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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 and
Southern Africa as a region. It also attempts to draw
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 continued on a positive growth path with significant differences in growth
rates among countries in the region. Mozambique, Zambia and Angola registered the fastest growth
rates, exceeding the 7 percent growth rate target of the Southern African Development Community
(SADC), supported by positive performance of the mining sectors and strong public expenditure.
Officials in Zimbabwe also predict a significant acceleration of growth (from 3.7 percent in 2013 to
6.1 percent in 2014) premised on the successful implementation of its Agenda for Sustainable SocioEconomic Transformation (ZIM-ASSET) and the completion of on-going institutional and structural
reforms encompassing the mining sector. However, there are significant negative pressures to growth
in Zimbabwe arising from liquidity constraints, weak aggregate demand and infrastructure bottlenecks.
In Malawi, growth is expected to accelerate to 6 percent in 2014, up from an estimated 5 percent in
2013, benefiting from a good tobacco harvest. However, the continued suspension of budget support
following the exposure of government officials’ misuse of public funds and the suspension of uranium
mining activities due to low global ore prices present downward risks.
The economies of Namibia and São Tomé and Príncipe (STP) are growing at a similar pace (5.3
percent and 5 percent, respectively), reflecting a mild acceleration of growth relative to the fourth
quarter of 2013, driven by increased mining and construction activities (Namibia) and increased
agricultural production (STP). In Lesotho, the 2014 first quarter growth is expected to be as high as that
observed in the last quarter of 2013 (about 5 percent), given accelerated growth in the diamond mining
and tertiary sectors, particularly telecommunication and trade. Growth in Mauritius is accelerating
but remains moderate (3.7 percent in 2014) in tandem with the recovery trend in its major economic
partner, Europe. Growth is decelerating in South Africa, where persistent structural constraints to
growth, including the labour unrest and the interest rate hike implemented to ease exchange rate
pressures, have dampened growth. Developments in South Africa are expected to negatively affect
Swaziland’s growth outlook.
Inflation was moderate across the board in the first quarter of 2014, supported by easing exchange
rate pressures, moderate external prices and weak domestic demand. All countries except Malawi
reported single-digit inflation, four meeting the SADC convergence target of less than 5 percent
and one (Zimbabwe) registering a deflation rate of -0.91 percent in March 2014. There were price
pressures arising from rising fuel prices, increasing public wages and seasonal food shortages in a
number of countries including Mauritius and Zambia.
Not all countries have reported first-quarter data on external balance, fiscal balance and debt. Early
indications suggest that most countries met the SADC convergence targets in the first quarter of 2014.
However, a deterioration of the external position was observed in about half of the countries due to
large imports of capital equipment and manufactured goods (Mozambique and South Africa), slow
growth in the economies of major trading partners and sources of capital (Mauritius and STP) and
lower export revenues from mining (Angola, Zambia and Malawi). In Malawi, the suspension of budget
support also weighed in. Fiscal deficits widened in the majority of countries due to expansionary fiscal
policies in Angola, Mauritius, Mozambique, Swaziland, and STP; revenue constraints arising from
decelerating economic activity in Zimbabwe; and from the suspension of budget support in Malawi.
Nevertheless, the fiscal position of Southern African Customs Union (SACU) countries is generally
improving as countries pursue fiscal consolidation (Botswana, Lesotho, and Namibia) and improve
domestic resource mobilisation (Swaziland and Namibia) while also benefiting from SACU revenue
inflows in the first quarter of 2014. With the exception of STP, countries stayed within the SADC
convergence target on debt, although debt levels are increasing in a number of countries including
Angola, Mozambique and Zambia, to fund fiscal deficits. This performance has affected the level of
international reserves, which decreased in Angola, Mozambique, Zambia and STP, though for Angola
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it stayed within the SADC convergence target of six months of import
cover.
The region’s 2014 outlook is positive overall. Average growth is expected
to rebound to 4.9 percent in 2014, up from the 4.3 percent average growth
rate estimated for 2013. Average inflation should drop to about 6 percent,
following significant disinflation in Malawi. At least four countries expect
to post a positive current account balance in 2014, compared to only
one country at the end of 2013. Seven countries are expected to have
increased their international reserves to at least four months of import
cover by the end of 2014, compared to four countries in 2013, although
the majority will still fall short of the SADC convergence target. However,
growth is partially driven by expansionary fiscal policy measures that
will negatively affect the fiscal balance and debt levels in a number of
countries.
The region’s economic landscape for 2014 will be affected by a number
of factors, including on-going institutional and structural reforms, as
well as national elections, which will be held in six of the 12 countries.
Elections are expected to worsen the fiscal positions of Mozambique and
Malawi, increase inflation risk in Malawi and increase uncertainty with
respect to capital and investment inflow in both Malawi and STP. That
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said, important institutional and structural reforms are on-going in line with
the development aspirations of member countries. In the first quarter of
2014, Angola launched its ambitious electricity sector reform programme;
Malawi registered significant progress in the implementation of the public
finance management reforms imbedded in the Extraordinary Performance
Assessment Framework; the Agency for Promotion of Investment and
Commerce was launched in STP to market investment opportunities in
the country; Zambia reformed legislation in an attempt to improve the
business climate; and in Zimbabwe, new foreign currencies were added
to the multicurrency basket to facilitate trade and investment.
In order to strengthen and sustain the positive growth trend, regional
member countries should pay particular attention to the following: (i)
sustainable management of revenues from extractive industries and
economic diversification in resource-rich countries; (ii) building resilience
to external economic shocks in globally integrated economies, through
economic diversification and diversification of target markets; (iii)
enhancing capital budget absorption capacities to maximise benefits from
expansionary fiscal policies; and (iv) public finance management reforms
to reduce imbalances in budget allocations, improve domestic resource
mobilisation and enhance safeguards.

AFDB
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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 International Monetary Fund (IMF) Article
IV Consultation mission warned about a potential slowdown due to a
reduction in oil production.

•

Fiscal revenues declined some USD 1.5 billion over the first four
months of the year, due mainly to a decline in oil barrel exports and
despite high international commodity prices.

•

A broader tax base is likely to play a critical role in reducing naturalresource dependence and vulnerability to international commodity
prices and demand volatility as the country implements its new
general tax code.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: According to Ministry of Planning estimates, Angola
is expected to maintain strong economic growth at 8.8 percent in 2014,
up from 5.1 percent in 2013 with a gross domestic product (GDP) of about
USD 129.8 billion, making the country the fifth biggest economy in the
continent and the 60th in the world. GDP growth is driven largely by non-oil
sector activities, which are expected to grow by 9.9 percent, prominent
among which are construction and energy. In June 2014 the government
invested USD 116 million in the cement industry project Nova Cimangola,
in a bid to boost cement’s production capacity to meet the needs of the
growing construction sector. The Angolan diamond industry, which is the
world’s fourth- largest by value (USD 1.1 billion in 2012) and sixth by
production volume (8.3 million carats), is set to increase production by 50
percent per annum over the next seven years, thanks to the new mining
law and higher quality diamonds. Despite this progress, 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. Moreover, agriculture and manufacturing are yet to take off
due to structural bottlenecks. The recent technical incident registered at
the USD 10 billion liquefied natural gas plant in Soyo is likely to delay
production for about a year. This will constrain the country’s efforts to
generate additional revenues, diversify its energy sources and enhance
economic transformation through promotion of downstream activities in
the oil and gas sectors. 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.

Monetary Policy and Banking System: The National Bank of Angola
(BNA) has generally pursued a prudent monetary policy stance since the
beginning of the year. Monthly inflation was 0.57 percent in June 2014,
down from 0.62 percent in May 2014. Nonetheless, the BNA managed
to contain inflation at around 6.89 percent to date, a level expected to
remain stable in the short term. Food and non-alcoholic beverages remain
the major determinants of inflation, having contributed about 39 percent
of the total monthly inflation variation. That the registered spike in food
inflation in May 2014 was followed by a decline in June 2014 suggests
that the revised Customs Tariff Schedule, which came into effect in March
2014, is yet to reduce the prices of major components of the food basket.
Money supply (M3) declined by 0.29 percent in May 2014 in contrast to
developments in April 2014, which indicated a 5.3 percent growth. The
slow growth of money supply was the result of a monthly decline in total
deposits in the banking system (0.48 percent). The monetary policy
impacted various segments of the money market in different ways. In the
interbank funds market, the Luanda Interbank Offered Rate for overnight
transactions fell by 10 percentage points to reach 2.96 percent year-on-
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year in May 2014, reflecting the level of liquidity in the banking system.
The situation was different in the other segments. The maximum rate
commercial banks applied for private sector lending for 181 days to a oneyear period increased from 12.70 percent in March 2014 to 13.55 percent
in April 2014. In contrast, the deposit rates declined from 6.02 percent to
5.80 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 2014, up from 6.68 percent in March 2014.

The first six months of the year have witnessed exchange rate fluctuations,
with potential pass-through effects on inflation. The domestic currency
(kwanza, abbreviated to AOA) experienced a six months depreciation of
0.68 percent against the United States dollar (USD), closing the month
of June at USD 1:AOA 97.68. The introduction in March 2014 of new
regulations restricting foreign currency transactions (Notice 01/2014,
BNA) as well as the enforcement of the new exchange rate regime for the
oil sector have been challenged and contributed to widen the exchange
rate spread from 4.5 percent in January 2014 to about 18.7 percent in
June 2014. The BNA responded to this through a weekly sale of foreign
exchange, which reached a cumulative amount of USD 6.51 billion during
the first five months of the year.
Fiscal Policy: Following its fiscal consolidation strategy, Angola continued
to enjoy a lower budgetary deficit of 1.5 percent of the GDP in 2013,
well below the 3.8 percent threshold initially targeted in the 2013 State
Budget Proposal. For 2014, the government has 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 on infrastructure
development continues, especially focused on energy and water, power,
transport and construction. If successful, the execution of the country’s
infrastructure transformation investments is expected to generate an
overall fiscal deficit of 4.9 percent of GDP.

Credit to the economy registered a slow expansion of 1.22 percent. This
trend reflects the relatively undeveloped financial sector due to low levels
of intermediation, weak credit risk management capacity, high borrowing
costs and lack of institutional and legal structures facilitating small and
medium enterprise (SME) development. Overall, in May 2014 domestic
credit was mainly channelled to loans for social and individual activities
(21.6 percent), private sector companies (19.2 percent), wholesale
and retail trade (16.9 percent) and real estate (10.2 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.
Preliminary data from the Ministry of Finance shows that collected
revenue for the first four months of the year was down AOA 151 billion
(USD 1.5 billion), which represents a 12.6 percent drop over the same
period in 2013. The drop in revenues was due mainly to a decline in oil
barrel exports, which were down by more than 18 million (9.5 percent) to
a total of just over 192 million barrels. Angola’s falling oil revenue since
2012 is due not to international crude prices but to lower well production,
a situation likely to change in 2016, as new investments come on stream.
For 2014, Angola’s oil revenues are estimated to be down 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 multi-lateral
institutions. Consistent with the booming construction projects, the fiscal
expenditure execution experienced a growing trend during the first four
months of the year, reaching a cumulative of 28.5 percent out of the
total budgeted expenditure of USD 55.03 billion. A breakdown of actual
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government spending from January to April 2014 shows that recurrent,
capital and statutory transfers accounted for 38, 25 and 37 percent of total
spending, respectively, with capital expenditure far below the 35 percent
target for the year. Meanwhile, 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 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 year-on-year.
Lower well production led to an 11.13 percent year-on-year decline in
oil export revenues, despite higher international commodity prices as
compared to 2013. Imports declined by double digits (22.64 percent
year-on-year). This was due mainly to a decline in food and agricultural
products (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 its decline 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, in March 2014, of the
revised Customs Tariff Schedule is expected to impose further restrictions
on imports of goods that are part of the food basket as well as heighten
tariffs on selected manufactured goods due to an effort to promote the
infant local industry. The impact on the country’s external position, as a
result of weak oil exports, worsened because of 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 declined by 0.79
percent to USD 32.1 billion in May 2014 from about USD 32.4 billion in
April 2014. In regards to foreign direct investment (FDI) inflow, the 2013
World Investment Report by the United Nations Conference on Trade and
Development indicated that Angola registered a third successive year of
net divestment, with the contraction of FDI widening to USD 6.9 billion.
This was due mainly to a sharp increase in FDI outflows (31 percent) over
the past three years.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

On 26 June 2014 the National Assembly approved the Tax Package
containing five draft codes, namely the General Tax Code, Tax Process
Code, Tax Enforcement Proceeding, Corporate Tax and the Work
Income Tax Code. These are part of the government’s major tax reform
programme, which aims to boost non-oil tax revenue as a means to
diversify its 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 price and
demand volatility. Another critical objective of the current tax reform is
to improve revenue collection and redistribution mechanisms in order to
strengthen the state’s institutions. However, the government faces several
challenges including limited fiscal decentralisation, widespread evasion,
and lack of institutional and legal foundations.
By June 2014, the Angolan commercial banks had approved more than
252 projects for funding to small, micro and medium-sized enterprises
(SMMEs) under the Angola Investe (a government programme founded in
2011), the Ministry of Economy reports. The approved funding corresponds
to a total AOA 50 billion (USD 511.9 million). From this value, AOA 23
billion (USD 235.5 million) has been made available to date. Thirty-five
percent of approved funding (15 percent in terms of approved value) went
to small businesses, while 50 percent (85 percent in terms of value) went
to medium-sized companies.On the other hand, the Ministry of Economy
has put in place the Credit Guarantee Fund, an instrument intended to
remove the obstacles to SMME credit access. The fund has about AOA
15 billion kwanza (USD 153.6 million) at its disposal.
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BOTSWANA
HIGHLIGHTS
•

Botswana’s annual real GDP growth is estimated to have reached 5.4
percent in 2013, up from 4.2 percent in 2012.

