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ECONOMIC OUTLOOK

The good, the bad, and

the rand

The strong exchange rate is hurting inward tourism, but not all is bleak as
locals take advantage to travel abroad. BMI View: The economy will just
have to learn to live with a buoyant rand and indeed, recent economic
growth figures indicate that it is doing just that.

The recent history of the rand is quite
extraordinary. During significant parts
of 2001 and 2002, it effectively col-
lapsed against the dollar for reasons
that have never been wholly explained,
but which were likely to have been at-
tributable to tight liquidity in the mar-
ket, as well as speculative attacks by
market traders seeking profitsin ado-
mestic market characterised by high
interest rates. But during 2004, therand
benefited from a weak greenback and
growing overseas confidence in South
Africa’s political and economic pros-
pects, gaining 20% in value during the
year, making it the world’s best-per-
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Bewaré fhe ides of

March

There has been a purge within the ruling ZANU-PF party. BMI View:
The upheaval will increase, rather than lessen, political instability.
There are now a number of still-powerful figures bearing grudges
against Mugabe, who looks increasingly dependent on the military
and police to maintain his position.

Theruling ZANU-PF held aparty con-
gress in December ahead of March’'s
parliamentary elections. Usually such
gatherings are effectively non-events,

BUSINESS MONITOR INTERNATIONAL's country risk
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multilateral organisations in over 125 countries worldwide.
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serving only to rubber-stamp the poli-
ciesand the position of theruling elite.

Frelimo wins again in Mozambique
The ruling Frelimo party has won a landslide victory in general
elections. BMI View: The vote was marred by irregularities, but
these were more due to administrative failings than fraud. The
result is good for political stabi will ensure pro-market

policy continuity.
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OPEC basket, US$/b. Source: Reuters

Theprice of the OPEC basket fell sharply fromitshigh of US$46/
binlate October, ending theyear just over US$36/b. Thefall was
attributableto over-supply in the market which allowed unseasonal
stockbuild. The market will tighten again in 2005, as OPEC cuts
output, but we do not anticipate any new sharp fallsin the price.
Indeed, we have raised our average price forecast for the OPEC
basket to US$33.0/b (from US$31.0/b). Furthermore, with con-

But thistime anumber of internal pre-
continued on page 7
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tinued risks to supply and OPEC likely to cut further if demand
softens, the risks to our forecast remain to the upside.
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POLITICAL RISK

Risks Rise In Zimbabwe
The ANC will remain politically dominant

over the forecast period and beyond. Con-
sequently, the principal risks to our ratings
are largely long term — the high instance of
HIV/AIDS — and external — the level of
political instability in Zimbabwe. The
recent upheaval within Zimbabwe’s rul-
ing ZANU-PF suggests that a succession
struggle is brewing. Coupled with likely
unrest around the March general elec-
tion, it appears that the possibility of a
greater breakdown in governance in SA's
largest neighbour is rising. This may of-
fer an opportunity for SA to demonstrate
a more concerted, and effective, for-
eign policy, but the risks remain to the
downside.

Our short-term political rating is static at 83.0,
comparing favourably against regional peers.

ECONOMIC RISK
Growth Is Set Fair

The revision of GDP data in November was

smaller than expected. However, growth in
2003 was higher than originally anticipated,
driven by strong domestic demand, espe-
cially from consumers. With these trends
continuing throughout 2004, the risks to our
growth forecast of 2.1% is firmly to the up-
side, although rising growth is likely to be
accompanied by an expansion of the current »
account deficit.

Our short-term economic rating has ris!
(from 57.0), as a result of moving the

forward to 2004-2006 (from 20 There
is ongoing upside risk.

BUSINESS ENYIR

Interest R > Hold In
December

A falling output gap, alongside rising wage
and credit growth, persuaded SARB to keep
rates on hold in December. However, not-
withstanding strong domestic demand, rand
strength and falling oil prices should contain
inflation in 2005 and the chance of a further
rate cut in February is falling.

Our business environment rating is 68. | . Our short-
term composite rating is 70.0.

continued from front page
sheer affordability of SA as a destination
helped overcome concerns about crime. Al-
though the price and availability of flights
has always been, and remains, an issue, at
the trough of the exchange rate in 2002 a
room in aluxury hotel in Cape Town could
be had for US$44 a night, but this has now
risento US$77 (still extremely cheap by in-
ternational standards), and the average oc-
cupancy rate in the most upmarket estab-
lishments has dropped to only 56.4%. If the
rand stays strong over the foreseeablefuture,
as BM|I expects, strategies will need to be
rethought.

Visitors from Africamake up about 70%
of the total, and leaving aside the countries
grouped within the Southern African Cus-
toms Union (SACU), whose currencies are
pegged to the rand, the chronic weakness of
other African moniesisaproblem for all
the wealthiest visitors from the conting
For the industry, it is has traditiongiy b
high spending Europeans that $_ N

by a53% rise |n 20 e faling by

ﬁths of 2004.

ECONOMIC“

However, not all players in the tourism
sector are suffering: outward travel by South
Africans is booming and reached a total of
ZAR50bninthefirst three quarters of 2004.
Local airline bookers and travel agents re-
port that it is extremely difficult to secure a
seat on an outward flight to Europe. Some
experts believe that SA is going through a
natural process of evolution which hasbeen
trodden by countries such as Mauritius and
the Seychelles, and in future will have to
move upmarket. But while we do not advo-
cate the ‘backpacker’ industry that has
brought problemgtn some Asi an countries,
the scale of the 5(-'7

Ocean coast of Kwa-Zulu Natal, are being
swamped with property developersbuilding
shopping malls, atrend that will worry some
in government. However, despite these prob-
lems, thefuturefor the sector isbright: most
people that have lived-in or visited SA are
keen to return.

@ \\falrles
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e essential to the government’s development strategy, but their

mance is uneven. BMI View: Eventually, privatisation is the answer, but that
s some way off for political and financial reasons.

