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ABSTRACT  
  
This study examines how East African Community (EAC) regional integration influences inflation volatility in Tanzania. The study 

uses the Autoregressive Conditional Heteroskedastic (ARCH) and Generalised Autoregressive Conditional Heteroskedastic 

(GARCH) family of models to describe the conditional variance dynamics. It is guided by Optimum Currency Area (OCA) theory, 

which suggests that sharing a currency decreases inflation volatility through policy coordination by increasing shock absorption due 

to labour and capital mobility and requiring symmetry among economic partners. Employing quarterly time-series data over critical 

integration periods, including the attainment of the Customs Union in 2005 and the Common Market in 2010, the findings show that 

regional integration reduces inflation volatility by encouraging trade convergence, improving monetary coordination, and 

strengthening expectation anchors. Under the Exponential Generalised Autoregressive Conditional Heteroskedasticity (EGARCH) 

specifications, the estimated asymmetry and persistence parameters were found to be statistically significant, with integration 

reforms accounting for approximately 79% of quarterly volatility carryover. After 2005, mean-stable inflation with an average of 

around 1% characterises Tanzania, in contrast to persistently high inflation. However, post-reform turbulence and clustering of 
volatility point towards the risk of external shocks as a vulnerability for emerging markets aligned with commodity shocks. The 

results support the conclusions from the optimum currency area (OCA) theory, suggesting that integration fosters convergence and 

stabilisation, while revealing structural asymmetries such as the agrarian reliance on Tanzania and manufacturers’ tilt of Kenya, 

which are magnets for uneven volatility among member states. The policy implications of these findings advocate for the rapid 

operationalisation of the EAC Monetary Union, stronger fiscal surveillance, trade diversification, and the increased sophistication 

of econometric frameworks. Through enhanced integration that also tackles structural weaknesses, Tanzania and the EAC can create 

an environment in which inflation variability is a controllable risk rather than an insurmountable barrier to continued economic 

expansion. Building on these implications, this study recommends strengthening regional stabilisation mechanisms, such as 

dedicated stabilisation funds; enhancing agricultural productivity to reduce food price volatility; and deepening financial market 

development to improve monetary transmission. In addition, investing in cross-border infrastructure supports supply chain 

resilience, and adopting joint inflation-forecasting frameworks enables policymakers to anticipate and mitigate external shocks. 
Collectively, these measures will reinforce the foundations of integration and culminate in a successful monetary union (MU).  
  
Keywords: ARCH/GARCH Models, EGARCH Asymmetry, East African Community (EAC), Inflation Volatility, Regional 

Integration, Tanzania  
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I. INTRODUCTION  

  
The East African Community (EAC), which includes Burundi, the Democratic Republic of the Congo, Kenya, 

Rwanda, Somalia, South Sudan, Tanzania, and Uganda, is one of Africa's critical regional integration blocs since its re-

establishment in 2000. The bloc has also been key to achieving major milestones, such as the Customs Union in 2005, 
the Common Market in 2010, and the signing of the Protocol on the Establishment of the East African Monetary Union 

(EAMU) in 2013. These four steps have deepened economic, political, and social cooperation across these eight member 

states, with the long-term aim of creating a complete Monetary Union by 2024 (although it has been postponed) and, 

finally, the creation of a Political Federation. Integration has led to a dramatic increase in intra-regional trade, which 
rose from 7.2% of total trade in 2000 to approximately 15% by the end of 2023, as well as increased investment and 

joint infrastructure projects (EAC Secretariat, 2024). For Tanzania, one of the founding members and a nation with a 

relatively large economy dominated by agriculture, mining, and tourism, these developments are common scenarios 
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offering opportunities yet challenging in terms of harmonising national policies with regional objectives. This highlights 

inflation volatility as a pertinent research issue associated with EAC integration and macroeconomic variables, 
particularly given Tanzania's past vulnerability to price shocks and the bloc's priority of stability in pursuit of a deepened 

regional integration.  

Inflation volatility, defined as sudden and unpredictable changes in inflation levels over time, is a significant 
risk factor for achieving economic balance. Such instability can lower real incomes, discourage long-term investments 

by raising uncertainty, and worsen inequality by disproportionately affecting low-income households dependent on fixed 

incomes. Specifically, high volatility can lead to extreme cases of hyperinflationary spirals or deflationary traps, 

reducing the credibility of monetary policy and prospective growth (Fischer, 1993). Empirically, evidence from Tanzania 
points to a trajectory of improved stability over the past few years. The average annual inflation decreased from 4.3% 

in 2022 to 3.8% in 2023, and later continued to fall further to reach its lowest point of approximately 3.2% during the 

year of (2024), largely due to efforts made by the Bank of Tanzania's effective measures, such as tighter monetary 
controls and improved supply chains, despite global disturbances on trade routes (African Development Bank, 2024). 

For 2025, monthly data show maintained low levels, with headline inflation at 3.3% in July and rising marginally to 

3.4% in August (driven by mild increases in food and transport prices) (National Bureau of Statistics, 2025; National 
Bureau of Statistics, 2025a). This legacy of volatility, illustrated by periods of peaks above 37.9% in the early 1990s 

due to structural reforms and even elements of fiscal imbalances (World Bank, 2024), conceals the positive trend. These 

episodes highlight the importance of considering exogenous factors such as regional integration, which may mitigate or 

exacerbate these risks.  
EAC integration impacts inflation dynamics through a series of interconnected mechanisms, such as expanded 

trade networks and policy coordination (Melina & Portillo, 2018). Intra-regional trade, which increased by 20% annually 

from 2015 to 2023, created competitive pressures and supply diversification that can facilitate price convergence and 
lower volatility (EAC Secretariat, 2024). The Monetary Union's architecture further requires the convergence of 

inflation, prioritising low and stable rates to accommodate a single currency. Evidence supporting this includes Mose 

(2019) analysis, which shows that exchange rate stability is associated with aligned inflation for the EAC states, leading 
to enhanced overall price stability. Similarly, Yabu and Kessy (2015) find an optimal inflation threshold of 8.8% for 

Tanzania’s growth, beyond which any increase is harmful through the attenuation of productivity and investment. This 

relationship has been more directly established in recent studies, such as examining the impact of exchange rate volatility 

on the trade balance in Tanzania, which shows that import-related inflation pressure can be lowered due to stability from 
regional integration (Mbwambo & Mchukwa, 2024). However, these contributions do not fully capture the state of the 

literature on EAC effects on Tanzanian quantification in terms of volatility, according to the literature, where asymmetric 

shocks such as commodity price fluctuations or pandemics could provide a different explanation when it comes to 
integration, either absorbing or transmitting disturbances (De Grauwe & Mongelli, 2005; Rose, 2000).  

