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The Bank of Tanzania (BOT) as the
Custodian of the Tanzanian Economy:
Opportunities and Challenges

Mr. Conrad John Masabo

Faculty of Education (Educational Psychology)
Dar es Salaam University College of Education (DUCE)
conrad.masabo@duce.ac.tz; cmasabo@gmail.com

Introduction

The Bank of Tanzania (BOT) was established in 1966 by the
BOT Act of 1965. The Act provided for the establishment,
constitution and functioning of BOT as a central bank to take over
the functions and operations of the then East African Currency
Board (EACB) founded in 1919 to manage currency supply and
exchange in the then British colonies of East Africa and the
countries adjacent to the region. The bank initially operated by
using mainly instruments that one would consider indirect. Only
eight months after its establishment, however, the Arusha
declaration was announced in 1967, °

. This declaration proclaimed socialism and self-reliance as the
official policy of Tanzania. The BOT reoriented its functions to
reflect this change in political direction (Masawe, 2001: 4).
However, the BOT Act of 1965 was repealed and replaced with
the BOT Act of 1995. The BOT Act of 1995 was a landmark in
Tanzania’s monetary history by adopting a single policy
objective, i.e., price stability; and thus it moved away {rom
multiple-policy objectives.

The Bank of Tanzania is an independent central bank; its valuc
improves with the passage of time; and over time it has gained
more independence. In 1995 the Bank of Tanzania act was
amended to give the bank greater autonomy, full independence,

and more precision in the definitions carresponding to the
functions of the central bank.
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The maintenance of price stability was specifically mentioned
as the central bank’s priority. Besides protecting price stability,
the Bank of Tanzania acts also as the lender and the last resort for
other commercial banks. Among other functions of the Bank of
Tanzania, one would include: the monitoring of the country’s
foreign exchange, providing the Government with economic
advisors, supervising the bank itself and the entire financial
system in the country, the forwarding and implementing of the
macroeconomic -program and policies that are currently
operational. These are-among the core functions of the central
Bank of Tanzania.

In the recent past, that is to say, almost two decades ago,
Tanzania embarked on a fundamental transformation of its
economy. It is not surprising that on the top of the economic
agenda was the need to overhaul the financial system. In view of
the pivotal role that banks play in the country’s economy, the
banking scctor:was the first to undergo reform. Implementation of
the reforms followed. the recommendations of the Presidential
Commission created to modernize the banking sector.

The Bank of Tanzania is an organization set up with well-
defined structures, each corresponding to sets of duties and
responsibilities in banking activities. At the top level, there is the
Governor of the bank who is a presidential appointee. He/she
must serve for five years and may continue in service for another
five years if so appointed. Somne of the Governor’s duties include
representing the Bank of Tanzania in all matters related to other
Banks; and cither alone, or jointly with other persons, may enter
into agreements concluded on behalf of the Bank.

Second in the hierarchy of the Bank of Tanzania are three
deputy governors who serve as acting governors when the
Governor dies, or is removed from office, or vacates his office, or
resigns. Each of these deputies is responsible for the day-to-day
management of business and affairs of the Bank as ordinarily
determined by the Governor.

Other structures include the Board of Directors, and the
Accounting and Auditing units. :

This paper therefore proposes to explain how the Bank of
Tanzania serves as the custodian of Tanzania’s economy, and at
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the same time purports to -expose the problems that the Bank of
Tanzania faces in the management of the economy. It begins by
a general introduction giving a brief background about how the
Bank of Tanzania was established, and then delincates the
functions as well as the structures of the bank, -

The second part presents indications of the diverse sectors of
the Tanzanian economy and their economic performance Eu to the
year 2009, e

The third part presents mechanisms that the Bank of Tanzania

adopts to fulfill its basic function as the custodian of the
economy. . .

:_a. forth part presents the challenges that “the Bank of
Tanzania faces in the course of fulfilling.its duty as custodian of
the economy. )

In the fifth and last part, we shall draw conélusions.

