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Abstract
Over the past two decades the Tanzanian Shilling has been increasingly displaced by the United
States dollar. This change has been prompted by instability of the local currency, and by the
practices of foreign firms, which have used a dual pricing system at rates disadvantageous to the
local currency. The implications of Tanzania’s dollarization are traced through whether it has
impacted the monetary transmission mechanism. The study uses a Bayesian Vector
Autoregression. The results indicate that positive shocks on the interest rate contract money
supply, which leads to lower output growth and inflation, while the exchange rate appreciates.
The degree of dollarization also has a negative impact on the monetary supply of the local
currency, as the central bank seeks to maintain a relatively constant rate of total money supply.
This has the effect of lowering the inflation and interest rates, and is also associated with further
depreciation of the exchange rate. The positive shock on the exchange rate (depreciation) is
associated with an increase in dollarization. The aggregate demand shock fuels inflation and, in
Tanzania’s case, it has increased money supply, due to the persistent demand for real monetary
balances.
______________________________________________________________________________
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1.1

Introduction

There is growing informal dollarization in the Tanzanian economy. This is evidenced by the
increasing use of the US Dollar in day-to-day domestic transactions. If assets or credits on loans
are denominated in foreign currency, nominal exchange rate developments may change their
value in terms of domestic currency, which also influences borrowing capacity (Égert and
MacDonald, 2006). This paper evaluates exchange rate channels for the transmission of
monetary policy to output and inflation in a partially dollarized economy. It also examines the
effectiveness of the exchange rate pass-through.
Traditionally, monetary policy has been one of the most effective instruments through which the
central bank is able to influence macroeconomic and financial controls. A well designed
monetary policy system might contribute towards sound economic and financial outcomes, while
a poor monetary policy framework might have counterproductive effects. Therefore, in order to
run a prosperous economy it is crucial to understand how monetary policy works, through what
mechanisms its policy actions are transmitted, what factors affect its transmission mechanisms,
which channels are most effective and why they are effective. The transmission of monetary
policy indicates how changes in monetary sectors are transmitted to real sectors. This process
starts with a change in the interest rate that affects investment spending and consumption, which
influences aggregate demand. The change in aggregate demand would then lead to a change in
prices, as a part of the interest rate channel in the monetary policy transmission system.There are
many other potential channels, which will be discussed later.
Monetary policy in Tanzania has focused on money supply targets since 1993, which implies
that this policy framework allows interest rates to fluctuate freely (although they are obviously
influenced by monetary supply). This contributes to the volatility of interest rates in the country.
The choice to target money supply was due to the relatively underdeveloped financial markets,
unavailabilityof high frequency data and the structural rigidities in the economy. This framework
in currency is in a transitional phase, towards that of inflation targeting,whichrequires an
expansion of institutions and good general institutional conditions (Brito and Bystedt, 2010). The
growth of institutions, such as the much neededdevelopment of the financial sector,helps to
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reduce the probability of missing inflation targets(Hove, 2010). Despite the fact that the current
focusis to move towards inflation targeting, the money supply target has proven to be reasonably
successful in controlling inflation over the past decade of 2000s (IMF Policy Paper, 2014).
1.2

Monetary Policy Implementation and Transmission

Monetary policy transmission mechanisms refer to the different ways through which monetary
policy operating targets are transmitted to influence economic objectives such as low inflation
rate and high economic growth. Although transmission mechanisms differ among countries,
there are mainly six channels. These are: interest rate, exchange rate, bank lending, balance
sheet, asset prices, and formation of expectation. Monetary policy transmission channels are not
entirely independent, but rather supplement each other (Dabla-Norris and Floerkemeier, 2006).
For example, the exchange rate channel is an interest channel in an open economy. Also, the
income effect of the interest rate channel on net wealth goes through the cost of servicing shortterm and floating-rate debt, thus affecting the balance sheet channel.
Since 1995, the Bank of Tanzania has moved to indirect instruments of monetary policy.These
include open market operations; repurchase agreements; discount windows; foreign exchange
market operations; statutory minimum reserve requirements; and moral suasion. Open Market
Operation (OMO) is the leading instrument, through the sale and purchase of government
securities. Under a floating exchange rate regime, the exchange rate channel can be categorized
in two stages. The first stage of the transmission mechanism shows how short-term interest rates
impact exchange rates, while the second stage is the pass-through from exchange rates to import
and domestic prices, followed by an adjustment in real variables, such as imports, exports,
investment and others. A contractionary monetary policy is characterized by a decrease in
money supply (broad money), which raises the domestic interest rate and appreciates the
exchange rate due to the inflow of capital. The end result is a fall in aggregate demand.
Monetary policy that increases domestic interest rates relative to foreign interest rates enhances
the strength of the domestic currency, and vice versa. The exchange rate often portrays the
international side of a country’s monetary policy (Taylor, 1995). A tight monetary policy raises
the domestic real interest rate and increases the value of domestic currency relative to foreign
3

