SOUTHERN AFRICA QUARTERLY
OVERVIEW AND ANALYSIS
2ND QUARTER 2014

ISSUE N° 13

angola
botswana
lesotho
malawi
mauritius
mozambique
namibia
são tome and príncipe (stp)
south africa
swaziland
zambia
zimbabwe

AFDB

Southern Africa Quarterly Overview

2ND QUARTER 2014

Regional Overview

II. Country Analyses

Analysis

http://www.afdb.org/en/countries/Southern-africa/

TABLE OF CONTENTS
I.

and

1
4

© 2014 African Development Bank Group
African Development Bank
Southern Africa Resource Center
339 Witch-Hazel Avenue
Highveld Extension 78
Centurion 0157
South Africa
Tel: 0861 BANK ADB

LEGAL DISCLAIMER
The findings, interpretations and conclusions
expressed in this report are those of the authors and
are not necessarily those of the African Development
Bank (AfDB). In the preparation of this document,
every effort was made to offer the most current,
correct and clearly expressed information possible.
Nonetheless, inadvertent errors can occur, and
applicable laws, rules and regulations may change.
The AfDB makes its documentation available without
warranty of any kind and accepts no responsibility
for its accuracy or for any consequences of its use.

PREFACE
The Southern African Resource Center (SARC) of
the AfDB produces the Southern Africa Quarterly
Overview and Analysis. The publication is part of
the AfDB’s surveillance of economic and policy
developments in Southern African countries. It also
draws some implications of quarterly developments
for the outlook period. Individual country reports are
prepared by the country economists and produced
from information gathered through consultations,
the review of country documents and other relevant
sources.
SARC staff under the direction of Kennedy Mbekeani
(Officer-In-Charge, SARC) prepared this report.
Ernest Addison (Lead Economist, SARC) led the
team responsible for writing the report. Wolassa
Kumo coordinated input from the authors. Imen
Chorfi prepared the data and graphics for the report.
Contributors to the various sections included: Emelly
Mutambatsere (Regional Overview), Joel Daniel
Muzima (Angola), George Honde (Botswana),
Edirisa Nseera (Lesotho), Peter Mwanakatwe
(Malawi), Ndoli Kalumiya (Mauritius), Andre Almeida
Santos (Mozambique), Martha Phiri (Namibia),
Flavio Soares Da Gama (São Tomé and Príncipe),
Wolassa Kumo (South Africa), Peninah Kariuki
(Swaziland), Peter Engbo Rasmussen (Zambia), and
Mary Manneko Monyau (Zimbabwe).

I. REGIONAL OVERVIEW
The Southern Africa region reported an acceleration of growth in over half of the countries in the
second quarter of 2014. In five countries, growth either decelerated or stayed on course. Growth
was strongest in Angola, which grew by 8.8 percent, driven by growth in non-oil activities in the
construction and energy sectors; followed by Mozambique, which grew by 7.5 percent, supported
by the acceleration of trade related activities, transport, telecoms, and manufacturing and electricity;
and Zambia, which grew by 6.5 percent following strong public expenditure in social sectors and
infrastructure. However, there are downward risks in the 2015 growth outlook of Angola and Zambia,
specifically the reduction in oil production in Angola due to low productivity of existing wells, and a large
fiscal deficit in Zambia. Although falling below the Southern African Development Community (SADC)
macroeconomic convergence target of seven percent, strong growth was recorded in Botswana and
Namibia, driven by increased mineral production benefiting from favourable international prices of
diamonds (in the case of Botswana) and strong construction activities in the mining and housing
sectors (for Namibia). In Malawi, growth was boosted by strong performance of the agriculture sector
following good maize and tobacco harvests, while in Mauritius, financial intermediation and a steady
performance of the tourism sector supported second quarter growth.
On the contrary, Zimbabwe experienced a significant deceleration in growth due to weak performance
of investment inflows, unfavourable international prices of major exports (particularly gold) and scaling
back of manufacturing activities, due to weak demand, liquidity constraints and inadequate electricity
supply. The expected growth for 2014 has therefore been revised downward, from 6.1 percent
expected at the beginning of the year, to 3.1 percent. South Africa reported a contraction in gross
domestic product (GDP) of 0.6 percent following a contraction in mining and manufacturing output due
to labour market unrest, weak recovery of the global economy, and domestic constraints to production,
particularly energy. Growth was also negatively affected by subdued private consumption, which was
a result of the negative effects of labour market unrests and weak growth in real disposable income.
Lesotho also reported a contraction of 2.1 percent, partly explained by the economic development
in South Africa, and also by the contraction in the manufacturing sector following the increased
competition in the United States market and subsequent closure of three textiles firms. In Swaziland,
growth decelerated to 2.1 percent primarily reflecting growth trends in South Africa.
Inflationary pressures mostly increased across the region. However, annual inflation rates stayed
within the single digit zone for all countries except Malawi. The lowest rates were reported in Zimbabwe
(0.08 percent), Mozambique (2.75 percent), and Botswana (4.5 percent) benefiting from a significant
deflation of food prices driven mainly by the depreciation of the rand (ZAR) against the dollar (in
the case of Zimbabwe), increased food supply from domestic sources (in Mozambique), and weak
domestic demand (in Botswana). Price developments in Mauritius also benefited from a moderation
in food prices, while in São Tomé and Príncipe (STP), easing food and fuel prices contributed to
moderating inflation. On the other hand, inflation in South Africa surpassed six percent, the upper
limit of the inflation target band, driven by a depreciation of the ZAR against major international
currencies, and a rise in food and administered prices. This had contagion effects on the rest of the
common monetary area countries, namely Namibia, Lesotho, and Swaziland. Food price inflation and
exchange rate depreciations also increased inflationary pressures in Angola and Zambia. The highest
inflation was reported in Malawi where inflation (at 22.5 percent) remained high, despite a moderation
compared to first quarter inflation explained by a relatively stable kwacha (MWK) following tobacco
exports, and easing food prices following good maize harvests.
Expansionary fiscal policies contributed to increasing fiscal deficits as well as debt levels across the
region. A widening of fiscal deficits was observed in all countries except South Africa and Botswana.
In South Africa a combination of revenue growth and fiscal consolidation measures has contributed
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to lowering fiscal deficit while Botswana benefited from higher revenues
from the mining sector and fiscal consolidation efforts. Factors that
contributed to a widening of fiscal deficits include lower oil exports
(Angola), a high public wage bill (Zimbabwe, Mozambique, Namibia
and Zambia), and election related expenditures as well as delays in
programmed budget support (Malawi). Even though public debt levels
are increasing to finance fiscal deficits in a number of countries (including
South Africa, Namibia and STP), they remain broadly within the SADC
macroeconomic convergence target of 60 percent of GDP with low risk
of debt stress. The highest debt levels are observed in STP (75 percent
of GDP) and are expected to rise further in 2014; while Mauritius, with
a debt level of 59.6 percent, is implementing capital projects that are
exerting upward risk on debt levels; and Zimbabwe with a debt level of
54 percent is implementing, under an International Monetary Fund (IMF)
staff-monitored program, reforms that are expected to restore investor
confidence and support arrears clearance on external debt.
Performance with respect to the external position of countries was mixed,
with four countries – Botswana, Malawi, Mauritius and STP – posting an
improvement in balance of payments driven by foreign direct investment
(FDI) inflows (Botswana), strong performance of tobacco exports
(Malawi), improvements in tourism receipts (Mauritius), and subdued
imports (STP). In Angola and Namibia, lower revenues from oil and
mining affected negatively both the external position and the amount of
reserves. However, Angola still posted a trade surplus despite this decline.
In Lesotho, the higher price of imports, mostly from neighbouring South
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Africa, had similar effects. Zambia experienced higher growth in imports
relative to exports, which contributed to a narrowing of the trade surplus.
However, the USD 1 billion EuroBond contributed to restore reserves to
3.5 months of import cover. South Africa experienced a mild deterioration
of the trade balance (with a marginal reduction in reserves to six months
of import cover) explained by stronger growth in imports of machinery
and infrastructure equipment, against a slower growth in exports. Only
three countries – Angola, Botswana and South Africa – met the SADC
macroeconomic convergence targets of six months of import cover on
reserves.
Countries in the region are implementing a number of reforms to strengthen
growth and mitigate domestic and external risks. These include: (i)
reforms to broaden the tax base in Angola and STP, and a tax reform
program including the establishment of a revenue agency in Namibia;
(ii) reform of state-owned enterprises to improve their effectiveness and
contribution to economic growth in Botswana; (iii) de-monopolisation of
the telecommunications sector in STP; and, (iv) the removal of trade
restrictions on maize in Zambia. Zambia is also implementing reforms
to move the electricity market to cost recovery. Going forward, countries
should intensify efforts to curb recurrent public expenditures, implement
structural reforms toward economic diversification, and strengthen public
finance management systems. Infrastructural bottlenecks are restraining
growth in a number of middle-income countries including Mauritius and
South Africa, highlighting the need for further reforms to improve private
sector investments in infrastructure.
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II. COUNTRY ANALYSES

ANGOLA
HIGHLIGHTS
•

Angola is expected to maintain strong economic growth at 8.8 percent
in 2014. However, the latest IMF Article IV Consultation mission
warned about a potential decline due to a reduction in oil production.

•

Fiscal revenues declined by USD 1.5 billion over the first four months
of the year, due mainly to a decline in oil exports.

I.

to 5.8 percent during the same period. This led to a slight increase in the
average spread between lending and deposit interest rates to levels close
to 7.75 percent in April, up from 6.68 percent in March.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: According to Ministry of Planning estimates, Gross
Domestic Product (GDP) is expected to grow by 8.8 percent in 2014
up from 5.1 percent in 2013. The non-oil sector is expected to grow by
9.9 percent, driven mainly by the construction and energy sectors. The
economy remains heavily dependent on oil, which accounts for 47 percent
of the GDP, 75 percent of government revenues and 95 percent of the
country’s exports. Agriculture and manufacturing are yet to take off due to
structural bottlenecks. The lower-than-expected oil production and slow
expansion of agriculture output may lead to a moderate economic growth
rate, according to the latest assessment by the IMF. Unemployment
remains high at 26 percent, and is most predominant among the youth.

Monetary Policy and Banking System: The National Bank of Angola (BNA)
has been pursuing a prudent monetary policy stance since the beginning of
the year. Annualised monthly inflation moderated to 6.89 percent in June
from 6.95 percent in May. Food and non-alcoholic beverages remain the
major determinants of inflation. Money supply (M3) declined by 0.29 percent
in May from a growth of 5.3 percent in April 2014. The slow growth of money
supply was due to a monthly decline in total deposits in the banking system.
Monetary policy impacted the various segments of the money market in
different ways. In the interbank funds market, the Luanda Interbank Offered
Rate (LUIBOR) for overnight transactions fell by 10 percentage points to
reach 2.96 percent, year-on-year in May, reflecting the level of liquidity in
the banking system. The situation was different in the other segments. The
maximum rate applied by commercial banks for private sector lending for
181 days to 1-year period increased from 12.7 percent in March to 13.55
percent in April. In contrast, the deposit rates declined from 6.02 percent

In light of the positive developments in the money markets and stable
inflation, the Monetary Policy Committee of the BNA decided, in June
2014, to maintain the policy interest rate at 9.25 percent a year and the
lending facility interest rate at 10 percent. In contrast, the reference rate
for the permanent facility for liquidity absorption was increased from 1.5
percent a year in March 2014 to 1.75 percent in June 2014. Credit to
the economy registered a slow expansion of 1.22 percent in May 2014.
This trend reflects the relatively undeveloped financial sector due to low
levels of intermediation (only 23 percent of the population have access to
banking services), weak credit risk management capacity (relatively high
level of non-performing loans, around 9.8 percent in the last quarter of
2013), high borrowing costs and lack of institutional and legal structures
facilitating the development of small and medium enterprises (SMEs).

The first six months of the year witnessed exchange rate fluctuations
with potential pass-through effects on inflation. Lower-than-expected oil
export revenues led to a decline in the availability of foreign exchange in
the market and consequent depreciation of the kwanza by 0.68 percent
against the United States dollar (USD) at the end of June 2014 when
the currency closed at 97.68 per USD. Moreover, the introduction of new
Southern Africa Quarterly Overview and Analysis
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regulations restricting foreign currency transactions (Notice 01/2014,
BNA) in March 2014, as well as the enforcement of the new exchange rate
regime for the oil sector, contributed to widen the exchange rate spread
from 4.5 percent in January 2014 to about 18.7 percent in June 2014.
In order to stabilise the exchange rate and ease the backlog in fulfilling
foreign currency buying orders by commercial banks on behalf of their
clients, the BNA increased foreign exchange sales significantly in May and
June 2014, in a cumulative amount of around USD 6.51 billion.

