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United Republic of Tanzania,
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Dear Hon. Minister,

LETTER OF TRANSMITTAL

I hereby submit the mid-term review of the Monetary Policy Statement
(MPS) of the Bank of Tanzania for 2007/08, in accordance with the Bank
of Tanzania Act 2006, Section 21 Subsections (1) to (7).

The Statement reviews the implementation of monetary policy in the first
half of 2007/08, and describes policy measures to be implemented by the
Bank during the remainder of the year. These measures are aimed at
dampening the inflationary pressures in the economy, while at the same
time, ensuring smooth functioning of domestic financial markets. 

The Statement is organised in four parts. After the Executive Summary,
Part I is devoted to modalities for monetary policy implementation. Part
II explains how the Bank of Tanzania implemented its monetary policy
during the first half of the fiscal year.  Finally, Part III and IV, evaluate
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macroeconomic developments during the period under review and the
outlook of monetary policy during the remainder of the year,
respectively.

Prof. Benno J. Ndulu
GOVERNOR
BANK OF TANZANIA
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EXECUTIVE SUMMARY

Economic Growth

Tanzania’s economic performance has been strong over the recent past,
supported by prudent macroeconomic policies and far reaching structural
reforms. In particular, sound financing of government operations,
including substantial assistance from donors, has been well
complemented by a prudent monetary policy stance. A combination of a
fiscal policy with minimum net domestic borrowing and a restrictive
monetary policy resulted into subdued level of inflation, while allowing
a rapid expansion of credit to the private sector. This has translated to
high growth, adequate reserves and a sustainable public debt position.

According to the new series of national accounts released by the National
Bureau of Statistics in September 2007, the economy is estimated to have
grown by 6.7 percent in 2006 and at an average rate of 7.0 percent since
2001. This impressive performance was spearheaded by high growth
rates recorded in communications activities (19.2 percent), mining (15.6
percent), financial intermediation (11.4 percent), trade (9.5 percent),
construction (9.5 percent) and manufacturing (8.5 percent). The economy
is expected to maintain its strong growth momentum in the medium term.
It is estimated that for 2007, the growth rate will exceed 7.0 percent.

Inflation Developments

Inflation has remained above the country’s medium term target of 6
percent, mainly due to high inflation expectations triggered by the rising
domestic oil prices reflecting world market prices and increase in global
food prices.  In July 2007, headline inflation reached its highest level of
9.0 percent since January 1999, when single digit inflation rate was
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achieved for the first time. However, a combination of improved
domestic food supply and tight monetary policy stance, succeeded to
reduce inflation-implying that the rate at which domestic prices were
increasing relative to the previous year declined. For instance, between
October 2006 and October 2007, average domestic consumer prices
increased at a rate of 7.1 percent, whereas between December 2006 and
December 2007, average prices increased at a slower rate of 6.4 percent.

Monetary Policy Stance

The Bank continued to focus on mopping up excess liquidity from the
economy, mainly emanating from foreign exchange inflows for
government budget support, so as to achieve appropriate liquidity levels
and dampen inflationary pressures in the economy.

A tight monetary policy stance, which in the past had relied heavily on
sale of Treasury bills to absorb the excess liquidity out of the system, had
pushed up Treasury bill yields to record high levels. Thus, in a bid to
achieve reasonable market determined interest rates, and minimize the
adverse impact of high interest rates on domestic credit, the Bank opted
for a mix of instruments.  It stepped up foreign exchange sales in the
inter-bank market for sterilization purposes and carried out repurchase
agreements with commercial banks more frequently to fine-tune the level
of liquidity in the economy, thereby reducing reliance on T-bills.
Subsequently the move eased pressure on interest rates. 

In an effort to strengthen transparency in monetary policy and maintain
stability in financial markets, the Bank introduced monthly
communications with market players within a day or two after the
conclusion of the Monetary Policy Committee (MPC) meetings. The first
meeting was conducted in December 2007, which informed market
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players on the decisions of the MPC and the rationale of the monetary
policy stance. In addition, the Bank will continue to hold quarterly press
conferences to inform the public on economic developments, and solicit
feedback on the Bank’s monetary policy performance.

Financial Market Developments

The Bank took steps to foster competitive bidding in Treasury bill
auctions. Effective 9th January 2008, the Bank reduced the frequency of
Treasury bill auctioning from weekly to once fortnightly and T-bonds to
once a month. Besides influencing competitive bidding in the Treasury
bills market, and thus reduce interest rates on Treasury bills and bonds,
this move is also expected to steer trading of securities in the secondary
market. The new policy strategy has started to bear fruits. The weighted
average yield of Treasury bills declined to 10.89 percent by the end of
January 2008 from the peak of 17.07 percent recorded in June 2007.

In the foreign exchange market, the Bank decided to remain neutral
beginning October 2007, which helped to break the entrenched
expectations that the shilling will always lose value against the dollar
even when the latter was depreciating rapidly. The value of the shilling
has since strengthened consistent with the obtaining market
fundamentals. The shilling exchange rate appreciated from an average of
TZS 1,277.43 per US dollar in July 2007 to an average of TZS 1,165.15
in December. The appreciation of the shilling has provided partial
cushion against the sharp rise in the price of oil and imported inflation on
other consumer goods. 

