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SECTION 1

INTRODUCTION

This Monetary Policy Statemerstissued in terms of Section 46 of the Reserve
Bank of ZimbabweAct [Chapter 22:15] The strategiesand prudential policy
measuredan this Statement are intended ti@nsform the economyhrough
rebalancing it away from being a consumptive or supermarket economy to

a productive one and away from the high incidence of capital flight
characterised by theexternalisation of export sales proceeds to one that
safeguards its hard earnedoreign exchangeresources This is necessary
order to give impetus teffectivelydealwith the negtive inflation(or deflation)
environment besetting the economy. Rebalancing the economy would also need
to involve transformatiomn human capabilities in terms of mind stet,move
away from the current shetérmism approach besetting the nationahecoy to

long-term strategies that includ@rnessing of youth and creation of jobs.

Whilst comprehensive economic transformation is a daunting task in view of the
current impediments that include adverse developments in the global economy,
external shockdue to climate change, an expensiv8.dollar, etc, Government

has made major strides towards embracing economic transformation. The
milestones or strides include the 10 point economic reform agenda, rapid results
approachframework for the ease of dw business, banking sector reforms,
business friendly indigenisation frameworks and thermgagement and external

debt clearance initiative.

Transformation, like charity, begins at home. It requires national collective
responsibility to transform from within in order stimulate the economy through
plugging gaps and loopholes. This is the best way to boost confidence and

enhance liquidly within the national economy. We have, as aomatot of room
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for improvement on this front.lllicit financial f lows (IFFs) are our major

leaks. Theissue is not necessarily that too little money flows into Zimbabwe.
Rather it is what consumers and businesses do with that money. Too often it is
spent on unproductive uses, IFfisade mispricing, externalising of export sales
proceeds and remittance of unproductaral unsanctioned investmentsjc.

Such funds leaveZimbabwe without circulating in the economy. We are
exporting liquidity. We therefore needa national fiplugging the leakages
approacho to tr an $ofplgtme edofomyroendFEs) Bomy .
evasion porous border postsmugding andnonrepaymenbf loans Thisneeds

high level of seltdiscipline and compliance to neregotiable values of

transparencandaccountability

Transparency and accountability in the utilisation of scarce financial

resources isvery necessary to make sure that money circulates with the

economy for public go@ and economic transformation. Accordingo Lynne

Twist fAimoney is only wuseful when it 1is
shared, directed and invested in that
by Lynne Twist is fundamental to the Zimbabwean economy. We need, as a

nation, to apply money efficiently and legitimately in order to make it
circulate i .e. Amovi ngLymmeTdvistinlher bookn g 0 a s

AThe Soul of Moneyo.

This Monetary PolicyStatenent therefore presents theserveB a nsi(the
“Bank?” orespohde Bosterits key mandate dinancial sectoand price
stability within the context of the above imperatives. This mandate woeld

achievedinter alia,by;

I. enfordng discipline n the utilisation of financial resoursewithin the

multi-currencysystem



li.  promoting financial inclusion

lii. addressing the cost of finan@sd

Ilv. giving direction to thefinancial sectoron the implementation of the
socially and economically desirable valughain principle of the

indigenisatiorand economic empowermegpulicy framework.

The Bank is convinced tha conducive financial environment encourages
savings mobilisation, productive investment and international competitiveness of
domestic producetand, thus, contributes towards the broader national objective
of sustainable economic diversification amansformationas envisaged under

Zim Asset.

For the avoidance of doubt, the Bank has no objection with the bonafide uses of
money or foreign exchange by both individuals and business. What we are very
much against andeeplyconcerned about is the abuse of hard earned financial
resources through litit financial flows (or capital flight), swggling and
misappropriation of bank loans.Remittance of dividends and profits, for
example, is bonafide btite remittancef revenuds not at all bonafide These
nefarious activities are shertircuiting or drainingthe financial system and
creating liquidity shortagesNe cannot carry on like this as a country. We need

to draw a line in the sand and never cros$\ie need to go back to basics.

Developing prudential policy measures to deal with dheve narratives is
thereforecritical to address the major challenges facing the national economy of

unemployment, tight liquidity, lack of capital formation and lack of confidence.

The current senario in Zimbabwgfor examplewhere firms especiallythose in
the extractive sectorgnd individuals are externalizing funds inclugliexport

sales proceeds defiesonomic logic. This situatignvhich is not sustainable



requires the Bank to put in place prudential measures that aim to enforce
discipline and transparency in the use of scarce financial resourgaesnise
economichaemorrhage from capital fligior illicit financial flows), mitigate
systenic risk, reducebusinesscycle volatility, increase liquidity increase
macroeconomic stability and leance social welfare.Prudent measures are
critical for economic transformation and to improve transpareaoyl
accountabilityby closing gaps and loopholes arising from inconsisteranels

inadequate prudential measures.

Given the positive correlation between financial inclusion and economic
developments, the Bank shalsounveil in this Statement policy interventions

to promote financial inclusivity and proper functioning of the financial system.
Financial inclusion omclusive financing is the deliveryf financial services at
affordable costs to sectors of disadvantaged and low income segments of society.

The United Nations defines the goals of financial inclusion as follows:

I.  Accessat reasonable codiy all houseblds to a full range of financial
services, including savings or deposits, payment and transfer services,
credit and insurance;

ii.  Sound and safe institutions governed by clear regulation and industry
performance standards;

lii.  Financial and institutional sustaibility to ensure continuity and certainty
of investment; and

Iv. Competition to ensure ofte and affordability foconsumers.

The Bank, together with numerous stakeholders, have put in place a financial
inclusion strategy that we believe would go a long tealielp peoplemprove
their lives.



Similarly, the Bank is continuing with efforts to address the cost of doing business
in this country through reviewing the interest rate guidelines. The review is also
intended to encourage the banking public to ettoanks witttheir fundsand/or

savings.

The recently publicised indigenisation policy frameworks constitute a significant
milestone in the history of the country. The frameworksbargness friendly.
Theyare promotive of imestment. They are flexible and clearot into practice.
This Statement shall provide direction on the implementation ostweally and
economically desirableprinciple of the indigenisationand economic
empowermenpolicy frameworkin as far as it relas to the financial sector and

the applicability of the compliance and powerment levy where applicable.

In view of the foregoing he key purpose of thidonetary PolicyStatemenis to
provide policy direction for transforming the national economg f@oductive

and disciplined one through

I. Prudential measures to deal with market indiscipline and imperfection
known as the pecuniary externality in an open economy in order to curb
the destabilisation effect of illicit financial flowsmugglingand or capital
flight;

ii.  Financial inclusion strategies to promote the availability of banking and
payment services to the entire population without discrimination;

li.  Financial intermediation policies to promote the efficient allocation of
financialresources;

iv. Enhancemenf the multicurrencysystemo promote trading ahe other
currencies in the basket; and

v. Provision of policy advicen the resuscitatiorof an Economic Crimes

Court,revitalisation of agriculture anelse of doing business



The rest of this Monetary Policy Statement is organised as follows; Section 2
discussegglobal economic developmenta order to give the regional and
international contextthat heavily influences economic developmenis
Zimbabwe Section 3 discusses Zimbabi&ance of paymentevelopments.
Section 4 looks at the developmeintghe financial sectar Section 5 discusses
inflation developments. Section 6 analyses the impact of policy measures
implemented by the Bank in its quest to develop monetary polaly tutside

the conventional tools Section 7looks at the financial sector regulatory
framework Section &resents the national financial inclusion strategy. Section 9
provides policy measures to transform the economy. Selfidiscussegolicy
advice in line with Section 6g) of the RBZ Act[Chapter 22:15] Section 1is

the Conclusion.



SECTION 2
GLOBAL ECONOMIC DEVELOPMENTS

Global economic activityin 2015 continuedto face elevied financial market
volatility anda markedslowdown in developing and emerging market economies
In particular, ingering uncertaintythat preceded th&.S. interest rate increase
depressedjlobal economic activityor the greater part of 201 the Eurozone,
global economic activity remasa uneven, as economiesuch as theUnited

Kingdom (UK) somewhat recovered.

On the other hand, developing and emerging market econgrarisularly China,
Russia and Brazilacedsignificant challenges that dampeigrowth prospectn
2015 Constrained impdrabsorptive capacity from Chinvahich is experiencing a
managed economic slowdown, occasioned the accumulation of commodity

inventories a development that depressed metal prices.

Reflecting the effect of declining commodity prices, inflationgmessures in
advanced, emerging markets and developing economies remained muted while real

effective exchange rate fluctuations have been unusually high over the recent past.

In its October 2015 World Economic Outlook (WEOQO) report, the International
Monetary Fund (IMF) projea&dglobal economic growth at 3.1% in 20tSmpared
to the July 2015 projection of 3.3%. Table 1 below shows global economic

developments and growth projections.

10



Table 1: Global Economic Developments and Gtlook (%)

2013 2014 (Eszti?‘r%:te) (Prozjct)aigon)

World Output 3.3 3.4 3.1 3.6
Advanced Economies 11 18 2.0 2.2
us 15 24 2.6 2.8
Japan 1.6 -0.1 0.6 1.0
Emerging Market & DevelopingEconomies 5.0 4.6 4.0 4.5
China 7.7 7.3 6.8 6.3
India 6.9 7.3 7.3 7.5
Sub-Saharan Africa 5.2 5.0 3.8 4.3
Zimbabwe 4.5 3.8 1.5 2.7
Latin America & the Caribbean 29 1.3 -0.3 -0.8

Source: World Economic Outlook Update (October 2015Ministry of Finance & RBZ projections

Despite subdued global economic activity, the world economy is expected to
modestlyrecoverby 3.6% in 2016. This primarily reflects the expected narrowing

of attendant divergences in economic activity and growth patterns across major
economies in 201@mprovements in the glob&conomic outlook is attributed to

the projected accelerationf activity in the US economy, coupled withithe

consolidation of recent gains in the Eurozone and Japan.

Accommodative monetary policy, low oil prices and in somstances, real
exchange rate depreciation are expected to spomognic performance in the

Eurozonan 2016

Economic growthin Chinais estimatedto have declinedto 6.8%in 2015 and
projected tofurther deceleratéo 6.3% in 2016, as the economyg expected to
continue drifting from an investment towardsconsumptioded growth
Accordingly,te  country’'s fixed asset investm

recent yearsalthoughit remains thekey driver of aggregate demanBDiscernible
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progres hashoweverpeen madeowardspromotinga more markebased financial
system, improved government finances, gradual floating of the exchange rate and

levelling of the playing field between statavned enterprises and the private sector.

On the back othe negative repercussions of the slowdown in China on commodity
demand, etivity in Sub-Saharan Africa economiess estimatedo havedecelerate

from 5% in 2014 to 3.8% in 2013dditionally, the tightening of global financial
conditions in the wake odn interest rate increase in the U.S. and other frontier

market economies further dampened economic activity in the region.

In Southern Africa economic growth prospects for South AfricAngola,
Botswana, Zambia and Zimbabwe remained vulnerable to dthenturn in
international commodity prices, the depreciation of domestic curref@iespt for
Zimbabwe) andleterioratingelectricitysupply conditionsAgainst this background,
export earnings and fiscal revenues declined somevdrathese commodity

exporting countries.

Potential Impact of US Interest Rate Hike an Zimbabwe

Following thedecision by the US to end the quantitative easing polheyFederal
Reserve Bank of America (the Fed) raised interest rates by tfireatyasis points,
in December2015 The rise in the interest rate in thiSA is expected to hawmn

impacton the global economy, through its effects on both short term anddamg
interest rates. In turn, changes in ldegn interest ratdsave a bearing cexchange

rates assepricedevelopments as well aapital flows.

