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QAlways bear in mind that people are

not fighting for ideas, for the things in

AT UTTAB0 EAAA8 4EAU A0/
material benefits, to live better and in

peace, to see their lives go forward, to
guarantee theEOOOOA 1T £ OEAEO A

Amilcar Cabral.

MOTION

Mr. Speaker Sir, Section 103 (1) of the Constitution of Zimbabwe,
read together with Section 28 (1)(a) of the Public Finance
Management Act, demands that the Minister responsible for Finance
shall causeto be prepared and lay before Parliament, on a day on
which Parliament sits, before or not later than 30 days after the start
of each financial year, Estimates of Revenue and Expenditure of

Zimbabwe for that financial year.

Consistent with our laws, it 5 with humility that | Move that Leave be
granted to bring in a Bill to make Provisions in connection with
Revenues and Expenditures of the Republic of Zimbabwe for the
financial year January to December 2011 and to make Provision for

matters ancillary andincidental to this purpose.

INTRODUCTION

Mr Speaker Sir, on 27 June 1981, African Heads of State and
Government met in Nairobi and adopted the African (Banjul) Charter
iIT (Oi AT AT A 0AiI PI AGO 2ECEOOS



Article 22 of this Charter reaffirmed the right of allAfrican people to
economic, social and cultural development and obliged all African

States to ensure the pursuit and exercise of the right to development.

Mr Speaker Sir, the obligation to pursue the right to development,
within the context of all other broad social and democratic rights
defined in the African Charter is the foundation stone of the present
Budget.

In the pursuit of this developmental vision, Mr Speaker Sir, and
consistent with the dictates of the Public Finance Management Act,
Treasury embarked on extensive country wide consultations in

respect of the preparations for the 2011 Budget.

The consultations covered the length andoreadth of the country,
embracing a wide spectrum of stakeholders across all the Provinces,
with meetings held in Harare, Mutare, Masvingo, Bulawayo, Bindura,

Chinhoyi, Marondera, Gweru, Beitbridge and Victoria falls.

Mr Speaker Sir, allow me to thank the thousands of Zimbabweans

who came to give testimonies during the consultations.

There were the likes of King Chimba and Jerry Gotora in Marondera,
Dumisani Mbikwa Nyoni and Brain Williamson in Victoria Falls,
Tungamirai Kurunzwa and Mrs Mwedzi in Masvingo, Ruth Labode

and Lindela Ndlovu in Bulawayo, Xavier Kadhani and Edwin Magoga
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10.

11.

12.

13.

14.

in Bindura, Mutongi Makumbirofa and Paul Braystone in Beitbridge,

Cephas Jack and Felix Gwarure in Chinhoyi, just to name a few.

In addition to the Provincial consultations, Treasury had extensive

consultations with a plethora of other stakeholders.

These included representatives of Latmur and Business, including the
Zimbabwe Congress of Trade Unions, the Confederation of Zimbabwe
Industries, the Zimbabwe Commercial Farmers Union, the
Commercial Farmers Union, the Zimbabwe National Farmers Union,
the Zimbabwe National Chamber of Commercethe Chamber of
Mines, the Institute of Chartered Accountants, and the Retalil

Association of Zimbabwe, among others.

Mr Speaker Sir, preparation of this Budget is also indebted to the
many written contributions and representations made by various

organisations and persons through the Treasury website.

Mr Speaker Sir, let me also thank Parliament for the valuable
contribution to the Budget during consultations held in Victoria Falls
over 4 - 6 November 2010. Allow me also to appreciate the inputs of
the various Parliamentary Committees, particularly theCommittee

on Budget, Financeand Investment Promotion.

Mr Speaker Sir, it is self evident from the Budget consultative
meetings that the Vision to build aSable, Modern, Dynamic,
Democratic and Developme ntal State is shared by the majority of

Zimbabweans. This Vision was articulated in our anchor documents,

11



STERP | and the Three Year Macrdconomic Policy and Budget
Framework: 20107 2012, i.e. STERP II.

15. Central to the realisation of this Vision, Mr Sgaker Sir, is the
necessity for a paradigm shift, encompassing inclusivity and
democratic values in the management of both the economy and,
indeed, the State.

16. Mr Speaker Sir, specific key concerns highlighted by stakeholders
during the consultations for the attention of the Budget included the

following:

Guaranteeing uninterrupted power supply.
Reconstruction and rehabilitation of roads infrastructure.

1 Guaranteeing clean water supply and improved sanitation
services.

1 Improving health and education sociakervice delivery, among
others.

1 Social protection and safety nets, including for people living
with disability.
Support for agriculture and household food security.
Continued stability in the price level, including sustainable
wage levels.

1 Positive Intered rates on bank deposits, and Access to
affordable lines of credit.

1 Employment creation.

1 Abuse of public resources and Corrupt practices.

! The short Term Emergency Recoery Programme, March 2009
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17.

18.

19.

20.

21.

1 Perceptions of exclusion in development programmes.

T Political discord in the Inclusive Government and Absence of

National healing.

Mr Speaker Sir, in highlighting the above concerns, there is general

acknowledgement among stakeholders of the decline and difficulties

that faced our economy throughout the country over the last decade.

Of concern, however, is the feelinghat the sharing of the pain from

the decline was not shared equitably.

The most overwhelming story out there in our people is the deep

sense of exclusion and despair, especially with regard to rural

underdevelopment versus urban, and Harare development vsus

other centres.

While those in rural areas felt they bore the brunt of the pain, those

in the urban areas outside of Harare also harbour feelings of

disproportionate sharing of both the pain as well as the recovery.

In this regard, there is a percepbn that the national cake is not being

shared equitably, breeding concern over ownership and the

Ve ~
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development programmes.

The mind set of depression and inertia owes a lot to a long period of

multi -layered self induced policy distortions. The kind of issues we

sought to address in STERP.

13
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22.

23.

24.

25.

dirigisme, controls, exchange rate distortions, over regulation, quasi

fiscal activities, lack of capacity and general demaatic deficit.

Whatever the cause of the crisis, it was clear from the presentations
we received that the country ha to pursue the agenda of
development. That we hae to deal with the challenges of a dual
enclave economy that pal much respect to an inegrated formal
sector which is much more integrated into the global economy at the
expense of the norAormal sector where the majority of the

population, particularly women, are housed.

Furthermore, we have to craft an alternative accumulation model

that puts transformation and equality at the centre. In short, the
articulation of a development model that oversees the enlargement
of the social base of development and the internalisation of the

accumulation base.

Put simply, Mr Speaker Sir, let us make Acle 22 of the African

#EAOOAO 11 (Oi AT AT A 0Ai Pl ABO 2ECEO

This challenges Government, through the Budget and hwr
interventions, to pay more attention to Provincial and rural
development projects and programmes, that way also overcoming
some of the perceptions of exclusion and despair expressed in other

Provinces.

14



26.

Mr Speaker Sir, however, before proposing Budget interventions for
2011, allow me to begin by highlighting some of the global and

domestic economic developments.

GLOBAL ECONOMIOEVELOPMENTS & OUTLOOK

OUTPUT

27.

28.

29.

30.

Recovery of the global economy from the financial crisis of 2008/09
continues, benefitting from massive fiscal stimulus packages which
spurred industrial production and boosted aggregate demand.
Overall, international policy coordination also facilitated this quick

recovery.

As a result, global economic growth is estimated to rebound to 4.8%
in 2010 from a decline of-0.6% in 2009. The rebound was largely
driven by higher growth in emerging and developing economiesvith

an averagegrowth rate of 7.1% in 2010 from 2.5% in 2009.

Among the emerging and developing economies, China and India are
expected to register the highest growth rates of 10.5% and 9.7%
respectively,in 2010,

Similarly, unlike in the past, SubSaharan Arican economies
recovered faster, owing to prudent fiscal and monetary policies
strengthened regulation of the financial sector, andargeted support

for potential high growth sectors.

15



31.

32.

33.

Furthermore, the recovery of demand particularly for commodity
mineral products in advanced economies, improving international
commodity prices, foreign direct investment, remittances and aid

flows also assisted recovery of African counies.

As a result, SubSaharan African economies are expected to grow
significantly from 2.6% in 2009 to about 5.5% in 2010.

On the contrary, growth in advanced economies remamsluggish at
an estimated 2.7% in 2010from -3.2% in 2009. Downside risks
include withdrawal of policy stimulus packages fiscal fragilities,
particularly in Europe, financial sector vulnerabilites and asset price

volatility.

World Economic Growth Rates

World GDP
— Advanced Economies
Emerging and Developing Economies
Sub Saharan Africa
Zimbabwe

GLOBAL INFLATION

34.

Notwithstanding the expansionary fiscal policies pursued by most
advanced and emerging economies response tothe depth of the

recession, global inflation remains undr control.