Fiscal Policy: Following its fiscal consolidation strategy, Angola continued
to enjoy a low fiscal deficit of 1.5 percent of GDP in 2013, well below the
3.8 percent threshold initially stipulated in the 2013 State Budget Proposal.
For 2014, the government prioritised interventions aimed at enhancing
macroeconomic stability, structural reform, improved governance and
institutions, and investment in priority sectors. Since the beginning of the year,
targeted government spending is on-going in infrastructure development
with a focus on energy and water, power, transport, and construction. The
successful execution of the country’s infrastructure investments is expected
to result in an overall fiscal deficit of 4.9 percent of GDP.

Preliminary data from the Ministry of Finance shows that revenue for the
first four months of the year was down by AOA 151 billion (USD 1.5 billion),
a 12.6 percent drop over the same period in 2013. The drop in revenue
was due mainly to decline on oil exports, which were down by more than
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18 million barrels (9.5 percent) to just over 192 million barrels. Angola’s
oil revenue has been falling since 2012 due to low production, a situation
that is likely to be reversed in 2016 as new investments come on-stream.
For 2014, Angola’s oil revenues are estimated drop by USD 4.5 billion.
The government plans to cover the deficit with credit lines amounting to
USD 5.6 billion to be guaranteed by bilateral creditors and multilateral
institutions. Consistent with booming construction projects, the execution of
fiscal expenditure experienced a growing trend during the first four months
of the year, reaching 28.5 percent of the total budgeted expenditure of USD
55.03 billion. Recurrent expenditures take up the bulk of the budget (38
percent) followed by statutory transfers (37 percent). At 25 percent, capital
expenditure is far below the 35 percent target for the year. Angola’s public
debt is expected to rise significantly from USD 32.4 billion (26.6 percent of
GDP) in 2013 to USD 37.9 billion (29.2 percent of GDP) in 2014. Despite the
rising public debt, the country remains at a low risk of debt stress.
External Sector: Angola’s external position deteriorated in 2013, with
the current account surplus declining to 5 percent of GDP down from 9.2
percent in 2012. Data from the National Institute of Statistics show that
during the first quarter of 2014, exports declined by 10.55 percent yearon-year. Lower oil production led to an 11.13 percent year-on-year decline
in oil export revenues. Imports declined by 22.64 percent year-on-year,
coinciding with the lower availability of foreign exchange in the market.
Furthermore, the decline in import growth resulted partly from the 1 March
2014 entry into effect of a new more protectionist import tariff schedule for
selected agriculture and light industry products. Overall, the products that
registered significant reductions in imports are: food and agricultural (33.05
percent), chemical, mining and timber products (42 percent) and mechanical
equipment and machinery (29.37 percent). The trade balance continued to
be in surplus despite declining by 5.4 percent to USD 11.47 billion in the first
quarter of 2014 from about USD 12.1 billion in the corresponding quarter
of 2013. The adoption of a revised customs tariff structure in March 2014
is expected to impose further restrictions on imports of goods that are part
of the food basket tariffs on selected manufactured goods in an effort to
promote the infant local industry. The country’s external position, which had
been affected by weak oil exports, was worsened by an increase of the
central bank’s provision of foreign exchange to the market in late May 2014.
As a result, the country’s gross international reserves decreased to USD
32.1 billion in May 2014 from about USD 32.4 billion in April 2014

ANGOLA
II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

In June 2014, the National Assembly approved the Tax Package
containing five draft codes (the General Tax Code, Tax Process Code, Tax
Enforcement Proceeding, the Corporate Tax and the Work Income Tax
Code) as part of the government’s major tax reform programme, which
aims to boost non-oil tax revenue as a means to diversify the economy. The
main target is to enhance a broader tax base that will consequently play a
critical role in reducing natural-resource dependence and vulnerability to
international commodity prices and demand volatility. Other key objectives
of the current tax reform are to: (i) improve revenue collection and
redistribution mechanisms, (ii) broaden fiscal decentralisation, (iii) reduce
tax evasion, and (iv) strengthen the institutional and legal foundations of
the tax administration.

III. DONOR COORDINATION AND
COUNTRY DIALOGUE
Following the approval of the Power Sector Budget Support Program, the
Bank’s representation office in Angola is currently leading the process of
preparing an integrated Public Expenditure Management and Financial
Review System. The assessment is being prepared jointly with the
Ministry of Finance and aims to: (i) assess the efficiency of the country’s

expenditures in general terms; (ii) assess the country’s public investment
framework; and, (iii) determine the scope and efficiency of the public
procurement on public expenditure, particularly in the energy sector. The
assessment will also make recommendations through a comprehensive
action plan to be implemented with the support of other development
partners in Angola.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
Angola continues to exhibit strong economic growth rates. However, there
is a need for the country to implement comprehensive structural reforms
in order to enhance sustainable growth. These measures include: (i) the
return to fiscal surpluses, by mobilising additional non-oil tax revenues,
improving the efficiency of public investment and reducing current
spending, including phasing out fuel subsidies, while mitigating the impact
on the poor through well-targeted employment generation initiatives, (ii)
the continued improvement of the business climate to boost economic
development, competitiveness and export diversification, through large
investments in the non-oil sector, mainly in agriculture, but also in
electricity, manufacturing and services, and (iii) the further strengthening
of the financial system by continuing to improve the transparency and
accountability of banks and enhancing bank supervision.

Southern Africa Quarterly Overview and Analysis
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BOTSWANA
HIGHLIGHTS
•

Botswana’s economic growth continues to recover well; it grew by 5.5
percent in the first quarter of 2014.

•

Inflation has remained low (within the Bank of Botswana’s objective
range of 3 percent to 6 percent) since the beginning of 2014.

•

Botswana’s fiscal position remains strong with an overall budget
surplus of nearly 1 percent of GDP.

•

The current account surplus narrowed during the first quarter
compared to a similar period in 2013.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: The GDP grew at an annual rate of 5.5 percent in
the first quarter of 2014, compared with 4.4 percent the previous quarter.
The growth was underpinned by the recovery in mineral production, which
benefited from a 23.6 percent increase in the diamond sector. All the
other sectors, but one, grew by more than 2 percent in the first quarter.
However, economic growth was pulled down by the negative contribution
from the water and electricity sector, which contracted by 103.9 percent in
the first quarter. The real GDP is expected to moderate to about 5 percent
in 2014 from 5.9 percent in 2013. The uncertain external environment,
particularly the potential slowdown in emerging markets, and persistent
electricity supply problems continue to pose substantial downside risks to
Botswana’s economic outlook.

Monetary Policy and Banking System: Since the beginning of 2014,
inflation has remained below the 6 percent upper limit of the Bank of
Botswana’s objective range. Headline inflation increased slightly to 4.6
percent in June 2014 after remaining steady at 4.5 percent in the previous
two months. The low inflation is attributed largely to a base effect of the
fuel price increase in 2012 and the appreciation of the pula (BWP) against
the ZAR. The core inflation rate also inched up slightly to 4.2 percent in

8

June 2014 after stabilising at 4.1 percent for the previous two months.
The authorities expect inflation to remain within tolerable levels in the
medium term due to weak demand and a moderation in external price
developments. On this basis, the Bank of Botswana has maintained the
bank rate at 7.5 percent during the second quarter of 2014 to support
domestic economic growth.
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Fiscal Policy: Reflecting the government’s commitment to fiscal
consolidation, the fiscal position remains strong with an overall budget
surplus of BWP 1.326 billion (0.97 percent of GDP) projected for the
2014/15 financial year. For a third successive financial year since the
2008 global financial crisis, the government recorded a budget surplus
on account of higher mineral revenues and the rebalancing of spending
priorities, including reigning in current expenditure. Botswana’s gross
public debt remains sustainable and below the country’s debt ceiling of 40
percent of GDP (20 percent external and 20 percent domestic). However,
the external debt breached the country’s public external debt ceiling of
20 percent. The stock of Botswana’s gross external debt rose sharply in
recent years due to increased borrowing to address the shock arising from
the global economic crisis; it decreased to 26 percent of GDP in 2013 from
28.5 percent in 2012.

BOTSWANA
External Sector: Botswana’s current account surplus narrowed to
BWP 1.818 billion during the first quarter of 2014, compared with BPW
2.232 billion recorded in a similar period in 2013. The reduced surplus
was due to weak exports, reflecting a fall in diamond exports. Exports fell
by 25.8 percent while imports contracted by 18 percent over the same
period. Consequently, Botswana’s merchandise trade balance shifted to a
deficit of BWP 1,073 million during the first quarter of 2014 compared to a
surplus of BWP 297 million during the corresponding quarter in 2013. The
financial account, comprising direct investment, portfolio investment and
“other” investment, registered a net inflow of BPW 445 million, compared
with a net inflow of BPW 208 million in the first quarter of 2013. Overall
the balance of payment recorded a surplus of BWP 2,856 million during
the first quarter of 2014, a significant improved compared with BWP 75
million recorded during the corresponding quarter in 2013. Botswana’s
international reserves at the end of the first quarter of 2014 reached USD
7.99 billion, equivalent to about 13 months of import cover.

II.

DONOR COORDINATION

The Bank participated in the first bi-annual Development Partners Forum
Meeting for 2014, which was convened by the Ministry of Finance and
Development Planning on 19 June. The forum was attended by a number
of development partners resident in Botswana, including the World
Bank, the European Union, various United Nations agencies, United
States Agency for International Development, and other bilateral donors
including Brazil, China, the Deutsche Gesellschaft für Internationale
Zusammenarbeit, the Japan International Coordination Agency, Japan,
Brazil and the United Kingdom. The forum exchanged information
on various areas of collaboration and mutual interest including:
macroeconomic developments; the preparation of Botswana’s Eleventh
National Development Plan and New National Vision Beyond 2016; the
development of the National Monitoring and Evaluation System; and the
finalisation of the draft National Climate Change Policy.

III. INSTITUTIONAL AND
STRUCTURAL REFORMS
Public Enterprises: Cognisant of the fact that state owned enterprises
(SOEs) have become complex and government subventions to them
have grown substantially over the years, the government is implementing
measures to ensure that SOEs continue to contribute to the country’s
economic growth. The measures include: (i) the implementation of the
privatisation policy in order to reduce the burden on public resources; (ii)
the merging of some SOEs, including the Botswana Postal Services and
Botswana Savings Bank, which was concluded towards the end of the first
quarter of 2014; and, (iii) the introduction of guidelines for the operation
and management of existing SOEs.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
Botswana continues to depend mainly on the diamond mining industry.
A slowdown in global demands for diamond negatively affects economic
growth and the current account. The global financial crisis of 2009
exposed the country’s vulnerability to external shocks. Botswana needs
to accelerate its economic transformation from the primary sector to
advanced manufacturing and services in order to reduce its vulnerability
to shocks in the diamond trade. The country will need to revive the growth
of its private sector investment and increase the productivity of economic
investments. To achieve this, the government needs to invest in high
impact infrastructure to improve competitiveness, continue to improve the
regulatory environment to ensure that it is friendly to business, and further
enhance skills development.
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LESOTHO
HIGHLIGHTS
•

The economy showed signs of a slump largely due to challenges in
the manufacturing and mining sectors as well as the winding up of key
construction activities.

•

A fiscal deficit of 5.4 percent of GDP was recorded during the first
quarter driven by increased government spending, which more than
offset the moderate increase in revenues.

•

The annual inflation reached 5.6 percent, with high energy and food
prices being the main drivers.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Following modest economic growth in the fourth
quarter of 2013, the economy slumped in the first quarter of 2014. The
economy contracted by 2.1 percent. The slowdown is in part a reflection
of the underlying structural problems currently affecting the economy. This
led to a decline in activities in manufacturing, mining, electricity, water
and construction. The manufacturing sector was heavily affected by the
closure of operations by three garment manufacturing firms. The sector is
experiencing critical challenges including competition in the United State
market from Asian and other African producers of textiles. Owing to the
temporary closure of the Liqhobong Mine since October, the mining sector
was affected. The sector could not take advantage of the high global
demand for diamonds during this period. The activities in the construction
sector dropped during the quarter under review owing to the winding up
of major construction work including at Metlong Dam project during the
fourth quarter of 2013. On a year-on-year basis economic growth during
the first quarter was recorded at 9.8 percent. Based on the available
employment statistics, employment in the Lesotho National Development
Cooperation’s assisted companies declined by 3 percent on a year-onyear basis during the first quarter, which compares unfavourably with the
recorded employment growth of 4.6 in the fourth quarter of 2013. The
decline was in response to the closure of the textile and clothing firms
during the first quarter of 2014.

10
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Monetary Policy and Banking System: Monetary policy remained
accommodative in the first quarter of 2013 as net credit to government
increased to provide the required financing for the fiscal deficit. Monetary
easing was also supported by an increase in the net foreign assets of
the commercial banks. However, commercial banks’ stringent borrowing
requirements lead to non-favourable credit conditions for the private sector.
This was prompted by the need to reduce non-performing and unsecured
loans. Consequently, money supply broadly defined as M2 expanded by
5.1 percent on a quarter-on-quarter basis and 31 percent on a year-onyear basis. Inflationary pressure, which had subsided at the end of the last
quarter of 2013, started to build up at the beginning of the first quarter in
2014. Inflation reached a high of 5.7 percent in February before declining
to 5.6 percent by the end of the first quarter in March 2014. The relatively
high inflation reflects developments in South Africa, from where the bulk
of Lesotho’s imports hail. The main drivers for inflation were increases
in prices for transport, housing, electricity, gas and other fuels, alcoholic
beverages and tobacco, food and non-alcoholic beverages. The rise in
the price index for food echoed increases in the global price of cereals
(maize and wheat) in response to the unfavourable weather conditions in
the main producing countries. Upside risk to the domestic inflation outlook
remained high, emanating from potentially higher food prices.