In the Zimbabwean context, the US interest rate hike is likebettransmittedo
the domestic economynostly throughthe trade and financial channels. The

anticipated strengtheningf US dollar emanating from the interest rate hike will
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potentially result in a furtheslowdown in prices of commoditigbat act as safe
investment havens, notably gold and platinum. The decline in the price of these
precious metals, will further dampen expreceipts a development that has an
undermining effect on domestic liquidity conditicarsd economic growth prospects

at large

On the other hand, a stronger US dol |
currencies may result in increasedports of cheaper goods. This expenditure
switchingeffectmayfurthercompound he country’ s exTheer na
further strengthening of the U®llar, however, confers advantages to entities that
can affordably acquireapital goods to retool theoperationsparticularly from
countriessuch assouth Africa, China anBrazil, whose currencidsave depreciated

over the recent past.

Zimbabwe has limited options to cushion itself from the vulnerabilities associated
with the recentS interest rate hik The absence of an exchange rate policy to deal
with the overvalued real effective exchange rate, implies that the country has to
strengthenseli-discipline to undertake fiscal and internal devaluation policies in

order toenhance&ompetitiveness the domestic economy.

| mpl i cations of Chinads Economic S| owc
The Chinese economy has been growing at a rapid pace for the past thirtgwerars,

the recent past, the Chinese economy, hasvever,slowed down primarilyon
account ofslower fixed asst investment growtlespecially in realestate and

manufacturing sectemwhich face oversupply problems.

The declinan C h i rstck sarkes, which began in June 2015, coupled with the
4.5% devaluationn the local unit, had adverse spitbver effectsin other world

economies. These contagion effects were largely transmitted thnoagked

13



declines inequity markets, commodity markets, amttreased exchange rate
volatility around the gloheThese negative developments are expected to fully
manifest thenselves througlhower commodity pricesln particular the fall in oil
prices is likely to hurt oil exporting countries through lower revenues. On the other
hand, a decline in commodity prica#iributed to slackeningemand from China

will likely hurt commodity dependent economies such as Zimbabwe.

Commodity Price Developments

On the back onemicglobal economic growth and the slowdown in Chigaid,
platinum, copperandnickel pricesdeclined in2015 The strengthening of the US$
also eroded thalemand for precious metals as alternative investment assets.
Importantly, the mproved supply of base metals resulted in the accumulation of
inventories, a development thiatrther dampened commodifyrices. Food prices
also registered declines, largely ancount of favourable yields major crops

across the world.

Gold and Platinum Prices

Precious mineral prices declohén 2015, mainly underpinned by the sustained
strengthening of the U.S. dollar couple&ih prolonged speculatiosurrounding the

U.S. interest rate hike and reduced financial risks associated with depressed crude
oil prices. These developmenisderminedhe appeal of precious minerals as safe
investment assets. Against this backdrop, gold and platinum prices retreated by
14.8% and30.9% respectivelyin 2015, as shown in Figudebelowt.

1 The reported gold, platinum, nickel, copper and Brent crude oil price changes are extracted from the World Bank
Commodities Price Data (The Pink Sheet), 2 October 2015
http://siteresources.worldbank.org/INTPROSPECTS/Resources/334934002388669/829392
1420582283771/Pnk_1015.pdf
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Figure 1: Gold and Platinum Prices for 2015
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Source: Bloomberg

In the medium term, precious mepaicesareprojectedto continueon a downward

spiral inresponse tthe appreciation of thdollar as economic recovery in the US

gains substantial traction.

Base Metal Prices
Base metal prices rema&addepressedver the period of review as evidenced by the

decline in inckel and copper pricet this regargdnickel and copper pricekeclined
significantlyby 41.3% and20.5%, respectively, on accouof progressivenventory
build-upsstemming fronslackening demanftlom China Similarly, crude oil prices
retreated by 1.26 during the same period, largelgderpinned bysubduediemand

and excess supply.
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Figure 2: Nickel, Copper and Brent Crude Oil Prices

Nickel & Copper (US$/tonne) Brent Crude Oil (USS$/barrel)
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Source: Bloomberg

Energy prices have generally been on a declining trend lasgedy result othe
marked drop in international oil pricdsgure2 aboveshows the evolution in crude

oil pricessAccording to the World Bank, t he
expanded quantitative easing program is anticipated to spur the demand for most
industrial metals and in the process boost their prices in the medium term. Oil prices

are expected to averaggs$61.2/barrel in 2016, as supply growtbderates

Food Prices

International food prices, as measured by the United NationFood and Ag
Organization (FAO) Food Price Index, hasleclinedsince September 2014 as
shown in Figure3. The declinen food priceswas occasionedy ample supply
conditions, a slump i n energy prices a
International cereal prices have been under downward pressure since early 2015,

amid large inventories and generatyprovedcrop prospects.

During 2015 Food and Agriculture OrganisatioRAO) Food Pricandex averaged
164.1 points, nearly 28 less than in 2014, marking the fourth consecutive annual
decling as shown in Figure 3 belowbundant supplies in the face d¢pressed
world demand and an appreciating US dollar ardéyefactors that weakendaod
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prices in 2015However, the Elnino effect which has caused floods in some parts of
Europe, the US and Asia and drought in southern Africa is likely to result in low

agricutural output and global food shortages and hence rise in food prices.

Figure 3: FAO Nominal Food Price Index (2004=10®
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Source: Food and Agriculture Organisation (FAO)

Commodity price developments for precious and base metals have implications or
Zi mbabwe’s external sectexmpopdsi tairen das
commodities from the mining and agricultural sectdveaker prices for precious and

base metals impllower export and fiscal revenues for Zimbabwe, while depressed oll

and food prices have a moderating eff e

2 The FAO Food Price Index is a measure of the monthly change in international prices of a blaskktofmmodities. It
consists of the average prices of five major commaodity groups, i.e cereals, meat, dairy products, vegetable oils and sugar.
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SECTION 3
ZIMBABWE BALANCE OF PAYMENT SDEVELOPMENTS

Within the context of the multurrency system, the levels of liquidity in the national
economylargelydepends on the balance of payments developr(iBOtB) This is

why the Zimbabwean economy is referred to as an open economy. Itis open to, and
stromgly influenced by, outside economic factors which are components of the
balance of payment i.e. exports, imports, diaspora remittance, capital inflows, etc

as indicated in Figuré below.

Figure 4 shows the broad components of the BOP or balance of international
payments, which represent a summati on

of the claims on foreign currencies and of foreign claims on its currency

The transactions include payments for
services, financial capital and financial transfers. When all components of the BOP
accounts are included they must sum to zero with no overall surplus or deficit. A
BOP aurplus (or deficit) is accompanied by an accumulation (or decumulation) of

foreign exchangeeserves by the Central Bank.

The key in Figuret is for the country to put in placaeasures to plug tHeakages

in order to increase foreign exchange resermesmso doingncreasing liquidity.
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Figure 4 Measures to Plug Leakages

FOREIGN CURRENCY OUTFLOWS
(Demand)

FOREIGN CURRENCY INFLOWS
(Supply)

1 ExportReceipts

91 Diaspora Remittances
1 External Loan Proceeds
1 Foreign Investment

1 Aid & Grants

=V

Export of Liquidity

A Foreigncurrencyinflows contribute positively to the stock of forex irethountry.

A Foreigncurrency outflowsleplete the stock of foreign currency in the country.

AEconomic transfor mat leakagess pmrud a efs” “tao tipelekportgijoaidgetireogha i n s t
IFFs,trade mispricingand unsanctioned unproductive investments.
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Reflecting the effects of &hdownturn in international commodity pricesd the
deceleration in economiactivity in Zimbabwe,merchandisexports for the period
January taNovembey 2015declined byl2.26 from US®.8 hillion in 2014 to US®.5

billion in 2015

Concomitant with the slowdown in economic activity, and widespread industriakunder
capacity utilization,imports declinedoy 5.8% from US$%.9 hllion for the period
January taNovember2014 to US$.5 hllion over the corresponding peridaal 2015.
Figure5 below shows the merchandise trade developments fdirshelevenmonths

of 2015.

Figure 5. Merchandise Tradefor 2015 (US$ Million)
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Source: ZIMSTAT

Despite the slowdown in total merchandise trade, imports surpassed export revenu
culminating in the incurrence of a trade defini2015.This resulted in the marginal

worseningof thetrade b&anceby a marginaD.3%,from a deficit of US3.02 hillion



recorded duringhe period January tdovember2014 to a deficit of US$%03 hllion
in 2015.

Th e ¢ o uimpbrt gbsogotion remains high relative éxport performancea
development that hasndermined efforts tosustainablybuild adequateforeign
exchange reserve buffers and impra@mestic money supplgonditions More
significantly, a huge import bill has essentially drairfeckign exchangeesources
realizedfrom exports credit linesand remittancesherebyfurthertightering liquidity
conditions with constraining effects on economic growpletential The sustained
excess of imports over expoitsexacerbated by the incidences of IFFs timgose a
constraint on current account perfance, which hasontinued to recordizeable
deficits over the past few yearsThe country is consuming much more than it is

producing and hence a current account deficit.

On the capital account, surpluses realinezte underpinned by reliance orriyate
sector debt creating capital flow3he capital accounthowever, slowed down
reflecting the effects of debt repayments falling due and subdued foreign direc
investment inflows.Capital and current account developments in 2015 culminated in
the deterioration in the overall balance of payments deficit fron$40S3 million in
2014 to a estimatedieficit of US$85.8million in 2015.(See Figures and Table2

below).
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Figure 6: Overall Balance of Payments (US$ Million)
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Table 2: Balance of Payments Summary (US$M)
2012 2013 2014 2015
Actual Actual Estimate Projection
Current Account Balance -3,042.42 -3,432.23 -2,837.2 -2,839.4
TradeBalance -2902.0 -3,114.64 -2,748.0 -3,125.0
Exports F.O.B 3,808.20 3,694.23 3,558.29 2,910.0
Agriculture 979.56 1,047.49 981.18 844.1
Mining 2,189.10 2,055.78 1,977.04 1,598.9
Manufacturing 549.23 487.01 510.27 467.2
Imports F.O.B 6,710.23 6,808.88 6,306.25 6,035.0
Food 730.58 658.06 352.29 566.6
Fuel 1,365.66 1,364.70 1,393.58 1,217.5
Capital Account Balance 1,721.80 2,723.36 2,919.1 2,453.7
Errors And Omissions 885.28 513.5 -122.2 0.0
Overall Balance -435.34 -392.36 -40.28 -385.8

Source:RBZ, Ministry of Finance & Zimstat

Table3 below showgerformance of key liquidity sources over the pe2009 to

2015.
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Table 3: Sources of Market Liquidity i Supply Side (USD M)

Category 2009 2010 2011 | 2012| 2013 2014 | 2015 |20092015(% contr

Banked Export

X 1,618| 2,287| 3,281| 4,454 4,535| 3,678( 2,894 22,747 59%
Receipts

International

0
Remittances 727 | 993 |1,831|2,030(1,822| 1,756| 1,962| 11,121 | 29%

External Loans 28 43 167 | 477 | 688 | 825 | 684 2,912 8%

Income receipts | 104 | 66 | 237 | 291 | 203 | 77 41 1,019 3%

Foreign )
Investments 9 0 152 | 250 | 400 | 162 | 128 1,101 3%

Source: Reserve Bank of Zimbabwe Records

Evidently,exportsremainthe dominant source of market liquidity contributing 59%
over the period2009 to 2015 followed by international remittancewhich
contributed29% to total foreign exchange inflow&xternal loans and income

receipts has remained relatively low.

