Economics

Zimbabwe: Annual economic outlook

Wiping the slate clean

Introduction

Following the inauguration of the Unity Government on 16 February
2009, reforms implemented under its Short Term Economic Recovery
Programme (STERP) have led to partial stabilisation of macro-
economic circumstances. The adoption of a multicurrency basket
system, the liberalisation of the foreign exchange market and prices,
the abolishment of quasi-fiscal activities, as well as the adoption of a
cash budget assisted in achieving a dramatic improvement in the
macroeconomic environment. The most impressive demonstration of
the overnight changes that followed these measures is the evaporation
of hyperinflation; month-on-month inflation fell to an average of -0.7%
in 2009 from above 230 million per cent y/y in July 2008."

The financial system has been able to resume its intermediation
activities, allowing for increasing levels of deposits in the banking
system. The availability of goods on domestic markets drastically
improved as price controls were removed from agricultural produce as
well as products of the manufacturing sector. The shops of Harare no
longer reflect the images of empty shelves and deserted stores that
circulated the world in the midst of the period of hyperinflation. The
major supermarkets are indeed fully stocked, with the presence of
locally produced goods slowly having increased in the course of 2009.
A large retailer in Zimbabwe even says that 70% of its present sales in
basic commodities are actually of local rather than foreign produce,
implying a strong consumer preference for local brands over imports
from e.g. South Africa and the improved availability of these local
brands.

According to the 2009 Confederation of Zimbabwe Industries (CZI)
manufacturing survey released in October of last year, the
manufacturing sector increased its capacity utilisation to above 30% in
the first six months of 2009 from what is reported to be less than 10%
in the previous year, dramatically increasing the output volumes. A

number of firms in the drinks and tobacco industry reportedly reached

* Annual inflation was equal to -7.7% in January 2010, -4.8% in February 2010
and -0.7 in March 2010.
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capacity utilisation levels of 80%, while the textile and ginning industry
is reported to have attained 60%. The chemicals and petroleum and
non-metallic minerals sectors are indicated to have achieved utilisation
levels of 50%, followed by the clothing and footwear sector at just
around 45%. The foodstuff and paper printing sectors were reported to
have the lowest capacity utilisation level of around 35%. While these
results should be treated with caution owing to the limited nature of the
survey, the outcome of the survey confirms the improvement in
economic conditions in the past year that has allowed the private

sector to recover, be it from a very low base.

Table 1: Capacity utilisation (%)

Year Year

2000 55.0 2005 35.8
2001 56.0 2006 33.8
2002 58.0 2007 18.9
2003 48.0 2008 10.0
2004 50.0 2009 323

Source: CZI
Moving on...

The legacy of poor economic policy will remain visible in all aspects of
the economy for a considerable number of years to come. The
destruction of wealth and savings that occurred in the period of
hyperinflation as well as the subsequent discontinuation of the local
currency will continue to limit the policy space available to fiscal and
monetary authorities as well as the availability of funds to households
and businesses severely. Locally denominated savings and loans were
inflated away during the period 2007-08, causing the balance sheets of
households, businesses and financial institutions to be wiped clean on
the advent of a multicurrency Zimbabwe. The availability of working
capital remains severely constrained, while the cost of capital is high.
Zimbabwe is furthermore faced with colossal external debt that stands
in the way of access to international capital. Domestic debt was, on the

other hand, inflated away.



Although STERP has managed to contain the economic demise of
Indigenisation and Economic Empowerment (General)

Regulations (IEER)

The IEER were published on 10 February 2010 with the objective
of ensuring that businesses with assets valued at more than
US$500,000 located in Zimbabwe should formulate plans that will
lead to 51% of shares in the firm being transferred to the hands of

Zimbabwe, business conditions remain precarious. This is
demonstrated in  t he Wor | d Busimeks"sarveyDfori2019: B
Zimbabwe ranked 159 out of the 183 countries in terms of ease of
doing business; one place up compared to the previous year. Reforms
to reduce the cost of registering property as well as the reduction of

taxes and fees assisted in this regard. Zimbabwe, however, remains
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achieve it is deemed justified.
Zimbabwe ranked 133 out of 134 countries in the World Economic
For um" s Ca&rpeatitivenéss Index (2008). Zi mbabwe" s rank

the 12 elements of this index was particularly low in the following

Companies with an asset value equal to or above the
aforementioned threshold are to submit an overview of current

N e shareholders and the extent of indigenisation as well as an
areas: macroeconomy, institutions, goods markets" efficiency, labour
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. R . . . regulations came into effect on 1 March 2010. The overview of the
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o . status quo will be used by the Minister to establish the extent to
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which companies in various sectors meet the prescribed threshold

respectively.

of 51%. The Minister may serve companies with a directive to
The stock of human and physical capital has suffered a massive blow submit the required information if companies fail to adhere to the
from the economic demise of the past decade. Estimates of the deadline of 15 April 2010. The regulations provide a five-year
number of Zimbabweans that have left the country range between two window in which companies must implement a plan to meet the
and four million; the majority of those who migrated are believed to requirement of majority ownership by indigenous shareholders. The
have at least a secondary education (Kanyenze, 2009a). A brain drain Minister is required by the regulations to publish a notice by 28
of such a nature will have lasting effects on the capacity of the February 2011 which clarifies for each sector and subsector of the
economy to rebuild itself. Further concerns around the future of human economy which (sub) sectors qualify for a lower minimum
capital in Zimbabwe emerge from the fact that the quality and quantity indigenisation and empowerment quota for a to-be-determined
of education (and healthcare) provided have deteriorated markedly specific period of time. The notice will also specify the weighting
over the past decade. A lack of maintenance of and new investment in that will be assigned to various activities to be undertaken by
the road, railway and water sanitations" infrastructure of Zimbabwe businesses to achieve socially and economically desirable activities
have furthermore led to a severe decline in the availability and quality (e.g. development work in the community and minimum
of these services (see text box on the state of infrastructure in beneficiation of raw materials before exportation).

Zimbabwe at the end of this paper).
The regulations further have implications for the approval of any

The economic recovery will hinge on the ability of government to prospective (de)mergers and acquisitions that require restructuring
improve the provision of public goods as well as to create an enabling of companies as well as the approval of any new domestic or
environment for private sector development, through inter alia foreign investments (including those that require a licence in terms
consolidating efforts to improve macroeconomic stability. The initial of the Zimbabwe Investment Authority Act). Businesses emerging
steps towards macroeconomic stability under the Government of from these processes are required to adhere to the minimum
National Unity have been encouraging; however, more recently, the threshold of 51% of indigenous ownership.

introduction of indigenisation regulations gazetted in February 2010

. . I . While (foreign) investment has been positively affected by the
under mined conf i de n cwilingness to boenmigtear e r n my« ( gn) P y Y

. . - . . macroeconomic improvement achieved in the past year, investor
trajectory of economic policies that are conducive to private sector

. - . . - sentiment has deteriorated markedly as a result of the uncertainty
development. The government's ability to increase delivery is itself

. ) . . that has been created by the regulations. New investments as well
dependent on the ability of the government to finance its expenditure.

as recapitalisation by existing firms that are yet to meet the new

requirements are likely to be postponed until further clarity emerges



on the possibility of sector-s peci fi ¢c , |l esser sh
and companies are grappling with how to meet the minimum

requirements of compliance.

