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Masters of Ceremony, Distinguished Political Leadership and 
Captains of Industry, Distinguished Guests, Ladies and Gentlemen 
– it is of course a great honour, and a special privilege to be on the 
podium today. 
 
May I take this opportunity to thank the leadership of the Institute 
of Chartered Accountants of Zimbabwe (ICAZ) for organizing this 
gathering and for extending an invitation to me to interact with you 
today, and a thanks to the sponsors and partners who have made 
this Winter School possible.  
 
The topic of my talk today “Re-Entering the Global Economy: 
How Fit is your business”, as an Economist, comes at a somewhat 
difficult time.  
 
Why? 
 
At the best of times, a confession that you practice the dark arts of 
Economics is often reason enough to find yourself alone at parties, 
and these are not the best of times for Economists. It is, admittedly, 
even worse for Bankers. And I am both! 
 
So, esteemed Ladies and Gentlemen gathered here today, against 
the backdrop of this ‘double-strike’ – as both an Economist and a 
Banker – I will attempt to do justice to the topic through sharing of 
perspectives and experiences on issues related to the topic at hand: 
“Re-Entering the Global Economy: How Fit is your business” 
 
 
A Story on Globalisation: 
 
A young boy once asked his father, “Dad, what is globalization?” 
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His dad responded, “Princess Diana’s death!” The young boy 
wondered, “How come?” Dad sat down, took a deep breath, and 
said,  
 
“An English princess with an Egyptian boyfriend crashes in a 
French tunnel driving a German car with a Dutch engine, driven by 
a Belgian who was drunk on Scottish whiskey, followed closely by 
Italian Paparazzi, on Japanese motorcycles, with Brazilian 
cameras, working for an American TV station owned by an 
Australian who lives in Hong Kong, and is married to a Canadian. 
That my son is globalisation.” 
 
The Global Economy: 
 

• Can be generally defined as’ "the increasing development 
and deepening of world markets in labour, in capital, in 
goods and in services by the increasing occurrence of 
commercial exchange across international boundaries"  

 
What drives globalisation? 
 
The conditions for globalisation are created by three things:  
 

1. the long period of peace between the great powers since the 
end of WW2 – prolonged peace gives people the confidence 
to undertake major economic activities across international 
borders  

 
2. Technological change making transport, communication and 

information retrieval, storage and access much cheaper  
 

3. The decisions of national governments to avail themselves to 
the benefits of global markets  
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Globalisation Caveats: 
 

� There is nothing ‘magical’ about international boundaries. 
Mutually beneficial exchanges can easily be made across 
international borders if no one stops them! Globalisation is 
the increasing occurrence of such mutually beneficial 
exchanges. The seeking of such mutually beneficial 
exchange is the underlying driver of globalisation.  

 
� If people did not find such exchanges mutually beneficial, 

they would simply stop doing them!  
 

� But mutually beneficial exchange is the ultimate driver of 
all markets and commercial activity.  

 
� Globalisation is simply this very phenomena across 

international borders  
 
So the question about whether or not a business should be 
globally-oriented (outward-looking, linked to global supply/value 
chains) is not an issue! 
 
The issue is, against the current backdrop in Zimbabwe (and 
globally), what are the challenges, the options, and the 
prerequisites for engaging with the global economy? Indeed, how 
fit is your business? 
 
Points of Departure: Zimbabwe Context 
 

� Dollarization means that the country is now effectively on 
a currency board footing because the money supply is 
determined primarily by foreign reserves. 
 



5 | P a g e 
 

� The only money that can circulate is export earnings, 
capital inflows, foreign remittances (Diaspora) and 
offshore lines of credit. 

 
� That will change however as local banks build up foreign 

currency deposits, they will be able to make forex loans. 
 
� Banks will lend out a proportion of the US dollars that 

they are holding as deposits, thereby creating credit and 
expanding the money supply. 

 
� What proportion they will lend out will depend on the 

statutory reserve ratio set by the RBZ (10%) and the 
policy of those owning and managing the bank.  

 
� But because there will be no lender of last resort acting as 

a safety-net, they are likely to be very cautious and operate 
with very low loan-to-deposit ratios – possible less than 
50%. 

 
� The net effect is that banks are likely to lend about half as 

much – relative to their deposit base – as they normally 
do. 

