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The surprising persistence of 
Zimbabwe’s more significant problems 
can be put down to government’s 
unwillingness to impose policy 
requirements that will deal with their root 
causes. The extensive and growing list of 
problems remains stubbornly in place. It 
includes unmanageable foreign and 
domestic debts, cash and liquidity 
shortages, very high unemployment 
rates, dependence on food imports, a 
serious trade imbalance, deteriorating 
health and education services, disabled 
air and rail transport services, an inability 
to borrow and very little 
success in attracting 
foreign investors. 

All of these problems 
stemmed from one cause: 
government’s decision in 
1997 to declare all 
farmland to be the 
property of the State. This 
land previously had 
market values totalling 
billions of dollars and was 
offered as security for 
most of the money being 
lent by the banks.  

The policies imposed in 1997 reduced 
that collateral value to zero. The policy 
directives were then given the force of 
law by Constitutional amendments and 
they wiped out farmers’ access to bank 
loans. Because of the dominant role 
played by agriculture, this crippled the 
whole country. The cancelation of 
property rights and security of tenure 
imposed such limitations on farmers that 
the Gross Domestic Product growth rate 
was negative every year for the next 
eight years. As a result, the country’s 
GDP fell to about half its former size. But, 
discussion on the true causes of this 
appalling performance has been absent 

in all official analysis. 

The crippling process started with 
agricultural production declining sharply 
enough to cause precipitous falls in 
export revenues and food security, as 
well as manufacturing volumes. Rising 
unemployment and shrinking tax 
revenues compounded the damage. 
Imports had to increase and the country 
lost its ability to service its debts. Each of 
these separate impacts had their own 
repercussions, but one of the worst was 
hyperinflation. By the beginning of 2009, 

after 25 zeros had been 
removed from the 
banknotes, Zimbabwe’s 
currency collapsed. 

In the ten years since 
then, government has 
remained resolute on one 
major issue: it will never 
consider putting farmland 
back onto the market. The 
same government mind-set, 
which amounts to a 
contention that the State can 
claim ownership rights over 
personal and corporate 
assets as they see fit, re-

emerged in an Act of Parliament 
requiring foreign-owned companies to 
surrender 51% of their shares, either to 
government or to people described as 
politically disadvantaged. Although this 
legislation has been amended, the 
original Act of Parliament remains on the 
Statute Books. 

A major casualty generated by this 
sequence is trust in government. While it 
holds to the idea that anyone can be 
dispossessed of assets whenever some 
narrow political advantage seems likely 
to be served, foreign investors will 
commit negligible amounts of capital and 
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domestic investors will remain financially 
weakened, as well as reluctant, to add 
further to investments that appear to be 
at risk. 

The lack of trust appears to be driving 
Zimbabwe towards another hyperinflation 
experience. As the full set of problems 
has remained in place, it has undermined 
price stability by forcing government to 
commit more funds to subsidies and 
patronage. These could be funded only 
by borrowings that caused the Budget 
Deficit to reach damaging proportions. 
Budget proposals for 2019 do not offer 
evidence of policy changes that will 
reduce these distortions.   

In recent years, the needed funds 
were raised mainly through sales of 
Treasury Bills and government bonds, all 
of which, as negotiable instruments, then 
appeared as assets in the accounts of 
banks, building societies and pension 
funds. Their value matched the finance 
released to government, so the process 
caused the duplication of the money 
involved and increased the Money 
Supply. 

From the start of 2019, government 
believes that revenue being generated 
by taxing electronic money transfers at 
2% will be large enough to balance the 
budget. However, the accumulated 
Treasury Bill sales had already caused 
the substantial increase in Money Supply 
illustrated in this graph: 

Unfortunately, neither local productive 
capacity, nor US dollar reserves existed 
to back the value the additional money 
brought into existence by the Treasury 
Bill sales and by the government’s use of 
Treasury Bills to settle debts. As any 
Money Supply growth rate that exceeds 
the growth of the country’s Gross 
Domestic Product generates inflationary 
pressures, Zimbabwe was building 
certainty of severe inflation into the 
system. 

