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Global macroeconomic overview 
 

Focus at the moment is squared on the developments surrounding the new COVID-19 variant named Omicron. If there is a mistake 

people are making, it might be in assuming that the Omicron variant is a bad enhancement of the virus. If it turns out to be highly 

transmissible but far less dangerous, it may result in an enor-

mous global rally in financial markets and could signal the be-

ginning of the end of the pandemic.  

 

The globe must learn to live with the virus, and the virus needs 

to weaken to co-exist with its host. However, until scientists 

complete their studies to learn whether current vaccines will 

effectively prevent severe illness and gather insight into the 

severity of the illness caused by Omicron, financial markets 

will remain on high alert.  

 

While there are no immediate signs that the Omicron variant 

is more deadly than other strains, the world has gone into a 

panic with a number of travel restrictions being imposed on 

Southern African, where the variant was first discovered. The 

Omicron variant has sparked renewed concerns over the 

global economic outlook. A number of forecasters, including 

ratings agencies Fitch and Moody’s have warned that the var-

iant carried a very high risk of infection surges. 

 

Moody's said in a statement that "the Omicron variant poses risks to global growth and inflation, especially as it comes during a 

period of already stretched supply chains, elevated inflation and labour market shortages." Moody’s also warned that the new 

variant is also likely to hit demand during the upcoming holiday travel and spending season. The agency added that if the new 

variant affects global market risk appetite, it would cause further financial stress for debt issuers with large financing needs. So 

far, we have already seen a flight to safety as investors turn more cautious given all the uncertainty.  

 

There have also been countless research notes written describing how this may also signal the beginning of the end of the pan-

demic. If the virulence of the virus has subsided to the point where the population can co-exist, it becomes endemic and no longer 

a pandemic. It implies that normal social behaviour can resume and that global economic recovery can be allowed to unfold 

whether the world is fully vaccinated or not. SA scientists will release their in-vitro study on Omicron, and it may prove to be a 

catalyst for a significant improvement in risk appetite if it builds the argument that the pandemic may be winding down. EM 

currencies will enjoy improved conditions if that is the case. 

 

Zambia macroeconomic overview 
 

Although the newly elected government has managed to win over investors on the back of expectations that the Hichilema ad-

ministration will deliver the much need structural reforms, fiscal risks in Zambia remain extreme. While the Hichilema administra-

tion has vowed to put the country back on a sustainable debt path with the government aiming to slash unnecessary expenditure 

and restructuring the country’s debt, Zambia’s fiscal metrics remain one of the worst in Africa with the country’s debt-to-GDP ratio 

buoyed well above the 100% mark.  

 

Recall that Zambia became the first African country to default on its debt during the COVID-19 era, with the government missing 

an interest payment at the end of last year. The default on the interest payment was for a $750mn Eurobond due to expire in 

2022. The default has resulted in a massive fiscal premium being priced into Zambian assets. 

 

Investors are becoming increasingly concerned that the pace of reform is far too slow. China’s ambassador Li Jie recently said 

that there has not been a specific request made to Chinese creditors over Zambia’s debt restructuring plans. In November, 

Chinese officials said that the start of negotiations with Zambia over the debt was essential but to date, they are somewhat 

puzzled with no specific plan presented by Zambia to start the process. Li was quoted as saying - Zambia needs to submit or put 

forward plans “so that the Chinese counterparts could work together, sit together at the table.”  

 

There have been some positive developments in terms of securing a deal with the International Monetary Fund (IMF). The IMF 

said that it had reached a staff-level agreement with the Zambian government on a new arrangement under the Extended Credit 

Facility for 2022-2025 to help restore macroeconomic stability and provide the foundation for an inclusive economic recovery.  
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The IMF noted that the program could be supported by an arrangement under the Extended Credit Facility in the region of SDR 

980mn or $1.4bn. The international lender noted that the agreement is based on the government’s plans to undertake bold and 

ambitious economic reforms. The staff-level agreement is subject to IMF management and executive board approval and receipt 

of the necessary financing assurances. Further details on the agreement will be released today. Commenting on the IMF deal, 

Finance Minister Situmbeko Musokotwane said the IMF programme will provide much-needed fiscal space to Zambia and anchor 

its domestic economic programme, which is based on four pillars: economic transformation and job creation, human and social 

development, environmental sustainability and good governance. From an investors perspective, this news is extremely encour-

aging.  

