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September 29, 2006
The Hon. Zakia H. Meghji (MP)
Minister for Finance
DAR ES SALAAM

Dear Honourable Minister,

LETTER OF TRANSMITTAL

In accordance with Section 21 (1) of the Bank of Tanzania Act 2006, I hereby
submit a report on:

(a) the economic situation during the financial year 2005/06 with special
reference to financial developments and the policies pursued by the Bank,

(b) the Bank’s operations during 2005/06, together with the Bank’s Balance
Sheet as at 30th June 2006 and the Profit and Loss Account for the year
ended 30th June 2006 certified by the Auditors.

Yours sincerely,

Daudi.T.S. Ballali
Governor
Bank of Tanzania
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BANK OF TANZANIA MISSION AND VISION

The Bank’s mission is:

“To maintain price stability that is conducive to the attainment of financial
and macroeconomic stability conducive to a balanced and sustainable
growth of the national economy of Tanzania”.

BANK OF TANZANIA’S INFLATION CONTROL STRATEGY

The primary objective of the Bank of Tanzania is price stability. The Bank therefore, has the
responsibility of ensuring that it establishes monetary conditions that are consistent with low
and stable inflation.

Inflation control is not an end in itself, but rather, the means by which monetary policy
contributes to overall economic performance.

Low inflation allows the economy to function more efficiently, thereby contributing to a
better overall economic performance.

Central Banks control inflation by controlling the growth of money supply. The Bank of
Tanzania targets broad money (M2), which is defined as currency in circulation outside
banks, and total deposits held by commercial banks, excluding foreign currency deposits. M2
is chosen because it is the monetary aggregate that is estimated to have closest relationship
with the rate of inflation.

To influence the growth of M2, Central Banks normally control reserve money (base money, or
central bank money), which is directly related to money supply through the money multiplier.
Reserve money is defined as the liabilities of a Central Bank, which include currency held
outside banks and banks’ reserves held by the Central Bank.




THE MONETARY POLICY INSTRUMENTS

The Bank of Tanzania uses indirect instruments of monetary policy to influence the level of
money supply.

The main instrument is Open Market Operations (OMO), which involves the sale or purchase
of securities, e.g. treasury bills and bonds, by the Central Bank to withdraw or inject liquidity
into the financial system in order to influence the reserve money.

Other indirect instruments include Foreign Exchange Market Operations (FEMO), the
discount rate, statutory reserve requirements and moral suasion.

MONETARY POLICY IMPLEMENTATION BY THE BANK OF
TANZANIA

At the beginning of every fiscal year, the Bank of Tanzania sets annual monetary policy targets
in its Monetary Policy Statement.

The Monetary Policy Statement is submitted to the Minister for Finance, who tables it to the
Parliament.

The same procedure is followed in the submission of half-year review of monetary policy
implementation.

The Monetary Policy Committee of the Board, which is chaired by the Governor closely
monitors monetary policy implementation on a monthly basis.

The Monetary Policy sub-committee discusses, on weekly basis, progress on monetary policy
implementation and plans for the subsequent week.

A technical committee reviews liquidity developments daily and agrees on market intervention
strategies.




EXECUTIVE SUMMARY

Due to the country’s diligent pursuit of structural
reforms and policies, the Tanzanian economy
continued to sustain a high growth path despite
the failure of the short rains in the last quarter
of 2005 and the increases in world market oil
prices. Real Gross Domestic Product (GDP)
growth registered a marginal increase up to 6.8
percent in 2005, compared with 6.7 percent
in 2004. In line with the improved economic
growth, per capita income also rose by 4.2
percent in 2005 compared to the 3.4 percent
recorded in the preceding year.

During 2005 all major economic sectors
performed fairly well, recording higher growth
rates compared with the rates recorded in the
preceding year except for agriculture which
grew at a slightly reduced rate of 5.2 percent
compared to 5.8 percent in 2004. The low
growth rate of the agricultural sector was mainly
due to the adverse effects of weather during the
last quarter of 2005. Higher growth rates were
also recorded in mining, manufacturing, hotels
and restaurants, transport and communication,
financial and business services. Construction
activities recorded an 11.9 percent growth rate
after maintaining an average growth rate of
around 11.0 percent in the past three years.

The drought experienced in the last quarter of
2005 also affected adversely food production
and hydropower generation which, coupled
with the persistent increase in oil prices, exerted
upward pressure on the general price level.
After hovering around 4 percent for the past
three years, the inflation rate began to ioncrease
from 4.2 percent in June 2005 to 5.0 percent
at end-December 2005. This trend continued
steadily into the first half of 2006, driving
annual inflation to 6.5 percent in March 2006
and further to 7.7 percent in May 2006. Food
inflation also experienced an upward trend due

a

to effects of drought and rising transportation
costs, which rose from 5.8 percent in June
2005 to 7.2 percent in December 2005. The
rate continued to increase in the first half of
2006 reaching 12.3 percent in May 2006.
Nevertheless, following the onset of the harvest
season, annual food inflation decreased to 9.6
percent in June 2006. The annual non-food
inflation increased from 2.5 percent in June 2005
to 3.6 percent in December 2005, and further to
3.8 percent in June 2006, mainly on account of
increases in the average prices of fuel.

Fiscal performance during 2005/06 was broadly
in line with the target despite the adverse effects
of the droughts, additional costs associated with
the postponement of the national elections,
and higher pension outlays. The droughts
experienced towards the end of 2005 led to an
acceleration of transfers to the energy sector
to help mitigate the increased cost of power
generation. Financial support was also provided
to procure and distribute food to areas adversely
affected by the droughts, while on the revenue
side a waiver of import duty on foodstuffs and
of VAT on petroleum imports was granted.
Despite these measures, the overall deficit stood
at TZS 924.4 billion, equivalent to 6.1 percent
of GDP compared to the projected deficit of
941.2 billion (6.2 percent of GDP).

The economy experienced high liquidity
pressure for the most part of the year, owing
to government financing needs and sustained
high demand for credit by the private sector.
The government financing needs was linked to
general elections related expenditure, additional
budgetary support to adjust supply shocks
related to drought and poverty reduction related
expenditure from budgetary support inflows
from development partners of about USD 767
million during the year. Expansion of private




sector credit on the other hand is associated
with high momentum of economic activities,
increase in the number of creditworthy clients
and improvement in the business environment.

The Bank worked out strategies to keep
liquidity in the economy on track which
included scalling up of sale of treasury bills and
sterilization through sale of foreign exchange.
These measures paid off in containing monetary
expansion so that the rates of growth of money
supply stayed broadly in line with the revised
targets for the year under review. The growth
of extended broad money supply, M3, slowed
down from 38 percent in December 2005 to 31
percent in June 2006 while M2 grew at the rate
of 24 percent by the end of June 2006 having
slowed down from a growth rate of 37 percent
last December.

During 2005/06, the overall balance of
payments deteriorated to a surplus of USD 47.3
million from a surplus of USD 129.0 million
in the previous year mainly due to a surge in
imports of goods and services that outweighed
the impact of the modest increase in exports.
Subsequently, the current account balance
worsened to a deficit of USD 1222.3 million
from a deficit of USD 604.0 million recorded
in 2004/05. At the end of June 2006 the stock
of gross international reserves stood at USD
1,994.9 million from USD 1.968.6 million
recorded at the end of June 2005. The level of
reserves was enough to cover about 5 months
of imports of goods and services compared
with 6.1 months of imports at the end of the
previous year.

National debt stock (domestic and external
debt) as at the end June 2006 stood at USD
9,635.4 million, having increased by 6 percent
from the level recorded as at the end June 2005.
However, the ratio of debt-to-GDP decreased
from 80.4 percent in 2004/05 to 69.6 percent
in 2005/06 reflecting relief arising from various
debt relief schemes for the country and the high

GDP growth. Total debt relief received from
multilateral institutions under the HIPC debt
reliefintiative during 2005/06 amounted to USD
68.5 million. Canada also offered additional
debt relief during the year through canceling
debt worth USD 9 million. On the other hand,
the Government concluded bilateral agreements
in the framework of HIPC Initiative with the
Governments of Libya and Hungary leading to
total debt cancellations and restructuring worth
USD 112.1 million and USD 112.1 million
respectively. The International Monetary Fund
(IMF) also cancelled debt worth USD 338
million under the Multilateral Debt Relief
Initiative (MDRI) being 100 percent of the debt
owed by Tanzania as at the end of December
2004 which had remained outstanding up to the
end of December 2005.

During 2005 the Zanzibar economy grew at
the rate of 5.6 percent compared to 6.5 percent
recorded in 2004. This performance is largely
attributed to unfavourable weather, which
affected the agricultural sector, the impact
of persistent rise of fuel prices that increased
production costs and declining world prices of
clovesexports.Onthefiscal front,thegovernment
was faced with a challenge of increasing
government expenditure amidst declining
revenues. The overall fiscal performance during
2005/06 registered a deficit of TZS 50.3 billion,
equivalent to 12.7 percent of GDP. Zanzibar
public debt at the end of June 2006 stood at
USD 144.9 million, which was a decline of 3.6
percent from the level in June 2005. The debt to
GDP ratio also declined to 45.9 percent at the
end of June 2006 from 54.6 percent as at the
end of June 2005, mainly on account of debt
relief from the African Development Bank. The
current account balance improved slightly to
a deficit of USD 48.0 million from USD 50.1
million registered in the previous year due to
increase in exports receipts coupled with a
lower imports bill.
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Gross Domestic Product

Despite the failure of short rains in the last
quarter of 2005 and the increases in world
market oil prices, the Tanzania economy
continued to sustain a high growth path. Real

The good performance is a result of sustained
pursuit of structural reforms and policies
underpining major improvements in investment
environment, marketing, financial services
and trade. High growth rates were recorded in
mining, manufacturing, hotels and restaurants,
transport and communication, financial and
business services. Construction activities
recorded a growth rate of 11.9 percent after
maintaining an average growth rate of around
11.0 percent in the last three years. The
agricultural sector, which was affected by
weather in the last quarter of 2005, however

A
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Gross Domestic Product (GDP) growth stepped
up to 6.8 percent in 2005 compared with 6.7
percent attained in 2004. In line with the
improved economic growth, per capita income
rose by 4.2 percent in 2005 compared to the
3.4 percent recorded in the preceding year (see
Chart 1.1).

grew at a lower rate of 5.2 percent compared
to 5.8 percent a year before, contributing 45.6
percent of total GDP in 2005 compared to 46.3
percent in 2004 (see Table 1.1).
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Table 1.1: Tanzania Mainland: Distribution of Gross Domestic Product by

Activity, at Constant 1992 Prices

1998 1999 2000 2001

2002

2003

2004

2005

GDP (factor cost)
Agriculture
Mining
Manufacturing
Construction
Trade Hotel and
Restaurants
Transport and
Communication
Other services*

GDP (factor cost)
Agriculture
Mining
Manufacturing
Construction
Trade Hotel and
Restaurants
Transport and
Communication
Other services*

Agriculture
Mining
Manufacturing
Construction
Trade Hotel and
Restaurants
Transport and
Communication
Other services*

Millions of TZS

1,505,826 1,577,292 1,653,319 1,749,358 1,857,174 1,962,432 2,094,516 2,237,079

739,942 770,510 796,514 840,275
30,699 33,488 38,144 43,293
126,887 131,491 137,809 144,647
65,187 70,866 76,818 83,494

239,830 254,114 270,567 288,718

79,755 84,403 89,515 95,154
223,526 232,420 244,954 253,777

882,106
49,787
156,219
92,678

308,928

101,244
266,212

Annual Growt h Rate s in Percentage

4.0 4.7 4.8 5.8
1.9 4.1 34 5.5
27.4 9.1 13.9 13.5
8.0 3.6 4.8 5.0
9.9 8.7 8.4 8.7
4.7 6.0 6.5 6.7
6.2 5.8 6.1 6.3
3.0 4.0 54 3.6

As Percent of GDP
49.1 48.9 48.2 48.0
2.0 2.1 2.3 2.5
8.4 8.3 8.3 8.3
43 4.5 4.6 4.8
15.9 16.1 16.4 16.5
5.3 5.4 54 54
14.8 14.7 14.8 14.5

6.2
5.0
15.0
8.0
11.0

7.0

6.4
4.9

47.5
2.7
8.4
5.0

16.6

5.5
143

917,395
58,749
169,653
102,872

329,009

106,294
278,460

5.7
4.0
18.0
8.6
11.0

6.5

5.0
4.6

46.7
3.0
8.6
52

16.8

5.4
14.2

970,378
67,798
184,218
113,994

354,726

112,648
290,754

6.7
5.8
15.4
8.6
10.8

7.8

6.0
44

46.3
32
8.8
5.4

16.9

5.4
13.9

1,020,497
78,443
200,797
127,533

383,81 4

119,833
306,162

6.8
52
15.7
9.0
11.9

8.2

6.4
53

45.6
3.5
9.0
5.7

17.2

5.4
13.7

Note:  * Includes electricity and water supply
Source: National Burecau of Statistics
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Developments in Selected Economic

Activities

During 2005 all major economic sectors
performed strongly, recording higher growth
rates compared with the rates recorded in the
preceding year except for agriculture which
grew at a rate of 5.2 percent compared to 5.8
percent recorded in the year before. Reduced
growth performance of the agricultural sector
was mainly due to drought in the last quarter of
2005 that led to decline in the performance of
the crop and livestock sub sectors. The crop and
livestock sub sectors, which accounted for about
71 percent and 15 percent of the agricultural
sector respectively, grew by 5.2 percent and 4.2
percent in 2005 compared to 6.0 percent and
4.8 percent, respectively, in 2004.

A preliminary field survey conducted by the
Ministry of Agriculture, Food Security and
Cooperatives in May 2006 indicated that cereal
output declined by 4.0 percent to 5.2 million
tons when compared with 2004/05 harvests due
to failure of short rains and late onset of long
rains. Non-cereals output however increased
significantly to 5.5 million tons in 2005/06

N
B

from 4.4 million tons recorded in 2004/05. As
a result total food production for 2005/06 (i.e.
cereal and non-cereal crops) increased by 9.6
percent to 10.7 million tons, from 9.8 million
tons produced last season. It is expected that
the country will be 110 percent self-sufficient
in food supply in 2006/07.

During 2005/06, the production of almost all
major traditional export crops improved when
compared to 2004/05, with the exception of
coffee and tea. Production of cotton during
2005/06 increased by 9.5 percent to 374,700
tons surpassing the peak production of 308,000
tons achieved in 1992/93. The increase in
production of cashew nuts, tobacco, cotton,
and sisal was generally attributed to good
producer prices, timely distribution and usage
of agrochemicals as well as insecticides. The
impressive performance is also attributed to
continued implementation of structural reforms
that entailed rehabilitation of coffee and sisal
estates, introduction of fertilizer subsidy as well
as continued recovery of producer prices. Sisal
production also increased following the effect
of drought, which encouraged farmers in the




BANK OF TANZANIA

lake zone and out growers in Tanga to engage
in production of sisal fibre (see Table 1.2).
Production of coffee and tea declined during
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the period under review on account of drought
experienced in most parts of the country,
inadequate provision of extension services, low

Table 1.2: Tanzania: Production of Selected Major Crops, 1998/99 — 2004/05

Thousand Tons

2004/05 2005/06 % Peak Produc tion

Item 2000/01 2001/02 2002/03 2003/04 Revised Estimate Change Period Tons
Total Crop Exports 375.0 331.0 416.0 339.0 572.7 609.5 6.4
Coffee 58.0 38.0 52.0 32.0 54.0 343 -36.4  1980/81 67.0
Seed Cotton 123.0 149.0 189.0 140.0 342.0 374.7 9.5 2004/05 342.0
Tea 26.0 25.0 28.0 30.0 30.7 30.3 -1.1  2004/05  30.7
Cashewnuts 122.0 67.0 95.0 79.0 72.0 90.4 255  1973/84 145.0
Tobacco 25.0 28.0 28.0 34.0 47.0 52.0 10.6  1997/98  52.0
Sisal 21.0 24.0 24.0 24.0 27.0 27.8 29 1964  230.0

Source: Ministry of Agriculture, Food Security and Cooperatives & respective Crop Boards

coffee production cycles and diseases.

Producer prices for the traditional export crops

improved during 2005/06 with the exception
of raw cashew prices (Table 1.3). Coffee,
tobacco and sisal prices improved partly due to
improvement in quality of the crops, increase in

Table 1.3: Tanzania: Average Producer Prices for Traditional Export Crops

TZS/Kg
Sisal*
Coffee
Period Arabica Robusta | Seed Cotton Green Tea Raw Cashew Tobacco 3L UG
1996/97 577 310 170 55 255 618 951 796
1997/98 1,063 326 180 55 233 593 946 826
1998/99 1,006 450 183 60 345 522 919 803
1999/00 1,404 293 123 60 641 537 791 619
2000/01 470 200 183 60 252 590 650 540
2001/02 400 106 175 65 300 542 650 540
2002/03 430 95 180 85 360 560 731 574
2003/04 500 130 280 86 462 763 786
2004/05 950 250 250 86 650 894 850
2005/06 1,100 300 250 88 550 981 885

Note: * USD/Ton

Source: Ministry of Agriculture, Food Security and Cooperatives & Crop Boards

demand as well as low coffee production cycle
in the world, while cashewnuts prices declined
due to the increase in world production.

The performance of the manufacturing sector,
which contributes on average about 8.6 percent
of GDP and has grown at an average rate of

g
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7.8 percent in the last five years, continued
to improve in 2005. When measured using
the Manufacturing Production Index (MPI),
production of commodities in real terms grew
by 7.6 percent in 2005, (Chart 1.3). The good
performance of manufacturing sector started in
mid 1990’s, with commencement of structural




reform measures accompanied by introduction
of incentive packages, increase of both local
and foreign capital and establishment of new
industries under EPZ. Increased demand for
locally produced goods, reduction in electricity
tarift for big consumers, expansion in provision
of financial services and improvements in
transportation and communication networking
also contributed to good performance of the
manufacturing sector. The performance of
the manufacturing sector during the period
under review also benefited from continued
negotiation for better business terms by the
Tanzania National Business Council. However,
the sector experienced problems arising from
increase in industrial oil prices and power
shedding in the last quarter of 2005, which
impacted negatively on production and product
prices. The continued importation of sub
standard and second hand goods also posed
unfair competition to domestic producers. Weak
infrastructure especially bad roads and railway
transportation system continued to impair

performance of the sector.

Manufactured commodities thatrecorded higher
output during this period includes vegetable oils
and fats, cigarettes, sisal ropes and twines, instant
coffee, beer, soft drinks, sugar, cement, rolled
steel and dry cells (Table 1.5). Production of
vegetable oils and fats increased by 32.2 percent
to 101,368 metric tons from the level recorded
in 2004 on account of increase in production of
oil seeds particularly cottonseeds. Demand for
construction materials by the housing sector and
the infrastructure works being implemented by
the Government quite substantially influenced
production of cement, rolled steel, timber and

plywood.

Production of textiles, aluminium and
corrugated iron sheets however declined due to
insufficient working capital, unstable exchange
rate and unfair competition from imported sub-
standard and second hand goods.
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Table 1.4: Tanzania Mainland: Index of Manufacturing Output by Activity
Index 1985 = 100

ISIC Industrial Activity 2001 2002 2003 2004 2005, % Change
21 Food, Beverage and Tobacco 200 212 227 258 290 12.6
211/2 Food Products 130 138 150 161 173 7.5
313 Beverages 287 296 317 353 383 8.5
314 Tobacco 147 155 172 255 358 40.8
32  Textiles, Leather and Footwear 185 227 268 288 273 -5.2
321 Textiles (Spinning and Weaving) 214 263 311 326 315 -3.4
323 Leather products excluding footwear 4 6 5 6 5 -25.0
324 Footwear 0 0 0 0 0 0.0
331 Wood and wood products 32 61 127 76 76 0.7
341 Paper and paper products 59 64 53 78 80 1.6
35 Chemicals, petroleum & plastic products 58 95 125 131 138 5.3
351 Industrial chemicals 30 20 56 27 73 166.1
352 Other chemicals 240 467 592 657 659 0.3
353 Petroleum refineries 0 0 0 0 0 0.0
355 Rubber products 98 83 66 47 38 -17.7
356 Plastic products 373 335 566 577 552 -4.3
36 Non metallic products 220 250 283 289 325 12.7
Pottery, china etc; glass products and non-metallic 220 250 283 289 325 127
36  products n.e.s.
37 Basic metal industries 85 115 137 128 128 0.6
37  Iron, steel and non-ferrous m etals 85 115 137 128 128 0.6
» f:lll)ir;lc:ll:lel(tl metal products, machinery & 2 64 4 75 64 144
381 Metal products 24 29 35 38 32 -16.0
382 Machinery n.e.s. 14 9 4 2 4 66.7
383 Electrical machinery 174 160 182 160 153 -4.2
384 Transport equipment 29 5 8 7 4 -34.6
39  Other industries 61 53 93 105 107 2.2
3 Total Manufacturing 148 169 190 208 224 7.6

Note:  p Provisional
Source : National Bureau of Statistics

-
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Table 1.5: Tanzania: Volume of Selected Manufactured Commodities

0,
Commodity %

Unit 2001 2002 2003 2004 2005p Change
Fish fillet M.T 33,074 35,140 39,873 43,119 43,334 0.5
Vegetable oils & fats M.T 91,643 93,298 88,263 76,658 101,368 32.2
Cigarettes Mil. Sticks 3,491 3,778 3,920 4,219 4,435 5.1
Textiles 000 M2 84,548 106,305 126,900 127,051 115,716 -8.9
Sisal ropes & twines Tons 4,796 5,901 6,839 5,161 6,018 16.6
Instant coffee Tons 262 306 273 325 396 21.8
Blended tea Tons 3,813 4,567 4,997 5,341 5,823 9.0
Konyagi Mil. Litre 2.3 2.9 3.7 4.1 4.5 9.4
Beer 000 L itre 175,649 175,870 194,100 202,628 216,604 6.9
Soft drinks 000 L itre 198.7 208.7 212.5 264.1 292.7 10.8
Sugar, refined Tons 184,016 189,573 212,908 202,261 263,231 30.1
Cement 000 Tons 900 1,026 1,186 1,281 1,375 7.4
‘(g:rfgi;‘s:ﬂr‘z‘n ‘heets Tons 25937 35067 31018 29573 25037 -153
Rolled steel Tons 16,340 25,418 38,794 40,029 47,652 19.0
Dry cells 000 P cs 39,000 42,000 43,000 74,000 83,000 12.2

Note:  p= Provisional
Source: National Bureau of Statistics

The mineral sector continued to improve

recording a growth rate of 15.7 percent in
2005 compared to 15.4 percent recorded in
the previous year, and its share to GDP also
increased to 3.5 percent from 3.2 percent in
2004 following the commissioning of Tulawaka
Gold Mine in June 2005 and price increase on
some minerals like gold and Tanzanite in the
world market. However, with the exception of
limestone and pozzolana, production of other
minerals including gold and diamond declined.

Production of gold, which dominates the
country’s mining sub-sector declined by 5.8
percent to 45.4 tons from 48.2 tons registered
in the previous year. The decline was associated
with recovery of ore with lower mineral content.
Gemstone production particularly production
of low priced minerals such as moonstone,
sunstone and opal, decreased by 61 percent due

Fge
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to unreliable markets. However, total gemstone
sales increased to USD 31.4 million from
USD 24.8 million sold in 2004 mainly due to
increase in the world market price of Tanzanite.
Diamonds recovery declined by 27.7 percent as
a result of a fall in quality of ore grade at the
Williamson Diamonds Ltd, while production of
Coal declined by 52.7 due to insuftficient markets
and the suspension of production at Kiwira
mining fields. On the other hand, production of
both limestone and pozzolana, which are raw
materials for production of cement, recorded
a positive growth of 44 percent and 7 percent,
respectively due to growing demand for the
same in the construction industry (see Table
1.6).
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Table 1.6: Tanzania Mainland: Recoveries of Selected Minerals

Item Unit 2000 2001 2002 2003 2004 2005 "
Diamond 000'Ca rats 354.4 254.3 239.8 236.4 303.9 219.6
Gold Tons 15.1 30.1 433 48.0 48.2 454
Gemstone 000'Tons 150.8 96.9 195.8 1,531.5 1,613.8 627.8
Salt 000'Tons 70.0 65.0 71.2 59.0 57.1 51.2
Gypsum 000'Tons 60.0 72.0 73.0 33.2 59.2 23.1
Limestone 000'To ns 1,500.0 2,269.4 2,856.7 1,206.2 1,390.9 2,006.4
Pozzolana 000" Tons 57.0 41.5 52.0 24.5 152.7 163.5
Coal 000' Tons 79.2 77.8 79.2 54.6 65.0 30.8
Note: P =provisional

Source: Ministry of Energy and Minerals

Trade, Hotels and Restaurant in telecommunication services.

including tourism grew by 8.2 percent in
2005 compared to 7.8 percent in 2004, and
its contribution to GDP increased by 0.3
percentage points to 17.2 percent over
the period. The increase is mainly due to
improved business environment, opening
of new hotels and increase in number
of tourists as a result of the country’s
participation in various international
trade fairs and other efforts to promote
Tanzanian tourist heritage abroad.

The construction sector expanded by
11.9 percent during 2005 after having
maintained an average growth rate of
11.0 percent over the last three years and
contributed 5.7 percent of GDP compared
to 5.4 percent in 2004. Expansion
of activities was mostly recorded in
maintenance and rehabilitation of roads
and bridges, construction of residential
houses, water projects, land development
and construction of primary school
buildings. The number of primary schools
increased from 13,689 in 2004 to 14,257
in 2005.

Real growth in transport and
communication activities during 2005
was 6.4 percent compared with 6.0
percent recorded in 2004. However,
its contribution to GDP remained at
5.4 percent, the level recorded for the
past three years. Growth of transport
and communication  activities  is
largely attributed to improvement of
transport infrastructure and increase
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Telecommunication services recorded
an impressive performance particularly
in the provision of mobile telephone
services whose subscribers/customers
more than doubled from 1,666,583
customers in 2004 to 4,000,190 in the
period under review. Subscribers to TTCL
also increased by 10.6 percent to 297,890
customersin2005. Transportationservices
improved with town buses increasing in
number and in terms of service provision.
In DSM alone the number of commuter
buses increased to 7,000 in 2005 from
6,600 recorded in 2004. Similarly,
railway services, air services and marine
services performed relatively better in
2005 compared to 2004.