An inflation-induced decline in the 
value of Zimbabwe’s monetary base 
could have been prevented by an 
accumulation of foreign reserves, helped 
by Current Account and Capital Account 
inflows. However, falling confidence led 
to falling investment inflows and, for 
many who had the ability to do so, to 
decisions to bank US dollar balances 
elsewhere. The decline in US dollars 
held in the banks is illustrated in this 
graph:   

As for earning the required foreign 
exchange, Zimbabwe can no longer 
produce the value of exports needed to 
sustain a positive Balance of Trade. As 
the country was crippled by handicaps 
imposed on exporters and investors and 
as these handicaps are being 
deliberately kept in place, the perception 
among investors who could have added 
to export revenues is that the country is 
not yet worthy of serious consideration.  
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Budget or Balance of Payments 
support from abroad might have helped 
to stabilise the monetary position, but 
debates with foreign governments, the 
IMF, the other agencies in the World 
Bank Group, and with other development 
or aid agencies, led to the same 
responses as those from investors: when 
a country trying to claim a right to be 
taken seriously is seen to be labouring 
under self-inflicted handicaps, all of 
which prevent the adoption of acceptable 
policies, that country might qualify for 
humanitarian aid, but it will not qualify for 
assistance or for debt forgiveness.  

The damage inflicted on export 
earnings was one of the reasons why the 
Zimbabwe dollar lost its viability. Now, 
the viability of the RTGS balances is also 
under threat and by choosing to add 
subsidies and export bonuses to US 
dollar-based commodity prices, the 
government has effectively devalued the 
US dollar. Although the increased 
revenue from the 2% tax on sums 
transferred electronically might overcome 
Zimbabwe’s budget deficit, all this 
revenue will be RTGS money that cannot 
be used to pay for imports. Money raised 
from taxes becomes government 
purchasing power, but because of the 
extensive damage done to the country’s 
ability to produce, a large part of 
government’s purchasing needs has to 
be on imported goods. To pay for them, 
RTGS tax revenues have to be 
converted into US dollars, making 
government the private sector’s main 
competitor for foreign exchange, the 
scarcity of which is driving up its price. 

The budget deficit was already putting 
pressure on the balance of trade, but 
pressures on exchange rates introduced 
by the Fiscal and Monetary Policy 
Statements on October 1 2018 increased 
the cost of converting ballooning RTGS 
balances into US dollars. Everyone 
accepts that units of RTGS balances are 

less valuable than the US dollars needed 
to pay for imports, but government’s 
attempts to regulate the value and 
manage the allocation of US dollars then 
led to further imbalances, causing 
greater pressures on money values.  

Looking back on the promises that 
have been repeated time and again 
since the New Dispensation came into 
force in November 2017, it would appear 
that government was relying upon the 
arrival of international handouts. It seems 
that promises of changes in direction 
were expected to generate floods of 
support. However, despite considerable 
efforts by the Minister of Finance, the 
Budget’s Foreign Financing figures 
reveal that, in net terms, no inflows at all 
are expected for 2019.  

Efforts to obtain financial assistance 
continued, but with little success. The 
latest have involved visits to Russia, 
Belarus, Kazakhstan, Azerbaijan and 
South Africa.  

The main achievements of these, and 
of earlier visits to China, appear to be 
Memoranda of Understanding that might 
eventually lead to significant mining, 
transport and energy-related projects. 
However, no signs of immediate relief 
appear to be on offer to provide backing 
that could support the claimed 1:1 
exchange rate between the US dollar 
and the billions of RTGS units generated 
by domestic economic activity. 

This became a prominent issue with 
the January 12 2019 fuel price increase. 
If Zimbabwe had been able to re-
introduce a sustainable national 
currency, the retail prices charged for 
fuel and all other imported goods would 
have simply moved with exchange rate 
changes. Lacking a local currency, 
Zimbabwe does not have the option of 
that mechanism, but the real problem is 
government’s insistence that a 1:1 
relationship must be sustained.  
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However, the regulated fuel prices 
needed attention because market-driven 
changes to RTGS values were permitting 
arbitrage fortunes to be made through 
fuel deals. On January 12, Government’s 
decision was to bring about the needed 
price increases by imposing substantially 
higher duties on fuel.  

