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Business flounders amid Zimbabwe’s liquidity crunch

By CHARLES LAURIE

Zimbabwe’s once vibrant industrial sites on the outskirts of Harare have slowed to a near standstill.
Business operators, from large company owners to street hawkers,complain that current business
conditions are among the worst in recent memory.

Due to the breakdown of the agribusiness sector and the constant threat of nationalisation with unreliable
compensation, businesses are slowing operations and pulling out of the country. As a result, the government is
having trouble balancing its books.

Disappointing GDP figures reinforce this view. Zimbabwe grew by a tepid 3 percent in 2013, after registering
double-digit growth during the previous three years. The current economic slowdown can be attributed to the nationalisation of commercial
farms that started in 2000.

The government’s nationalisation agenda has gradually been widened in scope to include all sectors – severely denting investor enthusiasm
and confidence. Mounting fiscal pressures, corruption and threats of nationalisation mean companies from banking, mining, retail and
manufacturing are threatening to withdraw from Zimbabwe, closing facilities and reducing operations.

Falling revenues

Unsurprisingly, tax revenue has been severely impacted by the deteriorating business conditions - totalling $3.43bn for 2013 against a target
of $3.64bn. The ongoing industrial slowdown will also result in further slippage on revenue targets over the next 12 to 18 months.

This bodes ill for the country’s fiscal outlook, especially when its domestic debt is forecasted by the IMF to reach 94.2 percent of GDP in
2014, compared to 74.9 percent in 2011. Meanwhile, the ballooning current account deficit (currently 18 percent of GDP) limits the
government’s ability to raise funds from overseas agencies.

Foreign cash reserves approached a 10 year low of $352m in April 2014, providing further evidence of the country’s dire fiscal condition. As
a result, the government can hardly cope with a burgeoning import bill, which averaged $600m per month in 2013.The scale of surging debt
levels and the government’s poor repayment record are also undermining investor confidence.

Adding to domestic liquidity crunch is Zimbabwe’s growing civil service wage bill, which is estimated to account for between 70 and 86
percent of government spending. This is a legacy of ZANU-PF’s tendency to reward civil servants for their political support - but it imposes a
tremendous drag on the economy. However, even wages are increasingly going unpaid, with some civil servants complaining of salary
arrears of up to six months.

Racking up import bills

The slowdown of business activity and the overarching liquidity crisis are a result of ZANU-PF’s policy agenda, which is notoriously hostile to
business.This began in 2000 with the large-scale nationalisation of commercial farms. Some 97 percent of commercial farms had been
seized by 2012.

These farms once employed 334,000 workers in 1995, but this fell to 25,000 by 2007. National unemployment that currently stands at 80
percent, and joblessness is further undermining government revenues.

The nationalisation of farms continues to directly impact Zimbabwe’s trade balance. In the space of just over a decade, this policy slashed the
country’s agricultural exports by more than half, according to Food and Agricultural Organisation (FAO) data. The country, which used to be a
net exporter, spent $1.5bn importing staples in 2011. This accounts for nearly one-third of the country’s import bill, and has played a major
role in widening the current account deficit.

Expropriation policies: no end in sight

Perhaps the most insidious trend for investors, however, is the wider expropriation agenda that ZANU-PF has embraced ever more
vigorously as senior officials discover opportunities to cement power and accrue wealth. Property and business owners’ rights are actively
targeted by predatory government officials.

The controversial indigenisation programme, where businesses are required to divest 51 percent ownership to previously ‘disadvantaged’
populations, has been implemented despite voluminous evidence pointing to its disastrous economic consequences.

The indigenisation policy is even more hostile in its implementation. The government frequently fails to pay for conceded shares.
Beneficiaries are often government appointees, who rapidly move to further exploit the business. Zimbabwe’s indigenisation is a business-
hostile policy that is all but deadly to commerce.

The government’s boot will remain firmly planted on the neck of business for the foreseeable future. Political leaders will apply short-term
solutions such as the sale of treasury bills to keep the economy afloat. However, this juggling of debts will not result in sustainable
improvements to the country’s fiscal position.
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Government leaders may feel compelled to assert a go-slow policy on indigenisation to reassure businesses. However, investors know that
ZANU-PF has a poor record on keeping its promises, and this is especially true as Harare becomes riven with factionalism over who will
succeed 90-year-old president Robert Mugabe.

With the current indigenisation framework in place, few investors will be persuaded to grow operations in Zimbabwe - especially when other
more hospitable investment environments beckon from elsewhere on the continent.

Dr Charles Laurie is Head of Africa at risk analysis company Maplecroft.  He leads a team of analysts delivering in-depth country risk
assessments for multinational companies investing in sub-Saharan Africa, while also advising high-level clients on the rapidly changing risk
environment in Southern Africa.
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