TABLE OF CONTENTS

LY 5] 1@ N RO 3
PREFACE ...ttt ettt h ettt h e o1t e ket e R bt e ket e R b e e eR bt e bt e eRe e e be e eRb e e bt e e e beeanee e 5
FOREWORD & ACKNOWLEDGEMENTS ...ttt e e e e e e e e e e e e e e e e eeeeeeenes 7
INTRODUGCTION ...ttt ettt ettt ettt ettt e bt s et e s bt e ket as et e ket ambe et e e ambeesbeeanbeesreeenteeanbeeanne 13
REVIEW OF STERP ..ottt e e e e e e e e e e e e e e e e e e e e eeeeaeaeeaatnbnennnnn e e s 16
INFIAtION REAUCTION ...eeiiiiiiieie ettt e et e e s e e e s anenaaeeas 17
AGIICUITUIE Lottt e e ottt e e s a bbb et e e e ab bt e e s bbbt e e e s e bbbt e e e e e nnnbneeas 22
=g LU = Tox (1 ] o TP EP T PTPPPRP 36
Y 1T 0TV PR PP PRRN 40
JLLe 10T 1 PP PPRP PP 49
[ TCT 0 ) PR PTPRPRPPPPI 51
Information Communication TECANOIOGIES ........eviiiiiiiiiii s 54
QL5 L] 0L S PP 55
EXLEINAL SECTOT ...eiiiiiitiiii ettt e et e e ettt e e e st bt e e e e nnbe e e e e e e annes 57
FINANCIAI SEIVICES ...ttt et e et e e et e e e nnb e e e e e e e 60
REMOVA Of DISTOIIONS ...ceiiiieiiie ittt e et e e e 70
PUDIIC SEIVICE DEIIVEIY ..ottt e e 71
Social ProteCtion PrOQIamMIMES ........ueiiiiiiiiiie ettt et e e e e enes 75
Re-engagement with the International ComMMUNILY ..........cooouiiiiiiiiiiiee e 81
KEY LESSONS FROM STERP ...ttt ettt sttt sttt tee et sneeenee e 83
THE THREE YEAR POLICY FRAMEWORK .....ooiitiiiiiiiiieiees e 94
ECONOMIC STABILITY & CONSOLIDATING STERP ..ottt 106
Sustaining Macro-Economic StabiliSAtion .............ccciiiiiiiiiiiiiieece e 106
FINANCIAI SECTOT ...ttt ettt e s et e e e e e e e e e nees 124
RESTORING CAPACITY UTILISATION ..ttt e e e e e e e e e e e aneeeeeeeees 140
AGFCUITUIE & FOOT SECUILY ..oiiuiiiiiieiiieiit ettt sttt e e e nbaeas 140
1Y 1T 0T Vo ISP PPPTTPPPPRR 163
Industrial DeVEIOPMENT SIFAEQY ......ciiurrrieiiiiiii ettt e s nneeas 174
BUSINESS PractiCeS & PTICING ...cciiiiiiiei ittt et 179
CONSUMET PIOECLION ....viiiieiiiiiie ettt ettt ettt e e e s sab b e e e s st et e e e s bbe e e e e s snbaeeeeeanes 181
Trade & EXPOrt PrOMOTION ......iuiiiiiiiiiiii ettt e e naaee e 183
Research, Science & TECANOIOGY ....ccoiiiiiiiiiiiiiiie e 197




B0 1011 1 N 206

CONSEIUCHON & HOUSING ...ttt ettt e e e e e e e et e e e e e e e e e e e e anaes 212
Small & Medium ENTEIPIISES .....uuuiiiiiiiiee ittt e e et e e e e e e e e e e s aaaees 219
INVESTING IN BASIC INFRASTRUCTURE ..ottt 224
POWET ... 225
JLILLCE L] 010 S TP PP PP 234
WALET & SANITALION ...ueeiiiiiiiiii ettt e e e st e e e et e e e e e nneeees 254
Public BUildINgS & FACITIES .....ccooiiiiiiiiieee e 259
PUBIIC ENTEIPIISES ...ttt ettt e e e e e e e e 266
RESTORING BASIC SOCIAL SERVICES ... 271
Education, SPorts, ArtS & CUIUIE .......c.eueiiiiiiiiie e 271
Higher & Tertiary EAUCALION .......oooiiiiiiiiiieee et e e e 278
HEAITN ...t 283
Service Delivery by Local AUtNOIILIES ........ueiiiiiiiiieic e 294
U= L DoAYt (o] o] 14 1=T o A PP PP PP TTPPPPR 301
01V T 0101 o | ST EPROTPPRPRPRN 306
Social Protection PrOgramMES .......oooioiiiiiiiiiiie ittt e e e et e e e e e e e e e e e e e ananees 316
Human Resources & the Labour Market............ooooiiiiieiiiiiicciee e 320
LCT=] oo (=] SO PP PPP PPN 332
Indigenisation & ECONOMIC EMPOWEIMENT ......uviiiiiiiiiie ittt 337
Y O O @ 10 1 7Y = 1 SRR 342
DEFENCE & SECURITY ittt e e e e e e e e e et e et et et e e e e e ae bbb bb bbb e as 348
RIGHTS & INTERESTS ...t e e ettt ettt a e e e e e e e e e e eeaeaeaeaeee s 352
Y=o = TP PP T PUPTPPRT 352
Constitution MaKING PrOCESS .....cciiiuiiiiieiiiiiie ettt e et e e abbeeea e e 358
FINANCING REQUIREMENTS ...ttt ettt ettt a e e e e eeas 359
DOMESHIC FINANCING ...tttiiieiiiiiie ettt e ettt e e st b e e e s bt e e e e e s anbbeeeeeannes 360
External FINANCIAI SUPPOIT .......coiiiiiiieiiiiii et e 365
External Debt & Arrears Clearance Srategy .........oooccuerieiiiiiieeeeae it 371
FOreign INVESIMENT .....eiiiiii ittt e e st e e et b e e e s snbbeeeeeanne 374
MONITORING & EVALUATION ..ottt s s e e e e e e e e e e e aeaeeaaeeeeeeees 377
(D=1 = W Ofo] 1= Tox 1T o PP PPPR 377
MONItOrING & EVAIUALION ...ttt e et e et e e e e aenes 379
CONGCLUSION ..ttt e e e e e e e e e e e e e ettt et e e et et et e be b e bbb e e e e e e e e e e e e e e e e aeaeae seaeeas 380
LIST OF TABLES ...ttt e 383
ANNEXURES ...ttt oottt e s e e e e e e e e e e e e aeeeeaeeeeeeeeeeesessannnnnnen sennnnns 401




VISION

“To build a sustainable developmental State through the medium of
a dynamic and stable economy.”
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Operational Objectives

As stated in STERRE, “Our Vision of the house we are constructing 1s an
mclusive, sustainable developmental Zimbabwe that /s based on

participatory democracy’.

In this regard, the operational objectives of the Inclusive Government

as clearly enunciated in STERP are:

. The creation of a responsive, yet efficient State that uses
redistributive mechanisms, social rights, while maintaining social
aevelopment:

. Building of a strong economy, using market principles with carefu/
State interventions to aavance social protection and justice,

. Establishment of a participatory political democracy through the
new people ariven Constitution and the rebuilding of rundamental

democratic Institutions in our country.
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PREFACE

Since the formation of the Inclusive Government in February 2009
and the launch of the Short Term Emergency Recovery Programme
(STERP) as its economic blue print in March 2009, a number of
achievements have been made in the economic domain, particularly,

in achieving some macro-economic stability.

However, notwithstanding these developments, our economy, for the
past decade has withstood a number of socio-politico-economic
challenges that have not been fully resolved under STERP. These
challenges are, however, not insurmountable. Hence, the need for
great resolve and commitment on the part of Government and the

country at large to unite in the face of these challenges.

It is through this commitment to reform that the Inclusive Government
has managed to stabilise the macro-economic environment. However,
the challenge in going forward is to anchor sustained growth and
development on the macro-economic stability that has been achieved
to date. This will be done through increased production in the agriculture,

mining, manufacturing and other key sectors of the economy.

In this regard, Government has formulated a successor policy to

STERP, the Three Year Macro-Economic Policy and Budget

(s)




Framework, which will build on the macro-economic stability attained
under STERP, to achieve a robust economy necessary for the socio-
economic transformation of our people over the next three years to

2012.

For this Policy Framework to succeed, it is of paramount importance
that the Unity of the Inclusive Government is preserved and sustained,
in the interest of our people, whom we serve. For it is only through
Unity of purpose that we can defend the gains of our Independence,

and chart our destiny as an Independent and Sovereign State.
| commend this document to the people of Zimbabwe.

[k

His Excellency, R.G. Mugabe
PRESIDENT OF THE REPUBLIC OF ZIMBABWE
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FOREWORD & ACKNOWLEDGEMENTS

The challenge on African leaders and policy makers is that of
transformation of small dual, enclave, gate-keeping economies into
structurally sustainable vibrant economies that are developmental,
equitable, growth oriented and more decisively, that are technologically

functional.

Indeed, the imperator is to develop an economy that is responsive
and cognisant of the huge seas of poverty, unemployment, inequality

and downright deprivation.

The lessons of the past forty years of Africa’s independence are that
economic transformation alone is a hollow slogan unless anchored in
a new institutional architecture founded on live Constitutions, strong
institutions, entrenched democracy, a vibrant press, an independent
Judiciary, and most importantly, a strong civic society in respect of

which strong trade unions and business associations are dominant.

It was on the appreciation of the above, that the Inclusive Government
launched the Short Term Emergency Recovery Programme (STERP),
as an economic imperator under the Global Political Agreement (GPA)

signed on 15 September 2008.

(7)
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STERP, therefore, became the policy instrument used by the

Government to tackle the transformative challenge raised above.

STERP was a nine months programme to December 2009 focusing
on political & governance issues, social protection programmes, supply

side reforms, and macro-economic reforms.

The short-term nature of STERP meant that some programmes and
projects would not be fully implemented within the time frame of nine
months. Hence, continuation of all such programmes beyond 2009
was implied from the onset in their design, resource requirements

and implementation scope.

In this regard, at its meeting in Nyanga in August 2009, Government
took the decision to develop two critical policy documents to succeed
STERP - the Three Year Macro-Economic Policy and Budget

Framework and the Medium Term Development Plan.

The Three Year Macro-Economic Policy and Budget Framework will
lay out macro-economic policy instruments that will anchor the rolling
budget for the years 2010 — 2012, whilst the Medium Term Plan will
deal with broad developmental and growth oriented policies. The
Framework, therefore, bridges the gap between STERP and the
Medium Term Plan, which is under formulation.

(8)
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This policy framework is anchored on the need to move the country’s
economic reforms beyond STERP’s macro-economic stabilisation
agenda towards a sustainable rapid growth and developmental mode.
The Framework’s Vision is to create a dynamic and functional economy
that is anchored on macro-economic stability, which is promotive of

inclusive growth and development.

Broadly, the three Year Macro-Economic Policy and Budget Framework
Is a structural and social transformative policy framework, aimed at
ensuring that the socio-economic status of our people, particularly

the marginalised citizens achieve higher standards of living.

The formulation of this Macro-Economic Policy Framework benefited
immensely from various submissions from line Ministries and other
stakeholders. The Three Year Macro-Economic Policy and Budget
Framework addresses the challenges and unfinished agenda of
STERP and other sector specific salient issues key for economic

growth and development.

The main objective of the Three Year Macro-Economic Policy and
Budget Framework, therefore, is to lay out an approach to managing
the country’s economy for the next three years, underpinned by the
economic stability founded on the principles of STERP.

(9)
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Furthermore, the Three Year Macro-Economic Policy and Budget
Framework aims at putting in place a future fiscal policy strategy
designed to centre itself on promoting public and private investments
and expenditures that will accelerate the pace of poverty reduction

and the attainment of the Millennium Development Goals (MDGS).

In summary, the objectives of the Three Year Macro-Economic Policy

and Budget Framework are:

. Sustaining macro-economic stabilisation and

consolidating STERP;

. Support for rapid growth and employment creation;
. Ensuring food security;

. Restoring basic services;

. Encouraging public and private investment;

. Promoting regional integration;

. Restoring basic freedoms; and

. Restoring of international relations.

The critical ingredients for achieving the above objectives are as

follows:

. Political will at all levels of Government;

(10)
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. Commitment by all stakeholders to implement agreed
policies; and
. Public ownership & effective participation in the

implementation of the Framework agenda.

It is my strong conviction that once these ingredients are in place, we
will be able to turn around this economy and indeed rebuild and reposition

Zimbabwe to its rightful place within the community of nations.

Lastly, | wish to thank all line Ministries, Government Departments, all
stakeholders and co-operating partners and all Zimbabweans, who
provided inputs in the formulation of the Policy Framework. | have no
doubt that full implementation of programmes and projects contained
herein, will lay a firm foundation for the Medium Term Plan, to take the

economic growth agenda beyond 2012.

| Thank You.

W

Hon. T. Biti, MP

Minister of Finance
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INTRODUCTION

1. The Three Year Macro-Economic Policy and Budget Framework
for the years 2010 — 2012 anchors the three year rolling Budget

formulation.

2. It will attend to the outstanding objectives, agenda and
commitments of STERP, also embracing other growth-oriented

stabilisation measures.

3. The Three Year Macro-Economic Policy and Budget Framework
also draws from various sectoral and cluster development
strategies, and the development of the 2010 National Budget

will benefit from it.

4. Its formulation has been based on the broad priorities and
objectives of Government endorsed during the second
Ministerial Retreat in Nyanga in August 2009, as well as detailed
and comprehensive inputs and submissions thereafter by the
respective line Ministries, Government Departments and other

stakeholders.