There seems to be considerable disagreement within the
government on the validity and desirability of the indigenisation
regulations in their current form. However, while there seems to be
some scope for changes to the regulations, it is very unlikely that
the regulations will be fully repealed.

Recent trends

Output

In May 2009, the International Monetary Fund (IMF) estimated that
gross domestic product (GDP) would reach US$3 498 million in 2009,
growing by 2.8% compared to a decline of 14.1% in the previous year.
I n t he WdrdEcbnemic Outlook of October 2009, the growth
estimate for 2009 was revised upwards to 3.7%, which would imply a
size of the nominal GDP of US$3 297 million. The Ministry of Finance
estimates that the economy grew by 5.1% in 2009, mainly as a result
of improved performance in the mining and quarrying sector as well as
the agriculture sector. The estimated size of the economy differs
substantially to that provided by the IMF, namely US$5.2 million versus
the projection of US$3.5 billion by the IMF. The large discrepancy in
estimations emerges from diverging assumptions with regard to the
exchange rate and the pace of decline in economic activity since the

last official estimations of national accounts.?

Data on national accounts were historically produced by the Central
Statistical Office (CSO) of Zimbabwe; data for 2004 show that
agriculture was the largest sector in the economy, closely followed by
manufacturing. These two sectors have historically shown strong
linkages with each other (Hawkins, 2009). In the mid-1990s, over half
of the intermediary goods (such as fertilizer, stock feeds and
insecticides) used by the agricultural sector were supplied by the
manufacturing sector, while 44% of agricultural output was sold to the
manufacturing sector. The value added by the two largest sectors of

the economy is as a result closely correlated.

Agricultural production has steadily declined over the past decade,
reaching record lows in 2008. The Food and Agriculture Organisation
(FAO) together with the World Food Programme (2009) summarise
reasons for the recent decline in agricultural production as the
structur al that

change was

lack of investment in infrastructure [and new technology] and
absenteeism on the part of some new settled beneficiaries.”

estimated 200 active large-scale commercial farmers are estimated to
be currently active in Zimbabwe, a considerable decline from the 4 700
that produced 80% of all agricultural output in the mid-1990s. The
remaining commercial farmers face considerable challenges to obtain
foreign currency financing for the purchase of inputs as well as the

purchase of new technology. Small subsistence farmers and medium

? Large parallel foreign exchange markets existed prior to the official adoption of
the multicurrency system in 2009

“precipitewkeahs by

commercial farmers also lack access to capital and inputs; the large-
scale underutilisation of land as well as the low yields are attributed to
this fact.

Figure 1: National accounts (2004)
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The production of important food stuffs such as maize and wheat
products suffered from the price controls implemented by the Grain
Market Board (GMB) in June 2007. The liberalisation of the grain
market and the redefinition of the role of the GMB contributed to the
improved production of this product in 2009. The harvest in 2009 is
estimated to have doubled to 1.14 million tonnes. This is still far below
the national requirement of 2.2 million tonnes, necessitating imports of
grain of over a million tonnes. The output of tobacco (an important
export commodity) fell from 198 million kilograms in 2000 to 45 million
kilograms in 2008. Sales of produce on local markets recovered in
2009 to 56 million kilograms. Cotton and sugar production is expected
to have been slightly lower in 2009. The agriculture sector is expected
to have made a positive contribution to value add in 2009, following a

steady decline in value add over the past decade.

Table 2: Output of agricultural sector (thousand tonnes)

2000 2005 2006 2007 2008 2009e
Tobacco
(million kg) 197.96 74 55 80 45 56
Maize 1545 750 1485 953 575 1140
Beef 70.5 90 90 95 90 93
Cotton 304 198 198 260 235 226
Sugar 586.2 430 447 442 298 285
Horticulture 62.6 60 64 66 60 45
Dairy (million
litres) 153.2 95 90 50 46.4 36

| &89 d S0endd e 10p ol 48ci e,
Sources: FAO, Ministry of Finance
The spontaneous end of hyperinflation and the adoption of various
currencies as an official means of payment allowed for the
manufacturing sector to set foot on the path of what promises to be an
arduous recovery. Production at manufacturing firms benefitted from
the removal of price controls on basic commodities, the ability to earn
revenue streams in foreign currency, as well as the possibility of using
foreign currency for the purchase of inputs on liberalised goods and
services" markets. As

indicated earlier, capacity utilisation has

undoubtedly improved, leading to increased value add in this sector in

t

he



2009. This sector faces considerable challenges owing to a lack of
working capital and credit lines for the purchase of new capital
equipment as well as its rehabilitation; high borrowing costs and the
limited tenure of loans; the need to import inputs; and poor
performance of the electricity (and water) infrastructure. The use of
outdated material contributes to further inefficiencies of the

manufacturing sector.

The contribution of the mining sector to GDP is small, but it is
nevertheless an important sector as a result of its contribution to
employment, government revenue and to foreign exchange earnings.
The sector benefitted from the liberalisation of the gold market in
February 2009, with the central bank relinquishing its role as
mandatory sales" agent for gold. The ability to hold foreign exchange
earnings served as a further impetus to the sector. This relief, however,
came at a time when global prices of various commodities (such as
ferrochrome and nickel) plummeted. Frequent interruptions to the
supply of electricity have led to decreased production of various
minerals and metals over the past years. Various mining houses are
also suffering from low production owing to faulty machinery which they
are unable to rehabilitate or recapitalise because of a lack of funds.
The most drastic decline was experienced in the production of high
carbon ferrochrome, which fell by more than 50% in 2009 alone. The
output of coal, platinum and gold also declined dramatically over the
past decade, but managed to recover somewhat in 2009, increasing by
10%, 25% and 38.7%, respectively. The growth in the output of these
products as well as various other minerals and metals allowed the
sector to contribute positively to GDP growth in 2009, be it from a very
low base and taking note of its relatively small contribution to overall

production.