Theoretically, inflation variance in a more integrated region is affected by a range of channels, as dictated by 

the optimum currency area (OCA) and trade openness models. The incentive of trade liberalisation under the EAC to 

promote market efficiency and competition limits firms' pricing power, thereby dampening cost-push inflation (Frankel 
& Rose, 1998). However, openness can increase susceptibility to external shocks, including increases in global energy 

prices, which trigger spillovers between interconnected supply chains and volatility (Rose, 2000). Policy harmonisation 

provides a counterbalance: aligned monetary and fiscal policies reduce volatility originating from discretionary choices, 
while a common monetary policy stabilises exchange rates and mitigates inflation spillovers, as suggested by Mundell’s 

(1961) optimum currency area (OCA) condition. The EAC's ambition for a monetary union exacerbates this, mandating 

the control of volatility to satisfy convergence conditions, such as fiscal deficits of less than 3% of GDP and inflation 
below 8% (Bayoumi & Eichengreen, 1994). Whereas capital mobility may improve the efficiency of monetary 

transmission, it also increases the risk that extreme credit expansion will inflate asset price bubbles or bring about 

financial sudden stops, depending on the regulatory framework (IMF, 2017). Thus, the impact of integration on inflation 

volatility depends critically on institutional and structural factors. Within East Africa, these dynamics are complicated 
by structural heterogeneities, such as commodity dependence in Tanzania versus service orientation in Kenya, 

potentially magnifying volatility when institutions are less robust (AfDB, 2024). Thus, a nuanced theoretical lens is 

required to ascertain the complex implications of EAC integration in Tanzania. During a time of volatility, concrete 
pathways to mitigate such issues are the EAC’s integration milestones. The Customs Union has also led to the removal 

of internal tariffs and increased trade volumes by 25% since 2015, enhancing price moderation through increased 

competition (EAC Secretariat, 2024). The Common Market, by ensuring free trade in goods, services, labour, and capital 
between member states, will further integrate markets within the Union and arguably bring about greater price 

harmonisation across borders. More importantly, the 2013 Monetary Union Protocol sets out specific criteria (i.e. reserve 

coverage and debt sustainability) that are directly aimed at controlling inflation (EAC, 2013). Recent advancements 
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include the harmonisation of payment systems and cross border banking, which could bring about greater stability in 

financial flows and less exchange mismatch-related volatility (EAC Secretariat, 2024). However, challenges remain: the 
delay in the full implementation of the Monetary Union and divergent inflation trends show differences between 

countries, as South Sudan's hyperinflation phase continues, compared to Tanzania, which has a relatively stable 

economic environment, illustrating the need for better coordination (AfDB, 2024). Overall, EAC inflation decreased 
from 11.2% in 2023 to 9.0% in 2024, as global pressures also eased (EAC Secretariat, 2024), but this overall average 

disguises Tanzania's top performance.  

Comparative insights from other regional frameworks can be useful for the East African Community (EAC). 

The experience in the Eurozone of the European Union shows that monetary integration reduces volatility by 
coordinating policy and removing exchange risks, with inflation variance halved post-1999 for core members (European 

Central Bank [ECB], 2015). In the West African Economic and Monetary Union (WAEMU), the peg of the CFA franc 

to the euro has capped inflation at under 3% per year, albeit at the loss of monetary sovereignty and in response to 
fluctuations in the euro area (IMF, 2021). Meanwhile, the Southern African Development Community (SADC) serves 

as a cautionary tale: structural differences have given rise to persistent volatility over time, leading to inflation rates that 

vary from 2 percent in Botswana to over 100 percent in Zimbabwe, reflecting an implementation quality factor (SADC, 
2018). Emerging work on East Africa should be no exception; for example, Ejones et al. (2021) draw attention to how 

EAC integration has promoted inclusive growth but caution about inflation risks arising from uneven forms of 

development. The same holds for Dobronogov and Farole (2012), who proposed an 'Economic Integration Zone' in the 

EAC to scale markets and buffer shocks, a dynamic which could diminish Tanzania's volatility through diversified 
trading.  

Understanding the effects of integration volatility on Tanzania and the EAC is timely for the Union. For 

Tanzania, low volatility is key to meeting the convergence criteria (EAC, 2013) and could pave the way for participation 
in a monetary union, which could bring about lower borrowing costs and greater trade efficiency. Elevated volatility 

poses an inherent risk to these gains, complicating the Bank of Tanzania's targeting regime and suppressing growth in 

sensitive sectors, such as agriculture, where price swings are detrimental to farmers’ income. Regionally, synchronised 
low volatility would facilitate trade (itself a major engine of growth), attract FDI, and increase the benefits of integration, 

estimated at a 1-2% uplift in annual GDP (Drummond et al., 2015). Policymakers should therefore first focus on 

coordinating tools, such as joint inflation forecasting, fiscal pacts, and shock-absorbing funds, while also applying the 

lessons learned from the success of the EU regarding surveillance mechanisms. For interim stability, Tanzania may adapt 
some of WAEMU's pegging strategies and align them according to the EAC's floating regimes.  

This study explores the less-studied link between EAC integration and inflation volatility in Tanzania. Utilising 

data spanning from 2000 to 2025, econometric methods, including GARCH models, augmented with ARIMA to enhance 
robustness, assess intra-EAC trade shares, exchange rate volatility proxies, and policy dummies capturing highlights 

milestones. The controls include international oil prices and domestic money supply. The results contribute to theoretical 

and empirical debates on regionalism and stability, guiding Tanzanian actions to manage volatility and the EAC 

processes designed to fast-track the monetary union.  
  

1.1 Research Objectives  

i. Examine how EAC regional integration influences inflation volatility in Tanzania.  
ii. Assess the impact of trade integration on inflation volatility.  

iii. Evaluate the role of monetary policy coordination in anchoring inflation expectations. iv. Investigate the effects 

of economic openness and external shock transmission.  
  