5. These inputs, which took account of relevant lessons from the

review of STERP, also included the respective, prioritised and

(13)
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sequenced measures to be pursued during the Framework

period.

In this regard, guided by the various submissions from line Ministries
and other stakeholders, the Three Year Macro-Economic Policy
and Budget Framework indicates challenges which were faced
during implementation of STERP and sector specific salientissues

to be addressed over the Framework period.

The Framework also provides policies and other interventions
to be pursued in addressing the attendant challenges under

STERP.

Indicative human, material, financial and other resource
requirements from Government, parastatals, investors, the
public, the private sector, as well as co-operating partners are
also reflected for effective implementation of prioritised

programmes and projects under the Framework.

The successful implementation of this Programme will, however,
depend on some critical factors such as political will and
commitment to agreed policies, public ownership and effective
participation in implementation of the Programme, as well as

adequate funding of programmes and projects.

(14)
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10.

11.

12.

13.

14.

The Framework also recognises the importance and need for
Government to develop a systematic monitoring and evaluation
mechanism over the specific, time-framed and sequenced
activities, with set targeted deliverables of the various clusters

and line Ministries during the period 2010 — 2012.

There will also be need for training and capacity building to
support line Ministries in the implementation of work

programmes.

In this regard, targets set for the three years and consolidated
into comprehensive work programmes over the priorities of
Government have all been linked to the Budget process — critical
for accountability, effectiveness and improved co-ordination in

the delivery of public services.

Also central to the success of this Framework will be the
uninterrupted supply of such key enablers as electricity, water,
coal, rail network, among others, and these would be given

adequate attention and support.

The Framework also recognises that effective implementation

of Government work programmes will need to be buttressed by

(15)
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15.

review and enactment of a number of pieces of legislation for
submission to Parliament. In this regard, the legislative

programme will be accelerated under this Framework.

Framework and Meadium Term Plan

The Framework lays a foundation for the Medium Term Plan
(MTP) and, therefore, must be seen as feeding into the MTP,
whose formulation will be based on a broader and more

comprehensive stakeholder consultative process.

REVIEW OF STERP

16.

The design of the Three Year Macro-Economic Policy and Budget
Framework, as well as the development of the Medium Term planning
process, draws lessons and experiences from implementation of

STERP, which focused on the following key areas:

. Political and Governance Issues;
. Social Protection Programmes;

. Supply Side Reforms;

. Macro-economic Reforms;
. Labour Market and National Employment Policy;
. Utilities, Amenities and Infrastructure.

(16)
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18.

A review of progress in the implementation of the above major
pillars of STERP during 2009 has been undertaken. This
indicates mixed results, with some progress having been
recorded in a number of key areas, and some outstanding issues
and challenges requiring further attention during the Framework

period.

The implementation of STERP had some positive achievements,
particularly on the economic front, in such areas as inflation
reduction, resuscitation of business activity and subsequent
improved supply response, removal of price distortions,
improved management of public resources, recovery of basic
public services provision, normalisation of financial services,
re-engagement with the international community, as well as

confidence building.

INFLATION REDUCTION

19.

20.

The adoption of the prevailing system of stable multiple
currencies in domestic financial transactions helped ease

inflationary pressures in the economy.

Since the adoption of the multiple currency system in January

2009, the general price level has been following a downward

(17)
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21.

22.

23.

24.

25.

trend, largely reflecting the self correction of prices and increased

availability of commodities.

This instantly plugged inflation arising out of money printing in
support of quasi fiscal operations, self fulfilling expectations,

arbitrage opportunities and other rent seeking behaviours.

This, coupled with other liberalisation measures, also removed
price distortions in the goods and foreign exchange markets,
which nurtured speculative dealings at the expense of

production.

The introduction of cash budgeting, which meant that
Government had to operate within the available resource

envelope, automatically restrained all expenditure overruns.

Dampening of inflationary pressures also benefited from
improved supply of goods in the formal market, against the
background of extension of duty concessions on imported basic
commodities. The relaxation of import duties also served to
raise competition over the domestic market, that way managing

some of the pre-STERP speculative pricing tendencies.

As a result, inflation, which had reached recorded peaks of

hyper-inflationary levels of 231 million percent by July 2008,

(18)
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26.

27.

28.

decelerated to deflationary levels, averaging -2% for the first

five months to May 2009.

100000
= 10000
1000
100

& Inflation

However, the rate at which prices had been declining slowed
down and prices begun trending upwards, recording 0.6% and
1% in June and July 2009, respectively, before decelerating to

0.4% in August 2009.

The upturn in monthly inflation levels over June to August 2009
largely reflected reviews in education and housing services, as
well as fuel and petroleum products, which also impacted on

transport costs.

The month of September 2009, however, experienced deflation,

)



with prices falling by -0.5%. To year end, a stable price level is
expected to prevail in the economy with the annual average

inflation for 2009 expected to be 6%.

Month on Month Inflation: Jan - Sept 2009

—e— Inflation

29. Price stability should also benefit from sustained increase in
capacity utilisation by local industries, as well as improved
general confidence in the economy. This should offset negative

tendencies posed by continued instability in world oil prices.

30. The success attained in containing inflation! to single digit levels
also complies with the SADC Macro-economic Convergence

targets for Member States.

See Table 3: Monthly inflation in SADC During 2009

(50)
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31.

32.

33.

34.

Previously, Zimbabwe’s macro-economic fundamentals were not
consistent with the following SADC countries’ broad macro-

economic convergence indicators:

. Reducing inflation to single digit levels;
. Achieving a budget deficit of less that 5% of GDP;
. Reducing public debt to below 60% of GDP;

. Maintaining a current account deficit of less than 9% of

GDP.

Overall, the single digit inflation levels experienced under STERP
facilitated the prevalent onset of a more conducive business
environment which allows for forward planning, improved

savings and investment.

It, therefore, remains critical that the Three Year Macro-
Economic Policy and Budget Framework consolidates the

positive STERP gains on the inflation front.

Redress of some of the STERP challenges related to the pricing
of utilities and public services, such as water, electricity, housing,
transport and education, complemented by deepening of the

liberalised environment, will also be necessary.

(21)
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AGRICULTURE

35.

36.

37.

In agriculture, the liberalisation measures which are meant to
enhance viability of farming have also become a stimulus and
empowerment factor for small scale farmers, as already

witnessed in the tobacco sub-sector.

Over and above this, STERP embraced other critical areas
necessary for turning around the agriculture sector, which

persistently recorded negative growth rates during 2000 — 2008.

mmmm Agriculture
——GDP growth

These include the land audit, addressing the security of tenure,
arresting further farm disruptions and putting in place market
based funding arrangements for agriculture, targeted at

achieving agricultural annual growth rates of above 20%.

(22)
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38.

39.

40.

Maize

A total of 1.2 million tons of maize is estimated to have been
produced from the 1.5 million ha planted in the 2008/09 season,
compared to outputs of 0.953 million tons and 0.575 million

during the 2006/07 and 2007/08 seasons.

Maize Output 2006 - 2009
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The improved production is largely on account of a good 2008/09
rainfall season, Government support, financing through contract
farming and the support received from some co-

operating partners, including SADC.

These interventions culminated in the provision of critical inputs,
such as seed and fertilizers, targeting particularly the smallholder
farmers and some A2 farmers under the Champion Farmer

Programme.

(93)
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41.

42.

43.

44,

45.

Tobacco

A total of 56.5 million kgs of tobacco went through the auction
floors, realising over US$168 million at an average price of

US$3.02/kg between April and August 20009.

The 100% retention of tobacco proceeds by farmers, under
STERP’s liberalised agricultural marketing framework, meant

that all this income directly benefitted farmers.

Of this year’s tobacco sales, contract farming accounted for
39 million kgs sold for US$119.6 million, while 15.7 million kgs
valued at US$45.3 million was produced under individual farmer

initiatives.

Tobacco sales during 2009 also benefitted from last year’s carry-
over stocks of 16 million kgs withheld and retained by farmers.
This was on account of the then unrealistic official exchange
rate regime, coupled with forced foreign exchange surrender

requirements, all which meant selling at heavy losses.

The higher rates of return realised by tobacco farmers during
2009, coupled with financial support from the market, offer positive

prospects for increased tobacco production in 2009/2010.

(54)
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46.

47.

48.

Already, indications are that a total of 65 000 ha are being put
under tobacco for the coming season, with 30 000 ha under
contract farming, 20 000 ha by A2 farmers, and 15 000 ha being
small scale growers under the TIMB and Agribank scheme.

These efforts should raise tobacco output to 75 million kgs.

Cotton

In line with the decline in the cotton hectarage during the 2008/
09 season to 337 671 ha from 431 131 ha in the previous
season, this year’s cotton production is estimated to have fallen

to 210 081 tons from 241 711 tons in 2008.

This decline is associated with the pre-STERP history of poor
earnings realised by cotton growers, which forced a significant

number to scale down on plantings.

COTTON PRODUCTION
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49.

50.

o1.

52.

53.

Furthermore, rising incidences of side marketing are
compromising farming contract merchants’ capacity to enhance

input support programmes.

However, cotton production is expected to record an increase
of 20% in the 2009/10 season. This increase is based on the
amount of cotton seed already purchased which is enough to

realise 250 000 tons of cotton.

The increase in capacity utilisation in spinning and weaving
should also improve prospects for cotton farmers’ incomes and

support for improved growth of the cotton industry.

The new framework to regulate cotton production and marketing
should also ensure fair trade practices, including enforcement
of grading standards, as well as that all contractors adequately

finance crop production during the coming season.

Requirements that contracted seed cotton shall not be
purchased by any other person other than the contractor to
whom the grower is contracted should overcome challenges

related to side marketing.

()
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55.

56.

Wheat

The 2008/09 winter wheat season produced only 48 000 tons of the
targeted 100 000 tons of wheat. This was against the background
of inadequate resources in support of the targeted wheat production
in the transition to multiple currencies under STERP. Of this wheat

crop, the GMB targets to procure 28 000 tons.

During this period, wheat farmers reliant on expensive winter
irrigation programmes also found themselves incapacitated and

ill-prepared to finance their cropping requirements.

WHEAT PRODUCTION
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Better resourcing and preparedness in coming seasons should
support improved hectarages under winter wheat as part of the
strategy towards realising the Nation’s wheat self sufficiency
thresholds of 450 000 tons.

(7
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58.

59.

60.

61.

Sugar

Sugar production remained subdued in 2009 as 286 000 tons
were produced against 298 000 tons in 2008.

The decline was against a number of challenges, which included
dilapidated irrigation equipment and labour shortages at Hippo
Valley and Triangle.

On the milling side, depleted transport fleet to carry sugar cane
to the mills, coupled with poor coal and intermittent electricity
supplies also undermined sugar production.

New investments in plant and machinery, as well as cane
transport fleet, at Triangle and Hippo Valley should overcome
these challenges.

Hence, sugar production is expected to increase to 300 000 tons
in 2010, and further to around 600 000 tons by the end of the
Framework period.

SUGAR PRODUCTION

Sugar Output




62.

63.

64.

65.

Tea

Tea production is expected to record a growth of over 5% from
19 000 tons in 2008 to 20 000 tons in 2009, boosted by

investments being undertaken in tea growing in the country.

These include a six year programme to develop and supply
3 000 ha of land with up to 2 million plants annually from

nurseries dedicated to smallholder tea production.

Furthermore, the Agricultural Rural Development Authority
(ARDA) has secured a deal with Eastern Highlands Tea Estates

under Rehabilitate-Operate terms for Katiyo Tea Estates.

Initially, a total of 700 ha will be placed under tea. This hectarage

will be doubled over the coming 18 to 24 months.

TEA PRODUCTION
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66.

67.

68.

Horticulture

Horticulture production declined from 60 000 tons in 2008 to
50 000 tons in 2009, with power outages and changing weather

patterns compounding farming problems.

Furthermore, this decline is also attributed to the high cost of
inputs, against the background of the 30% fall in international
market prices of horticultural commodities following the global

financial crisis.

However, the sector is expected to recover in 2010 due to
anticipated recovery of international prices, the refurbishment
of destroyed infrastructure, as well as expansions into new

markets.

HORTICULTURE PRODUCTION

OHorticulture Output




69.

70.

/1.

Pork

Notwithstanding producers cutting down on their stock due to
viability problems, pork production increased from 7 000 tons

in 2008 to 8 000 tons in 20009.

Pork production is expected to further improve to 9 000 tons in
2010, benefiting from out-grower schemes meant to rebuild the

pig herd to optimum levels of around 18 000 tons.

This will be achieved through supplying breeding stock and feeds

to some targeted 600 smallholder farmers.

PORK PRODUCTION

Tons ('000")

Pork Output




72.

/3.

4.

75.

76.

Payments to Grain Farmers

Government interventions in support of payments to farmers
for grain deliveries through the GMB have enabled the GMB to
pay US$18.9 million for 51 694 tons of maize and 8 469 tons of

wheat delivered to its depots.

This intervention was in response to market failures to
adequately support farmers market their agricultural produce,
a development which would have compromised their ability to

plan for the forthcoming season.

To avoid this, adequate arrangements have now been put in
place to ensure that farmers who deliver grain, including maize,
sorghum, wheat, groundnuts and other grains will be paid within

10 working days from the date of delivery.

Prompt payments to farmers not only inject money into the rural
areas which stimulates activity, but also are an incentive for
continued grain production which is critical for food security at

both household and national levels.

The grain purchased by the GMB under this arrangement and
through Government intervention, will be held as part of the

National Strategic Grain Reserves.

(3)
@)



77.

/8.

79.

80.