•

Inflationary pressures have remained moderate since the beginning of
2014.

•

An overall budget surplus of BWP 1.326 billion (0.97 percent of GDP)
is projected for 2014/15, for the third successive financial year since
the 2008 global financial crisis.

•

Gross reserves increased significantly, reflecting mainly the inflow
of net foreign exchange and the depreciation of the Botswana pula
(BWP) against major international currencies.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: The economy moderated in the fourth quarter of
2013, growing by 4.7 percent compared to 6.9 percent in the third quarter.
While all the sectors grew by more than 3 percent in the fourth quarter,
economic growth was largely pulled down by the poor performance of
the water and electricity sector, which contracted substantially by 205.5
percent during the quarter compared to a positive growth of 63.5 percent
realised in the previous quarter. The slow growth also reflected subdued
performance of the mining sector, which grew at 9.8 percent during the
fourth quarter compared to 21.2 percent in the third quarter. The mining
sector is an important engine of growth in Botswana, contributing 19.5
percent to the country’s GDP in the fourth quarter of 2013. The annual
growth of real GDP is estimated to have reached 5.4 percent in 2013, up
from 4.2 percent in 2012. Buoyant activity in the mining sector (particularly
diamond production), which recorded a growth of 10.6 percent in 2013,
underpinned growth. Downside risks to Botswana’s economic outlook
remain elevated. Key risks include weak global recovery for mineral
exports that would result in lower export earnings, and low international
commodity prices.

Monetary Policy and Banking System: Inflationary pressures have
remained moderate since the beginning of 2014. Headline inflation rose to
4.6 percent in February 2014 from 4.4 percent in January 2014, lower than
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the annual inflation of 5.9 percent for 2013. The low annual rate of inflation
is attributed to the general slowdown in the costs of mainly food, transport,
and clothing and footwear. It is also due to base effects of the increase in
some administered prices in 2012. Inflation is expected to remain within
the Bank of Botswana’s objective range of three to six percent in 2014
into the medium term due to weak domestic demand and a moderation
in external price developments. Taking advantage of the prevailing lowinflation environment and the positive medium-term inflation outlook,
the Bank of Botswana reduced its lending rate from 8 percent to 7.5
percent in December 2013. The accommodative stance was maintained
to support domestic economic growth against the backdrop of sluggish
global economic performance. The annual credit extended to the private
sector decreased from 23.6 percent at the end of December 2012 to 15.1
percent at the end of December 2013. While annual credit to individuals
rose by 24.3 percent at the end of December 2013, driven by the growth
in mortgages and personal loans, there was a significant deceleration
in annual credit expansion to the corporate sector. The deceleration in
business credit growth, which is consistent with the moderation of growth
in domestic economic activity, was reflected across almost all sectoral
business activities.

Fiscal Policy: Fiscal operations during the third quarter of the 2013/14
financial year (October to December) resulted in a deficit of BWP 621.3
million (about 2.0 percent of GDP). This represented a turn-around in the
fiscal performance compared to the surplus of BWP 396 million (about 1
percent of GDP) recorded in the corresponding quarter of the 2012/13
financial year. The negative outturn is mainly attributed to lower revenue.
The 2014/15 budget was unveiled on 3 February 2014. The budget
underscores the importance of fiscal consolidation. Total revenue is
projected to increase by 10.5 percent over the revised budget of 2013/14 to
BWP 50.18 billion in the 2014/15 financial year. The increase is expected
to be on the account of all the three major sources of revenues, namely,
customs and excise, non-mineral tax revenue, and mineral revenue which
is registering significant growth, benefiting from the recovery in the growth
of the domestic and global economy. Total expenditure and net lending
is projected to increase to BWP 48.857 billion in in the 2014/15 financial
year, representing an increase of 8.5 percent over the revised budget for
2013/14. Consequently, an overall budget surplus of BWP 1.326 billion
(0.97 percent of GDP) is projected for 2014/15, for the third successive

BOTSWANA
financial year since the 2008 global financial crisis. The budget allocation
priorities for 2014/15 will include: maintaining and efficiently operating
existing infrastructure; funding key economic infrastructure such as water,
energy and communications to support growth; completing on-going
projects; and funding social welfare programmes such as the poverty
eradication programme.

II.

DONOR COORDINATION

An AfDB team led by the Vice-President of Country and Regional
Programmes and Policy visited Botswana from 24 to 26 March 2014 to
hold discussions with the government of Botswana to agree on areas of
Bank support over the period 2014-2018. The mission held discussions
with the Ministry of Finance and Development Planning on the draft
Country Strategy Paper for Botswana for the period 2014-2018,
which is intended to consolidate strong, shared and sustainable growth.
The Strategy is scheduled to be presented to the Board of Directors in
October 2014.

III. INSTITUTIONAL AND
STRUCTURAL REFORMS

External Sector: The current account is estimated to have recorded a
surplus of BWP 7.9 billion in 2013, compared with a deficit of BWP 4.3
billion in 2012. The recovery in receipts from the SACU and higher export
earnings were the main boosters of improvement. Total exports rose by
55.1 percent to BWP 74.2 in 2013 on account of strong growth in sales
of diamonds and other minerals, while imports expanded at a slower rate
of 20.7 percent to BWP 79.2 billion. Benefiting from the positive current
account, the overall balance of payments outturn for 2013 is estimated
to have recorded a surplus of BWP 4.7 billion, up from a deficit of
BWP 862 million in 2012. Botswana’s gross reserves increased by 14
percent in 2013 to BWP 67.6 billion, equivalent to 16.5 months of import
cover, reflecting mainly the net foreign exchange inflows. By the end of
December 2013, the local currency had weakened by 8.4 percent, yearon-year, against the US dollar.

In its efforts to expand the revenue base and simplify tax regimes, the
government intends to present to Parliament amendments to the Income
Tax Act and the Value Added Tax (VAT) Act in the 2014/15 financial year.
The VAT Act will be amended to exempt all farming equipment and all
basic foodstuffs, which are currently zero-rated. The government will also
present to Parliament amendments to the Transfer Duty Act meant to
encourage home ownership.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
Botswana’s medium-term growth prospects remain vulnerable to various
exogenous shocks, including a weak global recovery for mineral exports
that would result in lower export earnings. The risks underscore the need
for Botswana to intensify its efforts to diversify the economy in order to
promote economic transformation that will enhance the resilience of its
medium-term growth prospects.
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LESOTHO
HIGHLIGHTS
•

The economy registered growth of 3.3 percent on a quarter-on-quarter
basis in the fourth quarter of 2013, driven mainly by the construction,
telecommunications and trade sub-sectors.

•

The fiscal balance registered a surplus during the fourth quarter,
mainly underpinned by good performance of taxes on income and on
goods and services as well as moderation in spending.

•

Annual inflation accelerated to 5.1 percent in the fourth quarter
(ending December 2013) from 4.8 percent in the previous quarter
(ending September), driven largely by energy prices.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: In the fourth quarter ending December 2013, the
economy continued to show resilience in spite of the tapering down of
the mining, manufacturing, electricity and water sub-sectors, which
constrained growth. On a quarter-on-quarter basis, growth was 3.3
percent; while on a year-on-year basis it was 2 percent according to
the Economic Activity Index produced by the Central Bank of Lesotho.
Growth during the quarter was driven mainly by the construction (12.6
percent), telecommunications (26.8 percent) and trade (25.1 percent)
sub-sectors. The construction sub-sector was bolstered by government
activities involving the upgrade of rural and urban roads and construction
of mini and footbridges. The construction works at the Metlong Dam
also contributed. Due to increased demand for services complemented
by provider capacity, the telecommunications sector performed well.
The trade sub-sector made a positive contribution to economic growth
supported by increased economic activities in some sub-sectors including
government. The growth of the mining sub-sector was impeded by the
temporary halt in production at Liqhobong mine from October 2013
up to the end of the fourth quarter of 2013. Similarly, growth of the
manufacturing sub-sector was impeded by the temporary cessation of
activities for the festive season. The growth outlook appears pessimistic
given the expected winding up of key construction activities at Metlong
Dam in the next quarter.

Monetary Policy and Banking System: The monetary policy stance
in the fourth quarter of 2013 was less expansionary as reflected by
moderation in money supply growth compared to the previous quarter.
This was due to a decline in domestic claims, as the government worked
hard to improve its net position with the financial sub-sector. Money
supply, broadly defined as M2, grew by 2.6 percent compared to 19.6
percent in the previous quarter. The growth in money supply was largely
driven by the increase in net foreign assets. On the other hand, domestic
claims dropped after increasing in the third quarter (ending in September
2013). This drop followed reduced net claims on government that more
than offset increases in the claims on the private sub-sector, largely
supported by expansion in the credit extended to households. However,
credit extended to enterprises, real estate and business services,
manufacturing, agriculture and mining contracted. Inflation on a year-onyear basis started the quarter by rising to 5.4 percent in October before
moderating to 5.1 percent at the end of the fourth quarter in December
2013. This represented an increase of 0.3 percent compared to inflation at
the end of the previous quarter in September 2013. Transport services and
electricity, gas and other fuel price increase were the main drivers here.
The increase in transport services was due to a hike in fuel prices, which
resulted in a rise in the local taxi and bus fares effected from October
2013. This also fed into other sub-sectors of the economy.

Fiscal Policy: The internal balance as measured by the fiscal position was
impressive during the fourth quarter of 2013 (October-December). The
government fiscal position posted a surplus estimated at 5.2 percent of
GDP during the quarter under review. This was a significant improvement
compared to a deficit of 3.5 percent of GDP recorded in the previous
quarter of 2013 (July-September). The improvement in the internal
balance is largely underpinned by the good performance in tax revenues
(both income tax and tax on goods and services) and non-tax revenues
(dividends and royalties) as well as moderation in overall spending. The
revenues received from SACU remained unchanged since the second
quarter of 2013 (April-June). Expenditure continued to be dominated
by recurrent expenditure, which largely comprised compensation of
employees (46 percent of the budget). The surpluses were largely used to
boost international reserves. Public debt as a percentage of GDP dropped
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to 37.7 from 41.3 in the previous quarter. Public debt is dominated by
external debt, which contributed almost 88 percent. Public debt, however,
remains sustainable, and the risk of debt distress is moderate.
External Sector: The external balance as measured by the current
account continued to be in surplus in the face of increased net outflow
of the services account, a drop in the net income account and a decline
in net current transfers. Supported by the current account and the good
performance of the capital and financial account, the overall balance of
payments registered a surplus position. This was also supported by the
depreciation of the local currency against vehicle currencies in which
reserves are kept, which resulted in revaluation gains. The current
account surplus narrowed to 1.5 percent of GDP during the fourth quarter
of 2013 from 5.5 percent the previous quarter, while the overall balance of
payment registered a surplus of 21.3 percent of GDP from a deficit of 4.7
percent the previous quarter. As a result of the increase in gross official
reserves and the moderation in the import bill, the reserves in months
of import cover increased to 6.2 months from 5.4 months the previous
quarter.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Progress has been made towards the implementation of the National
Strategic Development Plan. A draft budget strategy paper incorporating
the priorities approved by the Cabinet in August 2012 was prepared for the

2014/15 budget, and the ministries produced budget framework papers
based on the paper. Additionally, the Cabinet established a public sector
investment committee to assess the projects. Other reforms include the
establishment of the secretariat for the Public Financial Management
Reform.