Financial Intermediation

Financial deepening improved during the year to December 2007. The
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ratio of money supply (M3) to GDP expanded to 28.9 percent from 27.0
percent registered during the corresponding period last year. Deposits to
GDP ratio expanded to around 23 percent up from 21.5 percent during the
same period. The proportion of private sector loans to deposits has
improved as well, reaching 61.8 percent compared to 53.1 percent
recorded in the previous year. 

Commercial banks’ credit to the private sector continued to maintain
strong growth, reaching 42.2 percent during the period, compared to the
target of 35 percent for the year ending December 2007. In terms of credit
concentration, manufacturing activities accounted for 19.3 percent, trade
17.2 percent, agriculture 9.9 percent, transport and communication 7.0
percent.

Government Budgetary Operations

Fiscal performance for the first six months of 2007/08 (July - December)
was impressive, especially on revenue collections. Tax revenue
collections amounted to TZS 1,652.0 billion (or 8.2 percent of GDP),
exceeding the target by TZS 75.0 billion. Expenditure was slightly lower
than planned, mainly due to the slowness of the procurement process. By
the end of December 2007, total expenditure reached TZS 2,966.2 billion
or 14.7 percent of GDP compared to 16.4 percent planned for the period.
Cumulatively from July to December 2007, fiscal operations recorded an
overall deficit of TZS 448.5 billion, equivalent to 2.2 percent of GDP.

External Sector Developments

On the external sector front, the deficit in the current account widened
during 2007, on account of increase in imports, which outpaced increase
in exports. Provisional statistics indicate that exports of goods and
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services increased by 14.7 percent, while imports rose by 23.3 percent.
The weak performance in traditional exports, which recorded an annual
change of 8.6 percent, contributed to lower export earnings, whereas
much of the increase in imports was mainly attributed to a surge in goods
imports which registered an annual increase of 24.9 percent. However, it
is worth noting that the surge in imports was mainly associated with
capital goods imports - a phenomenon that reflects increased investment
in the economy.

Meanwhile, the Bank’s gross international reserves rose to USD 2,761.2
million as at the end of December 2007 compared with USD 2,139.7
million recorded at the end of December 2006. This level of reserves is
enough to cover about 5 months of imports of goods and services.

Economic Developments in Zanzibar

During 2006, the economy grew by 6.1 percent, slightly below the
projected target of 6.2 percent. The growth was mainly driven by robust
performance in agriculture, as well as tourism. Overall performance of
the economy in 2007 is projected at 6.6 percent.

Inflation Developments

Annual headline inflation, as measured by changes in the consumer price
index (CPI), has been increasing over the recent past. Annual inflation
averaged 11.4 percent in 2006, up from an average of 9.7 percent
recorded in 2005. The average inflation rate increased further to 13.1
percent in 2007. The persistent increase in inflation is mainly attributed
to high food prices in times of food shortages, and a pass-through of
rising international oil prices to other domestic prices. The Zanzibar
government has put up measures to address the rising trend of inflation.
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The measures include pursuing prudent expenditure management,
increasing revenue collection efforts, and promoting domestic food
production through provision of irrigation and extension services. The
Government waived import duties on food grains to encourage
importation of food by the private sector.

Government Budgetary Operations

Budgetary operations during the period (July-December 2007), recorded
a deficit of TZS 5.8 billion. During the period under review, total
resources amounted to TZS 91.7 billion; out of which TZS 52.6 billion or
57.4 percent was domestic revenue and TZS 39.1 billion, equivalent to
42.6 percent was from foreign sources. 

External Sector Developments

During the year ending December 2007, the external current account
improved significantly, recording a surplus of USD 30.1 million
compared to a surplus of USD 18.6 million recorded during the
corresponding period in 2006. The improvement was largely attributed to
an increase in export receipts and official foreign grants, amid modest
decline in the import bill. During 2007, total export earnings for Zanzibar
stood at USD 102.9 million, while the annual import bill was USD 93.8
million.
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PART I

1.0 MODALITIES FOR MONETARY POLICY
IMPLEMENTATION

The Mission of the Bank of Tanzania is to maintain price stability that is
conducive to the attainment of macroeconomic stability with the
objective of promoting a high and sustainable rate of economic growth.
In conducting monetary policy, the Bank of Tanzania follows the
modalities stipulated in the Bank of Tanzania Act 2006.   The Bank uses
a combination of indirect instruments to contain liquidity within desired
levels.  This includes the sale of Treasury bills and bonds; and sale of
foreign exchange.  Also, the Bank actively uses Repurchase Agreements
(REPOs) to manage short term liquidity movements.  The liquidity
management effort is further supplemented by periodic adjustments in
the pricing of the liquidity windows at the central bank - namely the
discount rate and the Lombard rate, to ensure a consistent level of
liquidity in the economy.

The Modalities of Monetary Policy Implementation

At the beginning of every fiscal year, the Bank of Tanzania sets
annual monetary policy targets in its Monetary Policy Statement.
The targets are reviewed at mid-year.
The Monetary Policy Statement is submitted to the Minister for
Finance and Planning, 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 of the Bank of
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Tanzania, chaired by the Governor, closely monitors monetary policy
implementation on a monthly basis.
At the operational level, the Liquidity Management Committee
discusses progress on monetary policy implementation on a weekly
and daily basis and draws plans for the day or the week. 
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PART II

2.0 REVIEW OF MONETARY POLICY IMPLEMENTATION 
DURING THE FIRST HALF OF 2007/08

The monetary policy objectives of the Bank of Tanzania for 2007/08
focused on maintaining an appropriate level of liquidity in the economy,
while supporting the broader macroeconomic objectives of the
government.  The thrust of government policies during 2007/08 was to
promote broad based growth, through enhanced investment in
infrastructure while maintaining poverty reduction initiatives. The
government continued to take measures to improve the business
environment to ensure that the private sector continues to be the engine
of growth.

