 

1985 was under Mwl. Julius K Nyerere, and from 1985 to 1995 under president Ally 

Hassan Mwinyi, from 1995 to 2005 under president Benjamin William Mkapa and 

the fourth era president Jakaya Mrisho Kikwete from 2005 to 2015, this analysis of 

different eras of presidency in our country will focus more on their visions, policies, 

strategies, economic reforms initiated by their governments that attributed to changes 

in the economic development of the country. 

 

2.3.7.1 First Term  (1961 To 1985) 

The first prime minister and president of Tanzania is the father of the nation "baba 

wa taifa"  Mwl Julius Kambarage Nyerere, he was the visionary and transformational 

type of leader, he was strict with his words and so were his actions, one of the finest 

intellectual in Africa as the African nationalist and socialist. He believed in the 

political philosophy of socialism and self-reliance (ujamaa na kujitegemea).  He 

was one of the founding members of TANU and later on 1977 CCM from which he 

chaired the party until 1990. (Kaduma, 2010) 

Pre-independence movements were dominated most with political decisions to 

acquire independence from Britain. Economy decisions were majorly acquired by the 

colonial masters and it was producing raw materials from agriculture activities and 

minerals for exports in America and European countries and importations of products 

from abroad. This kind of economic structure has affected many African countries 

even after so many decades of being independent but we fall on the same line of 

supplying raw materials and buying finished products from abroad. (Ngowi, 2009) 

 

After the independence, everyone had a vision of bright future, good hope that every 

Tanzanians were going to enjoy the cake of the nation, but it was not the truth, the 

colonial masters and other Asian businessmen have predominantly acquired the large 

commercial activities such as plantations, industries banks, and mining activities. 

The economy was run by market forces and there were no state interventions to some 
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point this was the reasons led to failure in the economy and common people didn't 

feel the pleasure of being independent Tanzanian because they were serving the same 

masters as they used before independence, however, our political leaders noticed this 

and thus in mid of 1960’s the government introduced five years program to bring 

economic balances and focused in developing agricultural projects, massive and 

capital intensive industrialization, and foreign direct investments. Although the plan 

didn't produce results as expected by the leaders then under the influence of the 

president and the single-party system it was TANU by then they came up with the 

new idea of finding the solution to the national problems and that was Arusha 

declaration 1967. (Ngowi, 2009). 

 

Arusha's declaration was the turning point of the national economic movements. It 

was this event that reflects the government of Tanzania as the country of socialism 

and self-reliance. There were four pillars of this declaration such as land, people, 

good and clean politics and the fourth one is good leaders. There was no money 

motive in those pillars because of Mwl. Nyerere believed that money was not the 

driver of development but is one of the results of development activities. (Kaduma, 

2010) 

 

Stein (1985) said there was the nationalization of major means of production and the 

state had to take over the banks, plantations, mining sectors, and international 

commercials and housing, there were several large companies occupied by the 

government and so as the National Insurance Corporation. The objective was to bring 

wealth to the public and correct the economic imbalances brought earlier by the 

capitalist system but also to bring the sense of national independence from external 

funds because Nyerere believed there was a life without foreign aids and as the 

nation will survive with what they can work on and produce in the farm, industries, 

and mining as well. (Ngowi, 2009) 

 

According to Bigsten & Danielsson as cited by (Juselius, Reshid, & Tarp, 2017) says 

that Arusha declaration was the event of shifting the economy from private to 
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government centrally controlled economy that is the nationalization of major means 

of production, focus on self-reliance, villagisation, and provision of health and 

education to the public.  

 

With the good intentions of the declaration still it didn't live to the expectations of all 

groups of people in the state. Common people were getting poorer and stronger 

people were getting wealthier including those leaders who were preaching about the 

1967 declaration. Even the dependence from western was rising more than before the 

declaration, external aid from abroad was rising gradually from 24.4% in 1967, 

32.5% in 1970/71, and 62% in 1975/6. This situation brought some alerts to the 

government and citizens as well. (Hartmann, 2016) 

 

After noticing the economy was at stake in 1973 the government established a 

National Price Commission to oversee and control prices of essential goods, the 

mechanism of managing exchange rate system was put in place, however, was not 

sufficient to combat black foreign markets, co-operatives were dismantled and 

replaced by monopoly marketing board, the basic industrialization strategy was put 

in place together with other investment programmed owned by the state which they 

were financed by aids from donor countries. (Juselius, Reshid, & Tarp, 2017) 

 

This era was characterized by the severe economic crisis it was 1974/75 where there 

were draught and oil crisis in developing countries, the state didn't achieve its goal of 

food self-sufficient and the government was forced to import food grains to supply to 

its people. However, there was some adjustment in policies such as the replacement 

of agriculture ujamaa by the policy of villagisation in 1974. There was a need to 

come up with a massive campaign in agriculture and "kilimo cha Kufa na kupona" 

was a tool to mobilize people in the villages to improve the situation and so it did 

with the help of boom harvest of the coffee crop in 1976 from which it boosted the 

foreign exchange of the nation. (Hartmann, 2016)  
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The collapse of the East Africa Community and the decision to invade Iddi Amin in 

Uganda during the Kagera war was another setback in the economic progress of the 

national. According to World Bank report 1981the foreign exchange reserve fell 

from US dollar 234 mill in 1973 to negative US dollar 286 mill in 1980 and there 

were a lot of frustrations in different sectors such as shortage of electric bulbs and 

other accessories for operations in national hospital Muhimbili, the Moshi Textile 

mill (Motex) laying off of 600 workers due to decrease in production after failing to 

import some materials, suspending of fertilizer production from Tanzania Fertilizer 

Company due scarcity of raw materials. (Hartmann, 2016) 

 

It was after the crisis that IMF had to advise the president of URT to take some 

capitalist measures to recover the damage and Mwl Nyerere was reluctant to accept 

due to his philosophy of socialism but instead, the government initiated National 

Economic Survival Program. It was not a good move in the eyes of donors 

particularly the Nordic countries to the extent they withdrew their assistance to 

Tanzania government. (Edward, 2012) 

 

2.3.7.2 Second Term (1985 To 1995) 

Second term of presidency was under Ally Hassan Mwinyi United. During his 

regime, he had a different perspective on the economic point of view besides that of 

Nyerere. The failure of socialism led to a scarcity of necessary goods that we were 

not producing in local factories, common people were running their private 

enterprises with a lot of tensions from the government. He was the one that relaxed 

those tensions and opened up the free and open economy in Tanzania restrictions in 

importation were reduced, people were free to practice their values, morals, and 

belief as long as they were not illegal in the eye of state laws. He was given 

nickname name ‘Mzee Rukhsa’.It was from this era that the government initiated a 

lot of economic reforms to support the growth. (Kaduma, 2010) 

 

Due to pressure from external donors, the government under president Mwinyi 

adhered to IMF conditions for economic reforms and adopted Economic Recovery 
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Program (ERP) to restore stability in the country’s economy. Oberdaberning argues 

that the programs initiated under the influence of IMF and WB were the keys to get 

finances from them and other donors. There were some adjustments in policies 

addressing changes such as how to minimize budget deficit, currency devaluation, 

and interest and inflation rates. (Mandalu1, Thakhathi, & Costa, 2018)  

 

The shilling was devalued by 57% and some other fiscal adjustment policies were 

put in place from the assistance from WB and other western donors, those policies 

were the driving force of reducing inflation and dismantling black foreign markets. 

The economy of the country was starting to rise again with supportive policies. 

(Edward, 2012) 

 

In 1992 there was a major reform on foreign exchange rate market where the Foreign 

Exchange Act was put in place and bureaus were permitted to operate, the aim was to 

dismantle the black market channels of foreign exchanges and unifying exchange 

rate. The volume of transactions was rising gradually until late 1993 where it had 

become accustomed to the participants in the market including the government. The 

first phase of restructuring the economy had impacts on the liberalization of 

exchange trade regimes, agricultural marketing system and domestic prices and 

parastatals, and civil services reforms. Also, the introduction of the multiparty 

system was in 1992 and the first multiparty election was held in 1995. (Edward, 

2012) 

 

2.3.7.3 Third Term (1995 To 2005) 

Benjamin William Mkapa was the third president of URT was fearless, very straight 

in his words and actions. During the 1995 election, he was fully supported by Mwl 

Nyerere since he was his student. Under his regime, the president made it clear to 

restore the good relations with foreign aid communities so that the government 

would be able to accomplish its fiscal objective. The financial sector was the heart of 

the process and so there were major adjustments and foreign banks were allowed to 

operate in the domestic market to provide funds to the private investments but also 
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slowing down to fund those SOEs which were not making a profit. Revenue 

administration and tax policy were initiated and this is when TRA in 1996 was 

established. Two years later the Public Financial Management Reform Program was 

put in place to strengthen the allocation of resources and financial control and 

enhancing accountability through the budget process. Public Finance Act (2001) was 

one of the mechanisms to ensure that budget is controlled. These efforts paid a lot to 

the government because it was freed up from heavy debts under Heavily Indebted 

Poor Countries and the Multinational Debt Relief Initiative, it was this time that state 

economy was gain momentum. (Rotarou & Ueta, 2009) 

 

According to (Mandalu1, Thakhathi, & Costa, 2018) say that president Mkapa era 

was more of reforms included, Privatization of state-owned parastatals that were 

nationalized during the Arusha Declaration and by that time they had proved a 

failure. There was liberation of the financial sector in such a way financial sectors to 

become   more efficient and productive in the open market-oriented system. The 

government Created of a market-oriented regulatory framework. Trade reform, 

regional integration; refer to EPZA under the ministry industry, trade and investment, 

and a new establishment of EAC. There was a reversal of fiscal dominance of 

monetary policy and consolidation and sizable assistance from donors. 