 
� Initially too, their deposit base will be tiny meaning that 

bank credit will be scarce. 
 
� It will also be costly. The RBZ has set a ceiling of 6% 

above LIBOR for forex loans, meaning loans will cost at 
least 7% a year in dollars. 

 
In terms of the ‘Business Models’ 

� As business conditions deteriorated,  managements revised 
their business models so that firms remained profitable 
into 2008 on the strength of: 
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1. Borrowing money at massively negative real interest 
rates 

2. Exploiting falling real wages, and 
3. Widening their mark-ups – low volumes and large 

mark-ups 
 
Why Profits Boomed? 
 

� Real wages fell as prices escalated 
� Formal sector employment collapsed 
� Productivity  increased while real wages declined 
� Accordingly, margins widened but firms were generating 

paper – not real – profits because accounting practices did 
not reflect inflation adequately 

 
Therefore the striking finding – consistent with the macroeconomic 
numbers – is that firms managed to widen their margins, despite 
steep declines in output. 
 
Normally, one would expect intensified competition and falling 
margins, but the very opposite happened. 
 
Furthermore, firms boosted profits by non-core activities: 
 

� Trading in foreign exchange 
� Investing – what were essentially temporary – surpluses in 

the stock market or the money market 
 
Indeed, it is time to get real….unsustainable business model 
 

� On Friday I priced a box of Tanganda Tea bags at US$3.50. 
� The comparable price in Johannesburg for Five Roses tea 

was US$2.  
� The Harare price for Five Roses tea is between $5 and $5.50 
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� Tanganda is being kept afloat in the domestic market by huge 
mark-ups on imported tea. 

� That is not a sustainable business model 
 
Following a bout of severe hyperinflation, Zimbabwe is living 
beyond its means. 
 
Dollarization is like a cold shower – it jerks one back to the reality 
of the market. 
 
There must now be a once-off downward adjustment in 
expectations, in wage demands and, above all, in prices. 
 
This audience is well aware that wages can only be paid out of 
production valued in US dollars or rands. 
 
Unfortunately, government seems to believe that wages can be 
paid from foreign aid or borrowed money. 
 
Businesspeople know all too well that both these options are the 
high road to bankruptcy. 
 
Solutions/Options Available 
 
Let me point out that if you are not riding the wave of 
change.....you will find yourself beneath it! 
 

� While no-one in their right sense wants to revert to price 
controls, pricing models must be rationalized, but how? 

 
� Government needs to look at transaction costs responsible for 

the high cost of doing business. 
 

� Taxes, tariffs and service charges by the state need to be 
examined. 
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� Business needs to streamline its value chain - there are too 

many middlemen (rent-seekers) being paid too much for 
doing not very much. 
 

� Tariffs, customs duties, etc, must be lowered, helping local 
business to become more competitive. 
 

� In this process, business will have to confront labour - 
ultimately, wages must be based on productivity, not on cost 
of living criteria alone. 
 

� That may sound harsh and unfeeling but businesses will not 
survive and employ people if their costs and prices are too 
high as they are in Zimbabwe today. 

 
There are just too many barriers to effective competition in the 
economy – too many monopolies, cartels, not to mention 
government red tape, as a result of which management has been 
able to get away with murder in terms of profit margins. 
 
But also, we have lost sight of the role of competitiveness and 
productivity in improving living standards. 
 
During the years of wage and price indexation management may 
have lost sight of this reality. 
 
Instead the country has been led to believe that businesses can 
survive and prosper on the back of largesse (handouts, donations, 
altruism) dispensed by the state in various different guises.  
 
Now the mindset of the country is one of the biggest barriers to 
realistic business models! 
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Who is it that once said, “The significant problems we face in life 
today, cannot be solved by the same level of thinking that created 
them!” 
 
And what about the Mystery of the vanishing balance sheets – as 
Accountants and Management – you know this better! 

� Galloping inflation 
� What do the Balance sheets mean? 
� Need for revaluations [therefore need more intense due 

diligence] 
� Generally undervalued assets 

 
Ladies and Gentlemen – these are the realities! Is your business fit 
to re-enter the global economy? 
 
Business Growth 
 
A business enterprise – in a global economy – needs to constantly 
grow, change, adapt, and learn! 
 
