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18 October 2024 This study analysed the impact of monetary macroeconomic factors on
employment growth in Tanzania, using time series data from 1990 to 2022,
Keywords: sourced from the Bank of Tanzania and the World Bank. Stationarity tests, co-
integration bound tests, and ARDL Error Correction Models for both long and
Lending Short runs were employed. The findings indicated a positive relationship
between employment growth and the inflation rate (f =0.001, p=0.723), GDP
Inflation Rate growth (B = 0.023, p = 0.049), and total government expenditure (f = 0.003, p
" = 0.848). Conversely, lending interest rates (B = -0.008, p = 0.499), total
Employment GrOWt_h’ government revenue (B = -0.003, p = 0.798), and foreign reserves (§ = -0.033,
Tanzania p = 0.048) did not demonstrate a direct impact on employment growth. Short-
run results presented mixed outcomes across variables. The study concludes
that maintaining price stability and reducing lending interest rates are essential
for enhancing domestic investment and employment. It recommends revising
government lending rate policies to support local investors and establishing an
exchange rate regime to effectively manage foreign reserves, thereby ensuring

foreign creditworthiness, reducing inflation, and stabilising the economy.

APA CITATION

Mhenwa, R. R., Ngaruko, D. D. & Lyanga, T. (2024). Impacts of Monetary Factors on Employment Growth in Tanzania: 1990-
2022. East African Journal of Business and Economics, 7(2), 114-128. https://doi.org/10.37284/eajbe.7.2.2314

Interest Rate,

CHICAGO CITATION
Mhenwa, Rehema Ramadhani, Deus D. Ngaruko and Timothy Lyanga. 2024. “Impacts of Monetary Factors on Employment
Growth in Tanzania: 1990- 2022”. East African Journal of Business and Economics 7 (2), 114-128.
https://doi.org/10.37284/eajbe.7.2.2314.

HARVARD CITATION

Mhenwa, R. R., Ngaruko, D. D. & Lyanga, T. (2024) “Impacts of Monetary Factors on Employment Growth in Tanzania: 1990-
20227, East African Journal of Business and Economics, 7(2), pp. 114-128. doi: 10.37284/eajbe.7.2.2314.

IEEE CITATION
R. R., Mhenwa, D. D., Ngaruko & T., Lyanga “Impacts of Monetary Factors on Employment Growth in Tanzania: 1990- 2022”,
EAJBE, vol. 7, no. 2, pp. 114-128, Oct. 2024.

114 | This work is licensed under a Creative Commons Attribution 4.0 International License.


http://creativecommons.org/licenses/by/4.0/
https://doi.org/10.37284/eajbe.7.2.2314

East African Journal of Business and Economics, Volume 7, Issue 2, 2024

Article DOI: https://doi.org/10.37284/eajbe.7.2.2314

MLA CITATION

Mhenwa, Rehema Ramadhani, Deus D. Ngaruko & Timothy Lyanga. “Impacts of Monetary Factors on Employment Growth in
Tanzania: 1990- 2022”. East African Journal of Business and Economics, Vol. 7, no. 2, Oct. 2024, pp. 114-128,

doi:10.37284/eajbe.7.2.2314.

INTRODUCTION

The population in Tanzania is growing rapidly,
resulting in an increase in the working-age
demographic (Haji, 2015). The employment-to-
population ratio rose from 69.9% to 76% between
1990 and 2000, attributed to a shift of economically
inactive individuals into the labour force over the
decade. However, this ratio experienced a decline
from 79.2% in 2006 to 77.4% in 2014, with
approximately 75.4% recorded in 2020/21, and a
drop to 63.9% by June 2022 (URT, 2021/22). The
unemployment rate was 10.5% in 2014 but
decreased to 9.3% in 2020/21, and rise again to
18.9% in 2022. Consequently, increasing
opportunities for decent and well-paying
employment for youth has become a government
priority. The government has implemented various
policies and programmes aimed at fostering both the
supply and demand aspects of the labour market to
create sustainable employment (Haji, 2015).

Monetary factors play a crucial role in ensuring the
creation of decent and well-paying jobs within the
country. Since independence, the government,
through the Bank of Tanzania, has adopted several
roles and functions to maintain economic stability
in both domestic and international contexts.
Following a command economy in 1960s, the
country transitioned to a free-market economy in
the mid-1980s. In the early 1990s, significant
transformations in financial sector development
occurred to accommodate free economic policies,
allowing for both local and foreign banks to operate.
In 1995, the Bank of Tanzania shifted its focus from
multiple obligations to a singular mandate of
lowering the inflation rate and enhancing economic
conditions through the maintenance of price
stability. Currently, the primary obligation of
monetary policy, as overseen by the Bank of
Tanzania, is to ensure a price stability target of 5%

(URT, 2024). The Bank has been successful in
reducing the inflation rate to single digits, with
economic growth reaching 7% in 2011.Moreover,
the number of banks has increased significantly
from 3 to 42 since the 1990s.