Fiscal Policy: During the first quarter of 2014 the government recorded
a fiscal deficit of 5.4 percent of GDP from a surplus of 12.7 percent in the
previous quarter. The deficit was a result of government spending (79.3
percent of GDP) superseding revenues (73.9 percent of GDP). The increase
in spending was mainly driven by a 17 percent rise in the compensation
of employees (wages, salaries and employer contributions). There was a
spending surge of 53.9 percent under the employer contribution owing to
the expansion of the retiring public officers in the category of unfunded
social contribution. There was also rise in purchases of goods and
services by 114.4 percent which was high. It mainly reflected high growth
in operating cost related to unitary payment to Tšepong Consortium.
This was in lieu of a public-private partnership arrangement with the
government of Lesotho to build, operate and transfer Queen Mamohato
Memorial Referral Hospital after a period of 15 years. Additionally, there
were increases in all other expenditures including wages and salaries;

LESOTHO
goods and services; and capital (50.6 percent) during the quarter under
review.

In spite of the noticeable efforts to shift resources from recurrent to capital
spending during the first quarter, the former dominated by compensation
of employees, is still high (79.2 percent of total spending). On the Revenue
side, the increase was on the back of the rise in taxes on property; taxes on
international trade as well as taxes on goods and services dominated by
value added taxes. Notwithstanding the above, domestic tax mobilization
still remains lackluster as the Lesotho Revenue Authority is still dependent
on Southern Africa Customs (SACU) receipts (40 percent of Revenues).
Public debt remained at 43.5 percent of GDP during the first quarter with
the external component constituting 88.4 percent of the public debt.
External Sector: Lesotho’s current account balance deteriorated during
the first quarter of 2014 registering a deficit of 4.7 percent of GDP compared
to a surplus of 1.6 percent the previous quarter. The deterioration largely
reflects the widening of the trade deficit as a result of increased value
of imports arising from higher government import demand and increased
import price. Gross international reserves in terms of months of import
cover dropped from 5.1 in the first quarter of 2014 from 6.2 in the previous
quarter largely reflecting increased government amortisation involving
repayment of interest and principal for the foreign loans.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

During the first quarter, as part of the institutional reforms, the development
partners were briefed on progress with regard to some policy reforms that
have been designed to pave the way for the effective implementation of
the National Strategic Development Plan (NSDP). The reforms include
the resuscitation and strengthening of the Projects Appraisal Committee,
renamed the Public Sector Investment Committee (PSIP), which will deal
with the selection of projects. The PSIP is expected to open up some
fiscal gap for new projects that will be implementing the NSDP. Some of
the problematic projects might be pushed to an earlier finish and others
redesigned. Additionally, the proposal to form working groups (including
civil society) to cover all sectors is expected to improve the implementation
of the NSDP. In support of the NSDP and implementation of critical reforms,
the AfDB approved projects in 2013. These projects include Lesotho
Lowlands Water and Sanitation, Institutional Support for Enhancement
of Public Financial Management, and eGovernment Infrastructure. These
projects have not yet disbursed because of effectiveness delays. The
financing agreements for these projects have already been signed and
the legal opinions are being finalised.

III. DONOR COORDINATION
During the quarter under review, two donor co-ordination meetings were
held, one on decentralisation and another on the NSDP. Members of the
Development Partners Consultative Forum attended these meetings.
These were briefing meetings with the overriding objective of sharing
the newest information about decentralisation policy and the NSDP.
Decentralisation is proceeding well. Countrywide consultations had been
completed and decentralisation policy formulated for approval during the
first quarter of 2014. The government has already requested the IMF
to provide technical assistance on fiscal decentralisation strategy. This
is expected to integrate decentralisation into broader fiscal policy. With
regard to the NSDP, the cabinet approved the Monitoring and Evaluation
Framework that will be linked to both district economic strategies and the
strategies prepared by line ministries. Underlined was the need for a joint
action plan between the government and development partners, which
will allow for the aligning of development cooperation to national priorities
and results, taking into account different mandates and comparative
advantages of development partners.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
There is a risk of internal as well as external vulnerabilities as domestic
prices continue to rise in response to higher energy prices and global
shortages for cereals. The macroeconomic impact as well as the social
impact of imports of cereals and energy continued to be severe. In
particular, higher cereal prices tend to weigh heavily on poorer households.
This underlines the need for widening the production base for some of the
imported items in a bid to make the country self-sufficient and minimise
exposure to higher international prices.
Southern Africa Quarterly Overview and Analysis
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MALAWI
HIGHLIGHTS
•

Peter Arthur Mutharika was elected as Malawi’s fifth President and
pledged to address corruption and reform the public sector.

•

Growth for 2014 is projected to accelerate to within the range of
5.5 percent to 6 percent, from 5 percent in 2013. Meanwhile, fiscal
pressures remain intense due to delays in the release of programmed
external budgetary support, resulting in increased domestic borrowing.

•

I.

Inflation continues to decline largely due to increased food availability
and relative exchange rate stability.

MACROECONOMIC MANAGEMENT

Economic Growth: Real GDP for 2014 is projected to grow within the
range of 5.5 percent and 6 percent up from 5 percent in 2013. Expansions
in agriculture, information and communication, construction, transport and
storage, and financial services are expected to lead growth in 2014. A
bountiful maize harvest, and expansion in output of tobacco and other
cash crops, will boost agricultural growth in 2014.

According to the second round of the crop survey, the national maize
output for 2014 is estimated at 3.9 million metric tonnes compared to 3.6
million metric tonnes in 2013. The increase in maize output for the second
consecutive year is attributed to favourable weather conditions, and has
been facilitated by improved access to fertiliser through the Farm Input
Subsidy Programme and the Farm Input Loan Programme. The volume of
tobacco sales for 2014 is expected to surpass that of the previous season.
By the end of June, the volume of tobacco sold at auction had reached
116.5 million kg. This represents an increase of 13 percent on the 2013
sales volume of 103.71 million kg. However, in terms of value, tobacco
sales stood at USD 205.80 million at the end of June, 2.3 percent lower
than the same period in 2013. The slight drop in the value of tobacco sold
at auction is due to the decline in the average price of tobacco leaf from
USD 1.85/kg in 2013 to USD 1.62/kg.
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Expansion in mining activity will be subdued owing to the suspension of
uranium mining operations at the Kayelekera Mine on account of depressed
global prices. While the viability of uranium mining is challenged by low
prices, the medium term growth prospects for the sector are favourable,
especially as mineral exploration activities intensify and production of new
minerals, such as nickel, come on stream in the next five years.
There are several risks to Malawi’s growth outlook. These include: (i)
delays in disbursement of donor financial assistance to the budget due
to concerns over corruption in the wake of the “Cashgate” fiscal scandal;
(ii) high lending interest rates; and; (iii) the slow recovery of the global
economy, which may weaken prices of Malawi’s export commodities.
Monetary Policy and Banking System: Inflation, which peaked in
January 2014, has been on a downward trajectory since February 2014.
However, the deceleration in inflation has been slower than anticipated.
Headline inflation fell to 22.5 percent in June 2014 from 24 percent in
March, driven by both food and non-food prices. Food inflation, which
accounts for 52 percent of the Consumer Price Index (CPI) basket, rose
marginally from 19.4 percent to 19.9 percent, with non-food inflation
declining by 3.2 percentage points to 25.7 percent. The deceleration
in non-food inflation is attributed to the relative stability of the kwacha
(MWK) following commencement of the tobacco-selling season, coupled
with tight monetary policy. Urban inflation decelerated to 29.9 percent in
June 2014 from 34.3 percent in March 2014, while rural inflation increased
slightly to 19.2 percent from 18.5 percent in March.

The easing of food prices is largely due to the improved availability of
food following a good maize harvest. It is expected that the decline in
inflation will be sustained into the next quarter, as the MWK continues to
be resilient and food stocks remain sufficient. The disinflation momentum,
however, may slow down in the last quarter of 2014, as the lean season
sets in and pressure on the exchange rate builds up. Other upside risks to
the inflation outlook includes anticipated hikes in utility prices, as well as
fiscal pressures. Annual headline inflation is therefore projected to reach
19.6 percent at the end of 2014, significantly higher than the previous
forecast of 9.4 percent, while average annual inflation is expected to
decline from 28.6 percent end 2013 to 14.4 percent.

MALAWI
exchange reserves to ensure a steady supply of foreign exchange to
the market and minimise exchange rate volatility during the coming lean
season.
The MWK appreciated by 6 percent during the second quarter of 2014
reaching MK 398 to USD 1 in June 2014 compared to MK 422 at the
end of March, 2014. The MWK’s appreciation is attributed to increased
inflows of tobacco sales coupled with a low demand for foreign exchange.
During the period the exchange rate exhibited less volatility compared to
the previous period. This is due in part to the Reserve Bank of Malawi’s
proactive intervention in the foreign exchange market. The purchase
of foreign exchange from commercial banks has helped reduce the
magnitude of the MWK’s appreciation. While exchange rate pressure
may intensify as the tobacco lean season approaches, the current level
of reserves is sufficient to support the MWK. Sustained exchange rate
stability will require continued fiscal consolidation and monetary policy
tightening to contain aggregate demand.
Money market interest rates exhibited high volatility during the quarter.
Inter-bank interest rates averaged 15 percent in June compared to 9
percent in March. The average interest rate on treasury bills rose to 23.3
percent in June from 14.5 percent in March, partly reflecting reduced
liquidity in the banking system.

The Malawi national bank policy rate remained unchanged at 25 percent
in view of the elevated risks to inflation. Consequently, commercial banks’
lending rates continued to be high over the quarter. The average lending
rate stood at 37 percent in June compared to 36 percent in March. High
lending rates pose a risk to financial stability and are negatively affecting
private sector investment.
International reserves declined from USD 479 million (2.5 months import
cover) in March to USD 462 million (2.4 months import cover) in June.
The foreign exchange reserves are expected to be further augmented
by inflows from tobacco sales over the remaining weeks of the tobacco
season. The resumption of disbursement of budgetary support by some
development partners will help boost the reserve position further. The
Reserve Bank of Malawi is committed to prudent management of foreign

Fiscal Policy: Budget execution during the third quarter of the 2013/14
fiscal year was constrained by the shortfall in resources. The shortfall
emanated from the suspension of external budgetary support following
the “Cashgate” scandal. Total expenditure amounted to MK 135.7 billion,
broken down into MK 122 billion as recurrent expenditure and MK 40 billion
as development expenditure. Actual aggregate expenditure fell short of
the target of MK 162 billion by MK 26 billion. The underperformance on
planned expenditure affected service delivery adversely, and resulted in
an accumulation of domestic arrears.

Domestic revenue performance in the third quarter was relatively strong.
Total domestic revenue (MK 97 billion) surpassed the target (MK 104
billion) by MK 7 billion. The shortfall represented 16 percent of projected
expenditure. Similarly, non-tax revenue (MK 8.6 billion) overperformed by
MK 600 million. In contrast, grants grossly underperformed. Out of the
projected aggregate grant amount of MK 42 billion, only MK 12 billion was
disbursed. The overall fiscal deficit for the quarter amounted to MK 18
billion against the projected deficit of MK 8 billion. The fiscal deficit was
financed largely through domestic borrowing, as disbursement on external
loans was slow. Based on recent fiscal developments, total expenditure
outturn for the whole fiscal year is projected at MK 609 billion against the
revised planned budget of K 643 billion, while the expected total domestic
Southern Africa Quarterly Overview and Analysis
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MALAWI
revenue outturn is MK 430 billion against the revised projection of MK 428
billion. The overall fiscal deficit for the fiscal year is projected to widen to
MK 76 billion from the planned amount of MK 64 billion. The fiscal deficit
will be financed mostly from domestic borrowing.

state of the nation address, President Mutharika outlined the broad
policy direction of the new government. He pledged to fight corruption
and deepen institutional reforms to foster good governance and achieve
inclusive growth and development.

External Sector: The current account deficit is projected to narrow to
2.5 percent in 2014 from 3.5 percent in 2013. The improvement in the
current account will be driven by the expected reduction in trade deficit
due to strong tobacco exports, along with slow import growth. The
expansion in tobacco exports is expected to offset the loss in uranium
export revenues following the suspension of uranium mining operations.
Resumption of donor programmatic support in the second half of 2014 will
contribute to the projected improvement in the current account. However,
the improvement may not be sustained in 2015, as imports are projected
to increase faster due to increased economic activity. It is, therefore,
important for the government to accelerate the implementation of the
National Export Strategy in order to diversify the export base and increase
foreign exchange earnings.