III. DONOR COORDINATION
During the quarter under review, a Lesotho development partners and
international agencies roundtable dialogue was held in South Africa. The
objective of the roundtable was to explore avenues for achieving inclusive
and balanced economic growth and human development. Development
partners, international agencies and the private sector were in attendance.
The discussions centred on how to make aid for trade more effective.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
While the government is already implementing some reforms to establish
the actual size of the civil service, the expansion of the private sector
is necessary to complement the government as an alternative employer.
This underlines the importance of deepening the on-going structural
reforms to improve the investment climate, part of the government drive to
attract more investment.
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MALAWI
HIGHLIGHTS
• The Common Approach to Budget Support (CABS) Review to assess

progress on the Extraordinary Performance Assessment Framework
(E-PAF) in the aftermath of the ‘Cashgate’ fiscal scandal was held on
25 March 2014.

• Inflation is on a downward path with the approach of the maize harvest
season.

•

•

I.

Kayelekera uranium mine operations were suspended in February
2014 owing to depressed uranium ore prices, which are likely to
weaken Malawi’s export performance.
The 2014 tobacco-sales season kicked off on 24 March 2014, with
sales expected to surpass the previous season’s performance.

MACROECONOMIC MANAGEMENT

Economic Growth: Malawi’s growth increased in 2013, in spite of a
challenging macro-economic environment, the fiscal stress caused by
the ‘Cashgate’ scandal and the consequent suspension of donor budget
support. Real GDP growth in 2013 is estimated to have rebounded to 5
percent up from 1.9 percent in 2012.

Growth in 2013 accelerated mainly on account of the strong recovery
in output across the agriculture, manufacturing, construction, wholesale
and retail sectors. The growth momentum is expected to continue
in 2014 resulting from significant improvements in the availability of
foreign exchange. The easing in power supply shortages, following the
commissioning of the Kapichira II hydropower plant, could also facilitate
continued recovery in economic activity. During the first quarter of 2014,
manufacturing firms operated at more than 60 percent of capacity. Private
sector confidence, however, may be dampened if the freeze in donor
support for the budget is prolonged and public expenditure continues to
be compressed. This is because government procurement of goods and
services is a major source of business for the private sector. Nonetheless,
the growth outlook for 2014 is positive, on account of the expected good
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harvest owing to favourable rainfall in many parts of the country and
increased access to fertiliser through the Farm Input Subsidy Programme.
The first round of national crop estimates for the 2013/14 harvest season
shows an increase of 10 percent in total maize output from 3.6 million mt
to about 4 million mt. The new tobacco-sales season officially opened on
24 March 2014 with tobacco-sale volumes expected to increase from 168
million kg in 2013 to 193 million kg. The enhanced competitiveness of
tobacco, through exchange rate adjustment, has contributed to continued
recovery in tobacco production. To protect farmers from price volatility, the
government has increased the minimum price of burley tobacco from USD
1.69/kg to USD 1.76/kg.
Real GDP growth in 2014 is projected at six percent and will continue
to be broad based. However, the suspension of the Kayelekera uranium
mining operations in February 2014 due to depressed uranium ore prices
will affect performance of the mining sector and exports. Other downside
risks to the growth outlook include: (i) the prevailing high bank lending
rates, (ii) the uncertainty surrounding donor financial assistance in the
wake of the ‘Cashgate’ scandal and (iii) the perception of the government’s
inability to curb corruption. In addition, uncertainty about the government’s
future policy direction is likely to result in investors postponing investment
decisions that could in turn slow down economic growth.
Monetary Policy and Banking System: Inflation has been on the upswing
since October 2013, mainly reflecting the impact of rapid exchange rate
depreciation and rising food prices following the onset of the lean season.
Year-on-year headline inflation stood at 24 percent in March 2014, up from
23.5 percent in December 2013. In March, the respective urban and rural
rates stood at 34.3 percent and 19.2 percent, compared to 32.5 percent
and 20 percent in December 2013. Both food and non-food prices have
driven inflation, with the latter accelerating at a faster pace. However, it
is expected to decelerate rapidly in the coming months, as the Malawian
kwacha (MWK) appreciates during the tobacco-sales season and food
availability increases after the harvest season in April and May. In fact,
maize prices have already started to decline. In February, they fell by
14 percent compared to the previous month, largely due to increased
availability of maize in markets and the scaling up of humanitarian food
distribution. Year-on-year inflation is projected to decline to 9.7 percent
by the end of 2014, with annual average inflation falling to 15.1 percent,
down from 28.6 percent at the end 2013. Nevertheless, the upside risks to
inflation remain significant. They include the effect of the recent 37 percent
upward adjustment in electricity tariffs to be spread over five years and
potential rises in the prices of imported petroleum, which would be passed
on to consumers with a knock-on effect on other prices. Since June 2013
the price of fuel has been adjusted upwards twice.
The Reserve Bank of Malawi has maintained a tight monetary policy stance
to curb inflationary pressures and anchor expectations. In February the
Monetary Policy Committee decided to keep the policy rate at 25 percent
in view of the persistent risks to inflation in the context of a constrained
fiscal framework resulting from the shortfall in external financing and
election-related spending pressures. Despite the tight monetary policy,
liquidity conditions eased during the quarter under review. This was
reflected in the increase in the volume of interbank lending activities and
the decline in interbank money rates. The volume of interbank borrowing
increased to an average of MWK 1.84 billion in March 2014, from MWK
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1.27 billion in February 2014. Interbank interest rates continue to decline.
They averaged 9.08 percent in March, down from 18.35 percent in
February 2014 and 20.07 percent in December 2013. While lending rates
have also declined, they remain at high levels, ranging from 35 percent
to 37.7 percent in March. The high borrowing cost could constrain private
investment and reduce the economy’s growth potential. The weighted
average yield on treasury bills decreased from 34.4 percent in December
2013 to 14.65 percent in March 2014 compared to 42.37 percent in March
2013, reflecting the easing in liquidity conditions in money markets and
investors’ increased demand for treasury bills.

Fiscal Policy: The ‘Cashgate’ scandal and the shortfall in programmed
budget support, estimated at USD 150 million, necessitated revision of the
2013/14 budget framework. Adjustments to the fiscal framework entailed
drastic expenditure cuts, including reducing government travel costs and
postponing domestically financed development projects. The mid-year
review of budget performance shows that fiscal policy has been restrained
with social expenditure largely protected from expenditure cuts. However,
the shortfall in budget financing is beginning to adversely affect general
government operations.
The Reserve Bank of Malawi’s move to purchase foreign exchange during
the 2013 tobacco-sales season coupled with the tight monetary policy has
resulted in rapid build-up of gross official reserves. Gross official reserves
increased from USD 188 million (one-month import cover) at the end of
March 2013 to USD 477 million at end March 2014 (2.5 months import
cover). This marks the highest level of reserves since 2005. With the onset
of the tobacco-sales season, further accumulation in foreign exchange
reserves is expected. The target is to increase gross official reserves to
three-months of import cover by the end of 2014, which should provide an
adequate buffer against exogenous shocks. On the other hand, increases
in foreign exchange purchases during the tobacco-sales season could
reignite inflationary pressures through liquidity expansion. Hence the
authorities will need to continue with the tight monetary policy stance and
mop up excess liquidity through open market operations.
After depreciating rapidly against major trading currencies in the last
quarter of 2013, the kwacha started appreciating from January to March.
Since January 2014 the kwacha has appreciated by 6 percent against
the US Dollar. The appreciation of the exchange rate is expected to be
more pronounced, as proceeds from tobacco-sales increase between
April and June 2014. Early appreciation of the exchange rate suggests
that proactive market interventions will be necessary to manage liquidity
and exchange rate volatility effectively while ensuring the exchange rate
remains at a competitive level.

During the first half of the year, domestic revenues (mainly from taxes)
amounted to MWK 204 billion compared to the projected amount of
MWK 208 billion while external grants underperformed by MWK 24
billion, largely on account of the suspension of budget support. Total
expenditure and net lending amounted to MWK 297 billion against the
projected amount of MWK 343 billion. Eighty percent of total expenditure
consisted of recurrent expenditure. The overall fiscal deficit amounted to
MWK 70.7 billion against the mid-year projection of MWK 79 billion, which
was financed through net domestic borrowing (MWK 65.9 billion) and
net foreign borrowing (MWK 4.8 billion). The overall fiscal deficit for the
Southern Africa Quarterly Overview and Analysis
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current fiscal year and domestic financing is expected to be higher than
programmed mainly due to reduction in planned budget support. Revenue
performance during the rest of the fiscal year is expected to surpass
target, which would ease fiscal pressures, if some of the programmed
budget support is released.
External Sector: The current account deficit is estimated to have
narrowed to 3.5 percent of GDP in 2013 from 4.4 percent of GDP in 2012.
This is on account of an improved trade balance resulting from strong
export performance along with an increase in external grants. Tobacco and
uranium exports drove the improvement in the trade balance. However,
suspension of uranium mining is likely to affect the trade balance, as
uranium is the second largest earner of foreign exchange. The current
account deficit is projected to widen to 3.7 percent of GDP as imports pick
up and external grants continue to decline. It is therefore important for the
government to accelerate implementation of the National Export Strategy
to diversify exports and generate more foreign exchange.

The second CABS review for the current fiscal year held on 25 March 2014
concluded that the government had made strong progress in implementing
the E-PAF with the majority of the indicators and benchmarks met. While the
government’s response to ‘Cashgate’ has been swift and positive, further
efforts are required to fully restore confidence in the government PFM
systems. There is an urgent need for developing a comprehensive and
longer-term PFM reform programme with strong government ownership.
Following the CABS review, the government has embarked on the design
of a comprehensive PFM reform strategy. This builds on the 2011-2014
Public Finance and Economic Management Reform Programme and
the E-PAF. The success and sustainability of the PFM reform strategy
will, however, require coordination with broader public sector reforms to
address issues of behavioural change, integrity, ethics and accountability.
The ‘Cashgate’ scandal has provided added impetus for the revitalisation
of the government’s Public Service Management Reform Programme,
which is a key component of the good governance programme.

III

ISSUES NEEDING PARTICULAR
ATTENTION

The tight fiscal conditions pose a risk to Malawi’s growth prospects and
are already exerting pressure on public service delivery. Unless some
of the development partners resume budget support quickly, sustaining
macro stability and delivery of key services could prove highly challenging.
Improvements to Malawi’s PFM systems will be critical to unlock external
budget support and create more fiscal space to finance essential services.
This will require consolidation of recent efforts to correct weaknesses in
management of public finances followed by the implementation of longerterm reforms necessary to bring about demonstrable and sustainable
improvements in PFM systems. Key issues requiring particular attention
include the need for stricter enforcement of compliance to the PFM
legal framework and strengthening oversight mechanisms by increasing
external and internal audit capacity to prevent fraud and waste in
government resources.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The ‘Cashgate’ fiscal scandal exposed serious weaknesses in Malawi’s
public financial management (PFM) system as well as underlying
governance challenges. The loss of confidence and trust in the
government’s PFM system by stakeholders and consequent withdrawal
of external budgetary support has re-invigorated reform efforts to improve
the management of public finances. The government, in collaboration with
its development partners, is implementing an action plan and the CABS
E-PAF, which were designed as a quick response to ‘Cashgate’. Both the
government action plan and the E-PAF contain short-term confidence rebuilding measures including a forensic audit, enhancing the integrity and
security of the Integrated Financial Management System, strengthening
expenditure control and oversight mechanisms, strengthening capacity
of key PFM and law enforcement institutions, and investigations and
prosecutions of ‘Cashgate’ related cases.
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High lending interest rates, in excess of 35 percent, continue to pose a
risk to private sector development at a time when more investment is
needed to consolidate Malawi’s economic recovery and spur economic
diversification efforts. Low inflation is key to bringing down interest
rates. Prospects for a significant fall in inflation in 2014 are favourable,
especially in view of the expected bumper harvest and the stabilisation
of the exchange rate during the tobacco-sales season supported by tight
monetary policy. The success in reining in inflation and easing interest
rates will also depend on fiscal discipline to avoid fiscal dominance.
The temporary closure of the Kayelekera uranium line is of concern
because of the loss of over 400 jobs and the likely impact on exports. The
challenges in sustaining uranium mining in the face of falling commodity
prices underline the risks associated with extractive industries and the
need for diversification towards activities with value addition, such as
manufacturing.