Some scholars have argued for the importance of the
inflation rate and lending interest rates in increasing
employment. Rising price levels indicate that
household income has, on average, increased, which
reflects the expansion of economic activities and, in
turn, increases the demand for labour (Keynes,
1936; Alemu, 2024). Similarly, Arshad and Ali
(2016) pointed out that the Phillips curve contends
the inverse relationship between the rate of inflation
and the unemployment rate. Additionally, Micheni
and Muturi (2019) argued that an increasing
inflation rate implies a decreasing unemployment
rate. Alternatively, high inflation may harm
individuals by diminishing their purchasing power,
leading to a reduction in spending on goods and
services, decreased profits, and diminished
production, ultimately resulting in a higher
unemployment rate. Alongside the inflation rate, the
lending interest rate can also affect employment
growth; higher lending rates compel individuals to
save more and postpone their consumption of goods
and services, which discourages production and
may lead to an increase in unemployment. A higher
interest rate for investors translates to an increase in
production costs and similar can increase savings
which guarantee more investment, thereby
expanding production and employment (Arshad &
Ali, 2016).

In Tanzania, both inflation and interest rates have
been escalating due to internal and external factors.
The country imports oil and relies on agriculture as
the backbone of its economy. Fluctuations in oil
prices by producers and climatic changes tend to
affect domestic prices. The United Republic of
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Tanzania (URT, 2010) reported that real GDP grew,
on average, by 6.0% from 1995 to 2010, compared
to 2.3% from 1978 to 1994. Average inflation was
reported at 27.6% in 1978 and 10.0% in 1994. In
2008, inflation rose to approximately 10.85 due to a
domestic oil price surge, which caused food prices
to rise, peaking at about 11.8% in June 2009.
Correspondingly, lending rates averaged about
15.9% from 1978 to 1994, while in 2010, they

lending rates averaged 15.48 % in June 2009 up
from 14.76% in June 2008. In 2016/17, inflation
was approximately 5.3%, compared to 6.0% in
2015. In 2021/22, an inflation rate of 4.0% was
recorded, while in 2022/23, annual inflation raised
to 4.6% due to increases in industrial raw material
and global commodity prices. Likewise, the
banking lending interest rate in 2016/17 was
recorded at 16.53%, compared to 16.41% in

decreased to about 8.7% due to reforms in the 2021/22, while in 2022/23, it reached
financial sector, increased competition in the approximately 16.9%.
banking sector, and reduced risk premiums. Overall,
Table 1: Some Macroeconomic Indicators in Percentage
Indicator 1978-1994  1995-2010 2010 2015 2020 2023
Real GDP Growth 2.3 5.9 7.0 7.0 4.8 4.7
Overall Lending Rate 334 19.9 145 16.17 16.60 16.04
Inflation Rate 27.6 10.0 7.2 6.0 35 4.6

Source: Bank of Tanzania Various Annual Reports (2010 - 2023).

It has been argued that relative prices are crucial for
allocating resources in any nation, as it is assumed
that macroeconomic stability should aim for an
increase in output and employment, provided that
the market mechanism operates freely (ILO, 2015:
Islam, 2018). Given both domestic and global
economic constraints, Tanzania, in line with other
countries, has chosen price stability as its main
monetary objective. This paper aims to examine the
impact of monetary factors on employment growth
in Tanzania from 1990 to 2022, specifically
focusing on how volatility in the inflation rate and
lending interest rate affects employment growth in
the country. In addition, the paper also investigates
the impact of other macroeconomic variables such
as GDP growth, total government revenue, total
government expenditure, and foreign reserves on
employment growth.

LITERATURE REVIEW
Theoretical Review

From a theoretical perspective, this paper draws on
insights from Keynesian theory, wherein Professor
Keynes identified effective demand as the
foundation of employment theory in 1936.

According to Keynes, demand generates its own
supply. He established the equilibrium of full
employment using the aggregate supply and
demand approach. Effective demand is defined as
the income level at which total demand and total
supplies are balanced; or it is the sum of all
consumer and investment spending. Aggregate
demand represents the overall amount of demand
for goods and services in an economy over a year,
whereas aggregate supply, or national income,
refers to the monetary value of all goods and
services produced in a nation within the same
timeframe. Keynes proposed three equilibrium
levels: equilibrium at full employment, equilibrium
at less than full employment, and equilibrium at
more than full employment.

The theory suggests that society can effectively
utilise fiscal instruments, such as reducing tax rates
and increasing government spending, alongside
monetary instruments, including lowering bank
rates, reducing reserve ratios, and purchasing
government assets, to address deficient demand or
enhance export activities. Similarly, Keynes
asserted that to correct an inflationary gap, society
could implement fiscal policies such as increasing

116 | This work is licensed under a Creative Commons Attribution 4.0 International License.


http://creativecommons.org/licenses/by/4.0/

East African Journal of Business and Economics, Volume 7, Issue 2, 2024

Article DOI: https://doi.org/10.37284/eajbe.7.2.2314

tax rates and decreasing government spending, as
well as monetary policy measures like raising bank
rates, adjusting reserve ratios, selling government
securities, and promoting imports.