 

Snapshot of the 2022 budget  
 

Much of the focus in the latter part of the year has been centred on the 2022 budget. The 2022 budget presentation provided 

the first litmus test for the new government led by President Hakainde Hichilema on whether they intend on delivering on cam-

paign pledges of prudent debt management, transparency, accountability, and a greater economic recovery and development. 

The budget presentation by Finance Minister Muskowane included key policy objectives, some of which will be important in bol-

stering prospects of the country securing a much-needed deal with the IMF and debt restructuring. The key macro targets for 

2022 were: 

• Attain a real Gross Domestic Product (GDP) growth rate of 3.5%. 

• Reduce inflation to single digits by end-2022 and within the target band of 6-8% by mid-2023. 

• Limit international resources to at least three months of import cover. 

• Increase domestic revenue to not less than 21% of GDP. 

• Reduce the fiscal deficit to no more than 6.7% of GDP. 

• Limit domestic borrowing to no more than 5.2% of GDP. 

 

Other notable highlights were: Committing to not contract any external non-concessional loans except for refinancing, ensuring 

procurement complies with 2020 act, and writing new act to enhance debt transparency; Migrating from the inefficient agricul-

tural subsidy system centred around FISP and e-vouchers to a comprehensive support programme that is more effective and 

better targeted by 2022/23; Making mining royalties deductible from income taxes and formulating a more stable tax regime to 

attract investment and boost copper production from 800 000 to over 3mn tonnes in a decade; Clear arrears (estimated at ZMW 

46.9bn or 12.2% of GDP, in June 20221 from ZMW 41bn in December 202) over a five year period, starting with ZMW3.1bn 

(0.7% of GDP) in 2022 and lower the corporate income tax from 35% to 30%. Overall, the budget was a step in the right direction 

and will set the stage for constructive negotiations with the IMF and bondholders. 

 

While investors continue to demand a significant premium for holding Zambian assets, it is worth noting that Zambian assets 

have performed exceptionally well since President Hakainde Hichilema took the helm in August this year. The Zambian Kwacha 

is the best performing African currency this year. Zambian bonds meanwhile have rallied sharply with investors extracting some 

of the best gains in the global fixed income market this year. Zambian stocks have also rallied hard this year, with the Lusaka All 

Share Index gaining, outperforming the emerging market benchmark stock index by a long shot.  

 

Inflation outlook  
 

While consumer price inflation appears to have topped out with headline inflation decelerating for a fifth successive in November, 

inflation pressures in Zambia remain acute. For context, headline inflation remained buoyed above the 19% y/y mark in November, 

despite the marked appreciation in the Zambian Kwacha this 

year. The main drivers of inflation in Zambia are food and util-

ity prices, driven in part by drought conditions in the year.  

 

The sharp rise in prices has been broad-based, with asset 

prices also inflating this year. Similar to consumer prices, as-

set prices have ballooned this year, with stock prices on aver-

age increasing by 42% year-on-year in November.  