MAURITIUS
HIGHLIGHTS
•

Against the backdrop of a global economic recovery and stronger
external demand, the Mauritian economy is expected to grow in the
range of 3.7 to 4 percent in 2014.

•

The Monetary Policy Committee of the Bank of Mauritius, at its
February 2014 meeting, maintained the key repo rate at 4.65 percent
to mitigate potential inflationary pressures and to stimulate economic
growth.

•

Government’s domestic borrowing remained robust, with MUR 8.6
billion in government securities issued in the first quarter of 2014.

•

Moody’s Investors Service maintained its ‘Baa1’ rating for Mauritius.

I

MACROECONOMIC MANAGEMENT

Economic Growth: Economic growth in the first quarter of 2014
was estimated at 3.5 percent, slightly higher than the revised growth
rate of 3.3 percent for the fourth quarter of 2013, as external demand
remained subdued. Growth was anchored by a strong quarter-onquarter performance in financial intermediation, and information and
communication technology, which grew at 7.2 percent and 6.4 percent
respectively. Tourism, wholesale and retail trade, accommodation and
food services also performed well in the first quarter of 2014. Tourist
arrivals were recorded at 256,423 for the period of January to March 2014,
an increase of 25,200 over the corresponding period in 2013. Arrivals from
Europe, the principal market for Mauritius, stood at 101,887, a drop of
2,445 compared to the corresponding period in 2013. The number of
arrivals from Asia, Africa and Latin America compensated for the drop
in arrivals from Europe. With the implementation of major public sector
investment projects gaining momentum in 2014, the construction sector
is expected to improve and should lead to stronger economic growth.
Furthermore, growth is expected to pick up in Europe, the country’s
principal export market for goods and services. Against this background,
Statistics Mauritius forecasts a growth rate of 3.7 percent in 2014, up from
3.2 percent in 2013.

Monetary Policy and Banking System: Monetary policy has been
moderately accommodative since the turn of the year, with the Bank of
Mauritius mindful of inflationary pressure and output gap. At its February
2014 meeting, the Monetary Policy Committee of the Bank of Mauritius
maintained the key repo rate at 4.65 percent per annum. Year-on-year
headline consumer price index (CPI) inflation increased from 4 percent
in December 2013 to 4.5 percent in March 2014, having peaked in
February against the backdrop of higher food and fuel prices. Year-onyear core inflation decelerated through the period, remaining in the range
of 3.1 to 3.4 percent. A slowly depreciating Mauritian rupee (MUR) and
persistently high fuel prices could increase inflationary pressures during
the course of 2014. Yields on government treasury bills and bonds trended
downwards between the end of January and the end of February 2014,
due to a system flush with liquidity and a strong demand for fixed and
high-yield instruments. The overall weighted yield for the 91-day maturity
decreased from 3.04 percent to 2.78 percent, while the yield on the 15year government bond dropped from 7.85 percent to 7.60 percent during
the period, as the market’s appetite for low-risk assets continued to grow.
Broad money liabilities increased by 5.8 percent over the corresponding
period in 2013. Credit to the private sector increased by 0.7 percent to
reach MUR 428.12 billion in February 2014.

Fiscal Policy: Fiscal policy is expected to be less expansionary in 2014
in line with mid-term fiscal consolidation objectives, which are to maintain
public debt sustainability and reduce external sector vulnerabilities. At
55.2 percent, the public debt ratio remains well within the legal limit (60
percent of GDP) but the government needs to strengthen its commitment
to fiscal consolidation to bring down the public debt ratio to the target of 50
percent of GDP by 2018 (statutory requirement). In its latest assessment
of Mauritius, the international ratings agency Moody’s expressed concern
about the country’s current debt level and prospects of achieving the 50
percent target by 2018, despite maintaining its sovereign rating of ‘Baa1’
(stable outlook) for the country. For the period of January to February
2014, total revenue reached MUR 14.3 billion, 15 percent higher than
the corresponding period in 2013. Increased spending on public sector
wages and social benefits was the main driver of total spending, which
represented 32 percent of the total. Fiscal deficit stood at 3.3 percent of
GDP at the close of 2013 and is being financed by domestic debt. Going
forward, the budget deficit is expected to remain within the range of three
Southern Africa Quarterly Overview and Analysis
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to 3.3 percent of GDP in 2014, as the government further rolls out its USD
10 billion public sector infrastructure programme, but total revenue should
be boosted by increased tax revenue resulting from stronger economic
growth.

II

INSTITUTIONAL REFORMS

During the period under review, the government announced two new

Balance of Payments: The external position remains vulnerable to
adverse terms of trade and underlying structural bottlenecks, such as
over-dependence on imports of raw materials and weak innovation
capacity. In the first quarter of 2014, the current account deficit widened by
six percent, over the corresponding quarter of 2013, to reach MUR 10.54
billion (about 3.4 percent of GDP). A weak merchandise trade balance
combined with a fall in the services surplus drove this widening. The
trade deficit during the quarter widened by 1.2 percent compared to the
corresponding period in 2013 to reach MUR 16.65 billion. Furthermore,
the services account generated a lower surplus at MUR 2.23 billion
compared to MUR 4.65 in the corresponding period in 2012 as a result
of a 25 percent fall in net travel receipts. The United Kingdom, France
and the United States were the country’s principal export destinations in
the first quarter of 2014, while imports were mainly from India, China,
France and South Africa. The capital and financial account registered a
surplus in the first quarter, as FDI reached MUR 2.6 billion, with South
Africa as the main source of investments. About half of the FDI went into
real estate and over a quarter into the financial sector. Going forward, FDI
inflow is expected to increase with continued investments in real estate
from non-residents, stronger inflow originating from Africa and Asia, and
improved economic conditions in the Eurozone. The overall balance of
payments recorded a deficit of MUR 1.95 billion compared to a surplus
of MUR 2.6 billion over the corresponding period in 2013. The persistent
vulnerabilities of the external sector highlight the need for Mauritius to
strengthen its export diversification efforts and move up value chains.
Furthermore, fiscal consolidation along with improvements in the skills
base and infrastructure development will be required to improve the
country’s trade competitiveness. The Bank of Mauritius remained active
on both the buy and sell side of the foreign exchange market to bolster
reserves and support the MUR. At the end of March 2014, the reserves
import cover stood at 5.5 months compared with 5.2 months (as at end
December 2013).
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measures to support Mauritian companies already exporting to the
African market and to encourage others to follow suit – introduction
of subsidies on total freight cost and subsidies on premiums of
export credit insurance. These measures are the last two to be
introduced as part of the government’s on-going Africa Strategy
2013 and the Enhanced Africa Strategy of 2014. The freight cost
between Mauritius and other African countries is relatively high. For
instance, the cost of freight on the China-Kenya route is lower than
the Mauritius-Kenya line, government noted, hence, the decision to
subsidise the cost of a container destined for Africa (Madagascar
and South Africa excluded) up to 25 percent or USD 300 per
container. The second measure consists of subsidising up to 50
percent of the premium on credit insurance for those businesses
exporting to continental Africa. Both these measures should serve as

an incentive to Mauritian firms to increase their exports and expand their
businesses to the rest of Africa.

III

DONOR COORDINATION

During the period under review the Board of Directors of the AfDB
Group approved the Mauritius CSP for the period 2014-2018. The CSP
is designed to help Mauritius build its competitiveness and resilience to
exogenous shocks so as to enhance the quality of growth and accelerate
its transition to a high-income country. The strategy will focus on two
strategic pillars: building infrastructure and public private partnerships,
and deepening skills and technology development. During this period, the
Bank will deepen its engagement with other development partners active
in Mauritius, such as the Agence Française de Développement, the EU
and the World Bank, particularly in the areas of infrastructure development
and skills enhancement.

MAURITIUS
IV ISSUES NEEDING PARTICULAR
ATTENTION
•

The authorities’ medium-term fiscal consolidation plans need to be
brought forward to 2014, which should reduce external imbalances,
mitigate debt vulnerabilities and rebuild fiscal buffers, and allow
Mauritius to achieve the 2018 debt law target.

•

While a recovery is expected to take hold in the Eurozone from 2014
onwards, a significant deterioration in conditions would pose notable
risks to the growth outlook given Mauritius’ exposure to the region.
Europe will continue to remain the country’s principal destination
market for exports and primary source of tourists, which means that
the government of Mauritius needs to implement its strategy of moving
up value chains but should also increase efforts of diversifying its
target markets towards mainland Africa and Asia.

Southern Africa Quarterly Overview and Analysis
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MOZAMBIQUE
HIGHLIGHTS
•

The GDP is estimated to have grown by 7 percent in 2013 driven
mainly by the mining sector.

•

The metical (MZN) depreciated by 1.7 percent against the USD due
to the cumulative effect of a seasonal low supply of foreign exchange
and delays and cancelations of the disbursement of foreign aid.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: Preliminary figures indicate a 7.1 percent GDP
growth during the fourth quarter of 2013, 0.9 percent lower than the
previous quarter. During the quarter mining was the fastest growing
sector with a production increase of nearly 59 percent, benefiting from
increased coal exports. The other fast growing sectors were financial
services, construction, transport, communication, water and electricity.
Agriculture remains the dominant economic sector contributing to around
23 percent of total GDP. The agriculture sector grew by 5.3 percent during
the quarter, while the industrial sector production value was down by -3.1
percent reflecting the drop in global aluminium prices. Industrial production
is dominated by the aluminium smelter plant of Mozal, which accounts for
more than a third of national exports.

Monetary Policy and Banking System: The CPI moderated in February
to a 0.39 percent increase month-on-month with the price increase mainly
attributed to food and non-alcoholic beverages. Year-on-year inflation
in February reached 2.38 percent and the 12-month average inflation
decreased for the first time since January 2013 from 4.29 to 4.14 percent.
The low levels of inflation have allowed the central bank to maintain the
reference lending interest rate at its current historic low of 8.25 percent,
fuelling the progressive expansion of credit to the economy, reaching 35
percent at the end of the quarter. During the period the interbank money
market rate kept its negative trend to 3.15 percent, while the one-year
treasury bills remained at 7.2 percent. However, in the same period,
the average one-year lending rate from commercial banks continued to
remain above 20 percent.
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Fiscal Policy: Fiscal execution during the fourth quarter of 2013
progressed well, with total revenue collection reaching 105.3 percent
of execution (MZN 126.907 billion), helped by a higher-than-expected
collection of corporate tax (particularly capital gains tax), income tax,
capital gains and own revenues. Overall revenue collection in 2013 was
28.9 percent higher than in 2012. Revenue derived from megaprojects
increased by 37.52 percent compared to 2012, although it still represents
6.1 percent of the total state revenue. Nevertheless, if taking into account
capital gains tax worth MZN 12.2 billion from shareholder exchanges in
the gas consortiums, the contributions from megaprojects increases to
15.7 percent of total revenues. On the other hand, budget expenditure in
2013 registered 88.1 percent of execution. Current expenditure execution
reached 94.7 percent. The final budgeted allocation surpassed the original
budgeted amount by 3.68 percent due to increased expenditure with staff
(admission of new staff in the education and health areas), goods and
services, and current transfers (namely to state-owned enterprises).
Capital expenditure execution achieved just 78 percent, reflecting
absorption capacity constraints particularly when externally financed.
Domestically financed capital expenditure was executed at 94.9 percent
and increased 29.4 percent compared to the previous year. However, the
externally financed component, which represents 46.7 percent of total
capital expenditure, was executed at only 64.9 percent and decreased by
2.5 percent compared to 2012. Such low execution is due to delays related

MOZAMBIQUE
to the first quarter floods, delays in disbursements by some partners, and
absorption capacity constraints.