currency, which is exchange rate appreciation. The focus of this study is on the exchange rate
channel because of its numerous influences on both aggregate demand and aggregate supply
(Juks, 2004).
The experience of Tanzania indicates that monetary policy implementation prior to the mid1990s was subordinated to fiscal imperatives, initially to the financing of large and ultimately
unsustainable fiscal deficits. This resulted in higher levels of inflation that eroded real income,
hampered productive investment and reduced export competitiveness. Since the second half of
1990s monetary policy was conducted in support of decisive fiscal consolidations (Buffie et al.,
2004). Monetary policy was conducted with the intention of reducing the government’s
domestic financing needs. All these efforts aimed at reducing the growth rate of money supply
and the level of inflation which in turn can boost export competitiveness. Monetary policy
shocks that give rise to an expansionary (non-sustainable) monetary policy increase the
domestic price level, appreciate the real exchange rate and reduce export competitiveness.
Figure 1 describes the Exchange Rate Channel ofmonetary policy transmission for Tanzania.
Figure 1: Exchange Rate Channel of Monetary Transmission Mechanism
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The Exchange Rate Channel (ERC) of monetary policy transmission refers to how shocks on
monetary variables (reserve and broad money) impact aggregate prices, output and demand
through the effects of the domestic interest rate on the exchange rate. Expansionary monetary
policy has a tendency to decrease interest rates and vice versa; the change in domestic interest
rates affects the exchange rate, which is then transmitted to other variables, such as prices and
trade. The study answers the following questions in relation to the monetary policy transmission
mechanism in Tanzania as a partially dollarized economy. How much of the variation in the
exchange rate is derived from the variation in monetary variables, that is, money supply/interest
rate? How much of this accounts for fluctuations in nominal macroeconomic aggregated
variables, that is, prices?
1.2.1 Monetary Transmission Mechanism Model
The variables that have been included in this model include measures of output, consumer prices,
interest rates, monetary supply, exchange rates and dollarization. This dataset includes a
relatively low number of observations, which gives rise to few degrees of freedom. This would
necessitate the use of Bayesian techniques, which have been applied to estimate the respective
parameter values, while Markov switching processes have been incorporated in the model
structure to account for the structural breaks in the data.
The parameters in the model are estimated with Bayesian techniques for which we make use of a
normal-inverse-Wishart prior, as we are primarily interested in the dynamics of the economic
variables and how they affect one another. In contrast, the popular use of the Minnesota prior
would restrict the cross equation dynamics, so that the effect of the lags of the own variable
dominate the description of any subsequent behaviour of that variable.
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In this case, we assume that the prior takes the distribution that is described by the two moments
p (  , ) . As it is assumed that the variables exhibit stationary behaviour, the first moment of the

prior takes the value,   0 .2 The matrix for  takes an appropriate inverse-Wishart distribution
to allow for the derivation of the posterior from:
p (  ,  , y )  p ( y ,  , ) p (  , )

In this case, p( ,  , y) represents the posterior probability for the parameter values that may
be associated with the given data and likelihood function, and p( y ,  , ) represents the data
density for the likelihood function.
To allow for the structural breaks in the data we incorporate a Markov-switching process in the
model. This practice has been popularised in several important macroeconomic investigations,
including Sims and Zha (2006) and Sims at al., (2008). Evidence of prominent structural breaks
was noted previously when considering some of the variables in chapter three and these features
of the data are discussed in more detail below.
The manner in which the Markov-switching process has been incorporated in the model to
account for structural breaks largely follows Koop and Korobilis (2010), who allow for a single
switch between regimes. However, in contrast totheir procedure, we allow for multiple breaks
across two regimes. The transition probabilities, which range between zero and one, are then
treated in much the same was an endogenous dummy variable, so that the effects of the structural
breaks are contained.3
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This is later confirmed by the impulse response functions, which suggest the effects of shocks are temporary.

