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INTRODUCTION

 In zooming in on the price hikes taking in the economy,

it is important to pay particular attention to the basic

principles of economics, the very principles

underpinning the functioning of this economy since

1980 when the country obtained Independence.

 What is important to note is that the principles never

change; only people may wittingly or unwittingly try to

bend them, much to their dismal failure. For Zimbabwe

to effectively tame the price hikes being experienced,

we have to therefore go back to the basics.



 The price hikes being experienced right now are both a pricing

madness and to a greater extent a response to the reality on the

ground. For the economy to return to a sustainable equilibrium, it is

important to first deeply reflect on what has gone wrong. The paper will

attempt to highlight on the key factors at play.

UNPACKING THE PRICE HIKES CONUNDRUM

 The price hikes being experienced in Zimbabwe are not unique. They

can be easily diagnosed by the basic principles of economics. The

price increases are either demand pull or cost push. They are being

caused by a rise in aggregate demand as well as increases in the

price of inputs such as raw materials. In either of these cases, there is

a cost that arises and has to be apportioned throughout the value

chain. Let us now get into the particular details of the phenomenon.

Back to basics



Inflation

 The official statistics from Zimstat say that inflation has gone 

down from 3.52 percent in January to 2.91 percent in June. 



FOOD PRICE MOVEMENTS

 Generally, there was notable upward movement in every food item between June 2017 and 

June 2018, as the graph below shows.



NON-FOOD PRICE MOVEMENTS

 As for non-food items, there were different patterns as some products recorded 

increases with others registering decreases. 



Basket Accuracy

• However, it should be noted that not every

product that goes into the consumer’s trolley is in

the consumer basket which measures about 120

items. Of those 120 products, nine products

(bread and cereals, meat, vegetables, alcoholic

beverages, clothing and footwear, rentals,

electricity, solid fuels and non durable household

goods) constitute 48.5 percent of the weights that

measure inflation. Given how the basket leaves

out other items that are daily used by consumers,

inflation becomes understated.



IMPORTED INFLATION





WIDENING TRADE DEFICIT



EXCHANGE RATE MOVEMENTS

• Given how the majority of retailers who stock imported 

products import them from South Africa, the exchange 

rate movements between the rand and the US dollar 

also play a determining role on the price that you see 

on the shelf. While the Rand has been strengthening 

from levels of USD1:R14.37 on 15 November 2017 to 

R11.77 ON 29 March, the trend has reversed ever 

since. The rand has been weakening again and stood 

at R13.21 on 25 July. This has made imports cheaper 

and has resulted in imports from South Africa rising, 

as can be shown by the graph below. 



Between February and June this year, imports from South 

Africa rose 33 percent to $1,22 billion, compared to $921 

million during the same period in the prior year. 
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THE LAW OF SUPPLY AND 

DEMAND

• Basically, when demand exceeds supply, there will be shortages. On the parallel markets, price

now takes a rationing function to allocate the erratic foreign currency. On the other hand, when

supply exceeds demand, prices fall. In our context, the supply of RTGS has been growing while

the demand for the US dollar has been growing. Consequently, the value of the US dollar

increased while that of the RTGS tumbled. We have seen the black market premium for the US

dollar rising from levels of around 40 percent in March to 100 percent right now. This lack of

equilibrium also explains the three tier pricing that is now rampant everywhere.

• The simple economic principle here is that: Good money should be scarce. In Zimbabwe, we are

currently witnessing that the scarcer the currency the stronger the value. RTGS balances have

grown excessively and in the process have lost their value significantly to the greenback. The

excessive growth of RTGS balances has diminished the cash to deposits ratio. A sustainable cash

to deposits ratio should be at least 15 percent. In 2009 the cash to deposits ratio was 35 percent

but went down to 6 percent in 2016. Currently bond notes and foreign currency cash holdings in

the economy total $600 million (with bond notes representing 55 percent of that amount) against

deposits of $8 billion, representing a cash to deposits ratio of 7.6 percent. This makes the

convertibility of bank balances to cash very difficult, resulting in massive shortages and high

premiums on the parallel markets.



WHY RETAILERS INCREASE PRICES

As alluded earlier, retailers exist to promote sustainable consumption and

production of goods and services. Price increases are not in the

interest of sustainable consumption as they tend to increase the cost of

living for the generality of the populace. But being price takers and

facing the obligation of providing adequate goods and services around

the clock, retailers are sometimes forced to respond to the market

reality. No one wants to walk into an empty shop. Most retailers sell

fast moving consumer goods, which means that they have to acquire

foreign currency fast to restock and meet demand. Anything short of

that will create shortages which will create further problems.