16



35. In the advanced economies, inflation remained lowaveraging 1.3%
while in emerging and developing economiesnflation was contained
within single digit levels, averaging 6.2%. In Sub-Saharan Africa,
inflation averaged 7.5% in 201Q reflecting monetary easing by some

oil exporting countries in pursuit of growth.

36. Low inflation reflected a number of factors which included more
credible inflation control measures, improved capacity utilisation,
containment of wages and prices and overally imqoved credibility of

monetary policies.

World Inflation

28
23 ~

%

13

2008 2009 2010 Proj 2011 Proj.

Advanced Economies
Emerging and Developing Economies
Sub- Saharan Africa

INTERNATIONAL COMMODITY PRICES
37. In the aftermath of the financial crisis, international agricultural,

mining and energycommodity prices are generally on the rebound

mainly as a result of recovery in global denmad.
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38. Maize prices, which averaged US$165 per ton in 2009ncreased to
an average of US$206 per ton in 2010. Similarly, wheatices which
averaged US$223.4 per ton in 20Q%ave also increased to US$271.9
per ton. Cotton prices went up from an averagefdJS$0.32 per kg in
2009 to US$0.47 per kg in 2010.

39. Mineral prices also firmed with nickel trading around US$2 681 per
ton in 2010, from US$14600 in January 2009. Gold prices reached a
record high of US$1 300 per ounce in September 201fdom US$919
in 2009, while platinum prices rose by over 53%from US$979 per
ounce in 2009 to over US$1 @0 in September 2010.

40. Energy prices, depressed during the crisis period owing to low
industrial capacity utilisation, are on therise, with crude oil trading
above US$78 per barrel by September 2010, compared to an average
of US$45 per barrel in January 2009.

International Commodity ‘ ‘ ‘
Prices Jan Feb Mar Apr
Gold (US$/Ounce) 1118.0 1095.4 1113.3 1148.7 1202.0 1232.0 1194.9 1216.5 1271.2 1342.0
Nickel (US$/metric ton) 18470.1 18986.9 22524.3 25346.0 21193.5 19586.0 19484.0 21435.9 22681.1 23224.3
Tobacco (US$/metric ton) 2750.0 2759.9 4390.4 4390.4 4400.0 4403.0 4405.0 4410.0 4415.0 4420.0
Platinum (US$/ ounce) 1564.0 1522.5 1602.9 1698.3 1625.6 1557.3 1526.0 1538.0 1590.3 1624.0
Sugar (cents/pound) 28.4 26.0 193 16.3 14.6 15.4 19.7 18.6 22.7 26.9
Cotton (US$ cents/pound) 77.4 80.1 85.8 88.1 90.1 91.7 84.1 90.4 104.7 126.0
Wheat (US$/metric ton) 201.2 194.4 191.1 192.9 181.6 157.7 195.8 246.3 271.9 270.3
Maize (US$/metric ton) 167.3 161.5 158.9 157.2 163.2 152.8 163.9 175.4 206.2 235.7
Petroleum (APSP) (US$/barrel) 76.4 74.3 793 84.2 75.6 74.7 74.5 75.9 76.2 81.7
Source: IMF World Economic Outlook October 2010
OUTLOOK
41. The global ecmomic outlook remains positive with economic growth

of 4.2% projected in 2011. Emerging and developing economies will
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42.

43.

44.

continue to lead,and projected to register growth rates of 6.3% in
2011, with Sub-Saharan Africa growth projected at 5.5%, Asj&.4%,

and Latin America 4%.

However, growth in advanced economies will remain weakat an
average of 2.2% in 2011owing to weak domestic demandrelated to
higher unemployment and low private consumption. Other key
downside risks include the rise in public &bt which is projected at
over 100% of GDP by 2014, vulnerabilities witm the financial

sector, as well as diminishing commitment tavards cooperation.

2008 = 2009  2010est. 2011
(%) (%) (%) proj. (%)

World Economic Growth 2.8 -0.6 4.8 4.2
Advanced Econmies 0.2 -3.2 2.7 2.2
Emergln_g and Developing 6.0 o5 71 6.4
Economies

Sub-Saharan Africa 55 2.6 5.0 5.5
Latin America 4.3 -1.7 5.7 4
Asia 7.7 6.9 9.4 8.4

With regards to commodity prices, the projected slowdown in
economic activity will reduce denand for commodities.
Furthermore, the projected moderate growth in China, which has the
largest global share of commodity demand, will restrain commodity

demand expansim and, hence, commaodity prices.

Inflation is projected to remain low at 1.3% and 5.% for advanced
and emerging economies, respectivelyamid continued low aggregate
demand and high unemploymentwith exceptions for a few emerging

countries.
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V.

RECENT ECONOMIC DEVELOPMENTS

INFLATION

45,

46.

47.

Mr Speaker Sir, amajor achievementof 3 4 %2 MdciO-economic
stabilisation measures has been containment of inflationto levels
consistent with the SADC and COME$#acro-economicconvergence

targets.

In 2010, month-on-month inflation opened the year at 0.7%, before
rising to 1% and 1.1% in February and March 2010, respectively.
This decelerated to 0.1% and 0.3% in April and May 2010,
respectively. Over June to August 2010, prices fell by 0.1% in each
month, before marginal rises of 0.1% and 0.2% experienced in

September and October.

Yearon-year inflation in 2010 remained in single digit, with a
maximum of 6.1%recorded in May 2010. Negative inflation of-4.8%
and -0.7% was experiencedin January and February, respectively
From June 2010, inflation took a generally downward trend,

registering 3.6%in Octaber.
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48.

49.

50.

2010 Inflation Developments
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During the year, major inflation drivers were alcoholic beverages
and such non-tradable services as housing, water, electricity, health

and education.

The high and sticky tariff levels of the above key nortradable
services have undermined the empetitiveness of local production,
thereby, putting pressure on the current account balance through

higher growth of imports vis-a-vis that of exports.

In the outlook, however, overallinflation is expected to be contained

within single digit levels, ending the year ata projected4.8%.

REAL SECTOR

51.

Mr Speaker Sir, implementation of credible economic policies,
anchored onthe continued use of multiple currencies, fiscal prudence
through cash budgetingand the liberalised business environment, all

served to sustain economic stability and growth in 2010,
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52.

53.

54,

55.

notwithstanding financing and power supply challenges facinghe

productive sectors.

Economic growth is, therefore, expected to increase to 8.1% in 2010
from 5.7% in 2009. The stronger performances aren mining and

quarrying output, up 47%, and agriculture, 33.9%.

Real GDP Growth 2008-2011

DP bySector (% 008 009 010
Real GDP -14.8 5.7 8.1
Agriculture, hunting and fishing -39.3 14.9 33.9
Mining and quarrying -33.4 8.5 47
Manufacturing -17.1 10.2 2.7
Electricity and water -13.6 1.9 15
Construction -8.5 2.1 15
Finance and insurance -27.9 4.5 0.5
Real estate -36.4 2 0.9
Distribution, hotels and restaurants 2.8 6.5 0.5
Transport and communication 5.4 2.2 0.1

Source: CSO, MOF

Manufacturing growth in 2010 remains modest at an estimated 2.7%,
highlighting major challenges necessitating support for reversal of

the de-industrialisation experienced over the past decade.

Growth in other sectors is, however, subduedwith 1.5% in

construction, and 0.5% in distribution, hotels and restaurants.
Growth in the finance and insurance industry during 2010 is also
estimated at 0.5%, while the transport and communications industry

is projected at 0.1%.
Also notable is the increasing contribution toGDP of service sectors

Most notably, the share of transport and communicationwhich was
8% in 2000 had grown to 15.2% by 20009.
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INDUSTRY 2009 US$ CONTRIBUTIONS %
Agriculture 873,349,000 15.5
Mining 227,216,000 4.9
Manufacturing 825,538,000 14.7
Electricity and Water 275,789,000 4.9
Construction 32,624,000 0.6
Finance and Insurance 221,991,000 3.9
Real Estate 109,986,000 2.0
Tourism 615,837,000 11.0
Transport and Communication 853,796,000 15.2
Public Administration 222,609,000 4.0
Education 163,751,000 2.9
Health 70,137,000 1.2
Domestic Services 103,118,000 1.8
Other Services 241,075,000 4.3
Agriculture
56. Mr Speaker Sir, the strong estimated 33.9% growth ingaiculture

during 2010 is driven by maize 34%; tobacco 110%; sugar, 35%;

and cotton, 23%.

Selected Agricultur al Commodities

2008
Actual

2009
Actual

Tobacco (million kgs) 56 59 123 150
Maize (million tons) 575 1.24 1.3 1.5
Cotton (million tons) 226 211 260 300
Wheat (000tons) 34 48 20 50
Sugar (000 tons) 298 259 350 400
Growth Rate % -17.4 21.2 33.9 19.3

Support for Agriculture

57. Government support to the agriculture sector amounted to US$122.2
million as at30 September 2010.

58. These resources went towards
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1 the completion of the 2009/10 summer cropping season
US$40 millior

2010 Winter Wheat Production ProgrammeUS$117 million;
procurement of grain for the strategic reserveUS$55.2 million
irrigation infrastructure rehabilitation ,US$830 000
capitalisation of Agibank, US$10 million; and

the GMB, US$5.3 million.

