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PREFACE

The Medium Term Plan (MTP) marks a return to strategic development planning
in Zimbabwe. The Plan outlines the pedestal for consolidating the macro-
economic stability achieved under the Short-Term Emergency Recovery
Programme (STERP), and advances the mandate to support the restoration
of economic stability and growth in Zimbabwe espoused in Article III of the
Global Political Agreement (GPA).

The MTP is a comprehensive economic blueprint, which reflects the collective
wisdom and shared goals pursued by the Inclusive Government. It outlines
the economic policies, projects and programmes that will guide the nation
and set the national priorities for the next five years, 2011-2015.

Maintaining macro-economic stability and restoring the economy’s capacity
to produce goods and services competitively, and empowering our people to
fully participate in the economy, will be key to achieving this vision. This
home-grown Plan will serve to empower Zimbabweans both economically
and socially in order to eradicate poverty and ensure sustainable development.

It is my hope that our people will mobilise their energies to fully exploit our
abundant resources in developing a robust Zimbabwean economy that meets
the targets set in the MTP.




I commend the Medium Term Plan to the people of Zimbabwe and urge all
members of the Inclusive Government, the Private Sector, Civil Society, and
the International Community to fully support its implementation.

R. G. Mugabe
PRESIDENT OF THE REPUBLIC OF ZIMBABWE

July, 2011




FOREWORD

As a country we have been known for producing quality economic blue prints but some
have fallen short on implementation. In the Medium Term Plan, we need to set the
cotrect precedent by effectively implementing the policies and programmes set out in
this Plan to ensure that the country achieves sustainable growth and transformation. To
achieve this, we must have genuine buy-in from all stakeholders. It is also imperative
that as Government we remain alive to innovative ideas and feedback from the
stakeholders as we implement the MTP. In this regard, the Monitoring & Evaluation of
progress will be critical to the success of the Plan.

As we implement this Plan we should not lose sight of keeping a firm grip on the
macroeconomic stability achieved under STERP. Achieverment of high and sustainable
growth targeted in this Plan, should be anchored by a stable macroeconomic
environment that removes uncertainty and facilitates long term planning by
stakeholders, business, civil society and cooperating partners as outlined in the Plan.

The Plan identifies investment as critical for growing and transforming Zimbabwe tobe a
globally competitive economy, reducing poverty, increasing job opportunities and
achieving high growths and achieving the Millennium Development Goals (MDGs). Our
people need to be fully engaged in wealth creating activities during the Plan period. As
Government we should create the platform and environment for our people to fully
exercise their innovative and entrepreneurial talents.

Only by putting aside our differences and uniting for the good of all, will Zimbabweans
overcome the implementation challenges ahead. It is critical that we maintain unity of
purpose, have a shared vision with a high sense of accountability and transparency in the
way we do business in Government and in the private sector. Commitment to
entrenching transparency and accountability which is a founding principle for the
Inclusive Government should guide the implementation of the MTP.




As Zimbabweans, having crafted this Development Plan we should all look forward with
hope to fully implement this Plan, to grow the economy, increase investment and reduce
poverty.

Right Honourable M. R. Tsvangirai
PRIME MINISTER OF THE REPUBLIC OF ZIMBABWE

July, 2011
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that we meet the goals and objectives set out herein. The process of formulating the plan
was highly participative. There is scope during the implementation of this Plan to receive
feedback and new ideas that will improve its implementation and enhance the capacity
to attain the goals that we have set for ourselves. Some aspects of the plan will be
revised annually to ensure consonance with changing national, regional and global
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EXECUTIVE SUMMARY

Overview: The Medium Term Plan (MTP) is the premier economic and social policy
document of Zimbabwe. It responds to the mandate set out in Article III of the Global
Political Agreement (GPA) to support the restoration of economic stability and growth in
Zimbabwe.

It builds on the foundations laid by the Short Term Emergency Recovery Programme
(STERP) (February — December 2009) and the 3 Year Macroeconomic Policy and Budget
Framework (STERP II). The MTP will guide all other Government policy documents and
sets out clearly the national priorities and investment programmes for the next Five
Years, 2011-2015.

Overall Goal: The MTP's main goal is to transform the economy, reduce poverty, create
jobs, maintain macroeconomic stability and restore the economy’s capacity to produce
goods and services competitively, building upon the gains achieved since the launch of
STERP in March 2009.

One of the major achievements of STERP was macro-economic stability and maintaining
this stability is a pre-requisite to sustainable economic growth during this plan period.

Economic Growth Targets: The main target of the MTP is to ensure that the economy
remains on a sustainable growth path. The Plan is targeting an average growth of 7.1%
for next five years, 2011-2015, The focus of the Plan will be on inclusive growth, and
balanced development.

Economic growth will be realized through the transformation of the economy from being
a producer of primary commaodities to value addition, beneficiation and new knowledge
based industries. Savings and Investments are also expected to double during the plan
period to support the achievement of these targets.

Priorities: The MTP priorities are consistent with the Government Work Programme
Priorities published in March 2010, STERF, and the Three Year Macroeconomic Budget
Framework. In implementing the MTP and




achieving the national vision as set out in the Plan, the following strategic areas will
underpin all Government policies and programmes:

The Private Sector will be the engine of economic recovery and growth in Zimbabwe.
The Plan emphasises the pivotal role of the private sector.

This will necessitate far reaching initiatives and reforms to reduce the risk for investors,
and make Zimbabwe an attractive investment destination. The private sector led
economic recovery will be driven by key sectors, like agriculture, manufacturing, mining,
tourism, finance,

Infrastructure development and small and medium enterprises. The key objectives
across these sectors are to improve access to international markets, by focusing initially
on regional markets, both SADC and COMESA. Increasing access to capital by better
aligning the financial sector to the needs of the productive sector, adoption of new
technologies including ICT and development of knowledge based industries, and
promoting activities that can be undertaken by SMEs, taking advantage of low
overheads, e.q. food processing, textile, and plastic products.

Employment Creation and Poverty Reduction (ECPR): One of the key targets of
the plan is to create an enabling and conducive environment for sustainable employment
creation. The plan is targeting to achieve average employment creation rate of 6% per
annum.

Furthermore, the plan will also seek to promote and secure sustainable, full, productive
and freely chosen decent employment under the conditions of freedom, equity, security
and human dignity.

The marginalized and vulnerable groups such as women, youths, people living with
disabilities and the retrenched will also be integrated into the mainstream economy.

Human Development and Social Security Strategy: The plan will focus on
improving the social indicators including education and health as they are fundamental
for the sustainable development of the country, Priority will be given to social protection,
and empowerment of the




marginalised members of the society.

The Human Development and Social Security Strategy will focus on increasing access
and utilisation of comprehensive quality primary health care services and referral
facilities by 100 percent by 2015, promoting gender parity at secondary and tertiary
levels, universal primary education, protect the poor and vulnerable households from
sliding into poverty and suffer irreversible welfare losses, HIV and AIDS mainstreaming
and supporting vulnerable households to manage risk through productive safety nets.

Infrastructure Rehabilitation and Development: The success of the plan will
depend on the availability of a robust infrastructure which is a key enabler for economic
recovery, growth and transformation. The key infrastructure priorities will include:
Energy, Water and Sanitation, Transport, Housing and Construction, Information
Communication and Technology (ICTs), Science, Technology, and Innovation and SME
infrastructure.

Good Governance is integral to the successful implementation of the MTP. Cooperation

among civil society organizations, the Private Sector and the Government will be
essential to ensure that there are strong institutions and effective service delivery. The
objective will be to uphold the provisions of the Constitution and implementation of good
governance principles across all sectors, namely private and public.

Cross Cutting Issues such as Gender, Youth Development, HIV and AIDS
mainstreaming, Empowerment, Indigenization, Environment and Regional Integration
will be addressed during the Plan period. Given their importance the Government has
identified these issues as strategic priorities to ensure that they are effectively
mainstreamed into all sectors covered by the MTF.

The objectives of the plan will be to mainstream gender into all sectors to eliminate all
negative economic, social and cultural practices that impede equity of the sexes,




The plan will also focus on ensuring sound management of the environment to ensure
sustainable development.

Over the plan period Government will encourage sustainable development by optimising
the use of natural resources, energy, and minimising irreversible environmental damage,
waste production and pollution, through incorporating environmental management
systems in business, civic and social development regulatory provisions.

Implementing the MTP: The MTP is a five year Plan that is supported by a results and
implementation matrix that will be reviewed annually, The reviews will facilitate the
inclusion of new thrusts and priorities bormne of experience in the implementation
process. National, regional and international economic developments will be key
variables in Plan reviews.

The MEPIP is the lead coordinating Ministry which will work closely with the Office of the
President and Cabinet, the Office of the Prime Minister and Deputy Prime Ministers,
Ministry of Finance, as well as Line Ministries to ensure the effective implementation of
the Plan.

A Monitoring and Evaluation (M&E) mechanism will provide information on whether the
MTP programmes, policies or development strategies are being implemented as
planned. Tracking and monitoring the implementation of the Plan will provide timely
feedback on whether the Plan objectives are being achieved or the need for remedial
action to redirect efforts to addressing the critical development challenges.