 

As the result, there were dramatic positive changes in economic growth through the 

expansion of export volumes and the increase of government foreign reserves. The 

funds were directed towards recommended programs from WB and IMF such as 

poverty programs. It was the beginning of the new millennium when Tanzania signed 

and committed to implementing the UN's MDGs that included Tanzania 

Development Vision 2025 and national strategy for growth and reduction of poverty 

known as MKUKUTA and the property and business formalization program for 

Tanzania known as MKURABITA. 
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2.3.7.4 Fourth Term (2005 To 2015) 

Jakaya Mrisho Kikwete was one of the charming and sport loving types of leader, he 

was a good listener and co-operative to other parties when it comes they have 

different perceptions on some matters. It was under his regime that the government 

had a lot of pressure on corruption scandals that were raised by the opposition 

leaders. Under his regime took further those programs that were initiated by the 

previous regime such as MKUKUTA II and MKURABITA. (Kaduma, 2010) 

 

As a fact that the agriculture sector has been a backbone of our economy since 

independence president Kikwete government in 2009 initiated KILIMO KWANZA 

(agriculture first) under Agricultural Sector Development Strategy (ASDS) to take 

agriculture in a modernized and commercialized arena and the establishment of The 

Tanzania Agricultural Development Bank (TADB) as the source of finance in 

implementing kilimo in Tanzania for domestic and export demands and 

establishment of Tanzania Investment Centre (TIC). But also several policies were 

initiated to improve the investment climate and livelihoods such policies included the 

Public-Private Partnerships (2009), institutional framework for conducive 

investments like the mining policy (2009), and Special Economic Zones. (The URT; 

President's Office Planning Commission, 2011) 

 

According to (The URT; President's Office Planning Commission, 2011) the five-

year development plan 2011 to 2016 was the instrument to support the Tanzania 

development vision 2025. The five core priorities under this plan were as follows 

i. Infrastructure such as railway, port, roads and air transport, water and ICT, 

and large investments in alternative energy.  

ii. Transformational agriculture for food self-sufficiency and export through 

improving irrigation mechanism and emphasizing on horticulture, 

floriculture, spices, and vineyards.  

iii. Industrial development special focuses on those industries that use locally 

produced raw materials such as cement, coal, iron and steel, textiles, and 

fertilizer.  
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iv. Investing in human capital and so as innovation, science, and technology.  

v.  Expanding tourism, international trade, and financial services mechanisms. 

  

The regime of his was faced by high profile scandals such as that of RICHMOND 

where the prime minister by then resigned to cool the pressure, but also the rise up of 

UKAWA coalition it was a four-tier union of opposition parties to oppose the over-

controlling of CCM during the review of Tanzania constitution. In 2014 the 

parliamentary committee PAC launched another scandal of the withdraws of an 

estimated USD 122 million from the BOT escrow account co-owned by TANESCO 

and IPTL the company that was outsourced by the national electricity supplier during 

the shortage of power. This scandal resulted in the resignation of some ministers and 

attorney general. At the end of his epoch July 2015 there was an introduction of three 

bills relating to gas export, the Petroleum Bill, the Oil and Gas Revenues 

Management Bill, and Tanzania Industries Transparency and Accountability Bill and 

were passed in controversial situations. (Anyimadu, 2016) 

 

2.3.8 Political Factor and Exchange Rate 

Political events are one of the biggest factors that affect currency exchange rates, and 

they can have a major impact on the particular value of a currency in a matter of 

minutes depending on what type of event occurs. As we saw with the recent Brexit 

vote in 2016, the value of the British pound dropped quite dramatically in a period of 

days, and then it quickly recovered. This type of currency shift is not the norm, but 

it’s always possible whenever a majorly impactful event occurs. No one can really 

predict when these fluctuations will happen, however when they do happen you may 

be able to save money on currency exchange. (Manasse, Moramarco, & Trigilia, 

2020) 

The root of political conflict between USA and China was exchange rate mechanism 

that was being practiced by the government of China for couple of years.It is 

complaints that China keeps the value of the RMB artificially low, boosting its 

exports and trade surplus at the expense of trading partners. Recent government data 

show that the bilateral trade deficit between the U.S. and China grew nearly 12 
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percent in the first half of 2011—fueling efforts to boost job creation domestically by 

authorizing import tariffs and other restrictions on countries that manipulate their 

currencies. Consistent intervention by China to keep its exchange rate substantially 

below the level the market would set is, in this view, a distortion that prevents 

international markets from functioning as well as they could. This price distortion 

also affects China’s own economy, by encouraging large-scale investment in export 

manufacturing, and discouraging investment in the domestic consumer market. Thus 

it is in the interest both of China itself and the international economy as a whole for 

China to allow its exchange rate to rise more rapidly. (Kroeber, 2011) 

 

2.4 summary of literature review 

Author Country Title Result 

Madura & Fox 

(2011) 

USA 

Multinational 

Companies 

Exchange rate 

vs BOP 

There is an inversely 

relationship exists between 

exchange rate and the level 

of BOP, when the local 

currency depreciates limits 

the inflow of foreign loans 

by raising the costs of 

finances to the multinational 

companies and developing 

countries as well. 

Demir (2010) USA Exchange Rate 

Volatility and 

Employment 

Growth 

Developing countries are 

faced with high exchange 

rate volatility and this raise 

risk premium in financial 

institutions therefore it 

lowers the level of credit 

supply in the markets and 

disrupts employment 
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opportunities. 

Arize, Osang, 

& Slott( 2000) 

USA Exchange Rate 

and Foreign 

Trade 

Currencies with high 

exchange rate volatility tend 

to increase risk averse to 

traders then it reduces the 

frequency of international 

transactions. However the 

problem is faced most with 

currencies in LDCs where it 

is even hard to enter into 

hedging contracts due to a 

lot of uncertainties. 

Yildirim & 

Ivrendi (2016) 

Turkey Exchange Rate 

vs 

Macroeconomic 

Performance 

Countries with stable 

exchange rates are in better 

situation of enjoying higher 

macro performances since 

the foreign exchange 

stability brings confidence 

to all participants in the 

economy platforms.  

Lubis, Karim, 

Tha, & 

Rambeli 

(2017) 

Indonesia Exchange rate 

vs GDP 

They argued that weaker 

exchange rates promote 

higher rates of savings and 

investments. But also 

encourage exports. 

Moosa (2005) USA Exchange rate 

regimes 

The decision to have a 

certain type of exchange rate 

regime depends on the 

nature and size of the 

country economy, countries 
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with small economy they 

have been benefited with 

fixed rate system since it is 

useful in protecting 

economy against higher 

inflation rates. While 

flexible system is 

characterized by high 

volatility due to the fact that 

is determined by the market 

forces though this system 

provides a room for 

absorbing those shocks 

through hedging and 

forward contracts. But the 

managed float type of 

exchange rate is advisable 

since it involves the 

components of both fixed 

and flexible regimes. 

Sen, Kaya, 

Kaptan, & 

Comert.(2019) 

Turkey Exchange rate 

vs inflation 

A better way to protect 

higher inflations is 

devaluing the local 

currency, have been 

experienced in many 

economic reforms in 

recovering economies in 

developing countries. 

Kruskovic 

(2017) 

Czech 

Republic 

Exchange rate 

vs interest rate 

Higher domestic interest 

rates compare to the rest of 



39 

 

the world attracts capital 

inflows as the result it raises 

the demand of the domestic 

currency therefore 

appreciate the value of the 

currency and alter the 

foreign exchange. 

Ngowi (2009) Tanzania Political factor 

vs economic 

development 

The influence of political 

decisions in turning around 

the economic waves in 

developing countries, it has 

two channels effect the 

positive and negative, 

however major political 

decisions in Africa has been 

relied much on the regimes 

and the power of the leader 

him/herself, but also the 

conditions of the politics 

surrounding the region.  

 

2.5 Conclusion on Literature Review 

Exchange rate is a key element that needs to be addressed specially in Tanzania 

where Tanzanian shillings is consistently losing its value and it was very necessary to 

look into those factors that are affecting the exchange rate in Tanzania. In the current 

economic condition it is very important to analyze these factors and see which of 

these needs to be taken care of to control the exchange rate. This research can 

contribute in the policy making and implementation of the policies like monetary, 

fiscal and trade policy. The results can provide guidelines for the authorities to look 

at those factors that are causing these unfavorable movements in exchange rate and it 

can contribute in the body of knowledge. Also it has its importance in the context of 
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Tanzania as in this recent time where exchange rate dynamics is very high the need 

to study the main factors causing this dynamics was very crucial. Understanding of 

the mechanism behind the exchange rate movements has always been of great 

interest for economists/Government around the world however a number of 

literatures have shown the relationship between the macro economic variables such 

as inflation, interest, GDP and employment growth that are the determinants of 

exchange rate movement in both developed and developing countries. But also 

number researches have pointed out the influence of political factor in economic 

development as a whole, in this study the research have identified the gap exists 

between the political factor impacts exchange rate since it has not yet explored by 

many researchers especially in developing countries specifically Tanzania.  