Empirical Review

The impact of monetary policy on employment
growth, particularly in relation to inflation rates and
lending interest rates, has yielded mixed and
inconclusive findings. Kruskovic (2020) examined
the effects of inflation and exchange rate targeting
on employment and economic growth through
empirical analysis based on a panel of 18 countries
from 1996 to 2013. The findings suggested that
nations targeting inflation experienced slower
economic growth and higher unemployment rates.
Micheni and Muturi (2019) investigated the impact
of macroeconomic factors on unemployment in
Kenya, utilising annual data from 1984 to 2018.
Their study employed 35 quantitative research
designs and found that exchange rates, GDP, and
inflation rates were directly related to the
unemployment rate, while lending rates were
inversely related to unemployment in the long run.

Alemu (2024), conducted a study from 1980 to 2022
on the interplay between unemployment, inflation
rate, exchange rate, and economic growth in
Ethiopia. Using the Granger causality test and
Vector Autoregression (VAR) analysis, the study
revealed a direct relationship between currency
depreciation and economic growth, while an inverse
relationship was established between
unemployment and both economic growth and
inflation. Arshad and Ali (2016) investigated the
relationships among the unemployment rate,
inflation rate, and interest rate from 1974 to 2013.
By employing an Autoregressive Distributed Lag
(ARDL) model and a short-run Vector Error
Correction model, the study revealed an indirect
relationship among interest rates, inflation rates,
exchange rates, political instability, and
unemployment rates, while a direct relationship was
observed between the unemployment rate and
external debt.

Adegboye (2020) utilised a panel dataset covering
three sub-periods (1991-1999, 2000-2009, and
2010-2016) across 37 countries to analyse the
impact of macroeconomic policies on employment
yields from output growth in Sub-Saharan Africa.
Using the Feasible Generalised Least Squares
(FGLS) method, the study established an inverse
relationship between government spending and
employment, whereas GDP and trade openness had
a positive effect on employment yields.
Furthermore, it was indicated that regimes targeting
inflation experienced greater employment growth
compared to those that did not.

Islam and Sahajalal (2019) conducted a study in
Bangladesh using quantitative data spanning 29
years to assess the effects of GDP growth rate,
inflation  rate, real exchange rate, and
unemployment rate. Data analysis using SPSS
demonstrated that the GDP growth rate and inflation
had a non-positive relationship with unemployment,
while the exchange rate positively impacted the
unemployment rate. Shiferaw (2023) studied the
interactions and changes between inflation, GDP,
and unemployment rates over time in Ethiopia. The
study employed various methods, including the
Generalised Autoregressive Score (GAS) model,
the Autoregressive Distributed Lag (ARDL) model,
Cross-Wavelet Transform (XWT) analysis, and the
Toda-Yamamoto causality test. It was revealed that
inflation, GDP, and unemployment were indirectly
related to one another. Selim and Hassan (2019)
investigated interest-free monetary policy and its
impact on unemployment rates and inflation across
approximately 32 advanced countries, employing a
t-test with the misery index. They discovered that
countries adopting interest-free monetary policy
exhibited both inflation and unemployment rates.

Additionally, Vlad and Haysa (2020) focused on the
Western Balkan countries, examining the effects of
selected macroeconomic indicators on the
unemployment rate from 2000 to 2017 using panel
data. Their results indicated that lending interest
rates had a positive effect on unemployment, while
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inflation rates and GDP were negatively related.
Furthermore, foreign direct investment (FDI)
significantly influenced the unemployment rates in
these nations. Gnahe and Huang (2020), examined
the connection between monetary policy and
economic growth in the West African Economic
and Monetary Union (WAEMU) from 1988 to
2018. Their findings revealed that gross fixed
capital formation, money supply, official exchange
rates, domestic credit to the private sector, and real
interest rates were directly related to economic
growth. They further suggested that changes in
economic activities could impact gross fixed capital
formation, money supply, official exchange rates,
domestic credit to the private sector, and real
interest rates

Attamah et al. (2015) established that the
unemployment rate was positively related to money
supply, exchange rates, interest rates, and
government  expenditure, while government
revenue had a negative relationship with the
unemployment rate, indicating that increases in
government revenue could lower unemployment
rates in Nigeria. Some of the literature reviewed
presents insufficient arguments concerning the
impact of monetary factors on employment growth,
as certain studies challenge the appropriate levels of
inflation and interest rates required for economic
growth and employment (Islam, 2018; Arshad &
Ali, 2016). In light of the lack of comparable studies
conducted in the Tanzanian context, this paper aims
to further investigate this subject, recognising that
the macroeconomic environment of a particular
country varies and, therefore, findings cannot be
generalised across different national contexts.

