
Foreign exchange trading: Key insights 
about the virtual market in Tanzania

Foreign exchange (Forex) is in simple terms a process 
of exchanging one currency to another currency 
for various reasons. While some people will hold 

forex in order to trade for profit, others may hold such 
currencies so that they are able to fund investments 
across different countries (multinationals), financing trips 
to other countries, transacting while in foreign jurisdiction 
and handling other payments. In Forex market, currencies 
are traded in pairs where two currencies are involved. 
Forex trading can be traced far back to the origination of 
currencies in the World. The forex market is perceived 
to be the largest, most liquid in the world. According to 
recent report from the Bank of International Settlements, 
forex trading volumes average at USD 5.1 trillion per day. 

The forex market, just like any other market, depends on 
market forces (demand and supply) to price currencies. 
Market forces are significantly affected by Central Bank 
pronouncements on areas such as government policies 
over interest rates or inflation rates. Other market drivers 
include new information on economic outlook and market 
sentiments which may arise from market reaction to a 
particular new information. The price movements arising 
from swings in demand and supply create opportunities 
in the market and hence attract investors and speculators 
to trade for potential gains.

In the recent years there has been an increased 
involvement of Tanzanians in the forex market space, this 
article aims at providing insights on several things one 
must be aware of when involved in forex.

Majority of foreign exchange transactions do not take 
place for the purpose of exchanging hard currencies (e.g. 
exchanging currencies at the airport while travelling to a 
foreign country). Most of the transactions are based on 
speculation moves. Traders purchase and sell currencies 
based on their anticipation of how the exchange rate 
will behave over a particular period. Forex traders 
usually attempt to buy currencies whose values are 
anticipated to increase relative to other currencies and 
tend to dispose currencies whose value is anticipated to 
decrease.

Forex trading may appear simple theoretically but in 
practice it is a very wide concept which entails time 

and commitment to understand how the market works. 
This is mainly because making a margin in this sphere 
requires an ability to make informed decisions based 
on technical analysis to arrive at a conclusion on how a 
pair of currencies will behave over a particular period. 
In some instances, trader instincts may drive huge 
margins. These instincts may be triggered by emerging 
issues which cause imbalance in currency supply in 
one area or location. It is very easy to enter this global 
largest financial market; however, it is equally very easy 
to suffer losses and quit in the early stages of trading 
experience. This then builds into what is central to forex 
trading. An effective trader must take time to understand 
substantially all the key aspects of forex trading before 
he/she officially starts trading. Experience is key and this 
is demonstrated by presence of various simulation/demo 
trading platforms which build up even before one officially 
starts trading. Plan your trade, resiliently learn from any 
losses you encounter in the process and use them as a 
platform to rise to a professional trader.

In Tanzania, forex trading takes place mostly through 
interbank market space and Bureau de changes. In 
August 2020 the Bank of Tanzania issued a circular 
which made trading with international forex brokers 
who are not registered in Tanzania illegal. The circular 
also reminded all foreign exchange dealers to observe 
Know Your Customer (KYC) procedures in undertaking 
foreign exchange transactions. This move by the Bank 
of Tanzania calls for retail forex traders to ensure they 
engage and deal with regulated and lawful brokers to 
avoid inconveniences and non-compliance. There are 
internationally regulated brokers who allow Tanzanians to 
trade in their platforms, however, care must be exercised 
to ensure full compliance with local laws and regulations.

The question is how many of the forex traders especially 
self-employed young people are aware of risks 
associated with forex business and measures available to 
mitigate them? If you ask me, there is an obvious need 
to ensure all dealings are done in trusted platforms and 
in the manner that is within existing laws and regulations 
governing the market. Business and operational risks can 
be widely identified and analysed in many ways; at the 
end of the day, they will attract the level of investment 
commensurate to returns that a trader will be looking for.  
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