 

In the fixed income market, persistently high inflation has con-

tinued to bolster bets that the Bank of Zambia will have to 

tighten policy further in the year ahead. While Zambian bonds 

have staged a marked recovery in recent months, it is worth 

noting that yields remain elevated, partly due to heightened 

inflation expectations both domestically and abroad.  
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Investment Strategy  
 

• GENERAL: Volatility levels across financial markets have 

surged amid renewed growth concerns relating to the out-

break of the newly detected Omicron variant of the coro-

navirus. The VIX, often referred to as the global fear 

gauge, has risen above the 30% mark for the first time 

since February this year, reflecting the marked increase 

in uncertainty across financial markets. Adding to inves-

tor fears has been the latest remarks from Federal Re-

serve speakers. The latest comments from Federal Re-

serve Chairman Jerome Powell were a little more hawkish 

than many had anticipated. The strength of the US eco-

nomic recovery allowed Powell to be more hawkish than 

other central banks have been. Powell suggested that the 

Fed may normalise policy at a faster pace than was pre-

viously communicated with the Fed now seen winding up 

its Quantitative Easing program in the first half of next 

year. The tightening of monetary policy in the US will have 

a significant impact on emerging and frontier markets as 

dollar liquidity in the global financial system are soaked 

up. Recall as global dollar liquidity is reduced, investors 

will first pull funds from riskier emerging and frontier markets.   

 

 

• FOREIGN EXCHANGE: We can’t talk about currency at the moment without mentioning the dollar. Notwithstanding some 

stronger US data recently and a more hawkish US Federal Reserve, the USD is still off its recent highs and struggling to regain 

lost ground. It may be that investors simply got a bit ahead of themselves in how much they had priced in. If true, this will 

amount to nothing more than a short-term, healthy correction. It is difficult to see the USD losing significantly more ground 

while the disparity in monetary policies between the US and its major trading partners grows.  

 

• While the broader bias remains bullish for the Zambian 

Kwacha, some weakness has been observed since the 

end of September amid tight FX liquidity conditions. De-

mand for hard currency, especially from importers, has 

outpaced available supply and thus weighed on the Zam-

bian Kwacha in recent weeks. That said, the Zambian 

Kwacha is still the best performing African currency 

tracked by ETM in 2021, appreciating by just under 19% 

against the USD since the start of the year. It is worth not-

ing that the ZMW rally has been driven by improved sen-

timent and elevated copper prices, the country’s main ex-

port. Going forward, further room for appreciation will 

likely depend on the new government making significant 

headway in implementing the required economic reforms 

and addressing the existing structural challenges.  

 

• EQUITIES: Global stocks have pulled back from their recent highs on concerns over the global growth outlook and mounting 

expectations that the Fed could taper its QE program at a faster pace than previously communicated. While equities have 

come under some selling pressure in recent weeks, the 

broader bias remains decisively bullish with the likes of 

the S&P 500, up by more than 20% on a year-to-date ba-

sis. The recent correction lower was well justified given 

the extent of the rally this year. That said, we remain bull-

ish on global stocks, despite the unprecedented valua-

tions, mounting growth concerns and lingering supply 

chain challenges. Global stocks are recovering, with US 

stock markets back at record levels. Overall levels of risk 

appetite have improved, and data from SA scientists have 

confirmed what many in the market already suspected. 

The Omicron variant is highly transmissible but far less 

dangerous. It may escape immunity and vaccines, but its 

symptoms are mild. This is extremely good news if one 

considers that the virus has mutated in a way that no 

longer holds as much potential to kill the host and could 

now become endemic to the global population in much 

the same way as flu has. 
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• In line with global equities, Zambian stocks have also pulled back from their recent highs with the local bourse falling from 

its peak of 5408.4 points to trade just above the 5400 point mark at the time of writing. This means that the Lusaka All 

Share Index has gained nearly 40% on a year-to-date basis, driven higher by commodity prices and the improved growth 

outlook following the change in government. Business 

and consumer confidence has been boosted significantly 

since President Hichilema took over the country's reins. 

Recall that the new government has pledged to deliver 

growth supportive structural reforms while at the same 

time steering the country towards a more sustainable 

debt trajectory. Optimism that Zambia could secure a 

much-needed deal with the International Monetary Fund 

has helped underpin sentiment amongst investors. A sec-

toral breakdown shows that the top-performing stocks 

this year have been Lafarge Cement, Zambia Sugar Plc, 

Real Estate Investments Zambia PLC, Zanaco and Cop-

perbelt Energy, which have all gained more than 100% 

since the start of the year. Meanwhile, the laggards have 

been Airtel Networks, Standard Chartered and British 

American Tobacco, which has lost in excess of 20%. While 

the Omicron variant has triggered some fresh risk aver-

sion, we remain bullish on domestic equities.  

