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Companies holding more cash - Sceptical of the 
recovery’s longevity? 
Our research suggests that companies are building up cash balances. 

Three factors might explain.  Problems in the banking sectors are 

tightening credit markets and making refinancing difficult. Therefore, 

it is prudent to hold on to cash, rather, than retire loans which may 

prove impossible to raise when needed. Secondly, companies may be 

forecasting tough times ahead – no better way to prepare than build 

cash.  Last, slowing aggregate demand combined with low production 

utilisation rates (37%) may be dissuading any investment into capacity.     

A polarised market!  
IMF’s growth forecasts for the sub-Saharan African economy stand at 5% 

for 2014 and 5.5% for 2015. This growth prospect is presenting strong 

market fundamentals for companies exporting in the region. Overall, we 

believe companies with firm export markets will continue on a growth 

trajectory. On the other hand companies confined to the domestic 

market will continue to be subjected to top line growth pressure 

reinforced by decelerating economic growth and deflation.   

Agriculture sector – Home for safe and moderate 
performers 
Out of all the sectors, agriculture will be the least dented sector should 

the economy stutter. Three factors influence our thinking:

a) Agriculture remains the source of the population’s staple foods;

b) Prioritisation of agriculture sector, among other sectors, by 

government will sustain growth;

c) Most agricultural produce has a strong export market.

High risk but good surprises likely from 
Commodity and Financial stocks
Commodity and financial stocks have generally under-performed the 

market in the last three years. Commodity price volatility and more 

important questions around the impact of indigenisation law have kept 

investors at bay. As Government tones down on the law and investors 

feel more comfortable we expect to see more steel and concrete going 

into the ground.  

Reserve Bank of Zimbabwe’s (RBZ) rescue asset manager (ZAMCO) is, in 

our opinion, a quasi-bailout vehicle for banks.  We believe banks that will 

come alive out of this will be in better shape and carry more confidence. 

With more investor confidence we expect a valuations reset moment. 

Most domestic banks have been trading at near bottom valuations.   

Bond market to hold out for the troubled 
banking sector 
RBZ’s chastening of banks over excessive risk taking and pressure to 

repair their balance sheets is triggering a tightening of the loans market. 

Banks will be less active in their ‘transmission mechanism’ role. If our 

concerns over the loans market materialise, we expect more corporates 

to try their hand at bonds as a financing mechanism. Bonds raised in 

2014 proved popular with oversubscription in almost all the issuances. 

We worry, though, that if the economy continues to slow and company 

fundamentals weaken, appetite for bonds may inevitably begin to wane.    

Leading themes!!!!



In Howard Marks’ words -Chairman of Oaktree Capital Group “The future should not be viewed as a fixed 

outcome that is destined to happen and capable of being predicted, but as a range of possibilities and, 

hopefully on the basis of insight into their respective likelihood, as a probability distribution.”

 

Based on Marks’ view, we present our return-risk balance with a probabilistic distribution of likely 

outcomes for the Zimbabwean market:

30% 55% 15%
Economy GDP falls below 0% and the 

economy falls into a recession

GDP growth rate hoovers 

between 0% and 2.5%. Status 

quo persists

GDP growth rate is above 4%. 

Indigenisation 
Policy

The policy is being implemented 

and Government stiffens 

penalties for non-compliance. 

Companies lose licences to 

operate or have their assets 

expropriated

Government does not change 

the policy thresholds. Policy 

application remains subjective 

and murky.

Government tones down the 

policy, reducing the thresholds. 

An objective and clear 

implementation plan is set 

Liquidity

Capital flight exacerbates. 

Companies are no longer 

reinvesting in the domestic 

environment. Households’ 

spending falls as income declines 

with rising unemployment. 

International investors remain 

sceptical of investing in 

Zimbabwe. There is no marked 

change in funds flowing into the 

stock market

Perceived risks fall and funds 

flowing into Zimbabwe 

marginally increase. More 

investors are optimistic of 

economy’s prospects. More jobs 

are created. 

International 
relationships

International relationships mainly 

with the West remain frosty.  IMF, 

World bank and other funding 

institutions remain sceptical of 

Government’s commitment to 

reform and repay loans. 