Specifically the government aimed at achieving the following:-

Real economic growth rate of 7.3 percent in 2007.
Inflation rate of 6.0 percent by June 2008 (Revised upwards from 4.5
percent targeted earlier mainly due to unforeseen persistent rise in
international oil prices).
Domestic recurrent revenue of TZS 3,517.0 billion equivalent to 18.0
percent of GDP.
Total expenditure of TZS 6,066.8 billion equivalent to 31.3 percent
of GDP.
Official foreign exchange reserves, sufficient to cover 5 months of
imports of goods and services in 2007/8.

In support of the above macroeconomic objectives of the Government
and in light of the inflation expectations during 2007/08, the monetary
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policy of the Bank of Tanzania aimed at achieving the following targets:-

Attaining an annual growth rate of money supply of 21.0 percent by
end June 2008;
Maintaining adequate level of international reserves equivalent to a
minimum of 5 months of imports of goods and services; and
Allowing commercial banks credit to the private sector to grow at an
annual rate of 39.5 percent, consistent with the projected GDP
growth for 2007/08.

Significant improvements were made by the Bank of Tanzania with
regard to transparency and predictability of monetary policy. The Bank
initiated meetings with Chief Executives of commercial banks within a
day or two of the conclusion of the monthly Monetary Policy Committee
(MPC) meetings. The meetings focus on the decisions of the MPC and
the rationale of the monetary policy stance adopted by the Bank for the
month. The first such meeting with Chief Executive Officers was held in
December 2007.  In addition, the Bank held a quarterly meeting with
media to inform the public on economic developments, and solicit
feedback on the Bank’s performance.

2.1 Liquidity Management

During the period under review, the Bank continued to focus on mopping
up excess liquidity so as to achieve appropriate liquidity levels and
dampen inflationary pressures in the economy.  In addition, the Bank was
also concerned with high and volatile yields on government securities -
which increased the cost of liquidity management and also affected
commercial banks lending to the private sector.

In the first half of 2007/08, the economy received substantial amount of
both public and private foreign exchange inflows including budget
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support funds and foreign investments. To sterilize the resulting excess
liquidity, the Bank issued additional Treasury bills, complemented by
resumed net foreign exchange sales and frequent use of repurchase
agreements.  While the policy stance was to tighten liquidity generally,
the Bank opened its liquidity windows, namely Lombard and intraday
facilities to commercial banks, especially when bank liquidity became
tight due to seasonal factors such as the increased demand for cash during
festive seasons or end of quarter tax payment demands. On the other
hand, the Government implemented an effective expenditure
management policy, coupled with increased revenue collections. These
measures also helped to reduce excess liquidity in the economy, and thus
enable the Bank to bring monetary growth back to track, especially
beginning November 2007.

2.2 Interest Rates

Following the need to address high and volatile Treasury bill rates, the
Bank reduced over dependence on Treasury bills for liquidity
management by increasing sales of foreign exchange.  Furthermore,
effective 9th January, 2008 the Bank reduced the frequency of Treasury
bills auctioning from weekly to once fortnightly and Treasury bonds to
once a month.  The move was taken mainly to foster competitive bidding,
and stimulate secondary trading of securities.

These efforts paid off, as the upward trend on interest rates reversed.
Commercial banks also responded accordingly. In the Treasury bills
market, the overall weighted average Treasury bill yield for all maturities
declined significantly from 17.07 percent in June 2007 to only 11.40
percent in December 2007. Overall time deposit rate improved from 7.83
percent in June 2007 to 8.26 percent in December, 2007, while 12-
months deposits rate increased from 9.25 percent to 10.2 percent.
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Lending rates dropped slightly from 16 percent to 15.25 percent.
Negotiated rates were even better.  By December 2007, negotiated
deposit rate stood at 11.04 percent and lending rate at 11.98 percent.

2.3 Money Supply

The Bank uses reserve money as an operating target to influence the
desired growth of money supply conducive for the targeted rates of
inflation and economic growth. The measures undertaken by the Bank
during the period succeeded in containing average reserve money growth
broadly within targets, except for the first quarter of 2007/08.
Consequently, extended broad money supply (M3) growth averaged at
21.2 percent between July and December 2007, compared to the average
of 24.1 percent targeted for the period under review. The slow pace of M3
growth is attributed to the appreciation of the shilling against the US
dollar that subsequently reduced the growth of foreign currency deposits
in banks. Growth of broad money supply (M2), which excludes foreign
currency deposits, averaged 26.5 percent, compared to the targeted 30.3
percent.  The increase in M2 was largely driven by strong growth of time
deposits, in line with improved interest rates, and growth in demand
deposits reflecting robust business activities during the period under
review. 
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Table 2.1: Tanzania: Developments in Selected Monetary Aggregates 
(Billions of TZS)