Table 3: Mining output (tonnes, unless specified otherwise)

2001 2005 2007 2008 2009
(Ct(r:aolusan &) 4064 3371 2080 1509 1667
Chrome

(thoueands) 780 667 615 443 194
E;f:’oisigcr’n”e 243534 238507 187327 145430 72223
Platinum (kg) 42 4833 5086 5495 6849
Paladium (kg) 519 3879 3999 4274 5354
Gold (kg) 18050 14023 7018 3579 4966
Nickel 371 9220 8582 6354 4858
Copper 2057 2570 2681 2827 3572
Vermiculite 24 826 17 395 16 123 3211
Asbestos 136327 122041 84520 11489 3116
Graphite 11837 6177 5418 5134 2463
Ferrosilicon 16 848 4 882 3097 1612 603
Rhodium (kg) 3344 404 414 444 568
Magnesite 8145 893 1814 2549 449
Ruthenium (kg) 435 317 318 333 413
Iridium 360 862 141 149 151 209
Cobalt 95 304 29 28 39

Source: Zimbabwe Chamber of Mines
Foreign arrivals in Zimbabwe increased in 2009, providing increased
income to the hotels and restaurants sector. This sector suffered

severely in 2008 as the number of visitors to Zimbabwe declined from

2.5 million in 2007 to 1.9 million in the following year. The number of
arrivals recovered to 2.5 million in 2009 (Ministry of Finance). The

occupancy rate remains very low, though, at approximately 35-40%.

The financial services sector has been severely hit by the destruction
of the domestic savings" base. Growth in the financial sector has been
highly dependent on the ability of banks to attract foreign currency
deposits from the public, and, predominantly in the case of foreign-
owned banks, capital injections in foreign currency. Deposits doubled
in the period of six months from May to November 2009, reaching
US$1.2 billion. This increase in deposits has allowed banks to increase
their lending activities; however, they remain very limited. High demand
in combination with the limited availability of capital has caused banks
to be selective in their provision of credit. The ability of banks to
provide transactional services was initially limited by the lack of a
payment and settlement system that was capable of dealing with
multiple currencies. The introduction of transactions in US dollars on
the Real Time Gross Settlement (RTGS) system in April 2009 allowed
banks to offer more efficient transfer options. The implementation of
foreign currency trading on the Zimbabwe Stock Exchange (ZSE) led
to increased trading volumes on the ZSE, increasing the income of the
financial sector from these transactions. More recently, trading
volumes have, however, fallen again, to an estimated US$29 million in
February 2010 from US$48 million in December 2009 as investor
enthusiasm has been muted by the indigenisation regulations.

Expenditure

Domestic expenditure has been marked by highly constrained
consumption patterns as well as limited gross fixed capital expenditure.
Consumption expenditure has suffered as a result of extremely high
unemployment rates over the past years; only 800 thousand people
are estimated to have a formal job at present, of which about
250 thousand are believed to be employed in the public sector.
Consumption has mainly been supported by remittances from the

diaspora as well as income from informal activities.

Public consumption expenditure ballooned in the period leading to
STERP; it was subsequently brought under control through the
implementation of the cash budgeting system in which government
expenditure is matched to its receipts. Public expenditure, however,
continues to be dominated by the wage bill, which in turn has restricted
the capacity of the government to increase its capital formation
expenditure. With limited increased space to finance public
investments using domestic savings or increased revenue receipts, the
government will need to increase the efficiency of its expenditure while

seeking external financing.

Private fixed capital expenditure is expected to have improved in the
course of 2009; however, it was constrained by limited access to
capital. Anecdotal evidence from the mining industry and from various
retailers and agro-processors suggests that foreign companies with
subsidiaries in Zimbabwe are likely to have contributed most of the
private fixed capital formation in 2009. Domestic companies faced high

borrowing costs as well as the limited supply of credit.



Zi mbabwe"s trade balance witim200%h e

as the value of exports declined on the back of both decreased output
volumes of selected agricultural and mining export products and lower
global prices. Imports remained high in 2009 as domestic production of
agricultural goods and raw materials used in the manufacturing sector
was unable to serve domestic needs. The imports of food stuffs (and
basic goods) were, however, substantially lower than in 2008. Capital
equipment, machinery and vehicles are all imported. The rehabilitation
or replacement of capital equipment will therefore directly lead to a
higher import bill. The ability to import, however, hinges on access to

cash or a form of financing.

Figure 2: Imports and exports of goods and services (US$ billion)
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External sector
The current account bal ance on
expected to remain negative in the foreseeable future as the trade
deficit, negative net investment income and negative net nonfactor
service income are partially offset by private transfers to non-profit
organisations and individuals. The IMF forecast that the overall deficit
on the current account would reach US$685 million in 2009, with

current transfers reaching almost US$1 billion.

According to the central bank, remittances from the Zimbabwean
diaspora transmitted to friends and family through Enhanced Money
Transfer Agencies (EMTAs) — that also carry the functions of a Bureau
de Change — were equal to US$190.58 million in 2009, reflecting a
142% increase compared to 2008 and a 335% increase when
compared to the 2007 remittances. Large amounts of transfers are also
believed to have crossed the borders with Zimbabwe in cash from
neighbouring countries, causing some to believe that current transfers
actually surpassed the value of local production, implying a value of
above at least US$3.5 billion. This could be possible considering the
number of Zimbabweans that are estimated to be living and working
abroad; it would, for example, require a transfer of on average US$100

a month by at least three million Zimbabweans.

Outstanding loans to bilateral and multilateral creditors weigh heavily
on the financial account. Arrears against these loans are currently

accumulating, increasing the deficit on the balance of payments in the

r eabsenceodf subsiantidl positiveaaglditions gnathe icapigal account (such

as debt relief) or receipts in the form of direct investment, portfolio
investment or other investment (such as trade credit). Foreign
investment in equities is limited by the fact that a foreign investor may
only hold up to 10% of the issued share capital of a listed company; the
total shareholding that foreigners can collectively have in a listed
company is 40%. Portfolio inflows are further limited owing to the

absence of bond and money market instruments.

The balance of payments did receive some support in 2009 on the
financial account by means of an allocation of reserve assets by the
IMF worth approximately US$520 million in the third quarter of 2009.
The government received also US$22 million in credit to support its
2009 budget.

Monetary policy

The role of the central bank in a dollarised economy becomes limited
as a result of the loss of independence of monetary. The central bank
is no longer able to set targets for policy rates or monetary aggregates
nor is it able to intervene in the foreign exchange market to allow its
currency to depreciate or appreciate as a result of the loss of exchange
rate policies. The central bank also loses its function of lender of last
resort. By abandoning the power to issue its currency, the central bank
will no longer have the ability to satisfy the demand for credit of banks
should they be in need of liquidity. In the case of Zimbabwe, monetary
policy now uses the Rand as the reference currency while hard
currencies were accepted for transactions as of 19 February 2009. The
Rand was chosen over the US dollar following the deeper integration

with South Africa than with the United States. The government of

Zi mb Zimkaewe has w@mimated ot theoskysterp afyninlg-cutremicies ®r the

duration of the medium term plan, ensuring that the current monetary

policy system will remain in place until at least 2012.