Furthermore, the MEPIP will promote and co-ordinate national investment programmes
including PSIPs and PPPs to achieve the Plan targets.

Funding: Approximately US$9.2 billion total investment will be required in order to
meet the MTP growth and development targets. This is expected to be harvested from
our natural resources and growth dividend.

Foreign Direct Investment, though critical will be considered a bonus. In addition,
private sector credit lines and Public Private Partnerships (PPPs)




will be an important funding mechanism during the Plan period.

The ten years prior to the consummation of the GPA are often referred to as the “lost
decade.” Zimbabwe needs to leap frog its development in order to catch up.
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CHAPTER 1

BACKGROUND




1 INTRODUCTION

At independence in 1980, Zimbabwe inherited a dual economy characterised by a
relatively well-developed modem sector and a largely poor informal urban and rural sector
that employed about B0% of the labour force. In the decade following independence there
was an attempt to address some of these issues through a number of home-grown
Initiatives, such as "Growth with Equity” Strategy published in 1981, the Zimbabwe
Transitional Mational Development Plan (1982-1985) and the Zimbabwe first five-year
Mational Development plan (1986-90). These initiatives contributed to the expansion of
primary and secondary education, health facilities, and rural infrastructure. During this
period, Zimbabwe recorded a stable but relatively low rate of economic growth, which was
unable to sustain high social sector spending. This led to the adoption of a five-year
Economic Structural Adjustment Program (ESAP) in 1991 with the objective of stimulating
higher rates of economic growth.

ESAP was soon replaced with the Zimbabwe Programme for Economic and Social
Transformation (ZIMPREST) in April 1998 after the non-realization of ESAP's key objective
of increasad real GDP growth and the accompanying erosion of social sector achievements
of the 1980s. Two years after it was launched and with very little of its programs having
being implemented, ZIMPREST came to an end.

Since 1980, the manufacturing sector has been the major driver of the economy
contributing about 20% of GDP on average. However, by 2006, Manufacturing had
declined to a contribution of about 15% to GDP while Agriculture assumed the highest
contribution of 17% to GDP. The Table 1.1 gives a brief of the Zimbabwean economy
from 1980 to 2006.




Table 1.1 Zimbabwe's Economic Performance, 1980-2006

Average annual GDP growth (%) 4,30 0.90 -5.70
Employment Growth (%) 1.90 0.40 =7.50
Inflation in final year of period (%) 12 56 238

Exports as % of GDP in final year of period 23.00 43.00 24.00
Manufacturing as % of GDP 20.35 17.70 15.00
Agriculture as % of GDP 16.20 14.%90 17.00
Mining as % of GDP 4.30 4.20 4.00
Budget deficit as % of GDP -2.10 -6.30 =5.80

source: ZIMSTATS, IMF, UNDP

During the decade from 1998 to 2008, the economy was faced with a number of complex
challenges. This period can be characterized as follows:

.
8
il.

iiil.

i,

Severe macroeconomic instability;

The unstable macroeconomic environment was characterized by hyper inflation,
with the official annual inflation reaching 231 million % and monthly inflation at 1
800% in July 2008;

Severe shortages of basic utilities including electricity, fuel and water as well as
most basic food and non food commodities. Within this context, poverty levels
continued to rise thereby worsening the living standards of the population at large;
Real Gross Domestic Product (GDP) cumulatively declined by over 50% during the
period 2000-2008;

Massive declines in agriculture production due largely to the non-availability and

delays in input deliveries to farmers as well as recurrent droughts;
The manufacturing sector experienced significant challenges, which among others
included foreign currency shortage, loss of skilled labour, unreliable energy

supplies, and weak performance of other sectors such as agriculture;




vii,
wiil,

ix.

Xii.

11

Price controls and an overvalued exchange rate regime;

Low capacity utilization in the manufacturing sector;

A negative trend was also experienced in the mining sector. This was largely due to
shortages of basic inputs, unreliable energy supplies and transport problems, and
viability problems emanating from an artifically overvalued exchange rate;

With regards to the tourism sector, the decline in performance was largely as a
result of the negative publicity the country was facing. This was mainly as a result
of the land reform programme that Government embarked on in 2000 and illegal
sanctions imposed on the country;

Whaolesale de-industrialization of the economy; and

Quasi fiscal operations.

Progress Achieved under the Short Term Economic Recovery Programme
(STERP) (February — December, 2009)

The key achievements of the Inclusive Government during the implementation of STERP

under the various clusters are as follows:

1.1.1 Social Cluster

I,
il.
ii.

v,

wi.

wii.

Re-opening of the major referral hospitals and primary health institutions;

Overall drug availability at health institutions ranging between 60 — B0%;

Renal dialyses services resumed at Parirenyatwa hospital;

Re-opening of all schools with significant numbers of teachers and students
returning to classrooms;

University of Zimbabwe resumed educational delivery;

Marking of all previous and outstanding examination papers with students
successfully sitting for the June 2009 examinations; and

Local Government Board now functional with key appointments concluded.




1.1.2 Economic Cluster

vi.

vii.

viii.

Basic food prices stabilized following the introduction of the multi-currency regime;
Increased revenue collection from US$4 million per month in February 2009 to
levels of about US$158 million in December 2009;

Established new lines of international credit;

Initiated process of positioning the country as viable investment destination with
approved investments expected to reach 25% of GDP in 2009;

Established policy framework for aid coordination with development pariners;
Improved industry capacity utilisation from 10% to averages of about 35% to 40%
by December 2009;

Increased employment as a result of increased capacity utilisation; and

Established a National Smallholder Agricultural Input Scheme that assisted 630 000
households in the 2009/2010 agricultural season.

1.1.32 Infrastructure Cluster

V.

Basic services restored though reliability remains a challenge;

Potholes filled in major trunk roads;

Urban water supplies and sanitation facilities restored in major cities; and
Power generation capacity at Hwange improved with improved coal availability.

1.1.4 Rights and Interests Cluster

The Constitution-making process was started;

The Organ for National Healing, Reconciliation and Integration began consultations
and the process itself was launched at a Dedication Ceremony;

All commissions posts were advertised; and

Some positive steps were taken towards creating a more pluralistic media
environment with international correspondents like CNN and BBC being allowed to
report from Zimbabwe while private media houses have been given a green light to

publish.




Despite the achievements made towards stabilisation of the economy and meeting some
of the STERP targets, the country is still confronted with major medium to long term
developmental challenges. These include the challenge of faster job creation that is
required to address the high unemployment of labour, the large number of Zimbabweans
still living in poverty, high ineguality in income distribution, inequity in gender, low savings
and investment rates, insecurity, persisting corruption and weak governance, poor
infrastructure, slow progress in achieving structural changes in the economy away from
reliance on agriculture and export of primary producs.

1.2 Global and Regional Developments

The Global economy has been in the grip of a severe recession inflicted by a massive
financial crisis and an acute loss of confidence. Most advanced economies in 2008 — 2009
fell into recession, while economies in the rest of the world also slowed down significantly.
Global trade and financial flows declined significantly, while output and employment losses
rose sharply. In addition, this crisis spread to emerging market economies. The financial
crisis and accompanying loss of confidence in lending resulted in Emerging and
Developing economies facing greatly curtailed access to external financing. World real
GDP contracted by about 2.1% in 2009 and then recovered by about 3.6% in 2010.

The impact of the Global crisis on economies in Asia was surprisingly heavy, contrary to
expectations that Asia would be relatively shielded from the crisis as the region was not
heavily exposed to U.5. securitized assets. However, the crisis spread guickly to Asia and
dramatically affected its economies. The region contracted due to the collapse in demand
for consumer durable goods and capital goods in (non-Asian) advanced economies.
Although China and India also experienced contraction in the export sector, their

economies continued to grow as trade constitutes a smaller share in economies and policy
measures supported domestic activity.




1.3 Sub-Saharan Africa

The tightening of global credit conditions reduced FDI and portfolio investment flows to
the continent, particularly to markets such as Ghana, Kenya, Nigeria, South Africa, and
Tunisia. Remittances from advanced countries drastically reduced. This caused severe
slowdown in economic activity in Sub-Saharan Africa. There was 5.3% real GDP growth in
2008 compared with only 2% in 2009. On average, the downturn was more pronounced in
oil-exporting countries {(Angola, Equatorial Guinea) and in key emerging and frontier
markets (Botswana, Mauritius, South Africa). The shift in commodity prices carried strong
effects across countries, as growth among oil exporters fell to 3.3% from 6.8% registered
in 2008. However, the region has since gained momentum as witnessed by the estimated
5% growth realised in 2010.

Figure 1.2: GDP Growth in Africa: 2008 to 2010
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m Africa W Ol exporting countries Ol Importing countries

Source; ECA Economic Report for Africa, 2011




After five years of strong growth, during which about two million jobs were created, the
South African economy shrank by an estimated 1.8% in 2009. Mining output fell by 7%,
manufacturing by over 12%. And about 900 000 people lost their jobs. Growth
expectation for South Africa in 2010 is now 2.3%, rising to 3.6% by 2012.