The new government has also undertaken to pursue sound fiscal and
monetary policy with a view to reducing macro imbalances, bringing
down inflation and interest rates, and improving resource mobilisation
and allocative efficiency. Macro stability would ensure attainment of full
economic recovery, leading to sustainable economic growth.
The new government recognises the role of the private sector as the engine
of growth and will pursue regulatory and business climate reform aimed
at reducing the cost of doing business and attracting private investment,
especially in sectors with high growth potential, like mining and tourism.
The reforms will also seek to improve transparency in the management
of revenues from minerals and other natural resources to ensure that the
wider population share the benefits.
The new government will continue with the National Export Strategy
adopted by the previous government. Export diversification efforts will be
enhanced with a view to increasing Malawi’s foreign exchange earnings
and building resilience.

III. ISSUES NEEDING PARTICULAR
ATTENTION
High inflation and exorbitant interest rates continue to pose a risk to
growth and poverty reduction prospects. Continuation of prudent fiscal
and monetary policy is necessary to contain inflation and bring down
interest rates. Initial policy signals from the new government bode well for
achieving macro stability in the short term. The restoration of price stability
will, however, also require a deepening of supply side reforms in order to
expand the production base and improve competitiveness.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Peter Arthur Mutharika was inaugurated on 5 June 2014 as the fifth
President of Malawi following highly competitive elections. In his maiden
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The government continues to face huge financing shortfalls, emanating
from the non-release of external budgetary support over concerns with
the Public Financial Management (PFM) system. It is, therefore, important
that the government restore confidence in the PFM system and unlock the
flow of external budgetary support by vigorously implementing short-term
actions to address weaknesses in the PFM system and also implementing
a comprehensive PFM reform strategy.

MAURITIUS
HIGHLIGHTS
•

The government is in the process of drafting an economic ‘blue-print’
offering a strategic vision for a more diversified and resilient economy
and an action plan to achieve high-income country status by 2025.

•

The GDP growth forecast for 2014 was trimmed to 3.5 percent from
the 3.7 percent projected in March 2014 due to weak demand in the
Eurozone and lower than expected growth in the construction, textiles
and information and communication technology sectors.

•

At the May 2014 meeting, the Monetary Policy Committee of the Bank
of Mauritius maintained the key repo rate at 4.65 percent, given the
weak economic outlook and subsequently low risk of inflation.

The current account deficit narrowed to 6.4 percent of GDP, following
improved tourism receipts and steady food and fuel imports.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: The government cut its 2014 growth rate forecast
to 3.5 percent from the 3.7 percent projected in March 2014 due to slow
growth in Europe. Real GDP in the second quarter of 2014 expanded
moderately to 3.5 percent year-on-year. The main contributors to
growth during this period were financial intermediation and information
and communication technology, which grew by 5.8 and 4.2 percent,
respectively. There were also strong quarterly performances in wholesale
and retail trade and in accommodation and food services, which grew by
3.9 and 3.5 percent respectively.

The tourism sector continued its steady performance with arrivals
amounting to 248,959 for the period of April to June 2014 (an increase
of 350 arrivals over the corresponding period in 2013). However, these
gains were partially offset by the performance of the construction sector,
which contracted by 5.3 percent, following a decline in spending in
commercial and residential buildings. Economic prospects for the rest
of 2014 are modest but could improve if the Public Sector Infrastructure
Program is implemented faster than expected, if key sectors – agriculture,
construction and manufacturing – perform more strongly, and if private
investment improves overall.

Monetary Policy and Banking System: Monetary policy was somewhat
accommodative during the second quarter of 2014. The Bank of Mauritius
(BoM) maintained the key repo rate at 4.65 and instead raised the cash
reserve requirement of commercial banks in an attempt to mop up excess
liquidity in the financial system. The year-on-year CPI dropped from 4.5
percent in March 2014 to 4 percent June 2014, mainly on account of a
moderation in food prices, especially vegetables, and stability in energy
prices. However, the year-on-year CPI was higher than the 3.6 percent
recorded in June 2013, with food prices at a slightly higher level that the
corresponding period in 2013. Similarly, year-on-year core inflation has
been on a downward trend since March 2014. Yields on government
paper also dropped during the period under review. The overall weighted
yield for the 91-day maturity decreased from 3.04 percent to 2.12 percent,
while the yield on the 15-year government bond dropped to 7.32 percent
during the period, reflecting a strong market appetite for low-risk assets
emanating from the high level of liquidity in the money market. The BoM
is expected to maintain its policy stance in the short term, particularly as
economic growth remains below its long-term trend. However, concerns
remain with regard to the weak transmission mechanism and failure of
relatively low interest rates translating into increased private investment
in the country. Moreover, the persistently low gross domestic savings
rate currently stands at 12 percent of GDP. With regards to the banking
system, broad money liabilities increased by 4.2 percent during the period
under review, while credit to the private sector increased by 0.3 percent
to reach MUR 302.12 billion by the end of May 2014, reflecting subdued
economic activity.

Fiscal Policy: Mauritius’ medium term budget is focused on fiscal
consolidation and stimulating economic growth. Between January and
June 2014, domestic fiscal revenues registered a nominal increase of
5.3 percent over the corresponding period in 2013 to reach MUR 37.5
billion, with taxes representing 83.2 percent. Tax revenues grew by 2.2
percent during that period, under half the rate of 5.0 percent anticipated in
the budget for the first semester of 2014. Overall revenues failed to meet
expectations due to lower-than-projected corporate income and valueadded tax (VAT) receipts as well as a considerable shortfall in grants.
Corporate income tax and VAT revenue increased by 4.2 percent and 2.2
percent, respectively, well below the 12.4 percent and 9.9 percent projected
in the budget. Grants amounted to MUR 0.45 billion, substantially lower
Southern Africa Quarterly Overview and Analysis
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MAURITIUS
than the expected total of about MUR 1.2 billion. During the same period,
total spending increased by 12.9 percent to reach MUR 48.05 billion, with
a notable increase of 20.4 percent in compensation to employees. Interest
payments declined by MUR 360 million, compared to the corresponding
period in 2013, to reach MUR 6.05 billion. The budget deficit at MUR 5.03
billion (3.2 percent of GDP) was higher than for the corresponding period
in 2013 by MUR 0.05 billion. The government is borrowing internally to
finance the deficit. The 59.6 percent ratio of public debt to GDP remains
sustainable and below the country’s legal debt ceiling of 60 percent.
With the on-going implementation of capital projects the fiscal deficit is
expected to be in the three to 3.5 percent range. The government will
need to strengthen fiscal consolidation in 2014 and 2015 to achieve the
desired fiscal target of 50 percent by 2018.

Balance of Payments: During the second quarter of 2014, Mauritius’
current account deficit narrowed to 3.2 percent of GDP from 3.4 percent
in the first quarter of 2014. The outcome reflected the upward trend in the
surplus of the services account, which grew by MUR 4.6 billion compared
with MUR 4.0 billion in the first quarter of 2014. Growth of the services
account was driven, to a large extent, by improvement in tourism receipts,
which recorded MUR 11.52 billion, from MUR 9.99 billion recorded in
the corresponding period of 2013. The growing surplus on the services
account contributed to an increase in gross foreign reserves from USD
3.72 billion at the end of March 2014 to USD 4.02 billion as at end June
2014 – equivalent to 5.8 months of imports. The capital and financial
account registered a surplus in the second quarter, as FDI reached MUR
3.1 billion, with South Africa as the main source of these inflows. Over half
of the FDI was absorbed into real estate and a quarter into the financial
sector. The BoM’s latest Mauritius Exchange Rate Index shows that the
rupee (MUR) depreciated slightly against the currencies of Mauritius’ main
trading partners during the period. Further depreciation of the MUR would
be welcome, to improve competitiveness of Mauritius’ exports, but the
BoM will remain vigilant as it builds the country’s foreign reserves and
simultaneously maintains a stable real exchange rate. The recovery of
the tourism sector, combined with the narrowing of the current account,
suggests renewed prospects for the economy, although it may be too
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early to determine the sustainability in view of the modest global economic
outlook for the rest of 2014.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

During the period under review, the government of Mauritius finalised
its economic blueprint, offering a strategic vision for a more diversified
and resilient economy and an action plan to achieve high-income country
status by 2025. According to the blueprint plan, economic growth would
need to reach 8-9 percent per annum. The plan also calls for an upward
growth trajectory in information and communication technology (ICT),
the seafood and marine industry, as well as the financial, business and
biomedical services sectors. The implementation of the Maurice Ile
Durable Program and Blue Economy could both contribute to a 1 percent
rise in the GDP. With the statutory requirement of 50 percent debt to
GDP ratio, Mauritius will have to find innovative ways of financing its
economic transformation. The Public Investment Program will need to
be implemented and accompanied by reforms in the energy, water and

MAURITIUS
transport sub-sectors. The AfDB and other development partners have
reiterated their commitment to helping Mauritius consolidate the ongoing policy and institutional reforms and building a more competitive
and resilient economy in order to achieve its aspiration of reaching highincome country status.

III. DONOR COORDINATION
During the period under review the Board of Directors of the AfDB
approved a USD 116.7 million loan to the Mauritius Central Electricity
Board for the redevelopment of the Saint Louis power plant. The Saint
Louis Power Plant Redevelopment Project aims to increase the generating
capacity of the Central Electricity Board to ensure reliability of supply and
reduce environmental impacts. This project will be the bank’s first major
intervention in Mauritius’ energy sector.
The AfDB carried out a country dialogue mission to Mauritius from 6-13
June 2014, where the government reiterated that it is counting on the
bank to support Mauritius in overcoming its infrastructure gap, through
crowding in investments and expertise from the private sector and other
development partners. The bank mission held consultations with resident
development partners and agreed that opportunities for collaboration

in the areas of infrastructure development and deepening of skills and
technology development will be actively pursued in order to help Mauritius
enhance its quality of growth and the country’s transition to a high- income
country by 2025.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
The authorities need to scale up fiscal consolidation in 2014, in order
to create space for spending on infrastructure and human capital
development, as well as rebuilding fiscal buffers to minimise exposure to
external headwinds.
The next meeting of the Monetary Policy Committee of the BoM is
scheduled for early July 2014, with indications that the benchmark interest
rate will be maintained at 4.65 percent. Both government and the private
sector favour the status quo in terms of monetary policy. However, there is
growing concern within the BoM that the prolonged period of low interest
rates has not translated into the expected boost in private investment and
has instead contributed to a historically low domestic savings rate. The
central bank is advised to raise the benchmark interest rate at the turn of
the year.
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MOZAMBIQUE
HIGHLIGHTS
•

The government increased minimum wages across sectors, from
8 percent in the banking sector, up to 26 percent in the agriculture
sector.

•

Cabinet approved the new National Development Strategy (ENDE) and
launched a strategic national trust towards structural transformation.

•

Donor commitments to 2015 General Budget Support were 11.3
percent lower than in 2014.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: The National Institute of Statistics rebased its GDP
year from 2003 to 2009. As a result the 2013 GDP real growth rate has
been revised upwards to 7.4 percent from 7 percent, with a nominal GDP
of MZN 470.5 billion (approximately USD 15 billion). Despite the rebasing,
the structure of the economy remains unchanged, with tertiary activities
contributing 51 percent of GDP, followed by 28 percent from the primary
sector and 17 percent from the secondary sector. During the first quarter
2014, GDP real growth was 7.6 percent. Fast growing sectors were
trade, transport and communications, followed by strong performances
from manufacturing and electricity. The agriculture sector, the biggest
contributor to GDP with 25.2 percent, continues to underperform at 5.6
percent growth rate. Retail (11.6 percent) and manufacturing (11.3 percent)
are respectively the second and third biggest contributors. Despite a
quarterly growth of 13.4 percent, the extractive industries contribute just
3 percent of GDP. The drop in international coal prices during the second
quarter is further eroding operational margins for coal mining projects, all
of them currently working at a loss, curbing expectations for the sector’s
faster expansion in the medium-term. The Economic Sentiment Index
presented a sharp decline in June.

Monetary Policy and Banking System: Inflation remains at very low
levels with inflationary pressures easing during the second quarter.
After a residual increase of 0.12 percent in April, the monthly CPI was
negative both in May (-0.38 percent) and June (-0.52 percent). As a
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result, annual inflation contracted by 2.75 percent. On the other hand,
the Inflation Sentiment Index was on the rise, as minimum wages were
administratively increased across sectors. For the first time most minimum
wages are close or above USD 100. There are 15 different minimum
monthly wages, including USD 105 in agriculture (up 26 percent), USD
130 in construction (up 12 percent), USD 145 in manufacturing (up 10
percent), USD 176 in mining (up 14 percent), and USD 245 in banking
(up 8 percent) Even so, given the favourable macroeconomic framework,
inflationary pressures are expected to remain below the central bank’s
annual target of 5-6 percent. The reference lending interest rate is at its
current historic low of 8.25 percent, while the money market is showing
signs of liquidity pressure, with T-bills and International Monetary Market
rates rising in all maturities. Despite increases in lending rates (one year
average lending rate is now above 21 percent), credit to private sector
continues to expand, with a yearly growth rate of 41 percent.