The growth of real value added in
electricity and water, rose from 4.5
percent in 2004 to 5.1 percent, reflecting
good performance in electricity and
water sub-sectors. Electicity and water
subsectors grew by 5.3 and 3.4 percent
respectively in 2005 compared to 4.7 and
2.8 percent in 2004. Electricity production
reached Gigawats 3,620.5 in 2005
compared to Gigawats 2,126.4 in 2004.
The increase is attributed to generation
of electricity using natural gas following
installation of two gas turbines at Ubungo
and completion of second phase of 4th
Electricity project. During this period,
the government continued to implement
water policy of 2002 by creating enabling
environment for sectoral expansion and to




empower communities to live decent lives
and contribute towards poverty reduction.
The population supplied with clean water
in the rural areas increased marginally to
53.7 percent in 2005 compared with 53.5
percent last year. Also the population
supplied with clean water in urban areas
increased to 74 percent from 73 percent.

Gross National Disposable Income

Gross National Disposable Income
(GNDI) grew by 4.3 percent in 2005 in
real terms compared to a growth of 6.9
percent in 2004. This rate of growth is
slower than consumption expenditure
growth of 6.7 percent, implying a
significant decline of savings relative to
consumption. The gap between savings
and investment widened during the period
under review reflecting increased foreign
direct investment activities.

Aggregate Demand

Real  gross domestic demand
(absorption), comprising of household
final consumption, government final
consumption and gross capital formation
increased by 9.0 per cent in 2005
comparedto 9.6 percentin 2004. The high
domestic demand in the last two-years is

-

associated with increased spending in the
priority sectors and investment activities
by the private sector.

Final consumption increased in real
terms by 6.7 percent in 2005 compared to a
growth rate of 9.7 percent in the previous
year. The increase in consumption
expenditure of both household and central
government sectors led to a decline in real
savings. Despite the decline in savings,
investment registered a higher positive
real growth of 17.7 percent compared
with an increase of 9.3 percent registered
in 2004. Investment has been growing
fast in the private sector at an average
of around 19 percent per annum in real
terms since 2002. In 2005 private sector
investment grew by 23.3 percent in real
terms compared with the growth of 14.2
percent in 2004. The increase in private
sector investment is attributed to increased
credit directed to the private sector.
Credit to the private sector increased
by about 34 percent in 2005. The major
factors behind the high growth include
strong economic expansion, a noticeable
increase in the number of creditworthy
clients, increased competition in the
banking sector and improvement in the
business environment.

BANK OF TANZANIA
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Table 1.7: Tanzania Mainland: Analysis of the Savings-Investment Relationship,

2000-2005
(Millions of TZS)
Item 2000 2001 2002 2003 2004 2005
Nominal:
National Disposable Income 7,355,019 8,508,486 9,521,272 10,882,254 12,517,523 14,146,221
Total Consumption 6,552,293 7,433,905 8,098,586 9,261,803 10,835,443 12,444,991
CGOEZE;“;:O“; final 482717 516326 598939 712737 855285 1,037,670
Private final consumption 6,069,576 6,917,579 7,499,647 8,549,066 9,980,158 11,407,321
Total Investment 1,281,046 1,406,302 1,807,751 2,259,019 2,593,502 3,149,402
Government investm ent 438,413 461,693 715,959 896,163 950,077 1,068,172
Private investment 828,265 928,948 1,073,938 1,343,118 1,620,627 2,050,093
Savings 802,726 962,111 1,310,680 1,531,466 1,597,753 1,701,230
Saving - Investment Gap -478,320 -321,642 -497,071 -727,553 -995,749 -1,448,172
GDP (at market price) 7,277,800 8,274,607 9,431,964 10,686,332 12,321,183 14,209,092
Deflator 406 436 468 501 539 583.95
GDP (f.c ) nominal 6,715,301 7,624,616 8,699,888 9,824,779 11,287,318 13,063,317
GDP (f.c ) real 1,654,319 1,749,358 1,857,174 1,962,432 2,094,516 2,237,079
Absorption 7,833,339 8,840,207  9,906,3 37 11,520,822 13,428,945 15,594,394
At Constant 1992 prices:
National Disposable Income 1,811,581 1,951,488 2,032,516 2,173,655 2,322,797 2,422,506
Total Consumption 1,849,576 1,937,242 2,082,818 2,175,026 2,386,443 2,545,945
Government final consumption 320,076 339281 401,437 434,770 504,618 581,320
Frrmes il Goasmn ien 1,529,500 1,597,961 1,681,381 1,740,256 1,881,824 1,964,625
Total Investment 336,589 381,679 454,214 571,275 624,371 735,180
Government investment 107,983 105,893 152,837 179,002 176,300 182,922
Private investment 228,606 275,786 301,377 392,273 448,071 552,258
Savings 197,716 220,668 279,792 305,900 296,485 291,331
Saving - Investment Gap -138,873 -161,011 -174,422 -265,375 -327,886 -443 848
GDP (at market price) 1,792,562 1,897,846 2,013,451 2,134,521 2,286,364 2,543,819
Annual Change :
National Disposable Income 6.2 7.7 4.2 6.9 6.9 43
Total Consumption 0.0 4.7 7.5 4.4 9.7 6.7
Government final consumption 272 6.0 8 8.3 16.1 152
Private final consumption =1.2 4.5 52 3.5 8.1 4.4
Total Investment 7.5 13.4 19.0 25.8 9.3 17.7

Source: National Bureau of Statistics

Inflation

The drought, which was experienced
during the last quarter of 2005, adversely
affected food production and hydropower

generation. This coupled with

the

persistent increase in oil prices exerted

upward pressure on

inflation. After

having successfully kept the inflation

i
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rate around 4 percent for the past three
years, it began inching upward from
4.2 percent in June 2005 to 5.0 percent
at the end of December 2005. The trend
continued into the first quarter of 2006
driving annual inflation to 6.5 percent in
March 2006 and further to 7.7 percent in
May 2006. The upward trend of inflation
necessitated the Bank of Tanzania to
adopt a tighter monetary policy stance




in order to safeguard the macroeconomic
stability achieved so far. Furthermore,
in in March 2006 the government took
measures aimed at averting food shortage
and dampening the impact of drought
on inflation. These measures included a
temporary import tax waiver on maize
and temporary reduction of import tax on
rice. Following the increase in the supply
of food arising from adoption of this
measures and commencement of harvest
seasonin May 2006, inflationary pressures
eased in June 2006 to 6.8 percent and is
expected to decline further.

Food Inflation

Annual food inflation experienced an
upward trend during the period under
review, mainly due to effects of drought
in the last quarter of 2005 and rise in
transportation cost. Consequently, annual

=

food inflation increased from 5.8 percent
in June 2005 to 7.2 percent in December
2005. The rate continued to increase in the
first half of 2006 reaching 12.3 percent
in May 2006. Nevertheless, following
the onset of harvest season, annual food
inflation decreased to 9.6 percent in June
2006.

Non-Food Inflation

Developments in non-food inflation
exhibited mixed trends during the period
under review. The annual non-food
inflationincreased from2.5 percentin June
2005 to 3.6 percent in December 2005.
The rate dropped to 1.3 percent in January
2006 and started rising continuously from
February 2006 through June 2006 when it
reached 3.8 percent. The increase in non-
food inflation was mainly attributed to
increases in the average prices of fuel.
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Overview

Fiscal performance during 2005/06 was broadly
inline with the targets, despite the adverse effects
of the droughts, additional costs associated
with the national elections, and higher pension
outlays. The droughts experienced towards the
end of 2005 led to an acceleration of transfers to
the energy sector' to help mitigate the increased
cost of power generation. Transfers were also
provided to procure and distribute food to areas
adversely affected by the droughts while on the
revenue side a waiver was granted on import
duty on foodstuff and of VAT on petroleum
imports. Despite these measures, the overall
deficit stood at TZS 924.4 billion, equivalent to
6.1 percent of GDP compared to the projected
deficit of 941.2 billion (6.2 percent of GDP).

Government Revenue and Grants

Notwithstanding drought related shocks, the
government made a reasonable advance during
the year towards the achievement of a sustainable
fiscal position. Revenue collections amounted
to TZS 2,124.8 billion, exceeding the target
by 3 percent. The amount represented 14.02
percent of GDP compared with the target of 13.6
percent. The principal factors that contributed
to the good performance were improvements in
tax administration, particularly in the areas of
income tax, VAT and excise taxes that enabled
revenue collection beyond projections. Receipts
of grants were however below the projection
during the year by about 11 percent on account
of delays in disbursements of pledged support
(Chart 2.1).

! Government provided additional financial support to TANESCO to pay for capacity and energy charges to IPTL and

SONGAS, and to procure transformers.
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In terms of contribution to recurrent revenue,
import  tax collections accounted for 37.4

percent, a slight decline from its share in
2004/05, while collections from income taxes
contributed 26.5 percentand taxes on local goods
21.8 percent. Import taxes have continued to be
the dominant source of government revenue,
followed by income taxes (Chart 2.2).
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ofthe national elections, accelerated transfers to
the energy sector, drought induced procurement
and distribution of food, and higher pension
outlays. The Government performed various
readjustments on allocations to reduce the
fiscal impact of drought. As a result, recurrent
expenditure amounted to TZS 2,661.9 billion,
being 4.5 percent above the projection, while

The slight decline in share of import duty is
mainly attributed to waiver of import duty on
food imports and VAT on petroleum imports
whereas the increase in income tax and
VAT is associated with improvements in tax
administration.

Government Expenditure
During 2005/06, government expenditure

remained in line with the estimates, despite the
additionalcosts associatedwiththepostponement

Su

development expenditure stood at TZS 1,211.4
billion about 13 percent below the initial
projection due mainly to lower than projected
receipts of foreign funds and expenditure
reallocation. As a proportion of GDP, recurrent
expenditure stood at 18 percent compared
to 16 percent in 2004/05 while the ratio of
development expenditure to GDP remained
stable at around 8 percent as in 2004/05.

The annual increase in recurrent expenditure
was 27 percent in 2005/06, compared to
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an increase of 12 percent in 2004/05, while
development expenditure grew by 13 percent
during the year having slowed from a growth of
45 percent in 2004/05. The increase in recurrent
expenditure was largely on account of increase
in purchases of other goods and services mainly
to counter drought related shocks, and rise in
wages and salaries. Chart 2.3 shows how
government expenditure components have
evolved in the last three years.

foreign financing was about 96 percent of the
initial projection for the year mainly due to a
shortfall in receipts From the World Bank.

Prospects for 2006/07

The government objectives in the medium term
continues to be increasing the resource envelope
to ensure adequate financing for various poverty
reduction initiatives under the National Strategy
for Growth and Reduction of Poverty (NSGRP
/MKUKUTA), the Millennium Development

Financing of the Budget Deficit

During 2005/06, net foreign financing of the
budget deficit amounted to TZS 561.2 billion
or 3.7 percent of GDP compared to 3 percent of
GDP recorded in 2004/05, while net domestic
financing was TZS 363.2 billion, equivalent
to 2.4 percent of GDP up from 1.1 percent of
GDP in 2004/05. In nominal terms however, net
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Goals, and eventually the National Vision 2025.
With this regard, the government’s plan during
2006/07 1is to increase domestic revenue
collections by 19.1 percent to TZS 2,461
billion, which will be equivalent to 14.5 percent
of GDP. The government will also continue to
implement expenditure reduction measures
including rolling out the Integrated Financial
Management System (IFMS) to more local




governments so as to enhance expenditure
management at the local government level
as well. Accordingly total expenditure is
projected not to exceed 28.3 percent of
GDP during 2006/07. In order to limit
inflationary pressure emanating from
domestic financing of the government
deficit, net domestic financing of the
government is projected not to exceed
1.0 percent of GDP. During the same
period net foreign financing is expected
to decline, as the government continues
to implement various domestic revenue
mobilisation measures so as to reduce
dependency of foreign assistance.

BANK OF TANZANIA
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CHAPTER THREE
MONETARY AND FINANCIAL DEVELOPMENTS

Monetary Policy Framework

Monetary policy stance is developed in line
with the macroeconomic objectives of the
Government. During 2005/06, the Bank of
Tanzania continued to focus on maintaining low
and stable inflation, while remaining supportive
of the broader macroeconomic objectives of the
Government. To achieve this, the Bank used
various indirect instruments with an objective
of achieving reserve money annual growth
target of 26.6 percent. This was in turn aimed at
limiting the annual growth rates of broad money
supply, M2 and extended broad money, M3 at
27 percent by end June 2006. The monetary
targets were set such that the flow of credit to
the private sector by banks would expand at an
annual rate of not less than 33 percent during
the same period, thus supporting the anticipated
economic growth of 6.9 percent. In addition, the
Bank of Tanzania aimed at maintaining foreign
exchange reserves, sufficient to cover not less
than six months of the import bill of goods and
services.

Under the plan, the Bank relied mainly on open
market operations (OMO), through selling
of government securities to banks and non-
bank public and repurchase agreements with
commercial banks. The open market operations
were complemented by foreign exchange market
operations. During the period, the Bank also
introduced anew system for trading Government
securities. Under the new system, the minimum
threshold for direct placement with the Bank of
Tanzania by investors in Government securities
was revised from TZS 50.0 million to TZS
5.0 million. The Bank took this initiative to
stimulate demand for Government securities,
and hence keep the financial market active.

Lt
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Implementation of the Monetary Policy

The economy experienced high liquidity
pressures for the most part of the year, owing
to government financing needs and sustained
high demand for credit by the private sector.
The government financing needs were linked
to general elections related expenditure,
the droughts and poverty reduction efforts
following foreign budgetary support inflows
from development partners of about USD
767 million during the year. On the other
hand, the expansion in credit to the private
sector, is associated with high momentum of
economic activities, increase in the number of
creditworthy clients and improvement in the
business environment.

In the context of the high liquidity in the
economy, coupled with the drought related
food shortage and rising oil prices, inflationary
pressures were imminent. The Bank of
Tanzania worked out strategies to safeguard the
monetary policy stance so as to keep liquidity
in the economy on track. The Bank scaled up
the sale of treasury bills particularly in the first
half of 2005/06, which led to achievements of
the quarterly monetary and financial indicators
outlined in the program supported by the
Poverty Reduction and Growth Facility (PRGF)
of the IMF. Whenever necessary, the Bank
of Tanzania made intervention in the foreign
exchange market. The tightening of monetary
policy, coupled with high demand for credit
in the economy drove up the interest rates on
treasury bills, particularly in the second quarter
0f2005/06. Deposit rates responded to this drive
albeit slightly while lending rates remained
roughly unchanged at around 16 percent
throughout the year. Inflationary pressures in
the country began to build up into September
2005 registering 4.5 percent against 4.2 percent




in June of the same year. The situation was
worsened by the poor rainfall which affected
food production. As a result, food prices
escalated, pushing inflation to 5.0 percent in
December 2005—the trend that continued
into the subsequent months. Annual inflation
reached 7.7 percent in May before declining to
6.8 percent in June 2006.

Monetary and Credit Developments

Monetary Developments

Reflecting largely the high liquidity in the
economy the annual expansion of extended
broad money supply (M3) reached 38 percent
in December 2005, while broad money
supply (M2) increased by 37 percent during
the same period. Thereafter, there was a
turnaround in the growth of money supply as
the liquidity management measures taken by
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the Bank through open market operations and
sterilization through sale of foreign exchange
paid off in containing monetary expansion. The
rate of growth of extended broad money supply
(specifically, the growth of M3) slowed down to
around 35 percent in January and further down
to 31 percent in June 2006, while M2 grew by
34 percent in December and went down to 24
percent in June. The levels were broadly in
line with the revised targets for the year under
review, which were 30 percent and 28 percent
for M3 and M2, respectively. Monetary growth
targets were revised following an increase in
demand for liquidity due to unexpected outlays
associated mainly with the droughts. In absolute
terms, M3 increased from a stock of TZS 3,266
billion at end June 2005 to TZS 4,299 at end
June 2006, while M2 rose from TZS 2,366.4
billion to TZS 2,946 billion during the same
period see Chart 3.1.
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The growth in money supply was manifested
strongly in foreign currency deposits (FCD),
followed by demand deposits, a pattern similar
to what has been observed in recent years
(Chart 3.2). Specifically, the ratio of FCD to
M3, which reflects the degree of dollarization
of the economy oscillated around 30 percent
in recent months, largely due to receipts from

credit to the private sector would expand at a
minimum annual rate of 33 percent by June
2006, from 26.2 percent recorded at end June
2005.

During the period under review, private sector
credit grew at an annual rate of about 36 percent
to TZS 1,656.8 billion, which is in line with the

Chart 3.2:Percentage Composition of Money Supply (M3)
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tourism, foreign investment and other inflows,
and valuation of FCD following depreciation of
the shilling.

Domestic Credit Developments

The Bank of Tanzania implemented its monetary
policy in a manner consistent with the targeted
increase in banks’ credit to private sector in
order to support the anticipated growth rate of
GDP and the inflation target. During 2005/06,
the Bank anticipated that commercial banks’

i
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envisaged momentum of economic activities.
As a proportion of GDP, credit to private sector
increased to 10.9 percent in the year ending
June 2006, from 9.2 percent registered in the
preceding year. The major factors behind
the strong growth include strong economic
expansion, a noticeable increase in the number
of credit worthy clients, and improvement in
the business environment (Chart 3.3).




The trade sector has been the largest borrower
holding an average of 23.3 percent of total
private sector loans, followed by manufacturing

which held 20.3 percent and the agricultural
sector 12.0 percent (Chart 3.4).
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During the period, the Bank continued to
implement the Government policy towards
guaranteeing bank credits under the Export
Credit Guarantee Scheme (ECGS) and
Small-Medium Enterprises Credit Guarantee




BANK OF TANZANIA

Scheme (SME-CGS). The two schemes aimed
at enhancing commercial banks’ credit to the
private sector for financing export business and
empower small enterprises in pursuing various
pro-poor economic activities.

With the objective of filling the vacuum of
medium and long-term financing to production
sectors of the economy, including the
manufacturing, agriculture and tourism, the
Government in collaboration with the Bank, has
began the process of transforming the Tanzania
Investment Bank (TIB) into a development bank
that will be capable of providing term financing
for investment and production to all sectors of
the economy. As a first step, the Government
has already enhanced TIB’s capital by TZS 17.5
billion. The development of mortgage finance
and lease finance will also be given priority in
2006/07.

Commercial Banks Interest Rates

Interestrates continued to be market determined.
The momentum towards narrowing the spread
between commercial banks’ lending and deposit
rates, as well as maintaining positive real interest
rates, is however not adequate. The perceived
credit risks associated with lending to the private
sector is still high, mainly due to remaining
structural impediments in the economy, which
have impact on banking services. The risks
include: weakness in the litigation procedures;
enforcement of contracts-which obstruct
realization of land based collateral; weakness
in title deed issuance and collateral registration,
and a culture of not appreciating the importance
of paying one’s debts. Others are past history
of non-performing loans, which has made
commercial banks extra cautious in lending
activities, lack of credit information bureau,
and high utility cost.

During 2005/06, interest rates in the banking
system recorded declines. The weighted
average interest rate on time deposits improved
significantly from 4.41 percent in June 2005
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to 7.27 percent in June 2006, while lending
rates declined marginally, from 15.51 percent
in June 2005 to 15.40 percent in June 2006.
Meanwhile, 12-month time deposit rate
improved significantly from 5.69 percent to
8.27 percent in the same period, whereas the 1-
year lending rate declined slightly from 16.06
percent in June 2005 to 15.59 percent in June
2006. Although the margin between 12-month
time deposit rate and 1-year lending rate shrunk
from 10.09 percentage points in June 2005 to
7.32 percentage points in June 2006, the gap
remains wide.

Narrowing the interest rate margin and
realization of positive interest rates, therefore
remained a challenge to the Bank of Tanzania.
Nevertheless, the ongoing Second Generation
Financial Sector Reforms are expected to
improve financial services delivery in the
country, increase competition in the banking
industry and establish information sharing
framework on credit worthiness of borrowers
among banks. The enactment of a new Bank
of Tanzania Act 2006 and a new Banking and
Financial Institutions Act 2006, as part of the
ongoing reforms, will enhance the autonomy of
the Bank of Tanzania and strengthen its capacity
to supervise banks to improve financial services
at competitive terms. The ongoing reforms are
expected to assist in narrowing the spread and
improve accessibility of banking services to the
majority of Tanzanians.

As noted earlier, the liquidity management
measures in the form of Treasury bill sales, and
the high demand for credit by the private sector
exerted pressure on interest rates in the second
half of 2005, pushing up interest rates in the
economy. Specifically, interest rates on treasury
bills rose from an average of 10.4 percent in
July 2005 to 14.8 percent in December 2005. As
the liquidity situation eased beginning January
2006, interest rates declined. The average
interest rate on treasury bills declined to 13.4
percent in March and dropped further to 8.3
percent in June 2006.




Consistent with the developments in the
treasury bills market, average deposit rates on
shilling denominated deposits increased, though
marginally. Time deposits rate increased to 5.3
percent in December 2005 from 4.5 percent
registered during July 2005, while negotiated
deposits rates increased to 10.6 percent from
9.3 percent during the same period. Following
the downturn in treasury bills rates in the third
quarter of 2005/06, deposit rates also tracked,
albeit with a slight lag. The average time deposit
rate dropped to 5.9 percent in March and then
down to 5.6 percent in May and June 2006.

As for the rates on bank loans, average lending
rate evolved around 16 percent in the first and
second quarters of 2005/06, before declining
to 15 percent in the last quarter of the year,
consistent with deposit rates. The average
negotiated lending rate was maintained at
between 11 percent and 11.5 percent during the
period under review (Chart 3.5).

Financial Market Developments

The financial market in Tanzania which begun
operating in mid 1990s is still underdeveloped
with Treasury bills and bonds being the main
instruments traded. Major market participants
are commercial banks, institutional investors
such as pension funds and insurance companies,
private business entities and individuals.
Secondary market for the government securities
is dormant, hence leading to the lack of vibrancy
and competitiveness in the financial markets in
the country. Althoughbondshavebeenregistered
at the Dar es Salaam Stock exchange Market
for secondary trading purposes, transactions
in those bonds has been minimal. Most of the
Treasury bond holders are Institutional investors
(pension funds and insurance companies) that
tend to hold them to maturity.
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Treasury bills Market

During the year under review, TZS 2,334.7
billion worth of Treasury bills were offered
being and increase of 38.9 percent from the
amount offered during the previous year. The
market was generally over-subscribed during
the year, except during the first quarter. Demand
for Treasury bills increased by 50.8 percent
from TZS 2,208.1 billion in 2004/05. In a bid
to remove outlier bids, Treasury bills worth
TZS 2,117.5 billion were sold, which is slightly
lower than the amount offered by 9.3 percent.
Meanwhile, Treasury bills worth TZS 1,874.4

billion that fell due for redemption during the
year were honoured, thus providing the market
with liquidity for re-investment.

In terms of Treasury bills yields, a general
upward trend was observed in the first half
of the year following liquidity tightening
measures taken by the Bank of Tanzania.
However, beginning March 2006, interest rate
declined following the Bank of Tanzania policy
of reducing the minimum bidding amount for
Treasury bills from TZS 50 million to TZS 5
million (Chart 3.6).

The aim has been to encourage wider public

s




participation, and increase competition.

In terms of participation in the Treasury bills
market, commercial banks continued to hold
the lion’s share of the Treasury bills followed
by pension funds and insurance companies
(Chart 3.7).

However, the commercial banks share in
2005/06 registered a slight decline of 0.45
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contrast to the under-subscription of 53.1
percent experienced during 2004/05. The Bank
intervened sold Treasury bonds worth TZS 207
billion, and bought about TZS 9.0 billion at the
weighted average price off tender.

The share of pension funds in holdings of
treasury bonds declined from 47 percent in
2004/05 to 34.5 percent in the year under

Chart 3.7: Participants in the Treasury Bills Market during 2005/06
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percent when compared with position a year
earlier. Likewise, pension funds share decreased
by 2.04 percent from previous year level, while
insurance companies maintained the previous
year position. Other private entities including
individuals increased their market participation
by 2.5 percent. This shift is associated with
the lowering of threshold of minimum direct
participation in the market and increased public
awareness regarding government securities
market.

Treasury bonds Market

Transactions in the Treasury bonds market
increased by 24.2 percent from TZS 151.3
billion offered last year. The market experienced
over-subscription of about 19.6 percent in

‘a

review. The Bank of Tanzania holds the
second position accounting for 28.5 percent
of total treasury bonds. Meanwhile, deposit
money banks increased their share from 15.0
percent recorded in the previous year to 27.8
percent, while insurance companies and other
entities held about 0.2 percent and 9.0 percent,
respectively.

Treasury bonds yields rose across all maturities
reflecting high demand experienced during the
year. The yields on 2-year and 5-year Treasury
bond rose from an average of 12.3 percent and
11.7 percent in the year to June 2005 to 15.8
percent and 14.9 percent in the year to June
2006, respectively. Similarly, the yields of 7-
year and 10-year bonds rose from an average of
11.4 percentand 13.1 percentto 17.0 percent and
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18.1 percent in the same period, respectively

Table 3.1.

Repurchase Agreements (Repos)

Between July 2005 and June 2006, the Bank

The rise in repo transactions indicates an
increase in liquidity management requirements
during 2005/06. During the year under review,
weighted average repo rates ranged from 5.0
percent to 8.5 percent compared with the range
of'4.7 percent to 6.9 percent, during the previous

Table 3.1: General Performance of Government Securities Market

Billions of TZS
A: Treasury Bills
Description 2004/05 2005/06 % Change
Amount Offered 1,680.1 2,334.7 30.0
Amount Tendered 2,207.3 3,329.8 50.9
Sales (Cost Value) 1,687.1 2,117.5 25.5
B: Treasury Bonds
Description 2004/05 2005/06 % Change
Amount Offered 151.3 1,88.0 243
Amount Tendered 98.8 423.0 328.1
Sales (Cost Value) 91.2 207.0 127.0
Source: Bank of Tanzania

conducted repurchase agreement worth TZS year (Table 3.2).