Frustrated with the private sector’sinability
to create mass unemployment, but pleased
with its propensity to fill itstax coffers, last
year the government moved to amoreinter-
ventionist development strategy emphasis-
ing public spending, but not at the risk of
fiscal responsibility. The key factor in the
equation isthe sprawling transport conglom-
erate, Transnet, which hasbeen given anew
top-class management team. Although its net
lossimproved in 2004 to ZAR22mn from a
massive ZAR1bn in the previous year, its
main operating arm, the rail operator
Spoor net, moved from aprofit to anet loss
in 2004. Itsrolling stock suffers from years
of under-investment, poor revenue collec-
tion, and an inability to actually get freight
to its destination in the time required. New
CEO MariaRamos saysit will take possibly
five years to turn the company around and
has budgeted ZAR37bn in investment to
achieve a modern operation. Another poor
performer during 2004 was Denel, the state-

owned arms manufacturer. Although inter-
nationally respected for its technical prow-
essand products, itsstrategic focus hasbeen
diluted by a move into non-core businesses
that have brought the company down to a
net loss of ZAR377mn during the 2003/04
financial year.

More positively, electricity giant
ESKOM, fixed-line telephone operator
Telkom, and airports operator Acsa all
posted solid results for the year. Telkom is
aready partially privatised, and Acsais 20%
owned by Aeroporti di Roma. Eskom
would be snapped up by international inves-
torsif it wasfloated —it isone of theworld’s
most efficient power generators — but there
is significant labour resistance. However,
after years of carrying overcapacity, it now
needs to invest ZAR107bn between 2005-
2009 to meet demand. The government has
said that it will meet 70% of that sum, but
some form of private involvement is look-
ing increasingly inevitable.
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Data revisions less than

anticipated

Statistics South Africa revised its estimate of the economy upwards in 2003. BMI
View: The change was smaller than anticipated and, consequently, its implications

are less serious than initially thought.

A spectre had been stalking economic ana-
lysts for most of 2004, the spectre of sub-
stantial revisions to GDP data. However,
when finally released by Statistics South
Africa (Stats SA) in November, the actual
changes were far less severe than feared.
Overadl, while it appeared that growth was
higher in 2003 than previously assumed,
there has not been the fundamental reap-
praisal that was initially thought likely, al-
though the data may offer further evidence
that trend growth is higher than had been
considered.

Faster Than Before
Real Growth, % y-0-y
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Thecollation of statisticsis g
sueinmany states. Statlst|cal 5

gle to build a represent
\
which to draw extrap RS hot onIy due

tothedynamicn nomies, but also
fromthevery re%tlve of many people
and companies to hide from official agen-
cies. Essentially, not only do they not know
what they don’t know, but are actively lied
to —not agood start for those charged with
providing clear and unambiguous informa-
tion for policy-makers. As aresult of these
problems, discrepancies creep in and tend
to get reinforced over time.

Given the size of the black economy in
South Africaand the speed of its post-apart-
heid transition, it had been assumed that
Stats SA’slong-heralded November revision
of data would put a much higher figure on
GDP. It did not. Overall, the economy, at
ZAR1,251bnin 2003, wasonly 3.5% higher
than previously estimated, a comparatively

O

small sum giventhereal possibility of a10%
rise that had been mooted prior to the an-
nouncement. Furthermore, while the figure
of real GDP growth in 2003 was revised up-
wards substantially to 2.8% (from 1.8%), the
rise in five of the previous six years were
far smaller.

Limited Implications

— In truth, statisti-
cal revisionsinthemselvesarelargely irrel @

evant for most people. Indeed, even if
economy is ZAR42.0bn larger in 2003 th
previously thought, no new jobs re-

ated as aresult of the correstj per-
haps for statisticians). Ho ore ac-
curate picture of the st economy is
vital for decisig r them the

be higher

N X
O
%@
esting amendment

than
@ hike i rowth data for 2003.
[, inflationWas relatively subdued in
3 with the targeted index, CPIX (con-
sumer prices minus mortgageinterest repay-
ments), ending the year at 4.0% y-o-y. This
is relatively consistent with an economy
growing below trend — as the earlier figure
of 1.8% real growth suggests. However, it
isless consistent with growth of 2.8%.
Onitsown, the 2003 datado not tell usthe
whole story. Certainly, inflation is affected by
demand growth inthe economy, but other fac-
tors, such asimported costs, must also betaken
into account. However, given that the eco-
nomic expansion had been marginally higher
than several years previously, thereis reason
to believe that the long-awaited increase in
South Africa's non-inflationary growth rate
may beoccurring. Thissuggeststhat the South
African Reserve Bank (SARB)’s Monetary
Policy Committee (MPC) may be more san-
guine about rising domestic demand than
originally assumed, with the implication that
the peak of interest rates will be lower than
earlier thought over thecycle, which will give
more purchasing power to consumers and
businesses.
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Rising Capcity Utilisation
Capacity utilisation and real growth, % y-o-y
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A good year in store

The tempo of economic growth continues to impress and has, as yet, had few
inflationary implications. BMI View: The growth is broad-based across the
economy and, while inflation does not look likely to exceed the top end of SARB’s
target band any time soon, falling spare capacity and the rand’s recent sell-off

suggests that rates will not be cut further.

Theeconomy continued itsrelentless expan-
sionin Q304, growing by asubstantial 3.8%
y-0-y in real terms, its fastest rate since
Q202. While the SARB was relatively san-
guine about the implications of such rapid
growth for consumer prices when it met in
December — indeed, given the low level of
inflation, the focus prior to the meeting was
the prospect of a further cut — the outlook
for 2005 is more difficult to call. However,
although evaluating SARB'’s likely nex
move is useful, a focus on the mterest
cycle alone obscures the fact that t
African economy is heading f
good year, albeit not one wbh

er

torridtime,

theeconomy g lidly, pro-
pelled by soli n growth
—Whlchr 2% y-0-y in
Q304 — flscal policy,

ﬁre& ter our consecutive quar-
urthermoré, despite high oil prices
oughout 2004, economic growth hasbeen
accompanled by relatively low inflation,
with CPIX rising by only 4.6% y-o0-y in
November, well within SARB’s 3-6% tar-
get band. Theprincipal reasonisthat therand
has been exceptionally strong, peaking
around ZAR5.6/US$ in late-December —
which has subdued import costs.