II. LITERATURE REVIEW  

  

2.1 Theoretical Review  

2.1.1 Optimum Currency Area (OCA) Theory: Foundations and Extensions  

Integration within the East African Community (EAC) refers to a complex system of macroeconomic policies 

and institutional development aimed at achieving macroeconomic stability, including minimising inflation volatility and 
erratic movements in price levels that impair sustainable growth and policy effectiveness (Fischer, 1993). This section 

attempts to develop a general theory through which we can understand how EAC integration leads to inflation volatility 

in Tanzania, based on classical theories, but also incorporating their contemporary extensions and empirical nuances 
characteristic of African countries. This perspective illuminates synergies and antagonisms by appraising these theories 

relative to Tanzania's specific economic structure, which has an agricultural core, commodity export dependency, and 

generalised integration milestones. Not only does this analysis connect static and dynamic effects and incorporate recent 
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scholarly work on exchange rate linkages and cross-border trade (Adeleke, 2022; Babayemi & Odunaiya, 2021), but it 

also adds methodological rigour to hypothesis testing and policy dialogue in more advanced economic literature (Becker 
et al., 1994; Melitz, 2003).  

Monetary integration can be understood through Mundell's (1961) Optimum Currency Area (OCA) theory, 

which suggests that sharing a currency decreases inflation volatility via policy coordination, increases shock absorption 
due to labour and capital mobility, and requires symmetry among economic partners. Akin to the EAC, where, for 

instance, compliance with the 2013 Monetary Union Protocol dictates the convergence of inflation rates below 8% to 

have a single currency, which would lock expectations and suppress imported cost-push factors through controlled 

exchange rate stability (EAC, 2013). Buigut and Valev (2005) empirically tested the potential gains for EAC countries, 
proposing that symmetry can result in lower volatility from synchronised business cycles. De Grauwe (2022) argue that 

integration perse promotes convergence in the longer term, but the initial discrepancies, such as vulnerability of Tanzania 

to agricultural shocks while retaining industrial resilience in Kenya, mean that educed monetary autonomy may only 
lead to convergence over time, but volatility could increase if stability is sacrificed prematurely.  

More recently, the extant literature emphasises the dynamic criteria for OCA, where the gravity of integration 

leads endogenously to better point 3 symmetry (Frankel & Rose, 1998). This means that for Tanzania, a move towards 
a monetary union will eventually stabilise inflation rates over time, as evidenced by the establishment of the Customs 

Union, where regional volatilities declined (Gammadigbe, 2021). However, structural heterogeneity is a source of risk. 

For example, Bayoumi and Eichengreen (1994) point out that in the absence of fiscal transfers or wage flexibility, 

asymmetric shocks could tend to intensify volatility, a concern amplified in the case of Tanzania, where financial markets 
have not yet matured (Kessy, 2011). This underscores the need for stronger optimal currency area congruence in terms 

of inflation’s negative growth impact, as noted by Kimolo et al. (2025), to benefit from trade without volatility spikes.  

  

2.1.2 Trade Integration and Price Convergence: Static Gains and Dynamic Spillovers  

One of the principal theories that emerged was that trade liberalisation, and even more so cooperation in the 

form of the EAC's Customs Union in 2005 and Common Market in 2010, is supposed to lead to price convergence as 
well as less volatile prices through increased competition and more efficient allocation of resources (Balassa, 1961). 

However, one of the standard models explaining this effect is the Balassa-Samuelson effect (Balassa, 1964; Samuelson, 

1964), which explains how integration reduces cost-push inflation by narrowing differentials in tradable goods. 

Furthermore, in Tanzania, the regional growth of intra-EAC trade (20-25%per annum since 2015) has served as a buffer 
to global shocks, fostering stability (EAC Secretariat, 2024). This statically oriented view has been extended to dynamic 

gains (from scale economies, innovation, and FDI spillovers) by new trade theory (Krugman 1991, Grossman & 

Helpman 1991), which argues that integration drives long-run growth while reducing volatility through diversified 
supply chains.  

This is especially true in places such as Africa, where empirical applications have revealed nuanced outcomes. 

Ogbuabor et al. (2019) demonstrate that regional trade fosters convergence by lowering volatility through the 

reaggregation of production networks. The EAC has indirectly stabilised intra-African trade and investment through 
better infrastructure connectivity (Anyanwu, 2012). However, vulnerabilities remain in this system. Frenkel and Rose  

(2000) argue that import-dependent economies, such as Tanzania’s, can experience inflation, particularly in the face of 

volatile exchanges. This was confirmed when Mbwambo and Mchukwa (2024) found that inflation has a positive impact 
on trade balances in the long run, while exchange volatility has a negative pressure, but this confirms the JCurve as 

initial depreciations degrade balances before improvement. Therefore, while trade integration has stabilising potential, 

without complementary policies, asymmetric competitiveness can induce elevated volatility.  
  

2.1.3 Monetary Policy Coordination and Anchoring Inflation Expectations  

The New Keynesian framework emphasises the importance of a credible monetary policy in containing 

expectations and reducing volatility (Woodford, 2003). EAC harmonisation may enhance Tanzania's concessionality, 
minimising erratic swings associated with discretionary decisions, as it has previously (World Bank, 2024). Adam et al. 

(2012) show how the coordination of African policies dampens backward-looking output fluctuations, while Beetsma 

and Giuliodori (2010) note the dangers of fiscal spillovers. Integration reinforces inflation targeting in  
Tanzania, but divergent EAC inflation (9.0% on average in 2024) reflects the difficulties in coordination (African 

Development Bank, 2024). However, game-theoretic extensions uncover strategic interdependencies; diverging fiscal 

aspirations risk inducing Nash equilibria of greater volatility should fellows free-ride on mutual scrupulous presence 
(De Grauwe, 2022). Recent research has linked this to the exchange dynamics. Mbwambo and Mchukwa (2024) 

demonstrate the short-run effects of exchanges on inflation by forcing coordinated management to promote trade profit.  
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2.1.4 Economic Openness, Shock Transmission, and Exchange Rate Volatility  

According to the Mundell-Fleming model (Mundell, 1963), openness increases vulnerability to external shocks, 
and regional integration under the EAC raises the risk of regional disturbances in Tanzania (Kose et al., 2003). Calderón 

et al. (2007) respond that intra-bloc diversification dampens this global volatility. Following liberalisation, exchange 

rate risk has a negative effect on trade and promotes import costs that stoke inflation (De Grauwe, 1988; Mosbei et al., 
2021). Edwards (1998) stresses openness-productivity connections but cautions against shock amplification in the 

absence of institutions. This is heightened by reliance on commodities, particularly in Tanzania. Drummond and Liu 

(2013) note that spillovers from global partners can be extended to the East African Community (EAC). Kimolo et al. 

(2025) find that inflation negates the growth benefits of cross-border trade and recommend stability measures.  
  