537.1 billion to complement mopping up efforts.
This level represents an increase of 7.3 percent

over the TZS 500.4 billion traded

in 2004/05.

Table 3.2: Repo Rates Range

Tenure Repo R ate

2004/05 2005/06
1 day 4.7 -5.5 5
2 days 5.5 -
3 days 50-6.5 55-75
4 days - 5.5
6 days - 5.0-8.0
7 days 50-6.5 50-7.0
8 days - 7
9 days 5.0-69 -
10 days - 8
11 days - 6.0 -7.8
13 days - 7.8
14 days - 6.0 -8.5

Source : Bank of Tanzania, 2006

-




Interbank Cash Market

Total inter-bank cash market transactions during
the year under review amounted to TZS 3,206.9
billion compared with TZS 2,198.4 billion
transacted in the previous year. Overnight
transactions amounted to TZS 2,383.5 billion
accounting for 74.3 percent of total transactions
and higher by 87.2 percent when compared
to overnight transactions conducted during
the previous year. Interest rates on overnight
transactions rose slightly from an average of 5.7
percent in 2004/05 to 6.0 percent in 2005/06,
while the overall rate increased from 6.1 percent
to 8.5 percent in the same period reflecting the
liquidity needs by some commercial banks.

Inter-bank Foreign Exchange Market

The Bank of Tanzania continued to exercise
a floating exchange rate policy with limited
interventions to align exchange rate movements
with economic fundamentals. In addition, the
Bank conducted foreign exchange operations in
a manner that would facilitate the achievement
of the Government objective of attaining
official foreign reserve target of not less than
six months of imports of goods and services by

market, mainly due to increased importation of
oil for thermal power generation, generators,
construction and transport equipments and
food The total volume traded at the Inter-Bank
Foreign Exchange Market (IFEM) surged to
USD 967.61 million in 2005/06, an increase
of 22.1 percent from the level recorded in the
previous year (Table 3.3). The demand was in
excess of supply of foreign exchange by the
private sector. As a result, the Bank of Tanzania
had to meet the demand by selling USD 408
million on net basis, which was more than
twice the amount sold in 2004/05. Despite the
sale of foreign exchange, gross foreign reserves
remained broadly in line with the target. Gross
foreign reserves increased from USD 1,967
million at the end of June 2005 to USD 1,995
million at the end of June 2006. This level of
reserves is estimated to cover about 5 months
of import of goods and services.

As a result of excessive demand for foreign
exchange, the Shilling depreciated against the

Table 3.3: Foreign Exchange Market Developments

Millions of USD
Item 2004/05 2005/06 % Chan ge
IFEM
Amount offered 792.18 967.608 22.1
Amount sold 792.18 969.608 22.3
Exchange rate (Tanzania Shilling per US dollar) 1,126.3 1,253.1 11.3
Bureaude Change
Sales 383.10 416.05 8.60
Purchase 378.78 410.40 8.35
Volume of T ransactions 761.88 826.45 8.48

Source: Bank of Tanzania
end June 2006.

During 2005/06, a sharp increase was recorded
in the demand for foreign exchange in the
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US dollar at a faster rate than in the previous
year. For the most part of the first half of the
year under review, there was a gradual nominal
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depreciation, from a period average exchange
rate of TZS 1,129.2 per US dollar in June 2005
to TZS 1,168.8 per US dollar in December
2005. From January to June 2006, the Shilling
depreciated faster, reaching an average of
TZS 1,253.7 per US dollar in June, which is
equivalent to a nominal depreciation of about
7.3 percent from December 2005.

To a large extent, the depreciation of the
Shilling was due to increased demand for
foreign exchange to finance imports of fuel for
thermal power generation and food following
drought particularly during the second and third
quarters of the year under review. Also, the hike
in oil prices in the world market pushed up the
import bill, thus contributing to the increase in
demand for foreign exchange.

Bureau de Change Operations

The total volume of transactions conducted by
bureau de change system rose by 8.5 percent
to USD 826.5 million, mainly due to rise in
both foreign exchange outflows and inflows.
The noticeable increase in the outflows resulted
from the surge in foreign exchange payments
for education, business and medical expenses.
On the other hand, the increase in inflows was
partly due to therise in foreign exchange receipts
from tourism and merchandize exports.

Policy Direction and Challenges for 2006/07

Substantial progress has been made in
maintaining macroeconomic stability. To
consolidate these achievements, the Bank of
Tanzania will be quite prudent in the conduct
of monetary policy so as to achieve the broader
macroeconomic objectives set for 2006/07.
However, the challenges ahead are significant
and call for concerted efforts in the formulation
and implementation of prudent fiscal and
monetary policies. The expected increase in
foreign exchange inflow in the context of a low
absorptive capacity of the economy coupled
with inflationary pressures emanating mainly
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from hiking oil prices in the world market, and
an increase in government expenditure, calls
for increased vigilance in monetary policy.
Similarly, the lagging behind of reforms in
legal and judicial infrastructure have hindered
access to credit and other competitive financial
services to a wider population. As part of efforts
to improve access to credit, the causes of the
wide interest rate spread are to be addressed
under the second-generation financial sector
reforms so that financial intermediation is
improved and credit flow to the productive
sectors of the economy is enhanced.
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Overall Balance

During 2005/06, the Tanzania’s balance of
payments recorded a deterioration as the surplus
narrowed to USD 47.3 million from a surplus
of USD 129.0 million in the previous year. This
was mainly attributed to a surge in imports of
goods and services that outweighed the impact
of the modest increase in exports. Subsequently,
the current account balance worsened to a deficit
of USD 1,222.3 million from a deficit of USD
604.0 million recorded in 2004/05.

At the end of June 2006 the stock of gross
international reserves stood at USD 1,994.9

Goods Exports

During the year ending June 2006, total goods
exports went up by 8.9 percent to USD 1,736.1
million due to the increase in both traditional
and non-traditional exports. Traditional exports
increased to USD 356.3 million compared to
USD 327.3 million in the previous year mainly
on account of improved export performance of
cotton, tobacco and cloves.

This development was largely attributed
to the increase in export unit prices and
volumes. While the rise in export volume of
cotton largely emanated from timely usage of
agricultural inputs, improvement in the volume

million from USD 1.968.6 million recorded at
the end of June 2005. The level of reserves was
enough to cover about 5 months of imports of
goods and services compared with 6.1 months
of imports at the end of the previous year.

Ju

of cloves was due to cyclical behaviour where
every bumper harvest is realized after about
two years. The increase in export value of
tobacco was mainly attributed to a significant
increase in export unit price while the exported
volumes recorded a decline during the period
under review. Likewise, tea and coffee recorded
improvement in export unit prices consistent
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with the movement in the world market
prices. Both tea and coffee recorded a surge
in the prices following a decline in the global
supply amid unfavourable weather conditions
in East Africa and Vietnam, respectively. On
the other hand, the drop in export volumes
of coffee and tea was largely attributed to the
drought that hit the country in 2005/06, which
adversely affected production levels and hence
exports volumes of the two crops. It is worth
noting that the value of traditional exports
remained low compared with a peak of USD
407.8 million realized in 1995/96. As a result,
the share of traditional exports to total exports
declined from 57.6 percent recorded in 1995/96
to about 20.5 percent in the review period. The
deterioration was partly due to low quality
of cash crops following liberalization of the
agricultural marketing agency responsible for
overseeing the quality of crops. In order to

improve on quality and quantity of traditional
crops, the Government continues to subsidize
the cost of transporting fertilizers. Moreover,
the Government has also reduced multiple taxes
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on the agricultural products. Europe and Asia
continued to be the major markets for traditional
exports from Tanzania during the period.

Non-traditional exports increased by 8.9
percent to USD 1,379.8 million during the year
ending June 2006 owing to an improvement
in  manufactured exports, minerals, re-
exports and other exports category. The
improved performance of manufactured goods
exports is largely attributed to the growth
of the manufacturing sector and successful
implementation of the investment policy
reforms in Tanzania. In addition, there has been
some political stability in the neighbouring
countries such as Burundi, Rwanda and the
Democratic Republic of Congo (DRC) where to
most of the manufactured goods are exported.
The manufactured goods that are exported from
Tanzania include textile apparels, iron and
steel, and plastic articles. Mineral exports, gold
in particular continued to dominate the non-
traditional exports category by accounting for
nearly 50 percent of non-traditional exports.




The increase in gold exports is attributed to
increase in the world Market price of gold.
The annual average price of gold increased
from USD 422.4 per troy ounce in the previous
year to USD 539.7 per troy ounce following
global security concerns. On the other hand, the
volume of exported gold from major mining
companies dropped by 8.8 percent to 44.6 tons
in 2005/06 as a result of a decline in the volume
that is extracted. Gold from Tanzania is mostly
exported to the United Kingdom. Other exports
that mainly consist of edible vegetable oils and
oil seeds increased to USD 163.5 million, in line
with increase in production of the commodities
during the review period. Chart 4.3 depicts the
performance of merchandise exports for the
year ending June 2006.

Goods Imports

During the year ending June 2006, Tanzania’s
goods import bill went up by 25.8 percent to
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USD 3,436.6 million following the increase
in importation of capital, intermediate and
consumer goods. Much of the increase was
recorded in the intermediate goods category
which went up by 34.3 percent to USD 1,361.2
million largely on account of the increase in
importation of oil and industrial raw materials.
The fast growth in oil imports is largely
explained by the persistent increase in oil prices
in the world market. During the period, the
price of refined oil (white petroleum products)
increased from an average of USD 550.6 per
ton in July 2005 to an average of USD 673.7
per ton in June 2006. Likewise, the volume
of oil imports increased from 1,553,235 tons
imported last year to 1,619,817 tons. While the
surge in oil prices in the world largely emanated
from the increase in oil demand particularly in
USA, India and China coupled with supply
disruptions in the Middle East, Nigeria and

Iran, the increase in imported volumes was
for thermal power generation and for running
generators to compensate for the decline in
hydropower generation caused by drought. On
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the other hand, the surge in imports of industrial
raw materials is partly associated with a growth
of the manufacturing sector in the country.
The manufacturing sector grew by 9.0 percent
in 2005 compared to the rate of 8.6 percent in
2004.

During the year ending June 2006, capital goods
imports increased to USD 1,259.2 million
from USD 973.2 million in the previous year
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the droughts that hit the country in the first half
0f2005/06. Much of the increase was registered
inimportation of maize, where a total of 228,495
tons valued at USD 42.4 million were imported
compared to a total of 7,333 tons worth USD
2.3 million imported during the year to June
2005. On the other hand, the increase in other
consumer goods was mainly driven by a rise in
importation of pharmaceutical products, books
and plastic articles (Chart 4.4)

mainly due to a surge in imports of transport
equipment, building and construction, and
machinery imports. The expansion of activities
in the construction sector is largely attributed
to the increase in importation of building and
construction items such as ceramic products,
iron and steel articles. Machinery imports
that accounted for about 48.0 percent of total
capital goods imports were mainly directed to
the mining, communication and manufacturing
sectors.

Likewise, consumer goods imports increased
by 9.5 percent to USD 816.1 million following
a rise in imports of food and foodstuft as well
as other consumer goods. The increase in food
imports was associated with food deficit amid

S e
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Services Account

During the year ending June 2006, the surplus
in the services account decreased marginally
from USD 115.0 million that was recorded in
the previous period to a surplus of USD 111.4
million. The decline in surplus was attributed
to a substantial increase in freight payments in
line with the increase in merchandise imports
during the review period.

The increase in service receipts to USD 1,355.7
million emanated from travel (tourism) and
transportation activities. The improvement in
travel receipts was largely attributed to efforts
by the Government and other stakeholders




in promoting Tanzania as a unique and safe
destination. The major source markets for
tourists to Tanzania are the United Kingdom,
United States of America and Italy. The
tourists are mainly attracted by natural and
cultural resources. These include the highest
freestanding mountain in the world (Mount
Kilimanjaro), the famous Ngorongoro Crater,
the attractive beaches and the historical sites
in Bagamoyo and Zanzibar. However, in order
to enhance tourist earnings, improvement in
infrastructure (e.g airports and roads) and
customer service is necessary. During the
period under review, transportation receipts
rose significantly from USD 199.2 million in
2004/05 to 283.3 following improved services
at the Dar-es-salaam port that has led to increase
in transit cargo to and from the neighbouring
countries.

On the other hand, services payments increased
by 11 percent to USD 1,244.3 million during
the review period, largely on account of the
increase in payments for construction, freight
charges, travel and insurance services. While
the increase in freight payments is in line with
the increase in merchandise imports, the surge
in insurance payments is partly due to the
increase in Foreign Direct Investment (FDIs),
which resulted into the growth of re-insurance
activity. The rise in construction payments
is largely associated with the expansion in
construction activities in the economy.

Income Account

During the review period, the deficit in the
income account narrowed marginally to USD
196.4 million from USD 201.0 million, largely
due to a fall in service payments, particularly
compensation to employees. On the other hand,
income receipts mainly interest receipts from
foreign assets abroad declined from USD 82.9
million during 2004/05 to USD 72.2 million
partly due to slow down in accumulation of

S

foreign reserve assets.

Current and Capital Transfers

During the year ending June 2006, the official
current transfers declined to USD 504.2 million
compared to USD 596.1 million in the previous
year largely due to a shortfall in disbursements
of program assistance under the Poverty
Reduction Budget Support (PRBS). Conversely,
project capital transfers recorded an increase
of more than two folds reaching USD 364.3
million as development partners increased
their support in development projects such as
road construction. During the same period, the
country received a debt cancellation amounting
to USD 338 million under the Multilateral Debt
Relief Initiative (MDRI) by the IMF.

Financial Account

The financial account surplus decreased
considerably to USD 382.1 million from
USD 516.7 million in the previous year.
The development is mainly attributed to the
increase in commercial bank’s currency and
deposits assets to the tune of USD 210.2
million compared to a decline of USD 35.5
million that was recorded during the preceding
year. The increase is partly associated with new
innovation by the commercial banks including
having internationally accepted VISA cards that
necessitate banks to maintain huge balances
with correspondent foreign banks.

World Commodity Prices

During the year ending June 2006, the world
market prices for most of the traditional
commodities increased except for the price

of sisal, which remained unchanged (Table

4). The prices of coffee (Robusta) and
(Arabica) surged to USD 1.3 per kg and USD
2.4 per kg respectively, largely on account of
higher demand for coffee in Spain, Germany,
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United States and Japan coupled with supply
constraints. The decline in supply was largely
attributable to hurricanes that hit the growing
regions of Central America. Moreover, there
was unfavourable weather condition in Vietnam.
Similarly, the prices of tea (Mombasa Auction)
and (Average Actions) went up to USD 1.8
per kg, following a decline in supply amid bad
weather conditions in East Africa. The increase
in tea demand from India also added an upward
pressure on the price of tea.

During the review period, the average price of
cotton and cloves rose (See Table 4). The rise
in cotton prices was on account of unfavourable
weather conditions that raised expectations of
reduced supply of cotton in the world market.
The rise in cloves price largely emanated
from strong demand from cigarette industry in
Indonesia. In addition, there was unfavourable
weather condition in Indonesia, Sri-lanka and
Madagascar that raised concern over possibility
of decline in future supply. Meanwhile, the

price of sisal remained stable at USD 885.0 per
metric ton, as per the recommendations by FAO
Committee in 2004 that the indicative prices for
the East Africa UG fibre should range between
USD 840 and USD 900 per ton.

On the other hand, the price of crude oil Dubai
(f.o.b) and (UK Brent) rose significantly to
USD 61.5 per barrel and USD 57.6 per barrel,
respectively. Similarly, white products, which
mainly consist of jet/kerosine and premium
gasoline surged to USD 595.1 per ton.
The rise in oil prices was largely due to the

decline in the U.S oil inventories coupled with
geopolitical tensions in the Middle East and civil
unrest in Nigeria. Regarding gold, the price
increased notably to USD 539.7 per troy ounce
largely driven by a surge in demand as investors
diversified from investing in stocks, bonds and
currencies because of global insecurity. As aresult,
the demand for gold as an alternative investment
increased and this pushed up the price of gold.

Table 4: World Commodity Prices

%

Commodity
UNITS 2002/03  2003/04  2004/05  2005/06 Change

Robusta Coffee USD per kg 0.78 0.81 0.92 1.25 35.87
Arabica Coffee USD per kg 1.39 1.56 2.29 243 6.11
Tea (Average price) USD per kg 1.51 1.59 1.70 1.76 3.53
Tea (Mombasa auction) USD per kg 1.50 1.58 1.50 1.78 18.67
Cotton, " A Index" USD per kg 1.20 1.53 1.18 1.25 5.93
Cotton, Memphis" USD per kg 1.13 1.58 1.23 1.32 7.32
Sisal (UG) USD per metric ton 656.25 786.25 885.00 885.00 0.00
Cloves USD per metric ton 2,509.72  2,166.63 3,290.75  3,590.28 9.10
Crude oil* USD per barrel 27.86 31.37 45.06 61.47 36.42
Crude oil** USD per barrel 25.88 29.04 40.20 57.64 43.38
White products®** USD per ton 251.87 310.41 450.09 595.12 32.22

Jet/Kerosine USD per ton 614.75

Premium Gasoline USD per ton 613.77

Heat Oil USD per ton 560.33
Gold USD per troy ounce 333.93 389.21 422.42 539.69 27.76
Note: * Average of U. K. Brent, Dubai and West Texas Intl.

** f.0.b. Dubai

***Average of Premium gasoline, Gas oil and Jet/Kerosine, f.0. b. West Mediterranean

Source: Bank of Tanzania
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Overview

National debt stock (domestic and external debt)
as at the end of June 2006 stood at USD 9,635.4
million out of which USD 8,229.5 million
(or 85.4 percent) was external debt and USD
1,405.9 million (or 14.6 percent) was domestic
debt. The total national debt increased by 6.0
percent from USD 9,087.5 million recorded as
at end June 2005. However, the ratio of debt-to-
GDP decreased from 80.4 percent in 2004/05 to
69.6 percent in 2005/06 (Chart 5.1).

restructuring worth USD 112.1 million and
USD 112.1 million respectively.

During the year under review, the International
Monetary Fund (IMF) cancelled debt worth USD
338 million under the Multilateral Debt Relief
Initiative (MDRI) being 100 percent of the debt
owed by Tanzania as at end of December 2004
and which remained outstanding up to the end
of December 2005.

Total debt relief received from multilateral
institutions under the HIPC debt relief initiative
during 2005/06 amounted to USD 68.5 million.
Canada also offered an additional debt relief
by canceling debt worth USD 9 million. On
the other hand, the Government concluded
bilateral agreements in the framework of HIPC
Initiative with the Governments of Libya and
Hungary leading to total debt cancellations and

Ja

External Debt

Committed External Debt

Committed external debt, as at June 30, 2006
stood at USD 8,638.9 million out of which,
disbursed outstanding debt (DOD) was USD
6,971.1 million and committed undisbursed
debt was USD 1,667.7 million. The committed
external debt increased by 3.5 percent from
USD 8,345.1 million registered at the end of
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June 2005. The DOD increased by 2.5 percent
from USD 6,799.5 million registered at the end
of June 2005 to USD 6,971.1 million as at the
end of June 2006.

External Debt Stock

External debt stock as at end of June 2006
stood at USD 8,229.5 million, out of which
principal and interest arrears were USD 1,116.4

op 1o

percent, 21.4 percent, 6.9 percent and 4.0
percent respectively. The higher proportional
of multilateral debt over time is attributed to
government policy of borrowing concessional
loans, which are mainly offered by concessional
windows of multilateral institutions mainly
International Development Association (IDA)
and Africa Development Fund (ADF) (Chart
5.2). Meanwhile the share of bilateral debt has
declined steadily due to cancellations under

million and USD 1,258.3 million, respectively.
The debt stock increased by 1.2 percent when
compared to USD 8,134.8 million registered at
the end of June 2005, despite the debt relief, due
to new borrowing mainly from concessional
multilateral sources. On the other hand,
exchange rates fluctuations and accumulation
of interest arrears on non Paris Club Bilateral
and Commercial debts has also contributed to
the increase in the debt stock.

Disbursed Outstanding Debt

Classification of DOD by creditor category
indicates that multilateral, bilateral, commercial
debt and export credits accounted for 67.7

L
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various debt relief initiatives.

Analysis of DOD by borrower category shows
that the share of Central Government debt
remained higher at 85.7 percent. The shares of
private and parastatal companies’ debts were
8.0 percent and 6.3 percent respectively (Chart
5.3).

Analysis of outstanding debt by use of funds
shows that 20 percent was in form of Balance
of Payments Support while Transport &
Telecommunications accounted for 15.6
percent. Agriculture had 15.1 percent followed
by Energy & Mining that accouted for 13.7
percent. Social Welfare & Education, Industries,
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Finance and Insurance and Tourism held 9.3 Loans Contracts and Disbursements

percent, 5.9 percent, 1.4 percent and 1.2 percent
respectively. The remaining 15.4 percent of debt New loans contracted and recorded during

the year under review amounted to USD 56.3

was for other activities (Chart 5. 4).
million, out of which USD 38.5 million (or 68.4
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percent) was contracted by the Government.
Private companies contracted the remaining
amount, equivalent to 31.6 percent. Most of
loans contracted by the Government originated
from multilateral institutions while those of
the private companies came from various
sources. During the period under review
total disbursements amounted to USD 142.0
millions, out of which USD 116.4 million went
to Government and USD 25.7 million to private
companies.

External Debt Service Payments

Actual debt service payment during the year
2005/6 amounted to USD 90.3 million which
represents 24.2 percent of USD 373.6 million
scheduled for payment. Lower debt service
payments were attributed to flow of debt relief
offered by multilateral institutions and non-
servicing of non Paris Club bilateral loans. The
period 1995/96 through 2005/06 witnessed
actual debt service payments significantly
lower than the scheduled payments due to debt
relief and accumulation of arrears. External debt
service as a percentage of exports decreased
slightly from 4.5 percent recorded in 2004/05
to 3.0 percent in 2005/06 (Chart 5.5).
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Enhanced Highly Indebted Poor
Countries (HIPC) Initiative

Debt Relief from Multilateral Institutions

Multilateral creditorsincluding, the International
Development Association (IDA), African
Development Fund (ADF), International
Monetary Fund (IMF), International Fund for
Agricultural Development (IFAD), European
Investment Bank (EIB), Nordic Trust Fund
(NORTF) and Nordic Development Fund
(NODF), have been offering debt relief in form
of debt service reduction since 1999/00. As at
end June 2006, total relief received had reached
USD 438.24 million, out of which USD 68.54
million (or 15.7 percent) was received during
the period under review (Table 5.1).

Bilateral Paris Club Debt Relief

By June 2006 Tanzania had concluded bilateral
agreements with twelve Paris Club creditors,
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Table 5.1: HIPC Debt Relief from Multilateral Institution

Millions of USD

1999/00  2000/01 2001/02 2002/03  2003/04 2004/05 2005/06  TOTAL
IDA 9.12 39.78 41.24 43.45 47.79 47.74 48.53 277.65
AfDB 4.51 9.63 - 8.02 10.00 9.99 9.87 52.02
IMF 6.33 17.55 23.36 7.23 11.10 10.72 4.44 80.73
IFAD - - 0.53 1.34 0.82 1.43 1.47 5.59
NORTF - - - 2.61 1.51 2.83 - 6.95
NODF - - - - - 0.24 0.30 0.54
EIB - - - - 0.24 9.29 3.92 13.45
EADB* - - - - - 1.30 - 1.30
TOTAL 19.96 66.96 65.13 62.65 71.46 83.54 68.54 438.24

Source: Bank of Tanzania * Stock Debt cancellation

namely United States of America, United
Kingdom, Netherlands, Canada, Austria, Italy,
Belgium, France, Norway, Germany, Japan and
Russia. The amount of debt relief realized from
these creditors reached USD 867.6 million,
approximately 86.8 percent of the expected debt
relief (USD 1.1 billion) from these creditors
(Table 5.2).

Non - Paris Club Bilateral Debt Relief

During the year under review Tanzania

Governments of Libya and Hungary leading to
cancellation of debt worth USD 101.7 million
and USD 10.4 million, respectively. These
creditors restructured the same amounts into
Treasury bonds. By end of June 2006, the
cumulative debt relief received from non-Paris
Club bilateral creditors amounted to USD 184.6
million, which represent about 68.5 percent
of the expected debt relief from them which
amounts to USD 270 million.

concluded  bilateral  agreements  with The non-Paris Club Creditors namely Bulgaria,
India, Kuwait, Libya and Hungary have offered
debt relief in line with the HIPC framework
Table 5.2: Status of Paris Club VII Implementation - 2005/06
CREDITOR AMOUNT CANCELLED REMARKS
Austria 31,288,564.74 Beyond HIPC
Belgium 74,294,335.05 Up to 9 0% Cancellation
Canada 40,066,028.05 Beyond HIPC
France 89,948,544.76 Beyond HIPC
Germany 60,850,832.07 Beyond HIPC
Italy 132,000,000.00 Beyond HIPC
Norway 11,055,493.09 Beyond HIPC
The Netherlands 99,105,877.39 Beyond HIPC
United Kingdom 129,220,781.49 Beyond HIPC
United States 21,330,000.00 Beyond HIPC
Russia 69,569,474.03 Up to 9 0% Cancellation
Japan 108,900,452.41 Partial R elief
Brazil - Not Y et

867,630,383.08

Source: Bank of Tanzania
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by canceling their debts while Kuwait has
rescheduled her debts amounting to USD
31.8 million which translates into 90 percent
cancellation of the debt in NPV terms. China
offered debt relief outside the HIPC framework
by canceling debts worth USD 37.7 million.
Dialogue is continuing with the remaining non
Paris Club creditors to offer debt relief under
HIPC Initiative (Table 5.3).

the end of December 2004 and that remained
outstanding until end of December 2005.