The big question, however, is how long
this benign circle can continue. As ever, the
signals are mixed, although in thisinstance,
BMI believes that the good times may be
coming to an end. Most industries are at
present enjoying a buoyant period, a fact
reflected inthe Q4 RMB/BER business con-
fidenceindex reaching alevel not seensince
1980. Importantly, the positive news is
spread across the economy, with only the
manufacturing sector — which is more ex-
posed to exports than, say, construction —
failing to report record level s of confidence.
Furthermore, while strong economic growth
is being reflected in rising house prices, it
does not appear that consumers and busi-
nesses are being carried away by the good

times, with credit growth expanding by only
7.1% y-0-y in September, whichiis, surpris-
ingly, below the growth of nominal GDR,
which stood at 9.9% y-0-y in Q304.

M odest, B Risks — That said, ar-

guments ere is enough slack in the
econo aintain current growth rates
Wil "\ king inflation |ook overblown to

m capacity utilisation jumped to
%m Q304, up from 83.7% in Q204 and

e highest level since Q182. If this contin-
ues, then it is highly likely that input and
marginal production costswill risefor firms.

Another issue is that, despite high oil
prices, inflation was subdued in 2004 due
to the rand’'s relentless rise. This, however,
peaked at the end of the year, and the cur-
rency suffered a sharp sell-off in the first
week of January, moving from ZAR5.6/US$
to ZAR6.15/US$ between December 28 and
January 7, due to the recovery of the US
dollar and falling gold prices. While thefall
isunlikely toturninto arout, further declines
may occur, which would feed through to
import pricesand, eventually, inflation. Fur-
thermore, with the trade deficit widening to
US$1.8bn in January-November according
to data from the South African Revenue
Service, there are worries that growth isin-
creasingly unbalanced, with the current ac-
count deficit relying on uncertain capital
account flows to finance it.

The corollary isthat, while prospects for
2005 are buoyant, it should not be assumed
that the pace of economic expansionwill rise
even further. Indeed, given the volatility of
the rand, there are good reasons for SARB
to continue to be cautious when the MPC
meets again in February 9-10 in order to
ensurethat the economy does not over-heat.
Certainly, unless the rand plummets or new
data indicate that consumers binged over
Christmas, we do not anticipate arate hike.
However, the chances of a further cut are
fading. Overall, the outlook is better than at
any timein recent memory, but the economy
must wean itself off of its over-reliance on
domestic demand if the current level of rea
GDP growth is to be sustained.
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LATEST DATA RELEASES

CPIX Of 4.6% y-o-y Will Trend Upwards

By November, the targeted inflation rate,
CPIX (consumer prices excluding mortgage
interest payments) had been within SARB’s
3-6% target band for 15 consecutive months.
However, with the exception of ail prices,
most trends are going against SARB. I ndeed,
after reaching a low of 0.2% y-o0-y in No-
vember 2003, domestic producer priceshave
risen in 10 out of the following 12 months,
indicating that diseconomies of scale may
have set in, a conclusion supported by ca-
pacity utilisation, which at 85.3% in Q304

is at its highest since 1982. Furthermore,
despite the rand’s appreciation in 2004, im-
ported prices deflation slowed, and by No-
vember, price rises were back in positive
territory, which is not agood sign given the
rand’sweaknessin January. Finally, drought
conditionsarelikely to feed through to food
prices domestically, which will add to the
usual increase in housing and education
costs. Overall, while prices are unlikely to
breach the top of the target, substantial fur-
ther easing may be difficult to justify.

PPI Edges Up

Inflation, % y-o-y

15.0
10.0—\,\ L -
- P N

5.0 4

(OO e N e J

5.0 q

1004 [ - --cCPIX
—— PPl imported
PPI domestic

-15.0 -
g <~ oy G
- ~

Source: Statistics E@?

Whither Exports?
Real GDP and private demand growth
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In The Chasing Pack
South Africafareswell on BM1’slong-term

Growth Accelerates Again

economy. Although full-year data will no
be available until March, there are clear
side risks to our modest forecast of 1.
real expansion. In Q1-3, real GD@ up
3.2%Yy-0-y, with Q3 dataan i 3.8%
y-0-y higher.

The problem, ho

2004 was agood year for the South African :

f?} s that the

: ced, dueto
%e drag of
\ orts) on

BA RISK RATINGS

O

g%unt dynamics, although if its export-led

economicsratings (which encompass&sdalf growth fatered (which we do not currently

from 1999-2006). While more D
states such asthe UK and US achi e\l

unemployment rates ('--
comparison iswi @
rated emerging :
Chinaachieves atiigher score, mainly be-
cause of its strong growth and current ac-

anticipate), the SA economy looks more
structurally sound.

However, SA scores higher than both
Brazil and Turkey — both of which are ma-
jor emerging markets—at least partially due
to the economic crises in both states within
the rated period, both of which dwarf the
externally induced slowdown that SA suf-
fered in 2001.

©"
can be seen by the gap between over-

DP expansion and that of domestic de-
and, which rose by 5.5% y-o-y in Q3.
Whileit istoo early to talk about over-heat-
ing, capacity utilisation is at a 22-year high
and, with domestic producer pricesrising, it
looks as though the economy is running
close to its full potential. The outlook for
2004 is good, but ministers would sleep
easier if export markets made agreater con-
tribution to growth.

Comparing Favourably To Emerging
Market Peers
Long-Term Economic Rating
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Source: BMI.

Above Emerging Market Peers
Short-Term Political Rating
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Source: BMI.

Punching Below Its Weight

There is a strong correlation between our
short-term political risk (STPR) and invest-
ment in emerging markets, although the link-
age is higher for short-term capital flows
than foreign direct investment. However, a
striking feature of the South African
economy is that, despite a comparatively
high STPR rating, it hasfailed to attract the
high level of investment enjoyed by other
states. The discrepancy here is likely to be
due to anumber of factors. In terms of port-

folio investment, the poor data made avail-
able by SARB arelikely to obscure thetrue
level of inflows. However, notwithstanding
this — and certainly in terms of foreign di-
rect investment — it is possible that South
Africa is being judged in more exacting
terms than other states. This may be due to
therelatively small size of theregional mar-
ket, as well as the uncertainty surrounding
Black Economic Empowerment and the
post-apartheid transition.
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DATA & FORECASTS

BMI View: In light of recently released Q3
data, our forecasts are beginning to look
somewhat unbalanced. While we anticipated
the rand-related downturn in the current
account, the sharp and sustained rise in do-
mestic demand has caught us out. We are
due to revise our forecasts over the next
month, although we are cautious about rais-
ing our forecasts for economic growth in
2005 and beyond too high, given that the
falling output gap means that monetary policy
will have to be tightened at some point to
slow domestic demand in order to stem in-

sound, although the forecast for the current
account balance (-1.6% of GDP) suggests
that, like BMI, most institutions have under-
estimated the strength of domestic demand.
Most institutions are bullish for prospects in
2005 although, as ever, there is some doubt
as to the value of the rand.