= =2 =2 A =

59. The US$5.3 million disbursel to the GMB went towards silo
rehabilitation, maintenance and rehabilitation of weighbridges and
stacker machines as well as restructuring of GMB manning levels

through voluntary retrenchments.

Grain Production

Maize

60. Mr Speaker Sirmaize production in 2010 improved from 1.2 million
tons of 2009 to 1.3 million tons. This was largely underpinned bythe
higher hectarage of 1.8 million comparedtd A OO 1 Aliand &3
average maize yields felfrom 0.8 tons to 0.7 tonsper hectare owing

to late rains and drought in the southern Provinces.

61. Governmentinputs support, complemented by cooperating partners
under the coordination of the Food and Agriculture Organisation

(FAO), also enhanced maize production.
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62.

63.

64.

65.

66.

67.

StrategicGrainReserves

Mr Speaker Sir, farmers delivered220 910 tons of maize as ofl19
November 2010 out of an anticipated GMB intake of 300 000 tons.

Given the very low levels of stocks in the Strategic Grain Rege, the
Budget is underwrit ing this grain procurement, including upfront

storage and handling costs

The value of the cumulative 220 910 tons delivered to the GMB as of
19 November 2010 towards the Strategic Grain Reserve was 8%

million .

Wheat

Ove the years, wheat production has been decreasing owing to

declining hectarage, funding challenges and unreliable power supply.

Under the 2010 winter wheat programme, Government secured a
US$26.6 million inputs support scheme for farmers to access seeds
and fertilizer at subsidised prices. This was targeting to put 45 000

hectares under wheat production.

Under this facility, input deliveries amounted to 835 tons of wheat
seed and 22 500 tons of compound D fertilizerwith a combined
value of US$11.7 milbn. Farmers also accessed top dressing
fertilizer from the 2009/2010 summer Cropping Seasonstock carry-

oversworth US$14.9 million.
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68. Out of the targeted hectarage of 45 000 hectares, farmers only
managed to put 12 000 hectares using inputs worth US$5 Hion.
The balance of fertilizer was directed towards supporting the
2010/11 summer cropping programme. The low hectarage for the

2010 seasonwas mainly on accountof erratic power supply.

69. Anticipated wheat deliveries tothe GMBin 2010 amount to 25 000
tons assuming an average yield of 2.5 tons per hectare. Already,
farmers have started wheat deliveries to various GMB depots andt1
537 tons valued at US$5.8 millionhad been delivered by 19
November2010.

70. This, if all procuredtowards build up of the Srategic Grain Reserves,

would require Budgetresources amounting to US$1L.7 million.

Tobacco

71. In the 2009/10 season about 65 000 hectares were put under
tobacco, with 3 000 hectares under contract farming, 20 000

hectares on self financing and 15 000dttares by communal farmers.

72. As a result, 135 million kgs were sold at an average price of
US$2.88. This waagainst the 2010 midyear estimates of around 93
million kgs and 58.6 million kgs realised in the 2008/09 season.

73. The increased production in2010 benefitted from self financing from
OEA DPOAOEI OO UAAOGO O1T AAAAT DHOT AAA

well as additional bank and contract financing. The increased
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74.

hectarage as more farmers joined tobacco farmingalso enhanced

tobacco output.

In 2011, tobacco output is projected to increase to 150 million kgs
from about 90 000 hectares. Private financing will remain a major
factor in tobacco farming. Contract farming support, which is
projected to increase to 40 000 hectares, will be augmented by
facilities from the banking sector as well as self financing from
DOAOGEI 0O UAAOOG DOl ARAAAOS

Cotton

75.

76.

Cotton production is estimated to reach 260 000 tons in 2010 from
211 000 tons in 2009. The promulgation of Statutory Instrument 142
of 2010, which proteds both cotton farmers and cotton buyers,
through prohibiting side marketing has built confidence in the sector.
As a result, contractors who had withdrawn from the sector in 2009

returned, thereby, increasing the number of supported farmers.

In 2011, cdton production is projected to further increase to 300
000 tons against the backdrop of anticipated improvement in

international cotton prices.

Sugar

17.

Mr Speaker Sirtotal sugar output is expected to increase to 350 000
tons in 2010 from 259 000tons in 2009, largely due to the liberalised
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business environment and the realisation of macr@conomic

stability.

78. Furthermore, support | /£ O p o 8 yor Vuldrabl& $miall holder
sugar producers this year by the European Union (EU)nder its
Programme of Accompanying Measures for Sugar Protocol Countries
for 2010 is going to complement significant investments by the

bigger producers.

79. Qutput in 2011/12 is anticipated to further increase to 40 000 tons,
xEQOE 1100 1T &£# OEEO AiI T EIT C A£EOI I 40EAI
where targeted sugar production growth is setto raise output to 330
000 z 350 000 tons.

80. Already, the crush rate at Hipo Valley mills has since increased
closer to capacity as the second refurbished line was also brought

into operation.

81. Further re-establishment and rehabilitation of infrastructure in
existing cane production areas should return the sugar industry to its

former peaklevels of production of 600 000 tons per year.

Dairy

82. Mr Speaker Sir, he ongoing restocking programme aimed at
increasing the national milking herd, coupled with growing expertise

in dairy milk production by indigenous farmers, is beginningto have

a positive impact on raw milk production.
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83. There is still, however, a long way to go athe estimated growth in
milk production will only see output rise from 40 million litres
realised in 2009 to 45 million in 2010. This is against national
demand of 96 million litres and an installed capacity of 350 million

litres.

Irrigation Development

84. Mr Speaker Sir, lack of fiscal space has limited our capacity to
intervene meaningfully towards supporting our farmers take

advantage of our water bodies throgh irrigation development.

85. Hence,during 2010 we have only been abldo repair few communal
irrigation schemes that had become no#functional due to

breakdown of pumps, water conveyaning systems and infield canals.

86. Given Budget constraintsthe major challenge remains that ofgetting
beneficiaries to also participate by re-investing part of their
agricultural income proceeds towards maintenance of irrigation

schemesincluding payment of electricity bills.

Manufacturing Sector

87. Mr Speaker Sirgrratic power supply and absence of medium to long
term capital continue to adversely impact on domestic industrial cost

of production, compromising competitiveness of the manufacturing

industry and limiting growth to the anticipated modest2.7%in 2010.
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88.

89.

This has slowed down recovery in industrial capacity utilisation

across most sub-sectors. Notable gains have, however, been

registered in beverages and tobacco.

15.0

Manufacturing Growth Rates
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Growth in other sub-sectors, which included foodstuffs, 0.5%: textiles

and ginning, 0.4%; chemicablnd petroleum products, 0.36; paper,

printing and publishing, 0.2%; and other manufactured goods, 0.1%;

remained subdued.

Sub-Sector Capacity Utilisation

. - AP A
009 A 010 011 Pro
Food Stuffs 39 42 45
Drinks, Tobacco & Beverages 50 59 62
Textiles & Ginning 20 21 21
Clothing & Footwear 58 55 51
Wood & Furniture 82 83 85
Paper, Printing & Publishing 41 43 43
Chemical & Petroleum Products 31 31 32
Non-Metallic Mineral Products 21 21 23
Metals & Metal Products 11 10 9
Transport Equipment 16 14 14
Other Manufactured Goods 13 14 16
Overall Growth 10.2 2.7 5.7

Source: CZI, ZIMSTATS, MOF
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90. In some subsectors such as clothing and footwear, metals and metal
products, and transport equipment, output is estimated to has
declined by-0.4%,-1.4% and-0.4%, respectively.

Mining

91. Mr Speaker Sir, nming has been the fastst growing sector since
2009, with growth up from 33.3 % in 2009 to an estimated 47% in
2010.

92. The major gains in mining are against the background of fm
international commodity prices, as poductivity in the mining sector

remains weighed down by erratic power supply.

93. Increasing confidence in the sector has also benefitted investment in

expansion programmes and recapitalisation of mining operations.

Main products 000s tons

‘ ‘ 2010 2011
2008 2009 Jan Feb March  April May June July Est. Proj.
Gold/t 3.58 4.97 0.61 0.56 0.76 0.63 0.69 0.77 0.84 8.00 13.00
Nickel/t 6.35 4.86 0.55 0.48 0.53 0.48 0.52 0.51 0.54 6.20 7.68
Coallt 1701.60 | 1606.32 | 205.95 | 198.33 | 188.51 | 203.13 | 173.79 | 168.01 | 160.00 | 2000.00 | 3000.00
Asbestos/t 11.49 7.80 0.86 0.63 0.36 0.10 0.04 0.04 0.00 2.02 2.10

Chrome/t 44258 | 201.00 | 40.70 | 39.29 | 39.88 | 4155 | 50.56 | 48.29 | 42.79 | 500.00 | 700.00

Platinum/ t 5.50 6.85 0.79 0.68 0.75 0.69 0.72 0.70 0.74 9.00 12.00
Source: Ministry of Mines, Chamber of Mines.