Though the ADF implementation date under
the MDRI was January 2006, actual delivery is
expected retroactively in September 2006. Debt
relief from ADF will amount to USD 640 million.
The IDA fixed its cut-off date on December 31,
2003 and the implementation date to July 1,
2006, which will translate into cancellation of
debts worth USD 2,804 million.

Table 5.3: Debt Relief from Non - PC Bilateral Creditors

Creditor Amount in Millions of USD
Cancelled Rescheduled

Bulgaria 15.1 15.1
India 19.7 0
Kuwait 0 31.8
China 37.7 0
Libya 101.7 101.7
Hungary 10.4 10.4
Total 184.6 159.0

Source: Bank of Tanzania

The Multilateral Debt Relief Initiative
(MDRI)

Tanzania is one of the countries benefiting
from the Multilateral Debt Relief Initiative,
which envisages 100 percent debt cancellation
of HIPCs outstanding debt to the International
Monetary  Fund  (IMF),  International
Development Association (IDA) and African
Development Fund (ADF). Total debt relief
under the initiative amounts to USD 3,782
million. The IMF cancelled its debt worth USD
338 million (equivalent to USD 297 million)
excluding the remaining assistance under the
enhanced HIPC Initiative effective January
2006, being 100 percent of debt outstanding at

s
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Domestic Debt

Domestic debt stock

Domestic debt stock stood at TZS 1,761.7
billion as at end June 2006, which represent
an increase of 64.2 percent from TZS 1,072.9
billion recorded at end June 2005. Out of total
debt stock, government securities accounted for
99.1 percent.

During the period under review, Government
securities increased by 65.2 percent from TZS
1,056.5 billion recorded at the end of June
2005 to TZS 1,745.1 billion. Treasury bills and




Government stocks increased by 129.9 percent
and 53.0 percent, respectively. Likewise
Government bonds increased by 40.1 percent
during the year. The level of other government
debts remained the same at TZS 16.5 billion as
was at the end of June 2005.

Domestic Debt by Instruments

The government securities and tax certificates
together accounted for 99.1 percent of total
domestic debt out of which; Government
bonds, Treasury bills and Government stocks
and Tax certificates accounted for 52.5 percent,
36.3 percent and 10.2 percent of total domestic
debt, respectively. The remaining 0.9 percent
comprised of other Government debts (See
Chart S. 6).
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Domestic Debt by Creditor Category

Analysis of domestic debt by creditor category
indicates thatdepositmoney banks (DMBs) were
leading creditors by holding 45.9 percent of total
domestic debt stock, followed by pension funds,
which were holding 24.5 percent. The Bank of
Tanzania was the third holding 18.0 percent
followed by other official entities, which held
6.1 percent. Insurance companies, non-bank
financial institutions, BoT Special Fund and
other private entities were holding 2.6 percent,
1.9 percent, 0.8 percent and 0.2 percent of total
domestic debt respectively (Chart 5.7).

:
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Domestic Debt Service Payments

TZS 1,092.6 billion being a sum of principal
and interest fell due for payment and was paid,
which represents an increase of 132.4 percent

as compared to TZS 470.2 billion recorded
during the year ending June 2005. Out of the
total amount that fell due, TZS 137.3 billion
were interest payments which was paid out of

government revenue while TZS 955.3 billion
being principal was rolled over (Chart 5.8).
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Overview

During 2005 the Zanzibar economy maintained
a positive, albeit slightly reduced, growth

rate, growing at 5.6 percent compared to 6.5
percent in 2004. This is largely attributed to
unfavourable weather, which affected the
performance of agricultural sector. The situation
was exacerbated by the impact of persistent
rise of fuel prices coupled with declining world
prices of cloves exports (See Chart 6.1)

the services sector to an average of over 50.0
percent of the GDP between 2001 and 2004.
During 2005 the services sector registered the
highest growth rate compared to other sectors.
The relatively robust growth was mainly
attributed to increased business operations and
investment in trade, hotels, restaurants and
communications that account for 23.8 percent
of the total services sector (See Chart 6.2).

Per capita income, recorded an improvement
from USD 303 in 2004 to USD 327.0 in 2005
being a 7.9 percent increase.

Review of Sectoral Developments

The structure of the Zanzibar economy has been
changing in favour of services in the past four
years, evidenced by increasing contribution of

54

Value added in hotels and restaurants, registered
a remarkable real growth rate of 40 percent
compared with 11.5 percent recoded in 2004,
following concerted promotional efforts of the
Zanzibar Tourism Commission, coupled with

increased investment in tourist hotels. Tourist
standard hotels rose from 155 hotels in 2000
to a total of 224 hotels in 2005. The increase
was in tandem with improved infrastructures
such as road network, utilization of modern
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Chart 6.2:Activity Distribution of GDP in 2005 (at 2001 Prices)

Others

communications
8%

Trade & repairs
9%

Taxes on products
13%

18%

communication network especially mobile
phones and internet. Number of tourists
increased to 125,443 in 2005 compared with
89,695 registered in 2004. Revenue from
tourism activities increased by 32.7 percent
from TZS 8,270 million collected in 2004 to
TZS 10,970 million in 2005.

Transport and communication also registered
a high growth of 30.1 percent compared to
6.9 percent in 2004. The good performance in
transport and communication is attributed to
government’s efforts coupled with development
partners’ support to build infrastructures such
as roads and for rehabilitation of Zanzibar port
and communication networks. The improved
facilities led to an increase in cargo handling
at the Zanzibar port from 379,105 tons in 2002
to 504,651 tons in 2005 and at the airport cargo
increased from 44 tons in 2002 to 116 tons in
2005.

The contribution of agricultural sector stood at
23.3 percent during 2005, employing over 65.0
percent of the labour force and contributing
around 25.0 percent ofthe total foreign exchange
earnings, mainly from cloves and seaweed.
During 2005, growth of the agricultural sector,
slowed down to 2.4 percent compared to a
rate of 2.8 percent achieved in the previous

Transport & 7%
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Agriculture,
22%

Construction
6%
Education
6%
Hotels &

Manufacturing
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year. The main reason for the decline was a
long spell of drought that persisted during most
of 2004/05, which culminated into low food
production particularly in the coastal areas of
Unguja and Pemba. Crops sub sector, which
accounts for about 70 percent of agricultural
sector, was most affected due to lack of large-
scale irrigation schemes. Another factor for
the decline in growth in the sector was low
productivity brought about by limited utilization
of better and efficient farming methods
and equipment, fertilizer, insecticides and
pesticides. Despite the low overall performance
in the agricultural sector, the fishing sub-sector
achieved a higher growth rate of 6.3 percent in
2005 compared to 4.8 percent in 2004 due to
increased fishing productivity as a response to
government facilitation by providing fishing
gears to fishermen.

Clove purchases declined by 20.3 percent to
3,266.7 tons in 2005. Cloves have showed a
persistent declining trend since 2002 largely on
account of aging of clove trees and insufficient
rainfall. Procurement of seaweed increased
modestly by 2.5 percent to 7,361.8 tons in 2005
while production and procurement of copra and
chilies were substantially low during the year
under review (See Table 6.1).




Table 6.1: Zanzibar Traditional Crop Procurement

Quantity in Tons

%
Crop 2001 2002 2003 2004 2005 Change
Cloves 2,061.9 5,959.7 5,218.8 4,097.6 3,266.7 -20.3
Copra 254.6 - - - 711.0 -
Chilies 0.4 0.0 0.0 - - -
Clove Stem 323.5 187.3 496.6 476.0 350.6 -26.4
Seaweed 8,117.0 9,090.7 9,260.8 7,184.4 7,361.8 2.5
Total 10,757.4 15,237.7 14,976.2 11,758.0 11,690.0

Source: Zanzibar State Trading Corporation (ZSTC).

Over the last four years on average manufacturing
activity contributed 5.3 percent of the GDP. In
2005 manufacturing improved by registering a
modest growth of 2.4 percent from a negative
growth of 5.1 percent registered in the previous
year. Share of manufacturing to GDP declined
slightly from 5.0 percent in 2004 to 4.9 percent
in 2005. The dominant activities include
beverages (mineral water and juice), bakeries,
flour milling, soap and detergents, garments
and milk and coconut oil.

The real growth of construction sector slumped
from 37.6 percent registered in 2004 down to 8.8
percent during 2005 mainly due to temporary
suspension of some of major construction
projects such as port rehabilitation. However,
the share construction to total GDP increased
from 6.0 percent attained in the previous year
to 6.2 percent.

Real growth of electricity and water supply
sub sector increased from 6.0 percent in 2004
to 7.6 percent in 2005 on account of reliable
availability of electricity distribution from
Tanzania Mainland. During 2005 electricity
distribution increased by 19.2 percent to 105.3
million kWh from 88.3 million kWh produced
in 2004. The consistent annual increase in
electricity distribution is attributed to increasing
economic activities which culminated into a
rise in demand for more kilowatt hours (kWh)
of electricity in all categorizes of users except
small industry category. Zanzibar has abundant
water resources for industrial and household
use on account of government’s efforts made
to ensure adequate water supply to meet the
national demand. Water supply improved due to
start up of new projects with support of donors
(See Table 6.2).
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Table 6.2: Quantity of Electricity Distribution (National Grid) kWh 000¢

Industries 2001 2002 2003 2004 2005
Commercial 12,514 17,004 17,778 13,701 16,450
Domestic 39,119 39,888 48,126 48,815 54,083
Large Industry 10,454 15,929 15,326 18,968 27,072
Medium Industry 1,485 1,781 4,518 5,518 6,529
Small Industry 385 219 738 902 733
Street Lights 380 457 379 420 447
Total 64,337 75,278 86,865 88,324 105,314
Note: kWh = kilowatt-hour.

Source: Zanzibar State Fuel and Power Corporation.
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Table 6.3: Proportion of People with Access to Safe and Clean Water

Region 2001 2002 2003 2004 2005
rban West 61 60 75 75 72
orth Unguja 12 11 75 71 80
outh Unguja 27 29 70 78 74
'orth Pemba 43 72 75 80 75
outh Pemba 57 72 75 80 75
nnual average 40 48.8 74 76.8 75.2

rce: Ministry of Water, Construction, Energy and Lands.

The ratio of gross capital formation to GDP Private sector investment concentrated in
increased from 13.8 percent in 2004 to 19.1 construction of tourist hotels while government
percent of GDP in 2005. The surge in capital with development partners’ support confined
formation was mainly attributed to increased its investments in both economic and social
investment in infrastructure-oriented projects infrastructures (Table 6.4).

by both private and government sectors.

Table 6.4: Capital Formation by Type of Asset

Millions of TZS
Year 2001 2002 2003 2004 2005p
A. Buildings
Residential 1,431.0 1,730.0 2,319.0 3,440.0 4,128.0
Rural Construction 1,266.0 1,530.0 2,051.0 3,043.0 3,641.0
Non Residential 4,532.0 5,502.0 7,273.0 10,797.0 12,905.0
Total Buildings 7,229.0 8,762.0 11,643.0 17,280.0 20,674.0
B. Other Works
Land Improvements 4,521.0 5,465.0 7,326.0 10,867.0 13,039.0
Roads, Bridges etc. 3,494.0 4,223.0 5,661.0 8,397.0 10,075.0
Total Others Works 8,015.0 9,688.0 12,987.0 19,264.0 23,114.0
C. Equipment
Transport Equipment 4,474 .0 4,521.0 12,062.0 8,822.0 10,030.0
Other Equipment 6,402.0 8,357.0 10,345.0 11,580.0 19,948.0
Total Equipment 10,876.0 12,878.0 22,407.0 20,402.0 29,978.0
D. Others:
Change in inventory 978.0 3,944.0 4,514.0 320.0 1,831.0
E. Capital Formation 27,098.0 35,272.0 51,551.0 57,266.0 75,597.0
Of which:
Subsistence 1,300.0 1,530.0 2,051.0 3,043.0 3,641.0
Monetary 25,800.0 33,742.0 40,472.0 53,583.0 72,016.0

Note. p = Provisional
Source: Office of the Chief Government Statistician
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Government Budgetary Operations
Overall performance

During the year under review the government
was faced with a challenge of increasing
government expenditure amidst declining
revenues. Measures were put in place to
enhance revenues by widening tax base and
reduce tax exemptions. In the expenditure front,
administrative mechanisms were strengthened
to ensure prudent expenditure management.
The budget management was effected within
the medium term expenditure framework
(MTEF) coupled with public expenditure
reviews (PER) and monthly allocations by
the ceiling committee. Revenue collections
in 2005/06 were projected to reach TZS 76.6
billion equivalent to 23.3 percent of GDP.

The overall fiscal performance during the
financial year 2005/06 registered a deficit of
TZS 50.3 billion, equivalent to 12.7 percent of
GDP. Total resource envelope amounted to TZS
68.6 billion or 17.3 percent of GDP while total
expenditure amounted to TZS 136.7 billion
representing 34.5 percent of GDP. The budget
deficit was financed from two sources; domestic
sources TZS 11.5 billion and foreign TZS 43.7
billion including amortization TZS 4.9 billion.

Revenue Performance

In an endeavor to enhance revenue collections
the government instituted the following

measures: Value Added Tax (VAT) to tourist
hotels was raised from USD 50.0 to USD 70.0;
stamping on all imported cigarettes to certify
payment of excise duty was introduced; and
the government also introduced special levy on
liquor and increased licence fees on vehicles.
Other measures included tax on second hand
consumer imports mainly household domestic
items and tax on iron scraps. In addition
environmental levy was introduced. However
most of these measures were not implemented
due to lack of legal facilitation.

Total revenue collection during the year
amounted to TZS 68.6 billion, being 89.6
percent of the targeted TZS 76.6 billion. The
underperformance was associated with decline
in taxable imports and slow down in trading
activities caused partly by rehabilitation
activities of Zanzibar port. Tax on imports
amounted to TZS 14.5 billion, much below
the target of TZS 22.6 billion due to decline in
taxable imports. VAT and excise duty (local)
was TZS 22.0 billion in line with the target.
Income tax collections summed to TZS 7.9
billion, slightly surpassing the target of TZS
7.2 billion due to enhanced tax collection
efforts. Collections from “other taxes” category
amounted to TZS 19.4 billion and were in line
with the target. In total, tax revenue accounted
for 92.9 percent government revenue in
2005/06. Non-tax collections amounted to TZS
4.9 billion, against the planned TZS 5.6 billion
but were above TZS 4.0 billion collected in the
previous year (Chart 6.3).

Chart 6.3: Zanzibar Government Revenue by Sources
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Expenditure

The government expenditures have been
on an increasing trend due to expansion of
development activities and persistent increase
in prices of goods and services. During 2005/06,
total government expenditure amounted to
TZS 136.7 billion, representing 88.5 percent
of the TZS 154.4 billion target. Although the
actual expenditure was less than planned it was
remarkably higher than the expenditure of TZS
75.6 billion in the preceding year. The shortfall
against the planned amount was on account of
insufficient resources. The ratio of expenditure
to GDP stood at 34.5 percent.

Recurrent expenditure amounted to TZS
91.2 billion accounting for 66.7 percent of

-

total expenditure. Out of the total recurrent
expenditure, 51.4 percent was salary payments
while other expenditures amounted to TZS
43.3 billion or 47.5 percent of the recurrent
expenditure. Other recurrent expenditures
were above the projected TZS 33.0 billion
due to increased government commitments.
Development expenditure amounted to TZS
45.5 billion accounting for 33.3 percent of total
expenditure.

Development expenditure amounted to TZS
45.4 billion, accounting for 69.0 percent of the
targeted TZS 65.8 billion. Local component
amounted to TZS 1.7 billion or 3.7 percent of
total development expenditure, while foreign
component amounted to 43.7 billion or 96.3
percent of the total. (Chart 6.4)




BANK OF TANZANIA

Zanzibar’s Macro-economic Objectives for 2006/2007
Box 6a: The 2006/07 Macroeconomic Objectives

*  To achieve a GDP growth rate of 6.2 percent in 2006.

*  To increase per capita income from TZS 369,000 to TZS 410,000

*  To reduce inflation rate to 8.5 percent in 2006 from 9.7 percent in 2005.
*  To raise Domestic Revenue to GDP ratio to reach 28.9 percent.

In order to achieve the above objectives the Government intends to pursue the following policies: -

»  Strengthen operation of the Zanzibar Investment Promotion Authority to attract more
credible investors.

*  Publicize and promote Zanzibar tourism

* Improve infrastructure developments especially on road construction and maintenance to
attract more investment opportunities.

Box 6b: The 2006/07 Budget Estimates
Revenue

During 2006/07, the Government of Zanzibar intends to collect TZS 83.2 billion out of which,
TZS 76.7 billion as tax revenue and TZS 6.5 billion from non-tax sources. In order to achieve
these targets the Government envisages undertaking below revenue measures:
»  Strengthen inspection and valuation on imported goods; especially motor vehicles,
petrol and petroleum products.
* Increase control over tax exemption.
*  Tax informal small traders basing on estimates.
* Include airport service charge in air tickets.
*  Undertake research on revenue from tourism sector
*  Improve VAT collection for goods produced in Tanzania Mainland by way of exempting
local trade levy.

Expenditure

During 2006/07 the Government will spend TZS 198.2 billion being 25.8 percent higher than the

level estimated in the previous year of TZS 157.5 billion and is equivalent to 68.9 percent of GDP.

Analysis of the projected expenditure is as follows:

*  Recurrent expenditure will amount to TZS 93.8 billion accounting for 47.3 percent of the
planned expenditure.

*  Development expenditure will amount to TZS 104.4 billion or 52.7 percent of envisaged
total expenditure.

Financing

During 2006/07, the Government financing will be sourced from

»  External sources - loans and grants amounting to TZS 124.8 billion; out of which TZS 29.2
billion for budgetary support.

*  Non-bank borrowing to the tune of TZS 6.8 billion.

5 Y
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Zanzibar Debt Developments

The Zanzibar public debt has been persistently
increasing from as low as TZS 99.9 billion
(USD 95.4 million) as at end June 2003 to TZS
188.3 billion (USD 167.2 million) as at end June
2005. Debt to GDP increased from 34.8 percent
GDP to 54.6 percent in the same period. The
external debt has been dominant, accounting
for 60.0 percent of the total debt since 2003.

Zanzibar public debt at the end of June 2006
stood at TZS 181.6 billion (USD 144.9 million),
registering a decline of 3.6 percent compared
with TZS 188.33 billion (USD 167.20 million)
recorded at the end of June 2005. The debt
to GDP declined to 45.9 percent at the end
of June 2006 from 54.6 percent as at end of
June 2005. The decline of Zanzibar debt was
mainly attributed to debt relief from the African
Development Bank. The external debt continued
to dominate the debt portfolio, amounting to
TZS 110.9 billion (USD 88.5 million), being
61.1 percent of the total debt stock.

Domestic Debt

During the year ending June 2006, domestic debt
increased to TZS 70.7 billion from TZS 68.1
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billion registered in the preceding year. The
increase was associated with increase in new
borrowing, accumulation domestic suppliers’
claims, claims due to gratuity payments,
pensioners and new government retirees.

Domestic Debt - By Creditor

Domestic debt by creditor shows that, ‘other
creditor’ category, that is claims from domestic
suppliers and pensioners amounted to TZS
38.2 billion accounting for 54.1 percent of the
total domestic debt. Union Government debt
stood at TZS 13.6 billion, representing 19.3
percent of total domestic debt. Zanzibar Social
Security Fund (ZSSF) debt increased to TZS 6.0
billion from TZS 2.2 billion of previous year
representing 8.5 percent of total domestic debt.
Zanzibar State Trading Corporation (ZSTC)
debt amounted to TZS 5.6 billion accounting
for 8.0 percent of total domestic debt. Debt due
to Zanzibar Port Authority (ZPA) amounted
to TZS 3.9 billion representing 5.6 percent of
total domestic debt. People’s Bank of Zanzibar
(PBZ) debt amounted to TZS 3.2 billion, having
droped from TZS 11.2 billion at the end of the
previous year due to debt reconciliation. The
PBZ debt accounted for 4.6 percent of total
domestic debt (Chart 6.5).
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Domestic Debt by Instruments

Domestic debt by instruments analysis shows
that debt in form of government loans amounted
to TZS 21.5 billion, representing 30.4 percent of
total domestic debt. Debt in form of other debt
instruments (outstanding advances, pensioners’
claims and supplier’s claims) amounted to TZS
19.1 billion, accounting for 27.0 percent of total
domestic debt. Government stocks amounted to
TZS 10.0 billion, accounting for 14.2 percent of
the total domestic debt. Debt in form of treasury
bonds and treasury bills amounted to TZS 12.9
billion and TZS 7.2 billion, accounting for 18.2
percent, and 10.2 percent of total domestic debt,
respectively.

Domestic Debt by Maturity

The analysis of domestic debt by maturity
indicates that, for the year that ended June
2006, debts with ‘undetermined maturity’
(pensioner’s  claims, supplier’s credits)
continued to be dominant, amounting to TZS
42 .3 billion and representing 59.8 percent of the
total domestic debt. Debt maturing in less than
a year amounted to TZS 18.0 billion accounting
for 25.5 percent of the total domestic debt. Debt
maturing between 2 to 5 years reached TZS
9.1 billion constituting 12.9 percent of total
domestic debt, while debt maturing within
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1 to 2 years accounted for 1.8 percent of the
total domestic debt, having declined to TZS 1.3
billion from TZS 7.5 billion recorded at the end
of June 2005.

External Debt

During 2005/06 external debt decreased to TZS
110.8 billion or USD 88.5 million from TZS
120.3 billion or USD 106.8 million recorded
in the year ending June 2005. The decline was
mainly attributed to debt relief from the African
Development Bank. The debt accounted for 28
percent of GDP. Out of the total external debt,
the sum of USD 71.0 million or 80.2 percent is
under Union Government guarantee.

External Debt by Creditor Category

Although the amount of debt owed to foreign
multilateral creditors declined from USD 62.6
million at the end of June 2005 due to debt relief
by the African Development Bank, the amount
remained dominant accounting for 64.8 percent
of the total external debt. Claims from bilateral
creditors increased to USD 4.7 million from
USD 4.5 million due to new loan from Chinese
government. Claims due to commercial and
export credit accounted for 16.7 percent, and
13.2 percent of total external debt respectively
(Chart 6.6).
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External Debt by Maturity

During the year ending June 2006, the
Zanzibar debt was dominated by debts
with maturity ofabove 20 years amounting
to USD 51.7 million and accounting for
58.4 percent of total external debt. Debts
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USD 6.8 million and USD 0.2 million or
7.7 percent and 0.2 percent respectively.
Disbursement to “Other” sectors declined
to USD 4.0 million from USD 6.0 million,
accounting for 4.5 percent of total external
debt (Chart 6.7).

maturing between 5 to 10 years amounted
to USD 29.8 million, accounting for 33.7
percent of total external debt while debts
with maturity of 10 to 20 years amounted
to USD 7.0 million, being 7.9 percent of
total external debt.

External Debt by Use of Funds

During the period ending June 2006,
Social Welfare and Education sector
had the largest share of debt amounting
to USD 25.8 million or 29.2 percent
of total disbursements. Transport and
telecommunications sectors had USD 18.0
million, accounting for 20.3 percent of the
total. Energy sector had USD 19.0 million
being 21.5 percent of total external debt.
Finance and Insurance sector held USD
14.7 million representing 16.7 percent
of total external debt. Agriculture and
industries held the lowest share, receiving

e

External Sector Developments

Overall Balance

The Zanzibar’s overall external sector
position analysis is confined to balance on
goods, services and income accounts but
excludes capital and financial accounts
which are yet to have comprehensive and
consistent statistics. The current account
(excluding transfers) has been registering
widening deficits fromas low as USD 21.8
million in 2002 up to USD 50.1 million
in 2005. Foreign receipts from services
over the same period have, on average,
dominanted export earnings accounting
for 73.6 percent of the total.

During the year ending June 2006, current
account deficit improved to USD 48.0
million from USD 50.1 million registered
inthe previous year. The improvement was




attributed to increase in exports receipts
coupled with lower imports bill. Exports
receipts rose significantly to USD 85.4
million, from USD 58.9 million recorded
in the preceding year; while the import
bill rose to USD 133.2 million from USD
109.0 million (Table 6.6a).

Exports

During the period under review, Zanzibar
exports (fob) rose to USD 11.8 million
from USD 9.1 million in 2004/05. Cloves
exports increased by 50.4 percent to
USD 9.3 million; and accounted for

Table 6.6a: Current Account (Goods, Services and Income)

Millions of USD
Year E nding June Annual
Item 2002 2003 2004 2005 2006p %Change
Exports 53.9 50.1 50.2 58.9 85.4 449
Goods 16.0 17.0 13.1 9.1 11.8 30.1
Services 37.7 33.0 37.1 49.8 73.3 47.3
Income 0.2 0.0 0.0 0.3
Imports 75.7 80.8 93.1 109.0 133.2 22.2
Goods (fob) 52.0 56.1 646 789 795 0.8
Services 23.6 24.7 284  30.0 53.7 79.1
Income 0.1 0.1 0.1 0.0 -100
Current Account Balance* -21.8 -30.7 -429 -50.1 -47.8 -4.6
GDP (Current prices)

p = Provisional
*Current account balance excludes current transfers

Source: Tanzania Revenue Authority and Bank of Tanzania

Goods Account

Zanzibar goods account for the year
ending June 2006 improved marginally to
a deficit of USD 67.6 million from USD
69.8 million recorded in the preceding
year; mainly on account of clove exports.
Cloves exports fetched USD 9.3 million
representing 78.4 percent of total goods
exports (Table 6.6b).