Both of the notable structural breaks in 2001/2002 and 2010/2011 were contained in the periods of “unusual”
behaviour, as described by the resulting transition probabilities that had a value of one (and for which equivalent
dummy variable values would have been assigned).
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Identificationofthe Model
As the initial model will take the form of a reduced-form expression that employs a Choleski
decomposition, the ordering of the variables will be of importance (Christiano et al., 1999). To
develop some form of intuition for the ordering we start with a simple parsimonious model and
develop it further, to ensure that we derive results that are reasonably consistent.
The first representation of the model takes the form of a closed-economy model that relies on
recursive structural relationship between measures of output, inflation and interest rate and the
corresponding shocks. The structural moving average form of the model could be written as:
0
0    y ,t 
 yt  1,1
 
   
 t   2,1  2,2 0    ,t   1 t 1  ...
 it  3,1 3,2 3,3    i ,t 

Where

yt represents GDP growth,  t represents inflation and it represents nominal interest

rates. When the variables are ordered in this recursive manner, we are able to recover the
structural shocks from the covariance of the reduced form residuals using the Choleski
decomposition that contains the identification restrictions. These restrictions imply that the
variable ordered on top will only react to its own shock, while the variable ordered on the bottom
will react to all shocks. Or alternatively, it takes a single period before the monetary policy shock
will affect output and inflation. However, the nominal interest rate will include the effect of this
shock immediately.
A similar structure has been followed in Bjørnland and Thorsrud (2014), where
contemporaneous changes in output can only result from shocks to output, while shocks to
output and inflation can shift inflation contemporaneously. Lastly, all of the shocks can affect the
interest rate contemporaneously. This type of reaction function would be largely consistent with
macroeconomic theory for a closed-economy model, as described in Clarida et al. (2002).
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Since the Tanzanian central bank hasmade use of an explicit role for monetary supply,

mt , we

include it in the model as follows,
0
0
0    y ,t 
 yt  1,1
  
0    ,t 
 t    2,1  2,2 0
    ...
 mt  3,1 3,2 3,3
0   m,t  1 t 1
  


 it   4,1  4,2  4,3  4,4    i ,t 

where shocks to the monetary supply will affect the interest rate contemporaneously, while the
central bank will respond to inflation and output shocks contemporaneously by making a change
to monetary supply.
As the exchange rate reacts to a number of external factors, most researchers treat exchange rate
as a relatively exogenous process. In this case we place exchange rate as the first variable, where
the only effect of contemporaneous shocks are due to factors that have an impact on the
exchange rate,

xt . The structural moving average representation would then take the form:
 xt   1,1
 y  
 t   2,1
  t   3,1
  
 mt   4,1
 it  5,1

0

0

0

 2,2 0
0
3,2 3,3 0
 4,2  4,3  4,4
5,2 5,3 5,4

0    x ,t 
0    y ,t 
0    ,t   1 t 1  ...
 
0   m,t 
5,5    i ,t 

The degree of dollarization would be affected by the exchange rate and those factors that impact
on the external value of the domestic currency, we place the measure of Dollarization ( Dt ) under
the exchange rate. Hence the ordering for the six variables look as follows,
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 xt   1,1
 D  
 t   2,1
 yt  3,1
 