The Zimbabwean economy grew by about 6.3% in 2009 and is expected to grow by 8.1%
in 2010. Thereafter, it is projected to sustain high growth rates from 2011 to 2015. Itis
interesting to note that after years of decline, the country is likely to be one of the few
economies in Southemn Africa to record sustained strong growth rates going forward.

Table 1.2: Southern African Macroeconomic Indicators - 2010

Angola 7.4 15 : ; : 4.8
Botswana 3.1 6.8 4.9 4.4 35.6 22.1
Lesotho 2.3 5.5 -4.6 3.3 38.5 nfa
Mauritius 4.2 4.5 4 9.5 13.4 2.9
Mozambique | 5.1 9.2 3.3 12.3 54 4.7
Namibia 3.0 6.2 -3.6 29 25.7 35
South Africa 2.4 5.8 6.4 5.6 30.4 a5
Swaziland 2.2 5.5 8.3 5.4 18.3 3.0
Zambia 5.8 10 -2.7 -1.9 84 2.4
Zimbabwe 6.3 -7.7 0.54 -17.3 121 1.2

Source; Africa Development Bank Group, Zimbabwe Mid Term Fiscal and Monetary Review (2010,




1.4 International commodity Prices

International commodity prices, which had rallied to record levels in 2007 due to strong
aggregate demand from Brazil, Russia, India and China, tumbled to record lows in the
second half of 2008. This was due in large part to a slow-down in global economic growth
emanating from the global financial crisis.

International commodity markets increasingly became optimistic about a global economic
recovery with the depreciation of the US dollar and other commeodity specific factors in
2010. This bout of confidence trickled into the commodities market with several
commaodities beginning to record considerable gains. Table 1.3 shows commaodity price
movements for selected years.

Table 1.3: Selected International Commodity Prices

Gold LiSgiar 750 1,358.42 1,352.48 1,511.73
Platinum LiS$/0z 950 1,786.93 1,786.96 1,784.40
Copper US$/tonne 3,226 9,535 9,534.14 803739
Crude Qil LS8/ barrel 44 96.85 96,88 114.96
Nickel LS$/tonne 11,432.38 26,630.03 25,630.03 24,146.15

Sowrce: Bloormberg, London metal exchange

In the next chapter, the MTP sets out the vision and national priorities. In the remaining
chapters, we focus on various sectors looking at the policy measures and national
programmes and projects which will be implemented to achieve the MTP goals and
targets.
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2 ZIMBABWE NATIONAL ECONOMIC DEVELOPMENT STRATEGY

2.1 Vision

Enhancing a democratic developmental state anchored by a growing and transforming,
socially just economy.

2.2 National Priorities

Infrastructure Development - One of the key objectives of the MTP will
be the development of key infrastructure through the capital budget and
complemented by the PPPs and other private sector driven initiatives;

Employment Creation - The plan's main focus will be the creation of
decent jobs across all sectors of the economy and avoid the pitfalls of other
economies which experienced jobless growth;

Human Centred Development - The plan will be human centred, so that
crucial areas such as food security, education, health, housing and
achievement of the MDGs will take centre stage. Focus will also be on skills
development to enhance human capital development;

Entrepreneurship Development - The plan will foster entrepreneurship
development as major thrust to achieve economic empowerment, SMEs
growth and indigenisation;

Macroeconomic Stability - The macroeconomic stability which is currently
prevailing in the country will be strengthened while government will strive to

enhance the fiscal space. Privatisation and commercialisation will ensure

that parastatals will not be a drain on the fiscus, thus consolidating
macroeconomic stability;




vi. ICT and Science and Technology Development - ICT and science and
Technology development will be central in the plan, where innovation and
promotion of a knowledge economy will be emphasised. The Diaspora will
play a critical role in this regard;

vii. Good Governance - The plan will ensure good governance, focusing on the
removal of sanctions, political stability, and compacting corruption,
encouraging tolerance and subscribing to the Mo Ibrahim Index;

viii., Investment Promotion - In order to ensure that the plan meets its
growth targets, there will be a strong investment promotion drive which will
trigger flows into the country. A savings culture will be inculcated amongst
our people to complement this investment drive;

ix., Resource Utilisation and Poverty Reduction — During the plan period, a
Resource Charter will be developed which will ensure that Zimbabwe's
natural resources will be used equitably for poverty reduction and economic
development. The MTP emphasises issues of resource governance; and

x. Gender Mainstreaming into economic activities - The plan will ensure
full participation of women and girls in all sectors of the economy as well as

in all economic development programmes.

2.3 National Economic Development Strategy

2.3.1 Background
The MTP is being designed against a background of comparative success stories by other
countries in the area of economic development. These countries include China, South

kKorea, and Malaysia, which developed from middle income economies to emerging
economies. The development path of these countries followed the Emerging Economies
Model. The essence of this model Included the following tenets:-




« Encouraging exports by the state, through targeted subsidies and preferential
allocation of credit;

- Growth is driven by the manufacturing industries,

. Externally generated aggregate demand largely through exports;

- Huge investments in skills and human resource development;

- Efficiency improvements and streamlined Public Administration; and

- Encouragement of savings through the establishment of strategic savings
Instruments.

In recent years, the Indian Growth Model has recorded some of the highest growth
rates in the World whilst following a different development trajectory. The essence of the
Indian Model can be described as follows:-

- Growth is led by the services sector (software development, heath provision, etc);

- Growth is largely private sector driven, without state directives or preferential
treatment;

- Domestically generated aggregate demand, through consumption — led demand
which is largely fuelled by a growing middle class; and

+ Heavy investment in human resources and the development of high - tech skills.

2.3.2 Zimbabwe Development Model

Zimbabwe will seek to learn from both African best practices (during the period 2000-
2008, Africa experienced high growth rates of around 6%) and the Asian countries on how
to lay the basis for its own development model. This comes out of the realisation that a
planning process of a country, should be guided by a development model which takes into

account experiences of other countries and its own peculiarities.

The MTP model recognises that, Zimbabwe to some extent has developed some aspects
of the basic requirements for a democratic developmental state, namely primary
education, health, and macroeconomic stability while it needs to strengthen certain basic
requirements of a democratic developmental state which are institutions and
infrastructure.




The model will consolidate and develop the basic requirements while laying the
foundation for the next stage of a democratic developmental state, which is to become an
efficiency driven economy characterised by higher education & training, goods market
efficiency, labour market efficiency, finandal market sophistication and technological
readiness. This stage will be implemented during this medium term (2011-2015).

Figure 2.1: Stages Economies go through in their development process.
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2.3.3 The drivers of a democratic developmental state during the plan
period.

The road towards a successful democratic developmental state will follow the options
stated above, building on the following key drivers:

1} The private sector in all the key sectors of the agriculture, mining, manufacturing
and the services sector:

2) The establishment of strong backward and forward linkages between these sectors,
with the cross cutting infrastructural sectors, including ICT and modern high
technology playing a catalytic role in this development process;

3) Productivity increases in agriculture {(communal, small scale and large scale) will be
the comerstone of the development model, ensuring food security and raw
materials for the agro-manufacturing industries which are currently operational and
those that will emerge during the plan period,;

4) The mining sector will be transformed from producing purely raw materials for
exports into Value Addition Mining, while the manufacturing sector will play a
dominant role in ensuring that the machinery, inputs and other related needs of the
agricultural and mining sectors are met as well as lead the economic transformation
process of the Zimbabwean economy from primary raw material producing low-
income country to an industrial country;

5) A substantial amount of public resources will go towards rehabilitation,
maintenance and expansion of key infrastructure (particularly energy, transport,
and water). Further, the private sector will play a significant role in rehabilitation,
maintenance and expansion of infrastructure through PPPs;




6) The financing of this development model will come from our own local efforts
through instilling @ saving culture (by both the private sector and government) and
development of robust saving instruments, such as the establishment of a National
Sovereign Wealth Fund which will manage the emerging resources from the Mining
Sector. However, the model recognizes that our own saving efforts will not be
sufficient for the Plan to have the desired impact; therefore the Plan does not
exclude Foreign Direct Investment, credit lines and any other available domestic
financing options. In order to access foreign savings the development model
recognizes the need to implement a debt strategy which will include the Paris Club
Declaration; and

7) The vulnerable groups such as women, children and orphans will be catered for
through appropriate targeted safety nets.

2.3.4  Outcome of the Development Model

The outcome of this development model will be substantial poverty reduction largely
through decent employment creation and entrepreneurial development as the economy
grows. Employment creation in the agriculture sector will be widespread given its

importance to the majority of Zimbabweans and also its labour intensive nature.

Furthermore, employment opportunities will be generated in manufacturing, mining and
service sectors of the economy as the economy expands and grows. The economy will be
transformed and be propelled on to a sustainable development trajectory. This model will
also address the problems of dualism and enclavity.







3 MACROECONOMIC POLICY FRAMEWORK

3.1 Background
The economy of Zimbabwe is broadly in a recovery stage and capacity utilisation has

gained pace though uneven across sectors of the economy. Real GDP will post a second
yvear of growth of around 8.1% in 2010, following 6.3% in 2009. Inflation has stabilised at
the average annual rate of around 4% and the economy has no immediate inflation

pressures.

