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INTRODUCTION

This Monetary Policy Statement is issued, in terms of Section 46 of the
Reserve Bank of Zimbabwe Act [Chapter 22:15] at a time the nation is in
need of solutions to address the intertwined challenges of
uncompetitiveness, low productivity and lack of confidence (or war of

negative perception) besetting the economy.

The major causes of uncompetitiveness of local products are the higher
costs of production emanating from high mark-ups to sustain high
overheads epitomised by high utility tariffs, finance charges and wages
and salaries which are higher than those obtaining in neighbouring
countries and beyond. In addition the continued appreciation of the US$
against the country’s major trading partners’ currencies has made imports

cheaper thereby making local goods uncompetitive.

The combination of the above uncompetitive factors has continued to put
pressure on the balance of payments position of the country as imports
of finished goods have become the order of the day leading to company
closures and job losses. Lack of competitiveness therefore needs to be

urgently addressed across all sectors of the economy.

Monetary Authorities’ response to the national challenge of lack of
competitiveness due to high mark ups has been to procure the small
denomination coins, bond coins, as change for the US$ paper money to
deal with the rounding up of prices by businesses. The introduction of
small denomination coins is beginning to have a positive impact on the

prices of goods and services. The appreciation of the US$, on the other

4



hand, is outside the influence of monetary policy and should therefore be
taken as a fait accompli. It can only be addressed through higher
productivity and enhancing competitiveness which I will address later in

this Statement.

Given the lack of competiveness and its negative effects on the economy,
we do not see any room for wage and salary increases within the national
economy. Instead, the prevailing circumstances call for a downward
adjustment in the prices of goods and services in order to promote
competitiveness and ultimately for the recovery of the economy. Further

wage and salary increases would only serve to choke the economy.

Thus, instead of addressing the welfare of consumers (including workers)
from the demand side of the equation i.e. by increasing wages and
salaries, I am advocating to address the uncompetitiveness challenge
from a supply side of the equation i.e. for the reduction in prices to
increase the purchasing power of the US$. Hence, apart from the inability
of the economy to carry additional demand burden or load, I am
convinced that the economy and consumers would benefit more from a
price reduction than from increasing wages and salaries for obvious
reasons, chief among them being money illusion. Lower prices would
induce more demand through the concept of price elasticity of demand
which is good for both consumers and businesses and leading to the

rebalancing of the economy.

The second challenge of low productivity is closely related to lack of
competitiveness. Low productivity is attributable to a combination of poor

work ethics (poor work attitudes and lack of discipline) and the use of
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antiquated plant and machinery within the domestic economy due to lack
of capital or financial resources to replace the old equipment. This
challenge would need to be partly addressed by amending the Labour Act
in order to bring it in sync with regional and international best practice to
foster productivity. At the same time, mobilisation of financial resources
for the modernisation of plant and equipment is also critical. As Monetary
Authorities, we are doing our part in mobilising the required resources by
the economy to upgrade some of the obsolete equipment. In addition,
the sluggish performance of the utilities sector both in terms of cost and
supply, especially energy inefficiency, is having a negative impact on

productivity

The third challenge of lack of confidence reflects the war of negative
perception which increases country risk that has negative effects on
liquidity and causes despair and despondency amongst many people
within the country. Government is addressing this phenomenon by
improving the business investment climate to ensure that Zimbabwe is a
good investment destination and to promote the ease of doing business
in the country. The Reserve Bank is buttressing these Government
initiatives by engaging the Diasporans through various outreach
programmes to encourage the Diasporans to invest in their country like

what is happening throughout the world.

As already stated in my previous Monetary Policy Statement, the above
challenges that the economy is facing are not insurmountable. I see
Zimbabwe as an ‘awakening giant’, ready to embrace the ‘Africa Rising’
narrative. The awakening is achieved through rebalancing, recalibrating

or resizing of the economy which requires the nation to concentrate on
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competitiveness and compliance boosting drivers under a positive motto

that ‘Zimbabwe is back’ in business.

In line with the objectives of the Zimbabwe Agenda for Sustainable Socio-
Economic Transformation (ZimAsset), we have identified in this Monetary
Policy Statement key focus sectors for improving the external financial
position (i.e. foreign exchange generation to shore up the much needed
liquidity) of the country. These are mining, (gold, diamonds, platinum,
chrome and coal); tourism; horticulture, tobacco and the Diaspora.
Agriculture remains critical for food security and supplying inputs to the
manufacturing sector. The manufacturing sector’s central role, on the
other hand, should substantially be viewed as spearheading value addition

and beneficiation that is necessary for economic recovery.

GLOBAL ECONOMIC DEVELOPMENTS

Global economic activity remained subdued in 2014, as the world
economy experienced a slower growth rate of 3.3% in 2014 (same as in
2013) against the initially projected 3.7 %. Economic activity was weighed
down by the intensification of geo-political tensions between the Russian
Federation and Ukraine, as well as political instability in the Middle East
and North Africa.