94. Individual commodity developments reflect that firming commodity
prices had resulted in increased output ofgold, up 16.5%; platinum,
8.7%; chrome, 6%; and diamonds 9%.
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95.

96.

Mining Growth Rates
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industry will require up to US$3-5 billion investment towards the
recapitalisation of mining houses over the next & years broken

down as follows:

Mineral Requirements US$ billion

Gold 1.000

Platinum 1.200

Ferrochrome 0.250

Nickel 0.110

Coal 0.280

Diamonds 0.300
Gold

Gold is now the second major contributor in the mining sector after
platinum. Cumulative output to September 2010 stood at 6 284 kgs
translating into a monthly average of 689 kgs. Outpub end of year

is expected to reach 8 000 kgs.
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97.

98.

99.

In 2011, gold output is projected to reach 13 000 kgs This is
underpinned by the continued firming up of international prices, and
major expansion programmes by most mining houses These are

estimated to @st in excess obver US$100 million

Increased power generationat ZESA coupled with supply from
independent power producers should benefit growth in gold

production.

Gold Output Gold Production and Prices

1600 1000

1400 - 900
- 800

- 700
- 600
- 500
- 400
- 300
200
- 100

1200

1000
800

US$/o0z

600
400
200

N FProduction

Frice

Platinum

Platinum accounts for 36% of total mineral production. Output to
October 2010 stood at 5 077 kgs and is expected to reach 8 500 kgs
by the end of the yearfrom 6 848 kgs in 2009. In 2011, output is
projected to reach 12 000 kgs.
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100.

101.

102.

This sustained growth in platinum production is mainly a result of

investment expansion progranmes, mostly at Unki and Mimosa

mines.
Platinum Production & Prices
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Chrome

Chrome production is estimated to increase significantly by 148%
from 201 000 tons in 2009 to 500 000 tons in 2010. Cumulative
production to September 2010 stood at 303 052 tons

Improved output is mainly on account of increasedprocessing of
chrome at both ZIMASCO and Zimbabwe Alloys$ntroduction, during
the Mid-Term Fiscal Policy Review, of tax disicentives against
stripping of resources and shipping them out of the country in
crushed rawform should benefit domestic value additionpreserving

local jobs.
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103.

104.

105.

106.

In the outlook, output is expected to further grow by 70% in 2011

responding to planned expansion programmes.

Nickel

Nickel production remains subdued owing to non-resumption of
production at Bindura Nickel, which has remained under care and
maintenance since 2008.Hence data onproduction of nickel reflects

output arising asa by-product in platinum production.

Output is, therefore, estimated at 6 12@ons in 2010, from 4 857 tons

in 2009, in line with increased platinum production.

With the anticipated resumption of operations at Bindura Nickel
Mine in the first quarter of 2011, output is set to further increase to 7
500 tons in 2011.

Nickel Production & Prices
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Diamonds

Mr Speaker Sir, our diamond industry has iige potential. The

coming on board of mining at Chiadzwa diamond fields, where in
2010 the bulk of diamond production of about 2.7 million carats is
AoPbAAOAA mEOI i h EAO AOAOOEAAIIT U

production.

During 2010, River Ranch andViurowa account for the remaining
300 000 carats. Diamond output in 2011 is expected to further

increase to 4 million carats.

Hence, it is urgent that we deal with the issues of leakages, arbitrage
and compliance with international standards as well as th contested
issues of certification within the Kimberly Process Certification

Scheme.

This includes greater clarity over those awarded contracts, with
reports of serious lack of transparency on the part of one of the

diamond mines, Canadile, resulting ileriminal prosecutions.

Mr Speaker Sir, learly a number of issues are yet to be addresseds
also observed by the Parliamentary Portfolio Committee on Mines

and Energy.

Theseinclude the issue of certificationthe legal process of awarding
concessions, beneficiation, policing and antirsmuggling standards,
environmental concerns, compensation and rdocation of affected

mining communities.
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The regulatory framework, the Inter-Generational Fund,geological
OO0O0OAUO AT A 1171 AOAOU N Gldposidalgrall AOET 1

needto befinalised.

Diamond Revenues

Mr Speaker Sir, With regards to diamond revenues, | have already
alluded to the fact that these will not necessarily be the panacea to all

the challenges bedevilling our economy.

Indeed, if we donot tread cautiously and transparently, this natural

resource endowment might detract us off track the necessary but
painful initiatives we need to embrace. We also need to manage
expectations with regards to the scope and extent of diamond

revenue realisations.

Whatever is generated out of our diamondshowever, should be of

benefit to each and every one of our ordinary Zimbabweans.

The current opagueness with regards to the mining of diamonds and
resultant realisations can only serve to raise false @ectations and

public alarm over the extent of the perceived leakages.

Mr Speaker Sir Honourable Members will be aware that following
the KPC$ @&pproval to begin selling diamona from Chiadzwa, three

diamond sales were conducted.
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The first and second ales conducted in August and September 2010
generated gross proceeds of US$56 476 194.40 and US$29 914
788.66, respectively, bringingthe total to US$85 290 124.70.

Out of this amount, accruals to Government were US$30 006 630.85
and US$11 932 557.79, rgsectively.

The US$30 006 630.85aid directly, and indirectly through ZIMRA,

to Central Government fom the first salewas made up of:

Dividend payment, US$19 060 827.26;

Non-OAOEAAT O OEAOAET | AJAKD Q0B 080.237 |
Depletion fee, US$2 58 920.44;

Management feeUS$264 889.29;

Royalties, US$5 647 619.44;

MMCZ commission, US4 166.70, and

VAT on commission,US$74 125.01.

—
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However, aut of the amount due to Government of US$11 932 557.79
from the second sale, only US$8 030 151.67 was rdieid to Central

Government as dividend payment

Mr Speaker Sir, | have, therefore, requested that from the second
auction of diamonds, payments of Royalties, US$2 881 393.03;
Commission, US$252 121.89; and VAT on commission, US$37 818.28;
made to MMCZ shold be remitted to Treasury.

Similarly, with the payments for resource depletion of US$1 201
197.57, management fees US$239 498.95 made to ZMDC. The
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balance of US$983 194.80 was remitted to ZIMRA towards the
DPAUI AT O T &£ 1117 OAOEUSAS0300150EADMMET 1 A A(
on depletion fee, US$180 179.63.

In order to clarify revenue sharing arrangementsfrom subsequent

diamond sales, Government is entitled to dividend payments and
resource depletion fees paid directly to Treasury whilst payment to

ZIMR  xEI 1 AT 1T OOEOOOA Of UATI OEAOh 6! 41
The large magnitudeof resources retained by MMCZ as commission

should also accrue to Central Government as MMCZ funding should

be a function of a Government approved Budget.

| have ring nced these resources under the Infrastructure Sinking
Fund for appropriation transparently through the Parliament

approved Budget Framework for the benefit of all Zimbabweans.

Mr Speaker Sir, Treasury still awaits revenue receipts from the third

diamond sale for incorporation into the Consolidated Revenue Fund.

Asbestos

Mr Speaker Sir, production of sbestosat Shabanie and Mashaba
Mines continues to decline,falling significantly from 7 800 tons
realised in 2009 to an estimated 2 000 tons in 2010.

This is against the background of never ending legal processes that
have exacerbated viability challenges associated with severe
shortage of working capital resulting in cessation of mining

operations and mine closure.
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The ripple effects of the closure of Isabanie Mine arebeing felt
throughout the construction industry and, surely, leadership is

required to resolve the current disastrousimpasse.

Coal

Coal production has been on an incremental path from 200@&hen
output was 1.6 million tons. Output is epected to increase to 2

million tons in 2010 and projected at 3nillion tons in 2011.

Investments by Hwange Colliery in the dragline and the coal
screening maching complemented by viable coal prigng, have

allowed for increasedcoal production.

As a wayof reducing costs of production, Hwange Colliery has also
begun a dewatering programme on some of the disused mines with

approximate reserves of 40 million tons.

Tourism

134.

135.

-0 3PAAEAO 3 BHWisMm gwtE Projettidng Gaedbeen
revised downwards to an estimated 0.5%, reflectingcapitalisation
constraints facing the sector, limited benefits from the 2010 World

Cup andslow recovery in the global economy

Furthermore, dower adoption of advancedICT banking systems and
international debit and credit card facilities by most of our tourist

service providershas had downward effects ortourism inflows.
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A number of marketing initiatives have been initiated, particularly by
the Ministry of Tourism and Hospitality Industry. Some of thesare

beginningto bear fruit.