METHODOLOGY
Types, Sources and Measurement of Data

The annual time series data from 1990 to 2022 were
sourced from the Bank of Tanzania and the World
Bank. Employment growth, GDP growth, inflation

rate, and lending interest rate were measured in
percentages, while total government expenditure
and total government revenue were measured in
millions of Tanzanian shillings. Additionally,
foreign reserves were reported in current US dollars,
including gold.

Theoretical Model Specification

According to Keynes's general theory of
employment, interest, and money, national income
is equivalent to employment growth. The primary
objective of this paper was to evaluate the impact of
macroeconomic factors on employment growth.
Therefore, the analysis commenced by utilising a
demand model for labour and employment, as
adopted from Kamar et al. (2019).

INE = £(INY,NRW,TFPLvevsvsrssssssssssssnes 1

Where In (RW) was the natural log of the real wage,
In (E) was the log of the employment number, in Y
was the log of economic growth as measured by
gross domestic product, and TFP was total factor
productivity. Phipps and Sheen (1995) argued that
macroeconomic factors are what drive a country's
economic growth, which in turn influenced by both
fiscal and monetary factors comprising interest rate
and inflation rate, total government revenue, total
government expenditure and foreign reserve and
determine output In Y.

NE = I(RW,FFMF Lo 2

Where FF and MF are fiscal factor and monetary
factors respectively

Model Specification

The study analysed the econometric model
presented in Equation 3 alongside other
macroeconomic Vvariables, including GDP growth,
inflation rate, lending interest rate, total government
revenue, total government expenditure, and foreign
reserves.

Emp =¢q,+ BGDP+ S,Inf + S;Int+ B, Rev+ BLEXp+ B, Fr + &gevviiinniiiinnen, 3
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Where Emp was employment growth, o was
constant, GDP growth was Gross Domestic
Product, Inf was inflation rate, Int was lending
interest rate, Exp was total government expenditure,
Rev is total government revenue, Fr was foreign

reserve, and €0 as stochastic term.

Time Series Data Quality Tests

Under Dickey and Fuller (1979), Onwuka (2021),
Micheni and Muturi (2019), all variables in the
model were tested for stationary with popular

Augmented Dickey-Fuller (ADF) test for
methodology adoption.
O N A O R 4

Where Ci= Presence of non-stationary (unit root) at
time t At—= Indicate first difference with lags,
gi=Adjustment variable of the errors of
autocorrelation anda, a;,a, indicated the
estimates. The decision was under the null
hypothesis, a, = 0 there is a unit root that the series
is non stationary while alternative hypothesis, a,<
0 for non unit root that the series is stationary.

An ARDL bound test for co-integration was
employed to examine the long-run association of the

studied variables. Awan and Qasim (2020) and
Alkhateeb et al. (2021) indicated that, in order to
explore such relationships, the F-statistic was
utilised to test the null hypothesis of no long-run
relationship against the alternative hypothesis of the
existence of a long-run relationship among the
studied variables. The decision is to reject the null
hypothesis of no co-integration if the F-statistic was
smaller than the lower and upper bound critical
values, and not reject the null hypothesis if the F-
statistic was greater than the lower and upper bound
critical values (Pesaran et al., 2001; Onifade et al.,
2020; Sanjo et al., 2022).

Subsequently, the Error Correction Model (ECM)
was applied to estimate short-run parameters in
multiple linear regression models. Mwamkonko
(2023) and Onwuka (2021) indicated the existence
of a co-integration test, implying an association
among the variables. Generally, the ECM with a
deterministic trend is represented as shown in
Equation 5.

AV = @4 O 4T+ Y A 4 e 5

Where ¥ =@ = Y% gnd 7 =7~ Y% Hence
equation (5) can further be rewritten as

AY, =a=c, +mt+Y(BAY, —a, + )+ D T AY + S .6

The implication of equation (6) arises from the trend
point where the summation expression is
fundamentally employed to eliminate serial
correlation. The compact forms of a Vector Error

Correction (VEC) model that connect employment
growth with other independent variables are
presented in equation (7).

AZ = o+ D Zi i+ D BAX y + BoAX Ly + BAX L+t D BAX

+NECT |+ 6 e

Where Z; was exogenous variable, 'B 0 was constant
parameter, B4, B2 B3, B4 ... ... By are equilibrium
convergence short-run dynamic coefficients, t was
time trend, Xt selected explanatory variables and "

............................. 7

was the speed of adjustment, ECT.1 was the lagged
error correction term and € was a disturbance terms
(Onwuka, 2021, Mwamkonko, 2023). Now the new
employment growth VEC model specification
equation was written as equation 8.
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AEMp, = B, + AEmMp,; + Y BGDR, + > B,Inf, + > BAlnt_ + > B,ARev,

+ D BAEXD, , + D BAFT  +NECT, +&,......