Fiscal Policy: Fiscal execution during the first quarter was mostly in
line with previous years. The fiscal deficit after grants was 0.17 percent
of GDP, with internal revenue collection reaching 21.6 percent of the
annual target, on par with the average first quarter execution of the
previous three years. The greatest contribution came from income
tax, which contributed 22.3 percent (of which 4.3 percent from windfall
capital gains taxes), followed by VAT (21 percent). In the same period,

MOZAMBIQUE
execution of budget expenditure reached 15.3 percent, slightly below
the average three-year execution rate, due to low execution of capital
expenditure. Domestically financed capital expenditure execution was
14 percent executed, while the externally financed component lagged
behind with 5 percent. Recurrent expenditure had the highest execution
rate at 23.2 percent. Priority spending (education, health, infrastructure,
agriculture and rural development, and social security), representing 63
percent of total expenditure, was generally on track, with 16 percent
execution.

II.

External Position: The foreign exchange market remained mostly stable
throughout the second quarter. The metical depreciated slightly against the
USD by 0.66 percent. However, in June it lost all of its earlier gains, closing
the period neutral. At USD 3.150 billion, net foreign currency reserves
remained mostly stable throughout the second quarter. The reserves are
equivalent to 4.5 import cover months (excluding megaproject’s imports).
In 2013 the balance of payments data reported USD 5.9 billion in FDI (up
by 13.7 percent) equivalent to 39.8 percent of GDP. However 89 percent
of the FDI was directed at financing megaprojects in the coal and gas
industries.

INSTITUTIONAL AND STRUCTURAL REFORMS

In June the Council of Ministers approved the ENDE. The ENDE sets an
economic and social plan for the country for a period of 20 years. The
main objective of ENDE is to improve the livelihoods of the population
through structural transformation of the economy, and the expansion
and diversification of national production. Along with natural resource
exploitation, industrialisation is identified as the main tool to achieve
prosperity, competitiveness and inclusive growth. The main pillars of
the ENDE are human capital development, infrastructure development,
innovation and technological development, and institutional organisation,
coordination and articulation. Its priority areas are agriculture and
fisheries, manufacturing and extractive industries, and the tourism
industry.

III. DONOR COORDINATION ACTIVITIES
In June, the program aid partners made their pledges for direct budget
support for 2015. The total (USD 274,565,200) is 30.7 percent less than
the total disbursed amount of 2014 (USD 396,341,750). There was an
increase in sector program support of 7.3 percent (from USD 270,027,500
in 2014 to a promise of USD 289,763,700 in 2015). However, this is due to
the World Bank’s increased pledges in education, agriculture and climate
change. Germany is yet to make any pledges for budget support or sector
programme support in 2015, while the United Kingdom has pulled out
completely from budget support operations.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
Despite the budgetary execution being on track, the fiscal deficit after
grants, without windfall capital gains tax revenues, is estimated to
reach 12.4 percent of GDP in 2014. The high fiscal deficit is a cause for
concern. The indicative decrease in donor pledges to next year’s direct
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budget support places added importance on a fiscal consolidation in
2015. A considerable part of the 2014 budget expansion is due to on-off
expenditures. However, a prudent fiscal stand advises the containment of
further expansion of current expenditures (22 percent of GDP), particularly
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the wage bill currently at 11 percent of GDP. Capital expenditure, which is
programmed to reach 18.8 percent of GDP in 2014, could provide room
for consolidation. Contingent windfall revenues can ease the fiscal deficit,
but it’s advisable its allocation to finance non-current expenditures.

NAMIBIA
HIGHLIGHTS
•

The domestic economy is on the rebound with growth forecast at 5
percent in 2014 up from 4 percent in 2013.

•

Inflation reached 6.1 percent in June 2013 breaching the upper band
of the target range prompting the monetary authorities to return to a
tighter policy stance.

•

Fiscal space is expected to broaden with the balance for the 2014/15
financial year returning to a surplus (2.7 percent of GDP) as the
authorities reign in spending to maintain sustainable public debt.

•

The current account balance remains tenuous with the first quarter
of 2014 recording a deficit of NAD 4.1 billion following a widening
merchandise trade deficit.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: In line with the positive growth outlook, quarterly
data show a rebound in economic activity. Year-on-year estimates show
that first quarter real GDP expanded by 1.6 percent compared to a 3.8
percent contraction in the corresponding quarter in 2013. Growth was
largely driven by accelerated construction in the mining sector and the
public sector housing program, and increase in wholesale and retail trade.
Weak performance from the agriculture and mining sectors weighed down
growth. The agriculture sector contracted, due largely to cattle restocking,
as weather conditions improved following the drought season of 2013/14.
The mining sector faced some technical challenges at some mines as well
as low global commodity prices, which contributed to a deceleration in
production. Albeit with downside risks emanating from a decline in global
mineral prices, particularly for uranium, the Namibian authorities have
revised the growth estimate to 5 percent in 2014 from 4 percent owing to
improved projections for the agriculture sector following good rains. Robust
economic activity should help create employment although indications are
that it may be largely structural in nature. Unemployment reached 29.6
percent in 2013, up from 27.6 percent, with youth unemployment reaching
41.7 percent.

Monetary Policy and Banking System: Monetary tightening is underway
following an extensive period of an accommodative policy to support
economic growth. Against the backdrop of rising inflation and pressure
on international reserves due largely to increased private sector credit
to finance vehicle imports, the Bank of Namibia increased the repo rate
by 25 basis points to 5.75 percent in June 2014. After a steady decline
for the greater part of 2013, year-on-year inflation has gradually been
accelerating from 4.9 percent in December 2013 to 6.1 percent in June
2014. The increase was mainly driven by the rising cost of food and
transport. Credit extended to the private sector remained strong, growing
by 15.8 percent at the end April 2014, up from 14.3 percent at the end
of December 2013, driven by rising demand from both household and
businesses. The increase in household credit reflected a rise in instalment
credit to finance vehicle imports and overdraft loans. Vehicle imports in
the first quarter increased by more than 50 percent, reaching NAD 2.2
billion (14 percent share of the total import bill). The Bank of Namibia has
recommended some targeted measures to address rising levels of credit
to private individuals, although their implementation may take long as they
require legislative changes.

Fiscal Policy: The authorities have embarked on fiscal consolidation
as domestic economic activities show signs of recovery. Projections
for 2014/15 show that the budget balance will return to a surplus of 2.7
percent of GDP for the first time since 2008. The 2013/14 budget recorded
a deficit of about 2.8 percent of GDP following a balanced budget in the
2012/13 financial year. While growth in revenue benefited from robust
domestic tax mobilisation and SACU receipts, expenditure increased at a
much faster pace. Underpinned by a stimulus environment, total spending
during the 2013/14 financial year, at 38 percent of GDP, was 10 percent
higher than the corresponding period although it remained below the fiscal
cap of 40 percent. In tandem, public debt increased from 23.9 percent of
GDP to 24.5 percent, of which domestic debt represented a 64 percent
share. During the period, loan guarantees increased from 3.6 percent of
GDP to 6.1 percent, due largely to new loan guarantees extended to the
transport sector and a weakening Namibian dollar (NAD) against the USD.
Public debt remains sustainable and significantly below Namibia’s fiscal
benchmark of 35 percent of GDP. In the 2014/15 budget, the authorities
expect their commitment to deepen consolidation efforts so as to build
fiscal buffers and ensure fiscal sustainability. Fiscal measures being
Southern Africa Quarterly Overview and Analysis
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NAMIBIA
pursued to achieve this include expenditure prioritisation, restraining the
size of the wage bill (which is over 14 percent of GDP) and strengthening
domestic resource mobilisation and administration.

External Sector: The current account balance worsened on account of
a widening merchandise trade deficit. During the first quarter, the current
account recorded a deficit of NAD 4.1 billion compared to NAD 2 billion
in the corresponding period in 2013. As growth in imports significantly
outpaced that of exports, the merchandise trade deficit at NAD 7.3 billion
had increased by about 64.6 percent and 36.6 percent on a quarterly and
annual basis respectively. The value of imports, which reached NAD 17.5
billion, represented a 10.1 percent quarterly increase, while exports
reached NAD 10.2 billion following an 11.1 percent decline. Importation
of machinery and vehicles fuelled the import bill while a decline in the
price of mineral products weighed down quarterly growth in export
earnings. The capital and financial account recorded a lower surplus of
NAD 0.6 billion during the quarter compared to NAD 1.8 billion in the
corresponding period in 2013 due to increased outflows registered in
FDI. The net services balance sharply deteriorated registering a deficit
of NAD 1.3 billion in the first quarter compared to a deficit of NAD 4.1
billion for the corresponding period in 2013. The higher net outflow in
services was largely due to payments for construction services provided
by non-residents. International reserves declined by 7.1 percent, reaching
NAD 14.6 at the end of the fourth quarter in 2013, reducing the import
cover from 12.07 weeks in 2013 to 9.56 weeks at end of the first quarter in
2014. The decline was largely due to a rise in net purchases of the ZAR to
support imports and net government payments. Nonetheless the stock of
reserves remained adequate to sustain the currency peg. The NAD (which
is pegged to the ZAR) continued to depreciate against all major currencies
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owing largely to economic activities in South Africa. On a quarterly basis
the NAD depreciated by about 7 percent against the USD and 7.6 percent
against the euro. A more pronounced depreciation was evident on a yearon-year basis where the NAD weakened by 21.5 percent against the USD
and 26 percent against the euro.

II

DONOR COORDINATION

A number of notable donor activities took place during the period. The
AfDB was represented at the ground-breaking ceremony of the Walvis
Bay New Container Terminal Project, which marked the launch of the first
AfDB lending operation in Namibia since 2004. Estimated at NAD 2.9
billion, the project is expected to triple the container-handling capacity at
the Port of Walvis Bay from 350,000 twenty-foot equivalent units to 1.05
million twenty-foot equivalent units per annum. The Republic of China is
financing other components of the project.

III

INSTITUTIONAL AND
STRUCTURAL REFORMS

As part of the government’s comprehensive tax reform program, the
Minister of Finance recently announced the commissioning of a task team
to establish a semi-autonomous revenue agency for Namibia. This is a
significant step towards improving tax administration and mobilisation in
the country. The task team will oversee the clarification of the model for the
institutional set-up, the drafting of the legal framework and the transitional
arrangements to the new administrative system.

NAMIBIA
IV ISSUES NEEDING PARTICULAR
ATTENTION
The authorities are keen to implement robust policy reforms to address
a number of structural bottlenecks to achieve a transformative and
inclusive economic growth for the country. Key among these policy
reforms is the need to reinforce the development of relevant skills that
respond to emerging labour market needs so as to combat the rising youth
unemployment, which is one of the highest in the region. On-going efforts

to improve education outcomes and thus increase the number of science,
mathematics and engineering graduates, currently in short supply, is a
step in the right direction. Furthermore, reforms that seek to establish a
feedback mechanism between the industry and education and vocational
training will go a long way in addressing the problem of skills mismatch.
In terms of rising inflation, the authorities may consider further monetary
tightening to stabilise consumer prices as domestic economic recovery
gathers momentum.
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SÃO TOME AND PRÍNCIPE (STP)
HIGHLIGHTS
•

The government revised the forecast for inception of oil production.

•

Credit to the economy and to the government suffered a setback.

•

Foreign reserves stood at 5.8 months of imports.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: In 2014, the government projects that the economy
will grow by 5 percent compared to 4.3 percent observed in 2013. The
key drivers of growth are expected to be the agricultural (in particularly
biological cacao), construction and tourism sectors. Positive performance
of FDI is also projected. The inception of oil production in block one of the
Joint Development Zone, now projected for 2019 from 2015, will have a
significant impact on the country’s economic trajectory. According to the
IMF Report, the start of oil production will boost the country’s GDP growth
to 19 percent in 2019 and further increase to 27 percent by 2027. It is
critically important to also emphasise the positive effect of oil production
on the country’s weak debt position, estimated at 75 percent of GDP in
2014, in the long term. Despite the revision in oil production prospects
(delays of four years), in January 2014 the government announced the
interest of four new companies (New World Oil and Gas, United States
Global Energy, the United Kingdom, Blue Skies World Group and a small
private holding company) in exploring block one and six of the Exclusive
Economic Zone. In the first quarter of 2014 the government announced
receipt of USD 9 million in signature bonus from its Exclusive Economic
Zone from Sinoangol (block 2), Oranto (block 3) and Equator (block 5).