Government and central bank 

continue to identify policies as 

the real cause of investment 

decline. However, no definitive 

steps are taken to resolve 

contentious policies

Most lenders are agreeing with 

Government on additional 

funding. The EU and north 

America extend debt forgiveness 

and provide new loans and grants

Market 
Performance
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Introduction 

Where are market-returns going to come from? This is the foremost 

question majority of institutional and individual investors is asking about the 

Zimbabwean equity market.

To the extent that investors should not confuse GDP growth with equity 

growth; they should too not confuse slowing GDP growth with equity 

stagnation/contraction. Our research findings tell us that even with slowing 

economic growth, some companies have registered significant growth rates in 

their earnings. In our view investors who are forecasting a stagnation in the 

economy for 2015 should not be quick to write off equities. 

Earnings, Growth or multiples expansion?
In general returns spring from three sources: earnings growth; multiples 

expansion and dividends.  In the Zimbabwean context where more than three 

quarters of listed companies are not giving dividends, we exclude dividends 

and focus on multiple expansion and earnings growth. 

Our research shows that during the first three years post dollarization (2009-12) 

companies were successful at translating economic growth into revenue growth. 

But cascading top-line growth into earnings proved difficult for the majority. 

Since 2010, the median company has seen a contraction in earnings in three 

of the last five years. In the last five years Price earnings valuations have been 

weakening owing to perceived risks in the economy. Without any major policy 

shift that inspires investor confidence we do not see any multiples expansion 

in the next year. In the absence of a softening stance towards international 

investor, the market’s hopes are pinned on companies improving their 

operational efficiencies and expanding export markets. 

Growth areas
As exporting companies do well we expect the disparate between struggling and 

performing companies to be distinct. This will be more pronounced between 

exporting and non-exporting companies. For an economy expected to remain in 

deflation for the most part, exporters will be the biggest winners as their inflation 

adjusted revenues will be operationally funded by deflating domestic costs. 

What to expect in the report

•	 This	paper	presents	Emergent	Research’s	perspectives	on	the	future	of	

Zimbabwean equities market. We focus on the risks, growth prospects and 

developments and make attempt to use them as explanatory variables of the 

market outlook.

•	 We	trace	key	drivers	of	performance	in	recent	years	since	2009.	We	identify	

and suggest how those drivers will play out going forward.

•	 Our	report	also	acts	a	thermometer	of	the	market’s	temperature.	In	this	

regard we share our convictions on whether the potential returns outweigh 

what we perceive as risks. Our thoughts of where returns are coming from 

are disaggregated by size of companies, sector and other relevant factors. 

•	 Lastly	we	freely	share	with	you	our	model	portfolio	selections	for	the	next	

12months. In this attempt we are not offering the reader investment advice 

but we are choosing to be specific about our convictions. 



Economic Outlook Summary

• Economic Growth
If Zimbabwe achieves the revised target growth rate of 3.1% this year, it would have averaged a 7% growth rate and 

nearly doubled in economic size in just six years.  In the last two years the ingredients of a booming economy (that 

prevailed in 2009/10) principally investor confidence have been missing. The growth we saw beginning of 2009 has 

decelerated to a forecasted 3.1% for this year.  But subtle changes in government’s relationships with key funding 

organisations such as IMF, Eastern and Western partners promise fresh capital and a relaxation in loan repayment terms. 

Graph below depicts the GDP size and growth figures for Zimbabwe in the last six years according to the IMF;

Investor confidence remains the key determinant. Thus an 

acknowledgement by both the Finance Minister and the 

Central Bank Governor that government policies are key to 

reigniting the economy provides hope needed to stimulate 

investor confidence.

For now this admission has been backed by notable 

diplomacy and engagement with creditors over arrears. 

We are not sure though what catalyst is required for these 

wonderful observations to be actioned for the economy to 

get back on rails.   

  

As described on the second page we see a 50% chance of 

the economy continuing under the same conditions albeit 

growing at the slowest rate. A 35% likelihood for us to slid 

into a recession and 15% chance of the economy firing at 

above 4% GDP growth.