 

2.6 Conceptual Framework 

The conceptual is the guidance of the work presented. The main intention of this 

study is to assess the factors that influence exchange rate movements in Tanzania, 

the discussion of the variables that might have impacted the exchange rate in 

Tanzania has been made above but it should be understood that the literature 

collected and presented is not enough to come up with the results and so the 

conceptual framework will be used as the road map during the constructions of 

hypothesis and analysis of data.   

 

 

 

 

 Figure 2.1: conceptual framework 

 

 

 

 

 

 

Independent Variables 

Inflation rate 

Interest rate 

GDP 

Political factor 

 

Dependent variable 

Exchange Rate 

Movements 
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Independent variables shown in the framework above, has been included in the study 

framework so that to help to construct the research hypotheses to answer the 

objectives of the study. Inflation is one of the factors that affect the exchange rate 

movements. If the rate of inflation in the Tanzania is relatively lower than elsewhere, 

then Tanzania exports will become more competitive and there would be an increase 

in demand for Tanzania shillings to buy Tanzanian goods. Also, foreign goods would 

be less competitive and so Tanzania citizens will buy less import. Therefore 

countries with lower inflation rates tend to see an appreciation in the currency value 

of any country. Interest rates affect the exchange rate movements, for example 

Tanzania interest rates rise relative to elsewhere, and it would become more 

attractive to deposit money in the Tanzania. You would get a better rate of return 

from saving in Tanzania banks; therefore demand for Tanzanian shillings would rise. 

Higher interest rates cause an appreciation. The economic growth of the country 

measured by real GDP growth is significantly affecting exchange rate movement 

however some researchers as argued that when the economic is getting healthier its 

domestic currency value falls. That is a weak exchange rate can drive higher saving 

and investments by providing a gap in lower labour cost and income re-distribution. 

Political factor is one of the biggest factors that affect currency exchange rates, and 

they can have a major impact on the particular value of a currency in a matter of 

short time depending on what type of event occurs. It has either negative or positive 

relationship with the exchange rate. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction 

After the introduction and literature review, the methodology of the research falls in 

this chapter. This part of the research thesis deals with the description of the methods 

that are going to be applied in carrying out the study.it organizes research design, 

research site, population, sampling techniques, research instruments, data collection, 

procedures, and analysis (Kombo & Tromp, 2006). 

 

According to Kothari (2004) refers research methodology as the scientific 

arrangements that are applied during conducting the research study, it is the role of 

the research to understand not only the methods and techniques that must be used but 

also their relevance in the study.  

 

 3.1 Research Design 

Research design is the blueprint of how the research operations were carried out, all 

the arrangements, what types of data required, how and where have been collected 

them, and which means of analysis has been used by the researcher. The primary role 

of having research design was to smooth the process and brought efficiency through 

providing sufficient information, less effort, and time-consuming, and the economy 

as well (Kothari, 2004). 

 

The purpose of this study was to investigate briefly on factors affecting exchange 

rate movements in Tanzania the study used quantitative techniques in data collection. 

It applied a case study design so as to gather in-depth information regarding the 

factors that were affecting the exchange rate in Tanzania from 1966 to 2015.The 

research design appropriate for the nature of this study was a descriptive therefore, 
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we had to examine some variables that their frequencies of occurrences have been 

associated with some outcomes of exchange rate movements, a causal research 

design was appropriate to design since it reflected the objective of the study. 

Independent variables of the study are inflation rate, interest rates, foreign direct 

investment, and political leadership factor and dependent is the exchange rate.  

 

 3.2 Sample Design 

It is a plan for selecting a number of individuals/items from a given population. It is a 

technique the research deployed in organizing items/objects for the sample. It was 

first done before data were collected and the researcher had to select the design that 

is appropriate and reliable for the nature of the study (Kothari, 2004). 

 

3.3 Sample Size 

It is the number of items that are selected from the population or universe that 

constitute a sample. The size of the sample should reflect the interest of the 

researcher and the sample should be neither too large nor too small, it should be at an 

optimum volume that can be processed and produce reliable information enough to 

make appropriate decisions (Kothari, 2004). 

 

According to the nature of the study the size of the sample was independent variable 

from 1966 to 2015 that is inflation rates, interest rates, gross domestic product and 

political leadership factor that has analyzed the policies, strategies, and actions taken 

by different presidents from 1966 to 2015, and the dependent variable which was the 

exchange rate. 

 

3.4 Sampling Technique 

Non-probability is the type of sampling technique that has been deployed that is each 

item in the population was included in the sample. It is also known as purposive 

sampling because the items of the study were selected intentionally to meet the 

purpose of the study. 
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3.5 Data Collection 

Data collection refers to gathering specific information aimed at primary or refuting 

some facts in data collection. The researcher must have a clear understanding of what 

and how he/she hopes to obtain it. The researcher must have a clear vision of 

instruments to use (Kombo & Tromp, 2006). 

The type of data collected was time series in nature and were collected from the 

annual reports produced from BOT, NBS, and World Bank from 1966 to 2015 as 

well as from other books that are related to the study. Data for 50 years (1966 up to 

2015) have produced meaningful and reliable results for the researcher to conclude 

the study. 

  

3.6 Data Analysis Technique 

Data analysis refers to examining what has been collected in a survey or experiment 

and making deductions and inferences (Kombo & Tromp, 2006). 

It included the computation of certain indices or measures along with searching for 

patterns of relationships that exist among the variables. It involved the correlation 

and causal analysis, causal was more concerned with the study of how one or more 

variables affect changes in other variables while correlation analysis studied the joint 

variation of two or more variables and determining the amount of correlation 

between two or more variables. This analysis can be termed as a multiple regression 

analysis.  Regression model of the study presents as follows; 

 

EXR = β0 +β1 INF+ β2INR+ β3GDP+β4PLF+ e 

Where 

EXR= exchange rate value in Tanzania at the year. (TZS/US$) 

β0= constant factor 

INF= inflation rate in Tanzania at the year-end. (%)  

INTR= real interest rate in Tanzania at the year-end. (%) 

GDP= gross domestic product in Tanzania at the year end. (TZS 000,000) 

PLF= political factor in Tanzania during the year. This represents a dummy variable 

of the model. 
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e = is an error term. It involves those factors that were left in the model but still they 

can have an impact on the dependent variable (EXR). 

 

3.7 Measurement of Variables 

To measure exchange rate (our dependent variable), we consider an annual average 

exchange rate (TZS/US$) that has been recognized by BOT at the end of the each 

year from 1966 to 215. While independent variables such as inflation and interest 

rates are measured through the annual average percent that are published from BOT 

and NBS. In this study also we developed another independent variable which is 

political factor, as the fact the variable is not measured numerically, we call it 

dummy variable. This factor will be labeled number one when we capture political 

events that impact exchange rates such as during elections with high tensions, 

changing exchange rate regimes due to pressures from donors, commencement of 

new presidency term, decision to go war, introduction of new laws and regulations 

related to foreign reserves and introduction of fiscal policies. While we labeled zero 

when there was no any political events that influences exchange rate movements.  
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CHAPTER FOUR 

DATA ANALYSIS AND PRESENTATION OF THE FINDINGS 

4.1 Introduction 

 This chapter involves the process of classification and tabulation of the data 

collected from the field work of the study. The term analysis can be termed as the 

scientific speaking of the relationship exist among the data collected in which they 

can produce results that supporting or not supporting the constructed hypotheses and 

answer the questions of the study. 

 

4.2 Descriptive Statistics 

The descriptive statistics was conducted in excel to give the researcher a positive 

feeling of the dataset before running any regression analysis that was the major 

reason. Descriptive statics used the raw data of the variables rather than transformed 

one and this process provided the researcher with the following information on the 

summary table 4.1 below. 

 

4.2.1 Measures of central tendency 

In any research, enormous data is collected and, to describe it meaningfully one 

needs to summarise the same. Central tendency can be defined as the statistical 

measure that identifies a single value as representative of an entire distribution. 

The average mean for the exchange rate value is 532.12 per unit US dollar. Average 

inflation is 15.57% while interest rate has 20.01%, 8936707 tshs for GDP and 

political factor as our dummy variable has 0.24. While exchange rate has shown to 

have a median of 282.5, inflation of 11.92%, interest rate 16.99%, GDP 495825 and 

political factor has 0 median for the number of observation of 50 years (1966 to 

2015). 
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4.2.2 Measures of dispersion 

This shows how far the data are spread out. The exchange rate from 1966 to 2015 has 

the range value of 2113.5 while inflation rate has 36.32%, interest rate is 31.33% 

while GDP is tshs 62312141 and the dummy variable political factor falls on range 

of 1 for 50 years from 1966 to 2015. Sample variance showed how widely the 

observations were, while the standard deviation showed how far the observations 

were from the sample mean as exchange rate showed 587.81tshs per unit USD dollar, 

inflation rate 11.25%, and interest rate was 7.87%, GDP tshs 15621310 while our 

dummy variable political factor has shown 0.43 for 50 years. 