Monetary Policy and Banking System: The government has set the
inflation targets for the year 2014 at 6 percent backed by the easing of
food prices and fuel products in international market as well as the fixed
exchange regime policy (linking of dobra to the euro). In the second quarter
of 2014, inflation stood at 6.87 percent, driven mainly by entertainment
and cultural activities (4.3 percent), clothes and shoes (3.6 percent). This
contrasts with 9 percent reported in 2013. In May 2014, both credit to
the economy and to the government suffered a setback. The credit to
the economy, in particular to the private sector, declined by STD 13.846
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thousand reaching STD 1.746 million. The drop was driven mainly by a
reduction in foreign currency credit (1.13 percent) when compared to the
previous month. Credit to the government also declined by 22.5 percent,
mainly linked to a reduction in deposits. With regards to the exchange
rate, the dobra depreciated by 1.57 percent to STD 18.134: USD 1 in May
2014 from STD 17.853: USD 1 in April 2014.

Fiscal Policy: In January 2014 the parliament approved the 2014 state
budget estimated at USD 159 million, USD 9 million more than the 2013
budget. The bulk of the capital expenditure (93 percent) will be funded by
external aid (47.6 percent from grants and 52.4 percent by loans). Improving
public service delivery continues to top the government’s agenda. General
public service is the main expenditure (taking up 18.8 percent of the
budget), followed by housing and community services (15.4 percent) and
infrastructure (mainly transport and telecommunication, 14.1 percent). In line
with the Extended Credit Facility 2012-2015 agreement with the IMF and the
fixed exchange regime, the government estimated the primary budget deficit
at 3 percent of GDP partially to be financed by World Bank budget support,
resources from the heavily indebted poor countries initiative, and transfers
from the national oil accounts. Although on concessional terms, the new USD
180 million credit line from Angola will further expose the country´s stock of
public debt estimated at over 75 percent of GDP. The credit line is expected
to finance projects in transport, energy, health and education sectors.

SÃO TOME AND PRÍNCIPE (STP)
External Sector: The objective for the current account deficit, including
official transfers, has been set at 15 percent of GDP in 2014 against 20.2
percent of GDP reported in 2013. The expected positive performance is
linked to improvement in trade balance as a result of reduced imports
of goods (projected at 36 percent of GDP in 2014 against 40 percent
observed in 2013) and current transfers. Exports are expected to increase
slightly to 4.2 percent of GDP in 2014 from 3.8 percent in 2013. Overall,
the trade deficit is expected to improve to 31.7 percent of GDP in 2014
against 34 percent reported in 2013. The level of foreign reserves
decreased by USD 3.5 million to USD 57 million (5.8 months of imports),
mainly due to reduced inflow of external financing. Remittances, which
are a major source for private consumption, have been programmed at
USD 13.2 million for 2014 compared to USD 23 million transfer received
in 2013, reflecting the on-going economic challenges in Portugal where
many Santomeans live and work. FDI is expected to reach USD 25 million
at the end of 2014.

programme, in particular in the areas of internal control, tax administration
and customs administration. The progress includes the launching of the
operation fiscal inclusion to increase tax revenue and the preparatory
arrangements made for installation of a one-stop-shop for foreign trade.
With the support from the World Bank and the AfDB, the latter will facilitate
the elimination of hardcopy documents and the introduction of electronic
signing and approval of documents. Eliminating the on-going tripartite
debt arrears between ENCO (the fuel company), the Treasury and EMAE
(the water and electricity company) remains a challenge. The target for all
commercial banks to publish the 2012 financial statement by March 2014
has also been met.
Government efforts to promote the private sector have been visible.
Following the operationalisation of the agency for the promotion of
investment and commerce in the first quarter of 2014, UNITEL (the
Angolan telecommunication giant) opened offices in STP. According to
the company’s director, the total investment amount was USD 30 million
at the initial phase of the implementation. This is expected to bring new
impetus to the telecommunication sector, which has been monopolised by
a national telecommunication company.

III. DONOR COORDINATION
Although weak, there are signs of improvement in donor coordination. The
implementation and operationalisation of the Aid Coordination Unit at the
Ministry of Foreign Affairs has continued to gain momentum. The unit has
made a presentation to the donors on the software developed to monitor
aid to the government. Similarly, in March 2014, the United Nations
system based in STP organised a workshop for all its agencies to review
their financing mechanism to the government. The AfDB participated in
the workshop.

IV. ISSUES NEEDING PARTICULAR
ATTENTION

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Close monitoring of developments related to the inception of oil
production is essential. This is because the country is confronted with
several economic challenges, in particular the narrow export base, high
dependence on external aid, and high level of stock of public debt. In
the 2014 state budget the public debt is estimated at 75 percent of GDP,
while 93 percent of capital expenditure will be financed by external aid.
The inception of oil production in 2019 with an average of 5,000 to 8,000
barrels per day over the 20 years will yield on average USD 294 million to
the Joint Development Zone, of which 40 percent (USD 78 million) will go
to the government of STP coffer. Based on the 2011 IMF and World Bank
Debt Sustainability Analysis, under the baseline scenario (non-oil) the net
present value of external debt-to-export ratio is 324 percent compared to
the 100 percent threshold. Findings of the analysis also indicate that the
situation will significantly improve only when oil production takes off.

The government is making progress in implementing some of the structural
reforms agreed with the IMF under the Extended Credit Facility 2012-2015
Southern Africa Quarterly Overview and Analysis
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SOUTH AFRICA
HIGHLIGHTS
•

Due to the decline in mining and manufacturing production, the
economy contracted by 0.6 percent during the first quarter of 2014,
compared to growth of 3.8 percent the preceding quarter.

•

The protracted strike in the platinum mining sector, which lasted for
five months, is likely to undermine GDP growth further in the second
quarter of 2014.

•

The unemployment rate increased to 25.2 percent in the first quarter
of 2014 from 24.1 percent in the fourth quarter of 2013.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: The economy contracted by 0.6 percent during the
first quarter of 2014 from growth of 3.8 percent the preceding quarter
due primarily to the contraction in the mining and manufacturing output.
Mining output declined by 24.7 percent, chopping 1.3 percentage points
from GDP growth due to the prolonged strike in the platinum sector.
Similarly, the manufacturing sector declined by 4.4 percent, deducting 0.7
percentage point from GDP growth during the quarter. The decline was
mainly due to linkages to the mining sector and weaker global demand
despite the weaker rand. In spite of the decline in the primary sector
output, agriculture output grew by 2.5 percent during the first quarter, albeit
at a slower pace compared to the growth rate of 6.4 percent registered
during the preceding quarter. Driven by higher growth in finance and
general government services, the tertiary sector expanded by 1.8 percent
compared to 1.5 percent during the preceding quarter. On a year-on-year
basis GDP grew by 1.6 percent in the first quarter. Growth continues to
be constrained by continued labour unrest, weak global recovery as well
as long-term domestic bottlenecks such as constrained electricity supply.
Weak investment by the private sector due to falling business confidence
in recent years has also contributed to slower growth. On the demand
side, real gross domestic expenditure increased by 2.7 percent in the first
quarter of 2014 from a negative growth of 3.6 percent in the preceding
quarter. Likewise, real final consumption expenditure by households
increased by 1.8 percent in the first quarter of 2014 from 2 percent in the
preceding quarter contributing 1.2 percentage points to growth. On the
other hand, net export, the main driver of growth in the preceding quarter,
deducted 3.4 percentage points from growth during the first quarter.
Slower growth in household consumption was due mainly to slower growth
in real disposable income arising from rising inflation and widespread
labour unrest that negatively affected the growth in wages. Tighter
lending conditions have also contributed to weak household demands.
Growth in real gross fixed investment by private business enterprises
declined further to 1 percent in the first quarter of 2014 from 2.4 percent
in the preceding quarter due to deceleration in investments in mining and
manufacturing sectors. Driven by investments in electricity and transport
sectors, real fixed investment by public enterprises expanded by 6 percent
during the first quarter of 2014 from 0.8 percent in the fourth quarter of
2013. Protracted labour unrest in the platinum mining sector, which lasted
until the end of June 2014, is likely to depress economic growth further
in the second quarter of 2014. The unemployment rate increased to 25.2
percent in the first quarter of 2014 from 24.1 percent in the fourth quarter
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of 2013. Between first quarter 2013 and first quarter 2014 the economy
created 538,000 jobs, mainly from the formal sector. The net increase in
employment was about 496,000 during the same period.
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Monetary Policy and Banking System: Consumer price inflation
breached the 6 percent upper limit of the monetary policy range in
April 2014 reaching 6.1 percent from 6 percent in March. It accelerated
further to 6.6 percent in May and remained at that level in June 2014.
Inflation was driven primarily by the exchange rate depreciation that
drove up fuel prices, and rising food prices. Core inflation increased to
5.6 percent in June 2014 from 5.5 percent both in April and May. The total
inflation of both regulated and non-regulated administered prices also
increased, reaching 8.6 percent in June 2014 from 7.4 percent in April.
The upside risk to inflation remain a possible wage-price spiral resulting
from recent wage settlements and wage demands in excess of inflation
and productivity growth. The rand depreciated by 1.2 percent between
April 2014 and June. The rand was traded at 10.67 against the USD in
June 2014. It also depreciated by 2.6 percent on a trade weighted basis
between mid-May and the end of June 2014. The main factors behind the
rand depreciation during this quarter are domestic fundamentals, notably
the negative GDP growth rate during the first quarter, the downgrading
of sovereign credit ratings by major ratings agencies, and the protracted
strikes in the platinum sector and metal engineering.

SOUTH AFRICA

Stock Exchanges: During the five-year period of June 2009 to June
2014, the FTSE/Johannesburg Stock Exchange (JSE) All-Share Index
and the FTSE/JSE Top 40 Index have performed well despite global and
domestic economic weaknesses. The one-year return in rand for the AllShare index was 32.7 percent, compared to 35.2 percent for the Top 40
Index at the end of June 2014. The Top 40 Index nonetheless remained
more volatile than the All-Share Index, with volatility reaching 12.8 percent
for one year and 13.7 for five years, compared to 11.8 percent for one
year and 13.5 percent for five years for the All-Share Index. The market
capitalisation for the bourse reached over USD 1 trillion at the end of May
2014 from USD 966 billion at the end of January 2014.

Fiscal Policy: In the 2013/14 fiscal year, which ended on 31 March 2014,
the national government revenue of SACU payments increased by 11
percent reaching R874.6 billion (equivalent to 25.4 percent of GDP), driven
by robust growth in income tax collections. On the other hand, the national
government expenditure reached R1.045 trillion (equivalent to 30.3
percent of GDP), resulting in a budget deficit of 4.9 percent for 2013/14
fiscal year compared to 5.4 percent in fiscal year 2012/13. The primary
deficit declined to 2 percent of GDP in 2013/14 fiscal year compared to 2.7
percent in preceding fiscal year, indicating some progress towards fiscal
sustainability. Quarter-on-quarter, the budget deficit remained at the same
level in the first and second quarters of 2014 at around R35 billion.

Driven by higher borrowing by the banking sector and depreciation of
the rand, South Africa’s total external debt reached R1.435 trillion (39.1
percent of GDP) in December 2013, from R1.380 trillion in September
2013. Total foreign debt increased to 118.3 percent of export earnings in
the fourth quarter of 2013 from 117.6 percent of export earnings at the
end of the third quarter. Nonetheless, South Africa’s debt service to export
ratio of 7.9 percent for the period 2009-2013 is far below the IMF/World
Bank debt sustainability framework threshold of 15 to 25 percent of debt
service to export ratio. The total external public debt increased to R144
billion in March 2014 from R125 billion in March 2013. The total public
gross loan debt, including both domestic and foreign debt, increased to R
1.584 trillion in March 2014, from R 1.366 trillion in March 2013, reaching
45.9 percent of GDP, from 42.7 percent. Domestic public debt accounts
for 90 percent of the total public debt. A new issuance of domestic and
foreign currency denominated bonds and revaluation adjustments of
foreign debts due to the weaker rand exchange rate contributed to the
increase in total public debt.
External Sector: South Africa registered trade deficits for three
consecutive months after recording a modest trade surplus of R1.7 billion
in February 2014. In March and April 2014 the trade deficit exceeded R12
billion but it receded to R6 billion in May 2014. This occurred in spite of
the inclusion of trade data from the SACU countries in the calculation
of the balance of payments. The deficit was driven by increased import
of machinery and equipment for infrastructure investment and the higher
value of oil imports amid a slower growth for the demand of South Africa’s
exports in spite of a weaker rand. Nonetheless, driven by lower dividend
payments to non-resident investors, the deficit on services, income and
current transfer account narrowed, leading to a decline in the current
account deficit to 4.5 percent in the first quarter of 2014 from 5.1 percent
in the preceding quarter.
The current account deficit was financed by capital inflow. In spite of the
country’s subdued economic growth and continued tensions in the labour
market, the net capital inflow reached R 39 billion in the first quarter of
2014 from R35.9 billion in the preceding quarter. The announcement of
gradual tapering of the US Federal Reserve’s quantitative easing and
Southern Africa Quarterly Overview and Analysis
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SOUTH AFRICA
weaker exchange rate of the rand contributed to increased net capital
inflows. The balance on the financial account reached 4.5 percent of
GDP in the first quarter compared to 4.1 percent in the preceding quarter.
During the first quarter, direct investments reached R8 billion from R4.1
billion the previous quarter while portfolio investments reached R12.3
billion from an outflow of R8.2 billion.

improvement in the external price competitiveness of South African
manufactured exports, and an 8.7 percent increase in exports during this
period. Gross international reserves declined marginally from USD 49.4
billion in March 2014 to USD 48.6 billion in June 2014, covering about six
months of imports.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Following the announcement of the new cabinet in May 2014, two new
ministries were created. The first is a new Ministry of Telecommunications
and Postal Services; the key mandate of which is to create a vibrant ICT
sector that ensures access to robust, reliable, affordable and secure ICT
services by all citizens in order to advance socio-economic development.
The second is the Ministry of Small Business Development. This ministry
aims to promote entrepreneurship, unlock potential through better
business environments, and promote more competitive small businesses.
SMEs remain the backbone of the South African economy. They generate
57 percent of the country’s GDP and create 56 percent of employment.
However, 77 percent of them still remain informal.