Indicators of the Diverse Sectors of the
Tanzanian Economy and Economic
Performance up to the Year 2009
) m.oo:.o_:v\ may be defined as the system of production
distribution and consumption of goods and- services in :5.
oo:::.x. society or other designated entity. Thus, “the success of
states in maintaining their authority and sovereign control is
greatly affected by their ability to ensure that-an adequate volume
of mooq.m and services is produced to satisfy the ‘needs of their
populations.” (Kesselman, Krieger and Joseph, 2004:12). That is
<<_c.\ most of the states or governments ‘in the world struggle to
wg.:né considerable levels of economic development in ‘order to
enjoy their status as governments or political agencies. ,

In our world today, economic performance has become onc.of
the basic measures for evaluating a given leader; or eéven whole
governmental bodies. In fact, effective aoozoi_.muvm_%o:sm:,oo is
nearly at the top of every state’s political “agenda (ibid). ‘For
wxs.:_o_a. Tanzanians  in  “the first years- following
independence...believed that mass poverty could be attacked and
eventually overcome by means of a natural growth. .in- the
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economy not involving major structural changes” (Legum and
Mmari, 1995: 9). .

Little was done, therefore, in terms of creating structures that
would insure rapid and sustainable -economic development.
Probably this may be the rationale behind Tanzania's choice to
continue with the colonial inherited economic system, a syslem
that was externally oriented and that emphasized the production
of agricultural raw materials.

This style of economy has not changed much over recent
years; the World Bank report on Tanzania has mentioned (his

with the comment that “in value-added terms, agriculture -

generates 29 percent of GDP, industry 24 percent and services 47
percent ... the majority of Tanzania’s population are employed in
the agricultural sector...” (World Bank, 2009: 10). This indicator
reveals the reality that agriculture remains the sole sector for
Tanzania’s economy.

There have been remarkable changes, on the other hand, in the
expansion of the traditional sectors, that is, of agriculture and
industry. There has been the emergence of a transport scclor,
a communication sector, a mining sector, and a construction and
tourism sector with the additional entry into the economy of
a private sector (cf. Maliyamkono and Manson, 2006). It is only
in 2009 that the World Bank report praised Tanzania's
performance in the economy as being among the best in Sub-
Saharan Africa. It states:

Economic performance in Tanzania has been solid in recent
years, with high levels of growth, a steadily increasing share of
exports, and significant financial deepening, following significant
efforts since the mid-1980s, [and) ... sincc the mid-1990s has led to
increased inflow of both foreign direct investment (FDI) and
aid....Tanzania’s ... economy has grown faster—in some years,
significantly faster—than the Sub- Saharan African average for more
than a decade, making Tanzania one of the fastest-growing nonoil
economies in Sub-Saharan Africa. (World Bank, 2009: 9; ¢l
Maliyamkono and Manson, 2006: 63)

The gencral comment about the Tanzanian economy is that,
the “government has been well accredited for achieving macro-
economic stability shown by decline in inflation and increasing
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trend in the grown of real GDP” (Maliyamkono and Manson
2006: 63). What is common, then, is that “all countries are ?&:m.
.qu.oq.m between more market-driven and more state-regulated

- teonomic strategies” (Kesselman, Krieger and Joseph, 2004:13).
Based on these arguments, it is obvious that the banks — and the
central bank in particular — have an important role to play in
Supervising and taking care of the country’s economy. | now
vaoonm. to an explanation of how the Bank of Tanzania is the
custodian of the economy. ) :

The Manner in which the Bank of Tanzania Is a
.Custadian of the Economy

_ The m:i»q function of banks the world over js to play an
Intermediary role, i.e., Yo collect funds (through borrowing) from
surplus .ro:moro_% m._n.m!\.oﬂ the funds (for example, by lending)
to deficit :::.m., In .Em way, banks are considered the harbinger or
N1C developmient of any country. In this way,
mic m..ofa._. of Tanzania depends largely upon the

e - of Tanzania takes up this role.

The Bank o.w Tanzahia' Act of 2006, for example, provides for
4 more responsive and regulatory role of the Bank of Tanzania in
a_m:oq_ to the formulation and implementation of monetary
vo..@. SO as to provide for the supervision of banks and other
ngo;.__ Institutions. In this regard, it is obvious that the Bank of
Tanzania is vested with the role of guardian or custodian: it is the
Bank that advises the government in matters related to the
economy and economic progress, :

.—._d.o ways in which the Bank of Tanzania acts in the status of
guardian for the Tanzanian economy are as follows (please note;
this list is not exclusive): .

One: To begin Wwith,"as a custodian of the country’s economy.
mra Bank ) of Tanzania is responsible for formulating ==m
......v.o..:o:::m monetary policy in relationship to the economic
wgao:é of maintaining price stability. This, in turn, is conducive
in balancing and strengthening the economic growth of Tanzania.