Where t-1 =lag length reduced by 1,
B1 ..... B> =short-run dynamic coefficients of the
model’ adjustment long-run equilibrium, n= speed
of adjustment parameters with a negative
sign, ECT,_,= the error correction term was the
lagged value of the residuals obtained from co
integrating regression of the employment growth on
the regressors. Contains long-run information
derived from the long-run co integrating relation, &
was disturbance terms or residuals or stochastic
error term and variables have previously defined in
equation 3. Alkhateeb et al. (2021) and Sanjo et al.
(2022) argued that the Autoregressive Distributed

Lag Model (ARDL) was employed to estimate the
long-run relationship among the variables. This
model integrates lags of both the regressors and the
regressand, allowing for the inclusion of variables
with various orders of integration, specifically order
one, I(1), and order zero, 1(0), while not capturing
the effects of variables at order two, 1(2). It is
particularly suitable for small sample sizes.
Furthermore, the ARDL facilitates the analysis of
both long-run and short-run dynamics through the
Error Correction Model (ECM). Consequently, the
ARDL was utilised to establish the long-run
relationship, as demonstrated in equation 9.

AlogEmp, = B, + AlogEmp,_ , + S GDR _, + S,Inf,_, + g;Int,_, + B, Rev,_, + B.Exp, ,

+ BsFr + ZﬂgAEmp"' ZﬁlOAGDR—l + ZﬂllAlnft—l + Zﬂlelnt[—l + ZﬁlSA Rev, , +
y=1 y=0 y=0 y=0 y=0

Where r denotes the ARDL extreme lag length, A
represents the first difference operator, and model
variables remained identical as previously defined
in equation 3. A Granger causality test was
implemented to ascertain the direction of causality
among the study's variables (Engle & Granger,

1987). This test is utilised to determine whether one
time series can be used to predict another.
Following the work of Sanjo et al. (2022), Equation
(20) continues to capture the directional relationship
between employment growth and the other
independent variables.

[ Emp \Z _Zliﬂ1i¢1i71i _Emptfl_ v -
GDP Vv, y X 2i Mo PD2i Tai GDR , Vl gl
Al Inf =V, [+ D] ramaduty X Inf |+ V2 (ECT_ )+ 82 ....10
i—1 3 3
Int Vy I X 4i i Dai T i Int, ,
v, &y
ECT .. . variables were earlier defined. The tested null
Where, Lis error correction lag term from

long run, Ajis an operator lag, y represent number

&

of lags, ... €4 are stochastic error term and the

hypotheses factors were, Ho: the lagged values of
employment growth do not granger caused GDP
growth, inflation rate, interest rate, total revenue and
total expenditure, Ho. the lagged values of GDP
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growth do not granger caused employment rate,
inflation rate, interest rate, total revenue and total
expenditure,. Ho: the lagged values of inflation rate
do not granger caused employment growth, GDP
growth, interest rate, total revenue Rev and total
expenditure and Ho the lagged values of interest rate
do not granger caused employment rate, GDP
growth , inflation rate, total revenue and total
expenditure.

FINDINGS AND DISCUSSION
Descriptive Statistics

The statistical descriptive summaries are crucial as
they provide an overview of the data in terms of
their magnitude and associated characteristics. The
objective was to establish a data summary that aids
in presenting the distribution, variability, and
organisation of the data (Yusuf & Omar, 2019).

Table 2: Monetary Factors, Summary Statistics

Emp GDP If Int Rev Exp Fr
Mean 86 554 116878 20.08 6178946 807207 2650.58
8 1
Maximum 854 7.9 35.9 36 2.44e+07  3.11e+0 6386
3 7
Minimum 90 0.4 3.3 14.1 94655 98429 192
median 87 6.2 7.6 16.65 224843 387325 2307
4
Standard 22 196 9.55 6.58 7498892 913116 1981.27
deviation 5
Skewness - -0.97 1.24 1.2 1.11 1.00 0.22
0.21
Kutorsis 1.46 3.09 3.40 3.20 2.83 2.78 1.67
Observations 33 33 33 33 33 33 33

Source: Author compilation 2024, Data from STATA

The mean value for Employment growth was 86%,
with a standard deviation of 2.2%. The mean value
for GDP growth was approximately 5.54%,
accompanied by a standard deviation of 1.96%. The
mean for inflation was estimated to be 11.69%, with
a standard deviation of 9.55 %. The Lending rate
had a mean of 20.08%, while its standard deviation
was estimated to be 6.58%. The mean value for total
revenue was 6,178,946 million Tanzanian shillings,
with a standard deviation estimated at 7,498,892
million Tanzanian shillings. The mean value for
total expenditure was 8,072,071 million Tanzanian
shillings, with a standard deviation of 9,131,165
million Tanzanian shillings. The mean value for
foreign reserve was estimated at 2,650.58 million
USD, with a standard deviation of approximately
1,981.27 million USD. The kurtosis for
employment was estimated at 1.46, for GDP growth
at 3.09, for inflation at 3.40, for interest rate at 3.20,

and for foreign rreserve at 1.67. The studied
variables exhibited normal distribution, as the
estimated kurtosis values were approximately equal
to 3; (Yusuf & Omar, 2019). The skewness for
employment was -0.21, for GDP growth was --0.97,
for inflation was +1.24, for Lending Rate was +1.2,
for total revenue was +1.11, for expenditure was
+1.00, and for foreign reserves was +0.22 (Awan &
Qasim, 2020).