Inputs Schemes

A key undertaking by Government in STERP has been the
inculcation of a culture that shifts away from free input handouts
in favour of guaranteed availability of inputs for purchase in the
open market throughout the country, allowing for farmers’
forward planning on land preparations and crop planting

programmes.

Consistent with this principle, critical actions necessary for better
coordination and timely preparation for the 2009/2010 summer

cropping season were taken.
Requirements

Assessments of summer input requirements, also taking
account of absorptive capacity, indicate optimal requirements
for grain production at 400 000 - 600 000 tons for fertilizers and
50 000 - 55 000 tons for seed.

Faciiites

Government, working closely with banks and input suppliers,
facilitated farmers’ access to seeds and fertilizers on credit

through the GMB countrywide 84 depot network.
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83.

84.

85.

The first Input Scheme unveiled in early August 2009 was
triggered off by the provision of a US$10 million payment by
Government, against which 2 695 tons of maize and sorghum

seed and 9 222 tons of fertilizers were delivered.

Availability of inputs to the farmers was augmented by an
additional window arranged by Government through the
domestic financial system in partnership with local seed houses

and fertilizer manufacturers.

This guaranteed the supply of 12 000 tons of seed maize and
53 200 tons of fertilizers, all valued at US$55.5 million. Of the
fertilizers, 25 000 tons were Compound D, 13 200 tons AN and
15 000 tons, Compound C.

Subsiay Window for Communal and A1 farmers

Cognisant of the need to assist 585 000 farmers not covered
by development co-operating partners under a facility co-
ordinated through the FAO, Government put in place a 75%

subsidised input loan scheme, with repayments after harvest.

Under this window, eligible communal farmers pay 25% of the
unit price, with individual quantities limited to 10 kgs of seed,

100 kgs of compound D and 100 kgs of AN.
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Government’'s US$45 million commitment towards this is
enabling the supply of 5 000 tons of seed maize, 50 tons of
sorghum seed, 29 000 tons each for Compound D and AN
fertilizers through facilitation by local fertilizer companies and

seed houses.
FAO Smallholder Input Support

Over and above this, support from co-operating partners had
resulted in the mobilisation of resources worth US$74.8 million
to benefit 742 000 smallholder households against a target of
800 000 households under the humanitarian food security

programme.

Under this scheme, inputs secured include 12 000 tons of
Compound D, 38 000 tons of AN, and 6 150 tons of seed maize,

1 115 tons of legumes and 818 tons of sorghum.
Open Market Sales

Indications are that local inputs suppliers are marketing close
to 200 000 tons of fertilizers and 26 000 tons of seed directly

through the traditional agricultural stockists and retailers.
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90.

This, coupled with interventions by Government and co-
operating partners, should make available significant quantities
of fertilizers and seed, which will be complemented by carry-
over stocks from previous seasons and imports by individuals.

MANUFACTURING

91.

92.

93.

94,

One of the key objectives of STERP was to resuscitate
manufacturing activity, and increase capacity utilisation levels
from below 10% to over 60% by the end of the programme.

The resuscitation was premised on securing financial credit
facilities for the importation of raw materials, re-tooling, among
others.

In this regard, the recovery of bank deposits from US$200 million
in February to over US$1 billion by end of October 2009 also
enabled banks to begin lending to the productive sectors of the
economy, that way supporting the resuscitation of local
production.

Total lending to the productive sectors amounted to over
US$480 million in October 2009, with over US$210 million
directly going to the manufacturing and distribution sectors. This will
allow the major agro-industrial, edibles and detergent manufacturers

to produce at capacities closer to the STERP target of 60%.
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96.

97.

98.

Already, higher capacity utilisation levels of over 70% are now
being realised at some of the beverages, packaging and maltings
plants. In this regard, investment in new plant installations,
packaging lines and containers should anchor expansion of

production capacity.

Similarly, capacity utilisation in the tobacco industry has also
risen on the back of acquisition of new tobacco processing
equipment. These investments were supported by access to

lines of credit.

In the food industry, capacity utilisation increased to around 30%,

mainly on the backdrop of increased domestic demand and a

stable macro-economic environment.

Capacity Utilisation by October 2009
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A growing number of the larger retail chains, buoyed by the
wider availability of basic foods and non-food stuffs from local
manufacturers, are now resuming selling own branded products

which are now readily evident on their outlets’ shelves.
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101.
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Other sub-sectors experiencing notable gains in domestic
industrial production include the textile and ginning industry,
clothing and footwear, paper printing and publishing, chemicals

and petroleum products.

Growth of domestic industrial production of goods and services
not only boosts domestic incomes of workers which support
the generation of domestic demand in the country, but also
creates scope for increased capacity and opportunities for

exporting.

Furthermore, the increase in domestic VAT collections from
US$435 578 in February this year to over US$43 million for the
month of October 2009 is an indication of increased production

by local industries.

However, challenges related to obsolete equipment and
technology which no longer manufactures products that are in
line with prevailing fashion trends continue to undermine clothing
and footwear. Similar challenges are being experienced in the
non-metallic mineral products where capital investment
programmes for upgrading and expanding industrial production

capacity remain critical.
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103. Overall, the manufacturing sector is projected to grow by 10.5%
in 2009, from a negative 29.6% in 2008, underpinned by the

liberalisation measures introduced under STERP.

Manufacturing Growth
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Supply of Goods

104. The above capacity utilisation developments, following the
implementation of STERP, show marked improvement in the

supply of goods through the formal market.

105. Improved supply of goods also benefited from the introduction
of duty concessions on imports of selected basic goods, over
and above the stimulating effects of the prevailing stable macro-

economic environment.
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While market supply of goods was initially predominantly
anchored on imports, local products which were no longer
being manufactured have started resurfacing on the market.
This is following increased production by some manufacturers
as they gradually adapt to foreign competition over the

domestic market.

Increased domestic industrial capacity utilisation, given the
attendant production economies of scale, should see more local
products stand their own ground over imported goods in terms

of quality as well as competitive pricing.

MINING

108.

109.

STERP proposed a number of measures meant to revive the
mining sector. These measures include removal of forced
surrender requirements, beneficiation and value addition,
exploration, a new framework for mining rights, pricing of

minerals, among others.

As part of implementation of the above, the mining sector is
showing signs of recovery. The sector is, therefore, expected to

grow by 1.7% in 2009, compared to a decline of -22.1% in 2008.
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Mining Growth Rate 2000 - 2009
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Gold

The country used to be the third largest gold producer in Africa,
with a peak production of 27 tons in 1997, which dropped to
about 3 tons by 2008.

During the first quarter of 2009, no gold deliveries were
recorded, as most mines had either closed down or stopped
producing, as a result of the unconducive economic
environment.

However, the launch of STERP liberalisation measures, under
which producers are now marketing their own gold, allowed
miners to begin to benefit from record high world bullion prices.
This, coupled with the removal of surrender requirements,
resulted in enhanced viability of gold mining operations and

re-opening of closed mines.

(41)
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Gold deliveries, responding to the liberalisation framework,

gradually improved from the second quarter of the year.

During the first half of 2009, most big mining houses such as
Mwana Africa, Metallon, Blanket Mine, the Development Trust
of Zimbabwe (DTZ) which had closed in 2008 resumed

operations.

As a result of issuance of gold dealership licences to DTZ, the
Chamber of Mines, the Zimbabwe Gold Miners and Millers
Association, Blanket Mine, improved gold deliveries were also

recorded from these companies.

Furthermore, How Mine and Shamva Mine also resumed
production and are currently producing 64 kgs per month, which

is equal to 25% of their designed capacity.

In response, gold deliveries improved gradually from 182.9 kgs
in April to 603 kgs by October 2009. Deliveries for the nine
months April to December 2009 are expected to total 5 tons,

compared to 3.1 tons in 2008.

In 2010 gold output is expected to increase to 6.4 tons. This is

underpinned by injection of over US$8 million into Zimbabwe’s
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120.

operations by Mwana Africa. The injection by Mwana Africa
has enabled Freda Rebecca Mine to complete its first phase of
operation in September 2009, with the second phase earmarked
for completion in September 2010. As a result, output is

expected to increase to 1 600 kgs per annum.

Furthermore, Metallon Gold is set to bring on board Acturus
Mine in January 2010 and Redwing Mine in June 2010, targeting
to produce between 1 600 - 3 200 kgs of gold annually by the

end of the year.

In addition to the above factors, the continued firming of gold
prices to US$1 043 per ounce by the end of October 2009 and
uninterrupted water and electricity supplies should sustain the
recovery of gold mining. In October 2008, international market

gold prices were US$712 per ounce.

2009 Monthly gold output and prices
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Nickel

Despite the conducive macro-economic environment, nickel
production remained subdued in 2009. Nickel production has
been heavily affected by the world recession, resulting in the
giant Bindura Nickel Corporation closing operations towards
the end of 2008. As a result, nickel production declined from

6 354 tons in 2008 to 4 324 tons in 2009.

However, following the improvement in international prices of
nickel, which stood at US$18 468 per ton at the end of October
2009, Bindura Nickel Corporation’s Trojan should be able to
resume production. As a result, output is, therefore, expected
to increase to 6 000 tons in 2010. Nickel prices were

US$8 980 per ton towards the end of 2008.

Nickel Output
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Coal

Coal production is currently operating well below its installed
capacity. Atotal of 1.9 million tons is expected to be produced
in 2009, from 1.7 million tons in 2008.

Supply of coal to date has failed to meet demand as a result of

challenges at Hwange Colliery.

These have included frequent breakdown of obsolete equipment,
including the dragline, loss of critical human resource skills to
neighbouring countries and abroad, as well as cashflow problems

related to inconsistent payments by some of their customers.

Coal mining has, however, begun to benefit from the adoption
of cost reflective tariffs, now applicable as part of the STERP

liberalisation measures.

Coal Output
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Asbestos

Asbestos production continues to face viability challenges,
largely due to a combination of failure to secure the much
needed lines of credit for working capital and operational

efficiencies.

Production is, therefore, expected to decline from 11 489 tons
in 2008 to 5 500 tons in 2009. The outlook for 2010 is also not
positive, as production is expected to remain stagnant at 2009

levels.

The worldwide campaign against the use of asbestos also
continues to cast a dark cloud over global production and long

term market availability for the mineral.
Platinum

The platinum group of metals has significant growth potential,
especially as local mining operations are at relatively shallow

depths, compared to operations elsewhere in the world.

Platinum production, which had prior to STERP benefitted from
preferential operating and marketing arrangements, will
increase to 5 600 kgs in 2009 from 5 495 kgs in 2008. The
output is set to further increase to 6 500 kgs in 2010.
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134.
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136.

Growth in platinum mining is underpinned by increased
iInvestment and expansion programmes by platinum producers.
These include a US$10 million offshore line of credit secured
by Zimplats, completion of the commissioning process at

Zimplats’ Ngezi Mine and Mimosa.

The opening of Unki Platinum Mine for production, expected in
the last quarter of 2010, should also add onto overall platinum

production.
Chrome

Chrome production remains subdued as most chrome mining
companies closed in October 2008 citing viability challenges.
Major chrome producer Maranatha is struggling to re-capitalise

its operations.

As a result, overall chrome production is expected to decline

from 442 584 tons in 2008 to 242 590 tons in 20009.

However, production is expected to increase to 500 000 tons in
2010, following the expected opening of ZIMASCO's fifth plant
in March. This has the potential to produce an expected output

of 165 400 tons of high carbon ferrochrome.
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Diamonds

Diamond mining will benefit from Government efforts to
implement policies that encourage transparent exploitation of
the Marange alluvial deposits, bringing on board competent

private sector investors.

Successful tapping into this natural resource endowment will
extend diamond mining beyond the established Murowa and

River Ranch Mines.

These include curbing illegal mining, plugging any leakages,
setting up of the necessary monitoring, surveillance, licencing

and control systems.

Cross-border control to restrict smuggling will also be enhanced,
including border patrols by trained and equipped enforcement

personnel, in co-operation with regional partners.

These Initiatives should be complemented by support to
Government by the Kimberley Process in the areas of the
necessary technical expertise, as well as guidance over meeting

the full compliance criteria.
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142.

This should create the necessary investor confidence for new

players to invest in Zimbabwe’s diamond mining industry.

TOURISM

143.

144.

145.

146.

The implementation of STERP, coupled with the improved image
of the country under the inclusive political framework, is bearing
positive prospects for the country’s tourism industry,

notwithstanding the general 4—6% decline in global tourism.

Tourist arrivals to Zimbabwe are expected to ride on the positive
effects of the formation of the Inclusive Government, which has
seen countries like Canada, Germany, Japan, Norway, Sweden,
the United Kingdom and the USA lift previous travel warnings

against visiting Zimbabwe.

The stabilisation of the economy, including improved availability
of consumer goods and services, also offers renewed
opportunities for the hospitality industry, now able to showcase

the country’s tourism products and facilities.

With the monthly tourist arrival trends steadily increasing from
April 2009, the first half of 2009 recorded a total of 514 541,

a 2.8% increase from 500 743 over the same period in 2008.
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Of this, the market share for the overseas market stood at 23%,
mostly from Europe with 39%, followed by Asia with an overseas

market share of 26%.

Mainland Africa had a 3% decrease in arrivals from 409 075 in
the first half of 2008 to 398 382 in the first half of 2009. This
was partly due to a decline in arrivals from some of Zimbabwe’s
largest regional markets, including Zambia, Mozambique,

Malawi and the Democratic Republic of Congo.

Arrivals from South Africa, Zimbabwe’s largest regional market,

however rose by 28% during the period under review.

Monthly Arrival Statistics January — June 2009 vs 2008
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Hotel & Lodges Occupancy

Despite the positive performance in tourist arrivals, average
hotel room occupancy levels fell from 39% to 31% in the first
half of 2009, while average bed occupancy fell from 28% to

24% compared with the same period in 2008.