 

4.2.3 Normality Test 

 Normality test is used to determine whether sample data has been drawn from a 

normally distributed population. Therefore kurtosis as the statistic numerical that 

shows the peak and flat of the distribution of the observed series showed that 

exchange rate was platy kurtosis with -0.2485 which means there was more value 

that are lower than the sample mean of the observations like wise to inflation rate 

with the value of -1.26793, and dummy variable political factor with the value of -

0.44297 as well. While the other two variables are positive and GDP has shown 

almost mesokurtic behavior with the value of 3.1 which is closer to a normal 

distribution of value 3. While interest rate has shown a leptokurtic behavior which 

means there are higher values above sample mean. Skewness measures the degree of 

asymmetry of the observation series and the summary has shown that all the 

variables are positive skewness meaning they have a long right tail. 

 

Table 4. 1: summary statistics 

VARIABLE EXCH INF INR GDP PLF 

   TZS/US$  (%)  (%)  (TZS 000,000)   

Mean 532.1218 15.5754 20.013 8936706.82 0.24 

Standard Error 83.1292 1.591765 1.113545 2209186.87 0.06101876 

Median 282.5 11.925 16.99 495825 0 

Mode 5 0 12 #N/A 0 

Standard 587.8122 11.25548 7.87395408 15621310.23 0.43141911 
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Deviation 

Sample 

Variance 345523.2 126.68584 61.9991204 2.44025E+14 0.18612449 

Kurtosis -0.24285 -1.26792 0.523232 3.105967 -0.442970 

Skewness 0.900373 0.517898 1.15015958 1.982347288 1.25546297 

Range 2113.5 36.32 31.33 62312141 1 

Minimum 4 0 11.5 6518 0 

Maximum 2117.5 36.32 42.83 62318659 1 

Sum 26606.09 778.77 1000.65 446835341 12 

Count 50 50 50 50 50 

Confidence 

Level (95.0%) 167.0544 

3.19877222

2 

2.23775297

5 4439527.246 

0.12260795

5 

Source; excel (2020) 

 

4.3 Correlation Analysis 

The test was conducted to test the relationship between exchange rate variable and 

the independent variables inflation rate, interest rate, GDP and political factor of the 

study. Result was as follows; 

 

The matrix presented in Table 4.2 shows the correlation between dependent variable 

independent variables, exchange and inflation rate have shown (-0.35333) that there 

is a weak correlation but with negative relationship that is any increase in inflation 

will tend to decrease exchange rate. Interest and exchange rate have shown (-

0.11253) which means there is a weak correlation among them but again with 

negative relationship that is  any increase of one variable will tend to decrease the 

other one. Exchange rate and GDP have shown (0.7147828472) that is a strong 

correlation between the two and having a positive relation which means the healthier 

the economy improves the exchange rate positively. However this does not 

suggesting there is an existing of serious multicollinearity. Political factor has shown 

that is negative correlated with all variables except interest rates. While inflation rate 

has shown to have negative correlation with the entire variables except interest rates 

which is true higher inflations attract higher interest rates.  

Table 4. 2: Correlation Matrix 

  EXR INF INR GDP PLF 
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EXR 1         

INF -0.35333 1       

INR -0.11253 0.437959883 1     

GDP 0.714783 -0.341509329 -0.271522207 1   

PLF -0.07803 -0.029145696 0.121380529 -0.141762256 1 

Source; excel (2020) 

 

4.4 Multiple Regression Analysis 

The result of our regression model has shown on the table 4.3 below, the equation 

constructed will now display as follows; 

EXR = β0 +β1 INF+ β2INR+ β3GDP+β4PLF+ e 

EXR= 56.23- 6.45INF+14.26INR+3.48GDP-55.91PLF 

The R Square is 86.99% while Adjusted R Square is 85.84% this shows that all the 

variations of exchange rates in Tanzania are explained by 85.84% by the variables in 

our model and 14.16% are those factors that were not included in the model. 

Inflation has negative impact on exchange rate with a magnitude of 6.45 which 

means any increase in inflation rate will tend to decrease the value of our domestic 

currency. Interest rates has a positive impact on exchange rate with a magnitude of 

14.26 which means any increase of real interest rates in country will tend to attract 

foreign investors to supply their currencies in a country as the results the huge 

volume of supply of that currency will tend to depreciate its value and hence the 

appreciation of the domestic currency. GDP has positive impact on exchange rate 

with a magnitude of 3.84 which means with the improved economy brings stability 

on the home currency. Political factor has a negative impact on exchange rate with a 

magnitude of 55.91 that means some political decisions results to lower the power of 

our domestic currency. However this is not all the time since there are some political 

decisions are made specifically to boost the power of the currency as what Tanzania 

did to combat the 2008 financial crisis. 

  

Table 4.3: Regression Analysis 

  Coefficients Standard Error t Stat P-value 

Constant 56.22759347 101.5928623 0.55346 0.582688 
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INF -6.45359218 3.234270138 -1.99538 0.025077 

INR 14.26008168 4.511470324 3.16085 0.002813 

GDP 3.48173E-05 2.17481E-06 16.00936 3.36E-20 

PLF -55.9088857 65.27476429 -0.85652 0.39625 

R Square 0.8699     Adjusted R Square 0.8584 

Source; excel (2020) 

Table 4.4: Analysis of Variance 

      

  df SS MS F Significance 

F 

Regression 4 14729331 3682333 75.2758 2.39049E-19 

Residual 45 2201305 48917.88     

Total 49 16930636       

Source; excel (2020) 

 

 

Figure 4. 1:  exchange rates with time from 1966 to 2015 (raw data) graph. 
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4.5 KPSS Test for Trend Stationarity 

By using R programming the test for trend stationarity was conducted, and the result 

was as follows; 

Null hypothesis; series is stationary. 
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Alternative hypothesis; series is not stationary. 

 

Table 4. 5 

data:  ER     

KPSS Trend = 0.33282, Truncation lag parameter = 3, 

p-value = 0.01    

     

ER-Exchange rate      

Source; KPSS (2020) 

 

The p-value is less than 0.05. The null hypothesis of stationarity around a trend is 

rejected. This is white noise around a trend so it is definitely a stationary process but 

has a trend. This illustrates that we need to be thoughtful when applying stationarity 

tests.  

 

Figure 4. 2:  differenced exchange rate with time graph from 1966 to 2015 
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CHAPTER FIVE 

DISCUSSION OF THE FINDINGS 

5.0 Introduction 

In this chapter the variables that affect the exchange rate volatility were identified 

and discussed. The variables that were included in the model such as inflation rate, 

interest rate, GDP and political factor, they have shown in data analysis that they 

have power to explain the variations in exchange rate. The discussion of the findings 

will be as follows; 

 

5.1 Inflation and Exchange Rate 

Inflation rate has shown that has an inversely relationship with exchange rate with a 

magnitude of 6.45 and p-value of 0.025 which means the variable is significant to the 

model constructed.  That is any increase in inflation rate will tend to lower the value 

of our home currency.  

This is supported by Twarowska & Kakol (2014) that inflation rate in Poland 

impacted the zloty currency as the result price of the local products became 

expensive in the market and people shifted their demands to imported goods from 

other european countries and so the demand for euro currency raised. 

 

According toYiheyis and Musila (2018) said that there is a mutual causation between 

exchange and inflation rate.Exchange rate has direct impact on the prices of imported 

goods which they can compete with domestic produces when these imported one 

have cheaper  prices local market will tend to shift to imported as the result the 

demand of the foreign currency will raise and so its price of the currency. 

 

A study conducted by Khan et. Al (2019) shows that inflation rate shows the 

negative and significant effect on exchange rate USD/CNY in China in the long run. 
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High rate of inflation minimalize effectiveness of country in international market 

also cited Smith (1999) study which stated that the high inflation rate reduces export 

of home country due to which the demand of home country’s currency decrease in 

international trade but also Monfared & Akin (2017) revealed that ultimately results 

in a lower value of the home currency due to high inflation and low demand of local 

currency as compared to other country. 

 

Refer to the concept of exchange-rate pass through on how the international prices 

react to exchange rates shocks.any changes in exchange rate will affect the prices of 

imported production inputs thus the producer and final consumer will be affected too. 

However  the lower inflation situation may resist unfavourable shocks of costs 

changes in production and exchange rates movements in the economy . (Helmy, 

Fayed, & Hussien, 2018) 

Namjour et al. (2014) revealed that inflation rate having different effects on 

exchange rate in a different countrie’s economy with a different economic system. 

An increase in the value of the home country is due to higher imports to other trading 

countries and when the imported of different goods and services increase as 

compared to exports so the country currency devalue its value and which causes 

inflation in the economy. 

 

Fisher (1930) conducted research to investigate the association between inflation rate 

and exchange rate. He revealed that inflation having a positive effect on the 

exchange rate. He stated that an increase in interest rate will cause to increase the 

inflation rate in the economy and high inflation will tend to devalue the home 

country currency. 

 

In tanzania 1988 the bank of tanzania (BOT) devalued its currency against USD 

dollar from 98 to 120 per unit US dollar as one of the way to combact higher 

inflation rates by that time and latter on the government introduced the BOT Act 

1995 to strengthen the measures against rapid rates of inflation since then the nation 
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has been experiencing a significantly droping of inflation rate from 37.4% in 1994 to 

3.3% december 2018. (Bank Of Tanzania, 2020) 

 

5.2 Interest and Exchange Rate 

Interest rate has shown to have a positive impact with exchange rate with the 

magnitude of 14.26 with a p-value of 0.0028 which shows the variable is significant 

to the constructed model. Madura and Fox (2011) support the concept of 

International Fisher Effect (IFE) that the higher interest rates attract foreign investors 

in country hence the local currency demand will raise and so the appreciation of its 

value but insisted it would happen only if the rising of interest rate is unexpected. 