78.4 percent of the total exports. The
surge was on account of volume, which
increased by 57.6 percent to 3,177 tons
from 2,020 tons registered in the previous
year. Clove price declined from USD
3,067.9 per ton to USD 2,927.5 per ton in
the same period. The increase in volume
was associated with availability of
sufficient export stocks, due to deterrence
measures by the government against clove

Table 6.6b: Goods Account

BANK OF TANZANIA

Millions of USD
Year E nding June Annual
Item 2002 2003 2004 2005 2006p %Change
Exports 16.0 17.0 13.1 9.1 11.8 30.1
Imports (fob) 52.0 56.1 64.6 78.9 79.5 0.8
Trade Balance -36.0 -39.2 -51.5 -69.8 -67.6 @3.1)

p = provisional
Source: Tanzania Revenue Authority

smuggling Seaweeds exports declined
by 23.6 percent to USD 1.4 million due to
fall in volume and unit price, associated

s
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with uncompetitive quality.

Export of manufactured goods declined
to USD 0.1 million from USD 0.3 million
while fish and fish produce rose to USD
0.4 million from USD 0.1 million. Other
exports (mainly spices and souvenirs)
declined to USD 0.6 million from
USD 0.5 million. However, the overall
goods export performance remained
low, compared to the peak of USD 17.0
million recorded in the year ended June
2003 (Table 6.6¢).

Table 6.6c: Zanzibar Export by type of Commodity

construction materials to cater for booming
construction industry. Import of capital
goods accounted for 40.0 percent of the
total imports while intermediate goods
increased to USD 27.2 million from USD
25.1 million mainly on account of world
market oil price increases (Table 6.6d).

Millions of USD
Year Ending June Annual
Commodity 2002 2003 2004 2005 2006p % Change
Traditional Exports:
Cloves
Value 11.9 12.6 9.5 6.2 9.3 50.4
Volume 2.3 4.4 5.6 2.0 3.2 57.6
Unit Price 5252.2  2847.1 1695.1 3067.9 2927.5 -4.6
Sub Total 11.9 12.6 9.5 6.2 9.3 50.4
Non-Traditional Exports
Seaweeds
Value 2.6 2.9 1.6 1.9 1.4 -23.6
Volume 9.9 16.2 7.9 8.7 7.3 -15.4
Unit Price 263.6 177.8 208.0 213.8 193.1 -9.7
Manufactured Goods 1.1 0.7 0.9 0.3 0.1 -56.1
Fish and Fish Produce 0.1 0.1 0.2 0.1 0.4 215.7
Horticultural produce 0.0 0.0 0.0 0.0 0.0
Others Exports 0.3 0.7 0.9 0.6 0.6 D4
Sub Total 4.1 4.3 3.6 2.9 2.5 -12.9
GRAND TOTAL 16.0 17.0 13.1 9.1 11.8 30.1

Note: Volume in thousands of tons; Value in millions of USD; Unit price in USD/ton

p = Provisional
Source: Tanzania Revenue Authority

Imports

Zanzibar imports averaged USD 72.8
million per annum from 2002 to 2005
out of which consumer goods accounted
for 40.0 percent while capital and
intermediate goods accounted for 31.8
and 27.8 percent of the total imports,
respectively.

During the year ending June 2006
imports increased marginally to USD
87.3 million from USD 86.6 million
registered in the year ending June 2005.
The increase was attributed to capital and
intermediate goods specifically transport
equipments, oil imports, building and

Tu

Services Account

The services account balance over the past
4 years registered, on average, a surplus
amounting to USD 12.7 million per year.
During the year ending June 2006 the
service account had a lower surplus of
USD 19.6 million compared with USD
19.8 million for the year ending-June
2005. The lower balance was mainly
associated with substantial increase of
foreign payments compared with foreign
receipts. Service receipts, which are
dominated by travel receipts increased
from USD 49.8 million of the previous
year to USD 73.3 million and accounted




Table 6.6d: Zanzibar Imports (c.i.f), by Major Categories
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Millions of USD
Ye ar Ending June Annual
Import Category 2002 2003 2004 2005 2006p o, Change
Capital Goods 13.0 189 225 335 349 43
Transport Equipments 4.8 5.9 11.5 9.1 10.5 15.7
Building and Constructions 1.5 2.2 2.7 7.9 9.0 13.9
Machinery 6.8 10.8 8.4 16.5 15.4 -6.6
Intermediate Goods 184 169 16.7 252 272 8.1
Oil imports 123 123 123 186 224 20.4
Fertilizers 0.0
Industri al raw materials 6.1 4.6 4.5 6.6 4.8 -26.5
Consumer Goods 258 26.0 31.7 28.0 252 -10.1
Food and food stuffs 143 151 215 146 13.6 -6.8
All oth er consumer goods 11.5  10.8 102 134 11.6 -13.7
GRAND TOTAL (CIF) 572 617 71.0 86.7 873 0.8
GRAND TOTAL (FOB) 52.0 56.1 64.6 789 795 0.8
Note: Value in Millions of USD
p = Provisional
... = Very small value
Source: Tanzania Revenue Authority
Income Account

for 86.5 percent of total receipts. Major
component of foreign payments included
travel oriented payments which, increased
from USD 30.0 million to USD 53.7
million recorded in the preceding year
and accounted for 71.5 percent of total
payments (Table 6.6e).

The income account balance for the year
ending June 2006 registered a surplus of
USD 0.2 million from a deficit of USD 0.1
million last year, mainly due to increase
in the investment income to USD 0.2
million from USD 0.03 in the year ending
June 2005 (Table 6.6¢).

Table 6.6e: Services and Income Account

Millions of USD
Ye ar Ending June Annual
Item 2002 2003 2004 2005 2006p %Change
Services & Income Balance 14.3 8.4 8.7 19.8 19.9 0.5
A. Services Account Net 14.2 8.3 8.8 19.8 19.6 -0.9
Receipt 37.7 33.0 37.1 49.8 73.3 47.3
Payment 23.6 24.7 28.4 30.0 53.7 79.1
B. Income A ccount Net 0.1 0.1 -0.1 -0.1 0.2 300
Receipt 0.2 0.1 0.0 0.0 0.3
Payment 0.1 0.0 0.1 0.1 0.0 -86.4

p = Provisional

Source: Commercial Banks, Non-Banks, Bureau de Change and Bank of Tanzania
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CHAPTER SEVEN
INTERNATIONAL ECONOMIC AND FINANCIAL
DEVELOPMENTS

International Economic
Developments

Economic Growth

The global economy’s growth slowed
down slightly from 5.3 percent in 2004
to 4.8 percent in 2005. This resulted
from general slow down in growth in
most of the advanced economies during
2005 due to continuing rise in the world
market prices of crude and refined
oil products. Moreover, the effects of
Hurricane Katrina in United States and
weakening of business confidence further
contributed to the slow down. Japan is the
only advanced economy, which recorded
higher growth rate during 2005 compared
to performance in 2004. Developing
Asia recorded the strongest performance
among all developing regions with 6.5
percent growth. China and India reported
outstanding GDP growth in 2005 of 9.9
percent and 7.1 percent respectively. It
is worth noting that China has become
an increasingly important player in the
global economy, especially in Asia. Strong
demand for China’s exports continues to
support its economy See Table 7.1.

The growth of China is important to both
advanced and developing economies. In
particular, advanced economies benefit
from cheaper labour-intensive imports and
greater demand for skill-intensive exports,
while developing countries benefit from
increase in opportunities for exports of
primary and manufactured commodities.
In addition, the growth has resulted into
massive foreign direct investments (FDIs)
flows from China to sub-Saharan Africa.
To maximize the gains from China’s good

3

performance, countries have to increase
flexibility of their economies through
structural reforms and speed up their own
integration into the global economy.

The growth rate of output in Africa
slowed down slightly from 5.5 percent
to 5.2 percent in 2005. This was partly
ascribed to a fall in agricultural output
resulting from prolonged drought in
several African countries during the year.
However, progress in macroeconomic and
structural reforms, including better public
expenditure and financial management,
and high degree of macroeconomic
stability in large number of African
countries encouraged economic activity
and improved economic  welfare.
Consequently, the real GDP growth in
Africa is projected to be 5.7 percent in
2006.

Higher economic growth rates in
2005 were also achieved in the newly
industrialised Asian and ASEAN-4
countries as depicted in Table 7.1. Hong
Kong and Singapore grew at 7.3 percent
and 6.4 percent, respectively. This
development is attributed to a surge in the
manufacturing and services sectors, which
are driven primarily by robust domestic
consumption and strong demand for the
countries’ exports.

Inflation Rates

During 2005, the global inflation rate rose
slightly to 3.8 percent from 3.7 percent
recorded during the previous year (see
Table 7.2). Whereas the average inflation
rate in advanced economies fell from 3.1
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Table 7.1: Rates of Growth of Gross Domestic Product (GDP)

% Change from previous year

Country 2001 2002 2003 2004 2005 2006(P)
World 2.4 3.1 4.1 53 438 4.9
Advanced Economies 0.9 1.6 2.0 3.3 2.7 3.0
Britain 2.1 2.0 2.5 3.1 1.8 2.5
Germany 0.8 0.1 -0.2 1.6 09 1.3
Japan 0.4 0.1 1.8 23 27 2.8
USA 0.5 1.6 2.7 42 35 3.4
Italy 1.8 0.3 0.1 09 0.1 1.2
France 2.1 1.3 0.9 2.1 1.4 2.0
Canada 1.9 3.1 2.0 29 29 3.1
Euro Zone 1.6 0.9 0.7 2.1 1.3 2.0
European Union 1.7 1.3 1.3 2.5 1.8 2.4
Africa 3.8 3.6 4.6 55 52 5.7
Sub-Sahara 3.7 3.6 4.2 5.6 5.5 5.8
Developing Asia 5.6 7.0 8.4 88 8.6 8.2
China 7.5 9.1 10 10.1 9.9 9.5
India 4.0 4.2 7.2 8.1 8.3 7.3
ASEAN-4 2.6 4.6 53 58 5.2 5.1
Indonesia 3.5 4.4 4.7 5.1 5.6 5.0
Malaysia 0.3 4.4 5.4 7.1 5.3 5.5
Philippines 3.0 4.4 4.5 6 5.1 5.0
Thailand 2.1 53 7.0 6.2 44 5.0
Middle East* 4.3 4.3 6.6 54 59 5.7
Newly Industrialized Asian Economies 1.1 5.3 3.2 58 4.6 5.2
Hong Kong 0.5 1.8 3.2 86 7.3 5.5
Korea 3.8 7.0 3.1 46 4.0 5.5
Singapore -1.9 4.0 2.9 87 64 5.5
Taiwan Province of China 2.2 4.2 3.4 6.1 4.1 4.5

P = Projections

* Includes Oil exporters (Bahrain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia, United Arab
Emirates (UAE) and Yemen), Egypt, Jordan, Lebanon and Syrian Arab Republic

Source: IMF World Economic Outlook, April 2006
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Table 7.2: Consumer Price Index

(% Change)
Country 2001 2002 2003 2004 2005  2006(P)
World 4.1 34 3.6 3.7 3.8 38
Advanced Economies 1.9 1.2 1.9 3.1 2.6 2.8
Britain 1.2 1.3 1.4 1.3 2.1 1.9
Germany 1.9 1.4 1.0 1.8 1.9 1.8
Japan -0.8 -0.9 -0.3 0.0 -0.3 0.3
USA 2.8 1.6 23 2.7 34 32
Italy 23 2.6 2.8 23 23 2.5
France 1.8 1.9 22 23 1.9 1.7
Canada 2.5 2.3 2.7 1.8 2.2 1.8
Euro Zone 2.4 2.2 2:1 2.1 22 2.1
European Union 22 22 2.0 22 2.2 2.1
Africa 11.8 9.9 10.8 8.1 8.5 9.1
Sub-Sahara 14.8 12.3 13.4 9.7 10.6 10.7
Developing Asia 2.7 2.0 2.5 4.2 3.6 39
China 0.7 -0.8 1.2 39 1.8 2.0
India 3.8 43 3.8 3.8 42 4.8
ASEAN-4 6.5 6.0 4.2 4.6 S| 8.8
Indonesia 11.5 11.8 6.8 6.1 10.5 142
Malaysia 1.4 1.8 1.1 1.4 3.0 3.1
Philippines 6.1 29 35 6.0 7.6 7.4
Thailand 1.7 0.6 1.8 2.8 4.5 3.6
Middle East* 7.1 4.3 6.6 5.4 519 54
Newly Industrialized Asian Economies 129; 0.9 1.4 24 2.2 22
Hong Kong -1.6 -3.0 -2.6 -0.4 1.1 1.8
Korea 4.1 2.7 3.6 3.6 2.7 2.5
Singapore 1.0 -0.4 0.5 1.7 0.5 2.0
Taiwan Province of China 0.0 -0.2 -0.3 1.6 23 1.8

P = Projections

* Includes Oil exporters (Bahrain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia, United Arab
Emirates (UAE) and Yemen), Egypt, Jordan, Lebanon and Syrian Arab Republic
Source: IMF World Economic Outlook, April 2006

percent to 2.6 percent in 2005, it recorded
a remarkable rise in ASEAN-4 countries
where it rose from 4.6 percent to 7.5
percent during the year. In Euro zone, the
rate of inflation rose slightly to 2.2 percent
from 2.1 percent while it remained stable
at 2.2 percent in the European Union.
Inflation rate in African countries rose
from 8.1 percent to 8.5 percent during
the period. The rise in inflation in Sub-
Saharan Africa and South Asia is partly
explained by increase in food prices and
a surge in the world oil prices, which
increased substantially in both regions
during the course of 2005. It is however
expected that the inflation situation will
ease in 2006 as crops supply improve.

As aresult of the surge in world oil prices,
net oil-importing countries experienced
deterioration in their balance of payments

Tu

and downward pressure on exchange
rates. The adverse economic impact of
higher oil prices on oil-importing and
poor indebted countries is more severe.
The Sub-Saharan countries with more
oil-intensive and fragile economies
experienced much severe adverse
economic impact from high oil prices.
For instance, Tanzania spent 7 percent
of GDP on oil imports in 2005 up from
5 percent in 2004. As a result the value
of oil import to total import bill rose to
20.3 percent in 2005 from 16.7 percent in
2004.

Monetary Policy Developments
The subdued response of inflation

allowed monetary and fiscal policy
to remain relatively accommodative




in advanced economies as both long-
term and short-term interest rates rose
slightly during 2005. The US Federal
Reserve raised its policy rate by 25 basis
points each in thirteen occasions from
1.0 per cent in June 2004 to 4.25 per
cent by December 2005. On the other
hand, the Bank of England kept its repo
rate unchanged at 4.50 per cent since
August 2005 in response to slowing
domestic growth. The high interest rates
in the U.S. adversely affect developing
countries with large external debt burden
denominated in U.S. dollar since they
affect the countries’ balance sheets and
thus add to their intrinsic macroeconomic
volatility and difficulty in servicing and
repaying their debts. This is particularly
difficult for countries with limited trade
openness hence scanty foreign exchange
generated through exports.

During 2005, the European Central Bank
(ECB) raised its policy rate by 25 basis
points in response to rising inflationary
expectations, after holding it unchanged
at 2.0 percent since June 2003. Monetary
policy has been tightened in several
economies in emerging Asia, primarily in
response to higher fuel prices and to tight
monetary stance in the US. Monetary
authorities in Singapore and Hong Kong
raised their policy rates by 187 basis
points and 200 basis points, respectively,
during the year to December 2005.
In Malaysia, the policy rate was hiked
to 3.0 percent in November, 2005. In
emerging market economies in general,
the direction of policy change has been
towards either tightening or withdrawal
of the accommodative stance.

World Trade Development

Overall, merchandise trade growth
rate slowed in 2005 to 8.9 percent as
compared to 11.8 percent in 2004. Most
of the slowdown occurred during the first

e

half of the year and among high-income
countries. In 2005, world trade, as
measured by merchandise exports, grew by
6 percent in real terms (at constant prices,
i.e. volumes adjusted to take account of
price changes), after an exceptional 10.5
percent expansion recorded in 2004.
The slowdown reflected a weaker world
economy, and was observable from mid-
2004.

Europe’s trade performance was sluggish
in 2005, in line with its overall economic
performance. Export and import growth
were weaker than in all other regions in
terms of both goods and services.
Likewise, the rise in North America’s
merchandise and services exports
remained slightly below the global
expansion rate.

In contrast, China’s export volume
expanded by 27.8 percent in 2005,
almost exactly as fast as in 2004. Other
developing countries maintained their
market share with their export volumes
increasing by 10.3 percent, only slightly
lower than the growth rate recorded a
year before.

The rapid increase in the market share
of China and other developing countries
resulted from the exploitation of pre-
existing competitive advantages that have
been exposed by market liberalization
and domestic policy reforms.

Sectorwise, the share of fuels and other
mining products in world merchandise
trade rose to 16 percent in 2005, the
highest level since 1985. Within the
manufacturing sector, iron and steel
products and chemicals registered the
largest export value increases. However,
the share of agricultural products in
world merchandise exports decreased
to a historic record low of less than 9
percent. This was mostly due to weak and
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stagnating prices for food and agricultural
raw materials as contrasted with a further
sharp rise in metals and fuels prices.

Global Foreign Direct Investment flows
grew by nearly 30 percent in 2005 to
about USD 900 billion. There were
strong increases in flows to Africa and the
Middle East. China remained the major
destination of FDI to the developing
world, securing FDI worth USD 60
billion.

International
Markets

Foreign  Exchange

Bilateral exchange rate fluctuations were
significant in 2005. In the course of the
year, the Euro, the British pound and
the Japanese yen depreciated vis- -vis
the dollar, reversing the appreciation,
which had occurred throughout 2004.
However, the period average exchange
rates of these currencies to the US dollar
remained largely unchanged in 2005 when
compared to the preceding year level. On
the other hand currencies of a number of
major natural resource exporting countries
such as Australia, Brazil, Canada, Chile
and Mexico, appreciated by between 3.5
percent and 17 percent.

Due to high US trade and budget deficits
and declining investor confidence in US
bonds, stocks and currency, the dollar has
been losing value, weakening its status as
the world’s major currency. The US trade
deficit corresponded to slightly less than
6 percent of US gross domestic product
(GDP). It was also about 6 percent of
world merchandise and commercial
services exports. The widening of the
deficit in 2005 was due to a strong rise in
private consumption and investment and
rise in world crude oil price.

Sw

Regional Economic Developments

Tanzania continued to integrate her
economy with regional blocs. The country
maintains its membership with the Indian
Ocean Rim — Association for Regional
Cooperation (IOR-ARC), the Southern
African  Development  Community
(SADC) and the East African Community
(EAC). The country continued to
implement all programmes under SADC
and the EAC during the year 2005. More
specifically, it effectively participated in
the implementation of the Protocol on the
establishment of the EAC Customs Union
(EAC-CU) that began effective January
Ist 2005 and in the EAC meetings to
discuss the application for admission
into the bloc submitted by the Republic
of Rwanda and Burundi. The Republic
of Rwanda is likely to be admitted by
end of 2006, but its entry will depend on
the outcome of the meeting of the Heads
of States of the EAC countries to be
convened in November 2006. In addition,
the Community started preparation of
another Five Year Development Strategy
after completion of the 2001-2005
strategy that founded the Joint Customs
Protocol and laid down a foundation for
creation of the Joint East African Market.
The SADC partner states celebrated
25th anniversary and approved a 15-year
project of constructing its headquarters
in Gaborone, Botswana. The member
states also agreed on procedures for
resolving commercial disputes with the
aim of enhancing the SADC Protocol
on Trade. During the same period, the
SADC Secretariat completed procedures
for connecting Tanzania into the Southern
African Power Pool (SAPP).




Southern Africa

Community (SADC)

Development

Macroeconomic performance
Macroeconomic performance in SADC

region worsens except for GDP growth

Macroeconomic performance among the
SADC member states was characterised
by positive GDP growth, high inflation,
worsening current account balances,
widened fiscal deficits and deterioration
of foreign reserve assets. South African
economy remained dominant as it enjoyed
an elephant share in the regional GDP.
Zimbabwe and Seychelles continued to
record a negative real GDP growth and the
rate of inflation in Zimbabwe skyrocketed
simultaneous with the regional trend.

Gross Domestic Product (GDP)

Real GDP growth maintained in most

of SADC countries

The GDP growth among the SADC
member states during 2005 exhibited a

mixed trend. On average, the GDP growth
rate in the region remained at 4.3 percent
in 2005 as in 2004. The positive growth of
real GDP was influenced by high growth
in  Angola, Botswana, Mozambique
and South Africa. However, the growth
achievements were not uniform across
the region as Swaziland, Tanzania
and Zambia experienced marginal
increases in GDP growth. Seychelles
and Zimbabwe continued to experience
economic decline with Zimbabwe’s
growth aggravated mostly by persistent
drought, political instability and economic
sanctions imposed by the Commonwealth
countries. Sources of GDP growth for
most of the SADC countries during 2005
were secondary sectors including mining,
construction and manufacturing as well
as better management of the monetary
and fiscal policies. It is important to
note that good performance of the
secondary sectors is due to increased
foreign investment inflow into the region
following  favourable  environment
including  effective = macroeconomic
policy management and promoting good
governance (see Table 7.3). Contribution

Table 7.3: Percentage Growth of Real GDP for SADC Countries, 2000 — 2005

Percent
Country 2000 2001 2002 2003 2004 2005
Angola 3.6 5.2 15.5 34 11.7 15.5
Botswana 7.3 9.1 1.6 9.5 34 8.4
DRC -6.9 -2.1 3.5 5.8 6.6 6.5
Lesotho 1.3 3.2 3.5 33 3.2 1.2
Madagascar N/A 6.0 -12.7 9.0 53 5.1
Malawi 0.8 -4.1 2.1 3.9 5.1 2.1
Mauritius 9.5 5.4 2.1 4.4 4.7 2.7
Mozambique 1.9 13.1 8.2 7.9 7.5 8.1
Namibia 3.5 2.4 2.5 3.7 4.4 3.1
Seychelles 4.2 2.2 1.3 -6.3 -2.0 -3.0
South Africa 4.2 2.7 3.7 3.0 4.5 5.0
Swaziland 2.0 1.8 2.8 2.4 2.1 2.2
Tanzania 4.9 5.7 6.2 5.7 6.7 6.8
Zambia 4.0 5.0 33 4.0 5.0 5.1
Zimbabwe -7.9 -2.8 -5.7 -8.3 -2.5 -4.2
SADC Average 2.3 3.0 3.6 3.0 4.3 4.3

Source: Statistics for SADC Countries
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of agriculture however declined due to
low agricultural production that brought
about food shortage and low supply of
raw materials to domestic industries.
Growth of GDP in the SADC region was
largely driven by South Africa’s growth
due to its large share in SADC countries
GDP. South Africa accounted for about
72 percent of SADC GDP in 2005. Other
strong economies in the region are Angola
and Tanzania with 6.0 and 4.0 percentage
shares of GDP, respectively (see Chart
7.1).

External Sector

The external sector performance for the
SADC region in 2005 was impressive. The
current account deficit as a percentage of

e
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GDP declined to 1.1 percent in relation
to the deficit of 1.5 percent in 2004. The
impressive performance follows surplus
current accounts recorded by Zambia,
Botswana, Angola, Namibia and Lesotho
mainly on account of good performance
in mining and tourism sectors. Impressive
performance of Zambia’s current account
was contributed by high growth of cobalt/
copper, electricity, tobacco, flowers and
cotton exports. Other SADC member

states registered widening deficits
weak  export  capacity,

reflecting

unfavourable terms of trade for traditional
commodities, low agricultural production,
food shortage and high oil prices. Notable
decline in the current account balance
were recorded in Mozambique, Botswana,
Zimbabwe, Malawi and Swaziland (see
Table 7.4).




Table 7.4: Current Account as Percentage of GDP in SADC Countries, 2000-2005

Country 2000 2001 2002 2003 2004 2005
Angola -9.0 -14.5 -1.3 -5.2 3.5 7.8
Botswana 9.7 10.9 11.6 11.0 31.6 133
DRC 1.0 -4.0 -4.0 -1.1 -3.9 -3.5
Lesotho -18.2 -12.7 -16.1 -14.7 -4.7 1.6
Madagascar N/A -1.3 -6.0 -4.9 -10.8 -12.7
Malawi -10.9 -10.5 -19.4 -24.2 -17.7 -26.8
Mauritius -0.8 6.1 52 1.8 -1.8 -5.0
Mozambique 18.3 17.1 24.7 16.7 10.1 -38.5
Namibia 7.0 2.0 2.2 4.0 4.2 3.5
Seychelles -8.0 -17.0 -16.3 -2.8 0.7 -2.3
South Africa -0.1 0.1 0.6 -1.3 -3.4 -4.2
Swaziland -19.6 -4.5 4.8 1.9 1.7 -1.4
Tanzania -5.5 -5.1 -2.6 -2.6 -9.9 -10.6
Zambia 30.0 28.0 -32.0 -34.0 -13.8 80.8
Zimbabwe -2.0 -16.0 -6.0 -6.0 -9.0 -19.0
SADC -0.6 -1.4 -3.6 -4.1 -1.5 -1.1

Source: SADC and World Economic Outlook Database

The East African Community (EAC)

Macroeconomic performance in EAC
Countries

In 2005, the EAC partner states continued
to implement programmes that are aimed
at strengthening the integration with the
objective of attaining a political federation
by 2010 and achieve convergence on
macroeconomic indicators in the region.
Specifically, they have continued with
implementation of reform measures
such as conduct of prudent monetary
and fiscal policies as well as creation of
favourable environment for external trade
and foreign investments. As a result, they
have consistently enjoyed considerable
macroeconomic stability. The partner
states have entered into a second year
of implementation of the EAC-CU
that started effective January 01, 2005.
Despite the acute drought and rising
world oil prices, the countries were able to
attain a relatively better macroeconomic

e

performance especially in areas of GDP
growth, regional trade balance, and debt
stock position as compared to 2004.

Gross Domestic Product (GDP)

On average, the real GDP for the EAC
countries has kept on growing for the past
five years. During 2005, real GDP growth
was 6.2 percent compare to 5.7 percent
in 2004. The Kenyan economy continued
to enjoy the largest share of the total
GDP over the other economies within the
region accounting for about 46 percent
of EAC GDP followed by Tanzania that
accounted for 33 percent (Chart 7.2).