Mark Twain once said, "If you're not learning, you're not growing. 
If you're not growing, you're not living. When the going seems 
easy, you may be going downhill. The biggest block to anyone's 
success is in their head. We must all suffer one of two things: the 
pain of discipline or the pain of regret or disappointment." 
 
Being a proud Zimbabwean in the diaspora, I used to say, “I sure 
hope things will change.” Then I learned that the only way things 
are going to change for me is when I change! 
 
Business Need to Mature………… 
 
“The greatest form of maturity is at harvest time. That is when we 
must learn how to reap without complaint if the amounts are small 
and how to reap without apology if the amounts are big!” 
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Risk Factors; Perceptions Vs Real ; Risk Mitigation 
 
Last week, at the Zimbabwe International Investors Conference, 
DPM Mutambara spoke about the need to take a 
plunge…………in our efforts to rebuild Zimbabwe………I agree 
with him Ladies and Gentlemen………….. 
 
If you are not willing to risk the unusual, you will have to settle for 
the ordinary!  
 
Fortune favours the brave!   
 
You cannot discover new oceans unless you have the courage to 
lose sight of the shore! 
 
 
In Zimbabwe; 
 

• Because the All-Inclusive Government is a transitional 
administration there are risks associated with the potential 
delay and constraint on decision-making.  
 

• Will the policies changes/reviews that have been announced, 
and in some cases already implemented, stick? Policy 
inconsistency and the ad-hoc nature of the policy 
implementation over the past ten years has resulted in general 
distrust and suspicion for government. Fellow Zimbabweans 
know all too well the dangers of policy changes as frequent 
as price rises during the runaway inflation period! 
 

• Legality and clarity around existing mining concessions and 
licenses, and the uncertainty around the review of mining 
legislation [taxation, royalties & indigenisation].  
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• Sporadic land invasions still exist – although on a very small 
scale and these have largely been contained by the 
Government. But the fact that there are still land ownership 
issues to be resolved is important to identify due to its impact 
on property rights, real or perceived. 
 

• An obliterated public service that in some departments barely 
exists. Serious capacity and systems constraints. Significant 
capacity constraints pose a high risk to the implementation of 
the authorities’ emergency recovery program. 
 

• Budget revenue and foreign financing shortfalls could lead to 
a large compression in expenditure, which, in turn, may 
trigger social unrest. 
 

• The banking system, which has become more fragile because 
of hyperinflation, is subject to new risks under the multi-
currency system. If these risks were not addressed in a timely 
manner, the intermediation capacity of the banking system 
would not improve and growth would suffer. 
 

• If projected external private and official inflows, including 
financing to close the external gap, do not materialize, under 
the virtually complete dollarization, the resulting liquidity 
squeeze could lead to deflation. 

 
Some Possible Risk Mitigation 
 
BIPPA:  The conclusion of negotiations and signing off of the 
Bilateral Investment Promotion and Protection Agreement 
provides the vital element of guarantee and comfort for South 
African investments in Zimbabwe. Both Governments need to be 
urged to finalise this process urgently. It must be noted that the 
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BIPPA is a necessary but not sufficient mitigant of risk in 
Zimbabwe.   
 
Political Risk Insurance: Acknowledging the political risk 
associated with the historic political and governance crisis, and 
further acknowledging the somewhat fragile nature of the All-
Inclusive Government, political risk cover may well be a necessary 
component of an investment strategy in Zimbabwe. This will 
mitigate against the risk but would impact on the cost of the 
finance for clients in Zimbabwe. 
 
Transaction Structuring:  Related to the above, and following on 
from the point raised earlier, the need for flexibility in structuring 
transactions is now more than ever required. The Zimbabweans are 
not asking for grant funding, they are asking for commercial 
funding at commercial interest rates, but because of their balance 
sheet problems – problems of no fault of their own but rather a 
consequence of past macroeconomic instability – they may not 
meet the criteria for financing by the DBSA and other financiers. 
 
Short Term Finance: industry, commerce and trade are operating 
on marginal capacity due to the absence of liquidity due to the 
rapid and complete dollarization of the economy. There is simply 
not enough foreign exchange in circulation to facilitate rising trade 
and industry transactions, as a result, competitive and profitable 
firms are operating on minimal scale without working capital or 
trade finance. The banking system – the conduit through which 
short term financing is normally sourced – is as equally illiquid 
pointing out the need for external credit lines. 
 