Amendments to the Reserve Bank Bill were introduced in 2009 with the
aim of bringing the powers of the Governor of the Reserve Bank of
Zimbabwe under the control of the Board, while clarifying the mandate
of the central bank and limiting the ability of the central bank to operate
outside of this mandate by borrowing foreign currency on its own
behalf to the detriment of reserves or engaging in quasi-fiscal activities.
This Bill was approved by the upper house of parliament in March
2010. The final stage of enactment of the Bill will require the

President“s signature.

While the adoption of this multicurrency system has led to the loss of
independence of monetary policy, it has drastically improved the
credibility of economic policy through removing the power of the central
bank to generate seignorage revenue. The more stable economic
environment is positive for the prospect of improved economic growth
and investment. The importance of fiscal policy under a regime of
imported monetary policy becomes dominant and important in
determining the growth path of the economy. The assumption is that
the loss of seignorage revenue will be compensated by increased
government borrowing. Zi mbabwe" s

limited to due arrears on previously accumulated debt.



The central bank continues to be responsible for the supervision of the
financial system and is in this role able to prescribe minimum reserve
requirements. The role of a reserve requirement in monetary policy is
to inter alia manage bank liquidity while historically it has also been

used to maintain solvency of the banks.

The statutory reserve policy of the central bank of Zimbabwe was
amended with effect from 1 February 2010. The statutory reserves
requirement will be reduced to 5% (from 10% previously), of which the
Reserve Bank will keep 2.5% and the other 2.5% will be kept in an
offshore bank, which must be authorised by the Reserve Bank. The
statutory reserves in respect of deposits acquired in the period up to 31
January 2010, will remain at 10% and the Reserve Bank will continue
holding the deposited amounts pending the execution of various
instruments that facilitate re-alignment of the old ratio to 1 February,
2010.

The prescribed minimum paid-up equity capital requirements are set to
increase on 31 March 2010. Seven out of the seventeen commercial
banks had already met this requirement as per 30 November 2009.
The remaining ten banks capital

less than the requirement US$12.5 million that will become effective on
31 March 2010. One commercial bank was even unable to meet
requirement of US$6.25 million as was effective at that point in time.
One building society and one merchant bank were unable to meet the
requirement of US$5 million. A total of US$72.2 million in capital is to
be raised by banks between 30 November 2009 and 31 March 2010
for all banks to meet the new capital requirements. Foreign owned
banks are expected to raise this capital through their parent company;
however local banks are expected to face difficulties in raising the

necessary capital.

Table 4: Prescribed minimum capital requirement (US$ million)

Minimum Capital Requirement

by 30 Sept 2009 by 31 Mar 2010

Commercial Banks 6.25 12.5
Merchant Banks 5 10
Building Societies 5 10
Finance Houses 3.75 7.5
Discount Houses 3.75 7.5
Asset Management

Companies 0.25 0.5

Source: RBZ
The adoption of the multi-currency system has been reasonably
successful in increasing the liquidity in the money market. Deposits
demonstrated strong growth in 2009, with volume of broad money (M3)
growing from US$0.54 billion in May 2009 to US$1.33 billionin
December 2009. Long term deposits make up less than 3% of overall
deposits creating serious challenges for the provision of long term debt
capital. This in turn is limiting the intermediary role of the financial
sector. The average loan to deposit ratio of commercial, saving and
merchant banks and building societies was equal to 48.19% in

December 2009. Outstanding domestic credit is heavily concentrated

in the public sector, with net claims on the government reaching
US$1.57 billion in November 2009 compared to net claims on the
private sector of US$604 million. Claims on the government have
however remained relatively stable. Credit extended to the private
sector increased by on average US$67 million per month between
June and November 2009, while credit to public enterprises increased
by US$3 million per month in the same period. The sectoral distribution
of loans is as follows: manufacturing (22.16%), distribution (20.2%),
agriculture (19.3%), services (14.62%) and mining (6.77%).

Figure 3: Monetary aggregates (2009, US$ billions)

11 /
1o /
0.9 > /
0.8 — /
0.7 /

0s /
0.5 o /

p05‘04/ as

0.3
Jun Jul Aug Sep Oct Nov

— [\ ] — \/] 3

Source: RBZ

The loan to deposit ratio of a number of commercial, savings and
merchant banks exceeded 100% (3 out of 26 banks) with other
exceeding 50% (a further 9 out of 26 banks) causing concerns about
liquidity needs in the banking sector in the absence of a lender of last
resort. This, in combination with apprehension around the exposure of
banks to the agriculture sector, led the IMF to call for the increase of

prudential measures following its visit to Zimbabwe in March 2010.

Figure 4: Inflation (m/m, %)
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Inflation under the new monetary policy regime has been brought into
single digits, with the past three months demonstrating decreasing
prices. Year-on-year inflation was -7.7% (y/y) in December 2009, -
4.8% in January 2010 and -0.7% in February. It should, however, be
noted that these year-on-year figures reflect the fact that prices were
still denoted in Zimbabwean dollars at the end of 2008 and in the
beginning of 2009. These prices were converted to United States (US)

dollars to calculate the consumer price index. The exchange rate



assumptions used in this conversion are likely to distort the actual price
level as reflected in the consumer price index (CPI). The inflation

figures are expected to become more useful moving forwards.

Public finances

Enhancing revenue collection has become the main priority of fiscal
policy following the implementation of the cash budget system. The tax
base has, however, decreased substantially as economic activity has

slowed and become increasingly part of the informal sector.

The introduction of the Audit Office Bill and the Public Finance
Management Bill in 2009 aims to improve effective and responsible
economic and financial management by government substantially while
allowing for independent supervision of the finances of the public

sector.

Revenue collection amounted to US$933.5 million in 2009, of which
US$36 million is retained by the Zimbabwe Revenue Authority (ZIMRA)
as compensation for its revenue collection efforts. The targeted amount
for collection was US$1.12 billion for 2009, leaving a shortfall in
revenue of 16.6%. Total expenditure and net lending was equal to
US$850.3 million in 2009, of which 48.1% was destined for
employment costs of civil servants. Expenditure exceeded the targeted
amount by 4.7%, mainly as a result of the ballooning wage bill.
Employment costs exceeded the targeted amount by 47%, while most

other current and capital expenditure items fell far below target.