However, tourist expenditure rose from US$38.7 million in

January to US$56.3 million in June this year.

ENERGY

152.

153.

154.

STERP prioritised provision of adequate and reliable energy
supplies as critical for enhancing capacity utilisation in industries

and mines, among others.
Electricity

Electricity generation benefited from the removal of the sub-

economic tariff regime prevalent under the pre-STERP period.

The dispensation to allow electricity tariffs to reflect economic
pricing, in line with regional best practices, enhanced overall

revenue generation in support of improved supply of electricity.
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155. Improved revenues in 2009 also allowed importation of

electricity to meet increasing domestic demand.

Electricity Production Vs Consumption 2000-2009
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156. Furthermore, economic pricing for coal in support of improved
coal supplies and delivery arrangements, coupled with
settlement of some of the debts between Hwange Colliery
Company and ZESA, should support thermal electricity

generation.

157. Anticipated maintenance works at Kariba South Power Station
will, however, constrain overall power supply, resulting in

widespread load shedding in the last quarter of 20009.
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Fuel

Deregulation and liberalisation of fuel procurement, marketing
and pricing under STERP has overcome previous challenges
related to distribution and availability of fuel throughout the

country.

In the prevailing situation, under which NOCZIM is competing
alongside private fuel importers and distributors, motorists are
guaranteed of supplies and at competitive prices, fluctuating in

line with international oil prices.

Furthermore, periodic reviews of duties on fuel by Government
have served to also support relative stability in fuel prices, that

way contributing towards recovery of the productive sectors.
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INFORMATION COMMUNICATION TECHNOLOGIES

161.

162.

163.

164.

165.

The implementation of STERP, coupled with the creation of a
window through which information communication technology
(ICT) products are imported duty free, has facilitated growth of

ICT in the country.

The licencing regime has been fine-tuned to cater for the
dynamic changes taking place in the sector. This has seen a
lot of operators being licenced to offer ICT services such as

third generation (3G) to the public.

Zimbabwe joined the big league of mobile telecommunications
technology when Econet Wireless launched the 3G service,
becoming the fourth mobile operator in sub-Saharan Africa to

offer the service.

Increased investment in ICT is also benefitting the
telecommunications industry, which should see Zimbabwe join
the rest of the world in moving up the ladder with regards to

penetration rates for use of both mobile and fixed telephones.

Already, the penetration rate for the use of mobile telephones,
which was 10% in 2008, has risen to levels of over 30% by

November 2009.
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TRANSPORT

166.

167.

168.

169.

170.

The road network remains in need of rehabilitation for the rural,

urban, as well as the country’s trunk network.

Shortage of critical road equipment, as well as resources to
procure consumable materials, has contributed to the slow pace

in the rehabilitation of the country’s road network.

In addition, high skills flight in search of greener pastures has
left maintenance programmes dependent on inexperienced

staff, compromising on road maintenance.

Similarly, the rail network remains in need of major investment
in terms of the rolling stock, signalling and track systems. This
was against the background of inadequate generation of
resources needed to undertake investment in new equipment

as well as rehabilitation of obsolete one.

In the absence of adequate shareholder re-capitalisation, sub-
economic tariffs exacerbated the situation, a situation that has
left the rail sector unable to take advantage of the increased

demand for rail freight services as economic activity recovers.
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Toll Fees

Under STERP, Government introduced and operationalised,
on 18 August 2009, toll gates as a strategy for mobilising
additional resources for the rehabilitation and maintenance of

the country’s road network.

Toll gate revenue collection developments so far indicate weekly
inflows averaging close to US$350 000, the bulk of which is
iImmediately transferred to the Zimbabwe National Road
Authority (ZINARA) for distribution to respective road authorities,
including the Department of State Roads, District Development

Fund and local authorities.

A sustainable significant source of domestic revenue generation
also enhances scope for attracting access to additional
alternative financial resources from private players through
Public Private Partnership arrangements, in support of
broadening and expediting the trunk road network rehabilitation

as well as construction of new roads.

Already, the strong toll fee performance is providing the
necessary capacity for Government to improve on all the road
approaches towards toll gates, that way enhancing efficiency

and overcoming delays at toll gates.
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177.
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179.

EXTERNAL SECTOR

The country’s external position remains precarious, with

merchandise exports projected to decline in 2009.

This is against the effects of the recent global financial crisis
which has left major economies in recession, implying that
companies could not fully take advantage of the conducive

business environment ushered in by STERP.

Key export sectors of the economy have been operating below
capacity largely due to frequent power outages, limited credit
lines to re-equip and rehabilitate production lines, and relatively

higher operational costs.

Recovery of the export sectors, therefore, largely depends on
the pace of recovery of the global economy, particularly those

markets which absorb the bulk of the country’s exports.

The capital and financial account is projected to record a surplus
in 2009, reflecting, in the main, improved capital inflows in the
form of short term private sector loans and portfolio investments

due to improved investor confidence.
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Exports

180. Forthe period January to October 2009, total export shipments?
amounted to US$1 009 million, compared to US$1 226.2 million
exported during the same period in 2008, representinga 17.7%

decline.

181. Declining export performance is largely attributable to depressed
international commodity prices, frequent power outages and

limited access to both domestic and offshore credit lines.

Remittances

182. Remittance inflows from non-resident nationals through Money

Transfer Agencies amounted to US$159.1 million during the

ten months to October 2009.

Imports

183. During the period January to October 2009, banks processed

foreign exchange payments amounting to approximately

US$1.3 billion for various imports.

2See Table 4: Total Export Shipments 2009 and 2008 (US$ m)
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184. This level of imports into the country this year represents a
15% decline on the US$1.5 billion realised during the first ten

months of 2008.

External Debt

185. The country’s external debt totalled US$5.4 billion” as at the

end of October 20009.

186. Ofthe total country external debt, public and publicly guaranteed
debt accounted for US$4.6 billion, while private external non-

guaranteed debt accounted for the balance.

187. External payments arrears, which started accumulating in year

2000, amount to US$3.8 billion.

188. The growth in external debt is also a reflection of interest
and penalty charges on external payment arrears. These
account for US$723 million of the country’s total external

indebtedness.

3See Table 5: External Debt Including Arrears as at end-2008
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FINANCIAL SERVICES

189. STERP has also registered major strides in overcoming the
crisis of confidence in the local banking sector which set in
during 2007 and 2008, leading to the erosion of bank balances
due to hyperinflation, coupled with severe cash crises, forcing

households, firms and traders to engage in speculative activities.

190. The adoption of the multiple currency regime, which eliminated
the hyper-inflationary environment, resulted in the recovery of

banking sector activity.

Deposits

191. As a result, the banking sector deposit base increased from
US$376 million in March to over US$1 billion by October 2009+,

Further growth is anticipated, in line with growth of incomes.

192. This growth largely reflects a surge in commercial and merchant
banks’ deposits in foreign currency at US$852 million and
US$105 million, respectively. Building societies accounted for
US$43 million, while the POSB accounted for US$15 million of

total deposits.

“See Table 6: 2009 Banking Sector Deposits, Loans and Advances
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194.
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Demand deposits and time deposits of under 30 days continue
to dominate total deposits, reflecting low income levels and the

inclination towards a cash economy.

However, the steadily growing domestic deposit base is not
being complemented by ready availability of long term credit
facility lines from external financiers, that way limiting the rapid

take-off of the productive sectors.

Total Deposits, Lending Volume & Loans/Deposits Ratio
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The increase in bank deposits has enhanced banking sector

capacity to extend loans and advances to the productive sectors.

Total banking sector loans and advances which amounted to
US$263.5 million as at 30 June 2009, had almost doubled to
US$499.9 million by end of October 2009.
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Sectoral Lending

197. Of this amount, the manufacturing sector got the largest
allocation of US$107.7 million, followed by distribution
US$103 million, and agriculture, US$94.7 million. Loans to
the services sector were US$45.5 million, while those to ‘other’
services amounted to US$43.3 million, and mining, US$33.5

million.

198. Individuals accounted for US$20.7 million, with financial firms
at US$13 million, and construction US$9.1 million. The transport
sector weighed in with US$9 million, whilst the communication

sector borrowed US$1.9 million.
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200.

201

202.

203.

Hence, notwithstanding liquidity constraints, most banks have
begun to give out loans, though largely restricted to a selective

category of high net worth and blue chip clients.

Further upsurge in bank deposits should create more capacity
for increased lending to industry. This will require that depositors
are compensated for foregoing consumption through more
meaningful savings rates and lower charges on savers’ bank

deposits by banks.

Interest Rates

The current absence of payment of interest on deposits by banks
continues to militate against increased bank deposits by the
public. Instead, depositors face relatively high bank charges,

which serve as a further deterrent to savings mobilisation.

This development has contributed towards limiting the level of
investible surpluses available to the banking system. This has
forced financial institutions to structure their limited lending

around short term credit facilities, largely 90 days.

The applicable lending interest rates of up to a maximum of 25%

remain too high, given regional average lending rates of 7%.
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Payments System

RTGS

The country’s payments system experienced improved
performance, with the Real Time Gross Settlement System
(RTGS) recording significant growth in transactions under the

multiple currency arrangements.

RTGS transactions since introduction of multiple currencies in
mid April 2009 to mid November 2009 amounted to a cumulative
total of 514 948 transactions. The value of these transactions

processed through the RTGS system was US$4.83 billion.

card Payments

Growth in card payments through ZIMSWITCH, Electronic
Funds Transfer and Point of Sale, and Intra-Bank Automated

Teller Machines (ATMs) has, however, been not as rapid.

The value of ATM transactions between April and October 2009
amounted to US$2.9 million, with US$2.4 million of this in the
months of September and October 2009. Point of Sale
transactions amounted to US$4.6 million during the period April

to October 20009.
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Cheque System

Payments through the inter-bank cheque system, re-introduced
from mid-August 2009, also reflect continued reliance on cash

payments under the multiple currency regime.

In this regard, the volume of cheques between mid August
and mid November 2009 remained under 10 000 transactions,

with a cumulative value of US$2.2 million.
Mobile and Internet Transactions

Internet transactions, however, fared better with a total of
US$25.9 million transacted through this platform. Use of mobile
banking, however, remained modest, accounting for under

US$500 000 between April and October 2009.
Central Bank Reforms

Government has already initiated a process for reforming the
Central Bank through amendments to the Reserve Bank of

Zimbabwe Act [ Chaprer 2215 with the objective of realigning
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the Reserve Bank’s institutional framework to the economic

reforms that the country has adopted.

212. The Bill seeking to bring these Amendments has been gazetted

and is currently under Parliamentary consideration.

Inter-Bank Market

213. Developments in the inter-bank market have also seen banks
now beginning to extend to each other overnight borrowing to

cover short term liquidity positions in multiple currencies.

214. This is notwithstanding absence of Central Bank lender of last
resort facilities and increased risk aversion among banks under

the multiple currency system.

Capital Adequacy Compliance

215. Following the adoption of the multi-currency regime,
Government introduced a minimum equity capital requirement
for financial institutions with a phased approach for compliance

as follows:
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Type of Institution Minimum Capital Minimum Capital
Requirements (US$) Requirements (US$)
as at 30 September 200 as at 31 March 2010
Commercial Banks 6.25 million 12.5 million
Merchant Banks 5.0 million 10 million
Building Societies 5.0 million 10 million
Finance Houses 3.75 million 7.5 million
Discount Houses 3.75 million 7.5 million
216. Under the first phase of re-capitalisation, 23 out of the 26

217.

218.

banking units, and 16 out of 17 asset management companies,
met the first phase of the minimum capital adequacy levels by
the extended deadline of 31 October 2009, while those that

had not complied submitted their re-capitalisation plans.

Zimbabwe Stock Exchange

Trading on the Zimbabwe Stock Exchange, closed from towards
the end of 2008, resumed on 19 February 2009 with settlement

for all trades quoted in US dollars.

The few deals which went through in February and March 2009
were mostly transactions for individuals and corporate

companies trying to raise cash.
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Volume of Shares Traded

Volumes started showing signs of picking up from April, with
foreign investor participation becoming noticeable, largely due

to improved investor perception of the market®.

As aresult, the volume of shares traded increased from 68 474 347
in March to 202 899 250 in April 2009. The rising trend increased
in May and June to 415 378 287 and 804 724 442 shares traded,
respectively.

Volume of shares traded, however, declined to 425 496 166
shares in July. Lack of liquidity was noticeable as foreign
investors continued to dominate the market and local institutions

remained on the side lines.

As a result, prices weakened and the market value in turn

followed the declining trend. The fungible Old Mutual share

price rose and fewer shares were moved to external registers.

= VValue of Shares
Traded (US$)

—e—\Volume of Shares
Traded

See Table 7: Stock Market Performance during 2009
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Value of Shares Traded

In line with the increase of shares traded, the value of shares
traded also picked up from US$3 014 535 in March to
US$11 634 695 in April 2009.

The upward trend continued in May and June as the value of
shares traded reached US$35 721 245 and US$57 173 844,
respectively. Due to declining volumes in July, the value of

shares also dropped to US$51 715 587.

Market Capitalisation

In line with the movement of shares traded, market capitalisation

rose from US$1.6 billion in March to US$3.89 billion in June
2009, before declining to US$3.72 billion as of July 2009.

mmm \/olume of Shares
Traded

—e— Market Capitalisation

(US$)
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naices

The Industrial index rose from 67.73 in March 2009 to 154.42
in June 2009, before declining to 148.48 in July 20009.

Similarly, the Mining index rose from 81.88 in March to 271.85
in June 2009, before declining to 222.55 in July 20009.