 

• BONDS: The bearish bias across the developed market bond market has eased, with developed market bonds yields falling 

recently as concern about the impact of the Omicron coro-

navirus variant spurred a fresh bout of risk aversion 

among traders. Adding to the tailwinds for bonds has 

been a significant pullback in inflation expectations, 

partly due to the collapse in international oil prices, which 

has been one of the main contributors to global inflation 

this year. Longer-dated US Treasuries, in particular, have 

staged a significant comeback. That said, with the Fed-

eral Reserve turning more hawkish, shorter-dated US 

Treasury yields have continued to rise. Emerging market 

bonds for the most part remain under pressure. Notwith-

standing the marked decline in international oil prices, 

emerging market central banks are expected to continue 

tightening monetary policy, which will continue to buoy 

shorter-dated emerging market bond yields. We expect 

the broad flattening bias in emerging market bond yield 

curves to persist.   

 

• In line with the broader bias in emerging market bonds, 

shorter dated Zambian bonds have come under stern 

selling pressure amid expectations for tighter monetary 

policy both domestically and abroad to curb soaring infla-

tion expectations. Longer-date Zambian Eurobonds 

meanwhile remain particularly resilient, partly due to the 

deterioration in the growth outlook and expectations for 

the Hichilema administration to rein in the country’s bal-

looning debt pile. It is worth pointing out that there has 

been a notable deepening in the degree of inversion in 

the curve. Typically, long term bonds have higher yields 

than short term bonds, meaning that the yield curve 

slopes upward. However, in Zambia’s case, the curve is 

inverted, with short term bond yields trading at a premium 

to long term bond yields. Note that an inverted yield curve 

is often an indicator of an impending recession, however 

in this case it also represents a combination of soaring 

inflation and the significant fiscal challenge that the country is faced with.  
 

• Going forward, while Zambian bonds remain a risky investment, we believe that there is value to be found in Zambian bonds 

over the medium term. However, this is contingent on the government bringing the debts accumulated under the former 

administration to light so that Zambia can firm up a much-needed program with the International Monetary Fund. That said, 

there are still some significant risks facing Zambian bonds and this is reflected by the inversion in the Eurobond curve.  
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• REPO: The Bank of Zambia raised its key lending rate by 50bps to 9.0% to help bring down stubbornly high inflation, with 

consumer prices only seen as falling back within the bank’s target range in 2023. Bank of Zambia Governor Denny Kalyalya 

said that inflation remains elevated despite showing signs of slowing down, and that hike, the first since February, was aimed 

at bringing inflation back to target but also took into account the need to continue supporting the economy and maintaining 

financial stability. Inflation in Zambia is expected to average 15.0% next year and 9.3% in the first three quarters of 2023. 

Kalyalya also said that the Bank of Zambia also took into account negative real Treasury-bill rates in its decision to tighten 

monetary policy. Yields on benchmark one-year Treasury bills more than halved to 12% from 25.8% in January. 

 

• PROPERTY: Domestically, after a period of poor economic performance, the expectation is high for positive change following 

the election of Hakainde Hichilema as President, and this has been reflected in the performance of Zambia’s currency and 

bonds. This bodes well for the property market after a sustained period of uncertainty and depressed values. With new en-

quiries from investors and developers, there will be increased activity and opportunities in all property sectors, especially in 

health, education, residential, and agriculture. That said, it will not be all smooth sailing. The central bank is embarking on a 

rate hiking cycle and as a result lending conditions are expected to deteriorate, which will undoubtedly have an impact on 

the local property market.  
 

- - - 
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