Value added tax (VAT) has been the main source of revenue,
contributing 39% of overall collections in 2009. The standard VAT rate
of 15% is applicable to all goods and services except for basic
commodities and agricultural supplies. Trade is increasingly taking
place in the realm of formal retailers following the removal of price
controls and the use of foreign currency as means of payment. While
imports remain an important source of goods and services, increased
local production of goods is visible in the increasing VAT receipts on
domestic goods. These increased from less than US$0.5 million in
January to over US$22.5 million in June, implying a turnover of non-
basic domestic goods equal to US$371 million in one month in the
middle of the year. Receipts from sales increased further in the
remainder of last year, reaching a record US$42.7 million in December
2009. VAT receipts on imported goods and services were 5% lower
than the cumulative receipts on domestic goods in 2009:
US$188.23 million compared to US$179.0 million. This is set to
increase in 2010 as the list of zero-rated and exempt products is
rationalised while the tax base for imported products is aligned to a
duty-inclusive basis which includes cost, insurance and freight (cif).
The Ministry of Finance aims to increase VAT collection further through
the mandatory implementation of Electronic Tax Registers (ETR) at
points of sale per 1 April 2010. Custom duties were mainly obtained
from non-oil imports in 2009, with revenue from oil goods reaching
US$49.4 million out of total custom receipts of US$212.2 million.

Customs contributed 22.7% or US$212.2 million to total revenue

receipts in 2009, of which US$49.4 million was obtained from oil

imports. While Zimbabwe is signatory to the Southern African
Development Community (SADC) free trade area (FTA), various goods
imported from other member states of the FTA continue to face custom
duties. Under this regional trading agreement, 85% of goods imported
by Zimbabwe originating in SADC are required to face a zero per cent
tariff, with the remaining 15% tariffs to be reduced by 2012. Products
still subject to import barriers are deemed to be sensitive goods which
receive protection in the form
i mpor t®nheeetonomy. The government of Zimbabwe has
continued to use tariffs as a measure of protection for its domestic
industries in the past decade, increasing the rate of tariffs for products
that are produced locally while lowering tariffs on intermediate goods

and capital equipment that are imported by local producers.

Table 5: Government expenditure and revenue (US$ million)

2009 2009 2010
Target Actual Budget

Total revenue 1120.08 897.49 1440
Tax revenue 1056.36 882.56 1415
Income and profits 279.50 221.41 360
Customs duties 293.02 212.22 285
Excise duties 60.43 67.90 210
Sales tax/VAT 405.41 367.24 520
Other taxes 17.99 13.80 40
Non-tax revenue 63.72 51.09 35

Total expenditure and net
lending 957.74 850.28 2250
Current expenditure 767.98 803.98 1678
Goods and services 557.39 603.91 -
Employment costs 278.07 409.26 -
Programmes 138.78 31.19 -
Interest on debt 0.00 19.79 -
Foreign 0.00 16.43 -
Domestic 0.00 3.37 -
Current transfers 210.58 180.27 -
Capital expenditure 178.19 45.20 572
Net lending 11.58 1.10 -
Grants - 41.29 -
Foreign financing (net) -42.47 -
Surplus (excl. grants) 154.88 12.75 -
Surplus (incl. grants) 154.88 54.04 -
Vote of credit 391.0 22.74 810

Source: Ministry of Finance

The government moved to suspend customs duties on basic
commodities upon the launch of STERP: the Minister of Finance
moved to extend this measure until 31 July 2010; the suspension was
furthermore extended to selected inputs used in local production of
basic commodities. The commodities on which duty is suspended
include cooking oil, margarine, rice, flour, salt, mealie-meal, bath and
laundry soap, washing powder, toothpaste and petroleum jelly.
Customs duties on select capital goods and intermediate goods were
reduced further in the 2010 budget: half tonne pickup trucks (40% to
25%), small passenger motor vehicles (40% to 25%) and livestock for
breeding (5% to 0%).

of



Tax on income and profits increased from less than US$5 million a
month in the first quarter of 2009 to US$52 million in December alone.
The majority of this was a result of the taxation of individuals, who
faced a marginal tax rate of 37.5% and a tax free threshold of US$160.
This has subsequently been reduced to 35%, with a threshold of
US$150 from 1 January 2010. Total receipts from tax on individuals
were US$155.7 million, while company tax only raised
US$44.23 million in revenue in 2009; over 40% of corporate taxes
were received in December 2009. The corporate tax rate was reduced
from 30% to 25% from 1 January 2010 to bring it in line with regional

tax rates.

Total tax revenues are expected to increase to US$1.44 billion in 2010
on the back of both improved economic activity and tax administration.
Total receipts in January and February 2010 were equal to
US$101 million and US$130 million, respectively. Should receipts be
maintained at an average of at least US$135 million a month, then total
receipts should be sufficient to finance the foreseen current
expenditure. The dominance of the wage bill in the budget will,
however, continue to limit expenditure on infrastructural rehabilitation
as well as development expenditure. The IMF has encouraged the
government to reprioritise spending towards the care of vulnerable
groups as well as infrastructural projects. As the domestic savings"rate
is expected to remain low, execution of the non-current budget will
mainly hinge on access to external financing from development
partners to assist in funding the various development needs included in

t he “ v ot endanfthe capital @xpenditure on the budget.

External support from bilateral donors, multilateral organisations

and development finance institutions

The government had hoped to mobilise US$8.4 billion in support of its
short-term policy responses in 2009, of which US$1 billion was
required in the form of direct budgetary support. This includes
US$391 million in lines of credit. The government of Zimbabwe,

however, only received US$22 million in the vote of credit in 2009.

Bilateral donors While bilateral donors have been hesitant to provide
budgetary support to Zimbabwe, support in response to the
humanitarian needs reached US$657.88 million in 2009. The largest
shares of this amount were provided by the US (29%), the European
Commission (19.3%) and the United Kingdom (UK) (7.3%). The
governments of these countries currently impose measures against the
government of Zimbabwe that prevent them from providing support
directly through the national budget. Donors have, however, continued
to find alternative methods to provide aid in support of the provision of
health care, education and other social services, but also the
production of food in the agricultural sector. The shift to transitional
funding (seen as a move in the direction of direct budget support), as
the outlook for the humanitarian situation in 2010 has improved, has
led to a smaller appeal for humanitarian aid in 2010, namely US$378.5
million. Only US$8.9 million had been pledged by donors as of
February 2010.

Donors moved to establish a programmatic Multi-Donor Trust Fund
(MDTF) for Zimbabwe that will be administered by the World Bank.
Bilateral donors as well as the international financial institutions are to
coordinate developmental projects through this fund. Australia,
Denmark, the Netherlands, New Zealand, Norway, Sweden, the UK
and the European Commission (EC) will also support a US$70 million
UNICEF fund, known as the Educational Transition Fund, aimed at the
improvement of basic education in Zimbabwe within the next year. The
EU and the FAO announced a US$60 million facility for Zimbabwe as
part of the EU food facility that will assist vulnerable farmers with inputs
for the 2009/10 harvest season. Inputs include maize and sorghum

seed as well as fertilisers.