Government View: The government fore-
casts that GDP will come in at 3.9% in 2004,
while CPI will average 5.1%. After looking
over-optimistic for most of the year, the
growth forecast now looks relatively sound.

Domestic Demand Exceeds Overall
Growth
Real growth, % y-0-y

][ @ Gross Domestic Expenditure
m Gross Domestic Product

flation.

* Consensus forecast based on data from the following
institutions: Merrill Lynch, Goldman Sachs, JP Moragn,
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Consensus View*: The consensus forecast

of 2.9% real growth in 2004 looks generally Standard Bank, Nedcor.

CONSENSUS FORECASTS AN

AN

2004 NN 2005
Latest Previous Latest Previous
Forecasts* Forec&(&\% ﬂrend Forecasts* Forecasts** Trend

Real GDP Growth 29 > % 3.2 3.2 =
Inflation (% annual avg) 4.5 4 4.8 51 i
Fiscal balance (% of GDP) 31 & -3.0 -3.31 @
Current account balance (% of GDP) 2.2 4 -15 -15 4
Exchange rate (ZAR/US$ eop)t i 7.3 7.6 i

Trend arrows indicate movement of + 2.5%. T Upward trend al
Morgan, Lehman Brothers, Merrill Lynch, Nedor Bank, Standar

; *19/10/04, ** 09/08/04. Sources: ABN AMRO, ABSA, Deutsche, Goldman Sachs, IMF, JP

O

AN

DATA & FORECASTS

v 2001 2002 2003 2004e 2004 2005f 2006f
2 %J Latest period

Real GDP growth (% )~ 2.7 36 2.8 2.1 38  Jul-Sep 3.0 2.9
Nominal GDP (US$bn) - 118.5 111.3 165.5 204.4 - 191.3 191.1
GDP per capita (US$) +2 2644 2454 3655 4485 - - 4157 4139
Fiscal balance (% of GDP)* 2 -1.8 -3.7 -4.2 5.3 - - 5.6 5.7
CPIX, eop (% y-0-y) ® 5.8 10.8 4.0 4.0 4.6 Nov 55 5.0
PPI, eop, (% y-0-y) ® 06 08 18 48 34 40
Repo rate (%) ® 9.50 13.50 8.00 750 75 Dec 8.25 8.25
Exchange rate (ZAR/US$) *
- End period 11.97 8.55 6.64 5.60 5.96 Jan-10 7.80 8.20
Exports (US$bn) 2 30.79 3147 38.54 46.59 36.0 Jan-Sep 51.32 53.44
Imports (US$bn) 2 25.70 26.80 34.76 45.36 348  Jan-Sep 48.44 51.84
Trade balance (US$bn) * 5.10 4.67 379 123 12 Jan-Sep 1.09 -0.52
Current account balance (US$hn) ¢ 0.04 0.64 -1.34 -3.04 -40  Jan-Sep -2.20 -4.05
Current account balance (% of GDP) *2 0.03 0.57 -0.81 -1.49 - - -1.15 2.12
Reserves (ex-gold, US$bn) 4 6.05 5.90 6.50 10.33 11.2 Oct 10.55 10.95
Import cover (months)** %2 2.38 2.64 2.24 2.73 - 2.61 2.53
Total external debt (US$bn) 2 433 27.1 32.7 35.0 36.8 39.2
- % of GDP *?2 36.5 24.3 19.8 171 19.3 20.5

elf = BMI estimates/forecasts (bold). * seasonally adjusted and annualised figure. * FY to end March, 1997=1997/1998. Latest figure is annualised result. ** Number of months imports (cif)
covered by FX reserves plus gold. **** medium and long term debt only. Sources : 1 Statistics South Africa, 2 BMI Calculation, 3 South African Reserve Bank, 4 IMF.
|
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continued from front page

tendersto the octogenarian Mugabe’ sthrone
sensed that he is more vulnerable now than
at any timein his more than two decadesin
power, not |l east because of thegrowing trend
away from ‘ presidentsfor life’ intheregion.
A number of the potential challengers are
also of asimilar age, and may have cometo
the conclusion that time is running out for
their aspirations. In addition, following the
demise of the previous elderly incumbent,
one of the country’s two vice-presidencies,
which are traditionally the most likely path
to the highest office, had been vacant for
months, increasing the value of asuccessful
political bid for Mugabe'simprimatur. How-
ever, underestimating Mugabe's political
skills has always been adangerous practice,
which the latest events show.

Mugabe is an increasingly inscrutable
personality, who seemsto prefer concentrat-
ing on real or imagined problems emanat-
ing from the colonia and cold war eras,
rather than the day to day problems of gov-
ernancein Zimbabwe. However, heisamas-
ter of domestic power-broking and taking
him on him directly is a risky affair, as a
number of ZANU-PF stalwarts have found

Tainted Victory
2000 Election Result

Party % of vote Seats
ZANU-PF 48.6 62

MDC 47.0 57

Other 4.4 1 (ZANU-Ndonga)

Source: US Government.

out to their cost.

Latelast year, agroup of ty of -
ficials, including provincj alrmen,
attended ameeting sai been organ-

ised by Infor ister Jonathan
Moyo, one of 'S most prominent
supporters, at whichdiscussions are said to
have taken place as to how best to manoeu-
vre Parliamentary Speaker Emmerson
M nangagwainto the vacant vice-presidency.
Mugabe was reportedly furious, and the
meeting may have contributed to his deci-
sion to drop Moyo from the party central
committee as well as the list of ZANU-PF
list of candidates for March, thereby effec-
tively ending his political career. Justice
Minister Patrick Chinamasa and Finance
Minister Chris Kuruneri suffered the same
fate, as did prominent businessman Philip
Chiyangwa, who the Zimbabwe Independ-
ent reported in late-December has been in
prison on charges of espionage, along with

several others. Also, thesix provincia party
chairmen that attended the meeting have
been suspended from ZANU-PF for five
years.