Because if it is expected then there is no guarantee that the rising of interest rate will 

tend to appreciate the value of domestic currency. 

 

Rosenberg & Landau (2002) point out that the world economy has been integrated 

and thefore there is a huge volume of movements of capital flows across the world 

markets for this reason has triggered the concept of interest-rate differentials as one 

of the core factor affecting exchange rates. They continued futher by saying that 

some empirical cases have proved that long term yield spread have a better power to 

explain  exchange rate movements since long term tend to be sustainable and short 

term seems to be easliy tighten by central banks measures. 

 

Chowdhury and Hossain (2014) studied the association of interest rate and exchange 

rate of Bangladesh. They revealed that a positive association exists among interest 

rate and exchange rate in Bangladesh. 

 

 Proti (2013) argued on the relation exist between exchange and interest rate by 

saying there is a negative causality, that lower interest rates stablizes the exchange 

rates and put some upward pressures for appriciation of the currency hence the lower 

the inflation but insisted this is possible only when the government intervenes to 

control the economy atmosphere, otherwise under normal situation the fisher effect 

holds. 
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Gente and León-Ledesma (2006) examined the basic elements of exchange rates for 

four countries by using panel data from 1980 to 2001. They used the Johansen 

cointegration method for estimation and revealed that increase in World’s interest 

rates have a negative effect on the exchange rate. 

 

5.3 GDP and Exchange Rate 

GDP has proved to be highly positive correlated with exchange rate with a 

magnitude of 0.7147, this shows that the better the GDP the stronger the currency it 

becomes. To have a high level of GDP reflects a large sum of foreign reserve of the 

country and thus when there are uncertainties in the economy that will tend to shake 

both the inflation level and currency value, the government via its central bank will 

be able to insulate against those economic waves. 

Other studies have shown that most of the developing countries their GDP are mostly 

affected by consumption (government and households) and exports. The researcher 

took further recommendations by considering the link between export and exchange 

rate that when the local currency is devalued it encourages export therefore impact 

GDP level positively. (Kira, 2013) 

 Wong (2013) endeavored to find the association between exchange rate and 

economic growth in Malaysia, by using time series data from 1971 to 2008. ARDL 

model is used to investigate the short run and the long run relation between variables 

of the study. The Results of ARDL approach show that the decrease in the value of 

exchange rate helps in the growth of the Malaysian economy. He also pointed out 

that higher interest rates positively affect the home country currency. 

Mirchandani (2013) investigated the relationship between GDP and exchange rates 

in India and pointed out a significant positive relationship of India’s economy growth 

with exchange rate while Azid et al. (2005) stated that that volatility in economic 

growth affects the exchange rate positively and significantly  the government apply 
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non-consistent exchange rate policies in the economyevealed that increase in 

World’s interest rates have a negative effect on the exchange rate.  

5.4 Political Factor and Exchange Rate 

Political factor has shown a negative relation with exchange rate with a magnitude of 

55.91 which means at time political scenarios concern turn out to depreciate the 

home currency. But political factor has p-value of 0.39625 which is greater than 0.05 

therefore it shows to  be insiginificant in our constructed model. But this is not the 

limit to discuss the impact of political factor with relation to exchange rate. Some 

researchers have been supporting through their studies that there is a causal 

relationship between political movements and exchange rate movements. 

Proti (2013) in his study said there is negative relationship between political factor 

and exchange rate,there are sometimes high tension in political movements such 

during major elections, or passing new laws or making new policies where politicans 

influence decisions for their benefits and results to depress the value of the 

currency.in major elections some local and foreign investors may have fear of a new 

government era coming into power because it may come with its new policies and 

law that may be unfouvarable to their businesses as the precaution they draw out 

funds and shift to safe countries and thus lower down the value of the home 

currency.  

 

Madura & fox (2011) support  that  there is a relationship exists between political 

and exchange rate, the 2003 war in Iraq was a political move made by US 

government as the result of the war  a number of US MNCs were caught in tighten 

situations in various ways in different countries especially middle east countries and 

france since they were not supporting that war. The france and US related businesses 

were collapsed such as tourism and wine. The price of oil was eleveted due to 

destruction of oil wells which impacted directly to energy, transportation  and 

production costs. Also interest rates were shoot up due to large funds drawn to 
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finance military operations. Higher inflation rate was recorced as the result it eroded 

to some point the value of US dollar that time. 

 

According to Besada & Moyo (2008) they explained how the political moves made 

by the late Robert Mugabe first president of Zimbabwe failed the national economy. 

The issue of land redistribution was not appropriate handled and it did brought chaos 

not only to the  society but also the economy was shocked,the issue of ignoring fiscal 

constraints and the president decided to pay a huge some of money to veterans of 

independence fighters as way of buying their loyalts was another failure which 

further contributed to loss of international supports, and it was a poor economic 

missmanagement. It reached a point the zimbambwean dollar was devalued to a half 

of its price from 17 to 38 for unit US dollar within 1998 to 1999 and inflation peaked 

to 70% the same year. 

 

Political tension between China and USA, after USA realizing that there was 

growing rate of trade imbalances between the two, due to china government 

manipulation of it exchange rate (Yuan against US dollar) by holding down its local 

currency so to the advantage of creating an international market of cheap trade, then 

2005 USA imposed some restrictions on imported Chinese goods as the result china 

responded to shift from fixed to managed float regime and the Chinese yuan started 

to appreciate against US dollar. (Hokroh, 2013) 

 

Late 60s the Tanzania government introduced import substitute industrialization with 

the aim to decrease volume of importations and increase productivity within the 

country and emphasizing on using raw materials that are available within the 

country. By increasing productivity it lowers the prices of domestic goods relative to 

foreign goods and the by restricting importation means less demand for foreign 

currencies as the result the domestic currency tends to appreciate. In 1970s there was 

draught and Kagera war which led to economy crisis, Tanzania was cut short of 

foreign support due to Nyerere principles of not accepting the socialism philosophy 

was not going to provide solution to our economy. (Edward, 2012) 
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Mid 80s and early 90s Tanzania politics was facing a lot of pressures from abroad as 

the results the government introduced number of economic reforms to tackle the 

economic downfall. 1986 the was major devaluation of Tanzanian shilling against 

US dollar by 57% and followed by major fiscal policies and other adjustment to 

combat higher level of inflations, protect exchange rates market and providing 

environment for reestablishing our economy as whole. 1992 the foreign exchange 

Act was placed in order to support favorable movements of exchange rate in the 

country and reducing the volume of transactions in black markets. However this was 

not the way to provide immediate solution to falling of our currency against dollar. 

(Edward, 2012) 

 

From 1995 to 2005 this was ten years of president Mkapa was characterised by major 

reforms in the government institutions and laws were put in place to facilitate the 

reforms, the econmy of the nation was stablizing slowly, the establiment of TRA in 

1996 and initiating the public financial management reform program and later on to 

put in place in place public financial Act 2001 were steps to adjust fiscal constraints 

in the country. (Rotarou & Ueta, 2009). these efforts paid the result as the econmy 

was back on track however the exchange rate was at some point stablizing compare 

to earlier years, this was because of other factors out of controll, since we were 

depending on donors from America and European countries so if their economies get 

hurt and so as ours, the effect of US eganging in Iraq war was felt to our currency as 

we have seen dramatic shifting of exchange rate in 2004 to 2005. 

 

From 2005 to 2015 the period under president Kikwete it is when the country 

economy opened the door to the world to come and invest. The economy shifted 

from exchange rate system that depend much on import-export restrictions and 

devaluations to more liberalised where market forces determine the value of the 

currency. (Bigsten & Danielsson, 1999) 
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The year 2007/2008 our currency was relativley stable against US dollar 1277 to 

1201 to unit US dollar and this was because the US dollar itself was loosing its 

power over other currencies, this is due to the early stages of the crisis was first felt 

by America themselves before realised as the whole world economic crisis in 2008 

and thereafter the third world countries got the ripple effect and took sometime to 

recovery from the crisis hangover. High peak  wave  of 2014/2015 can be defined as 

the fear of investors due to political  pressure to a 2015 election, since it had a strong 

competition within the ruling part CCM candidates and a strong opposition part 

CHADEMA. Foreign investors were uncertain of the new coming regime so as the 

precaution they withdraw some funds. 