Unit Root Test

The logs of employment growth, GDP, inflation
rate, interest rates, and total revenue were all found
to be non-stationary at level. However, the log of
total expenditure was stationary at level without a
trend. Consequently, the non-stationary data were
differenced, resulting in all variables being
stationary at the first difference (see Table 3 for
further details).
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Table 3: Unit Root at Level and at First Difference

At Level At First Difference
With no trend With trend With no Trend With Trend
Variab ADF ADF ADF ADF ADE ADF ADF ADF | Concl
les Calcula Criti | Calcula | Criti Calcula Criti | Calculat | Critic | usion
ted cal at ted cal at ted cal at ed al at

5% 5% 5% 5%

- -1.902 - - -6.770  -3.576 1(2)
InEmp  -0.627 5 4g, 3572 0878 5983

- -2.827 - - -5.426 -3.576 1(2)
InGDP -2.186 2 980 3579 -5.518 2983

- -2.119 - - -3.576 1(2)
Inlf -1.886 2 980 3579 -5.678 2983 -5.642

- -1.292 - - -3.576 1(2)
Inint -1.336 5 980 3579 -5.353 5983 -5.342

- -1.258 - - -10.276  -3.576 1(2)
InFr— -1.859 989 3572 896 593

: - - (1)
InRev -2.497 5 980 -1.489 3579 -5.116 5983 -5.569 -3.576

- - - -5.179 -3.576 1(0)
INExp -3.421 2 980 -1.097 3579 -4.100 2983

Source: Authors compilation 2024, Data from STATA

ARDL Bound Test Results

The ARDL approach initially aims to assess the
presence of co-integration among the examined

Table 4 : ARDL Bound Test Results

variables. Pesaran et al. (2001) and Onifade et al.
(2020) have indicated that the presence of co-
integration signifies a long-run relationship between
the variables.

Test Statistic ~ Value Lower Upper Significant level Decision
bound bound
3.15 4.43 0.01 Co integration
F-Statistics 5.801 2.45 3.61 0.05 Co integration
212 3.23 0.1 Co integration

Source: Author compilation 2024, Data from STATA

F-statistics was about 5.801which was greater than
lower and upper bound at 1%, 5% and 10%
suggesting that all the studied variable were co-
integrated meaning the variables have significant
long-run relationship.

ARDL Long Run and Short Run Relationship
Estimates

Impact of Inflation Rate on Employment Growth

A positive relationship between inflation and
employment was observed, although the estimated
coefficient was statistically insignificant. Similarly,

in the short run, inflation rate was found to be
directly related to employment growth at all three
lags, with the coefficients being significant at the
5% level at lag one and two.

The findings in Tanzania indicated a positive
relationship between the inflation rate and
employmentgrowth. The overall increase in prices
of goods and services in the country results to higher
profits for firms, with increased profits, firms can
further expand both public and private investments
by employing more workers. Consequently, firms
may also incur loans from lending commercial
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banks, which provide greater capacity for
production expansion, allowing for the hiring of
additional labour to facilitate the production,
thereby enhancing local employment opportunities.
Furthermore, inflation rate can cause the value of
loans to depreciate, leading firms to borrow more
since repayment becomes relatively easier, thus
increasing employment opportunities.

Keynes suggested that countries suffering from high
unemployment rates should focus on increasing
overall demand. Labour is considered a derived
demand; therefore, an increase in the demand for
goods and services encourages firms to employ
more workers to produce additional goods and
services to meet the higher market demand. These
results align with the findings of Adegboye (2020),
Vladi and Hysa (2018), Islam and Sahajalal (2019),
Onifade et al. (2019), Alemu (2024), Shiferaw
(2023), and Arshad and Ali (2016). However, the
findings contradict with those of Micheni and
Muturi (2019) and Kruskovi¢ (2020), who argued
that the Phillips Curve did not hold in their
countries, where targeting inflation has been
associated with higher unemployment rates.