In 2015,Diaspora remittances amounted to USD935 million which is about 48% of

total remittances which were about USD2 billmsyshown in Table.4

3 International Remittances includes Diaspora, NGOs, Embassies and other International
Organisations (10s).

4 Foreign investments includes investment income and royalties earned from offshore
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Table 4. International Remittances 2009 to 2015 (USD M)

Organi g 433 590 1,271,3{1,0(91(1, 0| 6, 66
(1 Os)

Gr owt h - 36%| 117% 8% |[-259%-11§ 12 %

Di aspo

Remitt 294 403 552| 649 78883 935 4, 45
Gr owt N - 37%| 37%| 18% 21%6 % 12 %

Source: Reserve Bank of Zimbabwe Records
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SECTION 4

INFLATION DEVELOPMENTS

Reflecting the constraining effect of tight liquiditpnditions, inflation has remained

in the negative territory since the fourth quarter of 2014. In this regard, annual headlin
inflation decelerated fromril.3% in January 2015 to a lowest rate-88% in October
2015, before accelerating slightly t@.5% in December 2015. Annual headline

averaged2.4% for the period January to November 2015.

The persistent negative inflationary mode is underpinned by the conti@fieting
effects onboth food and noi#fiood prices, against the backdrop of waning agapeg
demanddue to significant externalization taking place in the counEigure7 below
shows the annual headline inflation profile for the period November 2014 to Novembe
2015.

Figure 7: Annual Inflation Profile (%)
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Source: ZIMSTAT, December 2015

Thedeceleration in inflation is exhibited in both food and+#ieod inflation trends, as
shown in Figure3 below.
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Figure 8: Trends in Annual Food and NorrFood Inflation Rate (%)
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The slowdown in food inflation experienced2015 was mainly driven by the fall in
prices of bread and cereals; meat; vegetables and oils and fatategbries. Other
sub-categories that contributed to the decline in food inflation include milk, cheese an
eggs; fish and sea food, and ralnoholic beverages. Regarding néwod inflation,
declines in housing, water, electricity, gas and other fuels; furniture, householc

equipment and maintenance; transport and communication contributed to the negati
rate.

In view of these developments, Zimbabvemains the only country with negative
inflation in the SADC region, as shown in the Table

26



Table 5: Annual Inflation Rates for Selected SADC Member Countries and
USA (%)

Zimbabwe SA Botswana = Mozambique Tanzania Zambia Malawi = USA
Nov-2014 -0.8 5.8 4.3 1.8 5.8 8.1 23.7 1.3
Dec2014 -0.8 53 3.7 1.9 4.8 7.9 24.2 0.8
Jan-2015 -1.3 4.4 3.6 2.8 4.0 7.7 21.2 -0.1
Feb-2015 -1.4 3.9 2.8 4.0 4.2 7.4 19.7 0.0
Mar-2015 -1.2 4.0 2.8 3.1 4.3 7.2 18.2 -0.1
Apr-2015 -2.6 4.5 3.1 2.0 4.5 7.2 18.8 -0.2
May-2015 -2.7 4.6 3.0 1.3 5.3 6.9 19.5 0.0
Jun-2015 -2.8 4.7 3.1 1.4 6.1 7.1 21.3 0.1
Jul-2015 -2.8 5.0 3.1 15 6.4 7.1 22.2 0.2
Aug-2015 -2.8 4.6 3.1 2.3 6.4 7.3 23.0 0.2
Sep2015 -3.1 4.6 3.0 2.7 6.1 7.7 24.1 0.0
Oct-2015 -3.3 4.7 3.1 4.7 6.3 14.3 24.7 0.2
Nov-2015 -2.5 4.8 2.9 6.3 6.6 19.5 24.6 0.5

Source: Country Central Bank Websites, 2015
n/a- not available

As previously alluded to, the Bank is committed to addressindgimegaflation by
plugging leakagesf liquidity from the economy. During the course of 2015, for
example US684 million was externalizethy individualsfor various purposes that
include donationsinvestments, account transfers eto. addition, US$1.2 billion
export saleproceedsvereexternalized byiirms. Circulating this liquidity within

the national economy has a great multiplier effect and has a positive contribution to

boosting aggregate demand.
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SECTION 5

MONETARY POLICY DEVELOPMENTS

Whilst the multicurrency system (or dollaation) is an inhibiting factor to the full
conduct of monetary policy by the Bank, the Bank has not been found wanting. It
has managed to develop monetary policy tools consistent with dollarization, and
outside the conventional tootd monetary policy The nonconventional tools
include the African Export Import Bank Trade Backed Facility (AFTRADES) which
has a lender of last resort characteristics, the Zimbabwe Asset Management
Corporation (ZAMCO) which has stimulus package characteristics, intetest ra
guidelines, introduction of small denomination coins (bond coins) and

demonetisation.

Usage of these tools by the Bank has managed to stabilise and strengthen the bankinc

sector as detailed below.

Aftrades

The US$200 millionLender of Last Resort TypEacility underwritten by the
African Exportimport Bank (Afreximbank) under the Afreximbank Trade Debt
Backed Securities (AFTRADES)yvas a game changén addressingfiinancial
stability through providing diquidity support windav for banks atRBZ. This
facility supported bankis an amount 0S$178.8 millionas at 31 December 2015
for tenors of up to 2 years maturing on 13 February 2017 jmiihl support granted
on 19 March 2015.

This facility also brought discipline ithe financial market as no funds are granted
without security. The interest rates under this facility are a good benchmark for
managing domestic interest rates as the Aftrades interest rates are basically the base
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lending ratesand reflect the marginabst of funds. Surplus banks earn interest of
around 6.5% per annum whilst borrowing banks are charged interest rate of around

8.5% per annum.

Zimbabwe Asset Management Corporation

The Zimbabwe Asset Management Corporation (ZAMCO) has made notable
progress in fulfilling its mandate of clesingb an k s’ bal ance s
acquisition andestructuringof nonperforming loans. As &1 December 2015
ZAMCO hadacquiredand restructuredon-pefforming loans totalling357 million

from a number of banking institutions.

ZAMCO has acquired and restructured loans for distressed companies that have
good turning around prospects. These companies are in critical sectors of the
economy such as mininggroprocessing and manufacturing. The restructuring

involved extending the loan repayment period, grace periods for capital repayment

and reducing interest rates and in some instances converting debt to equity.

ZAMCO is optimistic that the acquisitiomdrestructuring of loans for treffected
companies, will firmly set them on a path to return to viability in the short to medium
term, thereby supportingmploymentand economidransformation Some of the
major companies whose debts have been restadstéind taken oveby ZAMCO

include the following:
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Table 6 Companies Taken Under ZAMCO

Company Amount
RioZim 33,772,10C
Cottco 29,875,091
Hwange 14,868,435
Cairns 6,924,164
Border Timbers 6,666,919
CSC 2,197,737
Global Horizons 1,041,041
TOTAL

A total of eighteen 18) NPLs amounting t&774 million are at various stages of
evaluation. Further, ZAMCO, in conjunction with judicial managers, is at advanced
stages of concluding restructuring transactions of four (4) companies, with combined
value of $31 million. Finalization of these transactions midirk the completion of

the first phase of NPLs acquisitions.

In the first quarter of 2016, focus will be on all other eligible NPLs outside the top
100 with a minimum amount of $50,008.that regard, banking institutions are
required to ensure that loan and security files as well as business plans in
respect to NPLs they wish to sell to ZAMCO in the second phase are in place to

facilitate the due diligence and asset review processes.

Small Denomination Coins (Bond Coins)

The introductiorof bond coins on 18 December 2014 for promoting divisibility of

money was necessary to enhance price competitiveness and to enable the conduct o
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subdollar transactions. Given the low levels of employment in the country, lack of
change or small denonation coins was very regressive as the poor were bearing
the brunt of dollarization at the expense of business. They were paying more in

proportionate terms.

An amount of US$10 million of bond coins is in circulation in the economy. The
coins which arevidely used throughout the economy are a good store of value as
they are indexetb theUS$. They trade on® one or at par with the US$. The
coins are not susceptible to exchange losses in the wake of the fall or depreciation
of emerging market currers to the US$ that have seen the Rand depreciating by
45% between December 2014 and January 2016 from R11.4 to the WS$S$ to
current level oR16. This is thereforg not surprising that consumers had to switch
from rand coins to bond coins. This istgupermissible and rational under a multi
currency system which provides a widange of choice for mitigating exchange

loses.

Demonetisation of the Zimbabwean Dollar

The demonetisation of the Zimbabwe dollar which wasouncedy the Minister

of Finance and Economic Development in the 2014 National Budget, as well as, in
the Mid-term Fiscal Review, and in the Monetary Policy Statement of January 2015,
commenced on 15 June 2015 and ended on 30 SeptemberTh@lpurpose of
demoretization of the local unit was to promote consumer and business confidence
by providing credibility to the mukcurrency system and legally retiring the Z$. A
Statutory Instrument was promulgated to that effect on 12 June 2015. An amount
of US$9 million out of a budget of US$20 million was converted at the closure of

the demonetization program.
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The Bankis currently working with the Deposit Protection Corporation (DPC) to
ensure that account holders whose balances weremtbldlosed banks are paid.

DPC is expected to fully pay out these beneficiaries by the end of April 2016.
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SECTION 6
BANKING SECTOR DEVELOPMENTS

Architecture of the Banking Sector

The banking sector exhibited positive developmemt2015as evidenced by its
sustained safety and soundness, satisfactory with respeeto€s such as capital
adequacy, liquidityand profitability, among othersin particular, he sector
benefitted from concerted efforts by the Reserve Bank and Governnm@ontote

the resilience of the sector, bolster confidence and improve regulatory oversight to

enhance the sector’'s capacity to adeq
December 2015, there were 18 operating banking institutions as shown in the table

7 below.

Table 7 Operating Bank Institutions

Type of Institution Number

Commercial Banks 13
Merchant Banks 1*
Building Societies 4
Savings Bank 1
Total Banking Institutions 19

*Tetradunder provisional judicial management of the Deposit Protedfiorporation
In addition, the following institutions are also under the purview of the Reserve
Bank:

Table 8
Creditonly Microfinance Institutions 155
Deposittaking Microfinance Institutions 3
Development Institutions 2
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During the last quarter of 2015, the Reserve Bank licensed the National Building
Society Limited (wholly owned by the National Social Security Authority) and three
(3) deposit taking microfinance institutions namely, Getbucks Financial Services
(Private) Limited, African Century Leasing Company and Collarhedge Finance
(Private) Limited.

Getbucks Financial Services Limited and African Century Leasing Company
commenced operations in January 2016 while National Building Society Limited
and Collarhedge Finance (Pvt) Ltd are finalising the administrative and
infrastructural facilities in readess for operationslhe entrance of more players in

the financial sector bodes well for efforts aimed at promoting the deepening of

financial markets.