 

5.5 Exchange Rate Regime 

After the down fall of Bretton Wood System most countries decided to say goodbye 

to their fixed exchange rate regime to float. Since then a sizeable literature has been 

devoted to the choice of appropriate exchange rate regime. Despite all the efforts, 

determination of appropriate exchange rate regime still remains a question for the 

developing economies.Particularly, as the globalization -real and financial- is 

increasing, the question about appropriate exchange rate regime and assuming more 

importance than ever. The increasing globalization brings complexities of the open 

economy making appropriate exchange rate regime more crucial as the regime leaves 

its impact on all other macroeconomic variables. (Tahir, Ali, & MAmoon, 2016) 

 

According to Frankel (2003) suggests that one single regime cannot be considered 

beneficial for all countries even if they are similar in nature. Every country has its 

own economics structure, characteristics and economic preferences. So choice of 

exchange rate regime is a country-specific concept. It depends upon economic 

strength, degree of openness, trade volume, capital inflow, source and nature of 

economic shocks, inflation history, financial development and policy objectives of 

the country. 
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Empirical literature has evidently shown that oil exporting countries are following 

fixed regime.Their decision may be rational because they are exporting single 

commodity and their stages of financial development, capital inflow and policy 

objectives are same. (Klein & Shambaugh, 2010) 

 

Flexible exchange rate is considered as shocks absorber in situation of domestic over 

production economy enhance its exports by devaluation of its exchange. The 

economic literature postulates that macro-economic targets - inflation, output, 

economic growth - can be achieved by different exchange rate policies. There is also 

link between output and exchange rate, fixed exchange rate and low inflation attract 

investors and higher level of investment push economy at growing path. However, a 

key point remains there that if exchange rate is pegged at wrong level then resources 

could be misallocated. However, this demands attention that investment increases in 

economies with fixed exchange rate regimes but productivity and per capita growth 

remains low as compare to flexible exchange rate. (Ghosh, Gulde, Ostry, & Wolf, 

1997) 

 

The countries with more stable and developed financial markets get benefits from 

flexible exchange rate regime in term of improving capability of adjusting real 

shocks, without scarifying economic stability that a credible fixed exchange rate may 

require.There is a strong relationship between non-agricultural growth and exchange 

rate regime. Author states in his paper that there is positive relationship between 

economic growth and flexible exchange rate in African countries but in some 

specification real exchange rate is significant.Over all, the paper suggests that 

appreciation is bad and overvaluation is damaging in nonagricultural economies. It is 

true that exchange rate regime matter for growth but reforms packages more. 

(Stotsky, Ghazanchyan, Adedeji, & Maehle., 2012) 

 

Aliyev (2015) studies determinants of exchange rate regime in resource abundant and 

resource scarce countries by using multinomial logit regression. Using data of 145 

countries from 1975-2004 findings point out that resource rich countries have more 
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probability of having fixed regime and resource poor countries are less likely to have 

fix regime. Moreover, the author finds, independence of central bank and democracy 

has stronger and significant role in resource rich countries as compare to resource 

poor countries. 

 

From 1966 to early 1980s Tanzania exchange rate regime was characterised by 

heavily controlled by the government, and this was used as a tool to bring stabilty in 

the economy which was more of import-export of produces. so to let the exchange 

rate floating freely was to expose the economy to greater risks of higher inflations. 

Mid 1980s to recent tanzania has emerged into more liberalized exchange rate 

regime where the exchange rate is determined by the markert forces and government 

intervenes via central bank to bring stabilty In extreme situations. This was seen 

possible during the economic reform programs under Mwinyi president and followed 

by multiple devaluations of our currency against US dollar. It did help to reduce the 

inflations but also reduced a large percent of foreign exchange smuggling in the 

country,the introduction of foreign exchange bureau Act in 1992 was a step forward 

to support a new regime of exchange rate in the country. (Bigsten & Danielsson, 

1999) 

 

 

 

. 
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CHAPTER SIX 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

6.0 Introduction  

This chapter entails the summary of the study, conclusion and recommendations 

which reflect the purpose of the study by relating the literature, findings and the 

discussions. The flow of the chapter follows as; 

 

6.1 Summary of the Results 

The aim of the study was to assess factors influencing exchange rate movements in 

Tanzania, supported with other objectives of examining the relationship between 

exchange rate movements and macroeconomic variables, to find out the impact of 

political factor on exchange rate movements and also to propose the appropriate 

exchange rate regime in Tanzania. The model of the study included variables that 

their data were available and researcher was keen to assess if they can determine the 

exchange rate in Tanzania and those variables were inflation rate, interest rate, GDP 

and political factor in Tanzania where exchange rate was the dependent variable. 

Data were collected from World Bank reports, BOT reports and NBS, then processed 

and the results showed that the independent variables together they have a power to 

explain the exchange rate movements with the adjusted R-square of 85.84%(p-value 

F-statistic 2.39049E-19) this suggest there are other variables that were excluded in 

the model have the power to explain the movements of exchange rates in Tanzania. 

But also the correlation analysis results showed the relationship exist between the 

selected macroeconomic variables and exchange rates as dependent. Inflation rate 

has shown to have a negative relationship with exchange rates that means any 

increase in inflation rate will tend to erode the value of the home currency against 

dollar. But this was not limited since some arguments have shown in discussion that 

it is not all the time this relationship holds. Interest rates have shown a positive 

relationship with the dependent variable and so as GDP. Political factor as our 

dummy variable has shown that there is negative relationship existing between the 

two that means any political interference will tend to reduce the power of the home 
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currency but this also is not limited since in discussion we have seen sometimes 

political decisions bring some sort of stability on the exchange rate movements. 

However the political factor has a p-value of 0.39625 which suggests that the 

variable was insignificant to our constructed model. However political factor has 

shown to have impact directly to exchange rate regime and this can be proved 

through the plotted graph of exchange rate against time from 1966 to 2015. 

 

6.2 Conclusion  

The study has shown that the factors that influence exchange rate movements in 

Tanzania are inflation rate, interest rates, GDP and political factors as well. Through 

the related literatures reviewed Inflation rate has shown to influences exchange rate 

and economy as a whole and in our study has shown that has a negative relationship 

this can proved through the 1988 the devaluation of the shilling against US dollar as 

the way to combat higher inflations in Tanzania. The case of zloty against Euro 

currency in Poland has proved that higher inflations drive high cost of production of 

local produces and thus consumers will tend to shift to cheap imported products and 

so the demand of foreign currency will raise therefore the price of the Euro currency 

will rise against zloty currency. Interest rate has shown there is a positive relation to 

exchange rates. Which means any rise of interest rate will attract capital cash flows 

from foreign investors and the result the local currency demand will raise and so as 

its price. But Madura and Fox (2011) insisted this is only possible when the rise of 

exchange rate is unexpected. GDP has shown a positive impact on exchange rate 

which means the healthier the economy becomes the appreciation the home currency 

becomes. But this is not the principle because Lubis et al. (2017) has pointed out that 

the weak exchange rate attracts higher savings and investment through lower costs of 

labour and production and improved income re-distribution. From this point we can 

argue that not all the time exchange rate can be used as an indicator of healthy 

economy but GDP does all the time. This can be seen in Tanzania during the period 

of 1966 to early 1980s where we experienced a very stable exchange rate of tshs 

against US dollar and still the country’s economy was in turmoil. Therefore there is a 
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relationship exists between the selected macroeconomic variables and the 

movements of exchange rates in Tanzania. 

 

Political factor has to be considered as one of the factor influence exchange rate 

through the choice of exchange rate regime, however this does not implies that it 

can’t directly affect the exchange rate, this can be seen it reduces how much the 

political moves have affected their exchange rates a case of US move to Iraq war it 

did hurt not only its currency value but also the international trades among its 

partners such as France. The most recent event of Brexit where Nasir & Simpson, 

(2018) argue that the political decision UK to leave European Union had the impact 

on british Pound against US dollar, they said the depreciation was historic and the the 

value of GBP fell to its lowest point of £1¼$1.21.But also case of Mugabe and 

Zimbabwean dollar how his political mismanagement not only eroded the currency 

but also killed the whole economy.  

 

The choice of exchange rate regime must be related to the financial, political and 

economic situation of the country, however before falling to a certain type of 

exchange rate mechanism it advisable that the mechanism should answer some 

arguments such as the ability of the regime to absorb the shocks of different 

uncertainties that the economy will face, if the regime can enhance employment rates 

and bringing efficiency of the price movements in the foreign markets, if the regime 

can produce effective macro economy policy in situation of high capital mobility and 

finally if the regime can act as an appropriate link between the domestic and foreign 

businesses. Husain et al. (2005) recommends in developing countries relatively 

pegged exchange rate is better for policy implementation and also helped to maintain 

inflation at lower level. Another study by Aliyev ( 2015) indicates if a country has 

sustainable and flexible fiscal policy, international reserves and low capital mobility 

than fixed exchange rate is good for economy. And if the country has same economic 

conditions and economic shocks as its trade partners have, fixed exchange rate is 

appropriate otherwise flexible is good as it serve as a shocks absorber.  
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6.3 Policy Implications 

The type of exchange rate regime should reflect the nature and size of our national 

economy then fiscal and monetary policies will support the system. To understand 

the dynamics of exchange rate especially in developing countries has been difficulty 

so this is the warning to policy makers that they should be proactive in dealing with 

policies that are related to foreign exchange. A number of research support that 

exchange rate is affected majorly by inflation rate, so policy makers are supposed to 

combat higher inflations with appropriate polices. 

 

6.4 Recommendations 

The government should discourage the use of foreign currencies especially US dollar 

for non-international service providers, and a new mechanism of licensing bureau de 

change in the country so that they will not be used as a channel for money laundering 

or black markets. The government should encourage export of services and finished 

products to abroad through its agencies and bring awareness to local producers that 

exportation is possible. But also the government should discourage   Oil prices are 

the one that drives factors of production in major and small industries, and to some 

cases has been interact the movements of our economy since Tanzania is one of the 

oil import countries when they are rising of prices from the producers it does affect 

the foreign exchange to some point, government should invest to alternative energy 

such as gas, coal, solar and other green energy that are environmental friendly users, 

this would help to stabilizing the economy when there is scarcity of oil across the 

world.  

