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Zimbabwe is rewriting the playbook. Last week, Harold Wilson’s: “A week is a long time in politics” 
became three days. In mid-week after the “success” of the first foreign currency auction for 15 years, 
the airwaves were full of mutual self-congratulation. 
 
All the platitudes were in play – step in the right direction, clever reform, realistic exchange rate, 
economy open for business, investors will be pleased. Within 72 hours all that had changed when the 
Ministry of Indoctrination announced the closure of all mobile cash platforms and, for good measure, 
the Zimbabwe Stock Exchange. 
 
If the auction was a small step forward, Friday’s measures are 9 or 10 steps backward. Not surprising 
then that officials in Finance and the RBZ stayed mum. Even the self-appointed Monetary Policy 
Committee (MPC) spokesman, Eddie Cross, was at a loss for words – which won’t last long. 
 
The retreat from Moscow started on Saturday with the re-issue of a March Statutory Instrument on 
mobile banking. This was deliberately designed to muddy the waters because it did not encompass 
Friday’s announcement, not mentioning the closure of mobile platforms or, for that matter, the ZSE. 
 
It was an unsuccessful attempt to save face, followed later in the day by an RBZ statement, which said 
bona fide mobile transactions could continue up to the value of Z$5,000 (about US$50) a day. There is 
no prize for guessing what qualifies as bona fide.  
 
Finance minister Ncube remained locked down in his bunker while even the Monetary Policy 
Committee, after yet another public humiliation, remained silent, for which I suppose, we should be 
thankful. 
 
Given that an estimated 40% (at least) of non-cash transactions are carried out on mobile platforms, 
dominated by Ecocash with over 90%, there is certain to be substantial disruption of payments 
arrangements this week. 
 
Unworkable Strategy 
 
The authorities have a two-prong, what they like to call, strategy. It is to reduce demand for forex by 
slowing the growth of money supply, thereby reducing liquidity that could be used for buying foreign 
currency and closing off “leakages” of forex from Zimbabwe. 
 
The RBZ claims – untruthfully – that money supply is under control. Its target is 15% growth in what is 
called “reserve money”, but so far this year, growth has been 30%. Much more importantly, total money 
supply, which includes the reserve element, grew almost 40% in the first quarter alone. In the current 
quarter, it has increased another 66% meaning that money supply has more than doubled so far this 
year. 
 
 



Accelerating Re-Dollarization 
 
The main reason for this is the fast-growing value of nostros. In US$ they were $835 million in March 
which converted into Z$21 billion. Today, after the auction devaluation, they are close to Z$50 billion. 
Consequently, whereas a year ago nostros were about a quarter of bank deposits, today they are more 
than half – perhaps as high as 60%. Just how Ncube and Mangudya claim this is de-dollarization boggles 
the mind. 
 
Indeed, in a Zoom Webinar with about 170 participants this week, the audience - mostly accountants, 
were asked which currency they would prefer to charge and be paid in, 91% said the USD and 94% said 
Zimbabwe is re-dollarizing, which we know to be the case. But those in authority are in denial as well as 
retreat. 
 
Staging Post to Re-Dollarization 
 
The consensus, not shared by government and the RBZ, is that re-dollarization is inevitable. The 
authorities hope that the auction will stave off what for them would be a disaster, which is why we have 
all the shrill cries, so memorable of Gideon Gono, that failure is not an option and exchange rate and 
price stability is just around the corner. What’s more we have a replay of Gideon’s November 2008 
closure of the ZSE. 
 
On last week’s numbers, the auction will contribute some US$45 million a month, which is enough to 
cover about 12% of total imports of goods. This ignores spending on services, holidays, interest 
payments offshore and the like. 
 
In other words, the auction is a residual market. Whether $10 million a week is bigger or smaller than 
the parallel market no-one knows but it is far too small to be treated as the “real” rate as claimed by the 
MPC. 
 
Eddie Cross says the rate will not strengthen, which of course is why we had Friday’s panic measures. 
Makes sense. 
 
Beware Zanu’s bearing gifts 
 
The New Dispensation’s capacity for shooting itself in the foot can never be under-estimated. Friday’s 
announcements do nothing for the credibility of the promised mid-July unveiling of a US$3.5 billion farm 
compensation deal. Assuming that the farmers agree to compensation for improvements only and not 
the land, the fellow in the football scarf, flanked by white farmer representatives, will seek to sell the 
deal as a mega step forward in opening Zimbabwe for business. Some will even believe him. 
 
There are several snags. For a start, contrary to what some farmer representatives have been saying, 
there is no money on the table. The plan is to raise the money abroad, which will not be possible until 
Zimbabwe has a new IMF programme and a Paris Club (of official donors) debt restructuring agreement, 
which is some years away. 
 
It will be unpopular politically, especially amongst the Zanu faithful. Some donors will jib at the 
suggestion that 3 300 white farmers, the majority of whom no longer live in Zimbabwe, will get 
compensation of around 25% of GDP at a time when there is insufficient money to feed 8 million people 



who are food insecure, when 70% of the population live in poverty and only 30% of the workforce have 
formal sector jobs. 
 
The problem with compensation is that it is dead capital. It does nothing for the economy in terms of 
investment, growth and jobs. The deal’s supporters claim that once compensation is paid, Zimbabwe 
will be flooded with foreign investors but that was what we were told at Independence, at ESAP [the 
Economic Structural Adjustment Programme] and after the military coup. 
 
Resignations? 
 
Zimbabwean politicians and officials are not known for their commitment to principle. MPC members 
have been threatening to resign since late last year because the Reserve Bank of Zimbabwe (RBZ) – 
probably wisely – ignores their advice. One MPC member, the loquacious Eddie Cross, last year 
described Ecocash as Africa’s biggest bank. Rubbish of course, since it is not a bank. If it were, by no 
stretch of the imagination – except Cross’s – could it be Africa’s largest. That said, surely if an MPC 
member really believes that, he should resign in protest against Friday’s lunacy. 
 
Minister Mthuli Ncube should be at the front of the firing line. If he had any sense – and one suspects he 
has not – he would quit. After all, he claims to be dedicated to free market economics and far-reaching 
economic reforms. He needs to explain how he reconciles these beliefs with shutting down all mobile 
money platforms and the ZSE. Of course, he won’t because he can’t. 
 
How long is a piece of string? 
 
It is impossible to guess how long this charade will last. The auction is no panacea, nor is a compensation 
agreement without the cash. The auction rate is merely a market floor – one which is likely to self-
elevate in the days ahead. Today the gap between this new floor – replacing the 25 – and the parallel 
market is roughly the same as that when the fixed rate was imposed in late March.  
 
Far from restoring stability the auction is merely validating – by chasing – the parallel rate, which is 
somewhere between 93 and 110 or even more for large deals. 
 
Off to the Races 
 
Officialdom’s belief that if you can only control the money supply, both the exchange rate and inflation 
will stabilize is wishful – if not desperation – thinking. Last week’s auction was followed by a 148% jump 
in the Zimdlr petrol price and an increase of some 20% in the US$ price. 
 
There is more, much more, to come. The belief that a country with 786% inflation can have a stable 
currency is misplaced, as is the belief that it is possible to control the money supply under these 
circumstances. As explained above, money supply is growing faster this year than last, which means that 
it is off to the races for both inflation and the exchange rate. 
 
While it is impossible to guess the length of the piece of string, it can be said without come confidence, 
that it is getting shorter. 
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