Tanzania continued to maintain the highest
real GDP growth rate of 6.8 in the region as
compared to its counterparts: Uganda with
6.1 percent and Kenya with 5.8 percent.
The good performance was attributed
to a remarkable growth in tourism,
manufacturing, mining, construction and
wholesale and retail trade. Tanzania’s
Agricultural sector growth declined by
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0.6 percent in 2005 compared to growth
of 5.8 percent in 2004. Consequently, its
contribution to GDP fell by 0.7 percent.
During the review period, the real GDP
growth for Uganda increased by 0.6 and
that of Kenya by 1.0 percent, mainly on
account of an impressive performance
in the secondary sectors. For the past six
years, Kenyan economy has continued
to grow although below average while
Tanzania consistently grew above the
average see Chart 7.3.

Inflation

Inflationary pressures in the EAC region
exploded in 2005 mainly on account of
persistent drought and rise in oil prices
that pushed the average rate of inflation
up from 7.1 percent in 2004 to 9.1 percent
in 2005. The situation was more critical
for prices of food items that account for
over 50 percent of the National Consumer
Price Index (NCPI), but low inflationary
pressures in non-food prices dampened




e

its impact. The EAC countries also
continued to pursue sound monetary and
fiscal policies that enabled them to reduce
inflation pressure. Tanzania recorded
a 0.8 percent increase in its inflation in
2005, which was relatively lower than
the regional average increase. The rate of
inflation in Uganda showed a mixed trend

Fiscal Performance

During 2005, average fiscal deficit for
EAC partner states deteriorated by almost
3.0 percent compared to levels recorded
in 2004. While the agreed convergence
level of fiscal deficit (excluding grants)
for EAC countries is below 5.0 percent
of GDP, the average deficit in 2005
was 7.4 percent. All the partner states
recorded higher fiscal deficit in 2005
compared to the previous year with
Tanzania and Uganda registering levels
above average. In the past five years,
Uganda’s fiscal deficit has been higher
than its counterparts (see Chart 7.5). The
lowest fiscal deficit for 2005 was attained
by Kenya reflecting relatively adequate
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while that of Kenya kept on increasing
and has stayed above the average since
2003 (Chart 7.4). The higher inflation
in Kenya increases the likelihood that
it could be exported to its neighbours
through regional trade where Kenya is the
net exporter.

domestic capacity to finance its budget
compared to its counterparts who mostly
receive huge foreign grants for budget
support. The widened mismatch between
revenue and expenditure estimates for
the EAC countries in 2005 is explained
by high expenditure on food imports
and reduced power generation capacity.
The countries through their respective
revenue authorities increased efforts to
collect revenue. Likewise, governments
were committed to undertake effective
management of fiscal policies. Tanzania,
for instance, continued to pursue the Cash
Budget system, employ an Integrated
Financial Management System (IFMS)
and ensure effective management of the
public procurement procedures.
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Chart 7.5: Fiscal Deficit* as a percentage of GDP, 2000 - 2005

OKenya B Tanzania O Uganda O EAC Average
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*Excluding grants

External Sector

Current account deficit (excluding grants)
as a percentage of GDP in the EAC
region continued to rise. On average, the
EAC recorded current account deficit that
was 0.5 percent of GDP higher than the
deficit recorded in 2004 essentially due
to increased import bill for oil and food
items (Table 7.5).

declined from 12.6 percentage of GDP
in 2004 to 12.2 percent in 2005. Kenya
registered the lowest deficit of about 3.2
percent of GDP because of its stronger
growth in exports hence stable Kenyan
shilling over major currencies. Kenya
remained a net exporter in the region
(Table 7.5)

Table 7.5: Current Account Balance as a Percentage of GDP, 2000 - 2005

Country 2000 2001 2002 2003 2004 2005
Tanzania -7.4 -6.9 -4.2 -6.3 -7.8 -9.8
Kenya -3.4 -4.3 -2.5 -1.1 -3.3 -3.2
Uganda -10.7 -14.3 -13.0 -12.9 -12.6 -12.2
Average EAC -7.2 -8.5 -6.6 -6.8 -7.9 -8.4

Source: EAC MAC Reports (BOT, BOU and CBK)

While other EAC partner states have
recorded some improvement in the current
account deficit, the Tanzania’s current
account worsened. The worsening of the
current account led to further depreciation
of the Tanzanian shilling against major
currencies, particularly the US dollar,
Euro and Sterling pound. The Uganda’s
external position improved as the deficit

5 0

Intra-regional trade

In the review period, Kenya continued to
dominate in the regional trade exporting
more to its neighbour countries than it
imports. Trade balance between Kenya
and Tanzania remained negative in favour
of Kenya. However, between 2001 and
2003, Tanzania’s trade balance improved
by about 83 percent, but later deteriorated




by almost 93 percent between 2004 and
2005. Tanzania has consistently remained
a net exporter to Uganda for the past four
years (Table 7.6).

therefore implementation of the EAC-CU
that started effective January 01, 2005
is expected to improve export capacities
of the three countries in the region. In

Table 7.6: Tanzania’s Trade with Kenya and Uganda, 2000 - 2005

(Millions of USD)

With Kenya

2000 2001 2002 2003 2004 2005
A. Exports to Kenya 32.1 38.1 353 77.7 78.8 71.82
B. Imports from Kenya 93.1 203.4 95.2 105.1 117.3 146.11
Trade Balance (A-B) -61.0 -165.3 -59.9 =274 -38.5 -74.29
With Uganda
A. Exports to Uganda 8.5 5.5 5.5 8.5 11.9 18.9
B. Imports from Uganda 5.6 11.4 2.6 7.5 6.9 4.8
Trade Balance (A-B) 2.9 -5.9 2.9 1.0 5.0 14.1

Sources: BOT Economic and Operations Reports (various), IFS and TRA

Kenya enjoys the largest share in the
regional trade, followed by Tanzania and
then Uganda. This implies that Kenya
has a stronger export capacity than the
two countries arising from its extensive
manufacturing base. More than 95
percent of Tanzania’s imports are from
Kenya while over 80 percent of Tanzania
exports go to Kenya. As compared to
Kenya and Tanzania, Uganda features
relatively less prominently in regional

particular, the EAC-CU agreement allows
for a zero tariff on exports from Tanzania
and Uganda to Kenya and hence provides
an opportunity for growth of their exports
over the dominant Kenya and therefore
narrowing of their trade deficits. Note
that Kenya’s exports to the other EAC
countries are subjected to an asymmetric
5 percent tariff that is scheduled to decline
over a period of five years from the onset
of the EAC-CU see Table 7.7.
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trade. Nonetheless, the inception and

Table 7.7: Tanzania’s Shares of Trade with Kenya and Uganda, 2000 - 2005

Country 2000 2001 2002 2003 2004 2005
Shares of exports to:

Kenya 79.1 87.4 86.5 90.1 86.9 79.2
Uganda 20.9 12.6 13.5 9.9 13.1 20.8
Total 100.0 100.0 100.0 100.0 100.0 100.0

Shares of imports from

Kenya 97.9 94.1 94.3 94.7 97.2 96.8
Uganda 2.1 5.9 5.7 5.3 2.8 32
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: BOT and Tanzania Revenue Authority (TRA)
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Foreign Exchange Reserves

Stock of foreign exchange reserves for
the EAC countries during 2005 decreased
to an average of USD 1,768.2 million
from USD 2,029.3 million in 2004 that
represented 5.1 months of imports. In
2005, Tanzania continued to accumulate
reserves above average relative to the
other EAC partner states with USD
2,180.1 million while Kenya accumulated
USD 1,798.82 million and Uganda had
USD 1,325.6 million. In terms of months
of import cover, all the partner states
have recorded a decline. The decrease in
reserves is attributed to increased import
bills particularly of food items and oil
following drought and high oil prices.

Debt Stock

The debt stock as a percentage of GDP
for EAC countries has kept on declining
since 2003 from 73.9 percent to the
average of 58.7 percent in 2005. Between

:

2004 and 2005, the average EAC debt
stock decreased by 8.5 percent of GDP.
Uganda recorded a marginal decrease
in its debt stock from 50.75 percent in
2004 to 50.45 percent in 2005. Tanzania
recorded the highest decline in debt to
GDP ratio to approximately 70 percent in
2005 from 88.9 percent in 2004. Kenya
registered a 6.4 percent decline in 2005
from the debt stock of 62.0 percent of
GDP 2004. The improvement in debt
burden is mainly on account of continued
debt servicing and debt relief granted
under the HIPC initiative and the Non-
Paris club bilateral creditors initiatives.
The debt relief granted to these countries
1s in the form of debt cancellation, debt re-
scheduling and swapping. The eligibility
criteria for debt relief include better
management of macroeconomic policies,
good governance and sound poverty
reduction programmes.
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FINANCIAL MARKETS DEVELOPMENTS

During the financial year ending June
2006, two key policy developments were
undertaken:

auctioning Treasury bonds and
rolling over financing papers.

. Develop the secondary market
«  Minimum threshold for participation trading in government securities,
in the government securities implement  monetary  policy

auctions was initially lowered from
TZS 100 million to TZS 50 million
and later on to TZS 5 million in
order to broaden participation by
direct investors in the primary
market.

. Liquidity management cost sharing
arrangement between the government
and the Bank was introduced. The
Bank’sshare onliquidity management
cost is currently limited to 15 percent
of total annual revenue.

Overall Objectives

The Bank set out to meet the following
core objectives relating to financial
markets during 2005/06:

. Conduct open market operations
using liquidity papers and vertical
repurchase agreements (Repos).

programmes, and ensure smooth
development of the inter-bank
foreign exchange market.

Liquidity Management
Treasury bills

During 2005/06, total treasury bills sold
as liquidity papers amounted to TZS
1,307,758.4 million (cost value) lower
by 4.2 percent when compared with the
amount sold during the previous year. The
decrease in amount sold is mainly due to
under-subscriptions recorded in some of
the auctions and a portion of liquidity
papers converted into financing papers
at the beginning of the financial year see
Table 1.

. Manage government debt by
Table 1: Liquidity Papers Sales
Millions of TZS
Item 2004/05 2005/06 % Change
35-days 321,169.6 254,211.2 -20.9
91-days 461,617.7 493,384.9 6.9
182-days 320,008.8 192,627.0 -39.8
364-days 261,991.0 367,535.3 40.3
Total 1,364,787.0 1,307,758.4 -4.2

Source: Bank of Tanzania
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Debt Management representing a 99.4 percent increase
compared with the amount sold during
Treasury Bills the previous year for the same purpose.

During the period, total treasury bills sold
as financing papers for debt management
were worth TZS 642,674.5 million

The increase is due to liquidity papers
converted into financing papers under
the cost sharing arrangement between the
Bank and the government.

Table 2: Financing Papers Sales

Millions of TZS
Item 2004/05 2005/06 % Change
35-days 0 0 0.0
91-days 0 0 0.0
182-days 160,640.9 328,231.6 104.3
364-days 161,654.6 314,442.9 94.5
Total 322,295.5 642,674.5 99.4

Source: Bank of Tanzania

Treasury Bonds

During the year ending June 2006, total
treasury bonds sold amounted to TZS

of 167.6 percent when compared to the
amount sold in the previous year. Demand
increased significantly for all maturities
due to high yield to maturity recorded.
Treasury bond market performance in

BANK OF TANZANIA

260,716.3 million, recording an increase terms of tenure is shown in Table 3.

Table 3: Treasury Bonds Performance by Tenure

Millions of TZS
Tenure Description 2004/05 2005/06 % Change
Offered 59,200.00 54,000.00 -8.78
Tendered 55,610.00 269,478.5 384.59
2-years Succ essful 53,860.50 150;003.60 178.50
Sales (CV) 50,007.46 128,923.82 157.81
Intere st 4,065.82 6,833.61 68.08
Redemp tion 53,731.40 0.00 -100.00
Offered 45,800.00 52,000.00 13.54
Tendered 27,176.00 68,754.20 153.00
5-years Succ essful 28,676.00 42,128.70 46.91
Sales (CV) 27,099.28 32486.74 19.88
Intere st 10,709.48 5,589.19 -47.81
Offered 25,400.00 44,000.00 73.23
Tendered 10,507.90 53,919.00 413.13
7-years Succ essful 9,350.00 38,309.00 309.72
Sales (CV) 8,947.21 27,329.34 205.45
Intere st 8,493.58 4,607.91 -45.75
Offered 20,900.00 32,000.00 53.11
Tendered 5,545.20 42.,983.40 675.15
10-years Succ essful 5,540.10 30,275.00 446.47
Sales (CV) 5,186.59 21,643.73 317.30
Intere st 5,970.38 5,329.59 -10.73

Note: CV = Cost Value
Source: Bank of Tanzania
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Outstanding Government Securities

As at end June 2006, the stock of
outstanding liquidity papers was TZS
703,603.8 million, which is 14.3 percent
above the closing stock position of TZS
615,736.9 million at the end of June
2005. The stock of financing papers by
the end of June 2006 was TZS 647,091.0
million, marking an increase of 131.9
percent when compared to the stock of
TZS 279,068.1 million at the end of the
previous financial year. The increase was
mainly due to stock of liquidity papers
converted into financing papers in the
beginning of financial year 2005/06.

Government Securities Market

e
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Table 4 below shows the yield spread
of treasury bills for the current year in

Participation
Treasury Bills Market

A breakdown of successful bids shows
that deposit money banks took the largest
share by accounting for 74.9 percent of
the total successful treasury bills. Pension
Funds and Insurance Companies followed
this category with 7.6 percent and 6.3
percent, respectively. BoT Special Funds,
Non-Bank Financial Institutions and
others had 3.8 percent, 2.5 percent and
5.0 percent, respectively, as depicted in
(Chart 1).

comparison to the previous year.




Treasury Bonds Market

Pension Funds were the dominant
participant in the treasury bonds market
with 57.2 percent, despite the reduction
in their share from the previous year by

Trend of Yields
Government Securities

Theyields for treasury bills rose during the
period under review, compared to yields
registered during the year ending June
2005 (see Chart 3). Yields for individual
maturities increased steadily from 7.2
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4.0 percent. Deposit money banks’ share
decreased by 2.9 percent to 7.0 percent
from 9.8 percent recorded in the previous
year while BOT share rose to 36.0 percent
due to new bonds acquired in building up
its portfolio of securities for open market
operations. (Chart 2).

percent to 9.3 percent for 35-day treasury
bills; from 10.4 percent to 14.8 percent
for 91-day bills; from 10.4 percent to 14.6
for 182-day bills; and from 11.9 percent
to 15.8 percent for 364-day treasury bills
between July 2005 and February 2006.
The yields declined slightly during the
last quarter of the year. Chart 3 depicts
the yield curve of government securities
for 2004/05 and 2005/06.




BANK OF TANZANIA

Treasury bonds

yields showed

an

upward trend due to lower prices quoted

(discounted prices) in the weekly auctions
as summarized in Table 5.

Table 5: Treasury bond Yields Spread

2004/05 2005/06
Maturity Range in % Spread Range in % Spread
2-years 8.30-16.99 8.69 14.82-14.31 -0.51
5-years 9.55-12.11 2.56 13.89-15.05 1.16
7-years 10.44-13.05 2.61 13.05-15.31 -2.26
10-years 11.70-14.10 2.40 16.37-20.60 4.23

Source: Bank of Tanzania

Repo Rates

As at end June 2006, total Repos sold
amounted to TZS 281,837.5 million.
Total amount repurchased was TZS
282,651.8 million. At the end of the
previous financial year, total Repos sold
were TZS 500,350.0 million whereas the
repurchased amount was TZS 501,761.5

million. The decline of 75.5 percent
reflects less use of Repos in fine-tuning
particularly during the last quarter of the
year. During the period, Repos of 1 to 14
days were transacted. Table 6 gives the
weighted average rates, which ranged
from 4.8 percent to 12.5 percent when
compared to the previous year that ranged
from 4.7 to 6.9 percent.

Table 6: Repo Rates

Tenure Repo Rates in Percentage
2004/05 2005/06
Overnight 4.69 —5.50 4.75-5.00
7 - days 5.00 - 6.50 4.95-12.45
14 - days 5.00 — 6.90 6.00-12.45

Source: Bank of Tanzania

Lombard Facility

During the year under review eleven
Deposit Money Banks’ (DMBs) accessed
this facility and borrowed TZS 78,860.8
million at rates ranging between 9.93
percent and 17.5 percent. This amount
is three times higher than the amount
borrowed in the year ending June 2005.
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Interbank Foreign Exchange Market
Volume of Trade

The total amount traded during 2005/06
amounted to USD 963.46 million higher
by 21.6 percent when compared to the
amount traded in the preceding year.
The increase in the volume traded during
the year largely reflected the increase in
the imports bill on account of the rising
oil prices and food shortage following
the drought that hit most parts of the
country.




Exchange Rate Movement

The shilling traded between TZS 1,138.20
and TZS 1,253.72 per US Dollar during
the year. The weighted average exchange
rate by the end of the year was TZS 1,253
per USD. The exchange rate registered
a depreciation of 11.0 percent from TZS
1,129.19 registered in the previous year.
The depreciation of the shilling is largely
associated with the sharp increase in
demand for foreign exchange to meet the
growing imports bill.

Participation in the Market
Participation in the Interbank Foreign

Exchange Market (IFEM) recorded
mismatch between supply and demand

for foreign exchange. The increase in
the demand for foreign exchange in the
market was associated with the increased
importation of oil for thermal power
generation, generators, food, as well as
construction and transport equipment.
The demand exceeded supply of foreign
exchange by the private sector. As a result,
the Bank had to meet the demand by selling
USD 476.71 million on net basis, which
is 70.52 percent increase from the amount
sold during the preceding year. On net
basis, the Deposit Money Banks bought
a total of USD 487.34 million while the
Non Bank Financial Institutions (NBFIs)
sold USD 10.63 million. Table 7 and
Chart 4 summarize market participation
by dealer category.

Table 7: IFEM Participation by Dealer Category

BANK OF TANZANIA

Millions of USD
2004/05 2005/06
Participants Sales Purchases Net Sales Purchases Net
BoT 218.40 69.42 -148.98 543.35 66.64 -476.71
DMB’s 495.66 695.32 199.66 398.68 886.02 487.34
NBFI’s 78.12 27.44 -50.68 21.43 10.80 -10.63
Total 792.185 792.18 0.00 963.46 963.46 0.00
Source: Bank of Tanzania
Chart 4: IFEM Sales and Purchases
SALES PURCHASES
NBFls NBFls BOT
DMBs 2.22% 142% 6.92%

41.38%

BOT
56.40%

DMBs
91.96%
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Interbank Cash Market

During the period under review total
amount transacted was TZS 2,266,119.0
million compared to TZS 2,198,400
million transacted in the previous year.
Overnight transactions amounted to
TZS 1,669,049 million, which is 31.1
percent higher when compared to TZS
1,273,080 million transacted in 2004/05.
The weighted average rate on overnight
placements ranged between 5.0 percent
and 5.8 percent in the period under
review compared to a range of 4.2 percent
8.2 percent in 2004/05. The total volume
of inter-bank transactions increased due
to various reasons including increased
demand for the Shilling by commercial
banks’ corporate customers who were
obliged to pay provisional taxes to TRA
at the end of the quarters.

Credit Guarantee Schemes

Notwithstanding the successful
implementation of the first generation
financial sector reforms, the Government
observed that long-term and small-
scale finance gaps have persisted in the
economy. Consequently, the key sectors
of the economy particularly agriculture
and microentreprises were adversely
affected. Cognizant of the importance of
SMEs to growth, employment creation
and poverty alleviation, the government
established Small and Medium Enterprises
Credit Guarantee Scheme (SME-CGS)
in September 2005. This is in addition
to the Export Credit Guarantee Scheme
(ECGS), which has been operational
since July 2002 and that issues short term
credit guarantees to banks that lend to
exporters.

Export Credit Guarantee Scheme

The objective of the Scheme is to support
financing of viable export projects

ERA

lacking adequate collateral to secure
bank financing. The scheme, therefore,
issues guarantees to facilitate granting of
pre-shipment and post-shipment finance
to exporters. The Scheme started with a
capital of TZS 6.5 billion out of which
TZS 5.0 billion was contribution from
the government and TZS 1.5 billion was
from the Bank of Tanzania. In 2003/04
the government increased the capital of
the Scheme by TZS 13.0 billion thereby
increasing it to TZS 19.5 billion and
until June 2006 the scheme’s capital had
reached TZS 26.639 billion as a result
income from investment and guarantee
fees.

The Schemes covers Credit Facilities not
exceeding one year, with a maximum
guarantee of 85 percent of the value of
the loan for export production finance, 80
percent for pre-shipment finance and 75
percent for post-shipment finance.

During 2005/06 guarantees worth TZS
40.079 billion were issued. The largest
portion of the guarantee went to the textile
and garments sector, which utilized 81.03
percent of the total guarantees, followed
by the mining industry and agriculture
& livestock sectors, which utilized 11.23
percent and 7.74 percent respectively.

Credit Guarantee Scheme for SME
(SME-CGS)

The Scheme is geared towards promotion
and support of SMEs, which have a
significant role in the economy, by
creating an enabling environment for
its expansion and facilitating access to
financing resources. This initiative is in
line with the National Policy on SME
Development, 2002.

The Scheme commenced its operations
in September 2005 with initial capital
of TZS 0.5 billion as contribution from
the government. The government has set




aside another TZS 1.5 billion as additional
capital for the Scheme.

In a bid to achieve the above objective,
the scheme seeks to:

i. provide credit guarantees to
participating financing institutions
relating to short and medium term
financing to SMEs and

ii.  cooperate with various stakeholders
in promoting SMEs entrepreneurial
skills.

The take-off of the SME-CGS has been
slow, as only three Participating Financial
Institutions submitted fifteen guarantee
applications with a combined value of
TZS 1.1 billion during the year ended June
2006, out of which, only six with a value
of TZS 971 million were approved. The
sluggish performance has been attributed
to a number of factors, including the
newness of the Scheme, administrative
issues and availability of SMEs bankable
projects.

BANKING AND CURRENCY OPERATIONS

Duringthe financial year 2005/06 the Bank
of Tanzania continued to provide banking
services to the Government, banks and
designated financial institutions as well
as advice on fiscal issues for both the
Union Government and Revolutionary
Government of Zanzibar.

Eleven (11) new accounts were opened for
ministries and independent government
departments while one hundred and nine
(109) dormant accounts were closed.
Meanwile, one hundred and fifty eight
(158) special and project government
accounts were opened in commercial
banks during the period.

During the review period, the Tanzania
Inter- bank Settlement System (TISS)
operated smoothly and efficiently. Three
more commercial banks namely, Bank
of Baroda, Federal Bank of Middle East
and Savings and Finance Bank, and one
financial institution namely, Tanzania
Investment Bank (TIB) joined the TISS
bringing the number of TISS participants
to 25.

Clearing operations were also conducted
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smoothly during the period. However,
no new member banks joined the Dar
es Salaam Electronic Clearing House
(DECH) during the period under review,
though a new bank namely, Uchumi
Commercial Bank joined Arusha Clearing
House (ACH) and two commercial banks
namely, Diamond Trust Bank and Bank of
Baroda both opened upcountry branches
in Arusha, and thus joined membership in
ACH as well.

Further, the Bank witnessed more
technological advancementsinthe clearing
operations through implementation of full
automated clearing activities whereby
there was an enhancement made to the
Net Settlement Gateway (NSG) system
through development of interface programs
for automation of non-TISS banks’ net
settlement positions from NSG system with
CBS system.

The Tanzania National Net Settlement
Service (TNNSS) facility was implemented
on 11th October 2005 to facilitate processing
of VISA member banks’ settlements arising
from VISA Card payment transactions on
automated
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tellers machines (ATM) and point of sales
(POS) in Tanzania. The VISA facility
addresses the barriers that hinder sharing
of ATMs and POS among member banks
in Tanzania. The Bank of Tanzania is
offering settlement agent services to the
Visa member bankers through processing
in the Dar es Salaam Electronic Clearing
House (DECH). Currently there are five

banks that are participating in the VISA
clearance transactions namely, NBC Ltd,
CRDB Ltd, Standard Chartered Bank,
Barclays Bank and Stanbic Bank Ltd.

During 2005/06 the Bank introduced
new cheques embedding six styles with
enhanced security features that are being
issued and used concurrently with the old
style cheques.

BANK SUPERVISION

The Bank of Tanzania carried out various
activities aimed at strengthening and
enhancing safety, soundness and stability
of the banking system, in accordance with
the Bank of Tanzania Act 1995, Banking
and Financial Institutions Act 1991,
Foreign Exchange Act 1992 and various
regulations governing banking business
and bureaux de change operations in
Tanzania. This was undertaken through
on-site  examinations and  off-site
surveillance.

The Bank finalized review of two
legislations governing banking business
in Tanzania namely the Bank of Tanzania
Act, 1995 and the Banking and Financial
Institutions Act, 1991. The Bank of
Tanzania Act, 2006 and the Banking
and Financial Institutions Act, 2006
were gazetted in June 2006 and became
effective on 1st July 2006. The Bank of
Tanzania is in the process of reviewing
existing regulations including Credit
Concentration and Other Exposure Limits,
Management of Risk Assets, Capital
Adequacy, Liquid Assets and Publication
of Financial Statements to match with
dynamics in the banking business and
challenges posed by contemporary
innovations and changes. The Bank
is also in the process of formulating
new guidelines and regulations in the
areas of consolidated and cross-border
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supervision, anti-money laundering,
credit reference bureau, responsibilities
of directors and senior management,
outsourcing, risk management and
physical security measures.

The Bank of Tanzania is in the process
of migrating from traditional compliance
based supervision of banks and financial
institutions to risk based supervision,
which is aimed at placing strong
emphasis on understanding and assessing
the adequacy of bank’s risk management
systems used to identify, measure, monitor
and control risks in an appropriate and
timely manner. All key stakeholders have
been sensitised and pilot examinations
have been undertaken. The Bank is also
following up on various activities related
to implementation of Basel II Capital
(International convergence of Capital
Measurements and Capital Standard) in
order to cope with changes in the banking
industry.