II.
External Position: During the fourth quarter of 2013 the current
account deficit narrowed to 47 percent of GDP, benefiting from
a decrease in import of goods and services. The preliminary
estimate of the overall current account deficit in 2013 is
47 percent of GDP (USD 5.9 billion) compared to 35.4 percent of GDP
in 2012. The recurring high current account deficit is driven mainly by
large imports by mega-projects in extractive industries. The deficits are
financed mostly by strong FDI inflows. On the foreign exchange market,
the seasonal shortage of hard currency during the first quarter was
worsened by high fuel imports and delays and cancelations of budget
support by donors, thereby putting pressure on the MZN, particularly
against the USD. Despite the central bank’s intervention in the markets,
the MZN ended the quarter losing -1.7 percent against the USD, while it
maintain its value against the South African rand (ZAR). The interventions
in the market since the beginning of the year led to a USD 217 million
decrease in international reserves, which stood at USD 2.792 billion (4.1
months of imports) at the end of the quarter.

INSTITUTIONAL AND
STRUCTURAL REFORMS

The government launched the reform of its Industrial Strategy and Policy
(ISP), dating from 2007. The reform process is a joint work between the
Ministry of Industry and Trade and the National Confederation of the
Private Sector. The new ISP will establish the broad outlines of industrial
development in the country with a focus on strengthening value chains
and fostering job creation. The government recognises the development
of the industrial sector to be determinant for poverty reduction and in
fostering long-term, sustainable economic development. The revised ISP
will identify the fundamental pillars of action for both government and the
private sector during its implementation. The ISP revision is anchored in
the new National Development Strategy and its structural transformational
agenda.

III. DONOR COORDINATION ACTIVITIES
During the first quarter, the government of Mozambique and its aid partners,
including its associated members, launched the Performance Assessment
Framework evaluation, an annual mutual assessment exercise conducted
with the participation of civil society. This exercise evaluates the country’s
implementation of development policies according to a set of qualitative
and quantitative indicators. At the same time, government evaluates the
efficiency of aid partners’ development assistance delivery. The exercise
serves as the basis for aid partners’ annual budget support commitments
decision.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
The expanding fiscal deficits are a cause for concern. The fiscal deficit
after grants without windfall, capital gains tax, and revenues from gas is
estimated to have reached 7 percent of GDP in 2013 and is expected to
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widen to 12.4 percent of GDP in 2014. The budget expansion in 2014
is mostly due to unexpected on-off increases in expenditure (i.e. the
election process and fiscal regularisation processes). As a result a fiscal
consolidation is expected in 2015. A prudent fiscal stand advises the use
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of contingent windfall revenues to finance non-current expenditures. The
containment of current expenditures is recommended, particularly the
wage bill, as well as a reduction in capital expenditure, which at 15 percent
of GDP is above the continent’s average.

NAMIBIA
HIGHLIGHTS
•

The domestic economy is expected to rebound following a slowdown
in 2013, with GDP growth rate forecast to increase from 4.3 percent
to 5.3 percent in 2014 supported by strong performance in mining and
construction.

•

Forecasts for 2014 show inflation will hover at the top end of the
central bank’s target range of 3 to 6 percent with the relatively weaker
local currency keeping the upside risks at elevated levels.

•

The fiscal deficit estimated at 3 percent of GDP in 2013/14 was lower
than the budgeted 6.4 percent of GDP owing to better-than-expected
revenue outturn and low budget implementation.

•

The current account balance showed a marginal improvement to 6.4
percent of GDP in 2013, down from 7.5 percent of GDP, although the
merchandise trade deficit remains a major source of fragility

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Monetary Policy and Banking System: After a steady slowdown for
a greater part of 2013, year-on-year inflation steadily accelerated from
4.9 percent in December 2013 to 5.2 percent in March 2014. The rising
cost of food and non-alcoholic beverages and transport were the main
drivers here. Inflation is expected to hover at the top of the South African
Reserve Bank (SARB) target range of 3 to 6 percent in 2014. Credit
extended to the private sector remained strong, although annual growth
moderated to 14.3 percent at the end of December 2013, compared to
17 percent at the end of December 2012. The slow growth in credit was
driven by a decline in overdraft and other loans and advances extended to
the business sector. On the other hand, the Bank of Namibia announced
the start of targeted intervention measures to address rising levels
of credit to private individuals; these credit levels remain elevated as
mortgage loans continued to represent more than half of the total stock.
Nonetheless, the authorities are likely to continue with an accommodative
monetary policy to support fiscal measures, as the domestic economic
recovery remains fragile. At its monetary policy meeting in February 2014,
the Bank of Namibia kept the repo rate unchanged at 5.5 percent. The
SARB’s decision to hike its repo rate by 50 basis points in January 2014
essentially eliminated the official interest rate differential between South
Africa and Namibia.

Economic Growth: The available quarterly data show that the economy
grew by 5.1 percent in the fourth quarter down from 7.8 percent in
the corresponding period in 2012. Growth was anchored in strong
performance in the manufacturing and agriculture sectors, as livestock
marketing accelerated due to the prolonged drought. Mining and
construction weighed down overall growth during the quarter under
review. The Namibian authorities estimate that real GDP will rebound
in 2014, growing by 5.3 percent, up from 4.3 percent. A recovery in the
mining sector as the Husab uranium mine reaches full capacity and a
robust performance of the construction sector due to a planned housing
programme and expansion of Namport are expected to drive growth.
Downside risks to growth will emanate from weak external demand due
to spillovers from the fragile global economic environment and prolonged
drought conditions beyond 2013.
Fiscal Policy: The fiscal deficit is expected to be narrower than the
budgeted 6.4 percent of GDP in 2013/2014 following better-than-expected
revenue outturn and low budget implementation. Benefiting from increased
revenue from the SACU, revenue outturn is projected to post an annual
increase of 15.5 percent to reach NAD 43.87 billion. Total spending at NAD
38.14 billion during the 2013/2014 budget remained below the fiscal cap
of 40 percent of GDP. Total public debt increased to 23.9 percent of GDP
at the end of December 2013 from 22.3 percent at the end of the previous
quarter. Public debt remains sustainable and significantly below the fiscal
benchmark of 35 percent of GDP. The authorities intend to deepen fiscal
consolidation efforts with the objective of reaching a balanced budget
by 2016/2017. Fiscal measures being pursued to achieve in this regard
include expenditure prioritisation, restraining the size of the wage bill
(which is over 14 percent of GDP), and strengthening domestic resource
mobilisation and administration.
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NAMIBIA
II.

DONOR COORDINATION

The AfDB and the World Bank recently approved new country strategic
documents for Namibia. On 5 March 2014 the board of the AfDB
approved the new CSP for Namibia for the period 2014-2018. The CSP
focuses on infrastructure (energy, transport and water) and private sector
development. The World Bank’s Country Partnership Strategy for period
2014-2017 seeks to help Namibia improve state capacity and develop the
private sector.

III. INSTITUTIONAL AND
STRUCTURAL REFORMS

External Sector: The current account deficit narrowed to equivalent of 6.2
percent of GDP from 7.5 percent in 2012. The merchandise trade deficit,
which peaked at NAD 19.2 billion, was the main contributor to the current
account deficit. The capital and financial account recorded a surplus in
2013 due to large net FDI inflow and other long-term investments. The
net services balance sharply deteriorated in 2013, registering a deficit of
NAD 2.3 billion from a deficit of NAD 0.2 billion in 2012, largely due to
payments for construction services provided by non-residents. The stock
of international reserves increased to NAD 18.2 billion (10.7 months of
imports) at the end of January 2014 up from NAD 15.7 billion (9.2 weeks
of imports) at the end of December 2013. The Namibian dollar (NAD),
which is pegged to the ZAR, continued to depreciate against all major
currencies. By the end of March 2013, it had weakened by 17.2 percent
year-on-year against the USD.
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Continuation of key institutional and structural reforms will go a long way
towards supporting economic growth, creating jobs and improving public
sector efficiency and service delivery. The on-going public procurement
reforms are aimed at modernising Namibia’s public procurement system
by strengthening the legal and regulatory framework for procurement and
establishing an independent procurement oversight body, among other
things. The government aims to establish a semi-autonomous revenue
agency by 2016 to strengthen the country’s revenue mobilisation.

SÃO TOMÉ AND PRÍNCIPE
HIGHLIGHTS
•

The government approved a new penal code and electoral law.

•

The government announced the receipt of USD 9 million as a signature
bonus from its Exclusive Economic Zone (EEZ).

•

Angola opened a credit line estimated at USD 180 million to São Tomé
and Principe (STP).

I.

MACROECONOMIC
MANAGEMENT OVERVIEW

Economic Growth: In 2013, STP’s economic performance was rated
satisfactory during the review conducted under the Extended Credit Facility
Programme (ECF) 2012-2015 with the IMF. The service sector followed by
the agricultural sector, which accounted for 22.5 percent of GDP, compared to
4 percent reported in 2012, drove real GDP growth to 4.3 percent. In
2014, the government projects the economy to grow by 5 percent, on
account of an increase in agricultural production, particularly biological
cacao and foreign direct investment. In January 2014, with the revision
in oil production prospects (delays of two or three years), four new
companies (New World Oil and Gas, USA; Global Energy, UK, Blue Skies
World Group; and a small private holding company) showed interest in
exploring block 1 and 6 of the EEZ. In addition, in the first quarter of 2014
the government also announced receipt of USD 9 million as a signature
bonus from its EEZ from Sinoangol (block 2), Oranto (block 3) and Equator
(block 5). The approval of the new penal code that offers immunity to
government officials and the electoral law that restrains participation of
civil society in the legislative elections, brings additional pressure to the
country´s political governance as the legislative elections has been set
from 12-14 October 2014.

Monetary Policy and Banking System: Based on the data from the
National Institute of Statistics, in March 2014 inflation registered a 0.2
percent monthly change against 0.5 percent observed in February 2014,
representing, in cumulative terms, an increase of 1 percent driven mainly
by health related expenses (clothes and shoes at 1.2 percent); and
food, drinks and restaurants (0.24 percent). As the pegging of the dobra

(STD) to the euro (STD 24,500:EUR 1) continues to sustain inflationary
pressure, in the first quarter of 2014 the average inflation rate stood at
7 percent, led mainly by clothes and shoes (5.8 percent); and hotels,
coffee and restaurants (3.3 percent) compared to 10.7 percent registered
in the previous year. In January 2014 the money in circulation and the
commercial bank deposits increased by 14.9 percent and 37.6 percent
respectively when compared to the same period in 2013 due to an increase
in foreign currency deposits. The central bank continues to develop its
liquidity management framework and strengthens banking supervision
including transparency and solvency. In this regard, it enforced the
minimum capital requirement to equal or above 12 percent of all creditrelated risks for all commercial banks. The delay in restructuring banks
affecting the sector’s profitability and credit stagnation may hinder the
country´s growth prospects. Going forward, in 2014 the central bank with
support from the Central Bank of Brazil is envisaging introducing a new
chart of accounts and producing reports that will comply with international
financial reporting standards.

Fiscal policy: The positive performance of non-tax revenue collection
– especially equity income, which accounted for 1.2 percent of GDP,
followed by an extra-revenue with 0.3 percent – led the performance
of the revenue collection in 2013. Despite an increase in wages and
salaries (9.3 percent of GDP) for employees in the defence, health and
education sectors, in line with the new career development plan, the
authorities so far managed to control further slippages between the
programmed and executed resources. In January 2014, the Parliament
endorsed the 2014 state budget estimated at USD 159 million against
USD 150 million programmed in the 2013 budget. The budget is
considered optimistic within the context of global economic challenges,
as 93 percent of the capital expenditure will be financed by external
aid ─ 47.6 percent from grants and 52.4 percent through loans. The
remaining 7 percent will be financed through domestic resources (77.8
percent), as well as from the Heavily Indebted Poor Countries resources
(22.2 percent). Improving public service delivery continues to top the
authority’s agenda. Thus, the general public service (18.8 percent) is the
main consumer of the 2014 budget, followed by housing and community
services (15.4 percent), infrastructure (14.1 percent for transport and
telecommunication compared with 21 percent in the 2013 budget), health
(8.7 percent) and education (7 percent). In line with the ECF 2012-2015
Southern Africa Quarterly Overview and Analysis
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agreement with the IMF and the fixed exchange regime, the government
estimated the primary budget deficit at 3 percent of the GDP, which is
to be partially 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 credit
line from Angola estimated at USD 180 million1 will impact the country´s
stock of public debt, estimated at over 75 percent of GDP in 2014. This
credit line is expected to finance projects in the transport, energy, health
and the education sectors, which will promote inclusive growth and
reduce poverty.