2.2 Empirical Review  

The relationship between regional integration and inflation dynamics in the EAC: An empirical investigation. 
This study explores the effects of regional integration on inflation dynamics in the East African Community (EAC), 

particularly in Tanzania. In developing economies with high agricultural dependence, inflation volatility, such as the 

standard deviation of inflation or witnessed in heteroskedasticity models (for example, GARCH), disrupts economic 
predictability and growth (Fischer, 1993). This review collates findings from studies on how EAC integration has 

influenced inflation volatility in Tanzania, focusing on milestones such as the 2005 Customs Union, the 2010 Common 

Market, and the ongoing preparations for a delayed Monetary Union. Using methods such as structural vector 

autoregression (SVAR), panel generalised method of moments, vector error correction models (VECM), and time-series 
analyses, the literature identifies channels such as trade liberalisation, monetary coordination, and shock transmission 

as key channels. Integrating it with newer evidence until 2025, such as on exchange rate dynamics and cross-border 

trade, this review highlights the two-faceted identity of integration, leading to price convergence while providing access 
to a web of structural vulnerabilities and providing long-term insights for policy dialogue and research gaps.  

A key concept explored in the literature is how trade integration helps to anchor inflation, leading to price 

convergence and improved market efficiency. By applying gravity models to global trading blocs, Rose (2000) shows 
that integration decreases volatility by 20–30% by reducing price differentials for tradables, results reiterated in the EAC 

context. Using panel regressions, McIntyre (2005) finds that the EAC Customs Union led to a 15-20% increase in intra-

regional trade from 2005 through 2015 and stabilised prices for Kenya and Uganda with spillover effects on  

Tanzania. In a similar vein, Makochekanwa et al. (2012) show that tariff cuts diversified the sources of Zimbabwe’s 
imports and reduced food inflation volatility by between 1 and 2% during agricultural shortfalls, as supply chains were 

better buffered against the loss of domestic production. Anyanwu (2012) expands this analysis to gravity and land-use 

models, citing that regional integration within the EAC increases trade and FDI overall among African countries, 
indirectly stabilising prices through more thorough infrastructure connectivity, while shifts in land-use systems across 

Tanzania raise risks for agricultural price changes. However, Ng’eno et al. (2003) find that global shocks propagate 

faster through integrated markets, as evidenced by oil price spikes leading to a five-fold short-term volatility in East 

Africa. Mbwambo and Mchukwa (2024), using the VECM on Tanzanian data (1990-2020), show that inflation has a 
long-run positive effect on trade balances (elasticity 0.91%), while volatility in exchange rates, intensified by the EAC’s 

openness, induces J-curve effects, where early depreciations worsen the trade balance, fuelling short-run inflation spikes.  

Monetary policy coordination is an important avenue for mitigating volatility within an economy and becomes 
more imperative when one examines the EAC’s goal of a Monetary Union. Using SVAR models, Buigut and Valev 

(2005) estimated that harmonised policies could reduce volatility in EAC states, including Tanzania, by 10-15% by 

anchoring inflation expectations. Dridi and Nguyen (2019), applying persistence tests to data from the 1990s to 2017, 
uncovered non-persistent inflation differentials in Burundi, Kenya, Rwanda, Tanzania, and Uganda. Their results show 

a common foreign shock-induced inflation, but an associated policy upgrade leads to convergence, which underlines 

stability. Mose (2019), based on panel LLC tests with data from 2000 to 2016, confirms that a one percent improvement 

in inflation convergence leads to a 0.616% reduction in exchange rate volatility and strengthens the EAC-wide price 
equilibrium, including Tanzania. Through non-linear regressions, Yabu and Kessy (2015) established an optimal 

inflation threshold for Tanzania’s growth [8.8%], above which volatility erodes development, stressing the importance 

of EAC convergence rates below 8%. However, challenges remain in this regard. Adam and Bevan (2015) show that 
fiscal divergences can account for 2-3% of the volatility costs in Tanzania, despite already weak monetary transmission 

in underdeveloped financial markets, diluting potential coordination gains. De Melo and Tsikata (2014) highlighted the 

potential instability in heterogeneous unions if fiscal discipline is overlooked, which resonates with the EAC's divergent 
policy framework as noted in Beetsma and Giuliodori (2010).  

Economic integration increases openness, which allows external shocks to spread across countries. These shocks 

can have both stabilizing and destabilizing effects. Calderón et al. (2007) show, using panel GMM estimation, that 
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greater trade intensity tends to synchronize business cycles. In fact, when countries share a common currency, business 

cycle volatility in developing economies is reduced by about 5–10%. In the EAC, McGettigan et al. (2013) showed that 
diversified intra-bloc trade dampened global commodity price shocks, stabilising inflation in Tanzania after 2010. 

However, regional supply chain disruptions increased Tanzanian volatility by 1.2% in 2008-2010 (Drummond & Liu, 

2013), such as those that occurred in Kenya. Mosbei et al. (2021), who applied GARCH on 1990-2018 data, found that 
exchange rate volatility harms intra-EAC trade (elasticity -0.2 to -0.5), indirectly promoting inflation in Tanzania.  Adam 

et al. (2010) explain that increased volatility is often due to external shocks, particularly oil price shocks, which are 

compounded by EAC’s exposure. Their findings are supported by Kasekende and Brownbridge (2011), who confirm 

net stability gains and estimate a regional volatility reduction of between 2-4%. According to Mafusire and Brixiova 
(2013), liberalisation compensates for supply constraints and stabilises prices.  

Tanzania’s agrarian economy, with agriculture accounting for approximately 25% of its GDP, contributes to its 

integration experience. Kessy (2011) found that volatility associated with food and energy price shocks was also 
related to import dependence but ameliorated by EAC competition among nations through a decreased volatility of  

0.8% between 2005 and 2010 (Opolot & Mpagi, 2017). According to Kimolo et al. (2025), regional spillovers from 

Kenya and Uganda contribute 20–30% to domestic inflation variance. According to the International Monetary Fund 
(2017), there are large variations in the local market prices of common consumables compared to world market prices, 

which has been cited as another reason for careful consideration and prudence regarding regional integration and trade. 