Srengthening His Hand — Mugabe has
also purged the leadership of the infamous
‘war veterans' quasi-paramilitary group
linked to ZANU-PF. Furthermore, the 49-
year old former water affairs minister Joyce
Mujuru has been appointed as Zimbabwe's
new co-vice president.

Mujuruisnow theclear favourite to suc-
ceed Mugabe, who has said he will likely
retire no later than 2008. The choice of
Mujuru has been painted asamovetowards
gender equality, butismorelikely to be part
of the broader clean-out of ZANU-PF. The
same can be said of the decision to reserve

ZANU-PF for female candidates, a mov

ZIMBABWE 4%

POLITICAL RISK
Biting The Hands That

Feed
Roughly 3.3mn

Zimbabweans are
thought to be food insecure. While the
world feels antipathy towards the regime,
charities are willing to help the needy, but
are being prevented from so doing by the
government. The UN’s World Food Pro-
gramme has been essentially expelled
from the count according to alaw
passed in la oreign NGOs must
erate in Zimbabwe and

be Iicens%
i:;@ nterparts are to be banned
fi

iving foreign funding.

: : rt-term political rating is static at 26.0,
some three dozen constituencies held by :m risks welghted to the downside.

that has infuriated the male incumb
many of whom have invested cong
sums of personal money in their\di

seek to strength D if required.
Waiting Fa%\bo -~ ectoral im-
plicatio rec ithin ZANU-

in i
gabe
with any trouble-making by disgrun-

PF
g%d cadres. Crucially, while some sitting

& MPsthat have been displaced have said they

might run asindependents, they will find it
almost impossible to counter the muscle of
the ZANU-PF political machinethat will be
ranged against them unless they have been
able to build a strong local support base.

One powerful weapon in the govern-
ment’s armoury is the state’s monopoly of
food reserves and their distribution. Some
40% of the population need aid and the fig-
urewill risebecause only one-quarter of land
available for planting has been prepared for
the current crop season. Thisgivesthe party
large powers of patronage across the state.
Another factor in the state’s favour is its
control of the electoral process. Given cur-
rent restrictions on the press, it looks
unlikley that it will allow truly independent
international election observers, although it
may permit supervision by the Southern Af-
rican Development Community (SADC),
which can be expected to be far morediplo-
matic in any unfavourable assessment than
western observers.

ECONOMIC RISK
Buddy, Can You Spare A
Dime?

The government wants to invest in infra-

structure but has no money to spend. It
has 58 projects to implement, in areas
such as railways and telecommunications,
including ZWD |.5bn in electricity sta-
tions alone. It has said that in principle it
would welcome foreign investment, but
apart from predatory interest from SA,
multinationals will remain cautious, not
least due to concerns about property
rights after the expropriation without
compensation of white-owned farms.

Our short-term economic rating has risen to
16.0, although this is due to a technical revision
to our ratings period (2004-2006, rather than
2003-2005), rather than an improved outlook.

BUSINESS ENVIRONMENT
Another Casualty Of
Inflation

Rampant inflation has caused numerous

economic dislocations, with one notable
example being the insurance business.
Aligning premiums and future liabilities in
such an environment is an actuarial night-
mare, especially in the case of ‘with prof-
its’ policies. The market leader, Old Mu-
tual, has said that because of the impos-
sibility of carrying out meaningful risk as-
sessments, it will not renew some
200,000 policies that could well end up
being worthless to holders upon matu-
rity.

Our business environment rating is 21.8. Our
short-term composite rating is 20.4.

February 2005 - SOUTHERN AFRICA



ZIMBABWE

4

continued from previous page

M DC To Contest —After somefivemonths
of uncertainty, the main opposition Move-
ment for Democratic Change (MDC) has
said it will field afull list of candidates for
the March election, despite the fact that it
will contest with the odds stacked against
it. The MDC has been under considerable
pressure from SADC to participate, and af -
ter consulting its own membership decided
that it had to be part of the process.
Overall, BMI believes that the MDC's
threat of a boycott was mostly a tactic to
attempt to reduce the threat of violence to
its canvassers, especialy in the rural areas
that are ZANU-PF's stronghold. Non-par-
ticipation would have a so aopened the door
for alarge enough ZANU-PF mgority inthe
120-seat parliament to allow it to change the
constitution at will, which would have a-
lowed it to perpetuate its stay in power.
thelast election ZANU-PF took 62 seat
the MDC 57, but the ruling party p

its total in a series of dubious ons
sincethen, whileafurther efilled
by appointment.

sarray within

Leaving to one s
ZANU-PF, if theKC

DATA & FORECABTS

0 igprove onits

previous performance the level of turn-out
will be critical. The opposition’s core sup-
portisinthecities, and it isuncertain to what
extent poverty, hunger and unemployment
will result in urban voter apathy. In turn,
ZANU-PF depends on therural vote, which
partly explainstheland grab of white-owned
farms since 2000. But the government has
failed miserably to provide the new small-
holders with the support they need to pro-
duce, and many are disillusioned and some
have even abandoned their plotsto look for
work intowns. In other words, ZANU-PF's
land reforms m. prove to be the vote-
winner intendegd
At thi :»:%J

e

| that can be said is that

have little choice but to negotiate a transi-
tional power-sharing deal with the MDC that
wouldinclude apresidential election earlier
than the schedul ed 2008. But heisnot aman
to go quietly, and action by the military at
that stage to keep him in power, athough
unlikely, cannot be totally ruled out.

ave no < ,
@Ossibly optif

Stic scenario for 2005 painted in the recent 2005 budget. To achieve

he inflation goal, monetary policy would need to be draconian and further resources

sucked out of the domestic banking system. However, the central bank spent most of

2004 trying to reduce interest rates, while the financial sector is already groaning

under the weight of semi-voluntary lending to the fiscus. Importantly, the budget will

do little to bridge the policy gap with the IMF which still has a decision pending on

whether or not to formally expel Zimbabwe.

Government View: In the 2005 budget, the government anticipates 3.5% real growth this

year, based on a 28.4% y-o-y rise in agricultural production. It also anticipates that inflation will

average 100% over the year, despite government spending rising by | 14% in real terms.