This made the fuel prices more 
accurately reflect the weakening RTGS 
values, but the duty increases permitted 
government to maintain its position that 
RTGS dollars had not weakened at all. 
The exchange rate between them and 
real US dollars was therefore still 1:1.  

This was interpreted by the 
population-at-large as the principal 
means by which corrupt indulgences will 
be sustained for the benefit of the 
privileged few. An additional statement 
confirmed this view: those with US 
dollars to spend will be allowed to buy 
petrol at a 60% discount.  

As a measure of the scale of the 
distortions that Zimbabweans are 
supposed to tolerate, about 75% of the 
new petrol price is made up of various 
duties: 

As the higher fuel costs immediately 
and very severely impacted upon 
everyone other than those with access to 
hard currency, social unrest was an 
inevitable reaction.  

The purpose of the well-supported 

national shutdown in January appeared 
to have been to demonstrate the depth of 
dissatisfaction that has been generated 
by the repeated failures of government to 
resolve mounting difficulties. Social 
media messaging services were used to 
such good effect that government 
suspended all internet services in terms 
of the Interception of Communications 
Act. This made the national shutdown 
considerably more effective. 

The dismay and impatience now in 
evidence in the population’s behaviour 
can be linked to widespread claims that 
government has failed to keep every one 
of its recent promises. Starting with 
assurances made at the end of 2017 with 
the leadership changes, these were 
repeated in electioneering promises 
through to the elections at the end of 
July, and in the Fiscal and Monetary 
policy statements issued on October 1, 
2018. Time after time, Zimbabweans 
were invited to believe that government 
was accurately focusing its attentions on 
the more serious problems and would 
soon be announcing decisive measures 
to overcome them.  

Further weight was added to these 
promises in the Transitional Stabilisation 
Programme, which emphasised that the 
adoption and implementation of 
imaginative fiscal and complementary 
monetary policies would rebuild investor 
confidence and open up the economy to 
far more investors.  

As these policy documents were 
unusually critical in their assessments of 
government’s past performance, and as 
they acknowledged that the prevailing 
imbalances were fuelled by public 
deficits, which caused the unsustainably 
large fiscal borrowing requirements, they 
encouraged the population to believe 
that these problems would receive 
attention.  The admission that rapid 
money supply growth rates had led to 
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government consuming scarce foreign 
reserves, which undermined currency 
stability, also suggested that important 
policy changes were on the way. 

Also, in envisaging that economic 
growth during the Programme period 
would be driven by the private sector, 
and that government’s role would be to 
facilitate a supportive macro-economic 
and business environment, government 
appeared to be recognising the need for 
a fundamentally important policy change. 
Strengthening government expenditure 
management as well as fiscal 
responsibility to “crowd in” the private 
sector were described as “first and 
foremost” priorities.  

Following on the same transformation 
lines, the Reserve Bank Governor 
claimed that the country was witnessing 
“paradigm shifts” on both the economic 
policy and political fronts, which he 
claimed were critical in breathing impetus 
for new growth into the economy. He 
assured Zimbabweans that the proposed 
Monetary Policies would “cement these 
reforms by putting in place measures to 
strengthen the multi-currency system in 
order to safeguard financial and price 
stability”. 

Unfortunately, the official October to 
December 2018 Consumer Price Index 
figures show that price stability was 
already a lost cause: 

  From much earlier in the year, 
differing exchange rates on the various 
formal and informal markets had been 
accommodating the public’s assumption 
that exchange rate variations were 
inevitable between money that could be 
used to pay for imports and money that 
could not.  Modest premiums were being 
paid to persuade holders of US dollars to 
release them to importers, but the 
October 1 Reserve Bank Governor’s 
statement that separate bank accounts 
would be permitted for RTGS balances 
and US dollar balances was taken as a 
clear sign that, in spite of denials, a 
weaker exchange rate for all RTGS and 
bond note deposits would soon cause 
dramatic price increases. 

Consumption spending, even hoarding 
gathered pace and suppliers, wishing to 
be certain they could replace stocks, 
stepped up their bid price for US dollars. 
As falling RTGS values gathered pace, 
retail prices surged and the Consumer 
Price Index moved from 101,9 in 
September to 118,7 in October. In 
November, the CPI reached 129,6 and in 
December, it rose to 141,3. 