As a central bank, the Bank of Tarzania is the sole issuer of
cumrency, the “banker of the banks”, and advisor to the

e N

SRR
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Government in legal - matters related to economic issues.
Furthermore the Bank of Tanzania has been vested with the
responsibility of supervising and regulating financial institutions
so as lo ensure the safety and the soundness of the Tanzanian
financial and economic structures. It is by fulfilling such roles
that the element of custodianship is rendered explicit. This has
been the number one expectation and duty of the Bank of
Tanzania since its inception. The bank has been always the sole
mandatory government organ/ institution empowered and
mandated to supervise the country’s economy.

Such a function has been emphasized and given the utmost
attention since its date of inauguration. The words from the
inaugural specch by Mwalimu Julius K. Nyerere in 1966, the.
incumbent presideint”at that time, are worth recalling here. He
said: o

... The .mona, w,sa;ws*,w of the Bank of Tanzania are embarking
on a very important job. They are to see that we get the money we
need for our daily'dse-ard for development, and that our money is so
managed that it fostér growth of the economy in real terms and also

maintain its international.value (Nyerere, 1968: 76).

Such was thesole. assignment given to the new bank which
was formed following the end of the East African Currency Board
(EACB).-For Mwalimu Nyerere, such a board was handicapped
and hence was unable to respond to the need of development at
the speed people were hoping. One sees the clarity in-what he
said: “1 am glad that at last, as far as Tanzania is concerned, we
have now devised an -instrument monetary and fiscal in nature,
which can effectively contribute to our development without the
unnecessary _handicaps that result from uncoordinated ..
economic policies of the three countries” of east Africa (ibid..
75). Such an expression reveals the extent to which, since the
early years of independence, Tanzania’s economy has been
entrusted to the Bank of Tanzania.

In the years following the adoption of the market economy,
the Bank has retained the same status; and even in the newly
formulated - strategy. to.make Tanzania into a semi-industrialized
country, which suggests a middle-class economy, the Bank of
Tanzania is earmarked to provide a leading role in the realization
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of: i
_.__m. o..m,_uw_sn__:_:sna to the macro-economic. There is an emphasis on
sca .:v monetary reforms in order to “... to ensure a stable and
mg :L“ﬂ le macro-economic environment underpinned by a _%z
ftion wm”a. So._.wmwoa ~domestic savings and investments
u.o o Mmaw_»_n_w mw&__:.% and sufficient foreign reserves,” Ac_m._;.
:onnm.ws_ | M; % srmo: are key to the economic %<o_o_u_:o=~.
necess 'y lor the realization of the 2025 Tanzanian Vision Thus
s <_o=m.=._2 one looks to the Bank of Tanzania to n8<.ao th .
=<w_<o_=:9= needed for the hoped-for economic growth.’ )
x\ .4 . . . !
w :#.ce :\M_ MMMM.:M _w,\m__w in H.}_o___ the Bank of Tanzania functions
s 1 ‘the national economy is by supervisi
. ! : isii
MM%_M_MV _u..c\_:uo%ﬁ_amwm_w_s. The" Bank of m:umwmm MQ ow.__mouwo
in , governs the "national .
amended ir payment system i
“M,_“\um_:m. These amendments have ‘granted explicit wmaz.ao,_:
_n o:ao:qw_ %m:ﬁ _ws_u_» of Tanzania for overseeing, regulating w_“.w_\
supervisory functions for the national :
. i onal payment
as one of the primary foci f i & o the
as . or controlling and i
s o i i g and nurturing the
>M__§«“ﬂ”.=c Mmmw.m_a&..»nooa_:m to the amended Bank of ,_,wzmm:mm
, the also empowered - to- issue re. i
x gulations for the
WMW\_HMJ.___M_g“:m.m_Mm__ mm:_n_:ni system. In general, the Act gives
¢ erprefs the ith i i
poms. p h¢ common law with its various relevant
legislation that apj ishi
I pply to establishi i i
et syt Pl blishing, operating and regulating the
When it comes to the banki v ,
iy e banking sector, howev i
\ -ome k s er, the pertine
W_M_..M.m a”ﬁ ._nm_m_m:o: are: the Bank of Tanzania Act of _Mom. :H
e d_ ing and Financial Institutions Act of 1991; the mEW of
A« o 1 <
h., o::_m.o Oa_:.msnm. Cap 215; the'C heques Act of 1969; and :
ompanies Ordinance, Cap 212, - - - anc e