• Monetary Policy
The newly appointed Bank Governor, Dr Mangundya recently presented the mid-term 

monetary policy. Governor demonstrated he was in touch with both the challenges 

the economy is facing namely liquidity conditions, company closures, rising formal 

unemployment, low productivity levels, non-performing loans and a disproportionate 

balance of trade. Efforts to address the liquidity in the economy have been laid down such 

as reviving the interbank market and dealing with non-performing loans drying up the 

credit market. 

Preconditions of a healthy economy were outlined. They include rule of law, predictable 

and consistent policies by government, productivity in the economy, visible fight against 

corruption and mobilising foreign financial inflows.

• Fiscal Policy
The fiscal policy acknowledged the debt overhang and stipulated steps towards engaging 

creditors with a view of restructuring and repaying debt. By the end of the year 2014 

public and publicly guaranteed external debt is expected to increase to US$7.2 billion. For 

a long time Zimbabwe has not taken steps to dealing with debt. 

Treasury is still struggling to sustain its recurrent expenditure mainly because revenue 

collections have not been growing. This is not a surprise given the closure of companies, 

low profitability, increasing unemployment.  In response the Finance Minister has started 

taking steps to raise additional revenue from households by; increasing duty on fuel 

and imports, and loading more road taxes among others. Token loan repayments to the 

Chinese and the IMF are evidently soothing government’s relationships and creating more 

room for funding support. 

• Deflation 
Good deflation as a result of decline in prices and interest rates, leads to consumers 

receiving more purchasing power; output expands; and productivity expands as well leading 

to competitiveness. Bad deflation is what is occurring where the fall in prices and interest 

rates is taking away consumers’ purchasing power; output is falling and productivity 

declining.

Zimbabwe’s deflation is the consequence of weakening domestic demand resulting from 

rising unemployment, capital flight and stern competition from cheaper imports particularly 

from South Africa.  Based on price comparative chart shared by the Central Bank, 

Zimbabwe’s products are still priced at a premium to comparable ones from neighbouring 

countries. Notwithstanding the argument that indivisibility of US dollar notes is to blame for 

higher prices, further deflationary pressure are likely to persist in the foreseeable future.
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The graph above shows a comparison of prices for a 

basket of products and services between Zimbabwe and 

the average of a bloc of regional peers (South Africa, 

Mozambique, Botswana and Zambia).   On average 

Zimbabwean prices are 25% higher than of neighbours. 

In the absence of tariffs, Zimbabwe should expect to face 

further deflationary pressure until prices are comparable 

with those of regional peers. 
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Regional Price Comparisons Spotlight on Equity Market

Stock market development
Compared to regional peers the size of the Zimbabwean stock market relative to economic size is still lagging regional peers. As at September 2014, the ZSE’s 

$5billion market was 39% of the country’s GDP, which is the same as that for Malawi. Botswana and South African stock markets are in triple digit ratios to 

GDP figures. 

Market Capitalisation/GDP 

Only 13% of the companies on the ZSE fall within the bracket of large caps (> 

$150m capitalisation). In total they are eight (8) companies in this bracket and 

they constitute 72% of the market capitalisation. Twelve (19%) companies are 

categorised mid cap companies. In relationship to the entire market mid caps’ 

total capitalisation is 17%. The largest group, small caps, comprises 42 companies 

(68%) and has a total capitalisation constituting 11% of the entire market.  

Classification Large Cap Mid Cap Small Cap

Market Cap $150m< $40m - $$150m <$40m

No of companies 8 12 42

Capitalisation 72% 17% 11%

Source: ZSE, MSE, JSE, BSE,LSE (Zambia)

Reasons to be positive!! 
In the last 12 months the stock exchange has instituted changes to catch up 

with regional stock markets. Five changes are strengthening the standing and 

credibility of the domestic equity market: 

Demutualisation 

Up until now the stock exchange has been owned entirely by the Government of 

Zimbabwe. Going forward the state is reducing its shareholder to 30%, ceding 

ownership to brokerage firms and other shareholders. There are plans to further 

reduce its holding to less than 20% in a round two demutualisation phase. 