However, the economy is still characterised by low aggregate demand, low wages, low
capacity utilisation and low productivity. The current sub optimal equilibrium s
unsustainable in its present mode as reflected in continued capacity stagnation and high
levels of unemployment.

3.2 Parameters for the Macroeconomic Framework
The critical objective over the medium term is to raise the economy’s production frontier
which is currently constrained by the following:
i.  Financing Constraints;
ii. Energy Shortages;
iii. Manpower Deficit; and
iv. Infrastructure Deficit.

The raising of the economy’s production frontier will be achieved through aggressive and
substantive investment in capital, labour and technology. This should be complemented by

a completely new paradigm shift to a business orientation, ethos, principles and values.

The Macroeconomic Framework will be guided by the following parameters:

i.  Fiscal Prudence
*  Budget deficit constraint = the Fiscal policy thrust is that the country must




There should be gradual expenditure switching from recurrent to capital;

- Efficiency in Public Sector administration;

«  Government to focus on creating an enabling environment for business to
thrive; and
Increasing fiscal accountability and transparency in the use of public
resources,

International Stakeholder Engagement

« Continued engagement with multilateral and bilateral creditors and other
development partners; and

< The adoption of debt and external arrears strategy to deal with the countrys
debt overhang.

Domestic Stakeholder Engagement
This entails a national dialogue which brings together Government, business,
labour and other stakeholders.

Business Orientation
A clear shift towards a business ethics; and

« Priorities to increase productivity and reduce transaction costs.

Improving the Investment Environment
+ An aggressive and proactive investment drive;
Strengthening of property rights and security of tenure;
+  Improve the ease of doing business;
+ Address the sovereign risk perceptions;
+  Protection and enforcement of Intellectual Property Rights;
+  Deliberate policies to promote capital stock accumulation; and
Deliberate policies to acquire the latest technologies for building a globally

competitive ecanamy.




vi. Institutional Transformation
- Economic and Social structure transformation to support the process of
economic recovery and growth;
The transformation to cut across all sectors of the economy as a means to
facilitate private sector led growth; and
Transformation of the legal framework to support the new economy.

vii. Education Reforms
The expansion of technical vocation skills, apprenticeship programs, research
and development; and
- Reviewing the curriculum with a bias towards mathematics, science,
technology, ICT, entrepreneurship and orientation towards industry needs.

viii. Employment Creation
The economy Is presently characterized by high unemployment and a
considerable degree of informalisation. Employment creation is an integral part
of sustainable poverty reduction. Aggregate demand stimulus measures,
specifically, the rationalisation of taxes and a specific SMEs recovery strategy
will be implemented to stimulate employment creation. The MTP, drawing from

experience, will avoid jobless growth.,

ix. Poverty Reduction and Social Protection
The MTP envisages specific poverty reduction initiatives, underpinned by growth
and employment opportunities to cater for the vulnerable groups. Poverty
reduction initiatives will include support to HIV and AIDS programs, child
headed family and gender main streamlining in line with the thrust of the MDGs.

3.3 The Policy Framework
The parameters as outlined above are designed to establish a stable macroeconomic
palicy environment coupled with greatly improved investment environment necessary for

private sector development as the engine for economic growth.




Government will prioritise policy consistency, coherence and predictability within the
context of an integrated macroeconomic program. This will include sectoral, micro,
structural and rural economy interventions for economic recovery, growth and broad
based transformation.

3.4 Macroeconomic Objectives
The macroeconomic objectives will be to ensure economic recovery, growth and
transformation to promote:
i. Sustainable economic growth and development;

ii. Poverty reduction;

fii. Employment creation;

iv. Price stability; and

v. Sustainable Balance of Payments position.

3.5 Macroeconomic Policy Targets
The macroeconomic targets will be to achieve the following:
i. An average growth rate of 7.1% during the Plan period;
ii. Single digit annual inflation;
iii. Interest rate regime that promotes savings and fosters investment;
iv. Current Account Deficit of not more than 5% of GDP by 2015;
v. Average employment creation rate of 6% per annum;
vi.  Sustained Poverty Reduction in line with MDGs targets;
vil.  Foreign Exchange Reserves of at least three months import cover by 2015;
viii. Double Digit Savings and Investment Ratios of around 20% of GDP by 2015;
i®. Budget Deficit to converge to SADC benchmark of less than 5% of GDP by
2015; and
®. Reduce sovereign debt to at least 60% of GDP by 2015.




3.6 Macroeconomic Assumptions
The underlying macroeconomic assumptions guiding the MTP are as follows:
. Improved Energy supplies;
ii. A consistent and predictable macroeconomic policy framework that guarantees
long term price stability, builds confidence and ensures savings and investment;
iil.  The multi-currency framework will prevail over the Plan period;
iv. Financial stability;
v. Increased financial sector intermediation and inclusive financial sector
development;

vl, Increased access to lines of credit to improve the liguidity position in the
economy;

vii, Effective private sector participation;

vili.  Implementation of a Sustainable National Debt and Arrears Clearance Strategy
that will improve the country’s risk profile and mobilise long term development
finance;

ix. Re-engagement with the international community; and
x. Economic, social and Political stability.

3.7 Economic Recovery, Growth and Transformation

The overarching goal of the MTP is to raise the country's production potential, create
decent employment and reduce poverty. Achieving this objective implies diversification of
sources of growth, and investment in new technologies, technology ftransfers and
institutional transformation.

Growth with employment is the most effective strategy for achieving Government's pro-
poor agenda and poverty reduction, hence the emphasis on the implementation of pro-

poor policies,

The restoration and significant increase of energy supply and distribution are critical
components for economic growth and transformation and will be proactively pursued

during the Plan period. In the case of energy, the Plan recognises the relationship




between energy supply and economic growth. Emphasis will be placed on a forward
looking strategy based on a business model that brings in the private sector as a dominant
player.

The new economy will be driven by knowledge-based industries, technology innovations
and enterprise development. In support of the new economy, institutional transformation
and introduction of a new and competitive business culture will underpin the private sector
growth.

The growth of the key sectors of the economy, namely agriculture, manufacturing and
mining will be driven by an aggressive investment strategy that will increase capital flows
into the economy, raise productivity and expand opportunities for employment creation.
The MTP will pay particular attention in addressing the key enablers, such as, Electricity,
Water, Transport and ICT among others.

3.8 Price Stability

In the medium term, price stability so far achieved will be consolidated by fiscal prudence
complemented by productivity gains and expansion of the economy’s production potential.

3.9 Financial Sector Transformation
Financial sector transformation will be achieved through the following measures:
i. Financial sector stability and inclusive development;
ii. Restoration of banking confidence;
lii.  Efficient prudential and regulatory framework;

iv. Efficient National Payments Systems; and

v. Implementation of the Reserve Bank Act.




3.10 Savings

Rising economic growth rates and improved household incomes over the Plan period will
improve the capacity to save. Government will create an enabling environment that will
encourage the development of a variety of savings instruments such as establishment of
the national wealth fund. This savings thrust will take place both in the public and private
sectors, including coming up with saving instruments which will mobilise savings from
micro enterprises.

The vigorous investment drive under the MTP envisages greater financial sector deepening
and the growth of money and capital markets to facilitate the recovery and growth
process of the economy. This will lead to the evolution of new savings instruments. Over

the medium term, the plan envisages growth in the national savings rate.

3.11 Investment

The success of the MTP will be underpinned by a comprehensive investment drive
instrumental in sustaining an expanding production frontier, critical for economic recovery,
growth and transformation. The Policy Framework envisages the interplay of domestic and
Foreign Direct Investments for broad sectoral growth. Significantly, investment in energy,
water and transport infrastructure and IT based communication technology will be the key
priority investment areas for both domestic and foreign investment. The MTP envisages a
co-ordinated approach to investment promotion directed to our priority areas in a properly
sequenced manner. This covers both domestic and foreign direct investment.

3.12 Macroeconomic Consistency Framework

The Macroeconomic Consistency Framework integrates the key sectors of the economy-
real, fiscal, monetary and external sectors into an integrated set of interdependent
sectoral flow of funds summarising the totality of economic activities in the country. It also
allows internal data consistency checks of information from the different sectors.




3.12.1 Real Sector

The Real Sector summarises activities in the goods, money and labour market as broadly
constituting both aggregate demand and supply in the economy. The Real Sector allows
the derivation of total value addition by sector, the nominal GDP and price formation as a
function of demand and supply in the economy. Table 3.1 shows Real Sector medium
term output forecasts.