  t   4,1
 mt  5,1
  
 it   6,1

0

 2,2
3,2
 4,2
5,2
6,2

0
0

0
0
0

0
0
0
0

3,3
 4,3  4,4
5,3 5,4 5,5
6,3 6,4  6,5

   x ,t 
  
  D ,t 
   y ,t 

  1 t 1  ...
    ,t 
  m , t 


 6,6    i ,t 
0
0
0
0
0

All of the data used in this investigation was obtained from the International Monetary Fund
(IMF) database for International Financial Statistics (IFS). The data is available at a quarterly
frequency for the period 2001q1 to 2013q3. Prior to this period, measures of gross domestic
output were not collected at this frequency. All variables are not stationary but stationary at first
differences. The measure of output ( yt ) is seasonally adjusted with the aid of the X13 seasonal
filter. Thereafter, the stochastic trend in the natural logarithm of the series was identified with the
aid of the Hodrick-Prescott filter, where the smoothing coefficient for quarterly data was set at
1,600. After removing the stochastic trend, we obtained the cyclical component of economic
output. This measure was then compared to the growth rate in economic output, along with a
number of others that included those which made use of a Beveridge-Nelson, Band-Pass,
Christiano-Fitzgerald and linear filter.4 As the periods of positive and negative economic growth
(as measured by the logarithmic change in seasonally adjusted real gross domestic product)
appeared to coincide with the periods where the Hodrick-Prescott filter appeared, this suggests
that there were notable contractions and expansions in the business cycle, and this measure was
used in the subsequent analysis. Indeed, the correlation between this measure of the business
cycle and output growth was 0.6. However, the difference between these measures was not found
to be all that significant. The measure of consumer prices was also clearly subject to notable
seasonal variation. Therefore, to ensure that this measure is consistent with that of output, we
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See, Beveridge and Nelson (1981), Christiano and Fitzgerald (2003), Baxter and King (1999), Hodrick and
Prescott (1997), and King and Rebelo (1993).
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also applied the X13 seasonal filter to this measure. The measure of inflation (  t ) is then derived
from the quarter-on-quarter logarithmic change in the seasonally adjusted consumer price index.
Domestic monetary supply ( mt ) was measured from M2. The reason for not using extended
broad money supply is that we are primarily interested in the role of the central bank and its
ability to influence interest rates through control of the domestic currency. The foreign currency
deposits in the economy, which is included in the M3 definition, is treated as a separate feature
and is the focus of the measure of dollarization. In addition, if we had included foreign balances
in our measure of monetary supply and dollarization, then we would have double counted this
feature. The quarter-on-quarter logarithmic change in the level of this variable has been used for
further modelling purposes.
The interest rate is measured as the central bank discount rate, which has been annualised. This is
the rate at which the central bank charges commercial banks.It is worth noting that the discount
rate has become relatively constant as of 2010, this suggest that the central bank also targets
interest rates.
The measure of the exchange rate ( xt ) is the nominal exchange rate between the United States
Dollar and the Tanzanian Shilling. To ensure that it is consistent with the other variables, we
make use of thequarter-on-quarter logarithmic change for this series.
There are a number of possible measures of dollarization ( Dt ) that could be used (mentioned in
chapter 3). The amount of foreign currency in the economy at a point in time could largely be
measured by the difference in M3 and M2 monetary supply. This could be expressed as a
fraction of M2 to convey information about the ratio of foreign monetary supply to domestic
monetary supply. Alternatively, we could express the foreign holdings as a percentage of total
monetary supply, which would also be a useful indictor. However, one of the problems that
would be associated with using these measures to characterise the degree of dollarization in
Tanzania is that domestic monetary supply (M2) is much more volatile than foreign monetary
10

holdings. It is thus more often the case that changes in M2 would give rise to a change in these
measures of dollarization (rather than a change in foreign holdings). As such we make use of the
quarter-on-quarter change in the natural logarithm of foreign monetary holdings to describe the
degree of dollarization in the economy, while the effects of a change in domestic monetary
supply are captured separately in the model. This measure of dollarization includes two notable
structural breaks in 2001/2002 and 2010/2011, which are accounted for in the model.
It is also worth noting that the measure of the difference between M3 and M2 monetary supply
would capture the total amount of foreign currency holdings in the economy. This would include
the portion of circulated foreign currency that is used for transactional purposes in Tanzania, and
the portion of foreign currency reserves that is not in circulation and is held by the central bank.
The information content of this measure could therefore be contradictory at times. For example,
where there is little confidence in the economy, individuals may wish to make additional use of
foreign currency for transactional purposes (leading to an increase in the demand for foreign
currency), while foreign investment would decline (leading to a decrease in foreign currency
reserves that are held by the central bank).5 Figure 2 presents these variables after
transformation.
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Unfortunately, as there is no data that distinguishes foreign currency reserves from foreign currency in circulation,
we do not have any other option than to use the growth rate in broad foreign currency holdings as a measure of
dollarization.
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Figure 2: Variables after Transformation

The results of the model are summarised with the following impulse response functions. The first
of these shows the effects of a monetary policy shock, that follows a positive innovation of one
standard deviation in the interest rate in Figure 3.
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Figure 3 : Bayesian VAR -Monetary Policy Shock

The positive spike in interest rates is associated with a sharp reduction in monetary supply on
impact. It takes about ten quarters for money supply to return to its steady-state value,
whereupon it takes a bit of time to stabilize (which is partly because all the variables are
endogenous in this framework). The positive innovation in the interest rate gives rise to sharp
reduction in output, while the rate of inflation starts to decline after four quarters. In this case the
extent of the decline in output is greater than the decline in inflation, which is consistent with the
findings of most macroeconomic models. The higher interest rate also results in a reduction in
the depreciation of the external value of the currency, as it strengthens during the impact period.
The appreciation in the exchange rate that would have resulted from the increase in foreign
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capital would give rise to an increase in foreign reserves. This results in an increase in the
measure of foreign capital in the economy, as is shown in Figure 4.
Figure 4 : Bayesian VAR -Aggregate Demand Shock

The aggregate demand shock would result in an innovation in the cyclical component of output.
This fuels inflation and in this case it has increased monetary supply, due to the persistent
demand for real monetary balance. In addition, the nominal exchange rate depreciates, as the
amount of foreign currency holdings declines. These results are shown in Figure 5.
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Figure 5 : Bayesian VAR -Cost Push Shock