As demonstrated elsewhere demutualisation will open up flows of fresh capital 

to develop the market. In addition, decisions that are meant to develop the 

market are expected to be reached quicker. 

Central Depository System (CDS)

The local CDS was switched on beginning of September. Quick and transparent 

settling of trades is expected from this development. 

Reduction in trading fees

Total trading fees on the ZSE were recently reduced to 4.2% for both buying 

and selling trades.  The less expensive trading is via the ZSE is the more 

profitable trading and investing through the exchange becomes. 

Automation of the exchange 

The ZSE automation project, estimated to cost $2 million will modernise the 

bourse, replacing the manual system while enabling longer trading hours and 

reducing fraudulent sale of non-existent stocks. 

Quarterly reporting developments  

The ZSE together with the Securities Exchange Commission of Zimbabwe 

(SECZ) are considering introduction of quarterly reporting to improve 

transparency and accountability of listed companies. 

Mkt Cap/GDP Source: ZSE, MSE, JSE, BSE,LSE (Zambia)

343% 254% 39%44% 39%
Botswana South Africa MalawiZambia Zimbabwe 



What will drive earnings 
growth, if any?

Top line growth 
The post dollarization phase was followed by large increases in revenue 

among the majority of companies. Of the forty five companies that were 

part of our survey in 2010, 89% recorded positive revenue growth. 

The figure went up to 91% in 2011, albeit with proportionately less 

companies recording revenue growth of more than 50%. Corporate 

growth lost steam in 2013 as the number of companies boosting 

revenue by more than 50% plunged to zero.  The trend is quite obvious, 

top line growth is now facing immense pressure.  

Revenue Growth (%): 2010-2014

This observation is supported by the median revenue growth figures as well. 

In 2010 the median company had growth going up by 69%. The following 

year the figure declined to 28%; 16% in 2012; 5% in 2013 and so far this 

year it is 0%.  As shown in the graph below, companies reporting growth 

rates of less than -10% started surfacing in 2011 and in 2014 they had 

grown to more than a third of the company results surveyed. 

If the trend persists, which we believe it will, the median company 

will have a revenue contraction in 2015 if not in 2014(when all 

companies have released full year results). 

Bottom line growth?
Earnings performance have been polarised since 2010. Companies 

with earnings growing or shrinking in the single digit range were on 

average 14% of the total companies between 2010 and 2013. More 

than a third of the companies were growing earnings at double digit 

and the rest, approximately half, were shrinking at double digits.

The staggering equity returns of 2010 and 2011 were largely 

driven by top-line growth. But that same top line growth was not 

translating into earnings growth.  

Earnings Growth (%): 2010-2014

Post dollarization majority of companies were operating run down 

plant and equipment which badly needed refurbishment, and 

perhaps replacement in most cases. Encumbered by this inefficient 

machinery, growth in volumes was boosting revenue but eating into 

the bottom line.  For most companies regaining market share lost 

during the hyper-inflation days seems to have taken priority over 

the need to generate earnings. 

Over the last five the proportion of companies experiencing earnings 

contraction has gone up. For example between 2011 and 2013 the 

number of companies seeing a contraction in earnings has jumped 

from 44% to less 66%. The 2014 picture, maintains one of our 

leading themes that “that the market might be turning polarised”.  

Profit Margins (%): 2010-2014
 

Will Multiples expansion come 
to the rescue?

Multiples Expansion
Multiples expansion (increase in P/E ratio as a result of investors willing to 

pay more for future earnings) looks like a distant possibility for now. 

The overall market’s P/E ratio is around 15. Sector valuations are disparate 

with six of the eleven sectors having P/E values of less than 10. For example, 

BAT, an expensively priced large company with a P/E value of 77 skews the 

overall market valuation. Excluding BAT the entire market’s P/E value falls from 

15.2 to 10.8.  10.8 is, in our opinion, a modest valuation. 

We believe the market’s expectations on the following three drivers will be 

imperative for a shift in multiples expansion/contraction:

•	 Easing	perceived	Risk	

•	 Liquidity

•	 Economic	prospects	

So far, our sample of companies that have reported full year results for 

2014 reveal a median earnings percentage change of 23%.  However, the 

industrial index has declined by 6% year to date (8th of October 2014). We 

believe investors are forward looking and discounting valuations for possible 

dip in median earnings and risks they see playing out in 2015. 