Table 3.1: Gross Domestic Product by Industry at Current Prices USD Million.

| Agriculture, Hunting, and Fishing | 15.5% | 1932 | 2276 2640 2992 3362
Mining and Quarrying 4.9% 812 1002 1264 1596 1836
Manufacturing 14.7% [ 1241 1363 1534 1686 18B5
Electricity and Water 4.9%0 395 418 468 523 588
Construction 0.6% 46 48 22 56 61
Finance and Insurance 3.9% 320 338 371 409 456
Real Estate 2.0% 156 163 176 190 206
Distribution, Hobels and
Restaurants 11.0% | 920 1002 1139 1286 1460
Transport and Communication 15.2% | 1272 1384 1572 1781 2022
Public Administration 4.0% | 320 333 361 386 414

| Education 29% | 236 | 246 266 285 306
Heaith 1.2% | 101 106 115 126 138
Domestic Servioes 1.8% 146 150 162 175 189
Mther Services 4.3% 341 356 389 422 461
Less Fin Int Services Indirectly
Measured -0.4% -30 -32 -35 -38 -42
GDP at factor cost B6.5% |B208 [ 9154 10476 11873 13341
Met other taxes an production 1.9% | 111.2 113.4 115.7 118.0 120.9

Other taxes on production 1.9% 111 113 116 118 120
Other subsidies on producton 0.0% 0 0 0 0 0
GDP_at basic prices B8.4% |(B320 | 9267 10591 11991 13461
Net taxes on products 11.6% 678 602 706 720 FEL]

Taxes an products 11.6%0 678 G692 TG 720 FEL
Subsidies on products 0.0% 0 0 0 0 0
GDP_at market prices 100% |8998 | 9959 | 11297 | 12711 | 14195

Source: MEPIP, MOF and RBZ




Table 3.2 shows the projected sectoral growth rates during the Plan period.

Table 3.2 Projected Sectoral GDP Growth Rates

Agriculture, Hunting, and Fishing 15.5% 19% 15% 0% 7% 5%
Mining and Quarrying 4.9%0 445 20%0 18%: 19% 8%
Manufacturing 14.7% 6% 7% 5% 4% 5%
Electricity and Water 4.9% 2% 3% 5% a%% 5%
Construction 0.6% 1% 20 2% 20 250
Finance and Insurance 3.9% 2% 3% 3% 4% )
Real Estate 2.0% 1% 20 2% 2% 2%
Distribution, Hokels and
Restaurants 11.0% 5% 6% T 7% i)
Transpart and Communication 15.2% 6% 5% 7% 7% k]
Public Administration 4.0%0 2% % 1% 1% 1%
| Education 2.9% 2% 2% 1% 1% 1%
Health 1.2% 2% 20 2% 3% 495
Domestic Services 1.8% 1% 0% 2% 2% 2%
| Other Services 4.3% 1% 2% 2% A% 3%
Less Fim Ink Services Indirectly
Measured -0.4% (1% 1% 3% 4% 3%
| GDP _at factor cost B6.5% | 11% 99%% 7% 7% 6%
Net other taxes on production 1.9% 0.1% 0.1% 0,1% 0.1% 0.1%
Other taxes on production 1.9% 0.2% 0.4% 0.5% 0,6% 0.5%
Other subsidies on production 0.0% 0.0% 0.0% 0.0% 0,0%: 0.0%
GDP_at basic prices B8.4% | 10% 9% 7% 7% 6%
Net taxes on products 11.6% 0.1% 0.1% 0.1% 0.1% 0.1%
Taxes on products 11.6% 0.1% 0.3% 0.4% 0, 7% 0.8%
Subsidies on products 0.0% 0.0% 0.0%: 0.0% 0.0% 0.0%:
GDP at market prices 100.0% | 9.3% 7:.8%0 6.6% 6.4%0 5.4%

Source: MEPIP, MOF and RBZ

3.12.2 Prices

The Plan will consolidate macroeconomic stability with inflation forecasted to move within
the band of 4% to 6% during the plan period.

Table 3.3 shows actual and forecast inflation for period 2010-2015,




Table 3.3: Actual and Forecast Inflation

2010 104.0 4.0
2011 108.7 4.5
2012 114.1 5.0
2013 120.4 5.5
2014 127.3 5.7
2015 134.9 6.0

Source: MEPIP, ZIMSTATS, MOF, RBZ

Inflation Assumptions
The above inflation profile is based on the following assumptions:

I.  Low Inflation in South Africa (major trading partner) — the combination of
appreciating rand and lower interest rates and bumper food harvest impacts
downward price pressures;

il. Low to moderate food prices (food imports from South Africa);
lii. Stable international oll prices;
iv. [Excess capacity;

v. Rise in output of key sectors of the economy such as agriculture, mining,
manufacturing and tourism over the madium term;

vi. Stable macroeconomic environment;
vii.  Steadily growing business and investor confidence;

vili.  Anticipated rationalisation of utility prices; and

. Anticipated lower cost of borrowing.




3.12.3 Fiscal Framework

The Fiscal Framework consolidates the gains achieved thus far under the current cash
budgeting and Results Based Management (RBM) system. The Fiscal Framework is an
integral of an overall macroeconomic consistency framework.

The fiscal revenue and expenditure estimates below have been generated from the
macroeconomic consistency framework and relate expected revenue flows to expenditures

over the plan period.

The Fiscal Framework will continue to be guided by the following principles:

ii.

Prudent Fiscal measures

Prudent fiscal management implies the need to target enhanced efficiency, plug
loopholes and minimise leakages. In order to enhance financial management,
increase fiscal space and particularly to create room for increased and smooth
management of infrastructure capital spending, there is need to reconfigure
manthly cash management practice to average quarterly management system.

Efficient Tax Administration

The MTP envisages the implementation of comprehensive Tax Reforms to improve
tax administration efficiency and broadening the tax base. Such tax reforms
include the review of the Income Tax Act, Mining Taxation, among others. Tax
reforms will also encompass simplification of the tax structure for optimum revenue
collection,

Public Expenditure Reform

Public spending will be reformed at the legal, institutional, strategic and operational
levels, At the strategic level, this will include identifying core and priority
programmes while eliminating unproductive and low priority services. This will be
achieved through the civil service payroll and skills audits that will ascertain the
current public service strength. Based on the findings, the Government will
establish skills inventory, identify critical skill deficiencies and institute necessary




capacity building initiatives to close identified skills gaps. The Human Capital
website developed by the Ministry of Higher and Tertiary Education will augment
efforts in this regard and attract diaspora skills.

At the operational level, this will involve enforcing improved management
technigues across the public sector by increasing managerial autonomy and
introducing performance contracts in the context of results based management
systems. This will necessitate:-

Realignment of employee levels;
Deployment in line with Government priorities;
. Provision of demand driven training to enhance stock of productive skills; and

Technical knowledge in response to the needs of the economy.

Government will also pursue programmes targeted at skills retention that include
in-service training, enhanced professionalization of the civil service, career
development programmes, and improvement of salary and non salary benefits.

At the legal and the institutional level, the Public Finance Management Act will
facilitate direct budget support from the development partners. Competitive
tendering will further be developed, including the contracting out of non-core
services to the Private Sector and the application of market driven systems for
Government procurement and service delivery. The Government will pursue a
number of interventions aimed at harmonizing the Public Service Act and labour

laws.

3.13 Expenditure switching to capital and infrastructure

In the medium term there will be deliberate switch of expenditure from recurrent to
capital and infrastructure development. It is envisaged that allocation of resources will be

skewed in favour of capital expenditure over the plan period. The current situation where
recurrent expenditures consume over 20% of the entire budget is unsustainable.




3.13.1 Capital expenditure

In the initial phase, the bulk of Government expenditure will be recurrent. The Plan
envisages increasing capital expenditure from about 5% of GDP in 2011 to at least 8% of
GDP by 2015, Significantly, the MTP also envisages increased private sector participation
and partnership with Government on infrastructure development and investment projects.
Initiatives including PPPs, PPls and PIPs will be prioritised, working closely with both the
fiscal authorities and Line Ministries. The MEPIP has created a desk to ensure that all
capital projects are properly co-ordinated. The PSIP desk will work closely with the
Ministry of Finance in co-ordinating and funding all national projects falling under the PSIP
and PPP frameworks.

3.13.2 Recurrent Expenditure

Recurrent expenditure has been the major contributor to total expenditure. The Plan
envisages material and significant reduction in recurrent expenditure as a proportion of
GDP from the current levels of about 27.7% of GDP in 2010 to about 22.9% of GDP by
2015,

Rationalisation of the Civil Service and the findings of the Payroll Audit will be
implemented during the Plan period. The process will allow Government to streamline the
cvil service, remove ghost workers if any and rationalisation of the wage bill as a percentage
of the GDP. The payroll audit will be extended to cover audit of payment of pensions to

rationalize pension expenditures.

3.14 Public Enterprise Transformation

Over the Plan period, an evaluation of all key Public Enterprises (PEs) will be undertaken
with a view to rationalizing their functions as well as other time-framed reforms. The three
broad strategies to be pursued are:-




i. Commercialisation which will focus on cost recovery and reduction,
corporatization, innovation, commercial awareness, adaptability to the market and
viability;

ii. Restructuring which will focus on rationalization, recapitalization, unbundling,
concessioning, management contracts, debt management, leasing, strategic
alliances, unlocking shareholder value, entering into PPPs, Joint Ventures and
improving conditions of service, etc; and

iii. Privatization which will focus on strategic partnerships, joint wventure
partnerships, listing on the Zimbabwe Stock Exchange, disposal of shares to
employees/management and outright disposal of the entity.