B |Industrial Indicies

C—3Mining Indicies

Market Liqudity
Indicators (%)

REMOVAL OF DISTORTIONS

228.

A major positive effect on overall economic activity of STERP
has been the liberalisation measures which removed controls
on prices in the goods and services markets and deregulated

controls over charging of sub-economic tariffs in the public sector.
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This has removed a lot of distortions which had been
undermining efficient resource allocation for over a decade,
including in the markets for foreign exchange, fuel, agricultural

inputs, among others.

Implementing cost reflective tariffs in line with regional best
practices also allows public institutions to develop the necessary

capacity to provide and deliver mandated services.

Furthermore, unnecessary subsidies are avoided, with
resources freed for support targeted at the vulnerable and others

in need of social protection.

However, there is evidence that tariffs and other charges by
public enterprises, Government departments and local
authorities, if not restrained, threaten to become a driver of
inflationary pressures. This will require redress during the

implementation of the Framework.

PUBLIC SERVICE DELIVERY

233.

Education

Prior to the launch of STERP, the education sector had almost
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collapsed as evidenced by failure by many teachers to report
for duty, and failure to conclude the June and November 2008

public examinations on time.

Most teachers had left the country seeking opportunities in
neighbouring countries and beyond, whilst others occupied

themselves in unproductive speculative activities.

STERP, therefore, prioritised the resuscitation of the education
sector with measures which focused on improving the conditions
of service, acquisition of learning and teaching material and

equipment and the marking of examinations.

The introduction of foreign exchange based allowances to civil
servants including teachers, under a stable macro-economic
environment characterised by low inflation, provided welfare
relief and an incentive for resumption of classes as teachers

started reporting for duty.

The active participation and involvement of parents/guardians
in the management of their respective institutions also ensured
the availability of teaching and learning materials, equipment

and normalcy in the education sector.
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Furthermore, the reasonably stable macro-economic
environment afforded Educational Authorities, institutions as
well as parents/guardians scope for better planning and effective

implementation of their programmes and projects.

In addition, outstanding public examinations were attended to
and concluded by June 2009. The dispensation to allow schools
to charge school levies provided schools with resources to buy

text books and other learning materials and equipment.

Furthermore, the University of Zimbabwe which had remained
closed owing to severe water shortages and inadequate
teaching staff was finally opened in August 2009, following the
intervention of Government with the support of UNICEF in the

restoration of water at the institution.

However, the education sector still faces a number of
challenges, particularly with regards to inadequate teaching and
learning material, low remuneration for teaching staff, and
ageing or lack of infrastructure, especially in the new
resettlement areas, which have all undermined service delivery

in the education sector.
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Health

Under STERP, the Inclusive Government prioritised the
restoration of health delivery services in most hospitals, which
were either closed or operating well below capacity as a result
of deteriorated health infrastructure, shortage of equipment,
loss of experienced health professionals and drug shortages.

In order to derive maximum benefits from limited resources, a
targeted approach was adopted where resources available at
any given period were directed and concentrated towards critical
immediate requirements for selected institutions. In line with
this approach, Harare Central, Mpilo Central and Mutare
General Hospitals were prioritised.

In this regard, Government availed US$3.8 million to Harare
Central Hospital, US$3 million to Mpilo Central Hospital and
US$3 million to Mutare General Hospital. These resources
were utilised for the procurement of drugs, medical supplies
and equipment, and rehabilitation of infrastructure, among
others.

The balance of the resources was used for purchase of
ambulances and other service vehicles, computerisation,
installation of gas piping, repairs of floor elevators and the
refurbishment of floor theatres, among others.
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These interventions allowed for overall improved service
delivery at the above hospitals, following the re-opening of
closed Units, increased drug supply from an average of 36% in
March 2009 to over 80% by August 2009, and the availability

of equipment and other medical facilities.

The improvement in service delivery has brought much relief
to the general public who rely on these public institutions for

health services.

However, the health sector remains confronted by a number of

challenges which will be addressed under this Framework.

The drug situation in hospitals remains constrained, while the
general shortage of health staff persists in most public health
institutions. This has been compounded by antiquated
equipment and rundown infrastructure which require

rehabilitation.

SOCIAL PROTECTION PROGRAMMES

250.

Social protection was one of the pillars of STERP. The planned
programmes were expected to focus on improving access to
education, through strengthening the Basic Education

Assistance Module (BEAM) meant to assist vulnerable children.
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In health, STERP targeted provision of assistance towards
vulnerable groups such as the elderly, orphans and vulnerable

children and Institutions for children and the elderly.

Rights based welfare services to persons with disabilities and
cash transfer to vulnerable households were also part of the

social protection programme.
Access to Education

Under BEAM, the target was to assist about 1 million vulnerable

children in 2009 at an annual cost of US$95.5 million.

However, owing to resource constraints, only US$5 million was
raised from donors under the Programme of Support for the

National Action Plan for Orphans and Vulnerable Children.

This amount was able to provide assistance only to about
500 000 primary school beneficiaries for the third term of 2009.
Of this amount, 10% was set aside for disabled children at

primary and secondary school level.

Whilst funds have been availed through donor support for the

third term of 2009, about 455 000 secondary school
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beneficiaries could not be supported due to insufficient
resources. Furthermore, resources for 2010 to support both
primary and secondary school beneficiaries are yet to be

secured.

Access to Health

About 100 000 vulnerable persons were expected to access
health services through the Assisted Medical Treatment Orders
Programme which had a budget of US$2 million in 2009. By
October 2009, only 720 vulnerable persons had been assisted

at a cost of US$19 782.

Resource constraints again were a major setback for the

Assisted Medical Treatment Order (AMTO) Programme.

In most cases, AMTOs were not backed by resource availability
and, hence, health service providers became hesitant to honour

AMTOs.

Therefore, it will be necessary to firm up resource availability
and timeous disbursements against issued AMTOSs in order to

ensure that deserving persons do access health services.
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Specially Targeted Vulnerable Groups

Under STERP, an Older Persons Bill was to be enacted to
facilitate direct support to vulnerable elderly persons. This did

not take place, prompting delayed support to them.

However, eight institutions for orphans and vulnerable children
got limited assistance through State funding. This enabled these

Institutions to provide basic services for the pupils.

An appeal for humanitarian assistance on behalf of these
institutions resulted in UNICEF availing US$497 500 to assist
towards procurement of emergency supplies and minimal

repairs to equipment and infrastructure.

For the period under review, most assistance for OVC has come
from civil society activities funded through the Programme of
Support for the National Action Plan for the Orphans and

Vulnerable Children.

Enactment of the Older Persons Bill, necessary to allow for a
holistic provision of support to vulnerable older persons, remains

outstanding.
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State support to institutions caring for OVC also remains limited,
whilst infrastructure at these institutions deteriorated, thereby
constraining their ability and capacity to assist and support more

children.

Persons with Disabilities

Welfare services to persons with disabilities are offered over
and above the other social services. These include the critical
vocational training, necessary for capacitating the disabled with

the necessary skills for life.

During 2009, notwithstanding delayed disbursements,
US$100 000 was released out of an amount of US$3 million
provided in the 2009 Budget, to allow for the enrolment of only
89 students against a target of 400 potential beneficiaries. In
addition, NGO institutions were able to support 5 more students

against a demand of 200 students.

Hence, in 2009 support for vocational training for disabled
persons was inadequate resulting in only 94 out of 600 students
being supported. Itis, therefore, critical that these be prioritised

in the 2010-12 Budgets.
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Cash Transfers through Public Works

Vulnerable and poor able bodied households with labour, but
living in households headed by people with disabilities, chronic
illnesses and elder persons, were to participate in labour

intensive public works provided by local authorities.

This programme targeted a 15 day working month in
exchange for an allowance of US$20, based on an average
cost of a basic food basket comprising of 30 kg mealie-meal,
2 litres cooking oil, 2 kg beans and 5009 salt. The programme
had targeted to benefit 61 980 households, based on 2008
Zimbabwe Vulnerability Assessment Committee

assessments.

The envisaged type of work included road maintenance,
focusing on pothole repairs and road shoulder rehabilitations,
upgrading of earth roads in rural areas, clearing and construction
of storm water drains, grave digging and cemetery maintenance,

among others.

However, this programme could not be undertaken owing to

inadequate resources.
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Ultilities & Infrastructure

STERP prioritised the rehabilitation, expansion and
maintenance of the country’s infrastructure and utilities to
facilitate efficient delivery of public services and economic
stabilisation and growth. This entailed rehabilitating and
upgrading infrastructure in water, power, roads, railways and

telecommunications sectors.

A number of programmes were undertaken which facilitated
Improvement in water supply, transport and expansion of

telecommunication services, among others.
Water & Sanitation
Major challenges remain with regard to delivery of safe water,

which sustained poor sanitation conditions — culminating in the

cholera outbreak experienced for most of the first half of 2009.

RE-ENGAGEMENT WITH THE INTERNATIONAL COMMUNITY

277.

Following the launch of STERP, the Inclusive Government
undertook a broad-based re-engagement exercise with the
international community aimed at the removal of sanctions, and
mobilising the necessary external support for economic recovery

and growth.
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The engagement strategy involved dialogue with the SADC,
the European Union countries, the United States (USA), East

Asian countries and multilateral financial institutions.

The international community has been supportive of
Government’s efforts and STERP through various pledges from
multilateral financial institutions such as the African
Development Bank (ADB), the International Monetary Fund
(IMF) and the World Bank.

Further support was received from the Southern Africa
Development Community (SADC), the European Union

countries, the USA, Japan, China, South Korea, among others.

However, the mobilisation efforts by Government in support of

STERP have realised limited results.

Furthermore, commitments received from various co-operating
partners have largely been for humanitarian assistance, leaving
developmental programmes, as well as lines of credit for the

business sector, severely under-funded.

The global financial crisis, which became severe in 2009, has
also diverted attention of the donor community from needs of

developing countries to their own domestic challenges.
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KEY LESSONS FROM STERP

284.

285.

286.

287.

288.

The key challenges and lessons drawn from the above review of
the implementation of STERP guide the design of the Three Year

Macro-economic Policy and Budget Framework for 2010 — 2012.

In this regard, Government will take the opportunity offered by
this Framework to reprioritise urgent issues and re-strategise
its interventions, drawing from challenges, lessons and the

unfinished agenda under STERP.

Such lessons and challenges include, among others, the

following:

Political & Democratisation Issues

STERP recognised the close relationship between economic
and democratisation parameters for the successful and
sustainable implementation of the economic recovery

programme.

In this regard and consistent with the provisions of the Global
Political Agreement, STERP prioritised the following political

and democratisation issues:
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. The Constitution and the Constitution making processes;

. The Media and Media reforms;

. Legislation reforms intended at:
0 Strengthening Governance and Accountability,
0 Promoting Governance and the Rule of Law;
0 Promoting Equality and Fairness, including

Gender Equality.

However, several democratisation issues in the Global Political
Agreement (GPA) signed on 15 September 2008 still remain
outstanding, reflecting the deep seated suspicions and fragility

of the Inclusive Government.

Hence, a key lesson during the implementation of STERP is
the fact that the main actors in the Inclusive Government
remained locked up for the greater part of 2009 in unnecessary
persistent disputes, attrition and conflicts, which severely

retarded progress in the implementation of STERP.

This is notwithstanding the fact that STERP was very clear in
underlining and underpinning issues of political reform and
democratisation as a necessary pillar and precondition for

economic stabilisation and development.
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Global Competitiveness
RIsk Perceptions

The political and social challenges experienced over the period
2000 to 2008 impacted heavily on Zimbabwe’s competitiveness

in a number of indicators used to assess risk perception.

Hence, the implementation of various measures under STERP
was aimed at addressing a number of challenges also meant to

enhance the country’s competitiveness.

However, any deficit of performance under STERP, contributes
significantly to low levels of business confidence in the economy
and to the slow pace of re-integration with regional and global

markets.

The economy, therefore, needs to remain attractive in terms of
receipt of external savings and foreign direct investment, which

are critical for sustainable economic growth and development.

The success or failure of the Framework depends entirely on
the success in the implementation and execution of agreed

policies and measures, underpinned by a Shared Vision.
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/nvestment Requirements

Furthermore, the numerous obligations and requirements by
the Zimbabwe Investment Authority to potential investors
intending to start up businesses in the country also leave

Zimbabwe uncompetitive when compared to other countries.

Government will, therefore, have to review the prevailing
numerous obligations and requirements on potential investors

intending to start up businesses in the country.

The thrust of such review should be to make Zimbabwe move
up the global competitiveness ladder, that way facilitating the

required inflows of foreign direct investment.
Confidence Building

Commitment of all Parties and other stakeholders to the Inclusive
Government, coupled with timeous implementation of agreed
policies, is essential for building the business and investor
confidence necessary for facilitating the required domestic and

foreign investment, crucial for rapid economic growth.
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Central to this, are public and business perceptions over the
stability and sustainability of the prevailing political environment,
anchoring the consistency and predictability of the economic

reform agenda and programme.

Resource Constraints

The implementation of STERP experienced severe resource
constraints, against the background of limited domestic
revenues, and conditionalities over external financial support

in the continued sanctions environment.

As such, the National Budget operated under a strict resource
envelope, forcing Government to focus and re-prioritise its
needs, against a background of heightened fiscal discipline and
expenditure control over the utilisation of limited revenue

resource inflows.

Severe resource constraints were also experienced by the
private sector, central of which was very limited availability of
critical external lines of credit to anchor the resuscitation of

business activity and improved capacity utilisation.
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In the domestic financial sector, however, notwithstanding
absence of aggressive outreach programmes by banks,
emerging economic stabilisation is beginning to support
mobilisation of domestic savings through the financial sector.