The effect of an unexpected increase in inflation is captured by the cost push shock that follows
an innovation to the rate of inflation. The effect of such a shock on other endogenous variables is
characterised in Figure 6. The relatively high environment would appear to be associated with
low interest rates, although one would expect that the central bank would react to the increase in
inflation by raising the nominal interest rate.
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Figure 6: Bayesian VAR - Monetary Supply Shock

The positive innovation to monetary supply is associated with a significant reduction in the
interest rate. This gives rise to an initial increase in output and a significant increase in
inflationary pressure. The exchange rate also experiences a significant deterioration with the
result that the foreign holdings of the central bank,and other factors that contribute to
dollarization, decline. The effects of such a monetary supply shock are depicted in Figure 7.
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Figure 7: Bayesian VAR - Exchange Rate Shock

A positive exchange rate shock would result in a depreciation of the external value of the
domestic currency, as shown in Figure 8. This is associated with inflationary pressure, which
leads to an initial reduction in monetary supply and a rise in nominal interest rates (which is
somewhat short-lived). The depreciation in foreign currency is also associated with an increase
in dollarization as it would be more desirable to hold foreign currency when the economy is
affected by an exchange rate shock that depreciates the value of the domestic currency.
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Figure 8 Bayesian VAR - Dollarization Shock

An innovation of one positive standard deviation to the level of dollarization in the Tanzanian
economy would result in a reduction in the monetary supply of local currency (M2), as the
central bank seeks to maintain a relatively constant rate of total money supply (including foreign
currency holdings). This reduction in domestic monetary supply eases inflationary pressure,
which allows the central bank to lower interest rates. The lower interest rate would then fuel
depreciation in the currency. These results are shown in Figure 5.8.
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1.3

Concluding Remarks

The results suggest that the exchange rate pass-through is not significant. In addition, foreign
currency deposits are positively related to exchange rate depreciation and interest rate increases
are associated with a reduction in money supply. This in turn leads to a decline in real GDP. The
shock from aggregate demand would appear to increasethe inflation rate, while the de-facto
dollarization in this economy lowersthe inflation rate through areduction in money supply. This
is also explained by the negative relationship between foreign currency deposits and the
inflation rate, which influences the exchange rate. When the firm opts to conduct transactions in
foreign currency, there would appear to be a depreciation of the Shilling, which is a form of
hedging. Honohan (2007) has explained this as the direct effect of partial dollarization in an
economy. It should be noted that this study is limited by the fact that the data on foreign
currency in circulation is not available, requiring instead that foreign currency deposits are used
as the principal data. The results show that the use of foreign currency in Tanzania does not
harm the monetary transmission mechanism. The findings also indicate that there is a possibility
that other factors affect the exchange rate, which may be beyond the direct control of central
banks, such as theamount of foreign currency in circulation. This implies that policymakers’
ability to influence the movement of the RER is limited. In the long run, however, appropriate
structural changes and competitive policy can be designed and implemented to minimize
external shocks. This study recommends the pursuance of sound monetary policy as an
instrument forachieving RER stability. The increasing credibility of the Bank of Tanzania’s
inflation targeting framework and therelatively low and stable rate of inflation in the current
regime hasestablished a solid policy basis for a more stable RER in the future. There is a need
for coordinating exchange rate and monetary policies. These policies that seek to maintain a
competitive RER should beaccompanied by appropriate monetary policy to control inflation.
Implementing a policy-mix that achieves stability in both the internal and external value of the
currency should be the objectives of the central bank.

19

References
Acosta-Ormaechea, S., & Coble, D. (2011). Monetary Transmission in Dollarized and Non-Dollarized
Economies: The Cases of Chile, New Zealand, Peru and Uruguay.IMF document de trabajo
WP/11/87.
Arteta, C. (2002).Exchange Rate Regimes And Financial Dollarization: Does Flexibility Reduce Bank
Currency Mismatches? Center forInternational andDevelopment Economics Research, Institute
forBusiness andEconomic Research, UC Berkeley.
Assenmacher-Wesche, K. (2008). Modeling Monetary Transmission inSwitzerland witha Structural
Cointegrated VAR Model. Swiss Journal of Economics and Statistics (SJES),144(II), 197-246.
Baliño, T. J., Bennett, A., & Borensztein, E. (1999). Monetary Policy in Dollarized Economies (Vol.
171).International Monetary Fund.