Tourist arrivals are expected to increase to 2.2 milliorthis year, from
2 million in 2009. Reflecting this, burism receipts are estimated to
realise growth of 47% to US$770 million, from US$523 million in
2009.

However, bed occupancylevels are anticipated to have risen by only
2% to 37% by end 0f2010.

The leading source market fortourist arrivals remained Africa, at
89.7%, with the highest arrivals from South Africa and Botswana,
constituting 72% and 6% of arrivals, respectively. ter markets
account for the remainder, with Europe at 4%, America 2.8%; and

Asia contributing 1.8%.

Tourism Statistics

2008 2009 2010 Est. 2011 Proj
Arrivals 1955954 | 2017262| 2230000| 2500000
Receipts (US$ m) 294 523 770 850

Average Bed Occupaty Rate

33%

35%

37%

39%

Average Room Occupancy Rate

41%

45%

55%

56%

Tourism is anticipated to grow by 6% in 2011, benefitting fromthe

continued recovery in both global and domestic economic activity,

and alsoon the back of targetednarketing strategies.
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estimated at more than US$50 millionwill ensure that our tourism

infrastructur al facilities remain competitive.

Indicators for SADC Member Countries

142. Mr Speaker Sir, the above developmentsn inflation and the
productive sectors confirm the progress we arebeginning to make

with regards to comparativeeconomic developments irthe region.

143. Below, we reproduce comparative statistics for SADC andome

Eastern African countries:

Economic Indic ators for SADC Member Countries: 2009

GDP | GDP  GDP Revenue | Expenditure  Investment | Population Inflaton | Public |
Growth | (US$hill) per USS$ bill US$ hill % of GDP below PDL Rates Debt as
capita % of
GDP
Zimbabwe 4.70% 5.179 432 1.04 1.361 4% -7.70% 150%
Angola -0.60% 70.53 8,900 30.82 2791 15.60% 40.50% 13.10% 16.80%
Botswana -5.20% 10.94 13,100 2.675 3.868 26.70% 30.30% 7.30% 17.90%
DRC 2.70% 11.23 300 0.7 2 16.70%
Lesotho -2% 1.643 1,700 0.563 0.675 39.60% 49% 8.50%
Malawi 5.90% 4.967 900 1.215 1.325 11.60% 53% 8.50% 58%
Mauritius 2.10% 9.264 12,400 1.857 2.19 23.30% 8% 3.40% 58.30%
Mozambique [ 4.30% 9.767 900 2.434 3.171 23% 70% 3.50%
Namibia 0.70% 9.145 6,400 2.759 2.913 22.70% 55.80% 8.80% 15.10%
Swaziland -0.40% 2.963 4,400 0.592 0.695 21.80% 69% 8.50%
Tanzania 4.90% 22.42 1,400 3.78 4.693 18.10% 36% 11.60% 24.80%
Zambia 4.50% 12.44 1,500 2.514 2.86 19.50% 86% 13.50% 31.50%
South Africa | -1.80% 280.6 10,100 74.92 86.26 20.60% 50% 7.20% 35.70%

Average Tax Revenue in Selected Sub-Saharan Africa Countries (as % GDP)

‘ 2007 2008 2009 2010

42



Zimbabwe 4 3.3 17.3 30

South Africa 28.4 29.4 27.5 27.2
Kenya 22 22.1 22.8 23

Malawi 19.4 20.9 22.3 25.3
Zambia 18.4 18.6 16 17.2
Mozambique 15.9 16 17.8 18.8
Tanzania 17.4 17.3 17 17.7
Nigeria 28.4 32.8 19.9 25.8
Ghana 22.7 23 22.7 25.5
Ethiopia 12.7 12 12 13.4
Rwanda 12.3 14.9 12.8 12.8
Uganda 12.6 12.8 12.5 12.7
Sub-Saharan Africa 26 27.8 23 24.8

Financial Sector

144. Mr Speaker Sir, he prevailing macroeconomic stability and the
improving economic growth continue to support enhanced

performance and health of the financial sector.

145. As at 30 September 2010,sixteen out of twenty four banking
institutions (excluding the POSB)were in compliance with the

minimum paid-up capital requirements.

146. Cognisant of the recapitalisation challenges at some of the banking
institutions, the Reserve Bank extended the deadline for compliance
with minimum capital requirements to end of December 2010. This
should allow non-complying institutions to undertake various capital
raising initiatives, including mergers, rights issues and engagement

of foreign equity partners.
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shockswith respect to all the risk assessment factorsvhich include

credit, sovereign, foreign exchange, interest rate and liquidity risks.

Against this background, bank deposits continue to grow by a
monthly average of US$82 million from US$1.3 billion recorded in
January 2010 to reach US$2.3 billion in September 2010, signifying

improved confidence in the sector.

The short term nature of deposits, coupled with lack of financial
instruments on the money market, makes ithecessary that measures
be taken to get our banks to begin promoting longer term deposits,

including savings deposit products.

The increase in bank deposits, coupled with foreign shoierm
capital inflows, hasstrengthened the intermediation capacity of the
financial sector, with loans and advancedncreasing from US$0.76
billion in January to US$1.2 billion by September2010.

Consequently, the loardeposit ratio grew from 52.4% in January

2010, to &.4% in September 2010, against regional and

international thresholds of over 75%.

Banking Sector Deposits and Loans
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Bank Deposits, Loans & Loan-Deposit Ratio
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The sectoral breakdown of loans and advances shows that

agriculture, distribution and manufacturing sectors each received

21%. This was followed byservices, 10%;households, 8%;and the

mining sector which received7%.

The average tenor of the lending, though improved from between 30

90 days in January to current levels of 180 days, still does not meet

long term borrowing requirements for capital expenditure.
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Distribution of Loans & Advances, September 2010

Services

Distribution 10%

21% _\

Construction
2%

Households
Manufacturing 8%

21%

Mining
7% 21%

Agriculture

Source RBZ

However, bank spreads still remain highwith average maximum
annualised lending rates unmoved at margins above(026, against

deposit rateswhich, in most casesaverage 0%.

Mr Speaker Sir, ti is, therefore, necessary that banks institute
measures to address their high operational costs, especiallgver
employee benefits and occupancy costs, which are often presentas
abasis for failure to reward depositors

National Payment System

Transactional activity remained stable in all payment streams

characterised by progressive increases in both values and volumes.

A cumulative total of 1.3 million transactions valuedat US$16.7

billion were processed through the RTGS system from January to
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October 2010. This represented a monthly average increase of 6%

and 8% for volumes and valuegespectively.

Cheque Transactions

The inter-bank cheque system recorded a total a£38 000 cheques
amounting to US$34 million, processed through the Harare and
Bulawayo Clearing Houses from January to October 2010Cheque
volumes increased at a monthly average of 12%, while values rose by

11% during the same period.

The current limits on the value of cheques are limiting greater usage
of this payment instrument. It will, therefore, be necessary that the
Reserve Bank institute measures to review some of the limits on the

value of cheques.

Card Transactions

A cumulative total of 2 million card transactions valued at US$210
million were undertaken for the period January to September 2010.
Of this amount, ATMs constituted 84%, while Point of Sale (U8)

represented 16%.
Nonetheless, card values increased by 54% from US$30 million in

Augug 2010 to US$46 million in September 2010, whilst volumes
increased by 2% from 279000 to 285 000, during the same period.
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Mobile and Internet Transactions

162. A cumulative 373 000 mobile and internet transactions valued at

US$165 million were processed frondanuary to September 2010.

Lines of Credit

163. Mr Speaker Sir,the fruits of our efforts to engage cooperating
partnersafinanciers to unlock lines of credithave not been consistent

with the challenges faced by our productive sectors.

164. Furthermore, disbursements from approved Facilities continued to
perform below expectations, increasing marginally from US$205
million in July 2010 to US$273.6 million in September 2010, against

commitments of US$735 million.

165. Disbursements from operational facilities were clannelled to
agriculture, which at US$141 million accounts for52% of total
disbursements This is followed by facilities tothe financial sector,
US$60.9 million manufacturing, US$20.6 million and mining,
US$20.3 million Facilities in support ofthe other sectors amounted
to US$30.6 million

166. The Africa Export and Import Bank(Afreximbank) remained the

major financier, with approved facilities amounting to US$299.6

million , out of which disbursements were US$156 million.
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Zimbabwe Economic Trade ReviMaacility (ZETREF)

Honourable Members will recall that on 30 August 2010 Government
launched, in conjunction with Afreximbank, the Zimbabwe Economic

Trade Revival Facility.

This revolving Facility supports the productive sectors across all
Provinces acess equitably six months to three years mediuaterm
capital. The Facility is available at interest rates of LIBOR + 5%, with

draw-downs in two tranches.