In light of the above, many manufacturers and retailers who wait for

unreasonable periods to get foreign allocations end up being

compelled to resort to the black market to get foreign currency at high

premiums which will be apportioned along the chain of distribution.



RISING INCOMES

Government this year allocated salary increases to civil servants. The

increased income represents increased consumption levels on the goods

market. It will obviously increase the demand of goods and services that

is not backed by an increase in productivity. Government will now have to

go out of its way to “print” more RTGS money to meet the increased

salary demands. It will also worsen foreign currency shortages and black

market premiums as those with the additional income will buy US dollars

which they regard as a better store of value.

SPECULATIVE PRICING

Some retailers now price their goods in anticipation of increases in the prices

of the their goods whilst there are on the shelf. Their rate of stock turn is

therefore factored in to come up with a pricing mechanism that caters for

anticipated premium increases on the parallel market. It cannot be

denied also that there are other retailers that are just bent on profiteering

from the whole situation.



QUEST FOR A NEW EQUILIBRIUM

In the midst of all this, we are saying market forces should decide the 

way forward. But we are suppressing the market forces by continuing 

to hold the belief that the US dollar’s value is equal to the value of the 

RTGS and bond notes. The use of the UN exchange rate (US$1:Z$35 

quadrillion), which was far bigger than the parallel market exchange 

rate during the Zimbabwean dollar era, in demonetizing the local 

currency is a precedent that formal exchange rates do not always 

reflect the reality of the market. Otherwise, if the official exchange rate 

was accurate, why did the central bank not use it as the applicable 

exchange rate for the purposes of demonetization? The continued 

suppressing of the market forces will only succeed in creating a fertile 

ground of a dual enclave in the economy that cannot be controlled by 

monetary authorities. It will only create a de facto central bank whose 

governor is the black market. 



IMPORT MADNESS
PRODUCT Feb to June 2017 ($) Feb to June 2018 ($)

Maize 72,197,657 36,101,390

Crude soya bean oil 41,314,384 55,242,333

Broken rice 31,628,308 53,163,691

Durum wheat 44,316,360 42,145,125

Uncooked pasta 3,971,966 6,519,367

Bottled water 4,359,164 7,855,762

Polyethylene 4,931,583 6,474,254

Rolled iron/steel 4,503,507 8,166,002

Screws and bolts 5,820,147 6,733,168

Household items 887,255 3,259,085



Paper 3,837,281 6,357,533

Flasks and jars 3,685,066 5,902,608

Corrugated paper 4,158,208 4,080,958

Sacks and bags 2,531,067 4,925,530

Soya bean flour and meal 7,922,745 5,861,855

Toilet paper 1,694,430 2,249,506

TOTAL 237,759,129 255,038,168

IMPORT MADNESS CONT’D



OTHER FACTORS TO LOOK AT

 Zimbabwe’s practicing conundrum requires decisive action to be taken, with more policy

measures being implemented. Even the International Monetary Fund has recently come out

saying that one of the conditions for Zimbabwe to get financing from the Fund after clearing

all its arrears with multilateral lenders is crafting a comprehensive and coherent

macroeconomic policy framework, including a strong programme of fiscal adjustment.

Below are some of the additional factors to consider.

 Industrial development

Government should expedite the launch of the industrial policy, trade policy and the local

content policy to chart the new industrial path. These critical policies are long overdue.

 Limit Expenditure

Government must also reduce its spending appetite as it has often financed its expenditure

runaway through the creation of additional RTGS which also created excessive demand in the

economy, as well as price increases.

 Recalibrate the priority list

The foreign currency allocation system should respond to the economic demands of the day,

and should not be seen to be working against the broad economic objectives. The central bank

should ensure that the foreign currency allocation benefits activities which move the economy

forward.





Cont’d

 Import substitution

Import substitution should be a deliberate move and there should also be a policy to that effect.

It should not only apply to finished goods but to raw materials as well.

 Protected companies

While some protected companies are benefitting from enhanced demand, they are not doing

anything to become competitive. Government should establish monitoring and evaluation

committees that ensure that all protected companies have concrete plans to become

competitive.

 Secure ports of entry

Government should also implement additional measures to secure the porous borders to avoid

the smuggling of restricted and dumped goods that delay the attainment of competitiveness by

local companies.

 Promote more foreign investment and remittances

While exports might be the main source of foreign currency right now; other potential sources

must be also enhanced. These include foreign investment.