Bank of Tanzania (various issues), “Economic and Operation Reports and Economic Bulletins”
Dar es Salaam.
Bernanke, B. S., & Boivin, J. (2003).Monetary Policy in a Data-Rich Environment. Journal of Monetary
Economics,50(3), 525-546.
Bernanke, B. S., &Gertler, M. (1995).Inside The Black Box: The Credit Channel ofMonetary Policy.The
Journal ofEconomic Perspectives,9(4), 27-48.
Bjørnland, H. C. &Thorsrud, L. A. (2014).Applied Time Series For Macroeconomics.Gyldendal
Akademisk.
Bjørnland, H. C. (2009). Monetary Policy And Exchange Rate Overshooting: Dornbusch Was Right
After All.Journal ofInternational Economics,79(1), 64-77.
Boivin, J., &Giannoni, M. (2002).Assessing Changes intheMonetary Transmission Mechanism: A VAR
Approach.Federal Reserve Bank ofNew York Economic Policy Review,8(1), 97-111.
Boivin, J., &Giannoni, M. P. (2006).Has Monetary Policy Become More Effective?.The Review
ofEconomics andStatistics,88(3), 445-462.
Bolnick, B. (1991), "Weak Links In The Monetary Transmission Mechanism: The Case Of Malawi",
ODI/HIID Conference On Improving Monetary Policy In Africa And Asia, Pp. 1–-27.

20

Buigut, S. (2009).Monetary Policy Transmission Mechanism: Implications fortheProposed East African
Community (EAC) Monetary Union. InCSAE Conference.
Cheng, K. C. (2006).A VAR Analysis Of Kenya's Monetary Policy Transmission Mechanism: How Does
The Central Bank's REPO Rate Affect The Economy? (No.06/300).IMF Working Papers.
Chinn, M. D. (2005).GettingSerious About the Twin Deficits.Council onForeign Relations, Special
Report 10.
Christiano, L. J., Eichenbaum, M., &Evans, C. L. (1999).Monetary Policy Shocks: What Have We
Learned And To What End?.Handbook ofMacroeconomics,1, 65-148.
Dabla-Norris, E., &Floerkemeier, H. (2006).Transmission Mechanisms ofMonetary Policy inArmenia:
Evidence fromVAR Analysis(No. 06/248). IMF Working Papers.
Dale, S., &Haldane, A. G. (1995).Interest Rates andtheChannels ofMonetary Transmission: Some
Sectoral Estimates.European Economic Review,39(9), 1611-1626.
Darvas, Z. (2012).Real Effective Exchange Rates for 178 Countries: A New Database(No. 1210).
Institute Of Economics, Hungarian Academy ofSciences.
Del Negro, M., &Schorfheide, F. (2011).Bayesian Macroeconometrics.The Oxford Handbook
ofBayesian Econometrics, 293-389.
Égert, B., & Macdonald, R. (2006).Transmission Mechanism in Transition Economies: Surveying the
Surveyable(No. 1739). CESifo Working Paper.
Eichenbaum, M., &Evans, C. L. (1995).Some Empirical Evidence ontheEffects ofShocks toMonetary
Policy onExchange Rates.The Quarterly Journal ofEconomics,110(4), 975-1009.
Feige, E. L. (2003). Dynamics ofCurrency Substitution, Asset Substitution andDe Facto Dollarisation
andEuroisation inTransition Countries.Comparative Economic Studies,45(3), 358-383.
Fernández-Villaverde,

J.,

Guerron-Quintana,

P.,

Rubio-Ramìrez,

J.F.

(2010).

The

New

Macroeconometrics: A Bayesian Approach. The Oxford Handbook ofApplied Bayesian
Analysis.Oxford: Oxford University Press.
Fisher, I. (1896). Appreciation andInterest.Publications oftheAmerican Economic Association, 11(4), 198.
Friedman, M. (1968).The Role ofMonetary Policy.The American Economic Review,58(1), 1-17.