2003e 2004e 2004-05 2005f 2006f
latest period

Real GDP growth (%) * -10.1 -7.0 -35 5.0
Population (mn) 2 13.0 131 - 13.2 133
CPI, eop (% y-0-y) ® 598.7 300.0 148 Nov 250.0 200.0
Lending rate (%, p.a.) ® 97.3 150.0 - 100.0 80.0
Exchange rate (ZWD/US$, eop)* ¢ 798.8 6000.0 5570 12-Jan 6000.0 6000.0
Exports (fob, US$mn)*** 1 1225 1000 1100 1100
Imports (fob, US$mn)*** 1627 1700 1700 1700
Trade balance (fob, US$mn)** -402 -700 -600 -600
Current account balance (US$mn) * -421 -300 -300 -200
Reserves (ex-gold, US$mn) 2 10 10 10 5
Import cover (months) ** 0.2 0.1 0.1 0.1
Public Sector Debt (US$bn) ® 4.7 4.0 43 36

elf = BMI estimate/forecasts (bold); *official exchange rate. *** monthly figures on a cash basis. Sources:* Central Statistical

Office, 2 World Bank, ® IMF, * BMI calculation ® Reserve Bank of Zimbabwe.
|
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POLITICAL OUTLOOK

Frelimo wins again

The ruling Frelimo party has won a landslide victory in general elections. BMI View:
The vote was marred by irregularities, but these were more due to administrative
failings than fraud. The result is good for political stability and will ensure pro-

POLITICAL RISK
A Work In Progress

The country’s polity has come a long way

since 1992, when decades of internal war

market policy continuity.

Mozambique held ageneral electioninearly
December. The exercise was especially sig-
nificant because the incumbent president,
Joaquim Chissano of Frelimo, chose volun-
tarily not to run after 18 yearsin power, say-
ing that it was timeto open-up the country’s
‘political space’. The main challenger was
once again the veteran leader of Renamo,
Alfonso Dhlakama, who was probably tak-
ing hislast shot at thetop job. Frelimo chose
as its candidate Armando Guebuza (60), a
wealthy businessman who has been party
secretary general since 2002. Whilefar from
ideologically radical, Guebuza is a some-
what controversial figure. As interior min-
ister after independencefromLisbonin 1975
he summarily expelled Portuguese citizens
and in the 1980s was the architect of a
scheme that aimed to consign prostitutes,
petty criminalsand the unemployed to prison
camps. Guebuzais now a model capitalist.
As predicted, Guebuza won the election
with an overwhelming share of the vote of
63.74%, against Dhlakama's 31.74%, leav-
ing Frelimo with 160 M Ps and Renamo just
90. One major disappointment wasthe very

low voter turnout of about 30%, which may&

DATA & FORECASTS A

be indicative of apathy amongst the young.
Unlike in similar transitions in the region,
Chissano does not seem inclined to inter-
ferein the new administration. Heis highly
respected as an African statesman and is
expected to apply his talents to an interna-
tional position. In any case, Guebuzacan be
relied upon to continue his predecessor’'s
market-friendly policies.
Although the outcome minimises political
risk, Guebuza smandateistainted by the opin-
ion of international monitorsthat the exerci
was marred by anumber of irregulariti
though it is unlikely that these ch t
overal outcome, they have given 0,

whichfedsit actually wonars share
of thevote, groundsupon 'HQ\\; obstruc-
tive. Dhlakamaregul arlyffpaaehs to boycott
isden afresh elec-

ell-trodden

isreceiv-

Although unfor-

obeviewedin

administrative ca-

ikely.

The external position has impro
sector project. Export growt|

will remain high and the f;
anced nature of the e

tinue to be sustaj
almost insignific

\\yhe coming-on-stream of the giant Mozal aluminium

slow from the rates seen in recent years, but revenues
ity position has improved. However, reflecting the unbal-
oth the budget and external current account deficits will con-
n the basis of donor support: domestic income to the exchequer is
itively, both the IMF and bilateral official creditors are supportive, which

means that Mozambique will be able to balance its Treasury book over our forecast period.

2001 2002 2003 2004f 2005f 2006f
Real GDP growth (% yly)* 13.0 8.3 7.0 8.4 6.8 6.5
GDP per capita (US$)*? 189 188 229 286 360 427
CPI, eop (% yly)® 219 9.0 108 108 9.5 8.0
Budget balance, % of GDP* * 21.2 -20.5 -19.5 -20.0 -15.0 -15.0
Exchange rate (MZM/US$, eop) 23,320 23,854 23,857 18,678 17,800 16,850
Exports (fob, US$mn)*3 703.1 679.3 880.2 1000.0 1200.0 1300.0
Imports (fob, US$mn) 3 957.1 1215.7 1228.2 1750.0 1850.0 1700.0
Trade balance (fob, US$mn) 3 -254.0 -536.4 -348.0 -750.0 -650.0 -400.0
Current account balance (US$mn)? -639.7 -711.6 -521.3 -750.0 -720.0 -625.0
Reserves (ex-gold, US$mn)* 715.6 819.2 998.5 1000.0 900.0 860.0
Import cover (months)*2 55 55 6.7 51 45 6.1
Total external debt (US$bn),t 447 4.20 4,00 3.80 3.70 3.70
- % of GDP*?2 130.0 120.2 92.6 69.1 52.5 0.0

elf = BMI estimates/forecasts . * = before grants. Sources: * IMF, 2 BMI calculation, ® Institute Nacional de Estatistica/Banco de

Mocambique/IMF/BMI

finally came to an end. However, the legacy
of internecine conflict has yet to be fully
erased. The two main political parties, rul-
ing Frelimo and opposition Renamo, were
the main protagonists of the war and remain
deeply distrustful of each other, which makes

any meaningful | f policy consensus ex-
tremely rar@ tion remains a prob-

lem, alth of one than in many other
ICIRQ es, and the media has at times

ur short-term political rating has risen marginally
to 68.0 in the aftermath of the election.

ECONOMIC RISK
Split Personality

Mozambique has consistently recorded

one of the highest rates of economic
growth in Africa. However, the impetus
has come from a series of ‘megaprojects’ in
areas such as aluminium and transport, which
have done little directly for the vast bulk of
the population that still relies on basic farm-
ing. Unemployment is estimated at about
50%, and two-thirds of the population lives
on less than US$| per day. Poverty reduc-
tion is increasingly at the fore of the govern-
ment’s agenda, but it will take decades to
achieve a more balanced economy.