II.

External Sector: The objective for the current account deficit, including
official transfers, has been set at 15 percent of GDP in 2014 against
the 18.4 percent of GDP observed in 2013. The expected positive
performance is linked to an improvement in trade balance as a result of
reduced imports of goods and current transfers. On the other hand, the
financial and capital account balance is projected at USD 61 million in
2014, representing 17 percent of GDP, mainly justified by a decrease in
assets compared to USD 64.4 million observed in 2013. The financial
account is forecast to be financed by FDI (expected to reach USD
25 million at the end of 2014) and other investments, project loans in
particular. Remittance, which is a major source for private consumption,
has been programmed at USD 13.2 million for 2014 against USD 23.11
million registered in 2013 reflecting the negative impact of the on-going
economic challenges in Portugal where many Santomeans are based.
While the STD depreciated in the first quarter of 2014 against the USD
to STD 18.45 from STD 18.2 reported in the same period in 2013, the
level of foreign reserves stood at USD 50.24 million (4.84 months of
imports), representing a decrease when compared to 5.75 percent in
December 2013, though above the limit of three months of imports
agreed under the ECF 2012-2015 agreement with the IMF.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Public Sector Management: The government is committed to
implementing its reform agenda. Despite the current budgetary limitations
and the international economic environment, as the country is highly
dependent on official development assistance, the authorities have made
efforts to increase salary and wages. For the year 2014, the government
has launched and planned various reforms aiming to, among other
things, (i) eliminate the on-going tripartite debt arrears between ENCO
(fuel company), the treasury and EMAE (water and electricity company);
(ii) launch fiscal inclusion to increase tax revenue and (iii) increase the
number of voluntary tax payers by improving the quality of service offered.
Steps were taken for all commercial banks to publish the 2012 financial
statements by March 2014.
Public Sector Development: In the first quarter of 2014 the
government created the long-awaited agency for promoting investment
and commerce with the objective of selling the country´s investment
potential in collaboration with the single window (Guiche-Unico). The
launch of Angolan telecommunications giant UNITEL operations, and
a line of credit from Angola will further boost the sector. In addition, the
planned electronic connectivity in 2014 between the customs and tax
departments will harmonise policy and procedures, reduce import/export
transport costs and improve coordination between the two departments.
The programme also entails the abolition of printed documents and the
adoption of electronic means to approve signatures.

III. DONORS’ COORDINATION
Although weak, there are signs of improvement with regard to donor
coordination. The implementation of the Aid Coordination Unit at the
Ministry of Foreign Affairs has continued to gain momentum. The Aid

1
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This line of credit is expected to be disbursed in tranches for the next two years.
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Coordination Unit has made a presentation to the donors about the software
developed to monitor different aid channelled to the government. Similarly,
in March 2014, the United Nations system based in STP organised a
workshop for all its agencies and invited the AfDB. The workshop served
as an opportunity to debate, review and find an appropriate financing
mechanism to support the government.

IV. ISSUES NEEDING PARTICULAR
ATTENTION

sectors. A salary increase in these sectors was deemed necessary to
avoid a general strike, which could have a negative impact on the country
as whole. However, the increase will bring additional challenges within the
context of the government’s weak capacity to mobilise internal resources
and may also distort the programmed and executive expenses, which may
result in the deterioration of the financial gap. Many public servants saw
the increase as unfair since it only benefited the health, education and
defence sectors.

Despite the need for an increase in the minimum national wages, estimated
at around USD 50, it is important to closely monitor the unbudgeted
increase of salaries of officials in the health, education and defence
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SOUTH AFRICA
HIGHLIGHTS
•

Due to expansion in manufacturing production, economic activities
accelerated during the fourth quarter, registering real GDP growth
of 3.8 percent, compared to just 0.7 percent during the preceding
quarter.

•

The on-going strike in the platinum mining sector is likely to plunge
GDP growth to its lowest level since the 2009 recession.

•

The unemployment rate fell to 24.1 percent in the fourth quarter, from
24.5 percent in the third quarter.

•

The government’s decision to partially centralise local service delivery
is critical to lifting the majority of the rural population out of poverty.

I.

MACROECONOMIC MANAGEMENT

Economic Growth: Economic growth accelerated during the fourth
quarter of 2013 to 3.8 percent from 0.7 percent in the third quarter,
driven primarily by the manufacturing sector, which expanded by 12.3
percent, contributing 1.8 percentage points to growth. The manufacturing
sector benefited from stronger growth in advanced and emerging market
economies, and gains in competitiveness from the devaluation of the rand
against major currencies. During this quarter, the mining sector expanded
by 15.7 percent, contributing 0.8 percentage points to growth while real
output in the agriculture sector increased by 6.4 percent compared to
3.6 percent in the preceding quarter. Annual GDP growth decelerated to
1.9 percent in 2013 from 2.5 percent in 2012. Growth was constrained
by continued labour unrest, weak global recovery as well as long-term
domestic bottlenecks such as constrained electricity supply. Growth
remains significantly below the estimated potential growth rate of 3.5
percent. On the demand side, growth in real gross domestic expenditure
decelerated further by 3.6 percent in the fourth quarter from 0.8 percent
the previous quarter. Likewise, real final consumption expenditure by
households increased by 2 percent in the fourth quarter, marginally lower
than the 2.1 percent increase in the preceding quarter. Nevertheless,
final consumption expenditure by households was the second largest
contributor to GDP growth, contributing 1.3 percentage points. Slower
growth in household consumption was due mainly to rising inflation and
widespread labour unrest that negatively affected household income, as
well as tighter lending conditions. Growth in real gross fixed investment by
private business enterprises declined to 2.4 percent in the fourth quarter
from 8.6 percent in the third quarter. This was mainly due to moderation in
capital outlays in the manufacturing sector. Driven by investments in the
electricity and transport sectors, real fixed investment by public enterprises
increased by 0.8 percent in the fourth quarter from the 0.4 percent the
preceding quarter. Protracted labour unrest in the platinum mining sector
is likely to depress economic growth further in the first quarter of 2014.
The unemployment rate decreased to 24.1 percent in the fourth quarter
of 2013 from 24.5 percent in the third quarter. Between the fourth quarter
2012 and fourth quarter 2013 the economy created 653,000 jobs, mainly
from the formal sector.
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Monetary Policy and Banking System: Consumer price inflation
increased to 6 percent in March 2014 from 5.8 percent in January, reaching
the upper limit of the monetary policy target range of 3-6 percent. Inflation
was driven primarily by the rise in food and fuel prices. Core inflation also
increased to 5.5 percent in March 2014 after remaining unchanged at
5.3 percent for six consecutive months ending in February 2014. Total
inflation of both regulated and non-regulated administered prices also
increased to 9.1 percent in February 2014 from 7.3 percent in November
2013. Inflation for 2013 as a whole was 5.7 percent. The upside risk to
inflation still remains elevated, due mainly to the depreciation of the rand
against major currencies. Inflation is expected to average 5.8 percent
in 2014. In January 2014 the Monetary Policy Committee of the SARB
increased the discount rate by 50 basis points to 5.5 percent. This was
the first rate hike in six years. The committee’s decision was underpinned
by the depreciation of the rand against major currencies, which continues
to pose significant risk to the inflation outlook. The depreciation of the
rand was driven primarily by negative sentiments on emerging market
currencies following the tapering of the quantitative easing by the US
Federal Reserve and the renewed fear of an economic slowdown in
China. This was aggravated by continued labour unrest, and the higher
than expected current account deficit.

SOUTH AFRICA
Stock Exchanges: The analysis of five-year (March 2009-March 2014)
performance and volatility of the FSTE/Johannesburg Stock Exchange
(JSE) All-Share Index and the FTSE/JSE Top 40 Index reveals that
the bourse has performed well despite global and domestic economic
weaknesses. The one-year return in rand for the All-Share index was 23.6
percent, compared to 25.7 percent for the Top 40 Index at the end of
March 2014. The Top 40 Index remained more volatile than the All-Share
Index, with volatility reaching 16 percent for one year and 14.5 percent for
five years, compared to 14.7 percent for one year and 13.2 percent for
five years for the All-Share Index. The market capitalisation for the entire
bourse was ZAR 11 trillion (USD 1 trillion) at the end of March 2014, an
increase of 30 percent year-on-year.

same period. Total foreign debt increased to 117.6 percent of export
earnings at the end of third quarter from 111.5 percent at the end
of the second quarter of 2013. Between March and December 2013,
foreign debt of national government increased from ZAR125 billion
(USD 12.5 billion) to ZAR143 billion (USD 14.3 billion). Between
March and December 2013, total gross loan debt, comprising domestic
debt and foreign debt, increased by ZAR 195 billion, reaching ZAR 1,561
billion (USD 156 billion) , rising from 42.7 percent of GDP to 46.1 percent
of GDP during the period under review.

External Sector: South Africa registered a ZAR 1.7 billion trade surplus
in February 2014 compared to the deficit of ZAR 16 billion during the
previous month. This is the first time since November 2013 that South
Africa registered a trade surplus. The inclusion of trade data from the
SACU countries in the calculation of the balance of payments is believed
to have contributed to the recent trade balance surpluses. The deficit on
the current account widened from 5.2 percent in 2012 to 5.8 percent in
2013. This was mainly due to strong import demands for manufactured
goods and mineral products amid slower growth for the demand of South
Africa’s exports in spite of a weaker rand.

Fiscal Policy: During the first nine months of the 2013/14 financial year,
government revenue net of SACU payments increased by 11.6 percent,
reaching ZAR 630 billion (24.5 percent of GDP), mainly due to higher
income tax collections. On the other hand, spending reached ZAR 765
billion (29.7 percent of GDP) during the period under review, resulting in
a deficit of 5.2 percent.

Total outstanding external debt increased to USD 136.6 billion at
the end of September 2013 from USD 130.4 billion in June 2013,
increasing from 35.4 percent to 38.2 percent of GDP during the

The current account deficit was financed by capital inflow. In spite of the
country’s subdued economic growth and continued tensions in the labour
Southern Africa Quarterly Overview and Analysis
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market, the net capital inflow reached ZAR 201.6 billion in 2013 compared
to ZAR 173.2 billion in 2012. The balance on financial account reached
six percent of GDP in 2013 compared to 5.5 percent in 2012. The bulk of
the capital inflow in 2013 was accounted for by FDIs, which more than
doubled reaching ZAR 79.1 billion in 2013 from ZAR 37.5 billion in 2012.

economic growth, and lingering labour unrest contributed to the continued
weakening of the rand. Gross international reserves continue to increase,
reaching USD 50.1 billion in February 2014 from USD 49.3 billion in
January, covering about 6.6 months of imports.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

During the 2014-2015 budget speech, delivered in February, the Minister of
Finance announced that the budget for water, sanitation and electricity will
be redirected from municipalities and provinces to national departments to
address the on-going crisis in service delivery by local governments. The
partial centralisation of service delivery means that central government
departments and parastatals responsible for the supply of water,
sanitation and electricity will administer part of the service delivery grants
to municipalities and provinces. As the national government centralises
service delivery from weaker municipalities, stronger municipalities will
receive additional funding to assume more responsibilities from provinces.

Between December 2013 and February 2014 the rand depreciated
against major currencies (1.9 percent against the euro, 2.4 percent
against the USD and 5.4 percent against the yen). The real effective

exchange rate of the rand declined by 11 percent from December
2012 to December 2013, leading to a significant improvement in the
external price competitiveness of South African exports. Widening
annual current and fiscal account deficits, lower commodity prices, weak
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III. ISSUES NEEDING PARTICULAR
ATTENTION
Protracted labour unrest in the mining sector has been dragging down
economic growth since 2012. The on-going strike in the platinum sector
is likely to negatively impact economic growth in the first quarter. The
mining sector remains one of the key drivers of growth in South Africa; it
generates the bulk of the country’s export earnings. Concerted efforts are
therefore required to bring stability in the mining sector.