The market’s perception of Zimbabwean investment risk is the most 

important driver of a multiples expansion. As our data shows, despite 

median earnings contracting by 46% in 2010 the industrial index fell by 

3% in the same period. The market’s optimism and willingness to pay 

more for future growth in earnings prevented a steep fall in market return 

relative to that of earnings. During this period multiples expansion were 

supported by confidence in the coalition government and the certainty 

provided by a hard currency acting as the legal tender. 

Outlook 

•	 Since	2012	perceived	risks	have	resurfaced.	Indigenisation	law	and	

its implications on property rights and the uncertainty surrounding 

succession questions are the obstinate headwinds suppressing 

valuations. Failure to resolve these factors will have economic 

ramifications that will put brakes on a possible valuations reset. 

•	 In	the	absence	of	a	strong	indication	that	Government	is	taking	

definite steps to stimulate FDI multiples expansion will remain 

the distant possibility we mentioned. We do not see signs of that 

determination to improve the economy’s fundamentals. 
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But, are companies focussed on growing?
Are companies sitting on cash and not investing? Though data on capital 

expenditure is unavailable there is strong evidence to suggest that 

companies may be restraining capital expenditure and shoving up cash 

balances. With average production capacity utilization at 36.3% the urge 

to invest in plant and equipment might be waning. 

Despite stagnating revenue growth for the median company, companies’ 

cash balances have been mounting. Of the fifty two companies we 

included in our universe (ex- banks) cash balances between 2010 and 

2014 grew by 25% CAGR from $164million to $405million.  For the same 

period, debt held by companies was up by 16% CAGR. In the last nine 

months, cash balances have been growing, albeit at half the pace (13%) 

while interest bearing debt shrunk by 7%.  As the graph below shows, 

companies have been accumulating cash since 2013. In the absence of 

conclusive evidence, we speculate that rising cash balances are a reflection 

of rising share issuances and monetisation of non-core assets.  

Corporates Cash Holdings Ratios (%): 2009-2014

So, what will companies do with their cash piles? 
Aggregate dividends have not been going up in the last two years and share buy-back activity has not shown any 

notable change. In light of these observations we believe bigger cash balances is companies’ way of fortressing 

their balance sheets in case of difficult times ahead. Economists’ forecasts for a recession next year are sounding 

the alarm.

Growth Outlook 
•	 Slowing	economy	and	deflationary	pressures	will	persist	in	most	of	the	sectors	namely	food	and	general	

consumables applying brakes on overall revenue growth. Cutting down fat in companies can only go so far. So, 

we expect shrinking top lines to catch up with earnings as well.   

•	 Going	forward,	earnings	performance	will	become	more	polarised.	Our	chapter	on	“sector	strategy”	explains	

this assertion. The majority of exports will see earnings growth buoyed by a deflated cost structure and an 

inflated top line. 

•	 Companies	are	becoming	more	disciplined	in	use	of	cash.	This	restraint	on	capital	expenditure	will	exacerbate	

the growth deficit. Earnings compression will become mainstream for the majority of companies, most who are 

dependent on domestic markets.

•	 Going	forward	we	do	not	see	companies	drawing	down	their	cash	stockpiles	until	demand	for	products	and	

services returns. Hiring more people, building plans and acquisitions will only be supported by rising aggregate 

demand. 

Companies may not be deleveraging as we previously thought, they 

may just be accumulating cash balances. The graph below suggests that 

gearing ratios have not changed much over the past five years.   

Dry credit markets may explain sticky leverage levels. With banks battling 

high NPLs, corporates may be anticipating new loans to become expensive 

and hard to access when they need more capital. 

Source: ZSE, Company data and Emergent Research
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Reading Tea Leaves

Winning Strategies 
In our opinion a winning strategy will need to satisfy our “stock grading” ap-

proach which focuses on GROWTH; VALUATION; and QUALITY.   

