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1.0            Summary of Economic highlights

a)       Zimbabwean dollar continues to slumber against major currencies

The Zimbabwean dollar continues to slumber on the informal market against major currencies this week. The currency crushed from USD 1 to ZWD $100 000 last week to USD 1 to ZWD 160 000, a marked 60% point depreciation. The weakening of the local currency will stimulate inflationary activities in the formal market. However, in larger offshore deals, the ZWD has been reported to have depreciated to an all time record of USD1 to ZWD 300 000.

b)      A wave of price increases by Monday

Prices of basic commodities will be shooting up on Monday 25 June 2007, the Weekly Economic bulletin can reveal. The information filtering from the Confederation of Zimbabwe Industries (CZI) is that the prices of basic commodities will be raising from the current price of ZWD 25 000 per loaf to any price between ZWD 35 000 and 45 000. The local commuter fares will raise from the current ZWD35 000 to 50 000. Cell phone tariffs will be going up from ZWD 700 per minute to ZWD 6000 for Econet and 8 000 for the Netone and Telecel. Text messages will be fixed between ZWD 2000 and ZWD 3000, up from the current charge of ZWD 200.

c)       ZESA power cuts a liability

Power cuts are still persistent country wide, as ZESA battles to settle its USD 5 million debt from the Democratic Republic of Congo (DRC). The power cuts are detrimental to both households and firms. The firms report that they are producing below 30% capacity and are suffering additional costs of running generators, powered by scarce fuel, damages in the plant equipment, under utilization of labour and operation equipment. The effects are also evidenced in the health sector as mortuaries are now in a perilous state.

2.0            Introduction

This week we focus on the report produced by the Confederation of Zimbabwean Industries (CZI) which outlines that more than 88% of the industries voted for floating the exchange rate and that manufacturers are no longer concerned with the minimum wages as they no longer affect their operations due to the hyper inflationary environment which the industry is operating in. We also provide probable solutions to the crisis.

Zimbabwe Industries’ view of the country’s exchange rate

In last week’s edition of the Weekly Economic Bulletin, we analyzed the effects of fixing or floating the exchange rate in which we dismissed the current exchange rate regime of fixing the rate. On 20 June 2007 , The Confederation of Zimbabwe Industries (CZI), the mother body of the country’s industry released a survey report outlining the following key points:

Ø      Support for floating the exchange rate. 100% of respondents voted against a fixed exchange rate regime. 100% of respondents preferred a floating exchange rate.

Ø      Majority of respondents did not favour any form of subsidies: “These are largely viewed  as corruption tools given the largely non-transparent allocation systems. In reality the respondents are of the perception that the benefits of subsidies are not reaching the intended beneficiaries thus making them an unnecessary expense to the country.”

Ø      Manufacturers no longer concerned with minimum wages as these no longer affect their operations

Ø      The failure to control inflation was seen as highly negative to the business environment

Ø      The increase in interest rates had negatively affected 82% of respondents, with only 1% positively affected (being the beneficiary)
.
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Since we dwelt to great lengths on the effects of both the fixing and floating the exchange rate we will move on to the effects of subsidies. In functional economies as noted by the report, subsidies are crucial in protecting both the consumers and the firms producing the goods which if left at the whims of market mechanisms will be out of the reach of the majority of the citizenry. Typical examples include institutions such as the Zimbabwe Electricity Supply Authority. As a monopoly, the power utility could have been justified if the government subsidizes its costs so that it can offer cheaper rates to both the citizenry and firms.

However, the case of ZESA has been that of opening a Pandora’s box. The institution, just like other parastatals has been riddled with incompetent management, political appointments rather than employment by merit and management which has plunged the organization deeper into debt. The organization posted ZW32 trillion loss in 2005, it also posted loses of Z$2 trillion in 2004 and Z$230 billion in 2003
. It does not make economic sense for the government to keep on subsidizing organizations which do not have efficient and effective administrative mechanisms to effectively manage the resources at their disposal. The subsidies will become an opportunity cost to the industry which if accorded loans at justifiable interest rate would be productive since firm borrow for investment, in the long run creating employment. We therefore reiterate that subsidies in Zimbabwe at the moment will fuel corruption in the state arms and parastatals.

The Economic bulletin team this week received phone calls from members of the public seeking clarification on way the government officials and the so called new farmers continue to assess foreign currency from the central bank at USD$1 to ZWD 250. The Crisis Coalition sniffs corruption in the so called subsidies for productive purposes scheme. Firstly, the Reserve Bank of Zimbabwe does not hold any foreign currency reserves, hence it is out sourcing foreign currency from the black market at USD 1 to ZWD 160 000 through printing money. Top government officials and Ministers are accessing the same currency which would have been bought at ZWD 160 000 for ZWD 250. The Reserve Bank will therefore make a loss of 159 750 per dollar trade off to ministers and government officials. When the government officials sell the currency to the black market they will enjoy the marginal loss incurred by RBZ as a profit as they fetch the difference from the ruling market price of the day. A hypothetical example will be a government minister purchasing USD 2000 for ZWD 250, which will cost ZWD 500 000. At the current price of the USD, he/she will trade the USD 2000 for ZWD320 million. The following day the minister goes to RBZ to buy foreign currency he/she will be ZWD 319 500 000 profit. That's how subsidies can fuel corruption.

The other critical factor noted in the report, is the factor of minimum wages. The industries and firms are no longer affected by the current rationale wage ceilings. In what has been termed  The legitimisation of contemporary forms of slavery - The case of farm workers in Zimbabwe by the Zimbabwe Lawyers for Human Rights (ZHLR), the  National Employment Council for Agriculture (NECA) proposed a monthly salary of ZWD 96 000 for farm workers, far below the paltry ZWD 850 000 minimum wage under the tax free bracket
. The Poverty Datum Line for June 2007 is paged at ZWD 3,5 million per month for a family of six
.

From the face value, the country is suffering from a labour policy dislocation. The minimum wage is 76% short fall of the Poverty Datum Line (PDL). The insane proposals by the NECA  will entail that farm workers will be 97% short from the PDL. The government is not acting in good faith in its treatment of workers, when more than 85% of the work force live below the PDL, any reasonable government has every reason to be concerned and craft concerted efforts in addressing the issues at stake. Labour constitutes the bulk of the Zimbabwean populace, therefore we warn the government of how the labour in South Africa has taken its grievances and how the workers expressed themselves in the 1998, during the food riots. The government must urgently resolve the issue, not by invading firms through the recently gazetted Indigenization Bill which stipulates that 51% of shareholding in Mining shall be a preserve of the domestic entrepreneurs. The effects of the 2000 farm invasions are fast resurfacing. The effects can not be over emphasized on how the nation drifted from being the food vanguard for the region to a literal bagger.     

In the next issue we will analyze the effects of interest rates to investment and how they can be used for regulating inflation.

We call upon the government to take the results from the CZI, and open up the operating environment for industries. The government must immediately shift from fixing the exchange rate and opt for a floating exchange rate regime, in line with a 100% vote for the industry.

Subsidies must be stopped hence with until such a time when an accountable administrative mechanism is put in place, failure of which will entail a fertile ground for breeding corruption as is noted by the report.

It is our humble view as the Coalition that the results from the survey are an indication of a governance of crisis and legitimacy in the country. The government’s role in functional economies is to provide an effective environment for labour and business to execute their activities, which the incumbent government has failed to do.
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