Chart 2.1 Growth Rate of Money Supply - July to December 2007
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2.4 Private Sector Credit

Despite the tight monetary policy stance pursued by the Bank of
Tanzania, credit to private sector was allowed to grow sufficiently to
support the anticipated rapid growth of the economy. This was supported
by the fiscal side, as government reduced its domestic borrowing
requirements, leaving room for domestic financing of productive sectors.
Under the monetary policy program for the quarter ending December
2007, commercial banks’ credit to the private sector expanded by 42.2
percent, compared with the program target of 34.8 percent for the year
ending December. On the contrary, the government was expected to
reduce its domestic debt, so as to release more resources for lending to
the private sector. By the end of December 2007, the government had
made a net repayment of TZS 254 billion to the banking system. In terms
of credit concentration, most of it was held in manufacturing activities
19.3 percent, trade 17.2 percent, agriculture 9.9 percent, transport and
communication 7.0 percent.

During the period, the Bank also supported the implementation of the
second generation financial sector reforms, relating to long-term finance,
lease finance, pension sector, insurance sector, mortgage finance, credit
information data bank, and putting in place effective legal and regulatory
framework to facilitate collateralized lending.

It is worth noting that, during the year to December 2007, financial
deepening improved significantly. The ratio of money supply (M3) to
GDP expanded to 28.9 percent from an average of 25.8 percent in June
2007, while deposits to GDP ratio expanded to 23 percent from 20.6
percent.  The proportion of private sector loans to deposits improved to
an average of 61.8 percent compared with 53.1 percent recorded in the
similar period of previous year. 
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2.5 Financial Market Developments

During the period under review, Treasury bills worth TZS 1,492.0 billion
were offered for sale by the Bank to roll-over the maturing securities and
mop up excess liquidity. Bids worth TZS 3,083.0 billion were received,
out of which TZS 1,266.3 billion were successful. Yields declined to an
average of 11.40 percent in December 2007, from 17.07 percent recorded
in June 2007.

Chart 2.2: Developments in Treasury bills Market

In the foreign exchange market, a total of USD 694.8 million was
transacted compared to USD 619.2 million traded in the same period last
year. The shilling recorded significant gains against the US dollar,
appreciating from an average of TZS 1,277.43 per US dollar in July 2007
to TZS 1,165.15 per US dollar in December 2007. This represents an
average appreciation of 8.8 percent.  The magnitude of the appreciation
of the shilling against the US dollar during the period was mainly
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associated with the large increase of foreign exchange in the market, and
the weakening of the US dollar against major currencies in the recent
past.

Between July and December 2007, the main sources of foreign exchange
supply in the economy included donor inflows for budget support, which
amounted to USD 916.8 million, export proceeds of USD 1,892.2 million
and an estimated private current transfers amounting to USD 35.6
million.

2.6 Foreign Exchange Operations and Reserve Management

Foreign exchange operations of the Bank of Tanzania are guided by the
need to promote stable market determined exchange rates, and maintain
adequate level of foreign reserves, without compromising its primary
objective of price stability. During the period under review, the Bank
participated in the foreign exchange market to complement other
monetary policy instruments in managing liquidity. The Bank sold USD
246 million on net basis, and as a result mopped-up liquidity equivalent
to TZS 288 billion from the economy. 

In the face of strong foreign exchange inflows for budget support coupled
with net sales of foreign exchange by the Bank, the supply of foreign
exchange in the inter-bank market exceeded the demand. Consequently,
the shilling appreciated beginning August 2007, in contrast to the
depreciating trend recorded in the previous period. From September -
December 2007, the shilling appreciated by about 7.6 percent in nominal
terms. Meanwhile, the country’s gross international reserves increased
from USD 2,245.0 million in June 2007 to USD 2,761.2 million at the
end of December 2007, enough to cover about 5 months of imports of
goods and services.
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PART III

3.0 REVIEW OF OTHER MACROECONOMIC 
DEVELOPMENTS

3.1 Economic Growth

Tanzania’s economic performance has been strong, with real GDP growth
reaching 6.7 percent in 2006 and averaging 7 percent since 2001. A
rebound in agricultural production and improved power supply resulting
from favourable weather conditions, provide hope for economic growth
to exceed 7 percent in 2007. The activities that continue to drive
economic growth in Tanzania are communications (19.2 percent), mining
(15.6 percent), financial intermediation (11.4 percent), trade (9.5
percent), construction (9.5 percent) and manufacturing (8.5 percent). The
growth momentum is supported by the rapid credit expansion. However,
the strong growth is yet to be translated into significant poverty
reduction. To make significant inroads into alleviating poverty, the strong
growth needs to be sustained for long periods. In this regard, the
remaining structural deficiencies in the economy need to be addressed to
enhance private sector contribution to rapid economic growth. 

3.2 Inflation Developments

Inflation has remained above the medium term target of 6 percent, mainly
due to rising inflation expectations triggered by the rising domestic oil
prices parallel with world market prices and increase in food prices
during times of food shortages.  Evidently, the strong pass-through of
high oil prices to other costs in the economy - such as costs of production
and transportation has contributed to the upward pressure on prices of
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most consumer products, including food, drinks and other manufactured
products.  In July 2007, headline inflation reached its highest level of 9.0
percent since January 1999, when single digit inflation rates began. The
Bank of Tanzania continued to tighten its monetary policy stance in
moderation of monetary expansion, while the improvement of domestic
food supply during 2006/07, had a favourable impact on food prices. As
a result, headline inflation declined to 7.1 percent in October 2007 and by
December 2007 annual inflation eased to 6.4 percent.