Our short-term economic rating has risen to 45.0
after we moved our rated period forward to 2004-
2006 (from 2003-2005).

BUSINESS ENVIRONMENT
Delays Possible

Booming exports mean that import cover

has risen to over seven months, also bring-
ing currency appreciation. Although the ex-
ternal liquidity position is comfortable, pay-
ments for foreign trade can still be held-up
by inefficiencies in government and the bank-
ing system.

Our business environment rating is 44.8. Our short-
term composite rating is 55.3.
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POLITICAL RISK
Trouble At The Top

President Bingu wa Mutharika, a tech-

nocrat, was plucked from political ob-
scurity to lead the country by his pred-
ecessor, Bakili Muluzi. Mutharika holds
no formal position in the ruling United
Democratic Front (UDF), which is still
chaired by Muluzi. Mutharika has been
trying to battle corruption, but is op-
posed by some major vested interests.
The UDF is increasingly splintered, and
despite a recent meeting between the
two men aimed at resolving their dif-
ferences, their relationship remains

poor.

Our short term political rating has risen mar-
ginally to 57.0, although downside risks re-
main.

ECONOMIC RISK
Economic Risk — Softly,
Softly

Malawi depends on aid to survive. Hu-

manitarian assistance has been main-
tained, but since 2001 donors have de-
clined funding for development ex-
penditure in protest at corruption un-
der the previous regime. The current
president understands the problem, and
his efforts to curb graft are likely to see
a resumption of aid in the near future,

Malawi’s ability to spend aid wisely. -
nomic risk will remain high: i

only viable export is tobac d-
uct that has poor long t;_((r}& pects.

Our short term rating has @%2.\6 (from

29.0), due to the shift ted period to
2004-2006 (from% g

BUSINESS EN NMENT
Business Environment — Not
Much Happening

Malawi’s private sector is miniscule, and

mostly engaged in basic activities such
as retailing. There are regional initia-
tives to increase the level of investment
in poorer states, but for the foresee-
able future agribusiness, banking, and
perhaps telecommunications, are about
the only attractive sectors.

Our short term composite rating is 42.7.

X
x‘“ A & FORECASTS

although there is great scepticism about Y4

Poor relations

A recent IMF review highlights the poor implementation capacity of the
state sector. BMI View: There is an ample good-will on the part of the
international community towards Malawi. The current administration is an
improvement on the past, but the country remains badly served by its leaders.

The IMF has recently published arare in-
trospective analysisof itslong-term engage-
ment with Malawi. Blame is not appor-
tioned, but despite the Fund's support over
many years, problems of under-develop-
ment and poverty remain unresolved. Quite
clearly, successive governments dating back
to theill-fated post-independence dictator-
ship under Hastings Banda have much to
answer for, but the Fund can also be held to

andfailing toinstall asense of “ownership”.

standing allegations of profiteering from
grain stores by officials, the issue of food
security remains at the centre of policy de-
bate: the IMF has sanctioned expenditureon
basic inputs for small

on. At present, the IMF is
ce to a Staff Monitored
P), adopted in July 2004,
ics a full facility but does not

account for imposing over-ambitioustargets % the IMF to any actual lending.
@ enewed Fund lending isabsol utely cru-

For acountry as desperately poor as

lawi, with very limited technical r rc

attempting to achieve ‘western’ @ of
economic performance, strol t orm,
and poverty reduction is ne2)&
Changes and improvem
are obviously ne

is finding econo

power the p
issome po textiles, the most press-
ing n 00! duction.

sremain. Notwith-

1al, asthe government has been forced into
borrowing heavily from the domestic bank-
ing system, with the result that its internal
interest obligations are nearing unsustain-
ablelevels. In addition, the present value of
external debt in relation to exports hasrisen
to around 327% because of poor export per-
formances. Essentially, the current economic
positionisunviable. It isfar from clear how
Malawi will be able to lift itself out of aid-
dependency, but the starting point must be
better political management of the economy.

The economy will continue to grow, but forecasts are vulnerable to the unpredictable effect of

weather on the all-important agricultural sector. The portends are not encouraging for the next

harvest, which looks likely to be disappointing. The IMF estimates that an annual average real

GDP growth rate of 5% is needed to make real inroads into poverty levels, but this looks out of

reach at present. Moreover, there is a major problem with the quality of data on the economy:

the reality is that neither the government or donors really know the true situation, not least

because much of the workforce has been forced into the informal economy.

2001 2002 2003 2004e 2005f 2006f
Real GDP growth (% yly) * -4.1 18 4.4 4.6 45 4.0
GDP per capita (US$) +2 147 169 155 165 188 217
Population (mn) ¢ 11.6 11.9 12.1 12.4 12.6 12.6
Fiscal balance incl. grants (% of GDP)** 5.9 -85 1.7 6.0 -4.0 -4.0
CPI, average (% yly) 4 27.2 27.8 10.1 15.0 12.0 12.0
Lending Rate (%) * 56.2 50.5 48.9 37.0 37.0 37.0
Exchange rate (MWK/USS$, eop) * 67.29 87.14 10857 108.00 110.00 110.00
Exports (fob, US$mn) 4 426.6 4135 369.3 470.0 484.0 470.0
Imports (fob, US$mn) 4 4436 594.7 594.2 703.0 693.0 650.0
Trade balance (fob, US$mn) 4 -17.0 -181.2 -224.9 -233.0 -209.0 -180.0
Current account balance (US$mn) 4 1777 -374.0 -360.1 -165.0 -155.0 -145.0
Current account balance (% of GDP) “2 1.7 6.7 5.7 -4.0 -3.0 2.0
Reserves (ex-gold, US$mn) 206.7 165.2 126.5 110.0 130.0 130.0

elf = BMI estimate/forecast (bold). * FY to end June, 1998=1997/1998. Sources: *IMF, 2BMI calculation, *World Bank,

“Reserve Bank of Malawi.
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EXCHANGE RATES

Off Recent Highs Still Massively Overvalued The big news in December was the

South Africa, ZAR/US$ Zimbabwe, ZWD/US$ rand’s relentless appreciation, which

50000 - caused many institutions to revise up-

:: o0 | wards their forecasts for 2005. However,
in the early days of January, the rand