During the reporting period, Bank of
Tanzania in collaboration with other
stakeholders developed a regulatory
framework for microfinance institutions.

As at 30th June 2006, the banking
sector had 32 institutions made up of 22
commercial banks, 3 non-bank financial
institutions, 5 regional community banks




and 2 regional financial institutions.
During the year, the industry witnessed
an entry of a new regional community
bank, namely Uchumi Commercial Bank
Limited. Thus increasing the number of
operating regional community banks
from four to five by the end of June
2006. Federal Bank of the Middle East
Limited changed its name to FBME Bank
Limited. Further, 29 bureau de change
were registered during the year.

During the year under review, performance
of banks was generally satisfactory. Total
assets of the banking sector increased by
36 percent to TZS 4,874.9 billion from the
level recorded as at June 2005. In the same
period, deposits increased by the same
rate as assets to TZS 4,057.9 billion, while
allowance for probable losses increased
by 126 percent to TZS 55.1 billion.
Bureaux de change compliance with laws
and regulations was also satisfactory.

The Bank of Tanzania participated in
regional groups such as the East and
Southern Africa Banking Supervisors
Group, SADC subcommittee of Bank
Supervisors, and Eastern and Southern
Africa Anti Money Laundering Group.
The main objectives of the regional
groups are to promote the overall standard
and quality of banking supervision in
line with best international practices,
and to harmonize banking supervisory
philosophies and practices in the region.

The Bank continued to be actively
involved in assisting, supporting and
monitoring restructuring and privatisation
of government owned banks and non-
bank financial institutions. Restructuring/
privatisation process of Tanzania Postal
Bank (TPB), Tanzania Investment Bank
(TIB) and People’s Bank of Zanzibar
is in progress. During the year under
review, the restructuring/privatisation of
the National Micro-finance Bank Limited
(NMB) was finalized. The government
sold 49% of its shares to a consortium led
by Rabobank from the Netherlands.

PERSONNEL AND ADMINISTRATION

The Directorate of Personnel and
Administration is responsible for a variety
of core services that support the Bank’s
key operations. The functions that make
up this directorate include Personnel
Management, Training and Development,
Estate Management and Administrative
Services.

At the end of June 2006 the Bank had
1,314 full time employees. Out of this
number 22 graduates were recruited in
non-management specialist positions
(Economists, Accountants, Supplies,
Public Relations, IT and Banking
professionals) in the year under review.
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During the year, the Bank lost 19 employees
through terminations and death.

The Bank continued to observe the
principle of equal opportunity and rights
for all in operating its human resource
processes recruitment, training, rewarding,
promotion, etc. This attention to fair
practices also guaranteed existence of
harmonious management-employee
relations as management consulted the local
trade union in all matters where employees
interest were involved.
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The Bank continued to implement its
Human Resources policies relating to
training and development in order to
enhance competencies and quality of
performance inkey areas. Employees from
all functions attended various training
programmes organised both in-house
and off-site. Many employees were also
allowed to undertake part-time long-term
undergraduate and postgraduate studies
and other programmes of education
leading to professional certificates in
various fields.

Following a bank-wide survey of existing
corporate culture conducted between
December 2004 and May 2005, a
Corporate Culture Change Programme
was adopted by Management. The

Programme is aimed at addressing
inadequacies within the institutions so as
to enhance corporate culture at the Bank.

The Bank continued with the
modernization project for document
management, whereby records management
policy was developed and implementation
of a computerized Document Management
System is in progress. Also the Bank
continued to implement the integrated
financial management system (IFMS)
aimed at improving speed and quality
of reporting and monitoring in matters
of procurement, asset management and
inventory management.

MICROFINANCE OPERATIONS

Development of the National
Microfinance Policy

In 2005/06 the Bank continued to
coordinate and monitor implementation
of the National Microfinance Policy
(NMP). Between May and July 2005
the Microfinance Institutions (MFIs)
Directory of 2002 was updated. The
Directory provides basic information
on MFIs and programmes, such as
registration, gender, target sectors,
market outreach, loan offices, branches
and contacts. The Directory now provides
information about 1899 MFIs compared to
665 MFTIs in the 2002 Directory. Variation
in figures between the two periods is due
to either expansion in coverage or entry
of new MFIs.

In order to facilitate understanding of the
Policy to a wider range of stakeholders,
BOT translated the NMP from English
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into Kiswabhili, the national language that
is understood by majority of Tanzanians.

Legal, Regulatory and Supervisory
Framework for Microfinance Sector

The new Microfinance Regulations
that were gazetted on 25th March 2005
are now operational. During the period
under review, the BOT conducted two
workshops on regulations with a purpose
of encouraging MFIs to transform into
regulated financial institutions that are
legally allowed to access and/or lend
depositor’s funds. The first workshop
disseminated Microfinance Companies
and Microcredit Activities Regulations
2005, to large MFIs and banks undertaking
micro-credit activities, whereas the
second one disseminated Financial and
Cooperative Societies Regulations 2005
to Rural Financial Services Programme
Implementers and Assistant Registrars of
Cooperatives.




The Bank also initiated proposals to the
Ministry of Finance in respect of legal
amendments to be made to accommodate
community and member based MFIs
within the microfinance legal framework.
Draft Community and Member Based
Microfinance Institutions Regulations,
2005 were submitted to the Ministry of
Finance for their consideration.

In order to monitor the performance of
Microfinance Industry, the Bank also
carried out institutional and financial
performance assessments of one financial
NGO and two SACCOS. The aim of this
exercise was to promote and encourage
these institutions to practice microfinance
best principles.

Operational Guidelines for
Government and Donor Support to the
Microfinance Sector

After development of operational
guidelines for Government and donor
support to the microfinance sector in
2005, the Bank in collaboration with
the Ministry of Finance continued to
facilitate adoption and implementation
of the guidelines. In order to ensure that
Government and donor intervention
into microfinance sector is coordinated,
based on best practices and consistent
with the NMP and other relevant
policies and strategies, the Government
and donors reviewed the rationale, the
methodology, the guiding principles, and
the content of the guidelines for effective
implementation.

Development of a Microfinance
Database and Website

The Bank reviewed the current
microfinance database in order to properly
monitor the microfinance industry
performance in Tanzania. In the process,
monitoring indicators to track and analyze
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the sector were also developed.

African Rural and Agricultural Credit
Association (AFRACA) East Africa
Sub Region Workshop

The Bank hosted AFRACA Sub Regional
Workshop during the period under
review. The theme of the Workshop
was “Integrating Financial Services in
Poverty Reduction Strategies” which
aimed at opening the dialogue between
African Governments and Stakeholders
in the financial sector in poverty reduction
strategies as well as explore policy options
on how best they can cooperate in poverty
reduction strategies

Challenge and the Way Forward

*  Operationalization of NMP remains
ineffective due to limited capacity
within the microfinance sector in the
country;

* Implementation of microfinance
regulations and supervisory framework
is constrained by limited capacity
within the microfinance regulatory
agencies;

*  Barriersto communication, technology

and physical infrastructure.
To address these challenges the Bank
will continue to create an enabling
environment for microfinance sector
in Tanzania mainland and Zanzibar
through:

* Translating into Kiswahili the
microfinance regulations,operational
guidelines for Government and donor
support to the microfinance sector,
and disseminating the same through
microfinance sub web, meetings,
seminars and workshops;

*  Preparing microfinance supervisory
framework;
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*  Developingmicrofinance operational
standards in collaboration with
stakeholders (Microfinance
networks);

*  Facilitating the development of a
creditreference system and providing
support to the establishment of

private credit reference bureau; and

*  Providing technical advice and
guidance on various microfinance
issues.

NATIONAL PAYMENTS SYSTEM

The Bank continued with the
modernization of the National Payments
Systems, to enhance efficiency and reduce
payment system risks in the clearing and
settlement operations in the country.
Major tasks undertaken during the period
include, coordinating development of
the legal and institutional framework for
supporting, monitoring and regulating
the National Payment Systems, provision
of payments clearing and settlement
services and facilitation of development
of new payment instruments. Activities
conducted include but not limited:

Settlement Services Through the
Tanzania Inter-bank Settlement
System (TISS)

The Bank continued to operate and
maintain TISS, including provision of
technical assistance to the system users.
TISS facilitates settlement of high value,
time critical payments and securities
settlement of the Government and
financial institutions on real time.

During the period further enhancement
and upgrades to the system were made
to facilitate straight through processing
to enhance system’s operations. Such
enhancements included the automatic
conversion of the Intraday Loan Facility
to Lombard and interface with the
Tanzania Net Settlement Services (TNSS)
which facilitates settlement of Visa card
domestic transactions.

“u

During the year, 5 more banks joined the
system to make a total of 25 participants.
The system also continued to operate as
an intermediary for Government revenue
collections. The revenue collections have
been increasing on annual basis thereby
implying that the system has proved
to be an efficient means of facilitating
the collection of government revenue.
TISS transactions have been increasing
progressively.

Clearing Services under the Electronic
Clearing House Systems

The Bank continued to maintain and
support system users of the Bank of
Tanzania Electronic Clearing House
(BOTECH) system at the Dar es Salaam
Clearing House. The system facilitates
the normal inter-bank electronic debit
clearing, has promoted efficiency and
minimized errors and acts of fraud in
the cheques system. The system also
facilitates Inter-bank Electronic Fund
Transfer (EFT) which is used to transfer
high volume but low value transactions.

Facilitation of implementation of card
switch infrastructure

During the period the Bank held various
meetings with retail payment service
providers and commercial banks that
are in the process of developing shared
networks.




Legal and Institutional Framework for
NPS

Enactment of the Bank of Tanzania Act,
2006, among others confers Payment
Systems Oversight powers to the Bank.
Duringthe period, the Bank continued with
follow-up legislative reforms, which aim
at creating legal certainty in the national
payment systems operations. The reform
includes finalization of drafts legislative
proposals for an NPS Law, Electronic
Transaction Law and amendments to the
Evidence Act, 1967.

Monitoring and regulating the National
Payment Systems

The Bank continued with oversight
operations to ensure safety and efficiency
in payments, clearing and settlement
systems. The oversight operations include
monitoring risks, evaluating performance
and efficiency in the existing systems as
well as systems being developed.

During the period the Bank continued
to monitor efficiency and assessment of
safety trends of the TISS, the Cheques
system, the EFT system and the existing
retail systems. The Bank also monitored
the development of the new non-cash
retail payment instruments and service
to ensure that they comply with agreed
standards and safety guidelines.

Harmonization Initiatives

The Bank continued to implement
Directives on harmonization initiatives
undertaken by the East African Monetary
Affairs Committee (MAC). During the
period the Bank adopted the following
MAC directives for implementation.

1. Implementation of oversight
operations, including formulation of a
set of efficiency and risk management
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benchmarks and guidelines for
payment system oversight.

2. Implementation of modalities to
facilitate clearing of cross border
instruments,

3. Adoption of the REPO arrangements
to secure intraday credit.

4. Adoption of “defaulters pay” as a
failure to settle mechanism.

5. Adoption of the BIS guidelines
on “Risk Management Principles
for e-banking” and “management
and supervision of Cross Border e-
banking activities” documents as the
East African Regulatory Framework
for e banking.

6. The regulation of
activities.

e-banking

Plans for Year 2006/07

During the next financial year the Bank
shall continue to improve safety and
efficiency in the NPS specifically the
development of the legal and institutional
framework for NPS to facilitate
modernization of payment systems; and
development of new payment instruments
and infrastructure; and to provide dynamic
collateral securities depository payment
services, clearing and settlement to the
government and financial institutions.
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MACROECONOMIC DEVELOPMENTS AND FINANCIAL
PROGRAMMES

IMF Lending Facilities

The programme supported by the Poverty
Reduction and Growth Facility (PRGF)
comes to an end in August 2006. The
expiry of this programme will leave
Tanzania with options to either sign
another PRGF program with the IMF or
choose an alternative arrangement with
the Fund. During the Sixth review of the
PRGF that was conducted from 22nd
May to 7th June 2006, initial discussions
were held between the IMF Mission
Team and Tanzanian authorities on the
possibilities of Tanzania adopting the
IMF’s Policy Support Instrument (PSI).
If the government approves the PSI,
Tanzania will become the 3rd country in
Africa after Nigeria and Uganda to adopt
the PSI.

PSI is an instrument that was launched on
15th October, 2005 by the IMF to assist
low income member countries that may
not need Fund’s assistance, but seek for
its advice, monitoring and endorsement
of their economic policies. The PSI is
expected to offer a sound approach for
helping low-income countries design
effective  economic programs and
provide signals to donors and multilateral
agencies.

World Bank Lending Facilities

In May 2006, the Executive Directors of
the Board of the World Bank approved the
Fourth phase of the Poverty Reduction
Support Credit (PRSC-4) amounting
to USD 200 million. The credit will
be channelled through the national
budget to support the Government in the
implementation the Tanzania’s National
Strategy for Growth and Reduction of
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Poverty (NSGRP) or “MKUKUTA” . It
will also support policy reforms aimed
at improving the environment for private
sector investments and strengthening of
economic infrastructure. Other approved

World Bank credit facilities for Tanzania
during 2006/07 include:

i.  The Accountability, Transparency
and Integrity Project (ATIP) credit
facility of USD 40 million aimed
at supporting implementation of
legal, judicial and public financial
management reforms in the public
sector. This is aimed at strengthening
capacities of oversight and watchdog
institutions that are pre-requisite in
good governance.

ii.  USD 98 million credit for the Local
Government  Support Project aimed
atstrengthening fiscal decentralisation,
improving accountability in the
use of local government resources,
and improving management of
intergovernmental transfers.

iii.  USD 95 million forthe Private Sector
Competitiveness Project aimed at
creating sustainable conditions for
enterprise creation and growth.
Achievement of the objective of
the project will be measured by the
increase in the number of formal
enterprises, the increase in the value
of titled land relative to untitled, and
growth in sales and assets of firms
participating in the project.

iv. USD 90 million credit for the
Agricultural Sector Development
Programme. This facility is expected
to ensure farmers have better access
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to, and use agricultural knowledge,
technologies, marketing systems
and infrastructure and will promote
agricultural  private investment
bases on improved regulatory and
policy environment.

USD 15 million credit for the
Financial Sector Support Project
whose objective is to promote
increased household and firms
access to financial services, facilitate
efficient financial intermediation,
and support financial stability
and integrity. This support will
cover six components of the
Government’s action plan for the
Second Generation Financial Sector
Reform Program (SGFSR). They
include: strengthening the Banking
Sector; developing the Financial
Markets; reforming the Pension
Sector; strengthening the Insurance
Industry; Facilitating the Provision
of Long Term Development Finance;
and strengthening Micro and Rural
Finance.

USD 12 million for the Tax
Modernisation Program (TMP)
aimed at promoting an effective
and efficient tax administration
that provides high quality customer
services with fairness and integrity.
Specifically, the credit will support
the five strategic goals of TRA’s
Corporate Plan namely: improve
revenue collection in a cost
efficient way; fully integrating TRA
operations; providing high quality
and responsive customer service;
promoting tax compliance through
a fair, equitable and transparent
applicationoftaxlaws;andimproving
staff ~competence, motivation,
integrity and accountability.

USD 51 million for the Marine and
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Coastal Environment Management
project aimed at strengthening
the sustainable management and
use of the Tanzania’s exclusive
economic zone, territorial seas,
and coastal resources resulting
in enhanced revenue collection,
reduced threats to the environment,
better livelihoods for participating
coastal communities and improved
institutional arrangements.

IMF and World Bank Missions

During the period under review both
the IMF and the World Bank conducted
various missions to Tanzania as follows:

. In September 2005, the IMF
conducted a mission on prudential
reporting of the International
Financial Reporting System (IFRS).
The aim of the mission was to
train BOT’s staff on analysis of
IFRS generated reports. The same
mission also conducted feasibility
study review for the establishment
of credit reference system and data
bank at the BOT.

. During October 17-28,2005 the IMF
conducted a technical assistance
mission on Balance of Payment
statistics. The aim of the mission was
to review the coverage of current
data sources and the methodologies
used to compile balance of payment
statistics.

. In December 2005, the IMF
conducted a mission on the Fifth
Review of the PRGF arrangement.
Due to election and change of
government in Tanzania, the review
was not concluded at that time and

therefore was undertaken again in
February 2006.
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During January 18-31,2006 the IMF
conducted a technical assistance
(TA) mission aimed at enhancing the
BOT’s effectiveness in its conduct
of monetary and foreign exchange
operations. It included assisting
the BOT in adapting Tanzania’s
monetary statistics in line with the
methodology as described in the
Monetary and Financial Statistics
Manual (MFSM) 2000.

During May 2006, the IMF
conducted the Sixth Review of the
PRGF arrangement that included
negotiations for the new 3-year
program under the Policy Support
Instrument (PSI).

During April 19-28, 2006 the World
Bank conducted a Financial Sector
Support Project appraisal mission.
Theaim ofthe mission wastoidentify
areas of the financial sector reform
program that will be supported by
the World Bank and other interested
partners. The mission also discussed
implementation arrangements under
the project with the BOT and the
Ministry of Finance.

During May 10-15, 2006 the World
Bank conducted a mission aimed
at negotiating the financing of the
Financial Sector Support Project.
The mission negotiated the project
with government officials after
which the project was submitted to
the World Bank Executive Board
for approval.

In June, 2006, the World Bank
conducted a Multi-Sector
Development mission. The mission
met with various stakeholders
to discuss a draft on investment
guidelines for the Tanzania
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Pension Sector; reviewed progress
of the SME Credit Guarantee
Scheme with financial institutions,
Small Industries Development
Organisation (SIDO) as well as
other  stakeholders;  discussed
implementation arrangements
and operational modalities of the
Development Finance Guarantee
Facility; and  discussed the
arrangement for the transformation
of Tanzania Investment Bank into a
development bank.

Financial Programming

During the 2005/06 the Inter-Institutional
Team for Financial Programming
continued to develop and track on the
Financial Programme for Tanzania. The
team held two workshops (one week each)
in Dar es Salaam during September 2005
and March 2006. The objectives of the
workshops were to share knowledge and
experience on Financial Programming
among the team members and prepare
a three-year Financial Programming
projections that would provide inputs for
the preparation of the 2006/07 Budget
Guidelines, IMF missions for March
2006 and other related government policy
documents.

Second Generation Financial Sector
Reform Programme (SGFSRP)

During the review period, BOT continued
to coordinate the activities related with
the Second Generation Financial Sector
Reform Program (SGFSP). In June
2005 the Second Generation Financial
Sector Reform Program action plan
was submitted to the government for
approval.

In August 2005, a seminar for Permanent
Secretaries of the  Revolutionary
Government of Zanzibar was conducted.




The aim of the seminar was to sensitize
them  on activities of the Second
Generation Financial Sector Reforms
some of which require government
financial outlays.

In October 2005 the Emerging Market
Economics Limited, which has been
appointed to be the Management Unit
(MU) of the Financial Sector Reform and
Strengthening (FIRST) Initiative, and the
BOTnegotiatedandsignedaMemorandum
of Understanding (MOU). The MOU sets
out the basis on which technical assistant
may be awarded to Bank of Tanzania, for
the purpose of implementing some aspects
ofthe Second Generation Financial Sector
Reform Programme. Specifically the
technical assistance projects will cover
areas identified for FIRST in support of
Tanzania’s implementation of its Second
Generation Financial Sector Reforms
Programme. These include (i) Capital
Markets Supervision and Regulation;
(1)) Bank Assurance Legislation and
Regulation; (iii) Actuarial Capacity
Building; and (iv) Housing Finance.

In May 2005, the International Finance
Corporation (IFC) launched a 2-year
project for Lease Finance in Tanzania.
The project aims to deliver a complete
package, including addressing legal and
regulatory framework for lease finance
issues including harmonization with the
existing laws, sensitization of stakeholders
and the public at large on lease finance
and spearheading the establishment of
lease finance business in Tanzania. To this
end, IFC conducted 2 workshops during
February 2006 for senior and high-level
government officials. IFC has already

developed a draft legal and regulatory
framework, which awaits views from key
stakeholders before it is finalised.

During the review period, a Memorandum
of Understanding (MOU) was developed
which sets out the framework under
which the Government of the United
Republic of Tanzania (the Government)
and the Basket Funding Development
Partners (BFDPs) will fund the Financial
Sector Reforms Project (FSRP) through
the basket funding arrangement. At the
moment the Basket Funding Development
Partners are the World Bank and DFID.

The FSRP is being funded under basket
arrangements whereby the World Bank
will contribute USD 15 million in form
of a credit, DFID (UK) will provide grant
amounting to pound sterling 3 million
(equivalent to USD 5 million) and the
government of United Republic of
Tanzania will contribute USD 2 million.

’The team draws its members from the key institutions involved in data collection and processing namely:
Bank of Tanzania (BOT), Ministry of Finance (MOF), Tanzania Revenue Authority (TRA), National Bureau
of Statistics (NBS), and Ministry of Planning, Economy and Empowerment. The team has developed a new
set of the four major macroeconomic accounts, based on the Bank of Tanzania Financial Programming

framework.
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DEVELOPMENTS IN TRADE AND INVESTMENT POLICIES

In 2005/06, the Bank of Tanzania in
collaboration with Tanzania Investment
Centre and the National Bureau of
Statistics published Tanzania Investment
Report 2004 (TIR04). Similarly,
in Zanzibar the Bank of Tanzania -
Zanzibar Branch, Zanzibar Investment
Promotion Authority and the Office of
Chief Government Statistician published
Zanzibar Investment Report 2004
(ZIR04).

The two reports were disseminated to
public and private sector stakeholders in
November 2005.

During the second half of 2005/06, the
collaborating institutions embarked on
the third circle of the Private Capital
Flows Project by conducting a sample
survey covering 234 companies. In the
Mainland, the sample survey exercise was
implemented covering companies in Dar
es Salaam (151), Arusha (28), Tanga (4),
Coastal (3), Morogoro (7), Mwanza (13),
Mara (4), Shinyanga (3), Kilimanjaro
(9), Mbeya (4) and Iringa (8) regions.

The fieldwork was conducted in Dar es
Salaam between February and April 2006
and in upcountry regions between April
and May 2006.

So far, a total of 211 questionnaires have
been collected out of 234 distributed
representing a 90.2 percent response rate.
In Zanzibar, a comprehensive survey
covering about 160 companies was
conducted for the second time in history.
The implementation of the exercise was
done concurrently with that ofthe Tanzania
Mainland. Zanzibar has managed to
collect a total of 141 questionnaires out
of 160 distributed representing a response
rate of 88.1 percent.

Beginning the first half of 2006/07,
researchers in Tanzania Mainland and
Zanzibar will continue with data editing,
checking, verification, up-rating and
report writing. The preliminary data is
to be released in August 2006 and the
draft reports by October 2006. Publishing
of both the Tanzania and Zanzibar
Investment Reports is to be done by
December 2006.

MANAGEMENT INFORMATION SYSTEMS

Duringthe yearunderreview, ICT delivery
functions continued to be improved and
reshaped in order to increase quality of
servicedeliveryandimproveservicelevels
aimed at fostering the Bank’s productivity
and development. The improvement and
new developments were recorded in areas
of ICT infrastructure, Business systems
and IT governance. Apart from continued
rendering of technical support to ICT
systems and users, other notable strides
include:
*  Redesigning and fine-tuning of
payment systems interfaces to
facilitate smooth message exchanges
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among financial systems of the
Bank.

* A new Integrated Financial
Management System (IFMS) was
acquired customised and is currently
in the implementation stage.

* As part of treasury management
improvement, acquisition process
for a Treasury Management System
(TMS) was initiated and evaluation
process started.

* Document Management System
(DMS)  was acquired  and
implementation of phase one
covering document imaging started.




*  Auditing Software was acquired to
assist internal auditors in monitoring
ICT systems at the Bank.

* Bank’s network infrastructure
was improved in terms of security
and performance by deploying
load balancing and security check
devices.

*  Business Continuity Plans (BCP)
were developed, and limited Business

Continuity Management (BCM)
safeguards to address continuity of
the Bank’s business operations in
the event of uncalled for disruptions
were implemented.

*  Development and enhancement of
documentation standards to conform
to I'T Governance best practices were
also undertaken.

INTERNAL AUDIT

During 2005/06, the Bank continued
to strengthen measures aimed at
enhancing the monitoring and control
of the Bank’s operations. Reviews of
all Banks’ operations were conducted in
accordance with the Bank’s Action Plan
with due regard given to evaluation and
advise to the management on improving
the effectiveness of risk management,
control, and governance processes.

Specific attention was given to the critical
functions of the Bank namely Financial
Markets, Banking Operations, Payment
System, Banking Supervision and
Finance/Accounts. Following the reviews,
recommendations were communicated
to Bank’s Management for taking
appropriate corrective measures.

SECRETARY TO THE BANK

During the period under review, the
Government tabled for reading before the
National Assembly the Bills for the Bank
of Tanzania Act, 2006 and the Banking
and Financial Institutions Act, 2006.
The National Assembly passed the Bills
during its session held in March/April,
2006. Following the enactment of the
two legislations, the President assented to
the two Bills on 7th June 2006. The two
legislations took effect on 1st July 2006
following publication of notices to that
effect by the Minister of Finance. The
relevant notices are GN No. 84 and 85
published on 30th June, 2006.

The Bank also participated in the Inter-
Ministerial initiative to finalize the draft
law for anti-money laundering, which was
presented to the Cabinet for approval. It is

e

expected that the Bill will be tabled to the
National Assembly for enactment during
October, 2006 session.

In addition, the Bank participated in the
Inter-Ministerial team to develop a draft
Bill for Special Economic Zones. Having
gone through the first reading during
the June-July 2005 National Assembly
session, the Bill was subsequently passed
by the National Assembly during its
February, 2006 session.

During 2005/06, Mr. A.M. Rashid retired
from the Board, having served as a
Director for three consecutive terms of
three years.
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BRANCH ACTIVITIES

Arusha Branch

During 2005/06 the branch performed the
following major activities in conformity
with the objectives of the Bank of
Tanzania branches:

*  The branch continued to enhance
efforts in monitoring performance
of the economic sub sectors in the
Northern Zone of Tanzania. Apart
from preparation of the regular
zonal quarterly economic and
annual reports, a comprehensive
study of cooperatives and SACCOS

to thirteen banks.