The Government will undertake an evaluation exercise that will provide the basis for
optimal decisions with regard to commercialization, restructuring, and privatization. The
line ministries co-ordinated by the Ministry of State Enterprises and Parastatals will come
up with a timeframe and an implementation plan.

The evaluation exercise will prioritise the following entities: Zimbabwe Electricity Supply
Authority (ZESA), Hwange Colliery, National Railways of Zimbabwe (NRZ), Grain Marketing
Board (GMB), National Oil Company of Zimbabwe, (NOCZIM), Air Zimbabwe, Zimbabwe
National Water Authority {ZINWA), Agricultural Rural Development Agency (ARDA), Mining
Affairs Board, Zimbabwe Mining Development Corporation (ZMDC) and Zimbabwe Tourism
Authority (ZTA).

3.15 Debt Management Strategy

3.15.1 External Debt

The total external debt amounts to US$8.8 billion comprising arrears of $6 billion and SDR
of $510 million from IMF where it is composed of Government, public enterprises and
Private Sector debt, Debt classified by creditor is as follows:-




Table 3.4: External Debt by Creditors as at March, 2011

Multilateral Institutions 2.7 billion
Bilateral ' 3.0 billion
Private Sector 1.1 billion
Other 2.0 billion
TOTAL 8.8 billion

Source: RBZ and MOF

3.15.2 Domestic Debt

The Reserve Bank incurred domestic debt of US$1.5 billion primarily through its failure to
meet the obligations of entities that had funds taken from the FCA accounts. This debt
consists of Gold Bonds and Foreign Currency Accounts (FCAs). The Gold Bonds have been

rolled over.

3.15.3 Debt Clearance Strategy

Under the MTP, Government will engage the international community for the necessary
support in tackling the country’s external debt. This engagement will, infer-alia, entail:

i. A strategy that will yield the needed debt relief, create opportunities for unlocking
requisite resources for economic growth and development, and ensure that the
country's expenditure priorities in  particular social expenditures are not
compromised;

il. Implementing a holistic and comprehensive debt and arrears clearance strategy
which normalizes Zimbabwe's relations with its main creditors in order to send
positive signals to domestic and foreign investors; and




iii. A hybrid strategy which will combine debt forgiveness and rescheduling together
with the use of resources to mobilize funding for development. The MTP will ensure
that repayment will not be undertaken at the expense of meeting the much needed

social expenditure or future development needs.

3.16 Balance of Payments
3.16.1 Current Account

The MTP initiatives are forecast to improve the overall balance of payments of the country
with a current account balance (as % of GDP) projected to improve from -11% in 2011 to
-3% in 2015.

The current account improvement is premised on both exports growth in response to
investment and GDP growth as well as increasing inflows of current unrequited transfers.
High unrequited transfers in the initial years of the Plan reflect high donor humanitarian
assistance as part of the current transition. As the economy improves progressively,
diaspora inflows will also increase steadily as Zimbabweans abroad seek to position
themselves within the context of a growing economy. Engagement with the diaspora
community will be intensified during the Plan period. Table 3.5 shows the Balance of

Payments.




Table 3.5: Balance of Payments Summary 2011 - 2015 (USD Million)

CURRENT ACCOUNT (excl. official
transfers)

TRADE BAL f.o.b
Expors f.ob
Imports f.o.b

NON FACTOR SERVICE(Net)
INCOME(Net)
Other Income (Net)

PRIVATE TRANSFERS{Net)
CAPITAL ACCOUNT (Ind. Official
Transfers)

Grants
Direct Investment [MNet)
Portfolio Investment {Net)
Long Term Capital (net)
Government
Public Enterprises
Private Sector
Short term capital (net)
Government
Public Enterprises
Private
Change in DMBs NFA
Overall Balance
Financing
Exceptional Financing
Accumulation of External Payment Arrears

=21.3
-53.8
38.4
.1
91.8
0.0
0.0
129.2
-37.4
-388.2
388.2
421.7
421.7

~-674.7
-958.2
2640.7
3599.0
-68.6
-96.4
557.1
484.7
215.0
85.0
105.0
0.5
-66.1
51.5
9.1
69.2
0.0
45.0
.2
-10.0
-190.1
190.1
0.0
0.0

-570.0
-802.2
2972.3
3774.5

-93.0
=227.3
-99.7

552.5

630.3
215.0
105.0

0.0
161.8
36.7
6.9
132.0
78.5
0.0
46.0
44.5
-10.0
60.2
-60.2
0.0
0.0

47.0
27,3
-2.0
492.0
-492.0
-20.0
-20.0

-371.3
-568.8
3614.8
4183.7

-140.6
=249.1
-108.8

587.3

963.4
217.0
200.0
85.0
380.9
B3.3
182.6
115.0
80.5
0.0
48.0
3.5
5.0
592.1
-592.1
=35.0
=35.0

Source! RBZ, MEPIP, MOF

The MTP projects imports growth to rise in tandem with nominal GDP growth, reflecting
the economy’s recovery and expansion. Exporis are forecast to increase at a faster rate
than growth in the rest of the economy reflecting the dominance of the mining sector.
Over 95% of mining sector output is exported. The expected transformation of the
national economy, improved business climate and opportunities arising from regional




markets will drive the increase in manufactured exports. Export led growth will be critical
in our economic trajectory during the Plan period.

3.16.2 Key Measures to Achieve Export Targets
To achieve the export targets, the following measures will be put in place:-

i. Improving competitiveness by lowering the cost of production and transaction costs;
ii. Maintaining macroeconomic stability;
fii. Investment in new technologies;
iv. Diversification of the export basket and new markets developments;
v. Strategies for SMEs growth and development with an export bias; and
vi. Regional integration and expansion into regional markets in the context of deeper
regional integration within SADC and COMESA,

3.16.3 Capital Account

The capital account is forecast to improve over the medium term reflecting, in the main,
Government's visible and aggressive investment promotion drive as well as new capital
flows. Capital inflows are expected in respect of FDIs in critical areas of the economy
including mining, agriculture, infrastructure development and ICT among others. Portfolio
investment is also projected to increase steadily reflecting improved business confidence
and greater integration with the global economy.

The MTP envisages a rise In diaspora inflows In tandem with rising levels of private
consumption and investment. The MTP is premised on greater engagement with the
interational community with enhanced potential to unlock critical lines of credit
Resumption of normal relations with the international financial institutions will also assist
in reducing the risk perception and hence greater access to international capital markets.

The Plan envisages and prioritises dominant role of investment as the major determinant
for sustained growth.




3.16.4 BOP Financing

The MTP envisages the current account balance improving from -11% of GDP in 2011 to -
3% by 2015. During the Plan period the capital account balance will steadily improve from
US5470.5 million in 2011 to US$963.4 million by 2015. The current and capital account
balances imply a negative overall balance of payments amounting to US$388.2 million in
2011 improving to a surplus of US$592.1 million in 2015. The deficits will be financed
through usage of reserves and engagement of international development partners.

3.17 Key Macroeconomic indicators

Table 3.6 Key Macroeconomic Indicators (USD Million)

GDP m.p. Current Prices B998 | 9959 | 11297 | 12711 | 14195
GDP at Constant Prices 7481 | B061 | 8591 | 9141 | 9630
GDP per capita 724 797 900 | 1008 | 1121
CPI Inflation {(Annual Average %) 4% | 5% 5% 6% 6%
Final Consumption B818 | 9461 | 10393 | 11440 | 12350
Cenfral Government Consumption 1611 | 1743 | 1921 | 2161 | 2413
Total Investment 1432 1525 1799 | 1950 | 2555
Central Government Investment 455 | 602 | 734 | BO0 | 1136
Private Investment 978 923 1065 1060 | 1419
Private Domestic Savings 119 | 248| 495 | 715 | 1048
Exports of Goods and nonfactor services 2790 | 3082 | 3421 | 3868 | 4081
Imports of Goods and nonfactor services 4042 | 4109 | 4317 | 4547 | 4790
Gross National Disposable Income 9392 | 10311 | 11622 |13045 | 14533
Private Disposable Income 7327 | 7966 | 8967 | 9994 | 10985
Income Absorption Gap -850 | - 675 | -570 | -344 | -371
Population (Millions) 12.42 | 12.492 [ 12.554 | 12.61 [12.662

Source: MEPIP, MOF and RBZ




3.18 Aid Architecture

3.18.1 Introduction

The Aid Coordination Policy, which lays out the Aid Architecture, was launched in May
2009, Consequently the Government Development Forum (GDF) was established as a
platform for promoting dialogue between Government and Development Partners as well
as minimising duplication and aligning aid with national development plans and priorities
in line with the Paris dedaration.

Inflows of grants for direct budget support are expected to be low during the early part of
the Plan period reflecting the effect of reduced donor support. However, the budgetary
resources will be complemented by resources from the Official Development Assistance
{ODA) to be accounted for in the Vote of Credit in accordance with Government's Aid
Coordination Policy. The anticipated ODA inflows as Government pursues re-engagement
efforts will be channelled towards programmatic budget support.