Capitalisation

The banking sector’s capitalization |
increase in the aggregate core capital base from $811.2 miliah 3l December

2014 to $982.5million as at 31 December 2015. The increase was primarily
underpinned by improved tention of earnings, as well &gsh capital injection at

some banking istitutions. As a consequence, all operating banking institutions
(excluding Tetrad Investment Bankvere in compliancewith the prescribed

minimum capital requirementsy year end

Two (2) banking institutions<CBZ Bank and CAB3uilding Society hadalready
surpassed the $100 million minimum capital requirement for the Tier 1 strategic
group, which is effective in 2020, while thye®tanbic, BancABC and Standard

Charteredhad capital levels above $50 million as indicatedable9.
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Table 9

Core Capital as at| Prescribed Minimum
Institution 31 December 2014 Capital requirements

(USD million) (USD million)
CBZ Bank* 205.68 25
Stanbic Bank 86.06 25
BANC ABC 67.89 25
Standard Chartered Bank 57.36 25
Barclays Bank 46.43 25
Ecobank 44.40 25
Steward Bank 42.23 25
NMB Bank 42.09 25
MBCA Bank 41.31 25
FBC Bank 39.29 25
ZB Bank 38.99 25
Agribank 35.30 25
Metbank 33.82 25
MERCHANT BANKS
Tetrad Investment Bank
(Under Judicial Management) (24.52) 25
BUILDING SOCIETIES
CABS BuildingSociety 108.55 20
FBC Building Society 34.98 20
ZB Building Society** 15.68 20

* including CBZ Building Society
** Society being merged with ZB Bank

Most banking institutions have indicated a preference for Tier 1 segment (minimum
capital of $100 million by 2020), to be achieved through a combination of organic
growth and fresh capital injection. The Bank continues to monitor implementation

ofbankingi nst i tuti ons capital pl ans to en
capital requirements. On an ongoing basis, banking instituéoes therefore,
expected to continuously review their capital positions to assess adequacy to cover

the risks assuad in the intermediation role.
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Earnings

The banking sector remainguofitable with a reported aggregate net profit of
$127.47 million for the year ended 31 December 2015. A total of 15 out of 18
operating bankingnstitutions recorded profits. In a % institutions, increased
provisioning for bad and doubtful debts, however, weighed down on their

performance resulting in losses.

Financial Intermediation

As at 31 December 2015, total banking sector depgsits by 11.2% to US$6
billion whilst and bans amounted to $B.billion, respectively. Against the
backgroundf the sluggish growth in credihe loan to deposit ratio declined from
78.4%as at 31 December 2014 to 68.8y the end of December 20aSindicated

in Figure 9below.
Figure9

Loans to Deposits Ratio
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Figure 10 below shows the deposit trends from December 20131 December
2015.

Figure 10: Banking Sector DepositsDecember 2011 to Decembez015 (US$ M
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Banking sector deposits amominatedby demand and time degits, which
accounted for 46.2%nd 33.86 of total deposits, respectively, as at 31 December
2015. The tenure of deposits has generally improved and largely stabilised over the
past year, allowing banks to plan their funding arrangements and credit extension
around a higher level of codeposits. The distribution of tlankingsector lending

to the various sectors as3tDecemler 2015 is as indicated in thegEre 11 below.

37



Figure 11: Sectoral Distribution of Credit as at 31 December 2015
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The bankingsector remains largely constrained in meeting the-teng funding
requirementsof capital intensive sectors such as construction and mining.
Meanwhile, the Banlexpectsbanking institutions to continue to-cgient their
lending towards productive and export sectors of the economy such as horticulture

and mining in order tboost output and generation of foreign exchange earnings.

Broadmoney supphgrewby 7.5% in Noember 2015 compared to a growth of 12%
recorded in November 2014. Thasver growthis attributableto the slowdown in
economic activity, coupled with attendant external sector imbalances. As a
consequence, annual growth in broad mof@esymeasured by thestock of bank
deposits excluding interbank deposits)stood at US$4.7 billion at the end of
November 201%s shown in Figuré2.
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Figure 12. M3 Annual Level and Growth Rate
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The reactivation of the interbank market through the Aftrades facility, as well as othe
financial sector measure&sntinue to improvanonetary conditions in the economy.
The Aftrades facility has also gone a long way in enhancing financial intermediatior
through the increased participation of banks on the interbank market. Furthermore, t
fruition of various financial reform measures instituted by the Bank is expected tc
further boost confidence in the financial sector, resulting in improved deposit
mobilization, critical for the revival of the economy.

Domestic Credit

Domestic credit is on a recovery path following the coming on board of ZAMCO and
Aftrades. These measures have resuscitated confidetite domestic money market

andprovided comfort for banks to resume lending to the private sector.

Non-Performing Loans

Theratio of nonperforming loans to total loans declined markedly from a peak of
20.45% as at 30 September 2014 to 10.87% at 31 December 2015. Improvements in
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the level of NPLs in the banking sector is largely attributabléh&éodisposabf
qualifying loans to ZAMCO and theffective credit risk management strategies
employed by banks including intensified collections and workout plamsgraph
belowshows the trend in NPLs from 2009 to 31 December 2015.

Figure 13. Non-Performing Loans as at 31 December 2015
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The institution of various resolution policy measures by banks, the assumption of
qualifying NPLs by ZAMCO and the establishment of a credit reference bureau are
expected to further reduce the level of NPLs. Towards thisbamding institutions

are workng towardsreducing their NPL ratios to levels below 10% and 5% by 30

June 2016 and 31 December 2016, respectively.

Banking Sector Liquidity

During 2015, the average prudential liquidity ratio for the banking sector surpassed
the minimum regulatory reqmentof 30%. As a result, the banking sector average
prudentialliquidity ratio as aB1 December 2015 stood at 4%.4s indicated in the
Figure 4.
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Figure ¥4

Prudential Liquidity Ratio Trend (%)
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Money Market Liquidity

Monthly RTGS account balances averaged US$506 million in 26dtpared to
US$408 million in 2014 as shown in Figurg lelow.
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Figure 15: Monthly Average RTGS Account Balances (US$ million)
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Basel Il Standards

There has been notable improvements in risk management standards and capital
planningprocesses as reflected in the Internal Capital Adequacy Assessment Process
(ICAAP) reports submitted by banking institutions. However, the Bank has noted
some differences in coverage, depth and quality of the ICAAP reports across

banking institutions.

In order to address the identified gaps in some of the reports, the Bank is finalising
guidance to the banking sector on the minimum standard required in developing
ICAAP reports. The guidance is meant to elaborate on the structure and coverage
required in theeports in line with international best practidée guidance will be
issued to the market by 31 March 2016.

Performanceof the Microfinance Sector
The Microfinance sector recorded an increase in total loans from $162 @raili
at 30 June 2015 ®173.3million as at 30 September 2015. The microfinance sector

42



Is highly concentrated with top twenty microfinance institutions contributing?89.1

($1545 mi Il Il'i on) of the microfinance sect

National PaymentSystems

The National Payment Systems continued to be the prime mover of funds in the
economy through its integral payment, clearing and settlement roles. The Bank is
cognisant of the need to maintain a sound, efficient and safe payment system,
underpinned by comuous technologicalenhancements and risk management

processes that are consistent with international best practices.

Real Time Gross System (RTGS) Upgrade

The Bankremainsc ommi tted to the modernizati
systems. Accordingly, th8ank in close collaboration with the banking sector,
successfully implemented and launched the RTGS Version 6.3.1 upgrade on 21
November 2015.

TheupgradedRTGS is expected to continue to contribute to the efficient operation
of financial service system the economy. Notably, digital financial services are a
key driver to achieve financial access thereby contributing to financial inclusion and
stability. It is,thereforejmperative for the market and key stakeholders to continue
promoting the use of ettronic means of payment that are cost effeetindefficient

for the benefit of the transacting public.

National Payment Statistics

The country continues to witness a steady growth in payment systems as depicted
by transactional activities on varioggreams which aggregated USD57 billion in
2015.
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Figure 16: Annual RTGS System Transaction Values
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Source: RBZ

In 2015, the activity distribution of payment methods was skewed towards the RTGS
system which accountedor 80.3% of total value. Mobile payments on the other
hand accounted for 87.9% in terms of volumes of transactions procdsgedes

17 and18 shows the proportional distribution of payment system methods in 2015.

Figure 17: 2015 Transactions Values Proportions
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Source: RBZ
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Figure 18: 2015 Transaction Volume Proportions
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Source: RBZ
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SECTION 7
FINANCIAL SECTOR REGULATORY FRAMEWORK

Credit Reference System

The Bank has made significant progress, towdhds establishment of a credit
reference burea(CRB). The adjudication process, which was in line with public
procurement rules and regulations, has been competithe contract for setting

up the CRB systenvas awarded ta renowned comparat a cosbf arounduS$18
million. The credit reference databank will be housed at the Bank. All banking
institutions andmicrofinance institutions will be mandated to provide credit
information both positive and negatjvi® the databank. In terms of the model
adopted by the Bank, afrivate credit bureauwill be able to accessat a fee,

information from the databank.

Due to the confidentiality nature of banking sector information and to ensure the
integrity of the credit reference databank, any personrsgekconduct any activity
which involves the collection and dissemination of credit information from banking
institutions, deposit taking microfinance institutions and microfinance institutions

should conform to minimum requirements set by the Resemk.Ba

In this regard, the Bank shall accredit private credit reference bureaus to enable them

to also collect and/or obtain credit information from the financial institutions.

Establishment of a Collateral Registry System

Empirical studies have shown that, in developing economies, 78% of the capital
stock of businesses is typically in movable assets such as machinery, equipment or

receivables, and only 22% in immovable property (Alvarez de la Campa, 2011). As
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such these eanomic agents, such as SMEs and households, find themselves with
Adead ¢iatme forra d6f hoveable assets which they are unable to utilize as

collateral.

It is against this background that more than 35 countries across the world have
established ctdteral registry systems, as a way of promoting the use of movable
collateral by lenders in order to increase access to credit. Notably, African countries
that established collateral registries incluBarundi, Ghana, Kenya, Lesotho,

Liberia, Malawi, Nigera, Sierra Leone, South Africa and Zambia

The benefits of &ablishing Collateral Registry are depicted in the diagram below:

Figurel9:
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risk of credit - Underserved -Better interest
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management
and p?udent - Cost savings for
lending | | businesses
- credit risk
- Development of diversification:
industrie_s (factoring moveable and
and leasing) immovable
- Non-Banking
) f - Sector
F | . e
|r:2§‘{[§i'§ns dlvel’tilflcatl?nllln
wincreases € portolo gpromotes
market credit
competition diversification

Towards this end, the Bank working on measures to enhance the range of
acceptable and qualifying collateral security in line with international best practices
through the establishment ofcallateral registry for movable property such as
machinery, automobiles, inventory, and aattoreceivables, among others.
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The Bank has also created a unit within its structures that will file notices of security
i nterests in qualifying movable prope

collateral, so that lenders find movable property as acceptable security.

Amendmerts to the Banking Act and Reserve Bank Act

Further to my July 2015 Monetary Policy Statemeainlpleasethatamendments

to theBankingAct andthe Reserve Bank Act have been passed in both Houses of
Parliament and now await Presidentsgksent. The ne regulatory framework
encompasses a comprehensive framework that will strengthen corporate governance
and risk management within banking institutions. The new framework has also,
amongst othergromotes good governance by punishing those that abussitbep

funds enhanced the oversight role of the Bank and empowered the Bank to take

prompt corrective action in problem bank resolution.

This enhanced framework will complementh e  Bedfort& to gnsure a sound

financial systenand to provide the necessary confidence to the banking public

Adoption of New and Revised Auditing and Financial Reporting Standards

As stakeholders would be aware, a number of Auditing and Financial Reporting
Standards have been revised andsseeal since the Global Financial G8sThe
changes in auditingtandardsre aimed at increasiigansparency, accountability

and ethical behaviour of auditors; while the review of International Financial
Reporting Standards (IFRS) aexpected tobring closer alignment with the
prudential impairment standards, timely recognition of expected credit losses,
robust the disclosure regime and revenue recognitiamong other thingsSome

of the standards & were issuedre given in Table 10.