 

 

 

 

 

 

 

 



66 

 

 

REFERENCES 

Aahana, S. (2020, april 15). Theories of Exchange Rate Determination | International 

Economics. Retrieved April 15, 2020, from www.economicsdiscussion.net: 

http://www.economicsdiscussion.net/foreign-exchange/theories-foreign-

exchange/theories-of-exchange-rate-determination-international-

economics/30637 

Abdurehman, A. A., & Hacilar, S. (2016). The Relationship Between Exchange Rate and 

Inflation:An Empirical Study of Turkey. International Journal of Economics and 

Financial Issues 6(4), 1454-1459. 

Aliyev, R. J. (2015). Determinants of the choice of exchange rate regime in resource-rich 

countries. CERGE-EI Working Paper Series, No. 527.  

Anyimadu, A. (2016). Politics and Development in Tanzania Shifting the Status Quo. Africa 

Programme Chatham Housethe Royal Institute of International Affairs, 1-38. 

Arize, A. C., Osang, T., & Slott, D. J. (2000). Exchange-Rate Volatility and Foreign Trade: 

Evidence from Thirteen LDC's. Journal of Business & Economic Statistics, Vol. 18, 

No. 1, 10-17. 

Assad, M. J. (2011). Fraud at the Central Bank of Tanzania (A). EMERALD EMERGING 

MARKETS CASE STUDIES VOL1 NO 1, 1-12. 

Azid, T., Jamil, M., Kousa, A., & Kemal, M. (2005). Impact of exchange rate volatility on 

growth and economic performance: a case study of Pakistan, 1973-2003. Pak Dev 

Rev 44 No(4), 749–775. 

BANK OF TANZANIA. (2015). Interbank foreign Exchange Market . DAR ES SALAAM: BOT. 

Bank Of Tanzania. (2020, JULY 19). www.bot-tz.org. Retrieved from BANK OF TANZANIA: 

https://www.bot-tz.org/the-tanzanian-shilling 

Banuri, T. (1988). Black Markets, Openness, and Central Bank Autonomy. World Institute for 

Development Economics Research of the United Nations University, 1-45. 

Bernhardsen, T., & Roseland, Q. (2000). Factors that influence the krone exchange rate. 

Economics Department Norges Bank. 

Besada, H., & Moyo, N. (october 2008). Zimbabwe in Crisis Mugabe's Policies and Failure. 

The Center for International Governance Innovation working paper No.38 state 

fragality, 1-40. 



67 

 

Bigsten, A., & Danielsson, A. (1999). Is Tanzania an emerging economy?A report for the 

OECD project ”Emerging Africa”. Department of Economics Göteborg University, 1-

127. 

Chipeta, C., Meyer, D. F., & Muzindutsi, P. F. (2017). The Effect of Exchange Rate 

Movements and Economic Growth on Job Creation. STUDIA UNIVERSITATIS-BOLYAI 

OECONOMICA Vol.62 ISSUE 2, 20-41. 

Chowdhury, M., & Hossain, M. (2014). Determinants of exchange rate in Bangladesh. a case 

study. J Econ Sustain Dev 5:1. 

Clarida, R., & Waldman, D. (2007). Is Bad News About Inflation Good News for the Exchange 

Rate? National Bureau of Economic Research Working Paper 13010. 

Demir, F. (2010). Exchange Rate Volatility and Employment Growth in Developing 

Countries: Evidence from Turkey. world Development Vol. 38, No. 8, 1127–1140. 

Ebiringa, O., & Anyaogu, N. (2014). Exchange rate, inflation and interest rates relationships: 

Autogressive distributive lag analysis. J Econ Dev Stud 2, 263–279. 

Edward, S. (2012). Is Tanzania a Success Story? A Long Term Analysis. Calfornia: National 

Bureau of Economic Research. 

Elcock, H. (2001). Political Leadership. Cheltenham, UK: Edward Elgar Publishing, Inc. 

Firat, D. (2010). Exchange Rate Volatility and Employment Growth in Developing Countries. 

World Development Vol 38 No 8, pp 1127-1140. 

Fisher, I. (1930). The theory of interest, vol 43. New York: The Macmillan Company. 

Frankel, A. (2003). Experience of and lessons from exchange rate regime in emerging 

economies. NBER Working Paper, No. 10032.  

Gente, K., & León-Ledesma, M. (2006). Does the world real interest rate affect the real 

exchange rate? The south east Asian experience. Journal of International Trade 

Economic Devevelopment vol 15 No(4), 441–467. 

Ghosh, A., Gulde, A. M., Ostry, J., & Wolf, .. (1997). Does the nominal exchange rate regime 

matter? NBER Working Paper, No. 5874. 

Gupta, C. (2012). Management Theory and Practice. New Delhi: Sultan Chand & Sons. 

Guyer, J. I., & Pallaver, K. (2018). Money and Currency in African History. Oxford Research 

Encyclopedia African History, 1-29. 



68 

 

Habib, M. M., Mileva, E., & Stracca, L. (2016). The real exchange rate and economic 

growth:revisiting the case using external instruments. Working Paper Series 

European Central Bank (ECB) No.1921, 1-33. 

Hajilee, M., & Nassr, O. A. (2014). Exchange rate volatility and stock market development in 

emerging economies. Journal of Post Keynesian Economics / Fall 2014, Vol. 37, No. 

1 163, 163-179. 

Hartmann, J. (2016). Development Policy-making Tanzania 1962-1982: Acritique Of 

Sociological Intepretations. HAL archives ouvertes, 1467. 

Helmy, O., Fayed, M., & Hussien, K. (2018). Exchange rate pass-through toinflation in Egypt: 

a structural VAR approach. Review of Economics and Political Science Vol. 3 No. 2, 

2-19. 

Hokroh, M. A. (2013). Examining the Chinese Exchange Rate Reform and the Possibilty of 

the Chinese Yuan Becoming a Regional Trade Currency . Research in Applied 

Economics Vol.5 No03, 129-138. 

Husain, A. M., Mody, A., & Rogoff, K. S. (2005). Exchange rate regime durability and 

performance in developing versus advanced economies. Journal of Monetary 

Economics, 52(1), 35-64. 

Juselius, K., Reshid, A., & Tarp, F. (2017). The Real Exchange Rate, Foreign Aid and 

Macroeconomic Transmission Mechanisms in Tanzania and Ghana. The Journal of 

Development Studies, 1-30. 

K.Twarowska, & Kakol. (2014). Analysis of factors affecting fluctuations in the Exchange rate 

of Polish Zloty against Euro. Maria Curie Sklodowska University Poland. 

Kaduma, I. M. (2010). MaadIli ya Taifa na Hatma ya Tanzania Enzi Ya Mwalimu Julius K 

Nyerere. Dar es Salaam: Knowledge Printers. 

Kallianiotis, L. (2013). EXCHANGE RATES AND INTERNATIONAL FINANCIAL ECONOMICS 

History, Theories and Practices. NEW YORK: PALGRAVE MACMILLAN. 

Khan, A. (2014). Analysis if the factors affecting exchange rate variability in Pakistan. 

Khan, M. K., Teng, J.-Z., & Khan, M. I. (2019). Cointegration between macroeconomic 

factors and the exchange rate USD/CNY. School of Economics, Northeast Normal 

University,financial innovation vol 5 No 5. 

Khattak, N., Tariq, M., & khan, J. (2012). Factors Affecting the Nominal Exchange Rate of 

Pakistan: An Econometric Investigation (1982-2008),. Asian economic and financial 

review Vol. 2, No. 2, 421-428. 



69 

 

Kira, A. R. (2013). The Factors Affecting Gross Domestic Product (GDP) in Developing 

Countries;The Case of Tanzania. European Journal of Business and Management 

Vol.5 No.4, 148-158. 

Klein, M., & Shambaugh, J. (2010). Exchange rate regimes in the modern era. International 

Review of Economics, 59(3),, 303-313. 

Kombo, D. K., & Tromp, D. L. (2006). proposal and thesis writing. Nairobi: nairobi;paulines 

publications 2006. 

Korkmaz, A. P. (2016). THE EFFECT OF EXCHANGE RATE ON ECONOMIC GROWTH. Research 

Gate. 

Kothari, C. (2004). Research Methodology Methods and Techniques. New Delhi: New Age 

International Publishers. 

Kroeber, A. (2011). The Renminbi:The Political Economy of ac Currency. 

Kruskovic, B. D. (2017). Exchange Rate in the Monetary Policy Reaction Function. Journal of 

Central Banking Theory and Practice, 55-86. 

Liew, V., Baharumshah, A., & Puah, C. (2009). Monetary model of exchange rate for 

Thailand: long-run relationship and monetary restrictions. Glob Economics Rev vol 

38 no (4), 385–395. 

Lubis, M. R., Karim, N. A.-H., Tha, G., & Rambeli, N. (2017). Exchange Rate Effect on Gross 

Domestic Product in the Five Founding Members of ASEAN. International Journal of 

Academic Research in Business and Social Sciences Vol. 7, No. 11, 1284-1293. 

Madura, J., & Fox, R. (2011). INTERNATIONAL FINACIAL MANAGEMENT SECOND EDITION. 

UK: Brendan George. 