Notwithstanding these downside risks, advanced economies grew from
1.4% in 2013 to an estimated 1.8 % in 2014, largely underpinned by a
rebound in economic activity in USA. In addition, supportive quantitative
easing, robust labour market reforms, revival in investment, and a
reduction in the pace of fiscal tightening, increased contributions from net

exports and the stabilization of domestic demand, spurred economic
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recovery in the Euro-area. The recovery in advanced economies, albeit in

an uneven manner, was attributed to the expansion in aggregate demand.

In emerging markets and developing economies, activity is estimated to
have slowed down from 4.7 % in 2013 to 4.4 % in 2014. Notably, the
weakening of economic activity in China, from 7.8 % in 2013 to 7.4 % in
2014, combined with heightened political tension in Thailand, contributed
to the downside risks to recovery prospects in emerging market

economies.

Reflecting the deceleration of economic activity in China, one of the
world’s largest commodity consumers, international commodity prices

retreated in 2014 as shown in Tables 1,2 and 3 and Figure 1.

Table 1: Global Economic Growth (%)

2013 2014 2015 2016
Projection Projection
World Output 3.3 3.3 3.5 3.7
Advanced Economies 1.4 1.8 2.4 24
us 2.2 2.4 3.6 33
Euro-Area -0.5 0.8 1.2 1.4
Japan 1.6 0.1 0.6 0.8
Emerging Market & 4.7 4.4 4.3 4.7
Developing Economies
China 7.8 7.4 6.8 6.3
India 5.0 5.8 6.3 6.5
Sub-Saharan Africa 5.2 4.8 4.9 5.2
Latin America & the 2.8 1.2 1.3 2.3
Caribbean

Source: World Economic Outlook Update, January, 2015

Against the background of declining international commodity prices,

economic growth in Sub-Saharan Africa, declined from 5.2% in 2013 to
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4.8% in 2014. This notwithstanding, growth patterns in the sub-region
remained uneven. For instance, in South Africa, economic growth in 2014
was constrained by recurrent industrial tensions and delays in fixing
infrastructure gaps, including electricity constraints. In contrast, economic
activity remained resilient in Nigeria, despite poor security conditions and

a decline in oil production.
In addition, commodity dependent economies, particularly in Sub-Saharan
Africa, including Zimbabwe, have experienced reduced export revenues,

and deterioration in their balance of payments positions.

Table 2: International Commodity Prices for 2014

2013/2014 Gold Platinum Copper Nickel Crude 0il
USS/oz USS/oz USS/tonne USS/tonne UsS/barrel

2013 1,411.46 1,486.55 7,332.10 15,031.80 108.86
Average
January 1,244.27 1,420.95 7,291.47 14,101.25 107.42
February 1,299.58 1,409.53 7,149.21 14,203.55 108.81
March 1,336.08 1,451.62 6,650.04 15,678.10 107.40
April 1,298.45 1,430.33 6,673.56 17,373.60 107.79
May 1,288.74 1,456.27 6,891.13 19,401.08 109.68
June 1,279.10 1,452.76 6,821.14 18,628.81 111.87
July 1,310.59 1,492.18 7,113.38 19,117.65 106.98
August 1,295.13 1,446.33 7,001.84 18,600.20 101.92
September 1,236.55 1,359.48 6,872.22 18,034.80 97.34
October 1,222.49 1,259.76 6,737.48 15,812.37 87.27
November 1175.33 1208.32 6712.85 15807.05 78.44
December 1200.62 1215.32 6446.45 15962.05 62.33
2014 1,265.58 1,383.57 6,863.40 16,893.38 98.938
Average
Change (%) -10 -7 -6 12 -9

World Bank Commodity Price Data



Table 3: International Commodity Prices for January 2015

Period Gold Platinum Copper Nickel Crude Oil
2015 USS/ounce USS/ounce Uss/tonne Uss/tonne uss/barrel
2-Jan 1,178.13 1,200.50 6,305.00 14,875.00 56.10
9-Jan 1,214.50 1,223.00 6,150.50 15,430.00 50.54
16-Jan 1,267.88 1,259.50 5,720.00 14,355.00 49.48
*Average (16 Jan) 1,220.79 1,227.68 6,044.59 14,921.82 50.49

Source: World Bank Commodity Price Data

Going forward, global economic activity is expected to improve from 3.3%
in 2014 to 3.5% and 3.7% in 2015 and 2016, respectively. The rebound
in global activity is underpinned by expected re-acceleration of economic
activity in advanced economies (2.4%) and USA (3.6%), compared to
1.8% and 2.4%, respectively in 2013. Economic activity in Emerging
Markets and Developing Economies and Sub-Saharan Africa is, however,
projected to remain almost the same at 4.3% and 4.7% respectively in
2015. The decline in oil prices is expected to have a positive re-distribution

effect from oil exporting to oil importing countries.