Table D
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Name Description Effective Date

Auditing Standards

ISA 700 (Revised) Forming an opinion and reportin 16-Dec16

on financial statements

ISA 701 (New) Communicating Key Audit Matter| 16-Dec-16
i n t he Il ndepe
Report

ISA 705 (Revised) Modifications to the opinion in th| 16-Dec16
independent auditor's report

ISA 706 (Revised) Emphasis of Matter paragraphs | 16-Dec16
and Other Matter Paragraphs in t
I ndependent Aud
ISA 570 (Revised) Going Concern 16-Dec16

ISA 260(Revised) Communication with those charg¢ 16-Dec-16

with governance

Accounting Standards

IFRS 7 Financial Instruments  — | Annual periods
Disclosures beginning on or after 1
January 2016
IFRS 9 Financial Instruments Annual periods
beginning on oafter 1
January 2018
IFRS 15 Revenue from contracts wil Annual periods
cuStomers beginning on or after 1
January 2018
IFRS 16 Leases Annual periods
beginning on or after 1
January 2019

Banking institutions and their respective audigirsuld prepare banking institutions

and their respective auditors for transitioning, in light of the implementation
challenges that the market will face. The standard setting bodies have acknowledged
that implementation of theandardsnay prove operatitally challenging and costly

and may require significant lediine to implement.
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In this regard and in view of the need to ensure consistent implementation of
standardsthe Reserve Bank is working with the Public Accountants & Auditors
Board (PAAB) in oming up with the implementation road map for the new and

revised standards.

Legal and Policy Guidelines

In view of the need to continuously enhance and clarify the regulasongworkto

the market, the Bank will be issuing the Oversight Framework and Recognition
Criteria, as well as the Electronic Payments Guidelines before the end of the first
quarterof 2016 Theintroductionand operationalization of these guidelines will
help infostering continued financial stability and effective risk management in the

payment systems.

Framework for Supervision of Domestici Systemically Important Banks

The Basel Committee on Banking Supervision developed a framework for the
supervision oDomestie Systemically Important Bank @SIBS) in 2012 due to the
adverse sideffects of externalities they impose on the local economy, should they
fail. The process of identifying these®IBS takes into account the following:

a) Size;

b) Substitutability / ihancial institution infrastructure;

c) Interconnectedness; and

d) Complexity.
The framework recommends two approaches to dealing Wi8IBE3, namely
increasing the loss absorbency capacity of tH&lBS through increased capital and
intensive supervision. Infde with the Basel Committee on Banking Supervision
recommendations, the Reserve Bank shall develop a banking sector specific
framework for identifying and dealing with-BIBS by 30 Jun2016
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SECTION 8
NATIONAL FINANCIAL INCLUSION STRATEGY

In order to facilitate a systematic and coordinated approach to financial inclusion
initiatives in the country, the Bank, in collaboration wighevantstakeholdershas
developed a National Financial Inclusion Strategy. The overarching objective of the
Strategy is taleepen financial intermediation for the marginalised and the unbanked
to have access to appropriate financial servicesg the Strategy period of 2016
2020.

The wellrecogniseddirect correlation between financial inclusion and ecoromi
development necessitates deliberate policy interventions to promote financial
inclusivity and proper functioning of the financial system. An inclusive financial
system promotes financial sector development through a combination of depth,

access and effiency, and the level of activity of capital markets.

Access to and usage by economic agents of a wide range of financial products and
services that meet their unique needs at affordable cost, is critical in stimulating
financial savings and investmentdaherefore economic activity and growth, while

mitigating systemic risk and promoting financial stability.

An inclusive financial system facilitates mobilization of financial resources
circulating in the informal sector, which positively impacts on ligyi in the
economy. The 2011 and 2014 FinScope Consumer surveys and the 2012 FinScope
SMMESurvey revealed that 23% of Zi mbab
excluded, only 30% of Zi mbabwe’s adul i
as at 2014 only 14% ofSMME owners are banked.
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Financial inclusion gaps have been pronounced among some special groups who are
currently undesserved including micro, small and medium enterprises, small scale
agricultural sector, women and youths. B#.4/5making access possildepply

side diagnostic studyevealed a decline in the actual usage of banking services
between 2011 and 2014 notwithstanding the increase in the number of bdaked

during the same period.

Against this background, there is ndedincreased responsiveness of the providers

of financial services to the unique needs of financial consumers in the country.

Financial Inclusion Strategy Pillars and Core Enablers

The Strategy addresses the broad barriers to financial inclusion through
implementation of key priority measures wighview to reducing the level of
financial exclusion. Th&trategy is anchored by four pillasspported by a number

of enablers as shown Figure 2 below.
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Figure 20

Accessand Usage ofinancial
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population and MSMEs
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Financial innovation has enabled financial institutions to reduce the costs
associated with thbrick and mortar model and infrastructure constraints. This

entails financial institutionstaking advantage of new information and
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communication technologies t@ach out to the excluded segments of the

population

Increasingly, agent banking andanking are being recognized as efficient and
cost effective delivery channels of financial products and services. To this end,
the Bank has approved the adoptidragent banking models by banks seeking
to increase proximity of financial services products and services to clients,

including in rural areas.

Against this backgroundill banking institutions are required to explore the
agent banking model. B&s may agage the following persons/ entities as their

agents:

a. Registered microfinance Institutions;

b. Cooperative Societies regulated under Cooperative Society Act;
[Chapter 24:05];

c. Courier and Mailing Service Companies registered under the Ministry
of Posts & T&communication;

d Companies registered under ‘“The |

e. Agents of Mobile Network Operators;

—

Offices of rural and urban local Government institutions

Educated individuals capable of handling IT based financial services;

= Q@

Agents ofinsurance companies; and

Owners of pharmacies, chain shops and petrol pumps/ gas stations

The Bank will issue detailed guidelines to govern the establishment and
operations of bank agents by 31 March 2016.
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Financial literacy programs enable consumers fdiancial products and
services to acquire knowledge, skills, attitude and behaviour to be aware of
financial opportunities, make informed choices in line with their circumstances

and take effective action to improve their welfare

A financial literacy fameworkwill be issued by 30 June 2016. The framework
will ensure that various consumers of financial products are empowered to
responsibly interface with financial institutions as well as enforce their rights. In
terms of the framework banking institut® will be required to develop and
implement financial literacy programmes for the various segments of their
customers. Further, in order to ensure that financial literacy is inculcated at an
early stage, banking institutions are required to open accamuisishool children

with special features including no minimum balance, attractive interest rates and

no charges.

The Bank will conduct national financial literacy programmes mainly targeted
at special groups such as schqgoing children, MSME entrepreneurs, women
entrepreneurs, youth and vulnerable adults such as pensioners and less literate
adults. The availabiliy of information is critical in facilitating inclusion of all
Zimbabweans in economic activities particularly those in remote areas. In this
regard, information centres will be established in the various districts of the
country. Information and servicdsat will be accessible from the centres include
remittances, financial information, and information on health, agriculture and
markets. This will have far reaching implications on productivity in agriculture,

employment creation, rural sector developmerat tnancial inclusion.

The information centresnay also be used by banks as agents in their banking

operations.
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Consumer protection is an important pillar in the implementation of the
NationalFinanciallnclusionStrategy as it pr o mofidenseinc ons
the financial systemarticularly among the lowncome householdss well as
stimulate healthy competitioand responsible pricing.The Bank is currently
developingConsumer Protection Prudential Standdodse issued by 31 March
2016. The Sndards seek to promote greater transparency and minimize
information asymmetry between consumers and financial service providers and
to address the protection of the rights of consumers through, inter alia, effective

redress mechanisms to enhance puldididence in the financial system.

In line with the above development, by 30 June 2016, all banking institutions
should have in place board approved institutional ethical standards, code of

conduct and customer charter.

Microfinance is by nature targeteat low income households and micro, small
and medium enterprises (bottom of the pyramid). Accordingly microfinance is
highly relevant to the Zimbabwean macroeconomic context where the majority
of the population falls in the low income segment, and thaesss landscape is

now tilted towards small scale enterprises.

Table 11 below shows the trend in key performance indicators for the

microfinance institutiongh Zimbabwe
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Table 11

Sepl1l4 |Decl4 |Marl5 |Junl5 | Sep 15
Number of licensedhstitutions 135 147 143 147 155
Total loans (million) $151.8| $157.0f $163.5| $162.2| $173.3
Total Assets (million) $210.1| $202.7| $2026| $2088| $207.7
Portfolio at Risk (PaR>30days 121% | 113% 121% 13.3% 9.1%
Number of Clients 220,357| 205,282| 189,028| 224,300| 198,371
Number of Loans 257,542| 257,542| 195,641 281,547| 224,055
Number of Branches 482 473 499 495 475

To enablethis sector to assist on furthering access to finanmiatucts, the
following services are necessdrgm microfinance institutions

a) Microfinance institutions must prime their operations and governance structures
in order to qualify to access funding from Zimbabwe Microfinance Wholesale
Fund at concessionary interest rates;

b) Microfinance institutions andhoneylenders, are required to be responsible in
their lending activities and should lower their interest rates to avoid condemning
borrowers into debt traps;

c) Microfinance institutions may act as agents of banks to ensure that the
underserved particulariy rural areas, have access to financial services;

d) Microfinance institutions must ferient their loan portfolios from consumptive
lending towards financing the productive sectors; and

e) Microfinance institutions should adopt technology driven distributioannels

to extend their outreach particularly in rural areas.
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Priority Areas and Specific Strategic Measures

Development of specific measures and targets that enable prioritisation of the
currently undesserved and marginalized population groups is at the core of any
financial inclusion agenda. The Bankpiassionate and committedo ensure

that more SMEs, WomenYouth and the rural population have access to

mainstream financial institutions.

Micro, Small and Medium Enterprises (MSMESs) Development

Il n recognition of the i mportance of
agenda, the Bank is committed to theelepment of a vibran¥1SME sector in

order to boost employment and export generatidme majority of MSMEs lack
adequate infrastructure and funding to enhance business operations, and properly
structure and drive their business towards viability. As stiire is significant

scope for banks to understand the specific needs of MSMEs and upscale their

financial schemes and products appropriatélferMSMESs.

In view of the increasing important role being played by small businesses and the
informal sectoiin the growth of economy, banks should increase support to this
sector in all areas of the economy through the development of innovative
demanddriven financial productsAgainst this background, the following policy

measures will be implemented:

a) Everybanking institution should establish a dedicated MSME business unit
which should be adequately capacitated,;

b) Every banking institution shall follow a separate business strategy in
financing MSME loans with least formalities in executing documentation to

ensure easy and speedy loan sanction and disbursement process;
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d)

f)

g)

h)

Priority shall be given to MSMESs operating in rural areas;

In order to effectively serve thHdSMEs, there is need for a target based
credit initiative by banks. Banking institutions are required to set their
annual target lending tdl SMEs categorised by gender, enterprise size and
business sector among other variables, and submit their targefte to t
Reserve Bank by 31 March 2016;

Banking institutions that meet thétSME lending targets will qualify for

the incentives that will badvised in due course

In addition, banking institutions should develop programmes aimed at
capacitating SMEs and enlantheir entrepreneurial and financial skills to
effectively and efficiently manage their businesses;

Bankinginstitutions should adopt value chain financing modefadditate
increased business opportunities for SMEs in all sectors of the economy;
TheBank will facilitate capacity building programs for financial institutions

to enable them to develop innovative and appropriate financial products and
services for MSMEs;

Strengtheninghe linkages and relationship of the MSMEs to industrial
associations in order to enhance formalisation and create forums for

exchange of information.