The size of the programmatic MDTF will depend on the contributions of
the various multilateral and bilateral donors. The UK has historically
speaking been the largest donor to Zimbabwe. Its Department of
International Development (DFID) provided £56 million (about
US$79.96 million) in aid between April 2008 and March 2009, of which
7% was in the form of humanitarian aid. The health sector received
over half of this amount, while other social services received close to a
third. Bilateral aid from the UK will increase to £60 million in its fiscal
year (ending in March 2011). The US emerged more recently has a
dominant player in the provision of humanitarian aid. Other bilateral
donors that have in recent years provided on average between US$15
and 25 million per year include Sweden, France, Germany, Ireland,
Japan, Norway, Canada and the Netherlands. China has emerged as a
non-traditional donor to Zimbabwe, announcing credit lines of US$950
million in June 2009. Results of the 2009 budget reveal that US$5.79
was received from China in the form of concessional loans between
June and September of 2009. The Republic of South Africa provided
ZAR300 million in credit to Zimbabwe between May and September
2009.

Regional development finance institutions such as the Development
Bank of Southern Africa (DBSA) and the Industrial Development
Corporation (IDC) of South Africa present an alternative source of
capital for public-private partnerships and commercial endeavours in
various infrastructural projects. The IDC is able to provide project
finance, export finance or a combination of these finances for projects
in ten specific sectors in Zimbabwe.® According to the investment
guidelines for countries within SADC, the IDC is capable of financing
50% of new projects with a minimum size of US$3 million. The IDC
further offers funding for the expansion or rehabilitation of existing
projects with an existing capital asset base of a minimum of US$3
million. The form of finance provided includes equity, quasi-equity,
commercial debt or any combination thereof. The Bilateral Investment
Protection and Promotion Agreement (BIPPA) between South Africa
and Zimbabwe signed on 27 November 2009 will provide support to

the I DC"s endeavours in Zi mbabwe.

3 These sectors include mining and mineral beneficiation, industrial infrastructure
(power plants, transport infrastructure, telecommunications etc.), oil and energy,
manufacturing/fabrication, agro-processing, tourism, healthcare, education,
information and communications technology, and forestry and related industries.



Bilateral investment treaties (BIT) with Zimbabwe

South Africa signed a bilateral investment treaty with Zimbabwe on
27 November 2009. The agreement was ratified by the Senate (the
upper chamber of the country's bicameral parliament) in March
2010, bringing the BIPPA into force. This agreement protects
investments made by South African nationals or companies in
Zimbabwe from the date of signature onwards; however, it does not
seek to address disputes regarding investments made prior to the
date of signature. This issue was highly contentious in South
Africa, where farmers whose land was expropriated are seeking
restoration of property rights, or claims for compensation. The
agreement protects investments against expropriation as well as

unfair or discriminatory treatment.

Under this agreement investors are, in the case of a dispute, able
to appeal for settlement to the International Centre for Settlement
of Investment Disputes (ICSID), established under the Convention
on the Settlement of Investment Disputes between States and
national governments of other States, or an ad hoc arbitration
tribunal to be established under the Arbitration Rules of the UN

Commission on International Trade Law (UNCITRAL).

According to the UN Conference on Trade and Development
(UNCTAD), Zimbabwe has also signed a BIT with 30 other
countries as per 1 June 2009, including Indonesia (signed in 1999),
Mauritius (2000), Thailand (2000), Czech Republic (1999), Croatia
(2000), France (2001), Germany (1995), the Netherlands (1993),
Portugal (2001), Sweden (1997), Switzerland (1996) and the UK
(1995). Zimbabwe signed investment treaties with five African
countries in 2003: Tanzania, Uganda, Botswana, Malawi and

Ghana.

Only six of the signed bilateral investment agreements have
actually come into force. The BITs that have been ratified by both
parties include that with China (which came into force in 1998),
Denmark (1999), Germany (2000), the Netherlands (1998), Serbia
and Montenegro (1997) and Switzerland (2001).

A group of claimants from the Netherlands has successfully used
the BIT with Zimbabwe in an international arbitration case brought
before the ICSID in April 2009 (Bernardus Henricus Funnekotter
and others v. Republic of Zimbabwe, ICSID Case No. ARB/05/06)
following a dispute regarding compensation for damages suffered
from the expropriation of large commercial farms directly or
indirectly owned by those lodging the complaint between 2000 and
2003. The Tribunal concluded that Zimbabwe was in violation of its
obligation to provide fair compensation in the case of expropriation
that the 13 cl aimiflamin <

and rul ed

damages from the state of Zimbabwe.

other cases of land expropriation that occurred under the
accelerated Land Re ¢
Track P r o wilt bembroaight before the ICSID by other

European individuals under the BIT with Germany, the Netherlands

Reform and

and Denmark.

While investor confidence remains shaky as a result of uncertainty
around the credibility and continuity of economic policy under the
Government of National Unity (GNU), the BIPPA with South Africa
will assist in providing investors with a legal aid to deal with some
of the political risk associated with investment in Zimbabwe. This
as with other tools to mitigate risks (such political risk insurance)
has been hard to come by and if obtained it is very costly. The
BIPPA will assist in the provision of guarantees by institutions such

as the Export Credit Insurance Corporation (ECIC) of South Africa.

The IDC further provides export finance; however, this finance is
conditional on the provision of political risk insurance cover from the
Credit
Zi mbabwe"s

Export Insurance Corporation (ECIC) of South Africa.

risk rating with the

the scale, weighing heavily on the cost of insurance. Other countries
with that rating include Chad, the Republic of Congo, Burkino Faso and
Sudan. An export contract requires a minimum value of ZAR10 million

to be considered by the IDC.

International Finance Institutes (IFIs) In rescheduling its arrears to the
World Bank, IMF and African Development Bank (AfDB), Zimbabwe
would move closer to becoming eligible for much-needed concessional
funding from the International Development Agency (IDA) of the World
Bank, the IMF and the AfDB.

Zi mbab weears aganst the World Bank were equal to
SDR440.2 million (approximately US$683.3 million), while arrears to
the AfDB stood at SDR294.9 million (approximately US$475.3 million)
at the end of June 2009. This debt continues to grow as arrears in
principal and interest payments accumulate. Zimbabwe could clear its
arrears to the World Bank through utilisation of its regular allocation, or
through receipt of an
for eligibility for receiving this grant are largely equal to those of debt
relief described in the section on debt relief below (page 10). The funds
for arrears clearance to IDA and the International Bank of
Reconstruction and Development (IBRD) were ear-marked under the
15" IDA replenishment and should therefore be available if Zimbabwe

is able to meet the necessary criteria (Leo & Moss, 2009).