Chart 3.1: Tanzania: Annual Headline, Food, Non-food inflation

In the coming months, inflationary pressures are expected to be driven by
the recent increase in electricity tariffs, the rise in wages and salaries, and
the persistent increase in international oil prices.  In addition, the recent
upward pressure on international food prices due to increased demand for
bio-fuels, will take its toll on imported food prices which will in turn
exert an upward pressure on domestic inflation. The Bank is determined
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to continue to implement prudent monetary policy stance to ensure that
money supply in the economy is in line with the production of goods and
services. Otherwise, too much liquidity creates upward pressure on
domestic prices and hence inflation.

On the supply side, the Government is taking measures to address the
looming food shortages in the country. First, the Government conducted
an in-depth assessment of the food supply situation in the country. The
findings indicated that 21 districts were experiencing shortages and
would need immediate supply of food relief. By the end of January 2008,
the Government had supplied a total of 625.8 tons of food. Second,
import tariffs on food grains had been waived to promote food imports
by the private sectors in a bid to beef-up domestic food supply. Third,
plans are underway for the Government to import 300,000 tons of cereals
to ensure that the strategic grain reserve is adequate for any eventuality.  

3.3 Government Finance

The overall fiscal performance for Tanzania Mainland during the first six
months of 2007/08 (July - December) remained on track, with strong
growth in tax revenue collections.

Total revenue during the period under review amounted to TZS 1,759.0
billion against the target of TZS 1,734.0 billion. Tax revenue collections
performed impressively, reaching TZS 1,652.0 billion (or 8.2 percent of
GDP), which is well above the target by TZS 75.0 billion. The good
performance in tax revenue is attributed to enhanced tax administration,
including measures to minimize revenue leakages and improve
compliance. As for non-tax revenue the performance was TZS 49.9
billion lower than the target of TZS 157.0 billion. The underperformance
in non-tax revenue during the period under review was attributed to delay

13



in the implementation of some of the measures aimed at boosting revenue
such as tourism receipts, wildlife and hunting fees. During the period
under review, the Government received grants amounting to TZS 974.4
billion. Consequently, available resources amounted to TZS 2,733.4
billion compared to the target of TZS 2,906.6 billion.

On the other hand, total government expenditure (recurrent and
development) during July - December 2007 was slightly lower than
planned, mainly attributed to a slow procurement process. Cumulatively
from July to end December 2007, total expenditure reached TZS 2,966.2
billion or 14.7 percent of GDP compared to TZS 3,310.8 billion or 16.4
percent of GDP planned for the period. Recurrent expenditure was TZS
1,550.2 billion against TZS 2,056.6 billion estimated for the period under
review, whereas development expenditure amounted to TZS 1,416.0
billion, being above the estimate for the period by TZS 177.0 billion. This
outturn in development expenditure was possible following front-loading
of the foreign development partners’ funds during the period. Foreign
component of the development expenditure amounted to TZS 1,003.4
billion against the estimate of TZs 721.5 billion.

On overall, fiscal operations registered a deficit (adjusted to cash)
amounting to TZS 448.5 billion. During the period under review, net
foreign loans amounted to TZS 1,073.3 billion, part of which was used to
finance the deficit. The balance was used to build government reserves to
the tune of TZS 624.8 billion.

3.4 External Sector Developments

During 2007, the current account recorded a deficit of USD 2,056.2
million. Total export earnings for the year amounted to USD 3,703.6
million, while imports reached USD 6,306.3 million. By major
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compositions, traditional export crops, once the major foreign exchange
earner, improved by 8.6 percent over the year, earning USD 290.1
million. Mineral exports stood at USD 886.5 million out of which gold
exports amounted to USD 762.9 million. Exports of manufactured goods
earned USD 309.2 million, whereas fish and fish products realized USD
137.7 million. As regards to services, total receipts amounted to USD
1,697.0 million during the year, with tourism accounting for a lion share.  

On the import side, the largest proportion to total imports for the year
came from intermediate goods, which accounted for 41.3 percent and
capital goods (36.0 percent). In particular, oil imports rose sharply by
31.3 percent over the levels recorded in 2006. The surge in the value of
imported oil stemmed from both the huge volumes imported and the
rising prices in the world market. In 2007, 2.5 million tons were imported
compared to 2.0 million tons of the previous year. The average price per
ton for oil imported in Tanzania was USD 581.2 in 2007, up from an
average price of USD 574.2 recorded in 2006. On the other hand, the
average world market price for white products was USD 601.63 per ton
in 2006, but increased to USD 673.6 in 2007.

Going forward, Tanzania has to promote and sustain an export-led
economic growth as an effective poverty reduction strategy. In the past
several decades, countries that have grown rapidly and that have sharply
reduced poverty are those that have pursued export expansion,
particularly of the processed and manufactured products. 
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Table 3.1: Tanzania: Current Account Balance

3.5 Economic Developments in Zanzibar

Economic Growth

During 2006, the economy of Zanzibar grew by 6.1 percent, slightly
below the projected target of 6.2 percent. The growth was mainly driven
by robust performance in agriculture, as well as tourism. Overall
performance of the economy in 2007 is projected at 6.6 percent.