Cluster Financing

Developing countriessuch as Bangladeshave successfully used the cluster

modelin the development dISMEs. The model entails the identification and

grouping of MSMEs in a locality involved in similar business activitieg

horticulture or dairy)jnto a cluster. Capacity building and credit programs are

tailored to the specific nesaf the cluster.
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The Small and Medium Enterprises Development CorporatgiEDCO
would need tadentify clusters that can be nurtured throughout all the districts of
the country.This is critical in ensuring that the diverse funding needs of the
MSMEs are attended to in our collective endeavour to reshape the future
economy of Zimbabwe in the path towards sustainable growth. SMEDCO wiill
be required to link the identified clusters with financial institutions for their
funding and advisory requirements SMEDCO, banking institutions and
microfinance institutions will beequired to arrange training on entrepreneurship
development where the Reserve Bank will play a supporting rolde
institutions will be required to incorporate the implementatiorustaf such

programs in their annual reports.

Group Lending Model

Banks and microfinance institutions should continue to adjust their lending
methodologies to enable them to adequately serve the various segments of the

population including rural areas.

In this regard, banks and microfinance institutiah®uld explore the group
lending approach particularly in the rural aredeere the sense of belonging to
the community is an important factor to the performance of a borrowing member
in a group. Such a odel has been instrumental in rural development in some

developing countries.

Women Economic Empowerment

The Bank will continue to champion financial inclusion as a key step towards
achieving women economic empowerment. Women are currently largely

excluded from formal financial services. The Finscope survey of 2012 indicated
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that 57% of the business owners are women, and women constitute the 51% of

the Zimbabwean population.

The participation of the Zimbabweamomen in the mainstream economy is
critical in attaining sustainable economic growth and poverty reduction. It is
against this background that the Bank is embarking on strategies to enhance
women access to financial services. To facilitate enhanced participation of
women in the development of theuntry, priority shall be given to potential

women entrepreneurs in respecMBME credit disbursement.

Banking i nstitutions shoul d consi c
Entrepreneur s’ Dedi cated Desk’ wi t h
provide adice and training onMSME financing. In addition, banking
institutions should submit to the Reserve Bank on a quarterly basis, detailed
information on women accessing financial services, with effect from quarter
ending 30 June 2016.

In addition, thefollowing measures will be undertaken to improve the level of

financial inclusion among women:

a) Establishment of a revolving women empowerment fund which will be
availed at affordable interest rates to support projects managed by women;

b) Strengthening wome entr epreneur s human C
appropriate entrepreneurial education and training opportunities by
SMEDCO and banking institutions;

c) Raising awareness of financial products and financial services among
women through consumer education andiicial literacy programs kihe
Bank; and

d) Enhancing the capacity of financial institutions to better serve women

entrepreneurs.
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In line with this, banks are required to apply gerslamusitive risk and credit

assessment methodologies.

Agriculture and Rural Financing & Development

Zimbabweis an agreeconomy with agriculture contributing about 12% of the
country’s GDP in 2014 and more than
Access to financial services particularly by smallholder farmers, Ve

remains a major bottleneck to agricultural performance in Zimbabwe.

Given the significance of the agriculture sector to the economy, banking
institutions arerequired to scale up their lending support to the agricultural
sector. The Agricultural M&eting Authority (AMA) is called upon to identify

and promote the development of vibrant markets and linkages.

The main thrust oGovernments:
a) to make the nation sediufficient in food through increasing production

of all crops;

b) ensure a profitable and sustainable agricultural production system and

€

| mprove far mers’ i ncome generati ol

c) reduce excessive dependence on any single crop to minimize risk;
d) increasing cropping intensity and yield; and
e) create opportunities foestablishing agrprocessing and agitoased

industries.

In this regardthe Bank is developing an Agricultural & Rural Credit Policy.
The policy aims to make agricultural credit more discipliaed methodical,
easily available to all the farmers and aléas with a view to expand banking
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services to rural areas and maximizing use of agricultural land. The polieys
the major sectors of agriculture including crop, livestock, and fish production,

agriequipment, irrigation equipment, grain storage @aaaketing.

In complementingGovernment efforts to revolutionalise agriculture through
introduction of modern farrmechanization, improvement in production yields,
promotion of better market access, and integration of farming with other diverse
markets, baking institutionsshould provide more innovative and sustainable

value chain financing products to small holder farmers and rural farmers.

I n order t o en s-auffigency hnd foad security mnd’bsost s e
exports, banking institutionshout prioritise lending for the production of the
following crops:

a) Maize;

b) Cotton;

c) Tobacco; and

d) Horticulture.

Total lending to agriculture should constitute a minimum of 20% of a banking
i nstitution’s total | oan porrepbrooha o.
quarterly basis information on their agricultural portfolios with effect from
guarterperiodending 30 June 201@he detailed variables to be reported will be

provided by the Reserve Bank in due course.

Youth Economic Empowerment

Youth in Zimbabwe and in developing countries generally, are disproportionately

affected by high levels of unemploynidargely explained by low levels of financial

inclusion. Youth are excluded from formal financial services largely due to negative
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stereotypes about youth who are considered hightalsdrs, cannot provide
collateral, have limited business and life exgece and lack a track record or credit
history. This is in addition to the other demand side constraints affecting all

consumers of financial services.

Access to financial services could help youth become economically active, start their
own enterprises finance education, and engage productively within their
communities. The following are some of the measuresiged in the natioal

financial inclusion strategy to economically empower the youth.

a) Incorporation of financial literacy programs for y@uth in the National
Financial Literacy Strategy;

b) Establishment of a youth empowerment window by all financial
institutions;

c) Banking institutions to develop appropriate collateral substitutes in order
to address the challenge of security among youth vensy

d) Capacitation of vocational training centres across the country to ensure
well trained graduates are in a position to apply their knowledge on start
ups; and

e) Ensuring that regulatory frameworks and policies are youth friendly and

protective of youthights in order to increase youth financial inclusion.
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SECTION 9
POLICY MEASURES

Prudential Measures to Mitigate Against lllicit Financial Flows

lllicit financial flows (IFFs)and other capital flightemittancesonstitute a major
constraint tadevelopment financing in AfricalFFs which include trade mispricing
and bulk cash movement cause hedases in government revenues, foregone
investment, financial fragility and lost output. In the case of Zimbabwe, the financial
haemorrhage from capitlight is exacerbated by the openness of the economy
which is susceptible to regiondisruptivearbitrage activitiegas busesses in the

region scrambléo get access to US&om a dollarised Zimbabwe).

In view of the above, thecurrentpracticein Zimbabweof distinguishing foreign
exchange between free funds and -free fundsundera multicurrency system
economic environmeris a great misnomevhich is a breeding ground for IFFAI
funds under the multi-currency system are fungible. SucHunds lose identity

when commingled i.e. whemixed in the banking system and/or on person.

There is no difference between the US$ earned from exports arntle US$

earned from employment or from thediaspora. They are all US$s which should
be utilised in accordance with best practicea practice that safeguards the
financial system from illicit uses, combat money laundering and thereby
improving market confidence and liquidity for the productive sectors of the

economy.

Bank statistics show that durinige period January to December 20&5%otal of
US$84 million was remitted outside Zimbabwe or externalised by individuals

under the auspices of free funds for varidubiousandunwarrantegurposes that
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include remittance of donations to oneself, affghinvestmentsxternalisatiorof
export sales proceeds by corpordtesughindividual accounts leading to pervasive
tax evasion and externalisation.This rampant export of liquidity is not

sustainable.

In view of the foregoing and in an effort to pnove transparency in the utilisation
of scarce financial resourcesthe Bank is putting in place, with immediate

effect, the following measures to close thgaps and loopholesarising from

inconsistencies and inadequate enforcement of rules on financial transparency and

accountability, whichn some instances, bodasound embzzlement of national

resourcesind ignorance

1. Free Funds

Dispensing with theoncepbf free funds uder a multicurrency systemAs

already stated above, the term free funds under a dollarized economy is a

misnomer which brings distortion and lack of transparency in the use of

foreign exchangeesources.Free funds terminology was relevant under the

Z$ era. The concept of free funds has become a fertile breeding ground for

IFFs. Getting rid othat pseudo foreign exchange classificati@s therefore

long overdue.

2. Reporting of Suspicious Transactions

All suspicious transactions as generally reported by financial institutions

under the Suspicious Transaction Reports (STRs) should now be reported to

RBZ before processing of tlmtgoingtransactios by financial institutions.
The current @it accompli of ex-post repoiing is not usefulbecausethe

countryis continuously losingquidity much to the detriment of tlezonomy.
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3. Promotion of Plastic Money and Bank Transfers

Banks shoulghromote the use of plastic money and bank transfersnimise
the unnecessanpurden on consumersof carrying and paying in cash.
Accordingly in order tauphold theintegrity of the banking system that takes
account ofcustomerdue diligence(CDD), know your customerKYC)
principleand thdead time for themportatian of cash by banks to liquefy the
economy, prior reasonable notioenot less than a daghould be given to
financial institutions for all cash withdrawals ah equivalent amount of
above US$1®O0O0. Other jurisdictions, including USAave resorted tthe
management of currency/cash transactionsrifgrcingmaximumreportable
cash limits that can be carried on persow/or withdrawn from financial

institutionsto guard against money laundering

4. Strict Customer Due Diligence
Financial institutionsshould obsere strict CDOQ KYC principle and high
level consciousness to ensure th#tlocal andcross bordetransactions
including settlement of foreign payments by credit and debit cauds,

bonafide, to the extent possible and practicable.

5. Report of Foreign Bank and Financial Accounts
Each person, subject to the jurisdictiortlod Zimbabwen financial system
having an interest in or has authority over one or more financial accounts or
securitiesor investmentsn a foreign country should repothrough normal
banking channel$p RBZ if the aggregate value of such accounts or securities
at any point in a calendar year exceeds US310. Going forward,any

offshoreinvestmeng would require prioBank approval.
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6. Monitoring the Operations of Offshore Related Companies
In recent yearghe Bankhas observed increased service payments between
related companies, especially holding companies and their subsidiaries or
sister companies. Whilst some of the arrangements are meant to ressit in co
savings from group shared services, some corporates have been inflating
service fees in order to externalise foreign currency. It is evident that some
local entities are being used as cost centr8sich unwarranted behavior is

punishable iterms of 8) below.

In order to guard against externalisation by related companies through service
payments, management fees, technical fees, service flegwbatever name
they come undesshall not exceedn aggregate 3% of revenue and shall
requireBankappoval. In additionthe Bank shallwith immediate effect, be

conducting onsite and gost validation of the operation of these companies.

7. Registration of Service Agreements by Statewned Enterprises
The Bank iscommitted to promoting good corporate governance in-state
owned enterprises with transactions which usually go through the

Government procurement procedures.

In this regard, the registration of external service agreements byostassl
enterprises willnow require support letters from line Ministries where the
value of the contract s beow t he St ate #moimnumr e me
threshold asvell as tendeapprovalfrom the StatdProcuremenBoard for

values in excess of the minimum threshold. Subseqo@ynents can be

made for a period of one year without seeking prior Exchange Control

approval.
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8. Penalties for noncompliance
Any financial institutions found to be in complicity by systematically turn
a blind eye to any suspicious transactionsor any of the prudential
measures in thisStatementshall be finedor penalisedin terms of Sections
7, 8 and 9 of the Money Laundering and Proceeds of Crime Act [Chapter
9:24].