SA Government Options for Zimbabwe: Is the SA Government 
willing to provide credit enhancement (e.g. guarantees) in some 
form or the other, in favour of Zimbabwe? Or is the SA 
Government prepared to put together a special arrangement for a 
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package of projects – and have these projects subsidised, 
negotiated and protected under a specific bilateral dispensation? 
 
From a Project Finance Perspective (Investments) 

– Treat as ‘fragile state’ requiring different types and 
flexibility of funding in both the public and private 
sector 

• In assessing risk, one should also assess the 
developmental risk of not doing the project! 

– Need for short term finance directly for projects 
[working capital, trade finance, re-financing, etc.] and 
indirectly through local banking system 

– Need for Project Preparation Facilities to package large 
infrastructure projects 

• Therefore opening up long term financing 
opportunities in key infrastructure projects [e.g. 
North-South Corridor Projects] 

 
 
The Global Financial Crisis  
 

� Initially – when the crisis first broke – there was a perception 
that because Africa had fewer financial linkages with the rest 
of the world, and because of the shallow credit markets and 
unsophisticated financial systems, that Africa would 
somehow enjoy a greater degree of immunity to the crisis. 

 
� However, as the crisis has unfolded and reverberated across 

the globe, Africa has not escaped the consequences, amongst 
others; 

� Rising cost of funding as a result of illiquidity in 
financial/capital markets 

� Rising number of project delays, project 
postponements, and project cancellations 
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� Decline in trade – and therefore export earnings - as a 
result of receding global demand for goods and 
services, and because of steep declines in commodity 
prices 

� Escalating balance of payments complications as a 
result of falling foreign exchange earnings, as cited 
above 

� De-industrialisation driven by capital flight and 
shrinking lines of credit 

� Lower tax revenues accruing to the state and thus 
reduced ability of the state to provide basic welfare 
(social safety nets) for citizens amidst the crisis 

� A reduction in Diaspora remittances, and 
� (Possibly) reduced aid disbursements 

 
� Essentially, the combined impact of these occurrences from a 

project financing point of view, is to render what would 
otherwise have been economically viable projects into high 
risk categories with questionable viability. 

 
� However generally speaking, and due largely because they 

are coming off a low base, the economies of Africa have and 
will continue growing faster than in many other regions of 
the world.   
 

� Contributory factors include economic reforms and better 
economic management, rising investment and improved 
productivity, debt forgiveness, overseas development 
assistance, broadening of the economic base and better 
linkage to the global economy, and last but not least high 
commodity prices.  

 
� A continued global search for “yield” by international 

investors - given deteriorating global prospects and the more 
relatively favorable outlook in Africa, could result in 
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increased investment and finance availability for the 
continent. 

 
� African countries should re-double their efforts to develop 

their own domestic institutional investor base. This should 
and could be done without igniting a runaway inflationary 
cycle. Development of the domestic institutional investor 
base is predicated on the acceleration of structural change 
while maintaining macroeconomic stability – hardly an easy 
task in the middle of a global financial crisis. 

 
� There is a key role to be played by the DFI’s and IFI’s to 

shorten the crisis, and mitigate against its effects. The US$15 
billion war chest – recently announced and pledged through 
the African Financing Partnership that is coordinating a joint 
DFI/IFI response to the financial crisis – is a significant step 
in the right direction [this war chest is targeted to promote 
trade, strengthen the financial sector, increase lending for 
infrastructure projects, agri-business, and small and medium 
enterprises in Africa affected by the global economic 
meltdown]. 

 
� The development and financing of public-private 

partnerships to provide public goods and infrastructural 
services is another area of opportunity. Identifying and 
communicating opportunities for public-private partnerships 
to potential partners is a market-making investment banking 
activity. Supporting PPP’s with specialised advice and 
arrangement of financing offers interesting business potential 
for investors. Advice and assistance could extend to project 
preparation and transaction level legal and other advice to 
sponsors and governments.  

 
� Statistics from the Bank of International Settlements suggests 

that a significant proportion of the financial surpluses 
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generated in African countries are intermediated offshore into 
foreign markets. These deposits deepen the international 
markets rather than develop and deepen local financial 
markets. The opportunity here is to reverse this trend. 