SWAZILAND
HIGHLIGHTS
•

Preliminary estimates indicate that real GDP growth improved from 2
percent in 2012 to 2.8 percent in 2013.

•

Inflation increased marginally to 4.7 percent during the first two
months of 2014 and to 5.1 percent in March 2014, mainly reflecting
higher prices of food and drinks.

•

The Central Bank of Swaziland undertook a remarkable step towards
the development of a bond market in the country and for the first time
in its history auctioned a 10-year oversubscribed bond for SZL 100
million on behalf of the government in January 2014.

I.

offset subdued demand from the manufacturing, mining and quarrying, as
well as the agriculture and forestry subsectors.

MACROECONOMIC MANAGEMENT

Economic Growth: Preliminary estimates indicate that real GDP growth
improved from 2 percent in 2012 to 2.8 percent in 2013. While the
agricultural sector was adversely affected in 2013 by storms and heavy
rains, the overall impact was counteracted by sound performance in
other sectors, led by the construction sector that grew by 9.5 percent.
Other sectors that recorded significant growth included communications
(8.5 percent) and wholesale and retail trade (4 percent). Going forward,
economic growth is projected as moderate to about 2.1 percent in 2014,
due to volatile SACU revenues as well as to subdued economic growth in
South Africa, the country’s major trading partner.

Monetary Policy and Banking System: The annual rate of inflation rose
marginally from 4.4 percent in December 2013 to 4.7 percent in January
and February 2014 and further to 5.1 percent in March 2014. This reflected
increases in the prices for food, drinks and tobacco, and furnishing and
household equipment. Guided by the need to boost economic activity, and
taking into account regional and international developments, the monetary
authorities decided to keep the discount rate unchanged at 5 percent in its
meeting on 31 January 2014. Consequently, commercial banks also kept
the prime rate unchanged at 8.5 percent. However, private-sector credit
increased marginally by 0.2 percent in the first quarter of 2014 compared
with an increase of 1.1 percent in the corresponding quarter of 2013. The
increase basically reflected a rise in credit to the household sector that

Fiscal Policy: In February 2014, the government presented the budget
for the 2014/15 financial year. It is focused on invigorating economic
growth, creating employment opportunities and accelerating public
sector reforms. The total resource envelope amounts to SZL 15.3 billion,
representing an increase of 19 percent over the level in the 2013/14
financial year. The country’s dependence on SACU revenues is expected
to continue, although the government is making efforts to reduce this. To
this end, in the 2014/15 financial year SACU receipts are expected to
finance 49 percent of the budget compared to 56 percent in the 2013/14
financial year. Domestic resource mobilisation is envisaged to improve,
following some tax administration reforms including implementation of a
direct VAT refund system to address delays experienced by traders in
clearing imported goods. On the expenditure front, both recurrent and
capital expenditure are expected to increase by 9.3 and 44 percent
respectively. As a result, the overall fiscal outturn is expected to decline
from a surplus of 4.3 percent in the 2013/14 financial year to a deficit of
less than 1 percent of GDP in the 2014/15 financial year.

External Sector: Data for the fourth quarter of 2013 show that the overall
balance of payments improved significantly to a surplus of SZL 638.4
million (equivalent to 3.3 percent of GDP), from SZL 82.3 million in the
Southern Africa Quarterly Overview and Analysis
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previous quarter. This outcome mainly reflected the persistent surpluses
recorded in the merchandise trade and current transfers of the current
account, as net inflows in direct investment and other investment of the
financial account declined. The trade account surplus arose mainly from
higher exports that counteracted an increase in imports. Miscellaneous
edibles accounted for the largest increase in exports (by 32.2 percent)
as sugar and mining exports declined by 23.2 percent and 1.3 percent
respectively. The capital account remained in surplus during the quarter
although at a smaller amount of SZL 21.9 million from SZL 39.1 million in
the previous quarter. However, the financial account remained in deficit
and it widened to SZL 251.3 million from SZL 34.9 million in the third
quarter, mainly due to a substantial decline in reinvested earnings. Data
on gross foreign reserves show a slight increase from SDR 486.6 million
(3.9 months of import cover) at the end of December 2013 to SDR 494
million (4.0 months of import cover) at the end of March 2014.
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II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

In January 2014 the Central Bank of Swaziland auctioned a ten-year bond
on behalf of the government in which SZL 100 million was placed on offer
to meet government budgetary requirements and develop a secondary
debt market. The bond was three times over-subscribed and total bids
received amounted to SZL 299.09 million. Accepted yields ranged from
8.75 percent to 9 percent, with the highest yield at 10.25 percent.

III. ISSUES NEEDING PARTICULAR
ATTENTION
The country’s high dependence on SACU revenues underscores the
need for the authorities to ensure fiscal sustainability. This is particularly
critical in view of the uncertainties in the trajectory of SACU revenues in
the longer term, given the on-going negotiations about the revision of the
revenue-sharing formula. It is, therefore, imperative for the government
to reprogramme its fiscal priorities, improve tax collection, mobilise
alternative sources of financing, and increase expenditure efficiency. The
fiscal adjustment will require restructuring expenditure, while protecting
allocations to social sectors and growth-supporting activities. It is laudable
that the government is making efforts to reduce this challenge. Notably,
the 2014/15 financial year budget duly notes these issues and proposes
measures aimed at strengthening the effectiveness of public spending, as
well as the accountability framework.

ZAMBIA
HIGHLIGHTS
•

Economic growth remains strong: the GDP growth target is set at
above 7 percent.

•

The central bank increased its benchmark policy rate to slow
depreciation of Zambian kwacha (ZMW) and curb inflation.

•

Zambia revoked statutory instruments 33 (2012) and 55 (2013).

I.

MACROECONOMIC MANAGEMENT

Economic Growth: real growth performance remains strong. The
Ministry of Finance has set a target real growth at above 7 percent in
2014 following the slowdown in 2013 to 6.5 percent, mainly due to a fall
in agricultural production. The sectors driving the Zambian economy are
mining and quarrying; transport and communications; and the public sector.
Construction has benefitted from the public investment programmes in
infrastructure, particularly roads and energy. While growing trade and
investments in the mining sector has increased the needs for transport.

Copper mining production increased in the first two months of 2014
compared to the year before. The increase amounted to 11.9 percent
with production reaching 167,000 mt for the first two months of this year.
Copper production expanded by 21 percent in 2013, reaching a total of
998,000 mt compared to 825,000 mt in 2012. The mining sector remains
strong with production expected to increase during the year as mining
operations increase their production. During the first quarter, copper
prices have on average decreased from USD 7,245 per mt in December to
about USD 6,650 at the end of March. The sharp decrease was attributed
to the copper-trading market in China that was closing its positions, and
concerns over rising debts in emerging market economies.
Continued strong growth is expected. However, with increasing pressure
on the cost of finance there is a downside risk of slowing growth in the
private sector.
The Central Statistics Office released new GDP data based on the 2010
economic survey. The new 2010 base year has increased the GDP level
by 25 percent.

Monetary Policy and Banking System: Inflation accelerated to 7.7
percent year-on-year in the first quarter up from 7.1 percent at the end
of the previous quarter. Food inflation, which was down at 5.9 percent in
January, sharply increased throughout the rest of the quarter, ending at 7.6
percent. The increase in food inflation was caused partly by the reduced
seasonal food supply to the market and partly by the pass-through effects
of the depreciation of the Zambian Kwacha in the first quarter. Non-food
item inflation decreased during the quarter moderating overall inflation
pressure. Inflationary pressure is expected to ease as food supply picks
up during the harvest season and the price of the kwacha stabilises
against the main currencies, i.e. the US dollar and the South African rand.

In order to curb inflation, the central bank announced an increase in the
benchmark policy rate by 50 basis points to 10.25 percent at the end of
February and by another 175 basis points to 12 percent by the end of
March. The central bank furthermore increased the minimum statutory
reserve ratio for commercial banks to 14 percent from 8 percent. This
decision was prompted by the high levels of liquidity in the market amid
increased demand for US dollars, adding downward pressure to the
kwacha.
The cost of finance edged upward during the past six months following
Fitch’s downgrade of the sovereign credit rating from B+ to B in October
Southern Africa Quarterly Overview and Analysis
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2013 amid concerns of the widening fiscal deficit. A subsequent Fitch
review in March 2014 affirmed the B rating and stable outlook while
stating that the economy continues to exhibit a strong macroeconomic
performance with robust growth and low inflation. However, the review
cited risks relating to both internal and external vulnerabilities.
During the quarter, the kwacha continued to depreciate against its main
trading currencies. Since the beginning of the year the kwacha has
depreciated by over 10 percent. Combined with the above measures,
the central bank regularly intervenes in the foreign exchange market to
moderate exchange rate volatility and help stabilise the Kwacha.

than the ZMW 2.8 billion recorded in the first quarter of 2013. Expenditure
for the first quarter increased by 12.3 percent to ZMW 8.8 billion from
ZMW 7.9 billion the year before. First quarter revenue increased by 55
percent to ZMW 7.9 billion compared to ZMW 5.1 billion the year before.
Preliminary data indicate that domestic revenue collection is currently 22
percent above the projected collection. During the first quarter, mining
royalties were below those projected, which may be attributed to the
lower copper prices. Corporate taxes from the mines have, on the other
hand, showed good performance with collection up by close to 75 percent
amounting to ZMW 496 million.

The cost of treasury bills and bonds stabilised during the first quarter of
2014 following the credit rating downgrade in October with the exception
of the 91-day treasury bill that edged up to 9.5 percent at the end of March.
With recent government security sales undersubscribed, there has been
increasing upward pressure on yields. The one-year treasury bill achieved
15.5 percent in the last offering in March.

Broad money (M2) growth increased to 25.4 percent (year-on-year) in
January, compared to 11.8 percent at the end of last quarter. The increase
reflects higher foreign exchange demand deposits that increased by ZMW
600 million as customers mitigated the depreciating kwacha .
The Ministry of Finance has indicated an interest in returning to the
EuroBond market, but the timing of a new bond issuance will await
conditions on the market. The government will need to raise a sizable
amount in order to finance its large infrastructure programme. According
to the 2014 state budget, ZMW 7 billion (USD 1.3 billion) is expected to
come from foreign financing.
Fiscal Policy: The accelerated infrastructure investment programme
contributed to the higher than targeted fiscal deficit in 2013. According
to the Ministry of Finance, in 2013 fiscal deficit reached 6.7 percent of
GDP as compared to the planned deficit of 4.3 percent. The accelerated
infrastructure investment programme contributed to the higher than
targeted fiscal deficit in 2013. For 2014 the fiscal deficit is projected at 6.6
percent of GDP.
Initial figures from the Ministry of Finance indicate that the first quarter
2014 recorded a deficit of ZMW 892 million which was considerably lower
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External Sector: The balance of payments performance worsened in
2013 compared with previous years. In the first quarter of 2014 the balance
of payments performance continues to be under pressure following a
worsening of the current account balance in the first quarter. The current
account achieved a deficit of USD 261 million from a small surplus of
USD 29 million in December 2014. The main causes of the deficit are
stronger imports and higher service payments. Throughout the past four
quarters the trade balance has demonstrated mixed performance with
quarterly surpluses ranging between ZMW 210 and ZMW 810 million.
The first quarter indicated a large surplus in January of ZMW 296 million
while February saw the surplus fall to ZMW 55 million recovering to ZMW
80 million in March. The fall in the trade surplus during the quarter was
attributed to relatively lower exports to imports.