Measuresto Improve Liquidity and Minimise Payment Gridlocks

1. Upward Review d Nostro Limits

|l ncreasing financi al i nstitutions

total deposits.

2. Purchaseof Rands and Other Currencieshy RBZ
Banksare being directetd purchas&kands and/or any other currenciaghin
the multicurrency basket fromie banking public at the official exchange rate
for onwardselling toRBZ. This measure is intended to ameliorate the burden

of exchange loseon consumers.

3. Review of Pricing ofExternal Loans
The current pricing structure for external loans does not sufficiently reward
long term lenders to such an extent that the majority of external lenders are
now preferring the provision of short term loans which doesangtrwell

with the long term capitaequirements ofhe economy
In order to encourage long term external borrowiieggroductive purposes,

the pricing structure for external loans has been aligvitd the domestic

interest rates ranging from 6%0% per annum.
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Tobacco financingshareholder loans and notional vendor finance shall

remain the same as per existing external borrowing guidelines.

. Single investor limit increased from 10% to 15% on ZSE
Current Exchange Control policy allows a single foreign investor to acquire

listed slares on Zimbabwe Stock Exchange (ZSE) up to 10% per counter.

In order to promote portfolio investments by foreign investors on ZSE with
the overall objective of enhancing market liquidity, going forward a single

investor is now permitted to acquire uple?o of listed shares per counter.

. Review of 40% threshold for foreign investors on ZSE, to 49%

Il n terms of existing Exchange Cont
ownership in a listed company is 40k order to align the Exchange Control
thresholdof 40% to the indigenisation policy framework, foreign investors

can now acquire listed shares on ZSE up to 49% per counter.

. Upward Review of Full fungibility status from 40% to 49%
Current Exchange Control policy allows full fungibility of 40% selected
listed counters. The policy is aimed at ensuring maintenance of shares on the

ZSE register, hence encouraging participation by local investors.

Consistent with the indigenisation policy, full fungibility for selected counters
is hereby increasddom 40% to 49%. Prior Exchange Control approval shall,

however, be required for full fungibility status.

. Profit Sharing in Mining, Agriculture and Manufacturing Sectors
Currently, the productive sector of the economy is facing challenges in
accessing sustainable financing required to increase productivity. The absence
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of long term and affordable financing structures are partly responsible for low

capacity utilisation obtaing in the economy.

In order to rejuvenate the productive sectors of the economy mainly the
mining, agriculture and manufacturing sectors through innovative structured
finance models, going forward, foreign investors are now permitted to inject
capitalinto local entities with the view of participating in the risk and return
of the company (profit sharing). It should, however, be noted that the funds to
be provided under these profit sharing models are not equity nor debt funds.

Such arrangementgould requireprior Bank approval

. Enhancement of the RTGS Systerto Cater for Multiple Currencies

The Bank is finalising the upgrade of the RTGS platform to handle multiple
currenciego conform with the multcurrency systemEach currency would

be transactedn its own for effective management of foreign curremnsis.

For the avoidance of doubt, the Zimbabwe maliirency system is made up

of nine currencies, namely the United States Dollar, South African Rand,
Euro, British Pound Sterling, Chineséuan/Renmimbi, Botswana Pula,
Australian Dollar, Indian Rupee and the Japanese Yd@&ihese are all

Zi mbabwe’s trading currencies, with
for the RTGS and CSD systems

. Open Tender System on Government Securities

In orderto enhance transparency in capital markets, the Bank is finalising
plans to introduce an open tender system in the trading of Government
securities. This together with the planned listing of the securities on the stock
exchange, shall go a long way inisiag fresh capital for economic

transformation.
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Measures to Reduce Cost of Funding & Improve Productivity

1. Lending Rates And Bank Charges
The Bank is pleased advisethat following the announcement of guidelines
on interest rates in the July 2015 Monetary Policy Statement, banking
institutions have adjusted their lending rates for both existing and new

borrowers with effect from®1October 2015.

However, the Bankds noted thdendinginterest rates at some banks remain
high and unsustainable when the default interest rates and other ancillary
charges are levied. Current penalty rates of between 20to 35% are
against economic transformation. Against this backgmend, all banking
institutions are required t@bide by the interest rate guidelines anédneure

that theall-inclusive interest rate for productive lending does not ext&%d

per annumn line with theagreed parameters and theerest rat@hilosophy
underAftrades and ZAMCO Default interest rateshould not exceeti8%

on productve lending

Banking institutions arealso required to adequately disclose and
communicate theeffective lending rates and associated charges to the
borrowers in order tordance consumer awareness. Similarly, microfinance
institutions and moneylenders, are required to be responsible in their lending
activities by desisting from charging usurious rates which condemn
borrowers into debt traps. To this end, the Reserve Bank is engaging the
microfinance sector to relook their pricing models andrrent their lending

portfolios towards the productive sector.
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On their part, borrowers astrongly remindedio exhibit credit discipline and
adhereto the facility terms and conditions to avoid going into the default
category which attracfsenalty chargesThe banking public should cherish

the culture of good stewardship and repaying culture to enhancself

discipline which ensures that money circlates within the economy

.ZeroCharges on Basic ANo Frillso Savi
In an endeavour to promote access to banking services by a majority of
Zimbabweans, the Bank in the pasgedthat banking institutionso offer

basic accounts with minimumaintenance charges.

However, the Bankasnoted that banks were compensating by charging

di fferent types of charges which re
with banks. Théevyingof charges on savings accounts dissuades people from
investingtheir surplus funds in the banking sectbr.order to promote the

use of banking system and bolster confidence, banking instituti@should

not levy administrative chargesonb a s i ¢ i saving$ acdountsThed
Bankshall continu¢o monitor bank charges to ensure that they do not become

a barrier to access financial services.

. UpscalingM SME Banking

In view of the recent structural shift in the economy which gave rise to a large
and expandin{licro Small Medium EnterpriseSASMES) sector, banks have

an important role to serve the domestic growth drivers particularly with focus
on productivity in Small to medium enterprisesSSNMES. Against this
background, bankingstitutions are encouraged to focus their attention on
MSMEs by devping and implementing SME specific lending models and

policies
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While we note the current efforts by the banking sector to support the SME
sector, financial institutions are urged tesgale lending to this sectdihere
Is scope for banks to conveltet current constrains in the SME sector into

opportunities for their sustainable business growth.

Banks are urged to capacitdtesir strategic business units that manage
SME business. In order to effectively serve the SMEs, there is need for a
target lased credit initiative by banks. Banking institutions are required to set
their annual target lending to SMEscategorised by gender, enterprise size
and business sectamong other variables, asdbmit their targets to the
Reserve Bank by 31 March 2016.

In particular, banking institutions are encouraged to work with MSMEs linked
to thevaluechain of their corporates and leverage on the relationships to better
manage and control their credit exposures. In addition, banking institutions
should reinforcehese initiatives witltapacity building among the MSMEs
clients, to facilitate running of viable businesses and implementation of

business best practice.

. Reduction of Annual Branch Fees in Rural Areas

The Bank has noted that the establishment of remsigt@access points in the
rural areas remains very low. A high concentration of access points in rural
areas would increase competition and force the cost of remittances down and
ultimately reduce dependency on informal remittances channels and promote

financial inclusion.

Currently Authorised Dealers with Limited Authorities (ADLAS) are required
to pay annual branch fees, initially at US$400 and US$20¢ear thereafter.
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In order to increase remittances access points in rural areas, the ADLA branch
fees in rural areas is reviewed downwards to, initially at USD100 and USD50
per year thereafter, to make the cost of establishing ADLA branches in rural

areas sustainable.

Meaaures to Enhance Gold and Diamond Production

1. Gold Production

In view of the need to boost export earnings and accumulate foreign exchange
reservg, t he need to enhance the country’ s
priorities. Importantly,increased gold production is envisaged to meaningfully

contribute to the recovery of the sector and the economy at large.

Despite the decline in international gold prices by over 40% realized over the past
three year, gold deliveries to Fidelity Printaredl Refiner§FPR)has been steadily
rising in concomitance with rising production levels. Against this background, gold
productionas indicated in Figure lécreased by 8% from 13.9 tonnes in 2014 to

186 tonnes in 201and earning the countaroundUS$%692million. The expansion

in gold output was underpinned by the increased contribution of the small scale
sector from an average of 25% realized over the past five years to about 40% in
2015.

Increase gold output by small scale miners largely beefiom concerted efforts

in monitoring of the sector by the Gold Mobilisation Committee comprising officials
from the Ministry of Mines and Mining Development, the Zimbabwe Republic
Police’ s Border Patr ol Uni t dmedgood h e
performance by the small scale sector

the decrease in royalty fees effecbgdGovernment during the course of the year.
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Figure 21: Gold Production in Kgs (20112015)
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In order to boost production in the gold sector, the Bank is committed to continue
engaging its international financial partners to avail affordable-leng financial
resources to support increased activity in the sector. So far, the ligedyailed

US®5 million financing facility to the gold sector during the second half of 2015.

In a bid to address viability concerns in the sector, Government settled outstanding
obligations to gold miners under the RBZ Debt Assumption Act in 2015, through
the ssuance of treasury bills. The Bank expects that the issuance of these treasury
bills will go a long way to unlock liquidity to the gold sector and boost confidence

in the economy. The Bank is also aware of other attendant challenges affecting both
the smédl scale and large scale miners. In this regard, corrective measures are being

institutedto deal with these impediments.
Gold Production Policy Measures

In order to attain targeted gold output of 24 tonnes in 2016, the Bank will institute

the followingdeliberate measures geared at boosting production:
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Increasing access to longerm financing by continuing to source affordable long
term external funding for the mining sector. The Bank is, therefore, targeting to

deploy more resources to the gold sector.

Mechanisation of the small scale secterThe BankthroughFidelity Printers and
Refiners is finalizing engagements with suppliers of mining equipment targeted at
small scale miners. Emphasis is on coming up with appropsaigport

arrangements.

Deaiminalisation of gold possession In order to increase gold deliveries to
Fidelity Printers and Refine(6PR)from small scalandartisanal miners that have
for a long timebeendisenfranchisediue tothe criminalization of many otheir
activitiesasa result ofstringent laws, the Bank is putting in place the following
measures which are compliant with the responsible gold trading scheme.

. Fidelity Printers and Refiners to
guestions asked byngcestrsto bendeptoyed décrossno b |
the country;

ii. FPR to issue permits to buyers to cover mining areas that have high activity
of artisanal miners; and

lii. FPR, shall in the process, gradually develop a database and account for

production by artisanal miners
Continuous Monitoring
The Bank will tighten the monitoring of gold sector players including custom millers
in view of continued reports of illegal activities, poor reckedping and under

reporting to Fidelity Printers and Refiners as well as overpriinigeir services to

miners.
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2. Diamond Production

The Bank is deeplyconcerned about the failure of the diamond subsector to
contribute to meaningful development of the economyike what happens in
other regional countries where diamonds revenueontribut e up to 30%of fiscal
revenue Unlike gold and tobacco which have significantly contributed to the

liquidity in the economy, diamonds have been a great disappointment.

The Bank is therefore strongly supportive of Government initiative to consolidate
the mining of diamonds ithe country This was long overdue. The consolidation
Is critical to enhance transparency and accountability in the combnbaf this

preciousmineral to fiscus and economic development.