° o fell sharply, declining to around ZAR6.1/
US$ (from ZAR5.6/US$ on December
os 20000 27). The main cause of the fall was the
oo 10000 - dollar’s recovery and the concomitant
s 00 decline in gold prices (which are nega-

8888 333333 383 8 888838833333 38 .
Piiifsiiiiiic 5882 ::558:8:23353;3 tively related to_the US dollar as they
4043 S 3 82 2 3 & g8 2 23 4 g8 i
g g 3 3 g 8 are seen as a ven at times when
oo Routore Source: Reuters the dollar i 7 Given the fall in gold

prices, nd’s depreciation was
mar st other currencies as well,
the euro. Although the dollar
Election Gives Further Boost Steady & trengthen from its current level
Mozambique, MZM/US$ Malawi, MWK/US$ @ er‘the short term, the large current

account and fiscal deficits suggest that

23,500 it will continue to remain weak over the

108
23,000 o .
22,500 medium term. The corollary is that

iggg m o @ while the rand may find it difficult to
remain below ZAR6.0/US$ for long pe-

21,000 98 %\
s 0 @ riods, a break above ZAR7.0/US$ looks

20,000

19,500 4
19,000 88
18,500 4

18,000

unlikely. It looks set to be another bad
year for exporters.

€8 ¢&33833535z8332¢8 g

2238 33388338 ;gzs3 g

Source: Reuters :
STOCK MARKETS

Strong domestic demand growth is un-
derpinning the Johannesburg Stock Ex-
Powering Ahead

han hich has n risen approxi-
JSE All Share Index c ge, whic $ now rise ppro

mately 30% since September. While min-

1,090,000 12500 | ing companies will suffer from the
990,000 H

rand’s strength and weakening gold
890,000 11,500 4
790,000 prices, companies oriented towards the
::Zggg 10,500 domestic market look likely to perform
490,000 9500 | well over the next year. Furthermore,
390,000 there may be some technical buying in
290,000 8,500
190,000 progress, with the likelihood that infla-

90,000 7,500

tion will be contained despite rapid

8888383333333 8888883333338
c 5 > 3 a4 2 € 5 = 3 a 2 c c 5 > 3 4 2 ¢ 5 > 35 4a 2 c
5 5 3 5 E 5 2 3 z EF 3 3 . .
S 8282852832883 §2 2838282583282 38 growth suggesting that interest rates
833 8%gsg883z3°®z383 838 3 g 3833 °® g3 38 ) .
will peak at a lower level than previ-
Source: Reuters Source: Reuters

ously assumed in the current economic
cycle, thereby reducing demand for
bonds.
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COMMODITY PRICES

Off Recent Peaks
OPEC basket, US$/b
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Source:
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Testing Recent Highs
LME 3-Month Copper Price, US$/ounce
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US Dollar Bounce )
Gold, US$/ounce After several years of strong prices, the

outlook for commodities in 2005 is more
450 mixed. We expect global growth to
430 moderate to around 3.1% this year (from
410 3.6% in 2004), led by a slowdown in
China (albeit to 8% real growth from
& over 9% in 2004). This will reduce de-
mand growth for commodities such as

platinum and copper, where global ca-

pacity has built in recent years. It will
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01-Nov-03
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also have an i ct on oil prices, al-

though contj EC cohesion due to

Source: Reuters ) )
many m @(ates determination to
keep p %ﬂgh to offset the weaken-

(whose currency many petro-
ers are linked to) will prevent oil

Demand Growth Softens % ng substantially. Indeed, in light
Platinum, US$/ounce

only limited stock build in 2004, we

950 have raised our forecast for the OPEC

900 basket to US$33/b (from US$31/b). The

big question is gold. Assuming contin-
ued US dollar weakness, we expect gold
to remain strong in 2005, possibly re-

700 1 %
650 @7 covering from recent losses. However,
1 @ should the US dollar staged a sustained

recovery (it is hovering around US$1.3/

01-Jan-054

EUR) then gold may have further to fall.

01-Jan-03
01-Mar-03 4

May-03
03
[
0 5
1-]5“4
ar-04 -
May-0
Jul —
1
01-Nov-04

REGIONAL MACROECONOMIC DATA & FORECASTS

7>
bn) Real GDP Growth (% y-0-y) GDP Per Capita (US$)

2003 [f\\gg%% 2005f 2003 2004e 2005f 2003 2004e 2005f
Angola 167 V 156 168 45 100 120 736 1025 1067
Botswana 9.2 10.3 6.5 55 45 3,655 4,937 5,352
Malawi 9 2.0 2.3 44 46 45 155 165 185
Mozambigque @’4.3 55 7.1 7.0 8.4 6.8 229 286 360
Namibia % 43 5.4 5.2 37 35 39 2,138 2,633 2,480
South Africa 165.5 204.4 191.3 2.8 2.1 3.0 3,655 4,485 4,157
Zambia 43 45 6.4 7.1 5.2 51 367 372 519
Zimbabwe* 11.8 7.0 304 -10.1 -7.0 35 911 537 2,309

Inflation (% yly) Current Account (% of GDP) Trade Balance (US$mn)

2003 2004e 2005f 2003 2004e 2005f 2003 2004e 2005f
Angola 76.6 50.0 45.0 15.2 38.3 39.6 5,504 9,807 10,471
Botswana 6.4 6.9 6.5 6.5 43 1.9 500 300 300
Malawi 10.1 15.0 10.0 -19.1 -7.3 -6.4 -225 -230 -220
Mozambique 10.8 10.8 9.5 -12.1 -13.6 -10.2 -348 -750 -650
Namibia 2.0 36 38 26 2.8 34 -469 -300 -150
South Africa 4.0 4.0 55 0.8 -1.5 -1.2 3,785 1,230 1,004
Zambia 17.2 18.0 174 -14.6 -10.1 -7.0 =271 -250 -250
Zimbabwe 598.7 300.0 250.0 -3.6 -4.3 -1.0 -402 -700 -600

* Calculations from ZWD to US$ are based on official rate which grossly exaggerates GDP and GDP per capital data.e/f = BMI estimates/forecasts. na= not available. Source: National Central
Banks/National Statistical Agencies/BMI
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