Despite the growth impetus provided by the decline in oil prices, offsetting
effects from economic slow-down in oil producing countries as well as the
stagnation and low inflation in the Euro-area and Japan, global economic
growth is projected to grow by 3.5% and 3.7% in 2015 and 2016,
respectively. The ability of the Euro-zone economies to navigate around
the possible threat of a deflation and stagnation through quantitative

easing, is envisaged to shore up global economic growth.
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Figure 1: Commodity Price Indices (2005 = 100)
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Source: IMF Commodity Price System, 2014

BALANCE OF PAYMENTS DEVELOPMENTS

Global economic developments continue to have a strong bearing on the
country’s external sector financial position or the balance of payments
developments particularly in view of Zimbabwe's strengthening business
and economic ties with the rest of the world. In particular, commodity
trade continues to be influenced by developments in external demand and
supply conditions that determine price trends. This is particularly so, as
mineral exports accounted for an average of 51% of total export earnings
between 2009 and 2014 as shown below in Table 4.
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Table 4: Zimbabwe’s Mineral & Total Export Earnings: 2009-2014

2009 2010 2011 2012 2013 2014
Mineral Exports 659.6 1,568.8 2,126.8 2,189.1 2,055.8 1,905.5
Total Exports 1,613.3 3,243.7 4,416.3 3,808.2 3,694.2 3,621.3
Mineral Exports/Total Exports 41% 48% 48% 57% 56% 53%

Source: Zimstat and RBZ

The decline in metal prices experienced in 2014 undermined export
earnings for most mining houses, resulting in lower fiscal revenues for
Government, and further deterioration of the country’s balance of
payments position. This development has effectively undermined the

contribution made by commaodities to the development process.

Importantly, the marked appreciation of the US dollar against Zimbabwe’s
major trading currencies further exacerbated Zimbabwe’s external sector
position. This development increased the uncompetitiveness of
Zimbabwe’s external financial position since the appreciation of the US
dollar makes Zimbabwe’s imports cheaper while simultaneously

undermining the competitiveness of the country’s exports.

Lack of export competitiveness and a relatively high import bill combined
with limited access to affordable offshore lines of credit and depressed
capital and financial inflows resulted in the continued precarious balance
of payments position thereby affecting the country’s ability to build foreign

exchange reserve buffers, critical to absorb exogenous shocks.

On a total inflow (receipts) and outflow (payments) of foreign exchange
basis as recorded by the Reserve Bank, the country received US$7.6 billion
and utilised US$8.9 billion in 2014 as shown in Table 5 below.
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Table 5: Global Foreign Exchange Receipts & Payments

Descriptors Year 2013 Year 2014
(US$ millions) | (US$ millions)
Global Foreign Currency Receipts (Inflows) 7,712.4 6,496.9
Global Foreign Currency Payments (Outflows) 8,887.1 8.706.2
Global Foreign Currency Net Position (1,174.7) (2,209.3)
Individual Diaspora Remittances 794.0 837.4
International Organisations Remittances 1,092.7 919.1
Major Exports: Gold 566.2 563.8
Platinum 573.2 561.8
Tobacco 910.3 842.4
Diamonds 455.9 396.1
Major Exports as %age of Total Exports 67.8 65.3
Total FCA Balances 4,449.0 5,122.0

Trade Balance

Over the period January to December 2014, the country’s merchandise
imports amounted to US$6.4 billion, which significantly surpassed
merchandise exports of US$3.1 billion, culminating in a trade deficit of
US$3.3 billion. The subdued export performance reflected, in part, the
retreat in international commodity prices, lack of competitiveness
attributable to infrastructure deficits, high utility costs and high cost of

capital and finance.

Imports continued to outpace exports as the country continues to lose
competitiveness due to the strengthening of the United States dollar
against the currencies of Zimbabwe’s major trading partners. Figures 2

and 3 below show the country’s implied Real Effective Exchange Rate
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(REER) and Nominal Effective Exchange Rates (NEER), both of which have
been appreciating since July 2011.

Within the auspices of the multiple currency system, exchange rate

developments remain beyond the country’s control. As such, the ability of

the country to cushion itself from the vulnerabilities attributed to real

exchange rate developments remains a challenge on the back of limited

fiscal space.

Figure 2: Zimbabwe Inflation &ZAR/US Dollar Exchange Rate Profiles
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Figure 3: Implied REER and Nominal Effective Exchange Ratesfor
Zimbabwe (January 2009=100)
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The trade deficit narrowed by 14 % from US$3.9 billion in 2013 to US$3.3
billion in 2014, reflecting the positive effects of the decline in crude oil
prices and the policies put in place by the Reserve Bank for business to

utilize resources for bonafide transactions.

L Anincrease in the REER and NEER represents depreciation of the same, as the US dollar nominal exchange
rates were indirectly quoted. Conversely, a declining trend in these exchange rate indices represents an

appreciation.
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Figure 4: General Merchandise Trade (US$ Million)
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Current, Capital and Financial Account Developments

The sizeable trade deficit realized in 2014, as well as outflows in the
income and services accounts, culminated in the incurrence of a current
account deficit estimated at 25% of GDP in 2014. Net inflows in current
transfers, though considerable, were outweighed by the deficit in goods,

services and income accounts.

In the absence of foreign reserve buffers, the current account has largely
been financed by inflows from the Diaspora, and debt creating short term
and long term offshore lines of credit to the private sector. The Central
Bank thus encourages acceleration of the on-going ease of doing business
reforms in order to create an investment climate that is attractive to all

forms of productive capital that support export growth.
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