The first tranche caters for the acquisition of equipment and capital
goods for use in the enhancemerof output and quality of goods and
services, while the second tranche is for the purchase of raw

materials, spare parts as well as meeting agreed operating costs.

Mr Speaker Sir, the facility is now operational and interested
companies may lodge their pplications through their banks to the

Local Administrative Agent, Interfin Bank.

To date, US$25 million has been allocated to four banks namely,
BancABC, US$5 million; NMB, US$5 million; TN Banking Corporation,
US$5 million; and FBC Banking CorporationJS$10 million; for

immediate disbursement.
Meanwhile, efforts are being made by both Government and the

Afreximbank to have the full US$70 millionprocessed anddisbursed

expeditiously.
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173. To sustain the revolving nature of the Facility, | am, therefore, ging
beneficiaries to make timeous repayments. This will allow for

accommodation of more companies requiring loan capital.

Money Market Instruments

174. Mr Speaker Sir,Treasury remains ready to facilitate development of
money market instruments, also targeing the financing of the

various sectors of our economy.

175. To make these instruments attractive to investors, Government will
grant them special features, such as prescribed asset status, tax

exemptions and liquid asset status.

176. In this regard, the market has seen such institutions ag\gribank and
ZB Bank launch US$10 million and US$30 million 360 day bonds
support of the financing oftobaccq, livestock production, as well as

other 2010/11 summer cropping seasm requirements.
177. The re-activation of commer€ A1 DADAOh 11T OAAT U AAI
and paper for institutional investors, will stimulate activity in the
money market, provide depth for market trading and increased
lending to the private sector.

Lender of Last Resort Function of theserve Bank

178. Mr. Speaker Sir, you will recall that in my Midz Year Fiscal Policy
Review Statement of 14 July 2010, | advised that Treasury will ring
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fence some resources to enable theeRerve Bankto play its Lender

of Last Resort function.

Consequently, an initial anount of US$7 million was advanced on 28

October 2010 to the Reserve Bank for this function.

This amount, although small relative to the required resources,
should stimulate inter-bank activity and facilitate increased advances
of credit by banks. Furthemore, the function should result in
reduced cost of borrowing through risk reduction associated with

this monetary policy tool.

Treasury will extend additional resources in line with its capacity
and upon satisfactory utilisation of this initial tranche. 1 am,
therefore, urging the Reserve Bank to utilise the resources in a
manner that will ensure restoration of confidence in the banking

sector.

Zimbabwe Stock Exchange

Mr Speaker Sir, the revival of economic activity, coupled with the
modest improvements in industrial capacity utilisation, have not
significantly spurred activity on the Zimbabwe Stock Exchange.
Rather, negative investor perceptions coupled with persistent

liquidity challenges, continued to subdue tading on the Zimbabwe

Stock Exchang®ver the period to August 2010.
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Against this background, he daily average number of shares traded
declined from 14.5 million in January to 12.8 million shares by
October 2010.

The key Industrial Index fell from 156.52 in January 2010 to 137.04
by Septembe, while the Mining Index dropped from 209.81 to
145.65.

Gains were, however, realised in Octobewhen trading on the ZSE
picked upon the back of profit taking towards the end of the yeaand
also in response to better economic performance and positive

outlook.

Foreign investors maintained the lead, with their participation
increasing from an average of 20% in August 2010 to about 40% and

50% of total sales of shares by September and October, respectively.

This saw Industrials end October atl57.71 points while the Mining
Index rose to 217.07 also against the background of firming world
market metal prices Consequently, market capitalisationwhich had
declined to US$34 billion by Septemberfrom US$3.9 billion recorded
in January 201Q has since receered to US$3.98 billion at the end of
October.
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ZSE Performance
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130.92 | 130.92 | 137.04 | 157.71
Industrial Index 156.52 | 140.37 | 142.4 | 139.0 | 129.4 | 1275
Mining Index 209.81 | 175.08 | 216.9 | 167.9 | 150.3 | 1431 | 13487 | 127.64 | 14565 | 217.07
Market
Capitalisation (US$
bil) 397 | 355 |367 [349 |325 |319 |3.206 |3209 |3418 | 398
Source ZSE

189. Both the Industrial Index and the Mining Index are expected to

remain on an upward trend to year end.

External Sector

190. Mr Speaker Sirthe latest balarce of payments forecasts to year end
show total exports growing by 25% in 2010, from US$2 billion in
2009 to US$2.5 billion Projected mineral exports to year end of
US$1.159 billion account dr 46% of this, followed by agriculture,
US$456.3 million;and manufactured exports US$393.3 million.

Contribution by Sector: October 2010
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Agriculture Horticulture
Tobacco 9% 1%
17%
Manufacturin

8%

Mining
65%

Recovery in export performance was largely spurred by improved
world commodity prices, phenomenally pushing up cumulative
export shipments up to mid November 2010 to US$1813 billion
compared to US$161 billion over the same period in 2009.

Improved availability of foreign exchange on the market for
importation of inputs, raw materials and machinery, following the
introduction of multiple currencies in February 2009 also benétted

domestic production for the export markets.
Global foreign currency receipts to 5 November 2010 amounted to
US$2.285 billion. The corresponding receipts for last year were

US$1.307 billion.

Mineral Exports

54



194.

195.

196.

197.

Major mineral exports underpinning recovery in export performance
were platinum, US$596.2 million gold, US$304.8 million diamonds,
US$126 milliory nickel, US$52.2 millionn among others.

Mineral Export Contributions as at 21 October 2010

Other
4% Platinum
45%

Diamonds
11%

Ferrochrome
18%

Gold

22%

The growth of mining exports of 88% also reflects increased new
investments in the sector in response to firming international

mineral prices.

In this regard, gold prices firmed up from US$970 per ounce in 2009
to US$1 B2 per ounce inmid November2010, while platinum prices
also rose from US$1 000 per awce in 2009 to US$5H54 per ounce

With regards to diamonds, Mbada Diamonds exported a cumulative
US$65.1 million by mid November 2010. Exports by Canadile Miners
amounted to US$21.1 million and those by Marange Resources,
US$17.4 million. Production atMurowa accounted for US$17.3
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million in diamond exports, while River Ranch exported US$1.1

million.

Agricultural Exports

Tobacco continued to lead agricultural exportghis year, accounting

for US$333.9 million of total agricultural exports. Other key

agricultural exports were sugar and horticulture, contributing 11%

and 5%, respectively.

Overally, agricultural exports growth is estimated at 10.4% in 2010
and projected at 23.9% in 2011.

Manufactured Exports

The competitiveness of locdy manufactured exports is being

undermined by obsolete equipment, high costs of production related

to power, labour, and working capital, among others.

Manufactured exports are, therefore, expected to further decline by

6.8%in2010 &1 1 1 1T xET ¢ 1 5% 0mityiclécsinga dmp | |

in both the price and output of ferrc-alloy products which account for
33% of manufactured exports. However, pure manufactutkexports
grew by 4.5% in 2010.

Imports

Mr Speaker Sir, our economy continues to absorb

disproportionately large amount of imports of a finished nature with
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204.

205.

206.

the latest balance of payments projections showing total imports
rising from US$3.2 billion in 2009 to US$3.6 billion in 2010

Accordingly, global import payments through the banking systemto
5 November 2010 increased by 50% to US$1.960 billion from
US$1.307 billion during the same period in 2009.

In terms of sectors, all sectors registered increases in import
payments, except for the agricultural sectotr which recorded decline
of 2% to US$167.6 milion.

Most notable is the sharp increase in foreign paymentthrough the
banking system by the retail and distribution sector, up US$288

million to US$398.4 million from last year.

AEEO [ AETT U OA&AE AAOO Ai100iI POET I

dependency on imported goods remains high. Reversing this will
require improved domestic capacity utilisation to allow for higher

import substitution.

Import Payments by Sector as at 21 October 2010
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Services Agriculture istributi
26% 9% Distribution,

Retail &

Manufacturing
Mining 12%
34%

207. Growth in import payments through the banking system by the
mining sector was US$231.2 million to US$623.2 million, as mining

houses increased production to capitalise on firming metal prices.

208. Import payments through the banking systemfor the manufacturing

sector totalled US$246.1 million. This represents aimncrease of

P
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209. Increased investments in ICTs continue to underpin the expansion in

import payments for the services sector.

2010 Monthly Exports and Imports
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Monthly Exports and Imports
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Note: Imports exclude imports of electricity

Current Account

210. The current account deficit is set to widen from US$0.927 billion in
2009 to US$1.041 billion in 2010 on account of increasing imports
and nonZEAAQOT O OAOOEAAOG OAAREDOO ACAEI
2010 such agremittances were also on a slow down as a result of the

effects of the global financial crisis.