Three: The Bank of Tanzania is the sole agent for interbank

transactions. The responsibility of the Bank of -Tanzania is to

MM””MV_””@ mmn :.:n_o_soi a monetary policy that has for its
¢ objective maintaining price stabili i j
: ctive ty. This objecti
governs the amount of currency in ci fon ovide
1 he amount of ncy in circulation so as to: ide
:oJ.ﬂ__zzs:ng liquidity in the country’s economy provide
,7:5“”. Q_V:EQ iIs now in the process of implementing the
__._. ia E‘o_‘.g:r Settlement System (TISS) which falls under
¢ supervision of the Bank of Tanzania. Inter-bank clearing is

¢
i
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i Jlectronic
currently processed electronically wmﬂ :..._w Dar es mwp_“ﬂw”awmq_amﬂw%y i
ich, i acc .
ing Hduse, which, in terms of volume, counts. %.0
M_uuwmm“”_ﬂ”%m w_‘.;o_.-cmsx clearings while .H_.m remaining 20% - is
processed fmanually in the up-country clearing nn::.nw.: ol o
All this effort has been exerted to ozm._.:..m.w,m_:oo“ cos ! :,“
the national economy especially. when it ow_,ﬂommwwowwﬂ_mﬂmﬂmﬂa
issui ic and foreign currency. The .
issuing both domestic an ) E e P
) le, which facilitates
Transfer System (EFTS), for examp , . re
clearing nwﬂ\uoaum for bulk transfer during M—.m ..:8&»2% wqwmmg.ﬁ__)ﬂ”
. implemented since mid- .
'has been tested and. then. imp . : mid-2004, he
i inter-bank fund transfers .in. the A
system provides inter-ba P e i
{ nality and irrevecsbility
framework under conditions of fi ' of
wms_oama with alternatives of either a_real time option .t
ferred option. : o . .
’ am_.rm m:w:&ﬁ industry . is m_.ma:w:w. utilizing @_N_qu“_:_m
ayment instruments, such as credit and debit cards, as Ew_ MM e
Mma of Automated Teller Machines A>._._<_mv_.ﬂ Oo_ﬂ:mqo_wo_: ks
ing i i £ ATM networks to the ex
are making increasing use o vorks Lo e o
‘need to develop a-aational card switch,
there has cropped up the nee aaational card Swifeh.
i il ili ick economic ‘growth by -av 2
which will likely facilitate quick eco srowt ;
red tape and by simplifying the deposit and swzr.a_.uim# of _Mo:ﬁ._.m
both within and outside the bank, and both within and outside (
try. :
oOCMQWx. The Bank of Tanzania as the custodian of the moosm_.:v\
; ‘ . . /
is required to control the acceleration of inflation ..wamm \WMMNM _n__ﬂw
inflation rate has remaine
to Prof. Beno Nduly, the infla rat S bove the
i (RE rcent. This is mainly due to anticip
medium term target of 6 percen hi : . cipated
ing inflati rigger the rising prices of domestic i
rising inflation triggered cv\. ¢ stic ol
E_EWE with world market prices. Another factor is the increasc in
{ i ring ti  food shortages.
food prices during times of foo . .
mmam_:_w, high oi! prices occasion other costs in the ooo_d_o_:ﬂ
- such as costs of production and transportation -- and so AM“_
contributed to the pressure on prices o.w the m_aé: _aucmm ﬁmﬂ_m:“,.,.z
consumer items to go upwards. These items include foos, drinks
and other manufactured n_,om:ﬁinﬁ 2008 12). o evidence
This state of affairs links to the fact that empirica evi :
throughout the world is suggesting that it is wxcomm_é.cﬂﬁ_g Awm
money that causes inflation, hence implying that in ation is
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a'monetary phenomenon. In order to -achieve price stability in our
country, therefore, the Bank ‘of Tanzania, iike other central banks,
by virtue of its ability to exert influenice on the system of money
supply, has been entrusted with the task of regulating the quantity
of money in the economy (Masawe, 2001: 5). -
In July, 2007, headline inflation reached a level of 9.0 percent,