Inflation Developments

Annual headline inflation, as measured by changes in the consumer price
index (CPI), has been increasing over the recent past. Annual inflation
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averaged 11.4 percent in 2006, up from an average of 9.7 percent
recorded in 2005. The average inflation rate increased further to 13.1
percent in 2007. The persistent increase in inflation is mainly attributed
to high food prices in times of food shortages, and a pass-through of
rising international oil prices to other domestic prices. The Zanzibar
government has put up measures to address the rising trend of inflation.
The measures include pursuing prudent expenditure management,
increasing revenue collection efforts, and promoting domestic food
production through provision of irrigation and extension services. The
Government waived import duties on food grains to encourage
importation of food by the private sector.

Government Finance

During the period between July to December 2007, government
budgetary deficit before grants stood at TZS 32.4 billion. However, after
considering grants amounting to TZS 39.1 billion, budgetary operations
registered a surplus of TZS 6.6 billion. 

Total resources during the six months under review amounted to TZS
91.7 billion, out of which TZS 52.6 billion was from domestic sources,
while the balance was from the foreign sources. Total government
expenditure reached TZS 85.1 billion. 

During the period under review, domestic revenue reached TZS 52.6
billion, against the target of TZS 57.4 billion. Tax revenue amounted to
TZS 50.0 billion, while non-tax revenue amounted to TZS 2.6 billion,
compared to the target of TZS 5.4 billion. 

VAT and excise duty were the drivers of tax revenue collections
amounting to TZS 18.0 billion; surpassing the target of TZS 16.8 billion,
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and accounted for 36.0 percent of the tax revenue. Tax on imports
reached TZS 12.2 billion, slightly below the target of TZS 12.3 billion
and accounted for 24.4 percent of the tax revenue.  Income taxes
amounted to TZS 6.0 billion; below the target of TZS 8.1 billion.
Revenue from income tax collections was not satisfactory mainly due to
low collection of PAYE attributed to delay in consolidating civil servants
emoluments in the government payroll; and non-collection of skill
development levy due to legal impediments.

During the period of July-December 2007, total expenditure reached TZS
85.1 billion, below the projected TZS 92.2 billion, mainly due to decline
in expenditure of other charges. Recurrent expenditure amounted to TZS
57.0 billion, against the ceiling of TZS 64.6 billion.  Wages and salaries
amounted to TZS 27.8 billion, explaining about 49 percent of the
recurrent expenditure. Expenditure on other charges amounted to TZS
28.7 billion, while interest payments amounted to TZS 0.5 billion.
Development expenditure amounted to TZS 28.1 billion, which was
slightly above the target of TZS 27.5 billion. About 79 percent (i.e TZS
22.1 billion) of the development expenditure was financed from foreign
assistance, and the balance was from domestic sources to the tune of TZS
6.0 billion. 

External Sector Development

Zanzibar current account in 2007, improved significantly to a surplus of
USD 30.1 million, marking a rise of 62.0 percent from USD 18.6 million
registered in 2006.The rebound was largely attributed to increase in
official foreign grants. However, trade account recorded a deficit of USD
73.0 million compared to a deficit of USD 60.1 million recorded in the
previous year, as import bill rose sharply. 
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During 2007, total exports proceeds amounted to USD 102.9 million,
almost the same level as in the previous year. The main foreign exchange
earner for Zanzibar economy is services whose receipts amounted to
USD 90.6 million, up from USD 89.9 million, representing 88 percent of
total exports receipts. Specifically, the services account recorded a
surplus of USD 38.8 million, being an increase from a surplus of USD
33.1 million recorded in the previous year. During the year under review,
travel receipts (mainly tourism) amounted to USD 75.1 million,
accounting for 82.9 percent of the services receipts. Meanwhile, clove
exports amounted to USD 4.4 million, down from USD 7.9 million;
whereas seaweed earnings amounted to USD 2.1 million and
manufactured good exports getting USD 3.6 million.

The import bill for 2007 was USD 93.8 million, an increase from USD
79.7 million recorded in 2006. Capital goods imports rose to USD 45.7
million, while the value of imported oil stood at USD 22.4 million. Food
and food stuffs imports amounted to USD 6.7 million.
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PART IV

4.0 MACROECONOMIC POLICY FRAMEWORK
FOR 2007/08

The macroeconomic targets of the government for the year ending June
2008 aimed at achieving :-

Real economic growth rate of 7.3 percent in 2007.
Inflation rate of 6.0 percent by June 2008 (revised upwards from 4.5
percent targeted earlier mainly due to unforeseen persistent rise in
international oil prices).
Domestic recurrent revenue of TZS 3,517.0 billion equivalent to 18.0
percent of GDP.
Total expenditure of TZS 6,066.8 billion equivalent to 31.3 percent
of GDP.
Official foreign exchange reserves, sufficient to cover 5 months of
imports of goods and services in 2007/8.

In support of the above macroeconomic targets of the Government and in
light of the inflation expectations during 2007/08, the monetary policy of
the Bank of Tanzania aimed at achieving the following targets :-

Attaining an annual growth rate of money supply of 21.0 percent by
end June 2008;
Maintaining adequate level of international reserves equivalent to a
minimum of 5 months of imports of goods and services; and
Allowing commercial banks credit to the private sector to grow at an
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annual rate of 39.5 percent, consistent with the projected GDP
growth for 2007/08.