Savings & Investment

Despite the general improvements in production supply, as well
as banking sector deposits in response to liberalisation of the
economy ushered in under STERP, Zimbabwe’s long term
savings base still remains relatively low, especially with regards

to comparative regional levels.

The low savings base, exacerbated by the short term nature of
banking sector deposits, has limited scope for medium term
lending to the productive sectors.

This development results in the economy being starved of

internal domestic investment in both the private sector, as well

as on critical public capital development projects.

Savings, Investment and GDP 2005 - 2009
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The impact of this, coupled with absence of external capital
inflows into the economy, is clearly manifested in the decayed
and collapsed infrastructure, such as roads, rail network and

telecommunications.

Furthermore, foreign private sector direct disinvestment from
the country, as a result of the overwhelming political challenges
arresting the country over the past decade, exacerbated the

situation.

A key lesson from STERP is, therefore, the need for measures
to enhance the economy’s gross national capital formation to

levels of over 20% of GDP by end of the Framework period.

This will require that Government not only provides for higher
capital expenditures, but also begins to take measures to
generate the surpluses required to underpin the economy’s

overall capital formation.

Trade & Export Promotion

One of the key lessons under STERP is the reality of the
significant loss of export markets as a direct result of the

economic down-turn the country experienced since 2000.
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314. This reality had forced the country to rely on the export of a
limited number of commodities, largely in the form of
unprocessed and semi-finished commodities, often vulnerable

to volatile commodity markets.

EXPORTS, IMPORTS VS OVERAL TRADE BALANCE

1000.0 == Exports f.o.b
== Imports f.ob
500.0 Overal Trade Balance

2000 2001 2002 2003 2004 2005 2006 2007 2008
est

315. However, export of a very limited number of products often
cannot generate adequate foreign exchange, especially against
the background of prospects of decline in international prices

of volatile traditional commaodity export products.

316. In this environment, production of industrial goods suffered,
along with the associated downstream sub-sectoral inter-
linkages which allow for development and value addition of

differentiated products for export.

317. Hence, moving forward requires institution of trade and export
promotion measures in support of widening of the economy’s

production and export base.
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Capacity Utilisation

Capacity utilisation, notwithstanding some positive
developments, remains below the envisaged STERP targets
of averages around 60%. Hence, only modest gains have been

reported with regards to recovery in the productive sectors.

Indications on the ground reflect average capacity utilisation of
around 35%, though for some sub-sectors rates above this are

being noted.

Entrenched Conservative Business Culture

The initial slow adaptation to the demands of the new business
environment by both public entities and private sector
entrepreneurs also posed challenges for rapid realisation of

the opportunities ushered in by STERP.

In the private sector, often business could not quickly adjust to
the liberalised business environment, notwithstanding that this
offered scope for planning, stability of prices, sustainable access
to supplies of raw materials and other inputs, investment

opportunities, among others.
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Similarly, public sector institutions’ response to deregulation
was often characterised by unsustainable monopolistic business

behaviours over pricing of tariffs, fees and charges.
Economic Stabilisation

Overall, however, some progress has been recorded in the
implementation of STERP particularly in the area of economic
stabilisation. The introduction of stable multiple currencies,
removal of various distortions which characterised the pre-

STERP period were behind this.

The stable macro-economic environment, which also led to
improved supply of goods and services as well as delivery of
public services in health, education, water, and public transport,
was the major positive stride which has brought much relief

and hope to the people.
Debt Overhang

A key lesson from the implementation of STERP remains the
urgency to overcome the hurdle posed by the country’s external
payment arrears of US$3.8 billion over new inflows of financial

support from both bi-lateral and multi-lateral sources.

(92)

N



326.

327.

328.

329.

330.

The current external debt and arrears are an impediment to large-
scale external support and, hence, itis imperative that an External

Debt and Arrears Clearance Strategy be put in place.

Such a strategy, agreed with external creditors, allows
normalisation of relations with development co-operating

partners for future support for economic recovery and growth.

Implementation Capacity

Experiences under STERP have also highlighted challenges
related to absence of capacity to successfully implement some
of the programmes critical for economic turnaround, both on
the part of some of the institutions of Government, local

authorities, parastatals, as well as in the private sector.

In a number of cases, capacity constraints in implementing line
Ministries/Agencies meant that maximum value could not be

extracted out of some of the little resources that became available.

It is, therefore, critical that design of projects, coupled with set
targets and implementation programmes, fully takes account
of the required capacities for timely and successful take off of

initiatives and interventions.
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Monitoring & Evaluation

Failure to prioritise resources, some unethical conducts over
use of public resources, all served to undermine restoration of
timeous provision of public services such as water supply,
sanitation services, power, health, education and refuse

collection, among others.

This was compounded by weak monitoring and evaluation
systems, with absence of more effective co-ordination,
synchronisation and greater accountability over STERP
implementation and set targets also emerging as a critical focal
area requiring redress for faster economic recovery and delivery

of public services.

THE THREE YEAR POLICY FRAMEWORK

333.

The objectives of the Three Year Macro-Economic Policy and
Budget Framework draw from the experiences and lessons from
implementing STERP during 2009, including completion and
finalisation of some of the unfinished agenda and business of

STERP during the period 2010 to 2012.

334. Thisis also in recognition of the reality that some of the STERP
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programmes and projects were never planned and targeted to
be implemented and come to fruition during its nine month life

to December 20009.

Hence, continuation of all such programmes beyond 2009 was
always implied from the onset in their design, resource

requirements, and implementation capacity.

Furthermore, the objectives of the Framework are also informed
by the need to move the country’s economic reforms beyond
macro-economic stabilisation, embracing the challenges of
graduating the economy towards a sustainable rapid growth

and developmental path.

In this regard, the Framework dovetails between the very short
term STERP goals and those of the Medium Term Plan which

Is currently being developed.
Framework Objectives & Priorities

Drawing from the above, the Framework seeks to attain a

number of objectives and priorities.

These are sectorised into clusters as follows:
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Sustaining macro-economic stabilisation and

consolidating STERP , also embracing:

O Completion of the implementation of all the

unfinished STERP programmes and projects;

O Improved production capacity utilisation;

O Strengthening of social protection programmes;

O Improved management and utilisation of public
resources;

O Strengthening of public institutions through

capacity building and enforcement of

accountability.

Ensuring food security and self sustenance,

including support for optimum land utilisation ;

Restoring basic services , through targeted improved
delivery of such services as health, education, transport,

power, water and sanitation;

Support for rapid growth , development and
employment creation, with annual targets upwards of 5%
and targeted drastic reduction in prevailing

unemployment;

Investment drive , complemented by:

(06)
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O Increased domestic savings and investment
targets to above 20% of GDP in line with the

experiences of rapidly industrialising countries;

O Programmed rehabilitation and development of
infrastructure;

O Investment in information communication
technology;

O Promotion of public private partnerships.

Promoting regional integration , guided by the quest
to broaden markets for domestic products in the region

and beyond,;

Restoring basic freedoms , through:

O Resolving all outstanding and disempowering

political issues;

O Legislative reforms;
O Concluding constitutional reforms;
O Rule of law;

O Respect for property rights;

O National healing.

Restoring of international relations |, to allow:
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O Zimbabwe to retake its rightful place in the region

and beyond,;

O Access to international financial markets;

a Removal of sanctions and other restrictive
measures.

Macro-Economic Targets for 2010 — 2012

The macro-economic targets for the Framework over the period
2010 — 2012 draw from an integrated account of the four main
sectors of the economy. That is, the real sector’s national
accounts, fiscal sector’'s Government budget accounts, the
external sector’s balance of payments and the financial sector’s

monetary survey.

The Framework contains consistent relationships among the
four sets of aggregate economic accounts, benefiting from
STERP economic developments in 2009 and initiatives to

improve national statistics compilation and co-ordination.

The Framework projections are based on the key macro-
economic variables, whose prospects help identify policy
intervention focal areas aimed at helping the economy cope

with the downside risks. Central to realising the projected
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macro-economic fundamentals will be the consistent and timely

implementation of agreed measures.

The downside risks cover the following variables:

The projected positive real GDP growth rates are highly
dependent on a sustained accelerated recovery of
agriculture and mining sectors. Less favourable weather
conditions for agriculture will consequentially affect the
performance of manufacturing, and exports of agro-

based manufactured products.

Projected economic growth rates of 7% in 2010 and 6.3%
in 2011 and 2012 are also dependent on higher investment
to GDP ratios. These, in turn, are a function of recovery
of public investment, financing from foreign direct
investment and project grants, imports of capital goods

and a business environment conducive for investors.
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. Higher levels of current account deficits during 2010 —
2012 imply growing needs of external financing to finance
the fast growth of total investment, given the low levels

of domestic national savings.

. Exports growth is dependent on the projected faster
growth of agriculture and mining. Factors reducing the
output growth in these sectors would also affect
negatively the projected growth rates of exports during

2010 - 2012.

. Rapid substitution of domestically produced goods and
services for imports will be necessary for decline in the

overall ratio of imports to GDP.

. The projections are also based on a gradual
improvement in the political stability of the country as
this is a major factor affecting investor sentiment and

external financing.

344. The Table below, which also includes years 2008 and 2009,
highlights the key economic variables exposed to downside risks
and their evolution during the period 2010 — 2012. Historical
GDP data for 2000 — 2008 is contained in Tables 8 and 9.°

See also Tables 10 & 11 for Growth Rates and Percentage Contribution

®




345. The economic variables in the Table below are expressed in US
dollars, consistent with the introduction of multiple currencies for

all transactions following the launch of STERP in March 2009.

Framework Targets

2008 2009 2010 2011 2012

Real Sector and Inflation

GDP level in US$ (Millions) 4958 5179 5561 5938 6345
GDP growth (%) -10 4.7 7.0 6.3 6.3
Annual Average Inflation (%) -5.5 5.1 7.7 7.8

Investment and Savings

(% GDP)
Total Investment 2.3 10.3 14.3 23.8 25.4
Total Savings 2.3 10.3 14.3 23.8 25.4

Central Government

Total Revenue US$(Millions) 1040.7 1440 1905.9 2053.8
% of GDP 20.1 30.5 30.5 30.6

Total Expenditure US$(Millions) 1094.0 1440 1905.9 2053.8
% of GDP 211 305 305 306

346. The Framework projection for the rate of inflation takes account
of the reality that, in the multiple currency environment,
domestic price developments are mainly determined

exogenously.
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Growth in the ratio of Tax Revenue to GDP to 20.1-30.6% from
2010 to 2012 will determine growth in Government expenditure
and public investment. This is in light of the vulnerable availability
of compensatory external financing inflows that would help provide

for shortfalls in tax revenue, grants and national domestic savings.

Given the Framework projections and targets of GDP of less
than US$6 billion by 2011, it is clear that the economy is still
small and fragile, implying narrow fiscal space to finance critical

social and development programmes.

Hence, the country has much catching up to do with other
comparative African economies such as Kenya, Tanzania and
Botswana whose 2009 GDP levels are estimated above

US$30 hillion, US$20 billion and US$10 billion, respectively.

Similarly, savings and investment which are necessary for
supporting growth remain low at projected levels of less than

15% of GDP in 2010.

Furthermore, a weak balance of payments, with current reserves
of less than a week of import cover, cannot sustain the required
import growth in support of rapid productive sector recovery

and overall economic development.
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The realisation of the above projected targets for economic
turnaround will require adoption of decisive policies and their

consistent implementation.
Policy Implications

Financing gaps in the central government budget and in the
balance of payments call for the improvement of tax revenue

or reduction of expenditures.

Tax revenues may be increased by increasing some specific
taxes and/or improving tax administration, whose estimated

potential is an additional 2% per year.

This would, however, not be enough to eliminate the projected

fiscal gap over the Framework period 2010 — 2012.

Hence, additional measures will be necessary to improve tax
revenue collections, especially against the background of the

large informalisation of the economy.

Scope for reducing expenditure is limited, given the low levels
of wages and salaries and the need to improve the provision of

Government services.
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Similarly, failure to support the capital expenditure budget would
undermine the scope for recovery and sustainable economic

growth.
Structure & Outline of Policy Framework

In line with the objectives and priorities outlined above, the
structure and outline of the critical Three Year Macro-Economic
Policy and Budget Framework measures starts with those
whose focus and thrust is on consolidating what Government
has already initiated under STERP, encompassing also the

unfinished business and outstanding agenda of STERP.

This is followed by policy measures in support of sustaining the
stabilisation realised on the macro-economic front, under which
single digit inflation thresholds have been realised, consistent

with the SADC macro-economic convergence criteria.

Thereafter, sectoral initiatives and interventions in support of
the country’s developmental thrust are indicated. This includes
support for the key enablers of power, transport, water, coal,
among others, that underpin overall economic performance

across the entirety of the productive sectors.
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Interventions to restore and improve the provision of social
services in health and education, as well as social protection

programmes are also an integral part of this Framework.

The Framework also highlights measures for increasing exports,
savings and investment, including various incentives for

promoting investment into infrastructure provision.

Consistent with the indigenisation and empowerment thrust,
the Framework also contains measures in support of the various
youths and women empowerment programmes, also as part of

the poverty reduction strategy.

Furthermore, measures to address the outstanding political
issues, including such legislative reforms as those related to
the Constitution, Rule of Law and respect for property rights,

as well as National Healing are also central.

Promotion of increased economic co-operation with the regional
trading partners, as well as measures for re-engagement with
the international community, all necessary for Zimbabwe to
reclaim her place in the community of Nations, is also a critical

component of the Framework.
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ECONOMIC STABILITY & CONSOLIDATING STERP

SUSTAINING MACRO-ECONOMIC STABILISATION

367.