In the interim the international community is likely to continue with humanitarian
assistance. However, efforts will be made to ensure these resources are channelled
through the national budget.

3.18.2 Policy Objectives
i. To align aid with national development programmes and priorities;

ii. To re-orient aid from humanitarian to development assistance; and
iii. To increase amount of resources being channelled by development partners
through the national budget.

3.18.3 Policy Targets
i. To align 100% humanitarian assistance to national priorities by 2012;

i. Toalign 50% of development aid to national priorities by 2015;
ii. To have B0% of aid channelled through the national budget 2015; and
iv. To evaluate and review Aid Coordination Policy by 2012.




3.18.4 Policy Measures

i. The thrust of Government during the plan period is to reduce donor dependence and
strengthen co-operation with Regional Economic Communities, including the
implementation of Regional Projects and Programmes;

ii. The Government of Zimbabwe will continue to implement the policy of re-engagement
which seeks to normalize relations with regional, bilateral and multilateral partners so
as to unlock humanitarian assistance as well as development assistance including
balance of payments support; and

ili. Review and strengthen implementation of the Aid Co-ordination Policy especially with
regards to the modus operandi of the Government Development Forum (GDF).

3.18.5 National Programmes and Projects
|. Coordinate Government Development Forum;
li. Facilitate Re-engagement dialogue; and
iii. Partner Zimbabwe campaign.
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4 KEY ECONOMIC ENABLERS

Introduction

Infrastructure in Zimbabwe has deteriorated significantly over the past decade, resulting in
lack of sufficient and reliable infrastructure services across all sectors thus constraining the
recovery of the economy. The deterioration has been caused primarily by unsatisfactory
corporate governance of public infrastructure entities in general, inadeguate financial
resources for regular repairs and maintenance, skills flight and lack of an enabling
environment for expansion.

In light of the fact that most of the infrastructure has since exceeded their economic lives,
the need for rehabilitation and replacement s paramount. The capital budget
complemented by innovative Private Sector driven initiatives including PPPs arrangements
will strive to create the basic infrastructures that guarantee basic services delivery to both
industry and domestic users as a catalyst for economic growth. In the initial phase of the
MTP, emphasis will be more on rehabilitation and improvement of existing infrastructure
and completion of outstanding projects, before commencing new projects.

For the MTP, a robust infrastructure is a key enabler for economic recovery, growth and
transformation. The infrastructure priorities are: Energy, Water and Sanitation, Transport,
Housing and Construction, Information, Communication and Technology (ICTs); Science,
Technology and Innovation and SME infrastructure.,

The key objective of the Plan with respect to enablers is to restore basic services and to
provide an efficient and reliable infrastructure network to facilitate smooth business and
social operations, stimulate economic growth and socdio-economic development. An
efficient infrastructural network and service delivery Is critical for Zimbabwe to achieve
global competitiveness. In this regard, Government will develop a National Infrastructure
Development Master Plan by 2011 which will guide the development of a world dass




infrastructural base for the economy. A rigorous audit of the nation's infrastructural assets
will be undertaken as an initial step to the development of the infrastructure master plan.

In the initial years of the Plan, priority will be given to urgent rehabilitation needs which
have high economic and social impact ahead of new projects. On new projects, an
inventory of all stalled projects will be made and these will be prioritized for completion.
Infrastructure projects which have an impact on regional integration to promote intra-
regional trade and cross border investment will be considered in the context of SADC and
COMESA programmes.

The Government will invite the Private Sector to become an important partner either in
PPPs or in independent projects, commission sectoral projects in the areas of electricity,
transport, water, and ICT. The PPPs will be effectively facilitated and promoted with the
implementation arrangements guided by a transparent and competitive process. This will

tap into financial resources and expertise from the Private Sector for the rehabilitation and
development of key infrastructure projects outlined in this Plan.




4.1 ENERGY

4.1.1  Introduction

The availability of adequate and reliable energy is critical for the attainment of economic
recovery, growth and transformation. The commercial energy industry is dominated by
electricity, while wood fuel provides energy for domestic use mainly in the rural
communities and urban poor. Electricity supply is a key determinant for output across all
industries of the economy, in particular, mining, manufacturing and agriculture. Persistent
power outages over the past years have contributed to continual economic dedline. If this
problem is not addressed it will be difficult to achieve the envisaged growth rates. The
MTP will ensure that the energy sector does not restrict economic development but fully
supports economic development as an enabler,

Zimbabwe's total installed capacity amounts to 1960MW and national demand is
approximately 2,200MW although the above output has not been realised over the past
decade as indicated in Table 4.1.

Table 4.1 Average Daily Electricity Output MW/hr (1996~ 2010)

1996 833 458 1291
1997 833 458 1291
1998 /51 562 1313
1999 809 602 1411
2000 799 582 1381
2001 905 488 1393
2002 580 458 1438
2003 1004 399 1403
2004 1109 290 1399
2005 1072 351 1423
2006 888 484 1372
2007 852 335 1187
2008 853 196 1049
2009 838 235 1073
2010 547 209 1156

Saurce: ZESA




However, it is important to note that for the period, 2003 to 2005 the daily average local
electricity generation was above 1000MW,

The current electricity generation is approximately 63% of installed capacity with part of
the shorifall met by imports. The operational power stations and the amounts of electricity
generated are shown in the Table below:-

Table 4.2: Electricity Generation as of March 2011

Kariba Hydro 750 710 95
Hwange Thermal 920 524 57
Harare Thermal 100 20 20
Bulawayo Thermal a0 25 28
Munyati Thermal 100 40 40

Source: ZESA and MEPD

With regards to the consumption of electricity, by 2008, electricity consumption patterns

had shifted with domestic users consuming more energy than commercial users due to the
reduced economic activity. With the recovery of the economy, this pattern has changed
see Figure 4.1.

Figure 4.1 : Sectoral Electricity Consumption
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To sustain GDP growth In the medium term both rehabilitation of existing capacity and
new investment in the energy sector through independent power producers (IPPs) is
required. Restoring full capacity to 1,960MW will require rehabilitation of the Hwange
Thermal Power and the smaller thermal units to full capacity.

The first two years of the MTP will ensure that Kariba and Hwange power stations are
restored to full capacty and that all small thermal power stations are operational, As
indicated in Table 4.3 below:

Table 4.3: Projected Electricity Generation

Kariba 750
Hwange 920 780 920 1200 1520 1520
Harare 100 40 40 60 100 100
Bulawayo 20 40 60 80 90 50
Munyati 100 40 80 100 100
Total 1960 1650 1830 2420 2860 2860
Source: MEPIP
4.1.2 Challenges and Constraints
The challenges faced in the generation and distribution of electricity includes the
following:

i,  Billing and collection;
ii. Lack of financial resources;
lii. Aged and obsolete equipment and poor state of infrastructure;
iv, Operational challenges including undercapitalization compounded by debt-
ridden financial positions;
v. Inadequate specialized skills and tools required for planning and forecasting
energy needs;
vi,  High cost of rural electrification through grid extension and due to the




scattered nature of settlements; and
vii. Theft and vandalism of infrastructure.

4.1.3 Policy Objective
To restore and increase power generation capacdity to meet national demand for the

attainment of economic recovery and growth and for export in the region.

'4.1.4 Policy Targets

i. Restoration of generation capacity at Hwange to installed capacity by 2012;
ii. Lease of small thermals to increase electricity supply by 290MW by 2011;
iii. Installation of prepaid meters by 2012; and
iv. Institute demand side management to savings of up to 300MW by 2013.




4.1.5

Policy Measures

Legal and Regulatory Measures
The Plan will work on the following legal and regulatory measures to fadilitate investments
in the energy sector in order to achieve the set targets:-

v,

4.1.6

Review of the legal and regulatory framework governing the energy sector and
adoption of the Draft Energy Bill that will pave way for the liberalisation of the
sector;

Strengthening of the energy regulator to deal with setting of viable electricity tariffs
and the regulation of independent power producers and consumers;

Institute stiffer penalties to the whole chain of offenders through the review of the
existing legislation against theft and/or vandalism of national assets; and

Establish legislation to enforce environmental impact certification for all
infrastructure projects before project commencement.

Measures to Promote Investment
Setup of an independent Energy Regulatory Board;
Implement cost reflective tariffs to ensure sustainability. This will be complemented
and matched with quality service delivery;
Review the systems and processes within commercial operations to enhance billing,

revenue collection, cash management and customer service;

Leasing of the small thermal power stations to the Private Sector for their direct
consumption to increase productivity or for sale to other consumers/utilities;

Explore various technologies and support appropriate investments, including
providing for the necessary incentives for the promotion of Low Carbon Economy
(LCE), e.g. renewable energy technologies in solar and wind energy. These will
include reduction of import duties, as well as provision of other tax incentives;




vi. Continue to explore the viability and capacities to produce LCE renewable energy

alternatives: bio fuels which are environmentally friendly and have potential to
reduce high dependence on fossil fuel energy generation and imports. Viability of

these projects will also be beneficial to farmers who produce bio fuels feedstock;
vii.  Eliminate the market for stolen equipment (such as cables, transformers, metres)
through enforcement of good corporate governance (provision of key economic,
cultural, institutional and information conditions) and surveillance by utilities and
law enforcement authorities; and
viii. Create an enabling environment for a competitive power market through the
participation of IPPs.