Imports, Exports & Current Account Balance as % of GDP
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Capital Account

211. The Capital Account is, however, set to improve froma deficit of
US$556.5 million in 2009 toa surplus of US$578.5 million in 2010,
reflecting improved inflows in portfolio investment and short-term
capital.

212. The overall balance of payments deficits accordingly projected to
improve from a deficit of US$19 billion to that of US$462 million.

Balance of Payments, Trade Account and Financin g
Balance of Payments 2007 2008 2009 Est. 2010 Proj 2011 Proj
(millions US$)
Current Account (excl.official transfers) -243 =779 -927.8 Aol -858.6
Trade Balance -294 -972 -1621.8 AkizZ -1189.5
Exports fob 1819 1657 1501.3 AT 23571
Imports fob 2113 2630 3213.1 SRR 3546.7
Non factor services (net) -143 -207 -31.7 -4l4 62.8
Income (net) -245 224 -200.4 -199.9 -204.1
Private transfers (net) 440 625 926 662.4 597.8
Capital Account (Incl. Official Transfers) 166 273 -70 578.5 470.5
Grants 42 73 391 300.0 210.0
Direct Investment (Net) 66 52 105 85.2 90.0
Portfolio Investment (Net) 27 0 67 95 100.0
Long Term Capital (net) 12 -174 -128 -102.6 -21.3
Short term capital (net) 73 322 -925 200.9 91.8
SDRs 0 0 420 0 0
Overall balance -323 -725 -1908 -462.6 -388.2
Memorandum items:
Gross Official Reserves 153 76 366 420.8 395.0
Months of imports cover 0.7 0.3 1.2 14 13
Source:RBZ

External Debt Developments

213. Mr Speaker Sir, notwithstanding the gree shoots on the economic

recovery front, the country remains saddled with an unsustainable
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external debt amounting to US$® billion which is some D3% of
GDR

214. About 75.3% of this debt is medium to long term and is owed to

official creditors.

215. Mr SpeakerSir, d the total external public debt, US$4& billion are

arrears, representing about71.6% of GDP

External Arrears

216. Of the public and publicly guaranteed debt ofJS$64 billion, total
external arrears comprised US$47 billion by 31 October 2010 and

are owed to:

i Multilateral Financial Institutions US$1469 hillion
q Paris Club US$0.386 hillion
i Non Paris Club US$0.072 billion

217. Furthermore, the US$M469 billion multilateral arrears are owed to
the International Monetary Fund (IMF), World Bank, Afican
Development Bank (ADB), International Fund for Agriculture
Development (IFAD), European Investment Bank (EIB) and others as

indicated below:
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External Arrears to IFIs (US$ millions)

(Others:PTA &
NDF) 8.0

(E.LB) 174.0

(IFAD) 22.0
(AfDB/ADF)

451.0

(IMF) 140.0

(BADEA) 19.0
(World
Bank/IBRD)
655.0

218. ) T OOi 1 Aouh OEA ATl O1 OQntiddng &reatsA OT Al
as at31 October 2010 is indicatedbelow:

Arrears as at 31 October 2010 (US$ millions

Debt Total
Outstanding Arrears
Disbursed Stock

External Debt Including

Principal Interest
Arrears Arrears

GRAND TOTAL
o/w public and publicly guarantee
Government Long Term

Bilateral creditors

Paris Club
Non-Paris Club

Multilateral creditors

AfDB/ADF
BADEA
World Bank
IFAD
I.M.F
E.I.B
NDF
PTA
. Parastatal Sector Long Term

Bilateral creditors

6929
6414
4044
1866
1597
269
2177
476
19
952
33
550
121
23

1070
497

62

4769
4729
2443
1257
1190
67
1186
409
19
507
22
140
81

987
458

3999
396
1865
1008
946
61
857
257
13
380
16
118
67

802
369

727
725
574
248
242

327
152

125

22

14

151
75




2109.

220.

221.

222.

Paris Club 405 386 306 65
Non-Paris Club 92 72 63 9
Multilateral creditors 327 283 188 76
World Bank (IBRD) 174 148 86 43
AfDB 53 42 23 18
E.I.B 100 93 78 15
Air Zimbabwe 70 70 70 0
Noczim Suppliers Credits 75 75 75 0
Zesa Suppliers Credits 101 101 101 0
IV. Private Sector Long Term 112 40 33 1
v. SHORT TERNEBT 1703 1300 1300 0
Reserve Bank 1300 1300 1300 0
Private sector 403 0 0 0
4EA £O11T A@OAT O T &£ : Ei AAAxA8O ABOAC

capitalisation of interest due to arrears accumulation is yet to be

guantified.

Government has already initiated a debt validation and reconciliation

programme to ascertain the full extent of its external indebtedness.

Commercial Debt

As at 31 October 2010, parastatals owed commercial banks and
export credit agencies a sum ofJSp246 million, of which the full

amount isin arrears.
The private sector owed external creditors a total olUS#.12 million,
of which US$0 million are arrears. Over and above this, about

US4..3billion is owedby the Regrve Bank tovarious creditors.

FISCA. DEVELOPMENTS
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223.

224.

225.

226.

227.

228.

229.

Mr Speaker Sir, in my presentation of the Mid'erm Fiscal Policy
Review | alluded to the challenges we face with regard to the limited

fiscal space we continue to experience.

This forced us to adoptthe cash budgeting principle which has

anchored positive gains we see on the macreconomic front.

Mr Speaker Sir, pblic finance management based on cash budgeting
is a challenge. Notwithstanding tfs, our revenue collections have
exceeded the original target based on US$120 million per monthAs
of October 2010, total revenue collections amounted to US$1.793

billion.

The Vote of Credit of US$810 million from development partners
has, however, not performedto expectations with only about
US$360.2 million having been received by end @ictober 2010.

The US$3%0.2 million, however, remained outside the Budget
framework, and | reflect the areas of support below under

Cooperating Partners Support

On the expenditure side, Government exhibited steadfastness and
vigilance to fiscal prudencecontaining expenditures in line with our

own capacity to finance them

By end of October 2010, expendituresvere US3H.46 billion and are
estimated to reach USS billion or 29% of GDP by end of December
2010.

2 The US$360.2 million, which was directlydisbursed to various projects and programmes by development partners will, however,
not be accounted forunder Vote 7 of the Estimates of Expenditure, since it was disbursed outside the Budget.
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230. As a result, the fiscus remained an important & for sustaining

macro-economic stability and improving public service delivery.

Government Finances: Revenues vs Expenditures

Fiscal Prudence : Total Revenue Vs Total Expenditures
US$ mil

700
600
500
400
300
200
100

0

1stQtr 2nd Qtr 3rd Qtr

‘ DOTotal Revenue @ Total Expenditure

231. The largest share of the Budget were current expenditures,
consuming about82% against capital development expenditures at
18%.

Cooperating Partners Support
232. Mr Speaker Sir the support the country received from various

development partners of US$360 millionas at October 2010

benefitted the following programmes:

Programme - Amount US$

Agriculture 45 543 069
Education 8 166 027
Constitutional Making Process 7374 218
Health 84 091 312
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233. Mr Speaker Sir, Government remains grateful for the above support

Social protection Services

137170 764

Water and Sanitation 17 010 425
National Healing Process 950 000
Support to Civil Society 35481 292
Public Finance Management and Capacity Buildi ng 6 443 902
Programmes

Gender 7 180 000
Land Audit 608 175
Trade Promotion 9 696 367
Parliament Support 500 000
Total 360 215 552

face invarious areas.

REVENUE PERFORMANCE

whose impact was timely given the challengeshat we continue to

234. Mr Speaker Sir, as | have already alluded tabove,the recovery of

235.

Budget revenues from the second half of the yearresulted in

cumulative realisations of US$1793 billion by October 2010,

surpassingthe target of US$1562 billion by 15%.

Revenue heads that contributed significantly to total revenue during

the period to September nhclude Value Added Tax (VAT), Pay As You

Earn (PAYE) and Customs Duty.

2010 Revenue Performance
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Non-Tax Revenue Individuals
6% 19%

Companies
10%

39%

Domestic
Dividend &
Interest
2%

Other Income Taxes

. . 1%

Execise Duties Customs Duties
7% 16%

2009 Revenue Performance

Customs

% Contribution to Revenue

Non Tax Revenue
Excise duties 6%

Individuals
15%

Other Taxes
3% Companies
4%

26%

Quarterly Revenue Performance by Tax Heads in 2010
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Us$ mil 2010 Government Finances : Quarterly Revenues
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Value Added Tax (VAT)

236. The rise intotal revenues largely stemmed from the increase in Value
Added Tax (VAT) whose collections for the period January to
October2010 amounted to US$63.6 million or 3 7% of total revenue
against a target of US$86.6 million.

237. VAT on domestic goods and services accounted for US83million,
whereas US$25% million was collected from imported goods and

services.

238. The improvement in collections of VAT on donestic salesis also a
result of the increases in capacity utilisation of some of the

manufacturing sub-sectors.