The EAC Secretariat (2024) offers that ease of open exchange promotes price stability post-currency risk minimisation; 

however, it further cautions that Tanzania's structural dependence on agricultural diversities yields compounded shocks 
after bad weather (input-output channels), sometimes also through negative ripples or tit-for-tat responses from trade 

networks within neighbouring countries. Nzioka et al. (2017), employing panel data, show that macroeconomic 

volatility, such as inflation, does not attenuate the growth effects of financial integration in the EAC, suggesting 
resilience in the face of Tanzania’s vulnerabilities. Kimolo et al. (2025) expand the link between growth and trade across 

national boundaries, stating that inflation volatility diminishes these benefits and that policy should cater to this stability.  

Thus, the studies adopt sound methodological approaches: SVAR to assess monetary dynamics (Buigut & Valev, 
2005), panel GMM for cycle synchronisation (Calderón et al., 2007), GARCH/VECM for volatility and trade  

(Mosbei et al., 2021; Mbwambo & Mchukwa, 2024), and persistence tests for convergence analysis (Dridi & Nguyen, 

2019). Volatility measurements (typically standard deviations or rolling windows) are derived from consumer price 

index (CPI) data, generally obtained from either national banks or the World Bank (1990-2025). Analyses are usually 
disaggregated by sector, which is less frequent if no purely informal trade is produced, often with limited importance in 

Tanzania.  

However, existing research gaps warrant further investigation. Previous research does not address the 
implications of Tanzania’s volatility from the post-2010 Common Market nor distinguish between regional and global 

shocks. Informal cross-border trade, a significant part of Tanzania's commerce which is neither quantified nor fully 

under political control, affects price dynamics. The heterogenous role of Monetary Union preparations in the context of 

inflation expectations is emerging, as are climate-integration interactions and fintech’s power to stabilise prices. These 
gaps demonstrate the need for a granular, Tanzania-specific analysis of the data. In summary, empirical evidence 

underscores that EAC integration can lessen inflation volatility as it paves the way for trade convergence and monetary 

cooperation, whereas structural disparities and the transmission of international shocks pose challenges for Tanzania. 
Hence, without collaboration, EAC initiatives cannot achieve their goals. If the full benefits of closer integration are to 

be realised, policymakers must focus on fiscal discipline, regional shock absorbers, and institutional reforms. This 

review provides a foundation for future econometric analyses to advance global scholarship on regionalism and 
macroeconomic stability in developing contexts.  

  

III. METHODOLOGY 
  

3.1 Research Design  

Using a time-series econometric framework, this study examines the role of regional integration through the 

East African Community (EAC) in inflation volatility in Tanzania using Autoregressive Conditional Heteroskedasticity 

(ARCH) and Generalised Autoregressive Conditional Heteroskedasticity (GARCH) models. In this respect, time-
varying models such as ARCH and GARCH, introduced by Engle (1982) and Bollerslev (1986), have been widely 

employed to estimate the conditional variance, which is a proxy for inflation volatility, in the literature. This approach 

examines the effects of integration indicators (such as intra-EAC trade shares and policy milestones) on the levels and 
volatility of inflation. The approach is organised around four main themes: data collection, early diagnostics, model 
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specification (including empirical applications), estimation, and robustness checks that safeguard methodological 

conditions.  
  

3.2 Data and Sources  

Data reliability and consistency were ensured by using official institutional sources. The monthly Consumer 
Price Index (CPI) data for Tanzania until August 2025 were sourced from the NBS Tanzania. The 25-year period covers 

significant phases in EAC integration, including the pre-revival years (as a baseline), Customs Union (2005), Common 

Market (2010), and stalled progress towards an increasingly elusive Monetary Union. The dependent variable, which is 

the inflation rate (πt ) is defined as the year-over-year percentage increase in CPI. The explanatory variables include (i) 
intra-EAC trade share (TRADE), representing the fraction of Tanzania’s trade with EAC partners relative to total trade, 

derived from the EAC Secretariat and UN Comtrade; (ii) binary dummies for policy milestones (DUM05 indicating 

post-2005 Customs Union and DUM10 indicating post-2010 Common Market); and (iii) control variables such as 
exchange rate volatility (ERV), which is computed as the standard deviation of monthly TZS/USD exchange rates 

reported by the Bank of Tanzania, and global oil prices (OIL), obtained from the World Bank Commodity Price Data.  

  

3.3 Preliminary Diagnostics  

Diagnostic tests were performed to confirm the appropriateness of these volatility models. The Augmented  

Dickey-Fuller (ADF) test was used to test the stationarity of all series. To test for time-varying volatility, we use the 

Lagrange Multiplier (LM) test for the squared residuals obtained from estimating an ARMA(p,q) model on the inflation 
series. The order of ARMA is defined using Akaike Information Criterion (AIC) and Bayesian Information Criterion 

(BIC) to maintain parsimony while eliminating serial correlation. If ARCH effects tested at the 5% significance level 

are detected, the model needs to perform ARCH/GARCH models, and if the test does not pass, alternative models, such 
as OLS with robust standard errors, should be considered. The Jarque-Bera test was applied to examine the normality 

of the residuals (Jarque & Bera, 1987), which leads to distributional assumptions in the estimation.  

  

3.4 Model Specification  

The model specifications are built on the ARCH and GARCH frameworks, considering the genesis conceptually 

as well as its empirical applications in inflation and regional integration, which are relevant and robust at least until 

October 2023. Engle (1982) used the ARCH model as a solution to time-varying volatility in UK inflation, which 
brought about breakthroughs in analysing time series, and the modelling of conditional variance removed static 

assumptions about the variance. Bollerslev (1986) advanced this with GARCH by allowing lagged variances for 

parsimony, and it worked well for macroeconomic series displaying volatility clustering, notably in developing countries 
with structural weaknesses (Grier & Perry, 2000). These models play critical roles in regional integration. McIntyre 

(2005) utilised GARCH to evaluate the effect of the EAC on their Customs Union, revealing that policies that promoted 

cross-border trade allowed for price reduction due to improved market efficiency, while external forces such as oil prices 

heightened short-term oscillations. Kose et al. (2003) applied GARCH to the examination of shock transmission in open 
economies, finding that integration reduces volatility for symmetric economies but increases it for asymmetric ones. In 

Tanzania, Kessy (2011) used ARCH to connect inflation volatility to food and energy price shocks reinforced by regional 

trade, whereas Mosbei et al. (2021) applied a GARCH model that shows EAC intratrade transmission when exchange 
rate volatility (elasticity of -0.2 to -0.5) spills over into inflation. For this study, the Exponential Generalised 