4.1 Monetary Policy Implementation for the
Remainder of 2007/08

The Bank of Tanzania will continue to implement prudent monetary
policy, conducive to low and stable inflation, while ensuring the
availability of sufficient credit to the private sector. In recognizing the
presence of high inflationary pressures in the economy triggered by the
high international oil prices, global food inflation, and the recent increase
in power tariffs, the Bank of Tanzania will put in place measures within
its control to ameliorate the implications of the above cost-push factors
on domestic prices.  Also, during the remaining period of the year, the
Bank will determine the current actual demand for money, estimate the
inflationary implications of the above changes, and use the findings to
adjust the monetary policy stance accordingly.

The Bank will also continue to strengthen transparency in monetary
policy as well as maintain stability in financial markets. Along these
lines, the Bank will continue with its monthly communications with
market players on the objectives and the rationale of monetary policy
measures to be undertaken.  In addition, the Bank intends to hold
quarterly meeting with the Finance and Economic Affairs Committee of
the Parliament, and will continue to hold quarterly press conferences to
inform the public on economic developments and solicit feed back on the
Bank’s monetary policy performance.

4.2 Liquidity Management

Strengthening the effectiveness of monetary policy to contain liquidity
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expansion within desired levels is key to reducing inflationary pressures,
and promotes realistic interest rates in the economy. Consequently,
during the remaining half of 2007/08, the Bank will strive to improve the
efficacy of the existing monetary policy instruments, and enhance the
conduct of open market operations in order to influence competitive
pricing of traded monetary policy instruments. In addition, the Bank will
collaborate with the Government in ensuring that idle government cash
balances in commercial banks are transferred to the Bank of Tanzania, a
move that will reduce excess liquidity in the banking system. On the
other hand, containment of excess liquidity in the economy requires
reinforcement of liquidity forecasting and management.  To this end, the
Bank will take measures to improve tracking of liquidity in the economy,
especially liquidity originating from government transactions. 

4.3 Private Sector Credit

As pointed already, the monetary policy stance of the Bank for the
remainder of the year will facilitate the provision of adequate credit to the
productive sector, while restricting monetary expansion to levels
consistent with growth and inflation objectives. Efforts to improve
accessibility to credit and other financial services will continue to be
undertaken under the second-generation financial sector reforms.
Specifically, bottlenecks in the legal framework, particularly for land and
property ownership, and the weak capacity of commercial court system
will be addressed.   

4.4 Interest Rates

While the Treasury bill market will continue to be the anchor for market
determined interest rates, the Bank of Tanzania will remain vigilant in
taking measures to curb volatility in yields and promote realistic interest
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rates on Treasury bills. The Bank will also use the monthly
communications with financial institutions, to urge banking institutions
to ensure that commercial banks’ lending and set deposit rates reflect
developments in the economy. The existence of negotiated lending as
well as deposit rates which are very reasonable indicates that it is indeed
possible to have interest rates that reflect competition and the good level
of macroeconomic stability attained so far.  

To enhance the effectiveness of the Treasury bills market as an anchor for
interest rates, the Bank remains committed to promote competition and
efficiency in the market.

4.5 Foreign Exchange Operations

The Bank of Tanzania will continue to participate in the foreign exchange
market mainly for ensuring market stability and managing liquidity in the
economy. The Bank will continue to monitor exchange rate movements
closely, to ensure that excessive volatility in the exchange rate
movements is contained, consistent with the Bank’s role of promoting
orderly market developments.

Without prejudice to its primary objective, the Bank will maintain an
adequate level of international reserves. It is noteworthy that, gross
foreign exchange reserves of the country have remained at an
encouraging level of around USD 2 billion over the last eighteen months
and is expected to remain so for the foreseeable future.  The robustness
of foreign reserves augurs well with the need for the shilling’s stability
and the need to ensure investors’ confidence on the economy.
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4.6 Conclusion

Despite the robust performance of the Tanzanian economy over the past
decade, challenges still remain. As the economy of Tanzania gains
momentum for rapid growth, scaled up foreign exchange inflows from
private investment, foreign loans and grants to meet the millennium
development goals, may generate excess liquidity pressures in the short-
run, hence the need for appropriate monetary policy measures to contain
liquidity. In managing the excess liquidity, the Bank will maintain a
balance across the three key instruments available to it-selling foreign
exchange, selling Treasury bills and repurchase agreements. In addition,
the Bank will collaborate with the Government in ensuring that idle
government cash balances in commercial banks are transferred to the
Bank of Tanzania, a move that will reduce excess liquidity in the banking
system. Nevertheless, these measures will be supplemented by
appropriate expenditure management by the Government.

The Bank will ensure that it participates fully in the broad based
structural reforms taking place in the economy especially through
maintaining its leadership in implementing the second generation
financial sector reforms. The Bank calls upon all stakeholders to join
hands in these efforts, which are aimed at ensuring a sustainable growth
for Tanzania in the future.
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APPENDICES

A1: THE BANK OF TANZANIA 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.

The Bank holds that low inflation allows the economy to function
more efficiently, thereby contributing to a better overall economic
performance.