Growth 

As the market becomes more cautious, under-priced assets relative to book 

values will likely remain undervalued for extended periods of time. Investors are 

running for cover in growth stocks with demonstrable sources of cash-flows. 

We believe companies with earnings visibility will offer better performance in 

the short to medium term. Such a standpoint is consistent with the opinions 

we raised early in the year when we identified Seed Co and Padenga as likely 

winners. In conclusion, a growth strategy supported by a fair price would be 

preferable. 

Exporters!

As the economic growth rate slows relative to sub-Saharan average growth 

rate of 5.4%, the export market becomes ever important. In addition to 

weakening economy, domestic liquidity constraints are a heavy weight on 

prices impinging revenue growth.  Africa, on the other hand still presents an 

uncapped demand opportunity for exporters. 

Quality in uncertain times
Financial strength

A slowing economy will pose the greatest challenge to highly leveraged busi-

nesses. As the economy slows, companies with exposure to large debt repay-

ments and high interest payments will be vulnerable to demand shocks. To stay 

safe, investors will need to avoid heavily leveraged businesses. 

Moat 

In this environment franchises such as Delta, BAT and Econet with strong 

moats will be able to preserve their market shares. However strong competitive 

advantages will not halt weak economic fundamentals from shrinking aggre-

gate demand and market sizes.  

High ROIC with no Capital intensity  

Companies with high returns on invested capital but requiring little or no 

capital to maintain earnings will stand a greater chance to weather economic 

storms. Low capital intensity will exempt these companies from the need to 

raise funds to recapitalise particularly at a time when capital might be expen-

sive to come by.   

Quality Earnings 

Companies with clearer earnings visibility will be preferable. These earnings will 

need to be easily convertible into cash-flows. 

Value stocks– what Value? 
Most of the stocks on ZSE look cheap on almost every metric except on the measure that really matter in a liquidity crunch - free cash flow. 

Value investing is most necessary when the market is euphoric about the future.  In difficult times, we find value stocks to be deceptively 

under-priced with the danger of permanent loss of capital.  Using the P/B ratios the median P/B for large cap companies is 2.9. For Mid-Caps 

it is 0.8 and 0.4 for small caps. In reading these valuations, caution should be exercised as some of the plant and equipment is held at values 

above resalable prices.  To escape the fate of a value trap, these stocks should be viewed at with lenses of a quality investor. 

Our Model Portfolio
Our model portfolios are pre-backed asset portfolios with specific targets, goals and risk profiles. Our portfolios are not a form of investment 

advice or managed funds, they are a depiction of strategies we believe will succeed in the Zimbabwean market. 

Emergent 
Stable

Emergent 
Opportunistic 

Emergent 
Growth 

Goals 

Seeks to hold but not necessarily 

guarantee the principal value of an 

investment through different market 

conditions. 

Selected for stability and income 

realised from dividends. 

Seeks to profit from short term price 

and value discrepancies. 

Seeks long-term growth of capital. 

Securities may or may not provide 

income but provide above-average 

earnings growth

Nature of 
securities 

Large cap stocks with strong 

competitive advantages are favourites. 

Portfolio may include bonds.

Targets special situations that include 

buybacks, Spin-offs, M&As, disposals 

and buyout situations. Portfolio also 

includes potential general market 

correction scenarios.

Securities may also include bonds. 

Favours companies that have strong 

growth prospects. The portfolio has 

a bias for entities with firm export 

markets.

Stocks are usually medium to large 

cap companies. 

Risk 
Tolerance

Generally exhibit a lower level of 

price volatility, due to the types of 

companies favoured, such as large 

caps and those able to pay dividends

Securities are associated with a 

greater level of price volatility and in 

some cases permanent loss of capital

Tends to present moderate risk. 

Risk is less than that of Emergent 

Opportunistic but more than for 

Emergent Stable.

Time frame Long term investing
Ideal for the short term investor. 