Pay As You Earn (PAYE)
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2309.

240.

PAYE collections for the period under review amounted to US$9.8
million or 18.4% of total revenue, against a target foUS$%68.3
million. PAYE collections during the same period in 2009 amounted
to US$D4.4 million.

There hasthus, been a significant increase in PAYE collectionshich
Is mainly attributed to reviews of wagesand salaries as somefirms

register improvementsin their operations and employment levels.

Customs Duty

241.

242.

Cumulative revenue collections from customs duty for the period
January toOctober2010 amounted to US$21.9 million, or 15.2% of

total revenue, against a target of USQ#1 million.

Positive performance of this revenue head is mainly attributed to an

increase in the volume of imports

Corporate Tax

243.

Corporate tax collections amounted to US$R.2 million or 9% of
total revenue against a target of USRb.6 million. The positive
contribution is mainly due to improved capacity utilisation and

compliance levels, despite the current liquidity challenges.

Excise Duty
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244,

245.

Cumulative excise duty collections for the period under review
amounted to US$23.6 million or 6.9% of total revenue, against a
target of US$X7.6 million. Low revenue collection on winesand

spirits, and second hand motor vehicles contributed to the negative

performance of this revenue head.

Consumption of locally produced wines and spirits has drastically
reduced as a result of stifcompetition from smuggled alcohol which

retails at very low prices, since no excise duty is paid.

Other Taxes

246.

247.

Revenue collection from other taxes for the period under review
amounted to US$05.7 million or 59% of total revenue, against a
target of US$%4.8 million. Other taxes include dividends and interest,

vehicle carbon tax, tobacco levy and withholding taxes.

Tax on dividendsand interest, and vehicle carbon tax contributed the
bulk of revenue amounting to US$3.9 million and US$%5.8 million,

respectively.

Non-Tax Revenue

248.

Collections from NonTax Revenue during the period January to
October 2010 amounted to US$26.8 million or 7.6% of total

revenue, against a target of US$8.1 million.
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249.

Dividends and mineral royalties realised from the sale of Ciadzwa
diamonds and mineral royalties contributed significantly to this

revenue head.

RECURRENT EXPENDITURE DEVELOPMENTS

250.

251.

The 2010 National Budget provided for recurrent expenditures of
US$126 billion . Cumulative recurrent expenditures to October
2010 amounted to US$1.2 billion, representing 82% of the actual

expenditures.

The bulk of the current expenditures were on employment costs,

goods and services, grants and transfers.

Employment Costs

252.

253.

Employment coststo October 2010 for both the Civil Serviceand
Grant in Aid Institutions for the period under review amounted to
US$&7.7 million, representing 46.3% of the actual total
expenditures to October. This is also against the original target of
US$%65.5 million for the period.

The increase is on accaut of the decompression of the civil service
wage structure effective 1 January 2010 and the introduction of
transport and housing allowances in a bid to improve civil service

welfare.
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US$m Employment Costs
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254. In addition, the filling of critical posts in Education and Healtlsectors
which were exempted from the freeze also contributed to the growth

in the employment costs.

Monthly Total Employment Expenditures

2010 Monthly Total Employment Costs
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Pension
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255. Cumulative expenditure on pensiorpayments amounts to US$L55.6
million , against a target ofUS$L57 millio n. Currently, pension
DAUI AT OO0 AOA ET AAgAA OI OAOOEIT C
Pay As You Go Scheme.

Medical Aid

256. Mr. Speaker Sir, Government is still meeting 100% medical aid

contribution to Premier Medical Aid Society for all civil servants in

view of low remuneration in the Public Service. To date, about
US®3.4 milion has been disbursed for this purpose. As
remuneration improves, civil servants will also be expected to make

a contribution towards their medical insurance.

Operations and Main tenance

257.

258.

Operations and maintenance expenditures for the period under

review amounted to US233.4 million.

The resources were mainly directed towards financing expenditures

related to:

1 rental and hire expensesUS$%1.9 million ;

1 foreign travel, US$9.2 million;

- - ~ ~ -

1 maintenance of buildings and infrastructure US$ million.
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US$m Qutturn on Operations and Maintenance
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Arrears to Service Providers

259. As at end of 2009, arrears to service providerfor various services
such as water, electricity, rentals, amongthers stood at US$49.4

million.

260. ) T 1 ETA xEOE '1 OAOT i AT 660 ATi i1 EOI Al
to service providers, US#2 million was disbursed in 2010 towards

part payment of the 2009 arrears, leaving a balance of US$7.4 million.
261. In 2010, outstanding payments of US$64.9 million were incurred,

thus increasing indebtedness to service providers t&JS$72.7 million
by end ofSeptember2010.
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262.

263.

264.

265.

266.

Between September and December 2010, an estimated additional
amount of US$32 million will be due to service praiders, bringing

total outstanding obligations to about US$104.7 million.

Foreign Travel

Mr Speaker Sir, dreign travel remains unsustainably high relative to

other critical services.

To October 2010, éreign travel expenditures amounted to US$2.2
million, against an original budgetary provision of US#.2 million,

representing 3% of total recurrent expenditure.

At US$29.2 million, foreign travel represents 0.4% of GDENd,
relative to other critical expenditure areas,this is unacceptaby high.
Hence the need for controls and restraint in this area cannot be

overemphasised.

Success will require cooperation across the entire public sector,

including our parastatals and local authorities, and at all levels.

Cumulated Expenditure to September 2010 on Selected Items: US$ million

Motor Vehicles
Medical Supplies

Educationsupplies

Foreign travel expenses

ussm 0 10 20 30 40

75



Foreign Missions

267. During the period under review, foreign missions received support
amounting to US®1.7 million for operations and clearance of
arrears. Outside arrears, the monthly obligation to Foreign Missions

is US$4 miiion, which is 2.7% of our expenditures,

268. Mr Speaker Sirthe current level of expenditure on foreign Missions
Is not sustainableand bold and decisive decisios needto be made

and takento contain expenditures inthis area.

269. Pursuant to this, cost cutting measures including recall of officers
whose term of duty has expired are being instituted n order to

contain further accumulation of arrears at our Foreign Missions

Social Services Delivery

Education

270. In 2010, Government in partnership with coopeating partners
supported 5 575 primary schools with a package of four textbooks
per pupil, stationery and steel cabinets valued at US$52 million. This
intervention is set to reduce the textbookto pupil ratio from 1:30 to
1:1.

271. Restoring the credibility of our education system and quality of
education also involved ensuring efficiency in the conduct of
examinations and enhancing supervision and monitoring of schools.

Hence, US$.1 million was availed for this programme.
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272. Resources amounting to US$14.4 nibn were also atthe disposal of
the Zimbabwe Schools Examinations Councilout of the 2010

examination fee payments.

273. Government also supported34 000 local and foreign based students
through payment of tuition fees and stipends at a cost of US&

millio n.

274. To improve service delivery by tertiary education institutions,
disbursements of US$.6 million were made towards operational
OANOEOAT AT OO 1T &/ 30A0OA 51T EOAOOEOEA:

Colleges.

Health

275. Improving health services delivery was alsagprioritised in 2010 in

line with the Millennium Development Goals.

276. Government disbursed funds amounting to USH5 million to cater

for health institutions operations.

277. This was further augmented by USHE2 million for the resuscitation of
Gwanda, Masvingo, Ngomahuru, Ingutsheni, Gweru and Karoi
hospitals.  This intervention has seen an increase in patients

receiving treatment at the institutions.

278. Mr Speaker Sir, notwithstanding that funds were allocated in March

2010, the bulk of this money has not been gmt.
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279. Utilisation levels have been as follows:

Utilisation Levels of NDF Disbursements
ea 0 Allocatio a Balance Absorptio

Ingutsheni R24 400 000 R839 765 | R23 560 235 3%

Gweru R32 200 000 R4 636 290 | R27 563 710 14%
Ngomahuru R23 400 000 R3 445 755 | R19 954 24 15%
Karoi R20 000 000 R574 437 | R19 425 563 3%
Mutare US$3 000 000] US$ 322832 | US$677 168 7%

Social Protection

Basic Education Assistance Module

280. To contain schooldrop-out rates at both primary and seconday
level, Government and development partners availed US@ million
towards the payment of school fees and examination fees for
vulnerable children, targeting 625 000 primary school pupils and

160 000 secondary schoopupils.

281. To date, Government has ava#éd an amount of USH) million
towards assisting 140 000 vulnerable secondary pupils, whilst
cooperating partners supported 513 000 primary school pupils
giving a cumulative expenditure of US$.4 million on the Basic
Education AssistanceModule (BEAM) This, however, falls far short
of the resource requirementfor the programme, given the current

economic hardships facing manyouseholds.

282. Furthermore, notwithstanding positive strides made under the

almost collapsed BEAM, the same trend also applies, aket
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