The Bank of Tanzania focuses on the Consumer Price Index (CPI) as
a measure of inflation. The rate of change in the overall CPI is
referred to as the HEADLINE INFLATION RATE.

However, the inflation rate that excludes food prices, which is
referred to as NON-FOOD INFLATION or UNDERLYING
INFLATION is used as a measure of long-run inflation.

In Tanzania, the underlying inflation traditionally excludes food
prices because of their volatility, which depends on the supply side
factors and believed to be short lived and revert backwards once
supply improves.

The Bank of Tanzania also monitors food prices and their index. This
is because food prices are sometimes affected by non-monetary
factors like drought and floods, which can affect inflation
substantially, regardless of the stance of monetary policy.  The rate of
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change in food price index is referred to as the FOOD INFLATION
RATE.

The Bank further believes that inflation control is not an end in itself,
but rather, the means by which monetary policy contributes to overall
economic performance.

Central Banks control inflation by influencing the growth of money
supply. The Bank of Tanzania focuses on the growth of 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, the Bank targets reserve money,
which is directly related to money supply through the money
multiplier. Reserve money is defined as the liabilities of central bank,
which include currency outside the central bank and deposit money
banks’ reserves held by the central bank.
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A2: Tanzania: Gross Domestic Product at 2001 Prices by Economic Activity
(Millions of TZS)
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A3: Tanzania: Gross Domestic Product at 2001 Prices by Economic Activity
Percentage Growth Rate
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A4: Tanzania: Shares of Gross Domestic Product at Current Prices by
Economic Activity

(In Percent)
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A5: National Consumer Price Index, Percentage change (Revised CPI)
(All-Urban)
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A6: Tanzania: Central Government Operations
(Millions of TZS)
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A7: Zanzibar: Central Government Operations
(Millions of TZS)
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A8: Tanzania: Monetary Survey
(Millions of TZS)
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A9: Tanzania: Interest Rate Structure
(In Percent)

34



A10: Tanzania: Balance of Payment
(Millions of USD)
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GLOSSARY

Currency in circulation outside banks
Notes and coins accepted as legal tender in the domestic economy,
excluding amounts held by the banking system.

Discount rate
The rate of interest the Bank of Tanzania charges on loans it extends to
commercial banks.  At present, it is also the interest rate charged on
government overdraft from the Bank of Tanzania. It is derived from the
weighted average yield of treasury bills of all maturities plus five-
percentage points.

Exchange rate
The price at which one currency can be purchased with another currency,
e.g. TZS per USD.

Inflation
Inflation is defined as the rate at which the average level of domestic
prices is increasing over a period of time. There are many causes of
inflation, such as, rising import prices, low domestic production, high
cost of production, food shortages as well as short supply of other
consumer items. 

International Reserves or Reserve Assets
Consist of external assets that are readily available to, and controlled by
Central Bank for direct financing of balance of payments, and for
indirectly regulating the magnitude of balance of payments imbalances
through intervention in foreign exchange markets. For the case of
Tanzania, international reserves comprise the Bank of Tanzania’s

36



holdings of monetary gold, SDRs, reserve position in the International
Monetary Fund, and foreign exchange resources, which can be made
available to the Bank of Tanzania for meeting external financing needs.

M-Money Supply
The sum of currency in circulation outside the banks and deposits of
residents with banks are defined in various levels of aggregation as
money supply narrowly and broadly defined. That is narrow money
(M1), broad money (M2), and extended broad money (M3).

M0-Reserve Money
The Bank of Tanzania’s liabilities in the form of (1) currency in
circulation outside the Bank of Tanzania, and (2) banks’ reserves (deposit
money banks’ domestic cash in vaults plus their required and free
deposits with the Bank of Tanzania). Reserve money is also referred to as
Base money, or the monetary base or high-powered money.

M1-Narrow Money
Consists of currency in circulation outside banks and demand deposits of
Tanzanian residents with banks.

M2--Broad Money  
Is equivalent to narrow money (M1) plus time deposits and savings
deposits of Tanzanian residents in banks.

M3-Extended Broad Money
Consists of broad money (M2) plus foreign currency deposits of
Tanzanian residents in banks.

Non-Food Inflation Rate
This is a measure of price movements caused by factors other than food

37



prices.  It provides a better indication of the effectiveness of monetary
policy on inflation since price movements in these items are caused
largely by monetary policy.

Reserve Money Program
It is an operational framework used by the Bank of Tanzania to achieve
money supply growth targets, through monitoring reserve money, which
is the operational variable.

Statutory Minimum Reserves
These are balances which banks are required keep with the Bank of
Tanzania, determined as a percentage of their deposit liabilities, and their
short-and medium-term borrowing.

Seasonally Adjusted Indicators
Seasonal movements or seasonal variations, refer to identical, or almost
identical, patterns, which a time series appears to follow during
corresponding months (quarters) of successive years. Such movements
are due to recurring events, which take place annually, as for example,
the harvest season. Seasonally adjusted indicators show the impact of
non-seasonal influences on a time series, thus showing more clearly the
underlying movements in the series.

Weighted Annualised Yields of Treasury Bills for all Maturities
This is the average yield of Treasury Bills, which is weighted by the
volume, sold of 35-, 91-, 182-, and 364 - day Treasury Bills, expressed in
percent per annum. 

38