III. ISSUES NEEDING PARTICULAR
ATTENTION
Protracted labour strikes continue to undermine economic growth in recent
years. Although there is no agreement among the various stakeholders on
the extent of the rigidity of the labour market regulation in the country,
businesses and international business advocacy organisations lament
that labour market rules are excessively rigid and harm economic growth.
The government needs to unpack the core issues that continue to cause
friction among the business, labour and government sectors so as to
provide a sustainable solution to the lingering instability in the labour
market.

Between March and May 2014 the rand depreciated against major
currencies (2.7 percent against the euro, 1.5 percent against the USD and
0.2 percent against the yen). The real effective exchange rate declined
by 9.2 percent from March 2013 to March 2014, leading to a significant
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Currently, South Africa is also facing a deteriorating trade balance due
to the weak performance of merchandise export. This is partly due
to weak global demand for commodities. Nonetheless, the country did
not sufficiently leverage the weaker rand exchange rate to enhance the
manufactured export, particularly to new African destinations. The new
Small Business Development Department is expected to help unlock the
potential of the SME sector to harness the manufactured export.

SWAZILAND
HIGHLIGHTS
•

Real GDP growth improved from 2 percent in 2012 to 2.8 percent
in 2013, but moderation is expected in 2014 mainly due to subdued
growth prospects in South Africa.

•

Inflation has started trending upwards, reaching 5.5 percent in May
2014, and mainly reflecting higher prices of food and drinks.

•

The IMF has urged the authorities to adopt a prudent fiscal policy stance
focused on public sector reforms and public financial management
reforms, as well as further efforts to enhance tax administration.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Preliminary estimates indicate that real GDP growth
improved from 2 percent in 2012 to 2.8 percent in 2013 and is projected
to moderate to about 2.1 percent in 2014, reflecting subdued growth
prospects in South Africa, the country’s major trading partner. Overall
quarterly data on economic performance are not available but trends
in output in major sectors indicate a mixed performance. In the mining
sector, declines were registered in the production of anthracite coal in
the first quarter of 2014 to 40,972 metric tonnes in the first quarter of
2014 from 42,023 tonnes in the last quarter of 2013. In contrast, iron ore
production grew by 5.1 percent to 262,524 tonnes in the first quarter of
2014 from 249,761 tonnes in the previous quarter. Quarry production also
increased by 3.6 percent to 62,993 cubic metres over the same period,
reflecting positive performance in the construction sector.

Monetary Policy and Banking System: Taking due cognisance of the
need to support the nascent economic growth, the monetary authorities
left the discount rate unchanged at 5 percent in its meeting on 23 May
2014. This policy action is expected to encourage commercial banks
to pass on the benefit derived from the prevailing low rates to their
customers, to support the economic growth. Consequently, commercial

banks also kept the prime rate unchanged at 8.5 percent. Annual growth
in credit extended to the private sector accelerated by 20 percent in March
2014 compared to 15.6 percent recorded in January 2014, with credit to
businesses growing by 15.4 percent compared to 11 percent over the
same period. The expansion in credit to businesses was mainly to the
mining and quarrying, manufacturing and construction sectors. Growth
in credit extended to the household sector exhibited a marginally lower
growth of 26 percent compared to 26.5 percent recorded in January 2014.
The household credit was largely extended for the acquisition of motor
vehicles and other personal loans. After remaining unchanged at 4.7
percent in January and February 2014, the annual rate of inflation rose
marginally to 5.1 percent in March and to 5.5 percent in May. Notably,
higher prices were observed for transport, and food and non-alcoholic
beverages. The increase in food inflation was due to increases in the
prices of meat, fruits and vegetables, while transport inflation was mainly
driven by an increase in fuel prices that came into effect in March 2014.

Fiscal Policy: According to the 2014/15 budget, the total resource
envelope increased by 19 percent over the level in 2013/14 to E15.3 billion.
The country’s dependence on SACU revenues is expected to continue,
although the government is making efforts to enhance domestic revenue
mobilisation. To this end, the Swaziland Revenue Authority has embarked
on upgrading the Automated System of Customs Data (ASYCUDA) aimed
at improving customs administration including the direct payment of VAT
at the border. Thus, in the 2014/15 financial year SACU receipts are
expected to finance 49 percent of the budget compared to 56 percent in
2013/14. On the expenditure front, both recurrent and capital expenditure
are expected to increase by 9.3 and 44 percent, respectively. The higher
recurrent expenditure reflects increases in transfers to public enterprises
and local governments (14.1 percent); goods on services (9.3 percent);
and the wage bill (4 percent). The bulk of the capital spending (81
percent) is targeted on funding on-going projects, including the Sikhuphe
International Airport, the Sikhuphe-Mbadlane Road and the SicunusaNhlangano Road, the remaining 19 percent is programmed for new capital
projects, of which the key new one is the Hotel and Conference Centre.
As a result, the overall fiscal outturn is expected to decline from a surplus
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SWAZILAND
of 4.3 percent in 2013/14 to a deficit of less than 1 percent of GDP in
2014/15.

II.
External Sector: Data for the fourth quarter of 2013 show that the overall
balance of payments remained in surplus at E638.4 million, representing a
remarkable improvement from the surplus of E82.3 million in the previous
quarter. This outcome mainly reflected an improvement in the current
account due to persistent surpluses recorded in the merchandise trade and
current transfers. The current account surplus reached equivalent of 3.3
percent of GDP from 2.4 percent in the third quarter. However, movements
in the capital account counteracted the overall impact on the balance of
payments. Preliminary figures indicate that during the quarter ending
December 2013, the financial account net outflows widened to E260.9
million, from an outflow of E25.6 million recorded in the previous quarter
as net FDI declined substantially. The decline reflected a contraction in
net inflows of reinvestment earnings, arising from an increase in dividends
and distributed branch profits remitted by resident foreign enterprises to
their parent companies abroad. At the end of May 2014 gross foreign
reserves declined slightly to SDR 488.4 million (equivalent to USD 317
million or 4.1 months of imports) from SDR 494 million (USD 317 million
or 4.0 months of import cover) at the end of March 2014. The decline was
mainly due to government’s external obligations.

INSTITUTIONAL AND
STRUCTURAL REFORMS

In May 2014, Swaziland Railway announced that the feasibility study of the
Swaziland Rail Link Project aimed at linking South Africa and Swaziland
is reaching an advanced stage. The key objectives of the project are to: (i)
enhance regional integration; (ii) provide viable connections for rail freight
from Western Swaziland to markets in South Africa; and (iii) provide South
Africa with an alternative route for moving general freight to Richards
Bay via Swaziland, thus freeing capacity on the coal line. The Swaziland
Rail Link Project entails the development of a 146-kilometre railway line
between Lothair in Mpumalanga (in South Africa) and Sidvokodvo (in
Swaziland) as well as upgrading adjacent networks in the two countries.
Significant socio-economic benefits are expected during the construction
and operational phases, with about 3,400 construction-related jobs
created in South Africa and 2,700 in Swaziland.

III. DONOR COORDINATION ACTIVITIES
The AfDB Group Board approved the Manzini-Mbadlane Highway Project
and the Ezulwini Sustainable Water and Sanitation Projects in May and
June 2014, respectively. The preparation and appraisal of the two projects
paved the way for enhanced donor coordination through extensive
consultations. In addition, the government organised a donor conference
on the Manzini-Mbadlane Highway Project in June 2014 bringing together
major co-financiers to discuss the financing plans. The conference
resulted in the authorities securing commitments from the Arab Bank for
Economic Development in Africa, Kuwait, Abu Dhabi and the Organisation
of Petroleum Exporting Countries to complement the funds provided by
the AfDB and the government.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
As noted above, the 2014/15 financial year budget singled out the
importance of SACU revenues to the country and underscored the
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SWAZILAND
continued dependence on such resources to meet the financing needs.
This issue was also flagged by an assessment by the IMF during an
Article IV Consultation mission in May 2014. While recognizing that the
Swaziland economy appears to be on a positive trajectory, the IMF noted
that there is a need to strengthen the country’s resilience to shocks, and
decrease the dependence on SACU revenues. This is made even more
critical by the uncertain global and regional economic outlook that could
lower SACU revenues. To this end, it is imperative for the government

to strengthen its resilience to exogenous shocks and achieve high,
inclusive growth, while meeting critical social and development needs.
This underscores the need for a prudent fiscal policy stance focused on
public sector reforms and public financial management reforms, as well
as further efforts to enhance tax administration. Notably, the 2014/15
financial year budget takes due cognizance of these issues and proposes
measures aimed at strengthening the effectiveness of public spending as
well as the accountability framework.
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ZAMBIA
HIGHLIGHTS
•

GDP rebased growth is estimated at 6.5 percent. Growth is expected
to remain strong in the medium term.

•

The Zambian kwacha (ZMW) depreciated by 13 percent against the
USD since the beginning of the year.

•

The Central Bank tightened monetary policy by increasing the policy
rate to 12 percent to curb inflation and strengthen the ZMW.

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: Following the rebasing of GDP, the Ministry of Finance
expects the economy to grow by 6.5 percent in 2014. The rebasing has
increased the size of the economy by 25.2 percent in 2010, the new base
year. The economy continues to remain strong in the medium term with
growth expected to exceed 7 percent. The three main sectors driving
the economy are wholesale and retail trade, the public sector (including
community, social and personal services), and construction (driven by
the public programs to expand road and energy infrastructure). Mining
remains the fourth largest sector accounting for over 10 percent of GDP,
followed by transport and communication, while agriculture is now the
sixth largest sector in terms of value added, contributing almost 9 percent
of GDP. Agriculture is still the most important in terms of employment
creating 2.9 million jobs of the 5.5 million people employed in Zambia.

The Ministry of Agriculture is forecasting a bumper harvest in 2014. The
maize harvest is expected to reach 3.4 million tons, an increase of 0.9
million tons over the previous year. This will lead to lower food prices.
Copper production in the first quarter dropped by 3 percent to 173,416
tons compared to the same quarter last year. In comparison to the fourth
quarter 2013, production has fallen by more than 15 percent. The fall in
production can partly be attributed to lower production at the KCM mines
due to unscheduled maintenance stoppages and the heavy rainy season.
During the second quarter, copper prices regained some of the lost
ground from the first quarter, which saw prices drop below USD 6,500
per ton. The average trading price for the second quarter was USD 6,792
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per ton. Copper prices have been on a bumpy ride in the second quarter
following investigations into metals financing in China and Singapore.
The mining sector in Zambia remains strong with production expected to
increase in the medium term. It is expected that the new Sentinel Mine will
be commissioned during the third quarter.
Monetary Policy and Banking System: By the end of the quarter,
year-on-year inflation reached 7.9 percent from 7.7 percent recorded the
previous quarter end. The pass-through effects following the depreciation
of the ZMW partially drove the increase. Food inflation increased by 0.2
percentage points to 7.8 percent. Pressure on food inflation is expected
to continue to ease up with the new harvest reaching the markets. Maize
grain has fallen by 33 percent since its peak in April. During June, the
ZMW has regained some of its lost ground, which will also ease pressure
on inflation in the short term. Non-food inflation increased to 8 percent in
June from 7.8 percent at the end of the first quarter.

Responding to developments in the exchange rate and the upward
pressure on prices, the Central Bank further tightened monetary policy
in the second quarter. During the beginning of the quarter, the ZMW
continued to depreciate against its main trading currencies, peaking at
ZMW 7.1 to the USD. The Central Bank increased the Monetary Policy
Rate to 12 percent in April from 10.25 percent and had previously increased
the commercial bank statutory reserve requirements from 8 percent to

ZAMBIA
14 percent in March, tightening liquidity. These policy measures were not
sufficient to calm the markets. In May the Central Bank further increased
its Overnight Lending Facility rate to 22 percent, reaching 10 percentage
points above the Monetary Policy Rate from 6 percent. Following these
additional measures and a commitment from the Ministry of Finance that
it will stay within the 2014 fiscal deficit target gave comfort to the markets.
By the end of the quarter the ZMW was trading at ZMW 6.26 to the USD
corresponding to a 13.6 percent depreciation since the beginning of the
year.

