The rise and rise of prices in Zimbabwe
Zimbabwe is what could be described as an economic basket case. The country has been in economic decline since the President, Robert Mugabe, started seizing white farms in 2000. In eight years the country’s real GDP has fallen by over 40%, unemployment is thought to stand at around 80% of the workforce, agricultural production has fallen by 60%, factories are thought to be running at around 20% of their capacity and there have been shortages of staple goods like bread and other foods and even fuel. One of the main problems has been the massive rise in inflation which now stands at over 1200%. The impact of this hyperinflation is difficult to imagine for those who have never had to live with it. As a Zimbabwean taxi driver put it:
“Now, we can hardly even look after our families. 

When we talk of inflation, almost everyone is being affected. 

It's as if our customers have left the country, because most of the people are walking in and out of town. 

It's now even worse when you try to increase the fares, because already people can't afford them. 

I buy five litres of petrol from the black market. This is normally Z$650,000 – 700,000. 

On a good trip, that five litres can raise 1 million – but additional costs leave around Z$250,000 – absolutely nothing. 

That is barely enough to feed yourself, let alone your family. 

It's like we are living hand-to-mouth.

Source: http://news.bbc.co.uk/1/hi/world/africa/4665854.stm
Note: At the time of the article 100,000 Zimbabwean dollars were worth around 1 US$, though by August 2006 the official rate of exchange had changed to Z$250,000 to  US$1.

For further information on this you may like to watch the BBC news article Zimbabwe’s inflation tops 1000%.

This kind of inflation means that people often have to carry suitcases to ensure that they have sufficient money and all over the country people have been madly trying to spend their money on cars, cows or any other asset that might hold its value better than the money they have.
In an attempt to reduce the rate of inflation the Zimbabwean central bank has redonominated the currency and knocked three zeros off a note. A Z$100,000 note will now be a Z$100 note and people need to exchange the old notes for the new ones at the banks. The central bank hope that this will help to keep prices under better control, but many economists feel that it is little better than a cosmetic exercise. All notes had to be exchanged by August 21st 2006 when the old currency ceased to be legal tender. However, even the process of changing the notes was rendered difficult by an oppressive regime and people were being arrested for carrying over Z$100m (around £88). There were even stories of people being forced to open coffins at funerals to ensure that they weren’t being used to illegally transport cash.

Another policy attempted by the government was a three week price freeze. In August 2006 prices were frozen completely and businesses were not allowed to raise prices at all. The governor of the central bank argued that this was necessary as some firms had used the redenomination of the currency to hike the cost of goods unilaterally. The Trade Minister Obert Mpofu ordered businesses to reverse “with immediate effect, any price of any commodity that was increased in excess of that obtained by converting from the old to the new currency.”
As part of this ‘unusual’ monetary policy the government has maintained price controls on some basic commodities such as maize meal, bread and milk but has revoked price increases for several other products.
Most economists blame the chaotic economic policies of the Zimbabwean government for the crisis. Their policies have denied open access to foreign currency, support bloated state corporations with huge deficits and force banks and pension funds to invest in government bonds at negative rates. The extravagant fiscal policies they have pursued have been paid for by printing money and this expansion of the money supply has simply pushed up prices. It is thought that the government’s budget deficit is running at over 24% of GDP – a level that is simply not sustainable. Indeed two years ago it became too expensive for the government to print standard bank notes and so they started printing cheaper “bearer cheques”. These were only printed on one side of the paper and were worth around 50 times the highest value banknote. However, even this was only around half a US$ and only just enough to buy a loaf of bread.
Without fiscal and monetary discipline it seems that it will be difficult for the Zimbabwean government to correct this level of inflation and as long as it persists, the life of ordinary Zimbabweans will simply get increasingly difficult.
Want to find out more?

This topic covers a range of areas and there are a number of chapters that link in with the analysis given. Monetary policy and inflation are dealt with in Economics (6th ed), chapters 14, 17, 19 and 20. In Essentials of Economics (3rd ed), chapters 7, 9 and 10 look at the equivalent areas. See also box 14.2 in Economics (6th ed) for more detail on hyperinflation in Germany in 1923. In Economics for Business (3rd ed) you may like to look at Chapters 26, 28, 29 and 30 while in the Economic Environment of Business (1st ed) there is further information on inflation and monetary policy in Chapters 9 and 10.
For more detail on inflation in Zimbabwe and web links to related articles see News Item 11 in the May/June 2006 edition of the news file. The price freeze is covered in News Item 18 in the September 2006 edition.
