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The paper examines the effect of exchange rate changes on consumer
prices in Tanzania using structural vector autoregression (VAR) models.
Using a data set covering the period 1990-2005, we find that the
exchange rate pass-through to inflation declined in the late 1990s
despite the depreciation of the currency. This could be partly attributed
to the macroeconomic and structural reforms that were implemented
during this period. The decline in the pass-through does not
necessarily imply that exchange rate fluctuations are less significant in
explaining macroeconomic fluctuations. The recent increase in the
share of imports in the economy suggests that the pass-through could
rise over the medium term. The findings imply that the authorities
should remain vigilant in assessing the potential impact of foreign
prices on the dynamics of inflation in Tanzania. In this regard, the
authorities should seek to maintain low and stable inflation and
continue the ongoing structural reforms designed to improve efficiency
and increase competition.
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