the highest-level it’s ever been since January 1999, when single
digit inflation rates ‘appeared- for the first time. The Bank of
Tanzania* continued - to tighten its monetary policy 'stance by
moderating  monetary expansion, while at the same time, the
improvement: of domestic [food supply during 2006/07 exerted 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 the level of 6.4 percent (BGT, 2008, 12),
" The World -Bank; however, has ‘beeii of the opinion ‘that the
Bank of Tanzania -has not -been ‘so- sticcessful’ in controlling
inflation in recent years. While policies  during' this time have
allowed Tanzania to avoid the wide swings in inflation that
several of its neighbouring countries have suffered, when one
takes into consideration the time span from 2005 to the present,

one would _S<m.“wo ,say ‘that the central bank, the Bank of
Tanzania, has not tamed the rising inflation’ trends: inflation, for
example, crept upward in the six-month petiod between June and
November, 2008, hitting double-digit. figures for the first time in
years (World Bank, 2009: 13),
Five: The Banks Act-of 199] empowers the Bank of Tanzania
in its role as a government agent responsible for supervision of
the economy to issue licenses, to supervise and to regulate other
banks and financial institutions, The Bank of Tanzania Act of
._o..wm further consolidates these powers. Hence, the Bank ol
Tanzania is responsiblé for the regulation and the supervision of
formal financial institutions, including community banks, burcaus
de change and cooperative banks. The legal and regulatoiy
framework has now been extended to  cover micro-finance
activitics. Supervision and regulation of such institutions as the
Saving and Credit Co-operative Societies (SACCOS), however, is
the responsibility of the Registered Cooperatives, who operate
through the Regional and District Cooperative Departments.

|
|
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The bank of Tanzania, in its turn, has frequently been engaged
in formulating programs and guidelines to ensurc the survival of
these micro-finance activities. ' .

Six: The sixth way in which the Bank of Tanzania acts as
a custodian of the national economy is thtough its monitaring and
controlling of the Foreign Exchange Market, The Bank of
Tanzania gradually began to ease foreign exchange controls after
the enactment of the Foreign Exchange Act of 1992, by allowing
the establishment of foreign exchange bureaus, a permission that
was granted in April, 1992. The Bank introduced Foreign
Exchange Bureaus in July, 1993, and created the Inter-bank
Foreign Exchange Market (IFEM) in June, 1993 (cf. Masawe,

2001: 5). .

The Bank of Tanzania is charged, too, with the duty of

monitoring and controlling the Foreign Exchange Market within

the domestic domain. This Market is composed of both wholesale

and retail markets. The IFEM is the wholesale market, which

plays an important role in the determination of the country’s

official exchange tyate and the provision of funds for the
accumulation of, inggngtional . reserves. Tanzania's trade and
exchange system is completely free of restrictions when it comes
to payments and transfers for current account transactions.

The current status of capital markets in Tanzania can be
described as an “emerging market”, At present, the number of
securities listed at the Dar es Salaam Stock Exchange (DSE) is
rather limited. The government sccurities are traded in the
secondary market in DSE by primary dealers who act as either
agents or market makers. It is therefore the responsibility of the
Bank of Tanzania to develop necessary instilutions such as the
Capital Markets and  Securities Authority - (CMSA) which
consequently becomes a key to the country’s economy.

Seven: Last but not least, as a custodian of the economy, the
Bank of Tanzania is entrusted with the task of issuing currency
and maintaining the circulation of money. The bank uscs reserve
money as an operaling focus to influence the desired growth ol
money supply compatible with the anticipated rates of inflation
and economic  growth, Generally speaking, the ' measures
undertaken by thé Bank recently succeeded in containing average
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reserve money growth within projections, except for the first
n__._s:oq of 2007/08. Consequently, extended broad money supply
wwoi% averaged at 21.2 percent between July and December
8. compared to the average of 24.1 percent anticipated for 5@.
period under nms.oi. The slow pace of Extended Broad Mone
:S.t growth is- attributed to the appreciation of the m_,:::v_\
against the US dollar that subsequently reduced the growth ow
foreign currency deposits in banks. Growth of ‘broad mone
supply, which excludes foreign currency deposits, averaged .&W
_uo._.na:r compared to the anticipated 30.3 percent. w_)—.a mznqmmmro mz
n_wmowm.ngo_az .AZ_MV was ._mﬂmn_v\ driven by a strong growth in time
¢ posits, in _Eo with _3385& interest rates, and growth in
oém_a deposits reflecting robust business activities during the
period under review (cf. Mkulo, 2008). ¢