Impact of Lending Interest Rate on Employment
Growth

The findings indicated in Table 5 reveal an adverse
relationship between interest rates and employment

but the results were statistically insignificant. The
rise in lending interest rates implies an increase in
the cost of production, as employment growth is a
function of investment. When companies borrow at
higher interest rates, they must eventually repay
both the principal and the interest, which accelerates
production costs. In many cases, companies may
postpone production, leading to a decline in
investments and a higher unemployment rate. An
increase in lending interest rates by commercial
banks indicates that fewer loans will be available for
investment, thereby decreasing the employment
profile in the country, as noted by Vladi and Hysa
(2018).

These findings support the Keynesian theory, which
suggests that to address high unemployment rates,
national policy should involve reducing interest
rates set by lending commercial banks. Interest
represents a cost to investors; minimising these
costs paves the way for increased investment, which
in turn creates more jobs. Similar results were
reported by Vladi and Hysa (2018), Attamah et al.
(2015), and Selim and Hassan (2019), who
explained that rising interest rates increase
production costs, thereby diminishing both
production and employment profiles. However,
these findings are incompatible with those of
Onwuka (2021), Micheni and Mutuni (2019), and
Arshad and Ali (2016).

Table 5: ARDL Long run and Short run Relationship Estimated Monetary Factors

Variables Co-efficient Std Error T-Statistic Probability
InGDP 0.0226525 0.0097658 2.32 0.049**
Inlf 0.0013099 0.0035683 0.37 0.723
Inint -0.0078234 0.0110395 -0.71 0.499
InRev -0.0027385 0.0103461 -0.26 0.798
InExp 0.0033338 0.0168532 0.20 0.848
InFr -0.0333049 0.0143178 -2.33 0.048**
Constant 4.31696 0.8543846 5.05 0.001*
DInGDP; -0.0108172 0.008103 -1.33 0.219
DInGDP, -0.0034127 0.0057692 -0.59 0.570
DInGDPs; 0.008196 0.0038251 2.14 0.065***
DIninf, 0.0091768 0.0039709 2.31 0.050**
DIninf; 0.0083328 0.0027999 2.98 0.018**
DInlInf; 0.0107394 0.0028482 3.77 0.005**
DInRev: -0.0280896 0.0145493 -1.93 0.090***
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Variables Co-efficient Std Error T-Statistic Probability
DInRev; -0.0387813 0.0134259 -2.89 0.020**
DInRevs; -0.019808 0.0145397 -1.36 0.210
DInExp: 0.008355 0.0138238 0.60 0.562
DInExp; 0.0400757 0.0138327 2.90 0.020**
DInFry 0.019944 0.013108 1.52 0.167
DInFr; 0.0248803 0.0108792 2.29 0.052***
DInFrs 0.0029482 0.0082747 0.36 0.731
ECT -0.9202563 0.1815259 -5.07 0.001*

Dependent Variable. Emp ARDL (1,3,3,0,3,2,3) regression, Observation; 1993 - 2022 (*), (**) and (***) indicate
1%, 5% and 10% level of significant, respectively, Durbin-Watson d-statistic= (2.076649), Heteroskedasticity Test

(White’s Test) = 0.4140, ARCH Test = 0.4628

Source: Author compilation 2024, Data from STATA

Impact of Other Macroeconomic Factors on
Employment Growth

The estimated coefficient of GDP growth was found
to be directly related to employment, with results
statistically significant at the 5% level. Conversely,
in the short run, the coefficient of GDP growth was
found to be inversely related to employment at both
two lags, while at three lags, the coefficient was
positively related to employment growth. Islam and
Sahajalal (2019), Adegboye (2020), Alem (2024),
Islam (2018), Vladi and Hysa (2018 and Attamah,
et al. (2015), supported that GDP growth was the
engine for employment growth.

Similarly, total government expenditure was
directly related to employment in the long run,
although it was statistically insignificant. In the
short run, total expenditure was also directly related
to employment growth at both two lags, with results
statistically significant at the 5% level at lag two,
while at lag one, the results were statistically
insignificant. Increases in government expenditures
indicate greater economic activity, which naturally
leads to increased labour hiring, thereby fostering
employment growth in the country, Onwuka (2021),
Alkhateeb et al. (2017).

In contrast, the long-run coefficient of total revenue
in Tanzania was found to negatively impact the
growth of employment opportunities, although the
results were statistically insignificant in the long
run. Similarly, in the short run, totalrevenue was
inversely related to employment growth across all

three lags, with results at lag one statistically
significant at the 10% level, at lag two significant at
the 5% level, and at lag three was statistically
insignificant. High government revenue implies
higher production costs in terms of taxes to
producers, which may discourage further
investment, as proposed by Adegboye (2020) and
Islam (2018).

Additionally, the estimated coefficient of foreign
reserves was negatively associated  with
employment and was statistically significant at the
5% level in the long run. In the short run, the
coefficient of foreign reserves was directly related
to employment across all three lags, with results
statistically significant at the 10% level at lag two,
while results at lag one and three were statistically
insignificant. Furthermore, Tanzania has a higher
volume of imports compared to exports, which
further hinders the accumulation of foreign reserves
necessary for expanding economic activities, URT
(2023).