 
� Stimulus packages being implemented by various 

governments provide further business opportunities during 
this crisis, however, two important caveats need to be noted. 
Firstly, stimulus packages will only be effective if implies 
greater capital expenditure as opposed to recurrent 
expenditure. Secondly, the possibility of igniting an 
inflationary spiral are real, and should not be underestimated. 

 
� In some African countries, however, the scope for 

countercyclical fiscal policies is limited. It depends critically 
on their macroeconomic and debt conditions and on the 
financing available. As in the case of many advanced 
economies, any discretionary measures should be timely, 
targeted, and temporary and accompanied by a definite exit 
strategy for reducing debt as the crisis eases. 

 
� The global financial crisis provides Africa with the 

opportunity to accelerate restructuring of its economies, 
improve corporate governance, and take advantage of the 
changing geopolitical environment in Africa that has seen the 
emergence of the likes of China, India, Russia, the Gulf 
States, sovereign funds, etc. that are gaining prominence in 
Africa. 

 
Planning; Lets prepare; Lets look ahead………… 
 
We must be careful not to let our current appetites steal away any 
chance we might have for a future feast. 
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“Isn’t it fascinating that most people plan their vacations/holidays 
with better care than they do their careers and their businesses. 
Perhaps that is because escape is easier than change!” 
 
Zimbabwe is abound with opportunities – backed by unique 
competitive advantages and a strong private sector relative to other 
developing countries. That is why there is such a fuss about 
Zimbabwe – conference here, mining indaba there, investor 
roundtables, etc…..endless! Haziperi! 
 
In conclusion, I don’t want to leave you with the impression that 
the international community is riding to the rescue of Zimbabwe, 
with banners flying, and deep pockets. It isn’t so!.......But I do want 
to say that the international community seems increasingly ready 
to work with you………..we must be patient but nevertheless 
expectant and, above all, persistent! 
 
Honourable Chairperson/Master of Ceremonies, Ladies and 
Gentlemen…… 
 
Thank you very much! 
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A Story about the tragedy of over-regulation by the South African Government:   
The Lord came to Noah, in South Africa, in the year 2008.  
 
The Lord instructed Noah to build another Ark and save two of every living thing along 
with a few good humans. "Here's the blueprint," said the Lord. "Hurry - in six months I 
start the unending rain for 40 days and 40 nights."  
 
Six months later the rain started. The Lord looked down and saw Noah weeping in his 
flooded yard - and no Ark. 
 
"Noah", he roared, "where is the Ark?" 
 
"Forgive me Lord," begged Noah. "Things have changed. I needed a building permit. My 
neighbors claim that I have violated the neighborhood zoning laws by building the Ark in 
my yard and the height limitation being exceeded. We had to go to the Development 
Appeal Board for a decision. Then the Department of Transport wanted a bond posted for 
the future costs of moving power, trolley and other overhead obstructions, to clear 
passage for the Ark's move to sea.  
 
I argued the sea would be coming to us, but they would hear nothing of this. "Getting the 
wood was another problem. There's a ban on cutting local trees in order to save an 
endangered bird species.  
 
I tried Lord to convince the environmentalists that I needed the wood to save the birds. 
No go! I gathered the animals, but then I got sued by the animal rights group. They 
insisted that I was confining wild animals against their will. As well, they argued the 
accommodation was too restrictive and it was cruel and inhumane to put so many animals 
in so confined a space.  
 
The Environmental Department decided that I could not build the Ark without filing an 
environmental impact statement on your proposed flood. I'm still trying to resolve a 
complaint with the Human Rights Commission on how many previously disadvantaged 
groups I'm supposed to hire for my building crew. The trade unions want me to hire only 
union-trades people with Ark building experience.  
 
To make matters worse, South African Customs and Revenue Agency seized all my 
assets, claiming I'm trying to leave the country illegally as well as with endangered 
species.  
 
So, forgive me Lord, but it would take at least ten years to finish this Ark." 
 
Suddenly the skies cleared and the sun began to shine, and a big rainbow stretched across 
the sky.  
 
Noah looked up in wonder. "You mean you're not going to destroy the world?" he asked. 
"No", said the Lord. "Your Government beat me to it ." 