The AfDB provides for arrears clearance through (the first pillar of) its
Fragile States Facility (FSF), in addition to limited lending facilities. The
government of Zimbabwe will receive US$6 million from the third pillar
(of in total three) of the A f D B-SFsfor capacity enhancement (studies,
training, systems development etc.) in the economic and financial
governance area. The AfDB furthermore provides technical assistance
to the government of Zimbabwe. Further financing from the AfDB (from
the second pillar for supplementary funds) will depend on rescheduling

of outstanding amounts to official creditors as wel | as
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“gxaeaptiofddle

Zi

o



ability to meet the following criteria: (i) commitment to peace and
security, (i) demonstration of unmet social needs, (iii) improved
macroeconomic conditions and pursuit of a sound debt policy and
()

increased transparency and accountability therein, as well as (v)

public sector financial management policies and practices,

coordinated reengagement with partners.

Zimbabwe was allocated 261.98 million in special drawing rights
(SDRs) (approximately US$422.26 million) by the IMF on 28 August
2009 and an additional SDR66.4 million (about US$107 million) in the
special allocation of resources on 9 September 2009. The special
allocation will be withheld until Zimbabwe clears its arrears with the
General Resources Account (GRA) and the Poverty Reduction and
Growth Facility (PRGF) — External Shock Facility (ESF) Trust.
Zi mbabwe"s arrears to
US$144 million) at the end of June 2009. Zimbabwe will continue to be
ineligible for concessional lending from the IMF through its PRGF and
the ESF owing to continued arrears to the IMF as well as other official
creditors. Zimbabwe could use part of the allocated funds to clear
these arrears, now that its voting rights in the IMF have been restored
and steps have been made to reverse its ineligibility to utiliset h e |
general resources as recently as 19 February 2010. As long as
Zimbabwe remains in arrears, it will remain removed from the PRGF-
eligible lift. To become eligible for lending, Zimbabwe will need to
reach an agreement on an arrears clearance strategy with official
creditors as well as demonstrate a track record of sound economic

policies.

Effective from May 4, 2009, the IMF resumed technical assistance to
Zimbabwe in the specific areas of (i) tax policy and administration; (ii)
payments systems; (iii) lender-of-last-resort operations and banking

supervision; and (iv) central banking governance and accounting.

Figure 5: External debt stock as at 31 December 2009 (US$
millions)

M Public enterprises

M Private sector

1,863

Government debt -
bilateral

B Government debt -
multilateral

Source: RBZ

Zi mbabwe"s access to financi al

by its prevailing external debt burden. Debt to international creditors
was equal to US$5.67 billion as of 31 December 2009, of which
US$4.24 billion was in arrears (75%). This is equal to an estimated
415% of exports. The external debt is that mainly owed to bilateral
creditors, 42% of total debt stock, while the remainder is predominantly
owed to international finance institutions such as the World Bank, the

IMF and the AfDB and to members of the Paris Club (34%). The
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external debt stock continues to rise as arrears in the form of principal

and interest payments accumulate.

Debt relief A credible debt strategy is needed to relieve Zimbabwe of
the debt burden that stands in her way of gaining access to
concessional financing from international finance institutions (IFIs) as
well as commercial capital markets. Debt-service relief and debt
forgiveness arrangements from IFIs as well as the Paris Club creditors
could be achieved; however, this would require Zimbabwe to meet the
specific criteria of each creditor as well as coordinate its interactions
with the various bodies, allowing each creditor to maintain its preferred

creditor status.

Attaining debt relief from the World Bank, IMF and AfDB would require

Zimbabwe to (1) reclassify itself as a low-income country (from its
SDRS89

equa t o .
cu‘irent status as a middle-income country). By reclassifying itself as a

low-income country, Zimbabwe would become eligible for the
concessional financing windows of the World Bank" DA and the IMF" s
PRGF, rather than the facilities specifically designed for middle-income
as by the

countries, provided

Reconstruction and Development (IBRD) a n d

MF * s

Resource Account (GRA). Further requirements are that (2) the
debt
the debt-relief terms have been applied by bilateral creditors under the

applicant country* s ext er nal burden

Paris Club schedules; (3) the applicant country adopt staff-monitored
programmes with the IMF and the World Bank and establish a track
record of sound economic policies under these programmes; (4) the
applicant country formulate a Poverty Reduction Strategy Paper
(PRSP) through a participatory process; and (5) the applicant country
reschedule all arrears. Zimbabwe will, on the basis of these criteria, be

able to qualify for interim debt relief.

Debt relief will become irrevocable once macroeconomic stability has
been maintained under a PRGF-supported programme; key structural
and social reforms have been carried out; and the implementation of

the Poverty Reduction Strategy has been satisfactory for one year.

Domestic strategy for debt relief As st at ed
predominantly in the form of arrears to the Paris Club as well as the
IFls. Zimbabwe should therefore focus on continuing its engagement
with the multilateral organisations, donors and bilateral creditors to
establish a basis for rescheduling its arrears using the mechanisms
referred to above. The steps above require serious commitment from
all parties in Zimbabwe to a process of economic reform as well as the
support from members of IFls. The largest risk at present is the lack of

consensus at home on the path to be followed to achieve external

ma r k eSPRIY. TRiS{g Rarally agesyjt of resiptgnee by,sqrae tqwargs being

reclassified as a low-income country.
Conclusion

Zimbabwe has in the past year set foot on a path towards recovery;
however this path promises to present significant hurdles that will
require strong commitment from government to overcome. Increased

levels of fixed capital investment are urgently required to achieve levels

above, Zi
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GDP growth that would restore income to level of a middle-income
country known at the end of the last millenium. The competiveness of
Zi

demise of capital equipment that resulted from the decreasing levels of

mbabwe“s industry wild/l further
economic activity, the lack of investment and the adoption of new
technology. Industries will need to focus on externally led growth as the
internal demand in Zimbabwe is expected to remain low on the back of
poor purchasing power as well as the sheer (small) size of the market
that will stand in the way of industries capacity to benefit from
economies of scale. An export led strategy will require increased
competiveness of local firms that in turn is associated with the
implementation of inter alia innovative technology, flexible labour

contracts and efficient infrastructure.

In the absence of an independent monetary policy, the most important
instruments available to the government to influence economic growth
are measures to direct public expenditure in the context of fiscal policy,
increase productivity and labour market policies. The most imminent
hurdles to increased economic growth requiring government action are
presented by the arrears on external debt that forms a barrier to
increased fiscal space, the need to rationalise the relative size of the
wage bill in public expenditure and improve the provision of
infrastructural services (in particular power supply). Zimbabwe is
heavily reliant on foreign capital following the destruction of its local
currency savings base and the decline in income generating activity in
the period of the worsening crisis that lasted until 2008. The investment
boost required to give an impetus to the emergence of the economy of
Zimbabwe from its fairly dormant state will hinge on the provision of
finance in the form of aid, investment and/or debt capital to the public

and private sector.