The cost of finance has continued to increase during the second quarter.
Domestic treasury bills and bonds have been undersubscribed in auctions
during the period. This has led to higher yield rates on most papers. The
popular 1-year T-bill yield rate reached 20 percent in the last auction
in June from an average of 15.8 percent in January, attracting foreign
investors back into the market. The 91-day T-bill has continued to trade
at 9.5 percent as in April. The 10-year bond that traded at 17 percent a
year ago was trading at close to 18.75 percent in June. In the beginning of
the quarter the Ministry of Finance issued a second EuroBond amounting
to USD 1 billion. The bond was issued at 8.625 compared to the first
EuroBond issued at 5.375. The second EuroBond was trading at 6.9
percent at the beginning of June.

at 5.2 percent (6.6 percent before rebasing GDP as announced in the
budget speech.) In order to contain the deficit, the ministry has stated
that it will require re-alignment of expenses to priority areas, removal of
subsidies on maize and fuel, limiting the operations of institutions such
as the Food Reserve Agency to their core mandate, stabilising the wage
bill and enhancing corporate governance of state owned enterprises. The
above measures will be implemented over the medium term with the aim
of reaching fiscal consolidation.

During the first quarter the government released over ZMW 1 billion to
finance its investments and special projects. More than ZMW 550 million
was released for road projects. Second quarter data were not available
at the time of drafting. First quarter revenues including grants amounted
to ZMW 7.9 billion (22 percent better than projected). Total expenditures
reached ZMW 8.8 billion as planned incurring a deficit of ZMW 900 million.
Corporate income taxes from the mining sector performed better than
projected achieving ZMW 495 million.

Broad Money (M2) growth fell to 19.9 percent (year-on-year) in June
compared to 29.8 percent at the end of March. The fall is attributed to
a shift from ZMW demand deposits to other foreign currency deposits.
Between March and June other foreign currency deposits (part of M3)
grew by 51 percent reaching ZMW 2.4 billion as banking clients mitigated
against the depreciating ZMW.

External Sector: During the first half of 2014 the current account
moved from a surplus to a deficit. Preliminary data indicates a current
account deficit of USD 107 million for the first six months of 2014
compared to a surplus of USD 220 million in the same period a
year earlier. The change can be attributed to a relative increase in
mining related imports and increased income payments in the first
half of 2014. The trade surplus in the second quarter amounted to
ZMW 118 million compared to ZMW 810 million in the same quarter
last year. The first quarter achieved a surplus of ZMW 454 million. The
narrowing of the trade surplus in the quarter is attributed to a faster
increase in imports relative to exports.

Average commercial bank lending rates started to edge upwards from
the middle of the first quarter after having been largely unaffected by
the previous policy rate increases. By the end of the second quarter the
average lending rates reached 18.7 percent from 16.3 percent a year ago.
The slow change in the average lending rate is attributed to a group of
firms that hold large accounts, which are able to negotiate lower lending
rates than the majority of borrowers.

In the second quarter the value of exports reached ZMW 15 billion from
ZMW 13.5 billion in the first quarter. The rise in exports was driven by the
ZMW depreciation as well as higher copper exports in the first quarter.
Preliminary data from the Central Bank indicates that non-traditional
exports were valued at USD 584 million in the second quarter a slight
increase from the first quarter, but 35 percent lower than the same period
last year.

Fiscal Policy: In June the Ministry of Finance issued a statement that it
was committed to reduce the 2013 fiscal deficit from 6.7 percent of GDP to
3 percent in the medium term. The rebased target for 2014 is maintained

Imports increased by 9.5 percent compared to the same period last year
reaching a total of ZMW 14.9 billion in the second quarter. First quarter
imports amounted to ZMW 13.1 billion in comparison. The higher imports
Southern Africa Quarterly Overview and Analysis
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are attributed to the higher prices on imported goods following the
depreciation of the ZMW.

second quarter. The increases ranged from 5 percent for large power
consumers to 25 percent for residential consumers. The increases in
tariffs are part of the overall move towards cost reflective electricity tariffs.
The Energy Regulation Board therefore called for expressions of interest
to carry out a cost of service study.
The ban on maize exports was lifted earlier in the second quarter through
Statutory Instrument 35 of 2014. The Statutory Instrument removes the
requirements to specify the precise volumes of maize, the source of the
maize to be exported and the export destination of the maize. However,
export permits are still required before any exports can take place.

III. DONOR COORDINATION ACTIVITIES

By the end of May, gross international reserves increased to USD 3.4 billion
from USD 2.7 at the end of December 2013. The increase is correlated
to the issuing of the USD 1 billion 2024 EuroBond (or second Eurobond).
The increase corresponds to 3.5 months of import cover, which is slightly
below the Central Bank medium term target of four months.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Following first quarter’s announcement of tariff increases for the mining
industry, the Energy Regulation Board approved increases in electricity
tariffs for residential and business customers excluding mines in the
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The IMF conducted a planned staff visit in late May to early June to review
economic developments and discuss the macroeconomic framework with
the Zambian authorities. Apart from the technical analysis and discussions
much groundwork in preparing an economic program had also been done
during the mission in response to a request by the authorities to engage
in a programme.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
The increase in the fiscal deficit in 2013 posed challenges to the
authorities. The authorities have indicated their commitment to reduce
the deficit in the medium term to 3 percent by 2016. With international
financial conditions tightening and downward pressure on copper prices,
it is important that the authorities create policy space in the event that the
external situation deteriorates.

ZIMBABWE
HIGHLIGHTS
•

Real GDP growth projection for 2014 has been scaled down from 6.1
percent to 3.1 percent on mounting evidence of weak FDI, scarce
liquidity and subdued international prices of major exports.

•

Deflationary pressures in the economy slowly abated, with annual
headline inflation slightly increasing for the third consecutive month in
June 2014.

•

The fiscal sector continues to be constrained by high recurrent
expenditure requirements, against limited revenue flows.

•

The downward trend observed in both imports and exports since the
beginning of the year continued into the first two months of the second
quarter.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: Real sector indicators largely reflected a weakening
economy in the second quarter of the year. While the agricultural sector
is expected to record strong performance in 2014 after a weak 2012/13
season, other sectors are expected to slow down. A strong recovery in
maize and tobacco is expected to lead the rebound of the agricultural
sector. About 1.4 million hectares of maize were planted (18 percent
increase from the previous season). At the end of June, 204.4 million kg of
tobacco had been sold at the market against the year’s target of 170 million
kg, benefiting from increased hectarage. Cotton production, however, is
projected to decline following reduced hectarage and low international
prices. In the mining sector, gold output was on a slight downward trend
during the quarter, declining from 1,039.4 kg in April to 1,020.5 kg in May,
and further down to 1,019.5 kg in June. Performance in the manufacturing
sector in the first five months of 2014 was also subdued mainly due to
significantly depressed demand. The sector was also negatively affected
by erratic power supply and continued shortage of long-term financing.
In the same period, job losses were high as indicated by statistics from
the Zimbabwe Congress of Trade Unions, which highlighted that 2,065
employees lost their jobs in the first six months of the year. Companies
were reported to have lined up retrenchment programmes in an attempt to
align their operations in the wake of depressed demand.

The government revised the projected GDP growth for 2014 downwards to
3.1 percent from 6.1 percent. The downward revision was necessitated by
evidence of weak performance of some sectors (mining, manufacturing,
transport and equipment, amongst others), limited FDI, scarce liquidity,
and subdued international prices for major exports.
Monetary Policy and Banking System: According to the Reserve
Bank of Zimbabwe, annual growth in broad money supply (M3) was on
an increasing trend during the second quarter, almost doubling from
6.7 percent in April to 12.7 percent in June. On a monthly basis, broad
money registered an increase of 2.25 percent between April and May, but
declined to 0.05 percent in June. The growth in money supply continued
to be partly driven by tobacco sales. Credit extension during the quarter
continued to be reflective of constrained lending by banks because of
liquidity challenges, as well as risk aversion in the wake of increasing
non-performing loans. Credit to the private sector remained short term in
nature and mainly utilised for recurrent expenditures. It also continued to
be driven by loans and advances, which were partly sustained by offshore
lines of credit as local sources of liquidity remain under strain.

Deflationary pressures in the economy slowly abated, with annual
headline inflation increasing for the third consecutive month in June 2014,
driven by both food and non-food inflation. The year-on-year inflation
recorded -0.08 percent in June against -0.91 at the end March. The
Southern Africa Quarterly Overview and Analysis
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annual food and non-alcoholic beverage inflation registered -3.45 percent
in June compared to -3.75 percent in March, while the non-food inflation
recorded 1.67 percent against 0.51 percent in March. The annual inflation
rate also increased from -0.26 percent in April to 0.2 percent in May. On
a month-on-month comparison, the inflation rate for June 2014 stood at
-0.03 percent against -0.13 percent in May and 0.58 percent in April. In
the medium to long term, developments in the ZAR exchange rate with
respect to the USD, international oil prices, the pricing of utilities and
the level of aggregate demand in the domestic economy will continue to
influence inflation developments.

Commercial bank weighted average lending rates for individuals
increased from 14.22 percent in April to 14.39 percent in May, while
weighted average lending rates for corporates increased from 9.12
percent to 9.25 percent during the same period. However, merchant bank
weighted average lending rates for the same categories tightened from
18.88 percent and 17.73 percent to 18.87 percent and 17.74 percent,
respectively. The increase in the commercial weighted average lending
rate for individuals partly reflects strong growth in individuals’ demand for
credit, which increased from USD 382 million in May 2013 to USD 512
million in May 2014.
Fiscal Policy: Revenue underperformance continued into the second
quarter. Cumulative revenue outturn for the five months to May 2014
amounted to USD 1.366 billion, which was 8.19 percent lower than
the cumulative target of USD 1.488 billion. The lower than expected
revenue outturn can be attributed to falling aggregate demand resulting
in low revenue outturn from consumption taxes. Government expenditure
outturn for May 2014 slowed down to USD 278.28 million compared to
USD 357.62 million spent in April. The April expenditure outturn was high
on account of salary adjustments and back pays for the civil service, which
saw employment costs rising to USD 225.33 million from the first quarter
average of USD 148.58 million before falling to USD 167.52 million in
May 2014. Against this background, cumulative recurrent expenditures
amounted to USD 1.351 billion (96.36 percent of total expenditures).
Cumulative employment costs including pensions amounted to USD 1.037
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billion, accounting for 76.75 percent and 73.96 percent of recurrent and
total expenditures, respectively.

External Sector: The downward trend observed in both imports and
exports since the beginning of the year continued into the first two months
of the second quarter. The total imports for the period of January to May
2014 were about USD 2.47 billion, having decreased by about 22.4
percent compared to the same period in 2013. In addition to the general
liquidity challenges prevailing in the economy, the impact of the import duty
on some products under the 2014 National Budget Statement could also
be taking effect. The economy also witnessed a corresponding decline
in exports. Total exports during the five months of 2014 decreased by
23.87 percent compared to the same period in 2013 to about USD 990.32
million. The trade deficit for the first five months was about USD 1.48
billion, a decline of 21.46 percent from the value recorded during the same
period in 2013. However, despite this decrease, the trade deficit to exports
ratio is still very high at about 1.49. This means that if imports remain
constant, exports have to increase by about 150 percent for the country to
enjoy a primary balance surplus.

ZIMBABWE
II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The Zimbabwean government has significantly reduced mining licence
fees with a view to promoting more investment in the sector.
•

The government has scrapped the USD 5 million registration fees
for diamonds while registration fees for platinum special prospecting
licence have been slashed from USD 2.5 million to USD 750,000.

•

Application fees for an ordinary prospecting licence were slashed to
USD 500 from USD 500,000.

•

The application or renewal fee for diamonds has remained at USD 1
million while registration or renewal fee for coal and energy has been
reduced to USD 100,000 from USD 500,000.

•

The application for registration as an approved prospector paid every
five years has been slashed to USD 4,000 from USD 5,000.

•

The special prospecting licence for a mining district and the whole
country has both been reduced to USD 2,500 from USD 3,000.

III. DONOR COORDINATION ACTIVITIES
The Zimbabwe Field Office hosted a number of partner consultation
meetings during the quarter including:
•

The World Bank to discuss the AfDB’s planned activities in arrears
clearance and debt relief for Zimbabwe.

•

The government and development partners to discuss a strategy for
the establishment of special economic zones in Zimbabwe.

•

The African Risk Capacity to look into possible partnership with the
AfDB.

•

The Multi-donor Trust Fund Management Unit and Implementing
Entities held a number of technical meetings on the Zim-Fundfinanced projects.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
With recurrent expenditures constituting about 96 percent of total
expenditures, the importance of realigning the expenditure mix towards
more growth enhancing capital expenditures cannot be overemphasised.
Also, the sluggish performance of exports calls for measures to continue
to improve the business environment to attract investment, boost
productivity and competitiveness beyond the current levels.
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