21

Friedman, M. (1970).The Counter-Revolution inMonetary Theory (Occasional Paper No. 33 Pp
24).Institute ofEconomic Affairs, London.
Galí, J. (2008).Monetary Policy, Inflation, andtheBusiness Cycle: An Introduction tothe New Keynesian
Framework. Princeton University Press.
Gali, J., &Monacelli, T. (2005).Monetary Policy andExchange Rate Volatility inaSmall Open
Economy.The Review ofEconomic Studies,72(3), 707-734.
García-Herrero, A. (1997).Banking Crises inLatin America inthe 1990s--Lessons fromArgentina,
Paraguay, andVenezuela(No. 97/140).International Monetary Fund.
Grauwe, P. D., &Polan, M. (2005). Is Inflation Always And Everywhere A Monetary Phenomenon?The
Scandinavian Journal ofEconomics,107(2), 239-259.
Honig, A. (2009). Dollarization, Exchange Rate Regimes andGovernment Quality.Journal
ofInternational Money andFinance,28(2), 198-214.
Honohan, P. (2007). Dollarization andExchange Rate Fluctuations.World Bank Policy Research
Working Paper, (4172).
Ireland, P. N. (2006).The Monetary Transmission Mechanism(No. 06-1).Working Paper Series//Federal
Reserve Bank ofBoston.
Isard, P., &Faruqee, H. (Eds.). (1998).Exchange Rate Assessment: Extension oftheMacroeconomic
Balance Approach(Vol. 167). International Monetary Fund.
Ize, A., Levy Yeyati, E. (1998). Monetary Policy inDollarized Economies.Occasional Paper,
International Monetary Fund, Washington.
Juks, R. (2004). Monetary Policy Transmission Mechanisms: A Theoretical andEmpirical Overview.The
Monetary Transmission Mechanism intheBaltic States.Eesti Pank, 39-60.
Juselius, K. &Toro, J. 2005, "Monetary Transmission Mechanisms inSpain: The Effect of Monetization,
Financial Deregulation, andtheEMS", Journal ofInternational Money andFinance, Vol. 24, No.
3, Pp. 509-531.
Justiniano,

A., &Preston,

B. (2010).Monetary Policy andUncertainty inanEmpirical

Open‐Economy Model.Journal ofApplied Econometrics,25(1), 93-128.

22

Small

Kaminsky, G., Lizondo, S., &Reinhart, C. M. (1998).Leading Indicators ofCurrency Crises.IMF Staff
Papers,45(1), 1-48.
Kessy, P. (2011).Dollarization In Tanzania: Empirical Evidence And Cross-Country Experience(No.
36381). London School ofEconomics andPolitical Science, LSE Library.
Koop, G., &Korobilis, D. (2010).Bayesian Multivariate Time Series Methods forEmpirical
Macroeconomics.Foundations andTrends inEconometrics, 3(4), 267-358.
Laxton, D., Berg, A., &Karam, P. D. (2006).A Practical Model-Based Approach toMonetary Policy
Analysis: Overview(No. 06/80). International Monetary Fund.
Mahadeva, L., &Sinclair, P. (Eds.).(2002).Monetary Transmission inDiverse Economies.Cambridge
University Press.
Makochekanwa, A. (2009).Zimbabwe’s Currency Crisis: Which Currency to Adopt in the Aftermath of
theMulti-Currency Regime?(No. 22463).University Library ofMunich, Germany.
Malima, K. (1994). Structural Adjustment: The African Experience.Keynote Address, Hoeven, Van Der
Rolph &Kraaij, Van Der Fred Eds. Structural Adjustment andBeyond inSub-Saharan
Africa.Ministry Of Foreign Affairs, The Hague, In Association withJames Currey, London:
Heinemann.
Mishkin, F. S. (1996).The Channels of Monetary Transmission: Lessons forMonetary Policy(No.
W5464). National Bureau ofEconomic Research.
Mishra, P., Montiel, P. J., &Spilimbergo, A. (2010).Monetary Transmission inLow Income
Countries.(No. 10/223).IMF Working Papers.
Mutoti, N. (2006).Monetary Policy Transmission inZambia.Bank Of Zambia Working Paper,
WP/06/2006 (Bank Of Zambia Web Page At Http://Www. Boz. Zm, Accessed January 2008).
Ndulu, B. J., O'Connell, S. A., Bates, R. H., Collier, P., &Soludo, C. C. (2008). The Political Economy
ofEconomic Growth inAfrica, 1960–2000.Cambridge Books.
Ndung’u, N. S. (1999).Monetary andExchange Rate Policy inKenya(No.RP.94). African Economic
Research Consortium.
Ngalawa, H., &Viegi, N. (2011).Dynamic Effects Of Monetary Policy Shocks In Malawi.South African
Journal ofEconomics,79(3), 224-250.

23

Ngowi,

P.

(2011).

“Dollarization

Of

The

Tanzanian

Economy.”