Average holding is 6-12months
Medium to long term investing

Stocks
Delta, Econet, African Distillers, BAT 

and National Foods Holdings

BNC, TA Holdings, CBZ, NICOZ and 

Colcom 

National Foods Holdings, Padenga, 

Seed Co and Hippo Valley



Banking stocks – driven by multiples expansion
The average Price Earnings ratio for the banking sector is currently at 

9.4.  Excluding Barclays, a foreign owned bank, the PE ratio of domestic 

banks is 5.2. This low valuation is a reflection of the market’s wariness 

with local banks’ NPLs. 

We believe in a few surprises in the banking sector as soon as the 

NPLs clean-up is done with. To support our thinking, we believe the 

market had correctly priced in the full scale of bank NPLs and ignored 

estimates banks were sending out. ZAMCO’s intervention, which in 

our view is a quasi-bail out, is buying bad loans at prices higher than 

what the market had discounted them to.  In essence banks are get-

ting away with a “free lunch” which should necessitate a rerating in 

the bank valuations. 

Agro related stocks
As noted at the beginning of this paper, agro related stocks are likely 

to show resilience in the face of a slowdown.  The majority, which are 

exporting companies will be insulated from slowing demand in the lo-

cal market. Being staple foods, agro based companies producing food 

such as National Food Holdings will be last on line if households are to 

cut expenditure.  The rest of agro related companies such as Padenga 

and Seed Co are strong export based companies which we expect to 

have enduring markets.  

FMCG and Retail
For the foreseeable future FMCG and Retail sectors will bear the brunt 

of a decelerating economy. Consumables including clothes and gro-

ceries will be the first stop for households cutting expenditure.  

Industrials 

Industrials’ P/E valuation has averaged 8.4.  A wide diversification in 

their business portfolios has helped most of these investment holding 

companies remain flexible, divesting from troublesome sectors and 

moving capital into promising sectors.     
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Risks 

Which risks are lurking their heads? Five risks are going to worry investors: 

Deflationary risk 
Downward pressure on prices will likely persist in year 2015. For now, businesses have prioritised cost cutting and 

will unlikely be able to absorb any wage increases. On the other hand households face rising unemployment and 

for the fortunate ones remuneration will remain static. These conditions are creating an atmosphere that nests 

deflation.  

 

Political/Business Risk 
Most significant risk is that economic isolation of Zimbabwe resulting from less investor-friendly policies will 

worsen economic performance. On average 60% of capital invested on the equity market are foreign funds. 

Further alienation of the country will likely see capital flight to similar magnitude as we witnessed in the second 

half of 2013. 

The second and third quarters of 2014 were dominated with encouraging steps to resolve strained relationship 

between Zimbabwe and the European Union members.  As the ruling party draws close to annual congress 

no major economic reforms should be expected.  Electioneering will trigger populist rhetoric which might be 

damaging to investor confidence.  If succession questions are effectively addressed at this Congress we expect a 

coordinated and progressive approach to economic reforms and policy clarity in 2015.  

Hike in US interest rates
Similar to the effect of tapering, a hike in US interest rates will result in a capital pull-back from emerging 

markets, South Africa being one of them. South African fund managers hold the largest portion of foreign 

money on equities in Zimbabwe. While an interest rate increase in the US will not have a direct impact on funds 

in Zimbabwe, it will likely trigger South African investors to cut back on capital invested in Zimbabwe.  The 

domestic market would need to offer high risk adjusted returns to warrant retaining fund invested. 

Return of Zimbabwe dollar 
The Finance Minister has repeatedly assured the market that we should not expect a return of the local currency 

any time soon. But the market has seen abrupt policy U turns in recent years. The temptation to reintroduce 

a domestic currency still remains and will become particularly strong as government frustrates over inability to 

influence the economy. As some point TBs will become ineffective as repayments fall due and capital inflows dry.  

In the event of a return of the local currency, we fear that there will be a total collapse of confidence in 

the market resulting in capital flight. With foreign funds accounting for between 50%-60% of the market 

capitalisation, withdraws by foreigners will plunge the market. 

Hamstrung Bankers 
As banks scurry to recapitalise and exercise prudence in lending, their primary role to transmit liquidity and 

capital into productive areas of the economy will be under threat. This structural deficit will create a fragile 

stability where banks are strong but economy weakens as capital starved businesses struggle. 
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