Manasse, P., Moramarco, G., & Trigilia, G. (2020). Exchange Rates and Political Uncertainty: 

The Brexit Case. Quaderni - Working Paper DSE N°114. 

Mandalu1, M., Thakhathi, D., & Costa, H. (2018). Investigation on Tanzania’s Economic 

History since Independence: The Search for a Development Model. World Journal of 

Social Sciences and Humanities Vol. 4, No. 1, 61-68. 

Mirchandani, A. (2013). Analysis of macroeconomic determinants of exchange rate volatility 

in India. International Journal of Economic Finance Issues vol 3 No(1), 172–179. 

Monfared, S. S., & Akin, F. (2017). The Relationship Between Exchange Rates and 

Inflation:The Case of Iran. European Journal of Sustainable Development 6,4, 329-

340. 



70 

 

Moosa, I. A. (2005). Exchange Rate Regimes Fixed, Flexible or Somthing in-Between. NEW 

YORK: PALGRAVE MACMILAN. 

Namjour, R., Gholizadeh, M., & Haghighi, M. (2014). Survey the relationship between 

exchange rates and inflation rate in the first two years of fifth development plan. 

niversal J Manage Social Science vol 4 No (3), 31-40. 

Nasir, M. A., & Simpson, J. (2018). Brexit associated sharp depreciation and implications for 

UK’s inflation and balance of payments. Journal of Economic Studies Vol. 45 No. 2, 

231-246. 

Ngowi, H. P. (2009). Economic development and change in Tanzania since 

independence;Political Leadership Factor. African Journal of Political Science and 

International Relations Vol. 3 (4), 259-267. 

Nkoba, A.-R. J. (2012). Examination kit for the Professional Qualification P.16 International 

Finance. Dar Es Salaam: Thrust Publications Ltd. 

Patosa, J., & Cruz, A. (2013). Factors affecting Exchange rate movements in selected Asian 

countries. 

Proti, N. P. ( 2013). Exchange rate fluctuations-shock in Tanzania An empirical analysis. 

Scholarly Journal of Business Administration, Vol. 3(1), 12-19. 

Rosenberg, M., & Landau, D. F. (2002). The Deutsche Bank- Guide to Exchange Rate 

Determination. Global Markets Research. 

Rotarou, E., & Ueta, K. (2009). Foreign Aid and Economic Development;Tanzania's 

Expreience with ODA. The Kyoto Economic Review78 (2), 157-189. 

Rutasitara, L. (2004). Exchange Regimes and Inflation in Tanzania. African Economic 

Research Consortium, Nairobi, 138. 

Sen, H., Kaya, A., Kaptan, S., & Comert, M. (2019). Interest rates, inflation, and exchange 

rates in fragile EMEs: A fresh look at the long-run interrelationships. HAL archives-

ouvertes, 1-28. 

Siregar, D. I., & Alhempi, R. R. (2018). Analysis of the Regression and Correlation of Gross 

Domestic Product (GDP) Exports and Revenue (GDP) of Indonesia against Rupiah 

Exchange Rate (IDR - USD). Journal of Global Economics 6;4. 

Stotsky, J. G., Ghazanchyan, M., Adedeji, O., & Maehle., N. O. (2012). The relationship 

between the. 

Tafa, J. (2015). Relationship between exchange rates and interest rates: case of Albania. 

Mediterr J Social Science vol 6 No (4):, 163-208. 



71 

 

Tahir, M. N., Ali, F., & MAmoon, D. (2016). Appropriate Exchange Rate Regime for Economic 

Structure of Pakistan. Turkish Economic Review Vol 3 Issues 4. 

Tavlas, G. s. (1997). The Collapse Of Exchange Rate Regimes;Causes, Consequences and 

Policy Responses. New York: Springer Science+Business Media . 

The URT; President's Office Planning Commission. (2011). TheTanzania five year 

Development Plan 2011/2012 to 2015/2016 Unleashing Tanzanias' latent growth 

potentials. Dar Es Salaam. 

Wong, H. (2013). Real exchange rate misalignment and economic growth in Malaysia. 

Journal of Economic Studies vol 40 No (3), 298–313. 

Yiheyis, Z., & Musila, J. (2018). The dynamics of inflation,exchange rates and the 

tradebalance in a small economy The case of Uganda. International Journal of 

Development Issues Vol. 17 No. 2,, 246-264. 

Yildirim, Z., & Ivrendi, M. (2016). Exchange rate fluctuations and macroeconomic 

performance Evidence from four fast-growing emerging economies. Journal of 

Economic Studies Vol. 43 No. 5, 678-698. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



72 

 

APPENDICES 

 

YEARS EXCH(TZS/US$)  INFL (%) INT (%)  GDP(TZS 000,000)  PLF 

1966 4.00 0 15.1                         6,518  1 

1967 5.00 7.84 13.2                         6,792  0 

1968 5.00 3.64 17.8                         7,205  0 

1969 5.00 0 19.2                         7,554  1 

1970 6.00 3.55 12                         8,222  0 

1971 6.00 4.68 18.2                         8,846  1 

1972 5.00 7.66 17.7                         9,850  0 

1973 10.00 10.45 18.2                       11,490  1 

1974 10.00 11.71 22.1                       14,010  0 

1975 11.00 29.73 24.4                       16,988  0 

1976 12.00 6.25 25.1                       21,652  1 

1977 12.00 9.8 20.2                       25,698  0 

1978 13.00 12.5 12.6                       28,582  1 

1979 14.00 12.7 11.5                       32,317  0 

1980 14.00 30.99 11.5                       37,454  1 

1981 15.00 25.81 12                       43,906  0 

1982 17.00 28.21 12                       52,546  1 

1983 22.00 26.67 13                       62,608  0 

1984 23.00 36.32 13                       78,143  0 

1985 102.00 33.2 12.29                     108,083  1 

1986 107.00 32.46 18.5                     140,793  0 

1987 207.00 29.98 27.5                     200,377  0 

1988 220.00 30.98 29.62                     285,152  1 

1989 226.00 30.59 31                     336,048  0 

1990 265.00 35.73 33.66                     410,930  0 

1991 300.00 28.79 34.41                     580,720  0 

1992 385.00 21.84 31                     698,024  1 

1993 434.00 24.05 31                  1,275,916  0 

1994 465.00 35.28 39                  1,607,762  0 

1995 570.00 27.4 42.83                  2,125,325  1 

1996 580.00 20.99 33.96                  2,796,640  0 

1997 665.00 16.1 26.27                  3,452,559  0 



73 

 

1998 720.00 12.81 22.89                  4,281,600  1 

1999 800.00 7.88 21.89                  5,124,925  0 

2000 820.00 5.94 21.57                  5,977,699  0 

2001 880.00 5.15 20.05                  6,706,381  1 

2002 900.00 5.32 15.5                  7,624,616  0 

2003 900.00 5.3 14.51                  9,100,274  0 

2004 910.00 4.74 14.14                12,107,062  0 

2005 1050.00 5.03 15.24                14,968,443  0 

2006 1182.50 7.25 15.65                17,941,268  1 

2007 1277.24 7.03 16.07                20,948,403  0 

2008 1201.13 10.28 14.98                24,781,679  0 

2009 1317.40 12.14 15.03                28,212,646  1 

2010 1337.30 5.74 14.54                32,293,479  0 

2011 1489.60 12.67 14.96                37,532,962  0 

2012 1584.13 16 15.55                44,717,663  1 

2013 1609.29 7.87 15.86                47,173,785  0 

2014 1775.00 6.13 16.28                50,525,087  0 

2015 2117.50 5.59 16.1                62,318,659  1 

Source; BOT, NBS and World Bank Reports (2020) 

 

YEARS Differenced 

Exchange rate 

EXCHGE 

RATE(TZS/USD$) 

1966 1.00 4.00 

1967 0.00 5.00 

1968 0.00 5.00 

1969 1.00 5.00 

1970 0.00 6.00 

1971 -1.00 6.00 

1972 5.00 5.00 

1973 0.00 10.00 

1974 1.00 10.00 

1975 1.00 11.00 

1976 0.00 12.00 

1977 1.00 12.00 
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1978 1.00 13.00 

1979 0.00 14.00 

1980 1.00 14.00 

1981 2.00 15.00 

1982 5.00 17.00 

1983 1.00 22.00 

1984 79.00 23.00 

1985 5.00 102.00 

1986 100.00 107.00 

1987 13.00 207.00 

1988 6.00 220.00 

1989 39.00 226.00 

1990 35.00 265.00 

1991 85.00 300.00 

1992 49.00 385.00 

1993 31.00 434.00 

1994 105.00 465.00 

1995 10.00 570.00 

1996 85.00 580.00 

1997 55.00 665.00 

1998 80.00 720.00 

1999 20.00 800.00 

2000 60.00 820.00 

2001 20.00 880.00 

2002 0.00 900.00 

2003 10.00 900.00 

2004 140.00 910.00 

2005 132.50 1050.00 

2006 94.74 1182.50 

2007 -76.11 1277.24 

2008 62.27 1201.13 

2009 73.90 1263.40 

2010 152.30 1337.30 

2011 94.53 1489.60 

2012 25.16 1584.13 

2013 165.71 1609.29 
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2014 342.50 1775.00 

2015 0.00 2117.50 

Source: research 2020 

 

 

 

 

 

 

 

 

 

 

 

 