Http://Clknet.Or.Tz/Wp-

Content/Uploads/2012/01/PB1-Dollarization-Of-The-Tanzanian-Economy.Pdf.
Ramey, V. (1993).How Important Is TheCredit Channel In TheTransmission Of Monetary
Policy?.InCarnegie-Rochester Conference Series onPublic Policy (Vol. 39, No. 1, Pp. 145).Elsevier.
Ramlogan, C. (2004). The Transmission Mechanism ofMonetary Policy: Evidence fromthe
Caribbean.Journal ofEconomic Studies,31(5), 435-447.
Romer, C. D., &Romer, D. H. (1989).Does Monetary Policy Matter? A New Test intheSpirit
ofFriedman andSchwartz.InNBER Macroeconomics Annual 1989, Volume 4(Pp. 121-184). MIT
Press.
Romer, D. (2006) Advanced Macroeconomics. Mcgraw-Hill/Irwin.
Rutasitara, L. (2004).Exchange Rate Regimes andInflation inTanzania(No.RP138). African Economic
Research Consortium.
Salas, J. (2010).Bayesian Estimation ofaSimple Macroeconomic Model foraSmall Open andPartially
Dollarized Economy(No. 2010-007).Banco Central De Reserva Del Perú.
Schaub, C. (2009). Monetary Policy Under De Facto Dollarization: The Cases Of Peru And Croatia.
Julius-Maximilians-Universität Würzburg.
Sidaoui, J. J., &Ramos-Francia, M. (2008). The Monetary Transmission Mechanism inMexico: Recent
Developments.BIS Papers Chapters,35, 363-394.
Sims, C. (1986). Are Forecasting Models Usable For Policy Analysis?.Quarterly Review,10(1), 2-16.
Sims, C. A. (1980). Macroeconomics andReality.Econometrica,48(1), 1-48.
Sims, C. A. (1992). Interpreting theMacroeconomic Time Series Facts: The Effects ofMonetary
Policy.European Economic Review,36(5), 975-1000.
Sims, C. A., &Zha, T. (2006).Were There Regime Switches In US Monetary Policy?.American
Economic Review,96(1), 54-81.
Smets, F., &Wouters, R. (2002).Openness, Imperfect Exchange Rate Pass-Through andMonetary
Policy.Journal of Monetary Economics,49(5), 947-981.

24

Spatafora, N., &Tytell, I. (2009).Commodity Terms ofTrade: The History ofBooms andBusts.
(No.09/205)IMF Working Papers.
Stiglitz, J. E. (2001).Monetary andExchange Rate Policy inSmall Open Economies: The Case ofIceland.
Department ofEconomics, Central Bank ofIceland.
Stock, J. H., &Watson, M. W. (1993).A Simple Estimator Of Cointegrating Vectors In Higher Order
Integrated Systems.Econométrica,61(4), 783-820.
Stock, J. H., &Watson, M. W. (2001).Vector Autoregressions.Journal ofEconomic Perspectives,15(4),
101-115.
Taylor, J. B. (1993).Macroeconomic Policy in A World Economy: From Econometric Design to
Practical Operation. New York: WW Norton.
Taylor, J. B. (1995). The Monetary Transmission Mechanism: An Empirical Framework.Journal
ofEconomic Perspectives,9(4), 11-26.
Taylor, J. B. (2000). Using Monetary Policy Rules in Emerging Market Economies.In75th Anniversary
Conference," Stabilization andMonetary Policy: The International Experience", Bank ofMexico.
Tellería, B. X. F. (2006). Dollarization Hysteresis Network Externalities andthe "Past Legacy" Effect:
The Case ofBolivia.Revista De Análisis Del BCB,9(1), 7-64.
Wallis, K. F. (1974). Seasonal Adjustment and Relations between Variables. Journal of the American
Statistical Association,69(345), 18-31.
Wangwe, S. M. (1995).Economic Integration inSouthern Africa: Towards Cost and Benefit Analysis in
Tanzania (No. 2). Economic andSocial Research Foundation.
Wangwe, S.M., Semboja, H. H. And Ayubu Nyanga (1998), “Study On Contractual Practices In
Tanzania. A Research Report Submitted To The University Of Maryland, USA, As Part Of IRIS
Phase I.
West, K. D. (2003). Monetary Policy and the Volatility of Real Exchange Rates in New Zealand.New
Zealand Economic Papers,37(2), 175-196.
Yinusa, D. O. (2008).Between Dollarization and Exchange Rate Volatility: Nigeria's Portfolio
Diversification Option. Journal of Policy Modeling, 30(5), 811-826.

25

Zamaróczy, M., &Sa, S. (2003).Economic Policy in a Highly Dollarized Economy: The Case of
Cambodia(Vol. 219). International Monetary Fund.
Zams, B. M., &Cooray, N. S. (2007).Economic Analysis of the Exchange Rate Channel and Monetary
Policy Rule: The Case of Indonesia.Economics &Policy Series,7, 1-34.

26