Challenges :._mﬂ the .m.m._._x of Tanzania Faces in
Managing the Country’s Economy

In .mu_.:.w ﬂ, these responsibilities that the Bank of Tanzania is to
exercise, it is still facing many chalienges, most of which inhibit
its proper functioning. These include but are not limited to
.:cmm_m_:. cortuption, money laundering, currency devaluation
political pressure and interference and lack of expert in
economic projections. pertise

F irst, during recent years the tendency to offer employment on
Em basis of merit has succumbed 1o a system based on patronage
The mm_.r of Tanzania, for example, has suffered the _uqov_e_sr _.
c:ﬁ._o.«\_:m bureaucrals on the basis of nepotism _=mnom
_:nznooso.v\ in_any scenario undercuts the red-tape mSa oﬁ_a_..
v:_.n,m:o_.m:n manipulations often encountered where a horde of
incompetent, compromised and self-indulgent characters - is
ent ._mam_, 4:: the important responsibility of running public
affairs (Tarimo and Manwelo, eds., 2009: 21); such is tl ‘ )
the Bank of Tanzania. v i the case o

:d._m obviously weakens the performance of the bank in
:.:.._:_:m the precious duty entrusted to her of taking care of the
national economy. The ongoing claims of some officials’

i
i
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daughters and ‘sons who were m_su_o%.oa 3. the bank with no
qualifications are the _:miwmﬁm:o:. of this _.a».__c\, )

A second, related challenge is corruption. Oo:‘_._v:o:‘ _E.m
many forms or types, but “the most common form wm corruption is
bribery of different kinds aiming at giving ...certain _u:<__omnm. in
obtaining something...whether it is maoney, career, _:oﬁ.a.o:om
from the authorities, or other things important to...a citizen
(Norlén, 2003: 333). It manifests itself in a <s.:ac\.cw ways.
According to The Report of the. Warioba .meE.::_,_.,_S: on
Corruption, for example, there are two categories of corruption.
Tarimo explains them as.follows: : . 4

The first category includes-those who give m.:n. receive bribes

because of their low..income and standard of living. What :a,v\

receive and give only helps them to survive, The second category

includes those who give and receive at high _n<2.m of mga_:_mzm:o_ﬂ.

This category concerns parti ularly _.amammm and civil servants whose

involvement in cortupt pr es arises __..o:,. greed for wealth and

power (Tarimo, 2005: 95.96). o N .

One perceives the corruption at Em.:.._o.<n_m of admi _mﬁ._.m.:o:.
by adverting to coricrete ¢xamples. Paying a government ::_:m‘:w_
a hefly kickback to facilitate a m,m<o._.m_u_o review of a Rw_am_oa
application is a case of grand corruption. Another is the payment

of comparatively large sums to senior customs officials to be .

allowed (o import goods without paying tax or custom duty, Th
form of corruption is quite prevalent in the :_m:w& po nm_
offices. Commenting on how leaders perpetuate this, Wangari
Maathai states: “Today’s African leaders are ‘comparable 8.:6
African slave barons who facilitated the capturing and the selling-
off of millions of their fellow blacks to distant lands where .:6.%
were subjected info slavery; only today they are msgmom E.n.::
their own borders” (Uniedduim, 2008: 89). Such corruption, which

is symplomatic of Wwide-Scale political failure, is essentially

cannibalistic because it uiidermines and eventually consumes the
very state that enables it, . -

Looting corruption appears to be u ique to sub-Sa haran
Africa; nevertheless, it is the most destructive kind of corruption
prevalent in Africa.

Masabo, “The Bank of Tanzania”

The theft at the Bank of Tanzania (BOT) through various
External Payment :Arrears (EPA) accounts js one of the morce
remarkable “indications of corruption in the Bank of Tanzania,
Signs of -corruption came to light in the Bank of Tanzania when
the incumbent President fired the former Governor of the Bank of
Tanzania and replaced him with an cumbent, who was onc of
his former two deputies. Before Joining BOT, this former deputy
was.a senior official at the World Bank offices in Tanzania and
lectured at the University of Dar es Salaam,

This re-organization, came after an audit investigation (hat
uncovered fraudulent {ransactions involved in the repayment of
the countries external -debt that was conducted through EPA
accounts. ‘The presi ent revoked Balali’s appointment afler he
received a damning:  audiy report  prepared by the global
accounting firm. Ernest and Young that revealed that more than
$116 million had. been improperly paid to 22 firms. through
BOT's External Payment Arrears (EPA) in only one financial
year-alone. :

The scandal started after the Controller and Auditor General
(CAG) finished its annual auditing of BOT books in August of
2005. The audit repoit, sanctioned by the Government Controller
and Auditor General (CAG), pertained to the content of the Bank
ol Tanzania's 2005/2006 financial books. This report revealed
that 13 companies ysed falsified records, claimed third party
Status; .and " received BOT payments; another 9 companies
couldn’t . substantiate payments they . received, Among these,
2 companies weie not cven  registered by the Business
Registrations and Licensing Agency (BRELA),.