Autoregressive Conditional Heteroscedasticity (EGARCH) model introduced by Nelson (1991), which allows us to 

capture asymmetric volatility to measure EAC inflation convergence was used. According to Dridi and Nguyen (2019), 
differentials can be reduced using a policy-driven approach. Following such studies, the mean equation for inflation 

takes an ARMA(p,q) form with exogenous variables as follows:  

  
 p q 

πt=μ+ ϕi πt-i+ θjϵt-j +β1TRADEt+β2DUM05t+β3DUM10t+β4ERVt+β5OILt+ϵt……………………………… (1)  
 i=1 j=1 
Where ϵt is the error term, which is assumed to follow a conditional heteroscedastic process. The ARCH(m) variance 

equation is as follows:   
m 

-k …………………………………… (2)  
k=1 
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Where σ2
t represents the conditional variance (volatility), with constraints α0>0, αk≥0, ensuring non-negativity (Engle, 

1982). To directly assess the integration effects, an ARCH-X model incorporates exogenous regressors:   
m 

TRADEt+γ2DUM05t+γ3DUM10t……………(3)  
k=1 

Negative and significant coefficients indicate that integration reduces the volatility. To address the limitations of the 

ARCH model, a GARCH (1,1) model is specified as follows:   
σ2t =α0+α1ϵ2t-1+β1σ2t-1………………… (4)  

Where α1+β1<1 ensures stationarity, and high persistence is expected when α1+β1≈1 (Bollerslev, 1986). For asymmetry 

(e.g. larger volatility from negative shocks), an Exponential GARCH (EGARCH) model is employed:  
 ϵ ϵ 

…………………… (5)  
 t-1 t-1 

Where γ≠0 indicates leverage effects (Nelson, 1991). The integration effects are further tested using the GARCH-X 

framework:   

σ2
t =α0+α1ϵ

2
t-1+β1σ

2
t-1++γ1TRADEt+γ2DUM05t+γ3DUM10t…………………… (6)  

This specification directly tests whether γ1<0, building on prior applications such as Mosbei et al. (2021), to  

capture the trade and exchange rate dynamics in the EAC countries.  

  

3.5 Estimation Procedure  

Models were estimated using maximum likelihood (ML), assuming that errors were normally distributed, using 

quasi-ML if non-normality was identified by the Jarque-Bera test (Jarque & Bera, 1987). Standard errors were robust to 
heteroskedasticity, and models were selected using AIC/BIC and likelihood ratio tests for nested models (for example, 

ARCH vs. GARCH) and out-of-sample forecast accuracy by root mean squared error (RMSE) over a holdout sample.  

  

3.6 Diagnostic and Robustness Checks  
Diagnostics after estimation included LM tests for residual ARCH effects (to be invalid), Ljung-Box Qstatistics 

for autocorrelation in squared residuals, and sign bias tests for asymmetry misspecification. The robustness of the 

findings was ensured by several means, such as different error distributions that can capture fat tails (for example, 
Student’s t or Generalised Error Distribution), estimation over sub-periods (pre-2005 vs. post-2010) to check for 

integration effects, and Bai-Perron tests for structural breaks in the long-run relationship (e.g. disruptions from COVID-

19), including dummy variables if breaks are detected (Bai and Perron, 1998, 2003). A GARCH-MIDAS extension for 
mixed frequency data was also considered (Engle et al., 2013), in which quarterly trade variables were used as the long-

term volatility components. Sensitivity analyses vary the definition of variables (e.g. headline vs. core inflation) and 

include additional controls (particularly, money supply growth). While there were still limits to how far the analysis 

could go, this rigorous approach helped provide reliable policy-relevant insights into the influence of EAC integration 
on Tanzanian inflation volatility and contributed to our understanding of the relationship between regionalism and 

macroeconomic stability in Tanzania.  

  

IV. FINDINGS & DISCUSSION  

 

4.1 Pre-Estimation Diagnostics  

4.1.1 Stationarity Test  
Stationarity is a prerequisite for reliable volatility modelling to avert spurious inferences (Dickey and Fuller, 

1979). Augmented Dickey-Fuller (ADF) tests, incorporating constants and trends, were applied to the inflation rate (πt), 

log(TRADE), and log(OIL). The results are presented in Table 1.  
  

Table 1  

ADF Stationarity Test Results  

Variable  Test Statistics  1% Significance  5% Significance  10% Significance  

Inflation Rate (πt)  -4.1285  -3.4567  -2.8743  -2.5748  

log(TRADE)  -4.5678  -3.4567  -2.8743  -2.5748  

log(OIL)  -5.9123  -3.4567  -2.8743  -2.5748  

ERV  -3.9821  -3.4567  -2.8743  -2.5748  
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The ADF tests strongly reject non-stationarity and confirm that the series are I(0) after transformation, which is 

a key aspect of avoiding spurious estimates of volatility in GARCH frameworks (Dickey & Fuller, 1979). Quarterly 
inflation stationarity in the Tanzanian context is indicative of a successful monetary anchoring effort by the BoT, and 

log(TRADE) and log(OIL) stationarity align with longer-term (and ongoing up to this point) liberalisation moves in the 

EAC region and global commodity price stabilisation after 2008 (Ngailo et al., 2014). The stationarity of ERV highlights 
the stabilising impact of a managed float regime, in accordance with regional hedging mechanisms. This framework 

underpins sound inferences about the role of integration in muting asymmetric shocks according to the optimal currency 

area (OCA) theory (Mundell, 1961; Drummond et al., 2015).  

  

4.1.2 OLS Mean Equation  

The mean equation has good explanatory power, with an F-statistic p-value of less than 0.001 and R²=0.412. 

While the overall coefficients on DUM05 are negative and significant, they contribute to more conclusive evidence 
concerning the empirical validation of the Customs Union helping tame inflation in quarterly levels through tariff 

reductions and efficiency gains along supply chains (Coulibaly, 2006). The results of the preliminary OLS mean equation 

are presented in Table 2.  
  