Table 5 illustrates that the estimated coefficient of
the error correction term (ECT) was recorded at
92%, negative and statistically significant at the 5%
level. The error correction mechanism term
indicates how quickly equilibrium can be restored
following any disturbances. The negative
coefficient, statistically significant at the 5% level,
indicates that in the event of a disequilibrium shock
of 1% in the previous period, approximately 92% of
the shock can be corrected to adjust for employment
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growth. In the long run, the system will adjust by
92% to any long-run distortions that occur.

Granger Causality

It has been validated that employment growth does
Granger-cause GDP growth, inflation rate, interest
rates, total revenue, total expenditure and foreign

Table 6: Granger Causality Wald Tests Results

reserves during the studied period. However,
generally, it was not accepted that employment
Granger-caused all the factors studied within the
Tanzanian context. Furthermore, a unidirectional
causality was noted between GDP growth and
employment growth, with causation running from
employment to GDP growth.

Dependent variable: In-employment growth

Excluded Chi-sq Prob Value Decision
GDP 26.815 0.000 Reject Ho
Inflation rate 23.81 0.000
Lending Interest rate 7.7199 0.052
Total Government Revenue 9.2876 0.026
Total Government Expenditure 18.672 0.000
Foreign Reserve 12.952 0.005
ALL 105.63 0.000
Dependent variable: In-GDP
Employment growth 3.5485 0.315 Do not reject Ho
Inflation rate 2.8634 0.413
Lending Interest rate 4.9988 0.172
Total Government Revenue 3.9019 0.272
Total Government Expenditure 10.462 0.015
Foreign Reserve 1.2282 0.746
ALL 68.193 0.000
Dependent variable: In- Inflation rate
Employment growth 18.674 0.000 Reject Ho
GDP 28.728 0.000
Lending Interest rate 6.9064 0.075
Total Government Revenue 27.548 0.000
Total Government Expenditure 19.122 0.000
Foreign Reserve 5.9445 0.114
ALL 80.581 0.000
Dependent variable: In- Lending Interest rate
Employment growth 15.043 0.002 Reject Ho
GDP 4.7356 0.192
Inflation rate 15.866 0.001
Total Government Revenue 6.3942 0.094
Total Government Expenditure 2.1954 0.533
Foreign Reserve 4.9042 0.179
ALL 151.3 0.000

Source: Author’s Compilation, 2024

The results also showed that GDP growth does not
Granger-cause inflation rate, interest rate, total
revenue and foreign revenuer, but it does Granger
cause total expenditure. These findings are
consistent with Alemu (2024) and Vlad and Hysa

(2019), but not with Gnahe and Huang (2020), who
found that the growth rate and the real interest rate
were directly correlated.
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The results concluded the existence of a bi-
directional causal relationship between inflation
rate and employment growth, as well as a
unidirectional relationship between inflation rate
and GDP growth, running from inflation rate to
GDP growth. The inflation rate was found to be a
cause of interest rate, total revenue, and total
expenditure, but not foreign reserve Alemu (2024)
established that the inflation rate caused GDP
growth, while it was not Granger-caused
employment growth. Vlad and Hysa pointed that the
inflation rate Granger-caused interest rates and GDP
growth, but it did not Granger-cause unemployment
growth.

Similarly, there was a bi-directional causal
relationship between interest rate and employment
growth, as well as between interest rate and inflation
rate in Tanzania. Interest rates did not elucidate the
growth of GDP, total expenditure, and foreign
reserve. However, it was indicated that interest rate
was a Granger-cause of total revenue. Overall,
interest rate was the factor that Granger-caused all
the studied factors during the studied period within
the Tanzanian environment, as noted by Vlad and
Hysa (2019).

CONCLUSION AND RECOMMENDATIONS
Conclusion

This paper has examined the impact of monetary
macroeconomic factors on employment growth in
Tanzania. The results show that both the inflation
rate and the lending interest rate had asymmetric
impacts on employment growth. Specifically, the
inflation rate was associated with increased
employment growth, while the lending interest rate
was correlated with a decline in employment growth
over the long term. Additionally, GDP growth and
total government expenditure were directly related
to employment growth, whereas total government
revenue, interest rates, and foreign reserves were
inversely related to employment growth. The paper
concluded that these findings are consistent with the

theory, which suggests that countries should
minimise bank rates and maintain price stability.

Recommendations

The paper recommends revisiting lending interest
rate policies to favour local investors, allowing them
to borrow at a lower minimum cost. This reduction
in borrowing costs would encourage increased
investment, leading to greater output for exports and
additional employment opportunities. Furthermore,
it is essential to control the exchange rate regime
and imports to enhance the inflow of foreign
reserves, thereby improving foreign
creditworthiness, curbing inflation, and ensuring
economic stability within the country.
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