 Annual inflation reached 42,1% in 
December and in January the pressures 
spilled over into school fees, rentals, 
restaurant charges, pharmaceuticals, 
bus fares, clothing and household 
appliances. Food prices rose further from 
their December levels: 
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However, these January trends were 
eclipsed by the 150% fuel price increase. 
The repercussions of this will impact on 
costs and prices across the board. 
Promises of fuel duty refunds to formal 
businesses might reduce the inflationary 
impact on production and delivery costs, 
but commuters will face higher transport 
service charges from informal omnibus 
operators. If attempts being made to 
resuscitate municipal bus services 
succeed, passenger transport costs on at 
least some routes to the cities will be 
reduced, but the current trends are 
strongly reinforcing existing demands for 
wage increases and for travel 
allowances. Employers will, no doubt, try 
to meet these demands, but many 
businesses are facing uncertain survival 
prospects. 

One of the more serious difficulties 
faced by the business sector is evidence 
of declining purchasing power. Most 
employers cannot match the current 
inflation rate with wage increases and 
some are being forced to downsize their 
staff numbers to stay in businesses. The 
already swollen informal sector, which 
has had to absorb most of the 300 000 
school-leavers every year for decades is 
having to contend with another influx. 

However, a significant impact is being 
imposed on purchasing power by the 
new 2% tax on electronic transfers. Even 
with exemptions on wage payments, on 
transactions of less than $10 and on 
sums paid for various services, the 2% 
taken off corporate and individual bank 
accounts is expected to be close to $50 
million a month: 

In this table, the transactions in the 

final weeks of November and December 
2018 are shown. On the assumption that 
the exemptions will cut the tax revenue 
by three quarters, the monthly 2% 
deductions from bank accounts of more 
than $50 million will affect consumer 
spending.  

However, the exchange rate remains 
perhaps the most serious of the many 
uncertainties affecting costs and prices. 
The market is keenly aware that money 
being generated, whether by economic 
activity or by the printing of negotiable 
instruments, cannot be deemed by 
government to have an exchange rate 
that matches and keeps pace with the 
US dollar, the currency of the strongest 
economy on the planet. In trying to 
sustain the belief that it does have that 
much authority, government is trying to 
prove that it is in command of market 
forces. However, it avoids debate on the 
subsidies and export incentives needed, 
as well as on the privileges it can offer, 
while maintaining this fiction. 

The fuel pricing exercise, together with 
difficulties in arriving at new bulk fuel 
import arrangements, appears to have 
driven the dysfunctional monetary policy 
to its limits. As it could be rescued only 
by a multi-billion dollar injection that 
could be successfully passed off as 
foreign reserves and protected from 
theft, and as such a gesture does not 
seem to be on offer, Zimbabwe’s 
remaining option is to convert its RTGS 
balances into an official currency that will 
have to fend for itself on the market.  

The preferred route to that takeoff 
point would have been to rebuild 
production levels sufficiently to become 
less dependent on imports, and to follow 
this by increasing export revenues by the 
amounts needed to settle debts and 
accumulate foreign reserves. For lack of 
options, we now need to start the 
process – and accept the consequences. 
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The lack of options stems from 
incompatible employer-employee needs, 
unworkable official exchange rates and 
unfulfilled government promises, all of 
which appear to have rendered totally 
ineffectual all of government’s hopes of 
directing the pace and direction of 
economic development. The sensible 
thing to do in such circumstances is to let 
market forces take charge and let them 
establish the best way forward. 

Heading the list of consequences will 
be the formal acceptance of an 
RTGS:US$ exchange rate. Government 
should be advised to leave this rate to be 
established by interactions between 
business operators who are trying to 
sustain active enterprises. Commercial 
banks could be invited to establish 
trading mechanisms that permit the free 
interaction of currency buyers and 
sellers, all of whom must also show that 
they are not speculators and not simply 
trying to externalise hard currency.  

Daily or weekly exchange rates could 
be established and applied to all 
transactions. The Reserve Bank would 
expect to monitor transactions, but 
should rely on the commercial banks to 
manage the system in a manner that is 
fully accountable and subject to public 
disclosure.  