Growth is expected to remain unspectacular in the absence of strong
commitment of government to and finance for measures to tackle the
issues above. In 2010, however GDP growth is however likely manage
to reach higher levels than in 2009 as the externalities of an improved
macro-economic environment continue to manifest and as a result of
the low base effect. Growth will continue to be accompanied with
sizeable imbalances on the current account and increasing balance of
payment deficits as external debt continues to accumulate and inward
flows on the capital and financial accounts remain muted. The current
trend of deflation is unlikely to hold and is likely to veer closer to that of
its regional trading partners, which would imply inflation in the region of
5%.

mor e
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Infrastructural challenges in Zimbabwe

Roads

The World Bank carried out an infrastructure assessment in
Zimbabwe in 2006 in which it tried to establish the state of the total
road network (88 330 km), railway and water ways. In this study it
was estimated that 24% of the road network, of which 15 000 km is
paved, was in “good” condition
cost to restore the entire network to good condition was estimated
to be equal to US$1.7 billion at that point, rising by about
US$80 million per year, bringing the cost in 2010 to over US$2

billion.

While the authorities responsible for road maintenance (i.e. the
Ministry of Transport and Communications, urban and rural district
councils as well as the District Development Fund) did continue to
perform some maintenance and to construct some new roads,
these authorities have all suffered from severe underfunding and
the brain drain in the past ten years. Donor support to the road
sector was halted in 2001, exacerbating funding and capacity
issues in the local departments. The Minister of Transport and
Infrastructural Development was allocated US$20.7 million in the
2010 budget under the GNU. This amount was set to increase to
US$41 million in 2011 and US$42.8 in 2012. An additional
US$58.6 million was to be obtained for rehabilitation and upgrading
from development partners through the vote of credit in the 2010
budget, of which US$26.3 million was for roads and bridges,
US$19.5 million for airports and US$12.8 million for railways.

In the absence of substantial donor pledges to this call, in March
2010 the Minister of Finance moved to release US$100 million of
the SDRs that were allocated to Zimbabwe by the IMF to finance
infrastructure projects. These funds will be provided as loans to
fund projects such as the dualisation of roads (Harare Norton and
US$10.2 million),

International Airport, construction of an international airport in

Harare-Skyline, rehabilitation of Harare

Bulawayo, and improvement of water and sanitation in Bulawayo
(US$6.4 million).

Table 6: Size of Road network (km)

Type of Road

Regional and primary 4724
Secondary 15 886
Tertiary feeder 23393
Tertiary access 36 095
Urban 8240
Total 88338

Source: World Bank

Rail

The railway system of Zimbabwe, with a route length of 2 760 km,
provides pivotal connections between the Democratic Republic of

Congo (DRC) and Zambia and Botswana, Mozambique and South



Figure 6: Railway network in Zimbabwe

Source: NRZ

Africa. Freight traffic has declined sharply in the past two decades
with the volume of freight falling from levels of close to 15 million
tonnes in the early nineties to less than five million tonnes in 2004
(World Bank). Freight traffic by the National Railways of Zimbabwe
(NRZ) and the privately consorted route over Beitbridge
subsequently recovered somewhat in 2005 to 6.3 million tonnes,
while the task was set to increase the transported quantity on its
rails to nine million tonnes by 2006. Speed restrictions were
imposed on large stretches of the tracks due to damaged sleepers
and outdated signalling systems, while the stock of locomotives
and wagons has sharply deteriorated in quality and quantity. The
stock of locomotives was estimated to include 149 diesel and 30
electric machines in 2004; however, only 38% of the required

locomotives were estimated to be readily available for use.
Figure 7: Railway freight traffic (million tonnes)
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Source: World Bank, Kanyenze (2009b)

The Minister of Finance estimates that US$42 million is needed for
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basic repairs to the infrastructure as well as the acquisition of new
material that will improve the availability of locomotives as well as
reduce the speed limitations. The NRZ aims to complement the
US$12.9 million allocated to the railway sector in the 2010 national
budget with US$5 million from its own resources for its programme
of “increased
rehabilitation” i n | i ne with i tnsllontannes eft
freight traffic on its rails and the transportation of 1.3 million

intercity and two million intra-city commuters (NRZ).

Energy

Energy generation capacity is severely constrained as a result of a
lack of operations and maintenance expenditure on the existing
capital equipment as well as investment in new operations since
the completion of the Hwange thermal plant in 1986. Current
capacity is equal to approximately 1 100 mega watt (MW), while
peak demand is estimated to be at around 2 100 MW. The Kariba
hydro-power station, the main source of energy, is currently
running at full capacity, producing 750 MW of electricity. The
Hwange thermal power station is unable to produce the 780 MW of
energy it was equipped for, as the plant is only able to utilise a
maximum of 40% of its capacity at present. The Zimbabwe
Electricity Supply Authority (ZESA) is facing severe challenges in
keeping at least two of the six generation units at Hwange in
operation. Three small thermal power stations (in Bulawayo,
Harare and Munyati) have an installed capacity of 170 MW;
however, these power stations face similar challenges in the
maintenance of capital equipment; sourcing (financing) sufficient
coal has furthermore presented problems. Imports from the DRC,
Mozambique, Zambia and South Africa have been able to provide
some additional power to Zimbabwe; however, the shortfall in
electricity is colossal. The continued shortage of over 800 MW in
power has led to sustained blackouts that in turn cause severe

disruptions to industrial production.

Table 7: Energy generation capacity in Zimbabwe

Installed Available
capacity capacity
Kariba 750 750
Hwange 750 280
Small Thermal Power Stations (incl.
170 -
Harare)
Independent Power Producers (IPP) 70 50
Total 1749 1081

Sources: Confederation of Zimbabwe Industries (CZI), ZESA,
Standard Bank est.

Long-term plans to increase the capacity of power generation
include the expansion of the capacity of the Kariba power station
through the installation of two new generators that will each be able

to provide 150 MW of power at a cost of approximately US$800
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million. Other plans that were to add to the power capacity in the
past include additional units at the Hwange thermal power plant
(that would produce 600 MW in energy), the construction of a new
thermal plant in Gokwe north as well as the construction of turbine
runners in Lupane south. These projects have, however, failed to
materialise. The investment needed to rehabilitate the existing
electricity generation and transmission capacity of Zimbabwe is
estimated to exceed US$385 million (Ministry of Finance).

The government included an appeal for US$52.6 million to execute

key rehabilitation work of
credit for the 2010 budget; however, this sum has not yet
materialised. Appeal to the donor community for donor-funded
projects and programmes in the energy and power development
section in 2011 and 2012 are substantially larger, namely US$206
million and US$512.5 million, respectively. The budget for the
Minster of Energy and Power Development in 2010 was equal to
US$1.5 million. The medium-term plan is to increase the allocation
to this ministry to US$7.4 million in 2011 and US$10.8 million in

2012.

Figure 8: Existing and previously planned expansion of power
generation capacity by ZESA
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