The branch continued to play host
to various meetings and conferences
held in Arusha. These included
regular meetings of the East
African Community secretariat like
the Monetary Affairs Committee
(MAC) technical committee and the
E.A. Central Bank Governors. The
seminar on Government Securities
and workshop on the Small
and Medium Enterprises Credit
Guarantee Fund were also hosted by
the branch.

performance was carried out. The Mbeya Branch

branch also participated in relevant

economic meetings like the THA During the year ended June 2000,

exporters meetings conducted in Mbeya branch undertook the following

Moshi and Arusha and provided activities:-

information to various stakeholders

in the zone through meetings and On Economic issues, the branch through

distribution of BoT publications. the economics department made the
¢ On Banking and Currency Operations following activities:

the branch continued with the provision
of banking services to Government 1L
departments and banks in the zone.
Distribution and management of
currency continued in line with the 1.
clean money policy of ensuring that
ATM quality banknotes are issued
into circulation. Withdrawal of “old iii.
issue banknotes” from circulation
continued with small amounts
exchanged over the counters. In
ensuring the availability of an
efficient payment system the branch iv.
continued to host the Arusha Bankers
Clearing House (ABCH). During
the 2005/06 two members namely
Uchumi Commercial Bank Ltd.
and Diamond Trust Bank (T) Ltd
were admitted to the ABCH thereby
raising the membership from eleven

Preparation of monthly food
commodities prices development
reports of Southern Highlands Zone.
Preparation of quarterly and annual
economic performance reports of the
Southern Highlands Zone.

Conducted a study and produced a
report titled “Constraints Facing Small
Scale Production and Marketing of
Agro Processed Products in Southern
Highlands Zone”.

In collaboration with Informal
Financial Institutions (SACCOs
and SACAs), District and Regional
Cooperative Officers, the department
conducted investigations on the
possibilities of these informal
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Financial Institutions (SACCOs
and SACAs) to invest part of their
accumulated funds in Government
securities in order to reduce over
dependence on personal loans as their
major means of investment.

v.  Preparation of quarterly and monthly
performance reports of the Micro
Finance Institutions as well as
Cross Border Trade in the Southern
Highlands Zone.

vi. Participatedinthe FarmersAgricultural
Trade Fair (Nane Nane) in the Southern
Highlands Zone and collected some
important information through face to
face interviews with stakeholders.

vii. Participated in the Mbeya and Iringa
Regional Consultative Meetings,
which deliberated on economic
developments taking place in the
Regions.

viii. In  Collaboration with Regional
officials of TRA, participated in the
investigations aimed at analyzing tax
structure applied to small-scale agro
processing industries in Southern
Highlands Zone.

ix. Reviewed sector contributions to
the Regional GDP in the Southern
Highlands Zone and Dodoma Region.

x. In Collaboration with Head Office,
the Department participated
in sensitization seminar concerning
Government Securities and Government
Small and Medium Scale Entreprises
Credit Guarantee Schemes (SMEs).
The seminar was held in Mbeya town,
and drew participants from Mbeya,
Iringa, Ruvuma and Rukwa Regions.

During the year under review, the Branch
continued to implement clean money
policy pursuant to the Bank objectives.
All Commercial Banks in the Southern
Highlands Zone were timely and adequately
supplied with clean money (notes and
coins) at ATM standard. Deposits from
Commercial Banks continued to be received

0

and were timely processed and the note
destruction exercise conducted timely.

The Branch also continued to receive
mutilated notes and redemption proceeds
were paid to the beneficiaries immediately.
Visits to Rukwa, Iringa and Ruvuma
regions were made for the purpose of
collecting information on the demand of
currency and the quality of circulating
currency in Southern Highlands Zone and
educate the general public on better means
of note handling and detection of fake
notes. Mbeya Banker’s Clearing House
(MBCH) was instituted by member banks
to facilitate smooth inter-banks exchange
and processing of payment of instruments
for the purpose of settling Commercial
banks intraday financing.

Mwanza Branch

During the year under review the
Branch continued  to render services to
Government Departments and Commercial
Banks in the Lake Zone according to the
operational plans. Activities of the Mwanza
Bankers Clearing House were conducted in
accordance with the rules and regulations
of the Clearing House. The number of
members remained eleven.

Clean notes and coins continued to be issued
for circulation through Commercial Banks
and Safe Custody Centres. NBC Limited
terminated the services of Tabora Safe
Custody Centre on 23rd June 2006—the
only one remaining in the Lake Zone. Visits
were made to Kagera, Mara, Shinyanga
and Tabora regions for the purposes of
sensitizing the general public on better
handling of bank notes and coins and
detection of fake notes.
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The Branch continued to monitor
economic developments and performance
in the Lake Zone. The activities mainly
focused on agriculture, livestock,
fisheries, mining, tourism, and industrial
sector and cross border trade. The Branch
also attended the cotton sub-sector
stakeholders’ meeting, which was held in
Mwanza in April 2006. Collection of data
from various sectors is going on. Data on
gold and diamonds production by small-
scale mining sub-sector is hampered by
lack of established data sources. However,
the envisaged project to establish a gold
refinery would to some extent help solve
this problem.

Zanzibar Branch

During 2005/06, Zanzibar Branch
executed its functions as mandated in the
Corporate Plan. Banking services were
rendered to Governments and Commercial
banks based in Zanzibar. The Banking
sector in Zanzibar however continue to
face challenges including relatively low
level of banking services and inadequate
lending to productive sectors.

The Branch also undertook economic
studies and produced reports, which
included draft report on “Problems
and Prospects of Fishing Industry in
Zanzibar” and periodic reports (monthly,
quarterly and annual) on Zanzibar
economic performance for Monetary
Policy Committee and the BoT Board.
Furthermore, the branch took part in
the ongoing second phase of survey on
foreign private investment in Zanzibar
in collaboration with ZIPA and Office of
Chief Government Statistician.

The Branch staff attended various
government economic fora, including
Monthly Expenditure Ceiling Committee
meetings. During the year under review
the Bank in collaboration with Zanzibar

“w

Ministry of Finance and economic Affairs,
conducted a workshop for members of
Finance and Economic Affairs Committee
of Zanzibar House of Representatives,
Ministers, Principal Secretaries and
Government Senior Officials. The major
objective was to educate participants
on BoT role in economic development.
Papers presented and discussed were
on the concept of Finance in economic
development, Contribution of the Bank
in Government Budget, International
Financial Reporting Standards, BoT
Reserves and Internal Controls, Bank
of Tanzania Act 2006, and Banks &
Financial Institutions Act, 2006. In
addition, a sensitisation seminar on HIV/
AIDS was conducted for members of
staff in collaboration with Zanzibar Aids
Commission .

Bank of Tanzania Training Institute

During the year 2005/06, the Institute
continued with its mission, of
effectively facilitating the development
of Central Banking knowledge and
skills commensurate with the Bank of
Tanzania objectives. This was done
through hosting and conducting various
short courses to suit both the Bank of
Tanzania, and other Banks and Financial
Institutions. Courses conducted during
the year mainly focused on Banking,
Finance, Economics, Information and
Communication Technology and Human
Resource Management. The Institute also
hosted other training-related activities,
which were organized by other Institutions
using the Institute’s facilities.

Training Activities and Facilities

During the period under review, the
Institute had planned to conduct 42
courses, of which 15 were for BoT staff
and 27 for other Banks and Financial
Institutions (clients). In implementation,




a total of 35 courses including 18 BoT
and 17 client’s courses were conducted.
This is equivalent to 83 percent of the
plan. Some of the client couses could
not be carried out as planned due to non-
availability of Resource Persons, while
some of BoT courses were postponed to
the next financial year.

The Institute also hosted other training-
related events such as conferences,
seminars and workshops that were
conducted by other Institutions including
government departments and private
sector. During the period under review
108 such events were hosted, compared
to 103 events held in the financial year
2004/05.

The Institute also provided facilities for
the review programmes of the Tanzania
Institute of Bankers (TIOB) and the
National Board of Accounts and Auditors
examinations.

:

Training Facilities

During the period under review the
Training Institute continued to improve
its training facilities through modernizing
the Computer Training Room that is
used when conducting Information
and Communication Technology
programmes. During that period twenty
(20) “Thin Client” computers, which had
become out of date, were replaced by
twenty (20) modern and more efficient
stand alone computers.
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PART III: REPORT OF THE AUDITORS

THE UNITED REPUBLIC OF TANZANIA

NATIONAL AUDIT OFFICE (NAO)

Annual Financial Report For the
Year Ended 30 June 2006

REPORT OF THE CONTROLLER AND AUDITOR GENERAL
ON THE FINANCIAL STATEMENTS OF THE BANK OF TANZANIA
FOR THE FINANCIAL YEAR ENDED 30TH JUNE 2006

The Controller and Auditor General,
National Audit Office,
Samora Avenue / Ohio Street,
P.O. Box 9080,

Tel: 255 (022) 2115157/8
Fax: 255 (022) 2117527/2255333
E-mail ocag@nao.or.tz
Website: www@nao.or.tz
DAR ES SALAAM.

June, 2007.
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Office of the Controller and Auditor General,

National Audit Office,

United Republic of Tanzania.

(Established under Article 143 of the Constitution of the URT)

The statutory duties and responsibilities of the Controller and Auditor General are given
under Article 143 of the Constitution of the United Republic of Tanzania and amplified in
the Public Finance Act No. 6 of 2001 (revised in 2004).

Our Vision
To be a centre of excellence in public sector auditing.

Our Mission
To provide efficient audit services to enhance accountability and value for money in the
collection and use of public resources.

Therefore, our Core Values are:

* We strive to achieve and maintain objectivity in providing impartial audit
services so as to promote our independence;

We pursue excellence in the provision of our audit services;

We exercise professional integrity by demonstrating high ethical standards;
We focus on people and have great respect to our stakeholders;

We encourage and promote innovation amongst our members of staff; and
We ensure best resource utilization at national as well as individual public
entity level.

* X ¥ X ¥

We do this by:

Contributing to better stewardship of public funds by ensuring that our clients are ac-
countable for the resources entrusted to them:;

Helping to improve the quality of public services by supporting innovation on the use of
public resources; providing technical advice to our clients on operational gaps in their op-
erating systems; systematically involve our clients in the audit process and audit cycles,
and providing audit staff with adequate working tools and facilities that promote inde-
pendence.
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DIRECTORS’ RESPONSIBILITY AND APPROVAL OF THE ANNUAL
FINANCIAL STATEMENTS

The directors are responsible for the maintenance of adequate accounting records and the
preparation and integrity of the annual financial statements and related information. The
annual financial statements have been prepared in accordance with International Finan-
cial Reporting Standards and the Bank of Tanzania Act, 1995 as amended.

The directors are also responsible for the systems of internal control. These are designed
to provide reasonable but not absolute, assurance as to the reliability of the annual finan-
cial statements, and to adequately safeguard, verify and maintain accountability of assets,
and to prevent and detect material misstatements and loss. The systems are implemented
and monitored by suitably trained personnel with an appropriate segregation of authority
and duties. Nothing has come to the attention of the directors to indicate that any mate-
rial breakdown in the functioning of these controls, procedures and systems has occurred
during the year under review.

The annual financial statements are prepared on a going concern basis. Nothing has come
to the attention of the directors to indicate that the bank will not remain a going concern

for the foreseeable future.

The annual financial statements set out on pages 102 to 159 were approved by the Board of
Directors on 21st June 2007.

_A
O ,’,;/,.,;'l’@’

Chairman

Director
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CORPORATE GOVERNANCE

The Bank through its Board of Directors and management uphails and practices the prin-
ciples of sound corporate governance. To this end, the Bank’s establishment Act, referred
to as the Bank of Tanzania Act, 1995, as amended has provided a framework for ensuring
application of sound corporate governance principles and best practices by the Bank’s
Board of Directors and its committees and management in the course of managing the
day to day affairs/operations of the Bank as summarized below:

1.1

1.2

1.2.1

1.2.2

(1)
(ii)
(iii)

(iv)
(V)
(vi)
(vii)
(viii)
(ix)
(x)

In terms of the provisions of Section 8 of the Bank of Tanzania Act, 1995, the
Bank’s Board of Directors is the supreme policy making body in the Bank, and
apart from its specified function of approving the budget of the Bank, it is
expected to discharge other functions as may specifically be conferred or
imposed upon it by the Act or any other written law.

In the discharge of its functions, three Committees are currently assisting the
Bank’s Board of Directors.

The first one is a statutory creation and is known as the Standing Committee
established by the Bank’s establishment Act. Its Membership include the
Governor who is the Chairman (or in his absence, the Deputy Governor),

the Deputy Governor, the Permanent Secretary to the Treasury of the United
Republic, the Principal Secretary to the Ministry of Finance and Economic
Affairs of the Revolutionary Government of Zanzibar or their representatives
appointed in accordance with Subsection (4) of Section 11 of the Bank of
Tanzania (BOT) Act, 1995 and six other directors appointed by the Minister.

In an endeavor to assist the Management in their day-to-day functions, and to

get the Board involved more closely in the affairs of the Bank, the following
functions of the Board have been delegated to the Standing Committee

in situations where a decision is required in the interval between Board Meetings.

Review of operating results of the Bank;

Review of research papers before they are submitted to the relevant authorities;
Review of recommendations of major policy changes in the Bank before they are
adopted by the Board

Review of government expenditure pattern and borrowing by commercial Banks;
Administration of the various funds that are administered by the Bank;
Management of external reserves, gold and foreign exchange;

Administration of payments agreement entered into by the Governments;
External debt management;

Review of monetary policy targets;

Review of the statutory reports of the Bank.



1.2.3

1.2.4

The Committee also undertakes such other tasks as the Board may direct from
time to time.

The second Committee is the Audit Committee, which is the creation of the Board
in the exercise of powers conferred upon it by the provision of Section 13 of the BOT
Act. Its Membership include the Governor who is the Chairman (or in his absence,
the Deputy Governor), the Deputy Governor and two other Members appointed by
the Board.

The Terms of Reference for this Committee are as follows:

(i) Approval of the overall scope of internal control and systems and their
review with a view to strengthening them.

(ii) Review of activities and recommendations of Internal Auditors and direct
on remedial measures.

(iii Making final recommendations to the Board on policies and rules to
g p
prohibit unethical activities or conduct.

(iv)  Review with the External Auditors procedures and policies for internal
audits.

v) Review any unusual transactions.

(vi)  Review of Budgetary Reports prior to their submission to the Board
of Directors.

(vii)  Review of draft Audit Report of the External Auditors.

(viii) Review of changes in accounting policies in the light of accounting
developments.

(ix)  Consider supplementary budget requests before submission to the Board
and advise the Board on expenditure and income patterns.

(x) Review of internal audit and fraud investigation programmes.

The Committee also undertakes such other related tasks as may be directed by the
Board from time to time.
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1.2.5 The third Committee is the Banking Supervision committee, which is also the
creation of the Board in the exercise of powers conferred upon it by the provisions
of Section 13 of the BOT Act 1995. Its Membership includes the Governor who is
the Chairman (or in his absence, the Deputy Governor), the Deputy Governor, the
Permanent Secretary to the Treasury of the United Republic and two other
Members appointed by the Board.

1.2.6 The Banking Supervision Committee has the following Terms of Reference.
(1) Review of internal control and systems in banks and financial institutions.

(ii) Review of the activities and recommendations of the Banking Supervision
function and advise the Governor on remedial measures.

(iii)  Review of changes in banking policies and practices in the light of banking
developments.

(iv)  Review of adequacy of provisions of Banking legislation and regulations.
(v) Review of adherence to banking ethics and standards.
(vi)  Review of operating performance of banks and Financial Institutions.

By Order of the Board

l A,«— \
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CHAIRMAN
Date: 21 June 2007
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To: The Chairman,
Board Of Directors,
Bank of Tanzania.

REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS OF THE BANK OF TANZANIA FOR THE
FINANCIAL YEAR ENDED 30TH JUNE 2006

Introduction

I have audited the accompanying balance sheet of the Bank of Tanzania for the fina-
ncial year ended 30th June 2006, and the income statement, statement of changes in
equity andcash flow statement for the year then ended set out on pages 9 to 15 of this report.

Responsibilities of the Accounting Officer

Sect. 25(4) of the Public Finance Act 2001 as revised in 2004; places responsibility to the
Accounting Officer to prepare the financial statements based on generally accepted
accounting principles (GAAP).

In addition, Regs.28-35 of the Public Finance Regulations 2004 require the Accounting
Officer and the entity management to establish an Internal Control System, Internal
Audit Unit and Audit Committee appropriate to the circumstances of the Bank of
Tanzania.

Responsibilities of the Controller and Auditor General

My responsibility is to express a professional opinion on the financial statements, and on
procurement procedures based on the audit. According to Sect.30 of the Public Finance
Act 2001 my specific responsibilities are to examine, inquire into, audit and report on the
financial statements of the Bank of Tanzania.

In addition, Sect.31 of the PFA require me to satisfy myself that the accounts have been
kept in accordance with generally accepted accounting principles; all reasonable
precautions have been taken to safeguard the collection of revenue, the receipt, custody,
disposal, issue and proper use of public property, and that the law, directions and
instructions applicable thereto have been duly observed, all expenditures of public money
has been properly authorized; and to satisfy myself whether the funds appropriated to the
BOT were used exclusively and judiciously to meet eligible expenditures with due regard
to economy and efficiency.



standards require that I plan and perform the audit to obtain reasonable but not absolute
assurance about whether the financial statements are free of material misstatements.

An audit includes the examining on a test basis, of evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates and judgments made by management in the
preparation of the financial statements, assessing whether the internal control system
and the accounting policies are appropriate to the circumstances of the Bank of Tanzania
consistently applied and adequately disclosed. It also involves, evaluating the overall
financial statements presentation, and assessing the extent of compliance with the
relevant statutory requirements. I have obtained the information and explanations I
considered necessary for my audit and I believe the audit provides a reasonable basis for
my opinion.

Unqualified Opinion

In my opinion, the financial statements fairly reflect, in all material respects, the financial
position of the Bank of Tanzania as at 30th June, 2006 and the results of its operations and
cash flows for the year then ended in accordance with International Financial Reporting
Standards, and comply with the Bank of Tanzania Act, 1995.

Further to my opinion, the procedures applied for the procurement of goods, construction
works, consultancy and non- consultancy services, were generally done in accordance with
the Public Procurement Act 2004 and its related Regulations.

L —
.L. Utouh
CONTROLLER AND AUDITOR GENERAL

Office of the Controller and Auditor General,
The National Audit Office,

DAR ES SALAAM.

June, 2007.
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DIRECTOR’S REPORT
INTRODUCTION
In accordance with Section 21 (2) of the Bank of Tanzania Act, 1995 as amended, the
Board of Directors of the Bank of Tanzania (“the Bank”) are required to prepare financial
statements showing the financial position of the Bank and the profit or loss for the year.
STATEMENT OF DIRECTORS’ RESPONSIBILITIES
Please refer to page 1 on the Directors’ Responsibilities.
STATUTE AND PRINCIPAL ACTIVITIES
Bank of Tanzania (BOT) is the central bank of the United Republic of Tanzania and is
wholly (100%) owned by the Government. Its operations are governed by the Bank of
Tanzania Act, 1995 as amended.
Under the Act, the functions and objectives of the Bank are summarized as follows:

. To formulate, implement and be responsible for monetary policy, to issue

currency, to regulate and supervise banks and financial institutions and to

manage gold and foreign exchange reserves of Tanzania.

. To promote sound monetary, credit and banking conditions conducive to
the development of the economy of Tanzania.

. Without prejudice to its primary objective as stated above, the Bank shall
support the general economic policy of the Government.

. Banker to Government and other public authorities, banks and financial
institutions.

The main achievements for the current year included:

. Maintenance of price stability through controlling the inflation rate to 6.8% in June
2006.

. Improvement of the effectiveness of market operations, including privatization;

. Maintenance of reserves to cover 5.4 months of imports which is above the
statutory requirement of 4 months cover (Bank of Tanzania Act 1995).

. The maintenance of a sound regulatory framework and National Payment
System;

. The oversight of the stability of the country’s financial system.
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DIRECTORS’ REPORT (Continued)
ACHIEVEMENT OF OBJECTIVES
FINANCIAL RESULTS

During the year, the Bank made a profit of TZS 210,076 million (2005: TZS 9,177.8 million)
and declared dividends of TZS 37,110.8 million for the year (2005: TZS 1,422 million).

FINANCIAL POSITION

The financial position of the Bank is as set out in the Balance sheet shown on page 9.
During the year total assets of the Bank increased by TZS 839,481.1 million. This was
mainly attributed to the increase in cash and cash equivalent TZS 390,140.9 million,
acquisition of government securities and fixed assets amounting to TZS 239,483.7 million
and TZS 230,578.4 million respectively. This was mainly funded through an increase in
Deposit Banks of TZS 133,425.5 million, Deposit Governments TZS 129,239.2 million,
foreign currency financial liabilities TZS 138,576.5 million and Notes and Coins in
Circulation of TZS 133,063.6 million.

DIRECTORS

The composition of the Board of Directors was as follows:

NAME STATUS Date of
Appointment

1 Mr. Daudi T.S. Ballali (Governor) Chairman July 1998

2  Mr. Juma H. Reli (Deputy Governor) Vice Chairman February, 2005

3  Mr. Gray S. Mgonja (Permanent Director* December, 2002
Secretary, Treasury (URT)

4 Mr. Julian B. Raphael Principal Director** December, 2000 to
Secretary Treasury (GOZ) April 2006

5  Mr.Hamis M. Omar (Principal Director* May, 2006
Secretary, Treasury (GOZ)

6 Prof. Lettice K. Rutashobya Director* October, 1997

7  Prof. Joseph Semboja Director* July, 1998

8 Prof. Bruno J.Ndunguru Director* April, 2002

9  Mr. Michael N. Shirima Director* April, 2002

10 Dr. Natu E. Mwamba Director* August, 2004

11 Mr.Bosco N. Kimela Ag. Secretary to the

Board

*Non-Executive Directors
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PARTICULARS

ASSETS
Cash and Cash equivalent
Accommodation to Banks

Holdings of SDRs

Foreign Currency Marketable Securities
Government Securities

Inventories

Equity Investments

Quota in IMF

Other Assets

Property, Plant and Equipment
Intangible Assets

TOTAL ASSETS

LIABILITIES

BANK OF TANZANIA
BALANCE SHEET AS AT 30TH JUNE 2006

NOTE

3.0
4.0

5.0

6.0
7.0
8.0
9.0
5.0
10.0

11.0
12.0

Deposits - Banks and Non Banks Financial Institutions

Deposits - Governments

Deposit - Others

Foreign Currency Financial Liabilities
Repurchase Agreements

BOT Liquidity Papers

Other Liabilities
IMF Related Liabilities

Allocation of SDRs
Notes and Coins in Circulation

TOTAL LIABILITIES
EQUITY

Authorized and Paid up Capital
Reserves

TOTAL EQUITY

TOTAL EQUITY AND LIABILITIES

13.0

13.1
13.2

14.0

15.0

16.0
17.0
5.0

5.0
18.0

19.0
19.1

30.06.2006 30.06.2005
TZS'000' TZS'000'

907,550,805 517,409,847
3,164,723 8,683,535
20,892 58,266
1,415,546,888 1,688,660,359
452,314,782 212,831,065
4,277,809 2,009,369
1,654,066 1,486,716
365,693,880 326,878,108
341,543,190 129,291,014
522,654,995 292,076,533
7,111,049 2,667,166
4,021,533,080 3,182,051,977
348,870,121 215,444,605
243,909,894 114,670,724
77,926,739 63,170,097
693,853,072 555,276,575
70,214,836
675,356,963 614,425,746
17,402,486 12,985,342
370,105,865 315,928,880
57,679,982 51,557,667
947,616,520 814,552,994
3,432,721,642 2,828,227,466
10,000,000 10,000,000
578,811,438 343,824,511
588,811,438 353,824,511
4,021,533,080 3,182,051,977

Notes 1 to 31 form part of these financial statements.

A
- L,,‘rill 2 i o 06,2007. M

—

MR.D.T.S. BALLALI DATE
GOVERNOR

MR. G. S. MGONJA
DIRECTOR
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BANK OF TANZANIA

INCOME STATEMENT

FOR THE YEAR ENDED 30TH JUNE 2006

PARTICULARS

Interest
Interest Income
Interest Expense

Net Interest Income

Foreign Exchange Gains
Fees and Commissions
Other Income

Sub Total

TOTAL INCOME

Operating Expenses

Administration Expenses

Currency Issue and Related Expenses
Personnel Expenses

Depreciation and Amortization Expenses
Loss on Revaluation of PPE

Provision for Impairment of Assets
(Profit)/Loss on Disposal of Property, Plant & Equipment

Other Expenses
TOTAL OPERATING EXPENSES

Profit for the Year*

NOTE

*Profit for the year include Net Unrealized Exchange Gains of TZS
3,131.6 million that are not available for distribution in accordance

with Section 19(3) of the Bank of Tanzania Act, 1995.

NOTES 1TO 31 FORM PART OF THESE FINANCIAL STATEMENTS.

MR.D. T.S. BALLALI
GOVERNOR
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20.0
21.0

22.0
23.0
24.0

25.0
25.1
25.2
25.3
11.0

25.4

2005/06
TZS'000'

119,642,744
(24,257,381)

2004/05
TZS'000’

82,720,378
(41,752,196)

95,385,363 40,968,182
218,035,601 39,852,971
14,412,370 11,476,697
22,523,854 8,032,905
254,971,825 55,023,121
350,357,188 95,991,303
24,271,159 18,569,109
31,720,349 21,468,172
38,524,626 31,072,846
5,248,162 7,911,361
49,009
(18,611) 5,157,513
(11,950) (23,685)
40,498,844 6,997,617
140,281,589 86,813,481
210,075,599 9,177,822

MR. G. S. MGONJA
DIRECTOR
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