As market discipline would be restored 
by such arrangements and as privileges 
would be eliminated, improving levels of 
confidence could be expected to permit 
the exchange rate to settle within a 
reasonably narrow band within a matter 
of weeks.  The volumes added to Money 
Supply by sales of Treasury Bills and 
other government securities would 
influence that rate, so disruptive conduct 
causing distortions would have to stop.  

Although the changes would go 
through an easier transition phase if 
government could be persuaded to let 
market forces take over, the authorities 

would have important work to do speed 
up the process. Government has created 
dozens of barriers that interfere with, or 
discourage investors. These take the 
form of approval requirements, licenses 
and permits for which complex and 
expensive applications have to be 
submitted, together with export 
documentation and procedures that force 
companies to employ far more people 
than were needed before and powers 
that allow officials to interfere with, delay 
or negotiate deals for themselves when 
asked to approve contracts.  

Farmers have been denied access to 
bank loans ever since government broke 
their links to the banks by declaring all 
farmland to be the property of the State. 
Government could restore the collateral 
value of land and restore farmers’ access 
to billions of dollars-worth of credit that 
would immediately improve the country’s 
production volumes. Balance of Trade 
figures would also recover, as would 
employment levels and government’s tax 
revenues. 

Government’s size has made it a dead 
weight on the economy and this can no 
longer be supported. The salaries of 
government employees are responsible 
for decades of borrowings to meet 
budget deficits. As a result, government 
demands have crowded out private 
sector access to bank finance, also for 
years: 
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With the recovery of existing 
companies that would be made possible, 
action on all these fronts by government 
would greatly improve the prospects of 
employment growth and create many 
opportunities that could be taken up by 
retrenched civil servants.  

However, formalising the already 
apparent devaluation of the funds that 
make up Zimbabwe’s RTGS balances 
will have serious implications for 
personal and corporate savings and for 
the banks holding yet-to-mature 
government paper. Falls in the values of 
these assets will impact on the levels of 
investment that can be funded locally 
and this loss will make Zimbabwe’s 
efforts to attract the attention of foreign 
investors even more important. 

As consideration of Gross Domestic 
Product growth prospects has to be tied 
directly to savings and investment, the 
main challenge confronting government 
is to deliver on all the promises it has 
made to make Zimbabwe an attractive 
investment destination. This means it 
has to be a safe place to which to send 
money. The already mentioned 
substantial trust deficit can therefore be 
seen to be in need of special attention. 

If this challenge were attended to with 
amendments to the Constitution that fully 
commit government to respect ownership 
rights to assets of every form, ranging 
from land to company shares and mining 
claims to bank balances, the prospects 
of more rapid Gross Domestic Product 
growth in future years would improve 
dramatically. 

Recent rapid GDP growth claims by 
government, regrettably, have done 
more to discredit government planning 
officials than most of their other ill-
conceived economic forecasts. By 
factoring in perceived contributions to 
GDP from the informal sector, 
extraordinary growth rates have been 

forecast. This graph plots the figures 
carried in the October 2018 Transitional 
Stabilisation Programme: 

 The forecast average of 13,9% 
growth for the next three years cannot be 
described as impossible, but the inflows 
of investment capital needed to bring 
about such increases in the value of 
physical output are not yet within reach. 
If they were, their injection into factories, 
mines and farms would take longer than 
the three years shown to yield results. Of 
concern, the growth rates depicted for 
2017 and 2018 are also extravagant. 

As the start of the rains for the 2019 
harvests was late and as costs for all 
crops rose significantly during the 
planting season, forecasts suggest that 
grain volumes will be significantly lower 
and the revenue from tobacco sales will 
not cover costs for many growers. 
Agriculture’s contribution to GDP in 2019 
is therefore likely to be low. 

Gold production volumes set records 
in 2018, but the average price was lower. 
This was also the case for platinum. 
Prospects for higher metal prices in 2019 
do not look promising, now that interest 
rates are rising in the US. Current 
indications suggest that 2,2% is the best 
that can be expected for GDP growth in 
2019, but even that will depend upon 
imaginative policy changes. 
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