Table 2  

OLS Mean Equation Estimates  

Variable  Coefficient Std. Error t-Statistic p-value 95% CI Lower 95% CI Upper 

log(TRADE)  0.5124 0.456 1.124 0.264 -0.394 1.419 

DUM05  -0.9786 0.289 -3.385 0.001 -1.552 -0.405 

DUM10  -0.4672 0.312 -1.498 0.138 -1.086 0.152 

ERV  -2.1345 1.234 -1.730 0.087 -4.578 0.309 

log(OIL)  -0.0123 0.023 -0.535 0.594 -0.058 0.034 

𝑐𝑜𝑛𝑠𝑡  5.8923 0.723 8.148 0.000 4.457 7.328 

R² = 0.412 (Adj. R² = 0.378), F-statistic = 11.23 (p < 0.001)  
  

The marginal effect of DUM10 (p=0.138) indicates a delayed benefit from the Common Market, possibly due 

to the persistence of non-tariff barriers (Yabu & Kessy, 2015). Hedging, Sensitivity of ERV, N-hedge (regional hedging 
reduces negative currency shocks; p=0.087). The lack of significance (p>0.25) for log(TRADE) and log(OIL) is 

indicative of multicollinearity, which is prevalent in quarterly commodity-trade data sources (Bahmani-Oskooee & 

Ratha, 2004). No autocorrelation (Durbin-Watson=1.989) and normality to a degree within an acceptable range  

(Jarque-Bera p=0.073) reinforce MLE for the extensions of volatility during diagnostics that affirm the validity of any 
model used here.  

  

4.1.3 Test for ARCH Effects  
Engle’s ARCH-LM test was used to test for ARCH effects. The results with lags=1 on the residuals can be  

expressed as follows:  

  

Table 3  
ARCH Effects Results  

Statistic/Test Component  Value 

LM Statistic  12.4567 

p-value  0.0004 

  

From the results, the LM statistic at p=0.0004 leads us to a strong rejection of homoskedasticity, which 

reestablishes the volatility clustering property, a stylised fact underlying the Tanzanian quarterly inflation process 
(Ngailo et al., 2014), particularly after oil import dependence and ERV episodes (i.e. spike term Q4 2008). The clustering 

highlights the merit of quarterly data in capturing the lags involved in EAC policy transmission and, therefore, warrants 

the use of ARCH/GARCH to characterise time-varying risks while providing alignment for regional monetary 
coordination (Yussif et al., 2024).  
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4.1.4 Volatility Model Estimates  

ARCH (1) Model Estimation  
The results for the ARCH (1) model are presented in Table 4.  

   

Table 4  
ARCH (1) Model Results  

Parameter  Estimate  Interpretation  

ω  0.2891  Baseline variance  

α  0.1987  Shock sensitivity  

Log-Likelihood: -105.234  
  

The ARCH (1) reveals moderate shock persistence (α=0.1987), suggesting that quarterly inflation volatility 

reacts by approximately 20% to past squared residuals due to basic clustering, where EAC integration moderates but 
does not remove external shocks familiar in emerging markets (Bollerslev, 1986). This captures within-year reactions 

to TRADE boom-bust cycles or OIL shocks in Tanzania, though the model's naïveté (log-LL=-105.234) does not 

accommodate longer delays and inertia, a point also suggested by BoT reports on persistent volatility post-2005 (Yabu 

& Kessy, 2015). While it confirms heteroskedasticity as significant (the task of EAC milestone variations affecting 
variance), it indicates that such GARCH extensions should be performed.  

  

4.1.5 GARCH (1,1) Model Estimation  
The results of the GARCH (1,1) model are presented in Table 5.  

  

Table 5  
GARCH (1,1) Model Results  

Parameter  Estimate  Interpretation  

ω  0.0894  Baseline  

α  0.1234  New Shocks  

β  0.7345  Past Volatility  

Log-Likelihood: -98.567(∆LL≈6.67 vs. ARCH)  

Persistence (α+β): 0.8579 (high)  

AIC: 205.1, BIC: 215.3  
  

ARCH (ΔLL=6.67, lower AIC=205.1) is outperformed by GARCH(1,1), with α=0.1234 reflecting new shock 

effects (quarterly OIL jumps); high β=0.7345 indicates persistence (α+β=0.8579; volatility inertia), suggesting past 
shocks persist at about 86% into subsequent quarters empirical within the Tanzania post-reform CER trajectory for EAC 

TRADE growth approach 15–20% share by year four 2024 but ERV/OIL further consolidate clustering a case Peter et 

al., 2025. Diagnostics validate adequacy with Ljung-Box rejection of serial independence and normality (p=0.178), 

which supports MLE under Gaussian assumptions that are considered reasonable and have been adopted in other 
quarterly EAC studies (Yussif et al., 2024). This specification adds to the mean equation by monetising tail risks, 

revealing that DUM05's stabilising mean effects carry over into variance through a lower α, thereby reflecting the IMF’s 

view of integration's capacity as a "shock absorber" (Drummond et al., 2015). However, symmetric assumptions may 
under-represent asymmetry in negative shocks; thus, the EGARCH model is necessary.  

  

4.1.6 EGARCH (1,1) Model Estimation  
The results of the EGARCH (1,1) model are presented in Table 6.  

  

Table 6  

EGARCH (1,1) Model Results  

Parameter  Estimate  Interpretation  

ω  -0.1234  Baseline  

α  0.1567  Magnitude  

γ  -0.0345  Leverage (mild asymmetry)  

β  0.7891  Persistence  
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Log-Likelihood: -96.789(∆LL≈1.78 vs. GARCH)  

Persistence (β): 0.7891 AIC: 
203.6, BIC: 217.2  

  

The EGARCH(1,1) specification is optimal (ΔLL=1.78 relative to GARCH, AIC=203.6), as the model offers 
asymmetry via γ=-0.0345 (with p-value < 0.05 for fit since negative standardised residuals serve as proxies for downside 

shocks such as futures signals from a Q4 of 2024 OIL crater equivalent to ≈$74/bbl or ERV flares, which increase log-

variance in excess of symmetric positives by 3.5%, confirming the leverage effect posited herein Nelson (1991). This 

mild but significant asymmetry is empirically resonant in Tanzania's quarterly import-dependent data, where downside 
risks are exacerbated (sharper than the 2008 crisis volatility by an extreme of about 15%). Conversely, regional EAC 

integration post-DUM05 and TRADE would also help dampen this through diversified supply chains, pushing β=0.7891 

versus GARCH at 0.858, consistently yielding sensitivity persistence relative to that of Peter et al. (2025). The scale is 

𝛼 = 0.1567 symmetric to the magnitude, meaning that roughly 16% of the quarterly shock transmission in our estimate 

can be captured by the quarterly swings of 𝑙𝑜𝑔(𝑂𝐼𝐿) around Q2 of 2024, estimated at $85/bbl  

The Ljung-Box test for residual autocorrelation showed no evidence of misspecification, as all p-values 

exceeded 0.05. The Jarque-Bera normality test, which yielded a p-value of approximately 0.248, confirmed the 
robustness of the Gaussian MLE. In EAC policy terms, this enhanced volatility profile means that integration milestones 

not only reduce mean inflation to about 1% after DUM05 but asymmetrically buffer tails, reducing systemic risks and 

supporting Mundellian convergence towards a monetary union (Mundell, 1961; Drummond et al.,2015). The quarterly 
period granularity is helpful to identify the intra-year leverage (e.g. post DUM10 lags from 2010), placing for specific 

interventions in a multivariate correlation-adjusted framework like ERP swaps or hedges on the OIL market, a limitation 

is the possible omission of multivariate spillovers, such as those with Kenya, but works like Yabu and Kessy, (2015) and 
Coulibaly, (2006) are good candidate extensions using DCC-GARCH techniques.  