A'third challenge is that of money laundering and terrorism.
Until recently, the definition of money laundering was limited to
the disguising of dirty monéy and Property obtained through
criminal  activities. Since laundered money also  finances
terrorism, however, the definition has been widened to include
legal or iliegal funds laundered specifically for purposes of
terrorism ( Massawe, 2008:3 )

The insertion of illegal money into the official money
circulation has g detrimental effect on {he economy of (he
country. H normally leads to crimes that can adversely alfect the
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nation’s economy and eventuatly social and political instability.
Thus, il money laundering is allowed to penetrate our society it
can undermine development by promoting crime and eroding
social and human capital, driving legitimate investment and
businesses away from our country, and ultimately undermining
the ability of the state to promote cconomic -and social
development (ibid.). The practice.poses a challenge to the Bank
of Tanzania because the community has.a tendency to keep their
savings at home: the reluctance to use financial structure forces
the people to operate outside official markets and so to engage in
illegal financial transactions, including money laundering.

A fourth challenge is that of political influence and
interference. In principle all the-top official posts in the Bank of
Tanzania are filled by presidential appointment. This is
detrimental to the freedom and ability of the appointees to act and
give advice promptly in a way that is.appropriate. Worse still, the
ones who are secking appointment. to these posts are those who'
identify themselves-with the ruling party, with so-called “party
partisan™. . e , o

The front page story in the Sunday Guardian of 25 January,
2009, publishéd thetextract .of a.memo from party officials that
sceins to have:foreed: the: governor 1o act under the party’s
influence. It read:s - , )

Greetings from the party; I'am introducing to you this gentlemen,
who is among those secking their payment from an EPA account. ile
has agreed to donate 40 percent to the party to cover expenses for
financing our election campaigns; he is coming to sec you for

implementation; piease do assist him {Mgamba, 2009: 2).

This shows how the party at times coatinues to control and
bulldoze those who have been entrusted with an office. I the
office, on the other hand, were to be rewarded on a competilive
basis, such bureaucrats would not be made stooges of the party
and the incumbent; not 1o mention that they also fear losing their
job because at any time the incumbent can request removal from
the office.

Last but not least is the lack of well trained economists to
provide accurate actuarial data over the progress of the economy

in the country. Last year before the world’s econemic meltdown

1
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wa<oao_< hit Tanzania, in one of his monthly speeches, the
incumbent president assured Tanzanians that they were not going
1o be affected by the economic meltdown suffered by the more
developed countries. To the public surprise few days later the

- same. incumbent admitted. that there was no way that Tanzania

oc_.__a avoid it. This flip-flopping happened because of a lack of
reliable actuarial data from the Bank of Tanzan|a.

: .Conclusion , :

Throughout this essay, the main thesis has = been
ademonstration of the diverse ‘manners and mechanisms
employed by the Bank of Tanzania in her service as the custodian
of the economy.” This essay has also provided a brief history of
the establishment of the Bank of Tanzania and significant features
of the economic scctors. This essay has concluded ‘with the
challenges faced by Bank of Tanzania in undertaking its
custodian roles. T S :
) We are of the mindset that some of these challenges can
indeed be overcome. But in order to make this possibie a call
must be issued for the establishment of the storied legal
institutions, for strengthening the Prevention and Combating of
Corruption  (PCCB), for " implementing the Anti-Money
Laundering Act of 2006, and for adopting the merit system of
employment — to mention. but a few. Thanks to some measures
that have been launched by the government pregisely to overcome
:.w@ problems, for.example, the President directed the Board of
Directors of the central. bank to study all available reports and
take appropriate acfion to reprimand all Bank officials involved in
or supporting  fraud. Some actions have been undertaken
including the arrest of those suspected of conspiring to engage in
scandalous activity,
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