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~— Introduction —

Commodity price volatility / shocks may have either
detrimental / positive effects on public finances as well as

overall economic performance.

Price booms for certain commodities such as oil for oill
producing countries are a windfall, which can support /assist
quick growth and development, while this has negative impact

to non oll producers.

However, the impact of commodity price volatilities is most felt
by developing countries whose economies lack diversification

and value addition.
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G Introduction

In the last decade to 2008, challenges faced by
Zimbabwe In the form of economic decline, high
Inflation levels, depressed exports and imports, huge
BOP deficits, among others were mostly related to

policy deficiencies and other challenges.

During that period, there was less scope for taking
advantage of commodity price booms as output was

falling in an unstable macroeconomic environment.
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However, from 2009, when the economy stabilised
following introduction of economic reforms, the
Impact of changes in commodity prices was much
more evident from both the positive and negative

perspectives.
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Structure of Zimbabwe Economy

The country’s GDP and Exports are driven basically

by two main sectors:
Agriculture

Mining



Major Exports (US$ m)

* Marked improvement in Zimbabwe’s major exports:




~ Structure of Zimbabwe Economy:
Major Sector Contributors to GDP
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Impact of Commodity Prices Changes on The
Economy

e The recent firming of tobacco and to some extent
cotton prices had positive impact on Zimbabwe’s

liquidity position and the agriculture sector.

e Similarly, robust prices for gold, platinum and

diamonds had positive impact on the economy.

e Both agriculture and mining exports were on the rise

facilitating improved liquidity and growth.



on The Economy: Major Sector
Contributors to GDP
* Consistent with sector contributions, agriculture and

mining have also been growing faster than other
sectors as indicated below:




* On the other hand, high energy and food prices
translated into high imports, and consequently
unsustainable trade and current account deficits.




mf Commodity Prices

Changes on The Economy

* In 2008 and 2009, gold
prices were moderately
Improving and reflected
In  moderate  exports
value

* However, from 2010,
there were huge
Increases In gold prices
translating into large
export value windfalls
and also improved gold
production




mf Commodity Prices

Changes on The Economy

The significant drop in nickel
prices between 2008 and 2009
resulted in the closure of the
country’s biggest nickel producer
(BNC), which has not yet resumed
production due to high capital
outlay.

Closure of BNC is translating into
a loss of potential earnings of
about US$100 million per year.

The only nickel is a bye product of
platinum




mpact of Commodity Prices
Changes on The Economy

e This trend I1s similar to
the other mineral

commodities




mf Commodity Prices

Changes on The Economy

* Similarly, the fluctuation in

tobacco prices had little
Impact on production,
largely due to
Government support,
particularly on small scale
tobacco growers resulting

In iIncreased hectrage
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anges on The Economy

Overally, the drop Iin international commodity
prices resulted in import compression due to
reduced foreign currency earnings.

This, particularly in 2008, resulted in shortage of
fuel, raw materials

The boom in commodity prices being
experienced is supporting sustainability of the
multiple currency regime and hence attributable
to the prevailing macroeconomic environment



on The Economy

* Imports are increasing much faster than exports

leading to trade and current account deficits.
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Lessons for Developing
Countries

Need for Value addition

e The established trend indicates that prices of value
added products are more stable than prices of
commodities.

e Value addition also gives scope for employment
generation, increased contribution to the fiscus and
Improved GDP.

e However, value addition requires technology and
capital investment

e Regional integration agenda provides more scope for
promoting value addition in view of the need for a
bigger market to sustain some operations

p
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~— Lessons for Developing
Countries

Diversification of export and product markets

Diversification should also be pursued to avoid
overreliance on a few commodity exports and markets,
that way creating scope for developing countries to

reduce the impact of shocks.
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Countries

Building Reserves

Cushioning the poor and the economy from
unexpected shocks require the strengthening of
social safety nets and building of reserves
respectively, all of which require exercising
prudent fiscal discipline.

These reserves should provide a buffer
necessary for smoothening economic activity
during period of negative shocks
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~—Lessons for Developing

Countries

Dealing with the Dutch disease

The commodity price boom is normally associated
with the appreciation of the domestic currency,
making Imports cheaper. In most cases, the
Imports products are highly consumptive and not
supportive of sustainable economic growth.

Government policy Iinterventions, Is therefore,
critical to redirect importation priorities towards
raw materials, capital, plant and machinery to
Increase country investment



~~ Lessons for Developing

Countries

Sovereign Funds

During booming periods, building of sovereign
funds to develop local communities, that way
Insuring them against impact of negative price
volatilities and depletion of non renewable

resources



~~ Lessons for Developing
Countries

Macroeconomic stability

Strengthening macroeconomic fundamentals is key
Imperator for enhancing resilience of an economy

against external shocks.
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Conclusion

Value addition and Diversification remain
critical factors for containing negative

commodity price shocks.
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