ZAMBIA
Total exports have been on a downward trend since the high point in
October 2013. In March exports reached ZMW 4.4 billion from ZMW
4.8 billion in January. Fluctuations in total exports are associated with
fluctuations in copper exports that can vary on a monthly basis. In addition
changes in copper prices contributed to the volatility. In 2013 exports
increased by 18.6 percent compared to the year before. Non-traditional
exports, which have grown sharply since 2005, have fallen relative to total
exports in recent months. In the first quarter of 2014 non-traditional exports
accounted for 26 percent of total exports compared to 29 percent in the
fourth quarter of 2013 and 34 percent in the first quarter of 2013. Imports
have been falling since October 2013 when total imports reached ZMW
5.1 billion. During March, imports accounted for ZMW 4.4 billion compared
to ZMW 4.5 billion in January. Over the full year, imports increased by
21.3 percent.
In February, Gross International Reserves decreased slightly following
efforts to stabilise the kwacha. According to the central bank, by midMarch it had sold USD 178 million to the market to moderate volatility.
Foreign reserves are currently at USD 2.7 billion, corresponding to about
three months of import cover, lower than the central bank’s medium-term
target of four months.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

In an attempt to improve the business environment and strengthen investor
confidence the Ministry of Finance revoked two statutory instruments
relating to the currency regulation (SI-33 of 2012) and the monitoring
of balance of payment regulation (SI-55 of 2013). The removal of these
instruments is expected to contribute to reducing kwacha volatility.

The Energy Regulation Board recently approved the application to increase
electricity tariffs for mines by the Zambian electricity utility (ZESCO). The
new average tariffs are set at 6.84 US cents per kWh up from 5.31 US
cents per kWh. The increase in tariffs is part of the move towards costreflective electricity tariffs. In order to improve the understanding of the
cost structure of the power sector an industry-wide cost of service study
is being prepared.

III. DONOR COORDINATION ACTIVITIES
The Budget Support Group of Donors met with the government this quarter.
The discussions included an update on the general economic situation
of the country and the main sectors driving the Zambian economy, the
2013 fiscal deficit and the main areas of budgetary deviation, the 2014
capital-spending programme including the continued support to road
improvements and rehabilitation, energy sector upgrading and airport
rehabilitation.

IV. ISSUES NEEDING PARTICULAR
ATTENTION
The widening fiscal deficit poses challenges to the government. The
government should therefore work towards returning to medium-term fiscal
deficit target. It is therefore important to continue monitoring expenditure.
During the second quarter an IMF staff visit is expected to assess the
progress towards returning to the medium-term deficit target of 2.5 percent
of GDP as outlined in the Medium Term Expenditure Framework 2014-16.
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ZIMBABWE
HIGHLIGHTS
•

Government during the first quarter projected GDP growth to level off
at around six percent in 2014 from an estimated 3.7 percent in 2013,
but with a number of downside risks.

•

The economy displayed signs of deflation reflecting mainly the
prevailing tight liquidity situation and low disposable incomes.

•

Fiscal policy continues to be constrained by high recurrent expenditure
requirements, against limited revenue flows.

•

The country’s trade deficit in the first two months of 2014 declined by
9.4 percent to USD 495.77 million against USD 547.26 million a year
ago, largely reflecting a decline in imports.

I.

MACROECONOMIC MANAGEMENT

could be realised in 2014 and beyond. Moreover, some development
partners say Zimbabwe’s new economic blueprint ties in well with
recommendations of the Doing Business Report, 2013 and the country
has a lot of potential in terms of human capital and improving the investor
atmosphere.
Monetary Policy and Banking System: Slow economic performance
continued to adversely affect growth in broad money. The Reserve Bank of
Zimbabwe (RBZ) noted that exports, external lines of credit and diaspora
remittances, which are currently the main sources of liquidity under the
multicurrency regime, remained sluggish in the first quarter of 2014, thus
affecting growth in money supply. Annual growth in broad money supply
(M3), defined as total banking sector deposits (net of inter-bank deposits),
grew by 5.5 percent in February, against a growth rate of 2.1 percent in
January. On a month-on-month basis, M3 increased from 0.1 percent in
January to 3.4 percent in February. Annual total banking sector deposits
increased to USD 4.02 billion in February from USD 3.89 billion in January.

Economic Growth: Real sector indicators in the first quarter reflected
mixed signals. While quarterly sales of consumer goods were on a
continuous decline resulting from tight liquidity, mining output was
depressed at the beginning of the quarter but then showed signs of
recovery in March. The manufacturing sector remained under pressure
amid acute financing challenges and competition. In February alone, about
15 companies in the metals and engineering subsector were reported to
have closed. However, the outlook for agro-processing industries was
considered promising owing to the good agricultural season. Tobacco
processing, oil processing and milling were expected to be the lead subsectors. Electricity generation capacity improved during the quarter on
account of limited faults and plant breakdowns.

Government maintained projected GDP growth of about 6.1 percent
in 2014 against an estimated growth rate of 3.7 percent in 2013. The
strong rebound was premised on the implementation of the Zimbabwe
Zim-ASSET, 2013-2018. The Zim-ASSET strives for a strong recovery in
agriculture and improved performance in construction and mining. The
risks to the projected growth include continuing low confidence, a subdued
environment for export products, liquidity challenges, de-industrialisation
and obsolete equipment, a shortage of skilled labour and infrastructure
bottlenecks. However, if the Zim-ASSET is fully implemented, growth
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According to the RBZ, credit extension was mainly driven by bank credit to
the government. This was largely due to the government’s large issuance
of treasury bills and bonds through private placements during the quarter.
Also, declines in government deposits further worsened the net credit to
government position. On an annual basis, government deposits declined
by 3.60 percent in January and again by 0.89 percent in February. Net

ZIMBABWE
credit to government rose from USD 153.16 million in February 2013 to
USD 415.05 million by February 2014. Partly influenced by stringent credit
policies arising from an increase in non-performing loans and a slowgrowing deposit base, growth in commercial banks’ credit to the private
sector continued to drop during the quarter.
Inflation remained in negative territory in February and March. The
March annual rate of inflation dropped further to -0.91 percent from -0.49
percent, indicating that consumer prices on average actually dropped by
almost 1 percent between March 2013 and March 2014. Major drivers of
deflation were housing and utilities, food and non-alcoholic beverages,
and household equipment. The year-on-year food and non-alcoholic
beverages inflation registered -3.71 percent in March from 3.26 percent
in February, while the non-food inflation decelerated to 0.51 percent from
0.93 percent during the same period. The month-on-month inflation rate
in March was -0.22 percent against the February rate of 0.05 percent.
The setting in of deflation in February points to the prevailing tight liquidity
situation and reduced aggregate demand.

The inflation outlook will continue to be influenced mainly by the prevailing
liquidity position and external factors such as international oil and food
prices and the ZAR/USD exchange rate, among other things. In particular,
the favourable agricultural season this year is expected to exert downward
pressure on food prices in the next quarter, with the effect of further
reducing inflation.
Commercial bank-weighted average lending rates for individuals and
corporates softened from 15.58 percent and 10.81 percent in January 2013
to 14.09 percent and 9.30 percent, respectively, in January 2014. Against
this, merchant bank-weighted average lending rates for individuals and
corporates tightened from 17.96 percent and 14.42 percent in January
2013 to 18.88 percent and 17.74 percent in January 2014.
Generally, there has been a decline in the average lending rates of
commercial banks and an increase in the average lending rates of
merchant banks, over the review period. The decline in average weighted
commercial lending rates is partially explained by the slowdown in the
demand for credit while the increase in merchant bank-weighted average
lending rates is explained mainly by lack of competition in merchant
banking.

Fiscal Policy: Cumulatively, revenue collections to February 2014
amounted to USD 499.6 million against a cumulative target of USD 551.9
million. Reflecting the general slow-down in economic activity, revenue
collections for January and February are lower than those recorded during
the same period last year. Recurrent expenditures for both January and
February constituted about 96 percent of total expenditure, leaving about
4 percent for capital expenses. Total recurrent expenses were largely
skewed towards employment costs. Overall, fiscal operations in February
resulted in a budget deficit of USD 16.8 million, down from a positive
balance of USD 17.8 million in January. Domestic arrears are largely
financing the deficit, and this may pose a risk to the Staff-Monitored
Programme’s (SMP) quantitative benchmark of a reduction in domestic
arrears.
External Sector: The country’s external sector position remains
precarious following uncompetitive exports and the absorption of
disproportionately huge imports. This notwithstanding, the country’s trade
deficit in the first two months of 2014 declined by 9.4 percent to USD
495.77 million against USD 547.26 million a year ago. Imports registered
USD 966.3 million from USD 1.1 billion, a 12.6 percent decline largely due
to the prevailing liquidity crisis and the closure of companies importing
raw input. In January, imports declined by 15 percent to USD 487.5 million
from USD 576.6 million. The situation deteriorated further in February with
import levels dropping by 2 percent to USD 478.41 million. The decline
in imports may also be partly due to some trade barriers introduced by
the government at the beginning of the year. This saw the introduction
and increase of customs duty for several products, with the intention of
cushioning the local industry against intense competition from imports.
Exports were recorded at USD 470.53 million, a 15.7 percent drop from
the same period last year. However, in January exports had increased by
10 percent to USD 278.2 million, up from USD 251.8 million realised in
December. Minerals contributed the bulk of exports.

II.

INSTITUTIONAL AND
STRUCTURAL REFORMS

Reviews of the IMF SMP: An IMF Staff Mission team conducted the
Article IV consultations concurrently with the first and second reviews of
the SMP over the period 12-26 March 2014. The authorities acknowledged
that that the constitution-making and the electoral processes created
spending pressures and, together with the transition to a new government,
slowed the pace of implementation of structural reforms. The authorities
reaffirmed their commitment to working on the outstanding deliverables
under the programme with the goal of completing the review of the SMP.
Use of multicurrency: Some local banks have started opening accounts
for transacting in the additional four currencies (the Japanese yen, Chinese
yuan, Australian dollar and the Indian rupee) that were introduced in the
January 2014 monetary policy statement. The introduction of the currencies
will further strengthen trade and investment between Zimbabwe and the
respective countries whose currencies were added to the multicurrency
basket, as this will reduce exchange rate risk. However, it is less likely that
the additional currencies will be used locally as experience with the first
five currencies in the multicurrency basket (the BWP, euro, ZAR, USD and
Southern Africa Quarterly Overview and Analysis

35

ZIMBABWE
the British pound) shows that only the South African rand and the United
States dollar are used predominantly.

continued to hold a number of technical meetings on the Zim-Fundfinanced projects.

Financial Sector Regulation: In view of the challenges facing the
financial sector, the RBZ, through the January 2014 Monetary Policy
Statement advised financial institutions that are facing challenges to
either merge, look for new investors or convert their banking licenses
into deposit-taking microfinance institutions (microfinance banks). Other
measures announced in the Monetary Policy Statement on how to deal
with banking sector challenges include: the resuscitation of the Lender of
Last Resort function and the associated overnight accommodation rate by
31 March 2014; strict monitoring of banks’ compliance with the maximum
fixed asset ratio of 25 percent; prohibiting lending to insiders and related
parties unless the money is lent in terms of conditions of service that are
available to other employees; and developing a comprehensive consumer
protection framework.

The Field Office also hosted a number of partner consultation meetings
during the quarter, including with the United Nations Development
Programme and the World Bank to coordinate development partners in
establishing Special Economic Zones in Zimbabwe; with the Global Fund
to Fight HIV/AIDS, Tuberculosis and Malaria with the delegation seeking
potential collaboration between the Bank Group and the Global Fund
regarding tuberculosis and malaria programmes in Zimbabwe; with the
Korean Delegation on the Green Growth Economy to discuss eco-farming
investment opportunities in Zimbabwe; with the Swedish delegation
that had come to consult on a number of issues including to learn more
about results, roles and division of responsibilities among the multilateral
organisations in Zimbabwe; and with the Infrastructure Development
Bank of Zimbabwe to discuss possibilities of working with the AfDB on
infrastructure capacity-building projects.

III. DONOR COORDINATION ACTIVITIES
The Zimbabwe Field Office participated in a number of donor coordination
activities during the review period. In particular the office took part in
the meetings between government and the IMF Staff Mission in March.
The office also participated in routine joint donor meetings to discuss
macroeconomic management and economic governance issues in the
country, including meetings with the Fish Mongers Group (Representatives
of Donors). The Programme Oversight Committee of the Zim-Fund held
its quarterly meeting to provide guidance to the Multi-donor Trust Fund
Management Unit (MMU) and Implementing Entities. The MMU also
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IV. ISSUES NEEDING PARTICULAR
ATTENTION
Noting that the fiscus continues to be constrained by high recurrent
expenditure requirements, particularly a wage bill consuming about 60
percent of recurrent expenditure, it is prudent to continue to work on
reforms to increase government revenues. Continuing to work on the
business environment is also likely to increase FDI and therefore ease the
liquidity situation in the country.
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