368.

369.

370.

371.

The review of STERP has already highlighted the major
achievements realised with regards to stabilising the macro-
economic environment and taming the hyper-inflation
phenomenon experienced prior to STERP, which wiped out years

of people’s savings, pensions, investments, as well as incomes.

This increased poverty, particularly as it impacted negatively
on industries, infrastructure, public utilities and service provision

in health and education, and social protection, among others.

Against this background, sustaining the macro-economic

stabilisation gains under STERP is central to this Framework.

Fiscal Consolidation

Key to realising this will be Government perseverance with the

fiscal discipline practiced during STERP.

The cash budgeting principle adopted in March 2009 has meant

that Government has had to operate within the available
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374.

resource envelope, automatically restraining all unfunded

expenditures and also effectively containing inflation.

The basic culture of ‘living within our means’, thereby avoiding
further rapid accumulation of the National debt and arrears,
already at unsustainable levels, will have to be nurtured during
the Framework period 2010 — 2012.

This is notwithstanding the challenges arising from cash
budgeting, especially with regard to related limitations over
funding of large developmental programmes and projects meant
to support and stimulate economic activity.

Hence, Budget expenditures for 2010 to 2012 will be aligned to
available revenue inflows, a STERP principle that has so far
underpinned macro-economic stabilisation and reduction of

inflation in the economy to the prevailing single digit levels.

Cash Budgeting Projections 2009 - 2012

2,500.00

2,000.00

1,500.00 @ revenue
1,000.00 - m expenditures

500.00 -+
0.00 . - .
2009 2010 2011 2012
Years
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This is an unavoidable component of the Framework measures
to further improve on the STERP prudent management over
public resources, especially in light of the current absence of
meaningful external financial support for the Budget and
unlocked opportunities for large scale resource mobilisation for

development programmes.

Expenditure Management & Control

A key input towards successful fiscal consolidation will be
expenditure management and control under this Framework,
targeting that the Budget framework remains in line with the
resource envelope, and that programmes and projects are

iImplemented timeously and efficiently.

Given the prevailing Budget resource constraints, prioritisation
of expenditure programmes becomes critical, with non-priority
activities restricted in favour of allowing for adequate funding

of those designated as critical.

Pursuant to the above, weekly and monthly Treasury
disbursements to line Ministries and Government departments
will, under the Framework, be programmed in line with

Government priorities and revenue inflows.
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In addition, as part of the expenditure management strategy,

the size of the Budget wage bill and other public service
employment costs will be related to levels prevailing in

economies of similar per capita incomes.
Sub-Saharan Africa Civil Service Salaries (% of GDP)

Civil Service Wage Bill & Audit
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This will be complemented by undertaking of the Civil Service
Payroll Audit, already recognised in STERP as a necessary
measure to streamline the wage bill, and to ensure that

Government pays only those in its employment.

The conduct of a thorough payroll audit will also offer opportunity
for carrying out skills audits to ascertain the current Public

Service strength during the Framework period 2010 — 2012.

Findings from the skills audit exercise would enable Government
to establish a skills inventory, identify critical skills deficiencies,

and institute necessary corrective measures.

The payroll audit will be extended to also cover audit of payment
of pensions, where phenomenal growth in pension expenditures

IS being experienced.

Results Based Budgeting

Government has since 2005 been implementing an Integrated
Results Based Management (IRBM) system, in order to promote
greater efficiency and effectiveness, transparency and

accountability in the public sector.
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In compliance with the Results Based Management (RBM)
approach, the Framework focuses on the appropriate and timely
achievement of relevant results, premised on national priorities,
national key result areas and goals, as well as cluster key result

areas and goals.

The aforementioned higher level national priorities will have
specific and realistic targets and baselines in order to
systematically inform strategic planning, policy formulation,
policy implementation, resource usage, performance monitoring

and evaluation.

Consequently, outputs from all public sector programmes and
activities will not only be produced efficiently, but will also lead

to the realisation of desired outcomes.

Public Service Pension Reform

Currently, Government pension payments are met from the
Budget as expenditure, with serving members’ pension
contributions treated as part of Government revenue. This
system has defined benefits, unrelated to contributions and,
dependant on the economy’s capacity to sustain such budget

expenditures.
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Experiences worldwide demonstrate that such systems are not
sustainable in the long run, especially as the number of workers
supporting pensioners decline due to a variety of factors. This
often results in pension payment shortfalls having to be met

from the Budget.

Consequently, the growth of pension outlays to pensioners
across the public service, including uniformed forces, has

become unsustainable relative to available resources.

It has, therefore, become necessary to review retirement
conditions with a view of containing growth of these pension
outlays, however, mindful of the necessity of a pension which
guarantees reasonable welfare of public servants upon

retirement.

The necessary consultations with stakeholders will be
undertaken, prior to drafting and amendment of the Pension

Bills and Regulations.
Public Service Pension Fund

In this regard, Government will move from the current Defined

Benefit Pension Scheme to a Defined Contribution Pension
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Scheme in order to ensure the sustainability of Government

pension payments.

A Defined Contribution Scheme will entail the creation of a Civil
Service Pension Fund, already approved by Cabinet as way
back as 1999, and to be managed by Fund managers outside

of the Budget framework in line with market best practices.

Work on the proposed Civil Service Pension Fund, including
a new actuarial evaluation, will be undertaken during the
course of 2010 with the unveiling of the new Fund earmarked

from 2011.
Inflation

The above fiscal consolidation stance for the Three Year Macro-
Economic Policy and Budget Framework targets containing

inflation within the single digit levels for the period 2010 — 2012.

This is also consistent with Zimbabwe’s regional integration
obligations under the SADC macro-economic convergence

target for single digit inflation levels.
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Annual Average Inflation projections
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Multiple Currencies

There is continued debate on the merits and demerits of re-

introducing the Zimbabwe dollar and other currency regimes.

This debate is being triggered by some shortcomings and
challenges associated with the current use of multiple
currencies, which include shortage of smaller denominations,
clarity on the ‘reference currency’, and arbitrage opportunities
arising from application of ‘sticky’ exchange rates, particularly

between the rand and the US dollar.

However, as indicated in the Mid Year Fiscal Policy Review
Statement of 16 July 2009, a desirable currency regime can
only be sustained by strong macro-economic fundamentals,
which are all necessary for creating the necessary confidence

in the economy.
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These, among others, include a sound track record of policy
consistency and implementation, high sustainable levels of
savings, a strong financial sector, a sustainable external

position, high investment and rapid growth.

Currently, the economy remains fragile with savings and investment
levels below 10% of GDP, negligible Gross Official Reserves
estimated at less than US$6 million, a weak financial sector and

most industries operating at capacity levels below 50%.

Government will, therefore, maintain the principle of use of
multiple currencies over the Framework period 2010 — 2012,
during which the economy’s productive capacity and
utilisation should have developed, and the gains and
confidence of the prevailing stable macro-economic

environment consolidated.

This would allow for the restoration of high production levels
across the key productive sectors to levels commensurate with
supply responses and macro-economic fundamentals,

necessary for sustaining recourse to domestic currency.

Public Finance Management Legal Framework

In support of measures on enhancing management of public
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resources, Government has introduced two Acts — the Public

Finance Management and the Audit Office Acts.

The new Public Finance Management Act shifts financial
management from Appropriation Accounting and Reporting to

the Value for Money Approach.

The new Act, anticipated to take effect from 2010, will also
facilitate comprehensive financial reporting, which embraces
Local Government and public enterprises, allowing for constant
monitoring of performance and improved accountability and

efficiency in the use of public resources.

The new Audit Act will strengthen the Audit Office by separating
the Comptroller and Auditor General’s functions from the existing
Audit and Exchequer Act. It also provides for the audit of
accounts, to facilitate oversight over the management of public

resources.

The Act also seeks to improve accountability in the audit
process, and eliminate the operational limitations which were

inherent in the Audit and Exchequer Act.

This will be achieved through creating an independent National

Audit Office, in line with international best practice, during 2010.
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Taxation Reforms

Taxation is one of the public policies that has comprehensive
effects on the economy and its people. The viability of
expenditure programmes of Government depends on revenue
generated. Taxation policy also influences income distribution

and the direction of investments to preferred activities.

To enable taxation to accomplish policy goals of equity and
efficiency, it must continuously respond to the changing needs
of the economy. The key to the implementation of tax reforms
is an efficient tax administration, characterised by low

administrative and compliance costs.

There are urgent revenue requirements, following the pre-STERP
economic slump and contraction of the tax base. Over the past
five years, the flow of real tax revenues has declined as a result
of falling output and widespread informalisation of economic
activity. Government, thus, faces the challenge of resuscitating

economic activity in order to rebuild the revenue base.

A significant number of provisions in the tax legislation provide
incentives or relief to particular taxpayers, hence are, in effect

implicit spending programmes. Furthermore, the increasing

117)

N’



415.

416.

417.

418.

size of the informal economy poses challenges to the economy
and fairness of the tax system. Small business activities and

the self employed should, thus, be brought into the tax system.

It is, thus, necessary to undertake a review of tax policy reforms
including redrafting of the Income tax legislation with a view to
making it more compatible with tax policy principles, simple to

administer and consistent with international best practices.
Capital Allowances

Capital assets should be depreciable over their useful life at a
rate that corresponds as close as possible to their annual loss
in value. However, the current generous depreciation rates
amount to a large implicit subsidy for new investment that

undoubtedly distorts business investment decisions.

Government will, therefore, review the depreciation rates so

that they closely correspond to the economic life of the assets.
Corporate 7ax Rate

Awide variety of rates are applicable across the different sectors
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of the economy, different locations of the country and those

engaged in different types of activities.

Government will, therefore, review tax holidays and other
business tax incentives and implement an appropriate corporate
tax rate that takes into account the need to raise revenue and
overcome any distortionary effects of the tax rate on investment

decisions.
/International Taxation

Multinationals frequently manipulate the prices that related
subsidiaries charge one another when they transfer goods and
services between themselves across national borders in order

to reduce their profits.

Government will promulgate the necessary legislation that
clearly incorporates the use of arms’ length principles in

controlling transfer pricing.
Taxation of the Informal Sector

The tax administration faces challenges of collecting tax from

small business persons who should ordinarily pay income tax.
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These business persons, in most circumstances, do not
maintain books of accounts and are, hence, unable to prepare

relatively complicated income tax returns.

Government will, therefore, review the current presumptive tax
system with a view to incorporate small businesses into the
formal economy in line with regional best practice.

Value Added 7ax

Whereas the VAT regime is designed in line with best
international practice, the current list of zero-rated products is,
however, relatively long.

Government will rationalise the zero-rated list of goods and
services and also review the status of the remaining goods
from zero-rated to exempt.

Tax Administration Reforms

Zimbabwe Revenue Authority Act

The ZIMRA Act confers executive powers on the Revenue
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Authority Board. There should however be a clear distinction
between oversight and guidance, and day-to-day management
of ZIMRA operations, hence, the ZIMRA Act should be amended

to conform to international best practice.

Furthermore, the ZIMRA Act does not specify any organisational
structure or units, giving the Board, on recommendation of the
Commissioner General, wide latitude to establish organisational

structures to discharge the delegated responsibilities.

Government will, therefore, propose amendments to the ZIMRA
Act, in order to incorporate the ZIMRA organisational structure
into the ZIMRA Act and also remove executive powers of the

Board.

Re-organising the Zimbabwe Revenue Authority

ZIMRA operations are currently fragmented, with many roles
and responsibilities duplicated. Furthermore, the organisational
structure, which combines the administration of domestic and
international trade taxes, is inherently inefficient, and hence

the need for review.
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Government will, thus, re-examine the ZIMRA structure with a
view to implementing an ideal structure that will focus on core
business of revenue collection and trade facilitation and remove

duplication of roles and responsibilities.
Taxpayer Segmentation

Large taxpayers contribute about 70% of the domestic taxes.

Itis, thus, essential to develop skills to manage large tax payers.

Taxpayers will be segmented into large, medium and small units,
with the relevant offices established to improve compliance and

receipt of the bulk of the much needed revenue earlier.
Obyections & Appeals

An effective dispute resolution process is critical to the integrity
of the tax system. The formal mechanisms for resolving

disputes should be simple and transparent.

Government will propose the amalgamation of the Fiscal
Appeals Court and the Special Court for Income Tax Appeals

or any other suitable alternative.
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Business Process & Procequres

Representations have been made to the effect that the current
tax and customs processes and procedures are inefficient and

non-responsive to client needs.

In order to improve efficiency, ZIMRA will review business
processes in tax and customs collections, including upgrading

of information communication technology systems.

Customs Administration & Operations

Valuation, Risk Management & Post Clearance Aualit

Currently, there are no effective and comprehensive valuation
procedures, risk management and risk-based post-clearance

audit programmes in place.

For effective compliance, taxpayer facilitation and monitoring,

ZIMRA will establish the following dedicated Units:

. Valuation, Origin and Tariff Unit;

. Risk Management Unit;
. Post Clearance Audit Office;
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. Anti-Smuggling Unit; and

. Transit Compliance Unit.

Customs Duty Exemptions, Rebates & Rermissions

A multiplicity of regimes where duty is exempted, rebated,
remitted or suspended currently exists. It is extremely difficult
for the various schemes to be properly administered and
effectively monitored. Audit for end-use is minimal, hence, the

extent of abuse is largely unknown.

Government will, thus, review and rationalise the duty exemption
regime, rebates and remission schemes and, in particular,

repeal those that no longer reflect policy priorities.

FINANCIAL SECTOR

441.

442.

Savings Mobilisation

The Framework recognises the role of banks in mobilising
domestic savings, especially in light of the waned culture of

savings under hyper-inflation.