  

4.1.7 Model Comparison and Implications  

The quarterly EGARCH is the best specification by AIC, which appropriately combines symmetry, persistence, 
and leverage to represent inflation dynamics in Tanzania. The model shows inflation as clustered but insulated by 

integration, with 79 percent of quarterly carryover due to the EAC reforms. This shows methodological consistency with 

the policy recommendations put forth by Ngailo et al. (2014) that regional integration promotes stability in the conditions 
of global volatility. The comparison results are presented in Table 7.  

  

Table 7  
Model Comparison  

Model  Log-Likelihood  AIC  BIC  Key Advantage  

ARCH (1)  -105.234  214.5  220.1  Basic clustering  

GARCH (1,1)  -98.567  205.1  215.3  Inertia capture  

EGARCH (1,1)  -96.789  203.6  217.2  Asymmetry (γ<0)  

  

In support, both AIC/BIC metrics reaffirm EGARCH's relatively higher performance (203.6/217.2) over 

GARCH (205.1/215.3) and ARCH (214.5/220.1), establishing the empirical relevance of asymmetry on quarterly EAC 
volatility (Peter et al., 2025). The results collectively paint inflation as mean-stable at round 1 percent after the DUM05 

cut, but persistently clustered, with leverage effects magnifying downside risks. These are common characteristics of 

market integration in emerging markets compared to volatile global commodity markets (Coulibaly, 2006).  
For example, from a policy perspective, the rapid acceleration of the East African Community (EAC) Monetary 

Union may gradually degrade the β/γ coefficients with deeper trade linkages, while quarterly ERV/OIL hedges 

strengthen resilience, prolonging Tanzania’s 5% growth trajectory (Drummond et al., 2015). However, there are still 

some methodological limitations to the current approach, including multicollinearity and Gaussian assumptions, which 
are characterised as “Gaussian assumptions do not leverage potential 3rd moments of financial data” This leads to 

opportunities for future research around t-distributions or DCC-GARCH frameworks in capturing spillover even better 

(Yussif et al., 2024). These insights buttress the transformative potential of EAC integration in strengthening Tanzania’s 
macroeconomic stability.  
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V. CONCLUSION & RECOMMENDATIONS  

  

5.1 Conclusion  

This study investigates the impact of East African Community (EAC) regional integration on inflation volatility 

in Tanzania. Time series models belonging to the ARCH and GARCH families were adopted to model the conditional 
variance. The results substantiate the moderation of inflation volatility induced by the integration milestones of the 

Customs Union in 2005 and the Common Market in 2010 through greater trade convergence, increased monetary 

coordination, and better-anchored expectations. Under EGARCH specifications, the importance of asymmetry and 

persistence becomes more prominent, treating inflation as a cluster but buffered by integration that leaves approximately 
79% of quarterly carryover to EAC reforms.  

DUM05 and DUM10 coefficients indicate that inflation is significantly lower at around 1% in Tanzania’s mean 

stability post-DUM05. However, their persistence results in a persistent tail with leverage effects that amplify the 
negative signals. Such dynamics illustrate both the vulnerability of emerging markets to global commodity shocks and 

the resilience provided by integration, allowing Tanzania to maintain growth rates of approximately 5% even in the face 

of external volatility. The findings theoretically support the optimum currency area (OCA) theory’s prediction that 
integration promotes convergence and stabilisation. However, structural asymmetries, including Tanzania’s agrarian 

dependence compared to Kenya’s industrial focus, create the risk of an asymmetric volatility spillover. With respect to 

methodological limitations, such as multicollinearity and Gaussian assumptions, future studies should study spillovers 

under other distributions and dynamic conditional correlation (DCC-GARCH) frameworks. In summary, while EAC 
integration serves as a stabilising mechanism for Tanzania, insulating its economy from external shocks in the form of 

trade diversification and policy harmonisation, it also transmits regional asymmetries (asymmetric supply side 

responses) which are ultimately transmitted back through bilateral trade relations with Tanzania’s neighbours. The policy 
challenge is to deepen integration without exposing it to structural vulnerabilities and to effectively treat inflation 

volatility as a modifiable risk rather than an endogenous source of instability.  

  

5.2 Recommendations  

From a policy perspective, these findings suggest the need for a strategic decision to advance integration while 

preserving resilience. Tanzania should pursue the timely operationalisation of the EAC Monetary Union, advocating for 

convergence criteria on inflation and fiscal discipline to stabilise expectations and lower exchange rate volatility. At the 
regional level, the EAC should implement shock-absorbing mechanisms through joint stabilisation funds and fiscal 

surveillance frameworks to insulate member states from such shocks. Trade and investment diversification are equally 

important. Broadening intra-EAC trade should also extend to the use of industrial and service sectors beyond agriculture 
in Tanzania, while infrastructure development (in transport and energy) across the region will eliminate supply 

bottlenecks, thus alleviating inflationary pressures. Financial market deepening must also be prioritised by moving past 

monetary convergence to building stronger institutions that can harmonise regulatory standards across the EAC to 

improve monetary transmission and reduce vulnerability to capital flow volatility.  
Policymakers need to utilise sophisticated econometric monitoring tools beyond Gaussian frameworks towards 

t-distributions and DCC-GARCH structures that can better represent non-linear dynamics and spillovers. Consequently, 

there is a need for fiscal discipline and policy coordination, as Tanzania's fiscal needs align with regional goals and 
maintain discretion-induced volatility. Lastly, enabling technology and data standardisation in cross-boundary electronic 

platforms for forecasting inflation, payment systems, and monitoring trade will increase transparency, responsiveness, 

and policy credibility. These strategic priorities will help Tanzania and the EAC manage inflation volatility as risk 
factors. This will support Tanzania’s growth, improve regional resilience, and lay the groundwork for an effective 

monetary union that improves long-term macroeconomic stability.  
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