4.1.7 MNational Programmes and Projects
i.  Installation of prepaid metres for all electricity consumers to enhance the billing
and collection system;
ii. Rehabilitation of Hwange Power Station and regular maintenance of Kariba Power
Station;
ili. Rehabilitation of the Mational Grid and the Transmission and Distribution Network:
iv. Leasing and rehabilitation of the three small thermal power stations in Harare
{100MW); Bulawayo (90MW) and Munyati {100MW);
v. An aggressive Demand Side Management programme (DSM) to enhance efficient
use of power savings (300MW);
vi.  Mini hydro power plants to supplement supply to mini grids in rural communities;
vii. Revamping of the rural electrification programme;
vili.  Promoting use of solar energy including solar geysers;
ix. Promaotion of the generation and use of renewable energy including installation of

mini solar grids systems and generation using biogas;
%x. Promotion of the local manufacture of transformers, prepaid meters and other
spares;




xi.

xi.
il

xiv,

Expansion of Hwange Thermal Station (600MW), and Kariba South Hydro Power
Station (peak power 300MW);

Development of a greenfield project - Batoka Gorge (1,600MW);

Development of Sengwa coal and Lupane gas projects during the Plan period; and

Examine the possibility of generating electricity through nuclear energy.




4.2 THE LIQUID FUEL SECTOR

4.2.1 Introduction

Zimbabwe imports all of its liquid fuel requirements and the estimated monthly demand
(litres) with the economy at its peak for diesel, petrol and jet fuel was 105 million, 90
million and 15 million litres respectively with transport and agricultural sectors consuming
60%.

4.2.2 Challenges and Constraints
I. Aged equipment and poor state of infrastructure; and
ii. Undercapitalization compounded by debt-ridden financial positions.

4.2.3 Policy Objectives
i. To ensure adequate supply of fuel for both domestic and industrial use; and

ii. To produce and use bio fuels.

4.2.4 Policy Targets
I.  Establish an independent regulator by 2011;

ii. Increase production and use ethanol blend and bio-fuels by 2012;
iii. Beira pipeline capacity utilisation to be over 90% by 2011; and
Iv. Strengthening of the Independent Regulator.

4.2.5 Policy Measures

i. Restructure NOCZIM to eliminate conflict of roles/interests by separating service
provision and operating the infrastructure;

ii. Effective importation of liquid fuels will be implemented by ensuring that all
petroleum products are brought into the country by rail and through the Beira
pipeline;

iii. Promote production and use of renewable energy incuding ethanol blending and
bio-diesel production; and




iv., Enforce environmental impact certification for all infrastructure projects before
commencement.

4.2.6 National Programmes and Projects
i, Rehabilitation of Feruka Oil Refinery Plant;
ii. Increased use of the oil pipeline as hub for SADC region ;
iii. Construction of crude oil pipeline;
iv.  Construction of Jet Al dispensing facilities at Harare International Airport;
v.  Promote production and use of renewable energy including ethanol blending and
bio-diesel production; and

vi.  Conversion of coal to liquid fuel.




4.3 TRANSPORT AND COMMUNICATION

Introduction

The Government recognises transport infrastructure as a pivotal vehicle to economic
growth as it plays a critical role in socio-economic development through the movement of
goods and passengers. The transport sector facilitates economic activities and access to
local, regional and international markets. Zimbabwe is strategically positioned to provide a
gateway to markets within the SADC region.

The transport network comprises roads, rail and air with the public sector as the main
provider of the infrastructure services, given the historical minimal participation of the
Private Sector in the provision of infrastructure.

The communication section sector is regulated by the Postal and Telecommunication
Regulatory Authority of Zimbabwe (POTRAZ). The deregulation of the Communication
industry resulted in the issuing of licenses to several players and currently there is one
fixed telephone operator and 3 mobile telephone operators operating in the 900-1800MHz
band with subscribers above 5 million.

During the Plan period, Government will ensure viability of State Enterprises such as Net
One, Tel One and Zimpost.

4.3.1 Roads

4.3.1.1 Introduction
The general condition of roads has deteriorated due to inadequate funding for regular

maintenance. During the Plan period, rural roads will be the primary responsibility of
Government while other major roads will largely be developed through PPPs. The
rehabilitation and maintenance of major trunk roads commenced in 2009 and is ongoing.
The Government introduced toll gates in August 2009 which are facilitating the
mobilization of resources for rehabilitation and maintenance of the road network.




4.3.1.2 Challenges and Constraints
i.  Lack of repairs and maintenance for trunk, rural and urban road networks due to
financial constraints;
ii. Destruction of roads by overloaded heavy goods vehicles;
iii.  Skills flight;
iv.  Long project roll out lead times;
v.  Lack of an integrated approach in transport policy formulation;
vi.  High rates of accidents; and
vii.  Inadequate funding for projects.

4.3.1.3 Policy Objectives
i.  To have a well developed trunk road network; and
il. A well developed and maintained rural and urban road network.

4.3.1.4 Policy Targets
i. Putting in place legislation Framework for PPPs;
il. Dualisation of the Beitbridge to Chirundu road by 2015;
iii. Pot holes repaired on urban roads by 2013;
iv. Well maintained rural roads by 2012; and
v. Enhance maintenance performance of rural access roads by 2012.

4.3.1.5 Policy Measures

|, Finalize and adopt the draft National Transport Policy to facilitate the
development of an integrated transport system;

i, Long term planning and development of the transport service to optimise
resource use and to ensure various transport modes complement each other;

ill. Harmonize management of roads to avold overlaps and gaps amongst the
responsible institutions, i.e. Department of Roads, Rural District Council, Urban
Council and District Development Fund,




wi.

4.3.1.6
I

vi.

wil.

wiii.

ix.

Establish an Independent Boarder Posts Authority through legislation for
managing, administering and regulating all the land ports at the border ports
country-wide;

Zimbabwe National Road Authority (ZINARA) to execute its functions as defined
by the Road Act; and

Develop and adopt environmental best practice for road development and

management.

Mational Programmes and Projects

Rehabilitation and maintenance of the existing road networks in both rural and
urban areas. Community participation in road maintenance in rural areas
through public works programmes which are properly planned, implemented
and monitored:

Rehabilitation of rural roads by Government to ensure access to markets and
other development needs;

Upgrading of Regional Trunk Road Network (RTRN) to develop Zimbabwe into a
regional hub. The first project will be the dualisation of the Beitbridge-Harare-
Chirundu road (935 km) through PPPs commencing 2011,

Rehabilitation of bridges;

Construction of tollgates infrastructure and introduction of a computerized
accounting system for accountability and effective monitoring of the funds;

An effective National Road Safety Programme with transport safety and security
regulations to reduce the incidences of road accidents, loss of lives and property
and their impact on the economy;

Road network expansion in both urban and rural areas;

Promotion of the Rural Fleet Renewal programme for the renewal and
refurbishment of old buses by the Private Sector through the provision of
incentives; and

Commence the development of corridors, e.g. the Harare-Mutare-Beira and

Harare-Nyamapanda-Changara.




4.3.2 Rail

4.3.2.1 Introduction

The rail network is critical for economic recovery and development as it connects all major
economic centres providing transport for bulk raw materials, finished goods and
passengers. The rall track infrastructure, signalling and telecommunication system has
deteriorated due to theft and lack of regular repairs and maintenance resulting from

financial constraints.

The rail network covers 3,077km of which 318km is concessioned to Bulawayo-Beitbridge
Railway (Private) Limited. Of the 2,759km maintained by the public sector through the
National Railways of Zimbabwe, only 313km (Dabuka to Harare) was originally electrified,
but it has since been vandalized and will need to be restarted from scratch. This, coupled
with reduced economic activity has negatively impacted capacity utilization as shown in
Figure 4.2 below:-

Fig 4.2; Rail Capacity Utilisation (2000-2010) in millions
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NRZ's designed capacity is to move a tonnage of 18 million annually. Between 1995 and
1999 NRZ managed to move an average of 12 million tonnage annually. However, from
2000 to 2010 there has been a sharp decline that has seen movement of an average of 5
million tonnage owing to a number of challenges and constraints in NRZ.

There has been a massive deterioration of traction and rolling stock assets in NRZ, This
emanated from inadeguate maintenance and non-replacement of obsolete assets resulting
in low availability of rolling stock as indicated in table 4.5 below.

Table 4.5: Rolling stock as at 2010

Locomotives 168 55 33%
Wagons 8,682 4,646 54%
Coaches 315 117 37%
Source; NRZ

4.3.2.2 Challenges and Constraints
The challenges faced by the sector include the following:

i. Dilapidated rail infrastructure;
ii. Theft and vandalism of signalling and telecommunications systems;
ii.  Skills flight in key positions;
iv. Obsolete equipment and locomotives, coaches and wagons;
v. Ineffective safety programmes; and
vi. Absence of a regulator.










































































































































































































































































































































































































































































































































































































































































