In this regard, incentives for attracting financial resources
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outside the banking system will be implemented under the
Framework. This will include the restoration of the positive
role interest rates payable on bank deposits have with regards

to savings mobilisation.

Hence, Government through the Central Bank will be requiring

financial institutions to begin paying interest on bank deposits.
Interest Rate Spreads

The prevailing situation of extremely wide interest rate spreads
between deposit rates and lending rates, ranging up to 15%, is

not sustainable.

Narrower levels of spreads ranging up to 5% as happens in
other economies are consistent with best practices, and the

economy’s overall quest for economic recovery and turn-around.

Challenges with regards to banks carrying high overheads as
the basis for justification of very high lending rates of up to
25% for US dollar denominated loans should not be allowed to
undermine both savings mobilisation and support for the

productive sectors.
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Domestic Market Liquidity

Following the adoption of the multi-currency regime, the general

liquidity position in the economy remains too tight.

This is notwithstanding the increase in total deposits in the
financial sector to levels of over US$1 billion by end of October

20009.

Greater savings mobilisation will be necessary for significant
reversal of impairments to the functionality of money and capital
markets brought about by hyper-inflation which wiped out the

value of all financial instruments held by savers.

Additional measures in this regard include the resuscitation of
a savings culture within the economy. As alluded to above, this
will require re-introduction of positive interest rates on all savings

and time deposits of banks.

This will allow for restoration of the vibrancy of the money and
capital markets, smooth trading of appropriate financial
instruments and the financial sector’s intermediary role between
savers and borrowers which had all been incapacitated by

inflation.
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Furthermore, measures to ease the tight liquidity conditions in
the market will also target increased micro-finance sector
activity, whose viability is also compromised by the prevailing

liquidity challenges.

This has sustained the plight of those particularly dependent
on this segment of the financial sector. These include SME
operators, the self employed and people in the rural and peri-

urban areas.
National Payments System

The adoption of multiple currencies beginning 2009 stabilised
both large and small value payment systems in the country,
reversing the effects of hyper-inflation which had rendered a
robust national payment system built over years inefficient and

ineffective.

During the Framework period, the Central Bank will continue to
implement measures targeted towards realising further notable
strides to resuscitate, modernise and diversify the national
payment system through collaborative efforts with the banking

industry and other relevant partners.
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Card Transactions

In this regard, measures will be instituted to broaden the use of
plastic money, such as debit cards, introduction of credit cards
and other transfer methods, as ways of facilitating transactions

without necessarily resorting to cash, which has to be imported.

Broadening the use of plastic money through ZIMSWITCH,
VISA and Master Card platforms will considerably satisfy the
huge appetite for cash from the market as well as providing

much relief on the need for small change.

Hence, the banking industry will remain engaged with VISA and
Master Card to facilitate smooth and efficient use of their platforms
in order to provide convenience to both residents and visitors in

making various non cash transactions within the country.
Points of Sale & Cheque Transactions

Furthermore, notwithstanding that the Real Time Gross
Settlement System and Automated Teller Machines have been
operationalised, measures by the banking industry will be
necessary to popularise use of Points of Sale and acceptance

of Cheque Payment systems.
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Perceved RIsks

Increased use of various products under the National Payment
and Settlement System will also require address of the
perceived risks and infrastructure constraints which have so

far limited utilisation.

Hence, co-ordinated efforts to lay a solid base for the National
Payments System, involving banks, retailers, credit card

companies and telecommunication companies, will be made.

In this regard, the Central Bank will implement guidelines from
the Bank for International Settlements’ Committee, as well as
the recommendations for security settlements, in order to
enhance financial stability through ensuring the safety,

soundness, and efficiency of clearing and settlement systems.

Capitalisation of Banks

463.

STERP recognised that the sustainable participation of banks
in the mobilisation of savings in support of increased investment
will require the prioritisation of the re-capitalisation of financial
institutions, most of which had become undercapitalised as a

result of years of hyperinflation.
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Adequately capitalised banking institutions play a pivotal role
in the economic turnaround process through efficient financial

intermediation.

Given that the first phase of re-capitalisation has been
completed, with most institutions meeting the extended deadline
of end October 2009, the focus of the Central Bank will,

therefore, be on progressions to the next phases.

This will require that financial institutions comply with reviewed
minimum capital adequacy requirements through injection of
fresh capital by the holding companies, private placements,

rights issues and strategic partnerships with new investors.

Those that would have failed to comply will be encouraged to

merge or consolidate.
Deposit Protection Scheme

In order to mitigate the effects of failing banks, Government,
through the Banking Act, established the Deposit Protection
Board in 2003,

The First Phase of the Board was confined to that of a ‘pay

box’ whereby the Board would pay off depositors of affected
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banks. This saw the Board making payments to depositors of

failed banks, such as Trust, Royal and Barbican.

Phase Two of the Scheme would expand the mandate of the

Deposit Protection Board beyond its current ‘pay box’ role.
Micro-Finance

There are indications that a greater part of the economically
active population in Zimbabwe is excluded from access to formal
financial services, often forcing some reliance on informal

channels.

The Framework, therefore, prioritises increasing provision of
access to financial services by a larger segment of the
population, with micro-finance institutions also a vehicle for

realising financial inclusiveness.

In this regard, the Framework also promotes development of a
legislative framework that recognises the unique features of
micro-finance, and fostering the up-scaling of institutions’
financial systems to enable the mobilisation of savings, in

addition to provision of credit.
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The Money-lending and Rates of Interest Act that controls
interest rates will also be reviewed so as to allow micro-finance
institutions to set market interest rates commensurate with their

cost structure.
Credit Information Infrastructure

In order to improve access to finances by the general population,
the Framework promotes the creation of verifiable credit profiles
of borrowers through the establishment of credit bureaux
charged with the effective distribution of high-quality credit

information.

Financial services institutions will, therefore, be urged to create
the necessary credit-information infrastructure for the benefit

of the entire financial services sector.

This will be important for facilitating the expansion of bank credit
to small-scale borrowers beyond the prime clients currently

being served by the traditional banking sector.

Government will also be sourcing capacity building support from
development financial institutions for building the necessary

infrastructure for hosting the credit information database.
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Regulation of the Securities Market

With regards to the Securities market, the thrust will be to
operationalise the Securities Act. This will entail the Securities
Commission working on rules and regulations that will address
issues of registration, licencing, corporate governance, insider
trading, mergers and acquisitions, Central Securities Depository,

advertising, among others.

Already, the first set of rules which deals with registration,
licencing and corporate governance is at an advanced stage
and will be gazetted once all the approval procedures have
been completed. The Framework targets operationalisation of

the rules and regulations by mid 2010.
Zimbabwe Stock Exchange

Stock exchange best practices require that investors trade under
systems which provide speed, accuracy, and confirm

completeness and irreversibility of transactions.

They also require links between settlement and clearing
systems, which ensures that when securities’ deals are

undertaken, the cash and script pass at the same time.
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However, the Zimbabwe Stock Exchange (ZSE) is currently
trading on an open outcry system, which is manual, outdated,
and cumbersome. Intimes of high activity, the system becomes
overwhelmed, that way undermining efficient functioning of the

capital markets.

The backbone of the securities trading system, the back office,
which comprises of clearance and settlement of script and cash,
is also completely manual and based on paper script, making
tracking of transactions cumbersome and prevention of fraud

difficult.

These challenges are being overcome under this Framework
through implementation of measures to automate the front
office, trading platform, back office and the stock exchange’s

Central Security Depository.

Successful achievement of the above will also be in line with
the SADC efforts of spearheading interconnectivity of SADC

Exchanges and Central Securities Depository.

Consultations towards implementation of this computerisation
project are underway with various stakeholders, including the

Johannesburg Stock Exchange.

|—\>
w
N

§



488.

489.

490.

491.

492.

Demutualisation of the ZSE

The Framework also recognises the need for transforming the

ZSE into a viable and attractive entity.

This would take a two pronged approach, whereby the ZSE
would be transformed from a club to a company owned by

shareholders.

Already, the ZSE is in the process of developing a
demutualisation business model, and efforts to find prospective

partners to invest in the local bourse are underway.
Transaction Costs

Transaction costs on the ZSE still remain higher than those

obtaining in the region.

The Framework, therefore, prioritises the streamlining of all
levies and related transaction costs with those in the region to
minimise the costs of share trading and to make locally listed

shares more attractive to foreign investors.
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Stock Exchange Transaction Cost: Zimbabwe vs SADC
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Role of the Securities Commission

The Three Year Macro-Economic Policy and Budget Framework
also prioritises the clarification of roles between the Securities

Commission and the ZSE.

In this regard, the Securities Commission will be strengthened to

ensure enhanced regulation and supervision of the local bourse.

Shareholding by Forejgners

The potential of the stock exchange to mobilise foreign portfolio
investment inflows is immense, with large scope for improving
both money and capital markets’ liquidity from foreign investors
whose disposable incomes are much higher than those of

domestic investors.
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In order to tap into this potential, the current legislative
framework regarding thresholds for foreign participation on the

local bourse will be reviewed.

Presently, foreign participation on the stock exchange is limited
to 40% of total equity, with a single foreign investor being allowed

to acquire a maximum of 10% of shares.

The Framework will, therefore, be reviewing the various
legislative Frameworks to enable enhanced participation on the

equities market by foreign investors.

Equity Investment Incentives

In to further deepen the capital market, the Framework will also
introduce tax incentives for publicly listed companies as a way

of encouraging privately owned companies to go public.

Furthermore, a second tier capital market that will be used as a
vehicle for raising finance will also be created in order to improve
access to capital by small and medium-scale enterprises (SMES)

as well as foster financial inclusiveness in capital markets.

This second tier capital market will have simpler listing requirements

that facilitate the participation of SMEs on the stock market.
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Regulation of the Insurance & Pension Industry

The insurance and pension industry is regulated by the
Insurance and Pensions Commission (IPEC) through three Acts,
namely the Insurance and Pensions Commission Act [Chapter
24:21], the Insurance Act [Chapter 24:07] and the Pensions
and Provident Act [Chapter 24:09].

To improve corporate governance and strengthen IPEC
oversight over conduct of the insurance and pension industry,

the Framework will undertake the following:

Publication of Information by Insurance Companies & Pension

Funads

Insurance and pension funds deal with public funds, and will,
thus, be required to publish annual reports, including information
on their performance, currently only submitted to the

Commissioner of Insurance and Pension Funds.

Furthermore, they will also be required to make public
announcements on such key appointments as their investment
and fund managers. This requirementis not provided for in the

current Acts.
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Appoiniment of 7Top Management of Pernsion Funas & Insurance

Companies

Other amendments relate to specification of minimum eligibility
criteria for appointment to senior management positions in

pension funds and insurance companies.
Prescribing of Qualifications for Trustees & their Appoiniments

Currently there is no provision prescribing qualifications of
Trustees and procedures to be followed on their appointment.
This has resulted in appointment of incapable people who

cannot effectively discharge their functions.

The Act will be reviewed to overcome this aspect and ensure

that people appointed meet the minimum specified criteria.
Appointment to the IPEC Board

Review of the IPEC Act will also be undertaken to revise the
clause on appointment of board members to avoid potential for
conflict of interest that might arise in the event of appointment

to the IPEC Board of shareholders of companies.
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Shareholding in Insurance Comparies

Compliance measures over shareholding limits in an insurance
company for both individuals and corporates, currently provided

for in the rules and regulations, will be strengthened.

RESTORING CAPACITY UTILISATION

AGRICULTURE & FOOD SECURITY

511.

512.

513.

Agriculture contributes the largest share to GDP. The sector
employs a greater part of the population, and is important to
the economy’s foreign currency generation efforts. It also has

strong inter-linkages with the other sectors of the economy.

Having completed the land acquisition phase of the agrarian
reforms, the challenge facing the country is the full utilisation
and improved productivity of all acquired land so as to guarantee
food security and adequate supply of agricultural output to other

sectors of the economy.

The Framework strategies to transform Zimbabwe’s agriculture
will involve a greater reliance on efficient inputs delivery and
farm output marketing systems and a smooth integration of
agriculture with the domestic, regional and international markets.
Therefore, annual double digit growth of agriculture is targeted
for during the period 2010 — 2012.
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This will be anchored by an Agriculture policy vision which will
guide the transformation of agriculture into a commercial and
highly mechanised sector, with stronger linkages to value

addition manufacturing.

Central pillars to Agriculture’s policy vision and effective land

utilisation will be the following:

. Security of tenure, to overcome uncertainty, facilitate
access to credit, and improve investment on farms and

agricultural production;

. Financing, underpinned by sustainable self financing

revolving loan facilities;

. Pricing, that rewards production and contributes towards

the restoration of farmer viability;

. Mechanisation, essential for productivity and

transformation of agriculture;

. Irrigation development, to ensure utilisation of water

bodies and mitigate drought;

. Capacity building, through support for agricultural
institutions, training and extension services, strengthening

of farmer organisations, as well as research;
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. Agro-stockists and dealers, restoring the role of retail
agricultural outlets and avoiding over-centralisation of

procurement and distribution of inputs;

. Strategic grain reserves, that guarantee food security

during poor agricultural seasons;

. Agro-distributors, to assist stabilise seasonal availability
of perishable produce, that way also support produce

price stabilisation.
Security of Tenure

STERP recognised the need to overcome all uncertainties
undermining investment by farmers on allocated farms over

concerns related to issues around security of tenure.

The nature of the present 99 — year leases introduced by
Government for A2 model farmers does not adequately address

this concern.

Long term sustainable viability of agriculture can only arise if
there is security of tenure through among other instruments,
leasehold title, land permits and private financing of agriculture

as recognised in the Global Political Agreement (GPA).
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