In order to attain a diamond targeitput of6 000000 carats as projected in the 2016
National Budget through the consolidated company, the Bank, in close liason with
the ZimbabweConsolidatedbiamond Company (ZCDC), the Ministry of Mines and

Mining Development and MMCZ, shall institute the following deliberate measures.

I. Increased access to long term and working capital financing in an amount of
US$30 million by the ZCDC is underway from demginent financial
institutions for ZCDC to ramp up diamond production.

ii. Capacitating Aurex (Pvt) Limited to enhance value addition of diamonds
supplied by ZCDC.

li.  All the diamond exporsalesproceeds by ZCDC would be accounfedby
the Bank in a transparentanner similar to gold under Fidelity Printers and
Refiners The Bankoés great desire is to
become what FPR is to RBZ. These two, FPR and ZCD&hould become

agents for economic transformation in Zimbabwe.
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Policy Measuresto Comply With Indigenisation Policy

Following the gazetting of the Notice on FramewsrkProcedures and
Guidelines for implementing the Indigenisation and Economic Empowerment
Policy, it is imperative that the Bank providasa indepth illustration othe
operationalization afhe guidelines as they relatethe empowerment credits

or quotas that contributeowardsthe 51% indigenisation threshold as is
required by law under Section 3(5) of the Indigenisation and Economic

Empowerment (IEE) Act and Section 5(4) of the IEE Regulations.

In order to be eligibléor the empowerment credits as stipulated in the Notice
of Gazette, affected financial institutiom®uld be expected to comply with
the imperatives given in Table Tor Pathway 1 Levelsof some of the

subheadsire still being finalised
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Table 12

Financial Sector- Compliance Through the Socially and Economically

Desirable Objectives (Credits/Quotas)

Sector/Criteria as per Notice of Gazette Target/Measurement

10.

11.

Lending to Agriculture and/or
Energy

. Lending to small, medum and

micro enterprises (SMMES

. Lending To Youth Programmes

Lending To Women Programmes

Lending To Low CostHousing

. Support to Vocational Training

. Preferential Local Procurement

Carbon Neutral Environment

Enterprise Development

Educational Bursaries

National Economic
Empowerment Charter

Minimum of 20% ofthe financial

i nst it utoanpontfolis t
Minimum of 5% of the financial
institution’ s t
Minimum of 5% of the financial

i nstit utoangoartfolo t
Minimum of 5% of the financial
institution’ s t
Minimum of 5% of the financial
institution’ s t
x% of profit after taxcontribution
towards the development of
vocational training

At least 50%procurement othe
institution’ s ¢
requirements from local
companies (e.g. uniforms,
stationeryetc)

Minimum of 2% of loan book for
financing or implementing
renewable energy projects that
offset the amount of carbon
dioxide emission e.g.
reforestation, planting trees, sole
energy, etc.

Minimum of x% of profit after tax
contributiontowardstraining of
SMMEs,incubatormodels early
payment to SMMEs, etc

x% of profit after tax contribution
towards educational support (e.c
BEAM)

X% of profit after taxcontribution
towards corporate social
responsibility programmes.g.
drilling of bor
homes, etc.

Total credits towards attaining the 51% indigenisation & empowerment
threshold
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Empowerment

Credit/Quota

(Y%age Points)
8

2

2
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The alternative to the above is for an institution to contpipughPathway 2 of
rebatesarningsieductible fronthe compliance and empowerment lagypresented
in the GazetteGeneral Notice 1 of 2016.
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SECTION 10

POLICY ADVICE
1. RESUSCITATION OF AN ECONOMIC CRIMES COURT

There is urgent and compelling need for Government to resuscitate an Economic Crimes
Court I n order t o the leakagespproactn am\tocatedhirethis® p |
Monetary Policy Statement is legally supported.

The investigation and prosecution of crimes involving strategic minerals like gold and
diamonds, for example, necessitates the seizure by the state of the recovered minerals

which are thetkept as exhibits to be used in the trial.

The current congestion in the criminal resolution system, results in protracted processes
before finalisation of economic crime cases. During this process the country lacks
access to the resources which couldgbeerated from the liquidation of the looted

products or exhibits.

The problem is further compounded by the fact that both the Precious Stones Trade Act
[Chapter 21:06] and the Gold Trade Act [Chapter 21:03] provide for elaborate
procedures to be followeupon the conviction of a felon before the precious stones are
forfeited to the State. The minerals concerned have to be delivered to the Secretary for
Mines who has to publicise their existence by way of publication in the Gazette. The
Secretary has twait for any claims to the minerals for two (2) months. If a credible
claim is received, then the minerals are surrendered to the claimant. If there is a disputed

claim, the matter is referred to the High Court after twenty one (21) days.
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What this alls for therefore, is the institution of a mechanism which expedites the
disposal of economic crimes involving minerals so that the exhibits are quickly put at

the disposal of the State.

As was the case when Economic Crimes Court were first introduc2dOBy the
specialised Economic Crimes Court would be administratively set up using existing
legislation. They would be introduced using the existing court structure i.e. as a division

within the Regional Magistrates Courts and as a Division within thle Gourt.

Special rules could be promulgated to simplify procedure and facilitate expeditious
conclusions of cases. Economic crime cases dealing with minerals would thus be
removed from the long queue of cases in the normal courts and dealt with in the
specialised courts created for the purpose. The economic crimes courts will reduce the
time frames within which minerals are held unproductively as exhibits in the justice

system, all for the benefit of the nation.

2. REVITALISING AGRICULTURE FOR ECONOMIC TRANSFORMAOVEBERTY
REDUCTION

Agriculture is key to economic recovery, income growth and overall economic

transformation. This is the import of the statement by the African Development Bank

President, Dr AkinwumiAdesina, at the Feeding Africa Conference in Dakar,

Senegal when he said when agricul tu

technologies and appropriate input and output markets, it is transformative and it

wipes out poverty and overhauls entire ruralrecomi e s .

In view of the foregoing, it is therefore necessary that after the implementation of
the Fast Track Land Reform by Government, the next step should be to restore and
preserve productivity on the farms in order to create real wealth and joiss. Th

should be done by capacitating farmers through the extension of affordable credit,
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training, technical expertise as well as assessing the number of productive and

unproductive farms for efficient allocation of scarce resources.

Farming is a businesd.is now high time that the nation put in place measures that
will move farmers out of subsistence practices and have them operate as formal
business entities. This should be done by decisively addressing some of the
challenges that continue to colleclivatifle the performance of agriculture. Chief
among these challenges are lack of access to affordable finance, insatiable appetite
to occupy land at the expense of production, and poor supporting infrastructure for

the majority of farmers.

Addressingof these challenges by Government and the financial institutions would
transform farming, both small and large, into viable business for the benefit of the

economy and to ensure food security.

Bringing Finality to the Land Reform to Promote Productivity

Bringing finality to the land reform programme would go a long way in addressing
uncertainties that continue to adversely affect this sector from achieving its potential
in transforming the economy. Some of the measures that could be taken to reduce

uncetainty and increase investment and productivity in agriculture include;

I.  Expediting the valuation process of the remaining farms and coming up
with a financing model for compensating the previous farmers for farm
improvements.

ii. Creating security of tenurgo that the land can be used as collateral
security in accessing financing from financial institutions. Hence the
crafting of a land policy which enables the creation of a land market is
key to unlocking financing through formal channels. The urgent
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resoldion on the bankability of 99 Year Leases will enable active
participation of the financial institutions in agricultural development;

lii. Complete mapping of the newly created farming units in order to
control disputes over boundaries which distract farmexanf
productive use of their time. The Ministry of Lands has already began
using a new system which relies on the use of modern GPS to map Al
and A2 plots layouts. This is highly commendable as it enhances the
security of tenure of both the A1 and A2 farsyeand

lv. Cooling off the continuing disruptions and threats to farmers,
particularly in the dairy, cattle breeding, horticulture and tobacce sub

sectors.

Reducing Over Reliance on RainFed Agriculture

In line with the Climate Resilient National Waterdeearces and Irrigation Master Plan
that the Government is implementing, there is scope for Government to dedicate mo
efforts towards establishment and resuscitation of irrigation infrastructure across th

country in order to increase irrigable land.

The development of irrigation infrastructure allows farmers to supplement rain fed
agriculture and permits continuous crop production and facilitates increased
productivity. In addition, irrigation enables the country to expand agriculture

activities as dr areas can be turned into highly productive areas.

Zimbabwe has a huge potential to improve agriculture activities through irrigation
given the existing dams scattered across all provinces. While the capacity of water
bodies was enough to irrigate 33Mdtkectares in 2012, utilisation was estimated at
only 135 580 hectares. As of January 2016, the country had only 78 204 under
irrigation, with Mashonaland West and Central provinces having the most
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underutilized dams in terms of irrigation. Resuscitatadnthe idle irrigation
infrastructure and expeditiously bring it into utilization is critical to increase

production.

In the case of irrigation infrastructure, priority should also be given to the adoption of
technologies such as drip and canal iriatvhich use less power as compared to the
overhead sprinklers. In the same vein, the use of solar powered irrigation pumps shot
also be encouraged to complement the hydrad thermal power generated by the
Zimbabwe Electricity and Distribution Compa(ZETDC).

Furthermore, irrigation development should be accompanied with the use o
greenhouse technologies that leverage on natural heat, less water, intensive applicat
of inputs and intensive management of the production throughout the year.viatensi

production also entails use of small hectarage which the farmer can afford to manac

but giving out higher yields.

As part of contribution to community schemes, extractive firms should undertake
rehabilitation of dams and development of irrigationrasfructure within their

communities in return for the socially and economically empowerment credits. This
will go a long way in ameliorating against the recurring droughts as a result of

climate change and in reducing the negative consequences of floods.

Improving access to inputs and adopting good agricultural practises

Most smallholder farmers lack sufficient skills and managerial technics that are
needed to produce high quality products with complex grades and standards that are
required to enter luative markets. They use rudimentary farm technology with very
low levels of farm inputs, often combined with poor agricultural practices which
depletes soil nutrients. Consequently, crop yields are low and of poor quality, which
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leaves them with very lowields thereby reducing the crop surplus available for

selling on the market.

There is therefore need to put in place an effective agricultural extension system
which can reach farmers all over the countryside, whose main objective is to provide
technical advice to farmers to promote the adoption of good agricultural practises,
linked with the provision of appropriate improved seed varieties. To improve the

effectiveness of the agricultural extension services to smallholder farmers,

Government must also finance agricultural research, take the lead in controlling the
spread of planand animal diseases, strengthen the rural feeder road infrastructure

and continue to strengthen land tenure rights for smallholders.

SteppingUp Mechanisation in the Agricultural Sector

Mechanisation and technological advancement have been the misging the
efficient utilisation, preservation and value addition in the exploitation of the
country's agricultural resources, particularly in the smallholder sector. There is need
to continue to assist deserving farmers to mechanise their activitieslen tor
continuously improve on productivity. Schemes like the More Food for Africa

financed by Brazil should be emulated.

Other Measures to Revolutionise Agriculture

I.  Providing a guarantee or risk sharing facility for banks involved in
direct lending to farmers to reduce the perceived risk. The Nigerian
Government, for instance, established a risk sharing facility of US$350
million under the Nigerian Incentivieased Rik Sharing System for
Agricultural Lending (NIRSAL) during the past few years to encourage
financial institutions to move into agriculture. Consequently, bank
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Vi.

lending to agriculture increase from about 0.7% in 2011 to about 7.5%
as of May 2014;

Facilitating the training of bankers to understand the farming cycle and
how to relate with smallholder farmers. With sufficient information
with regarding to these farmers, these institutions will be in a position
to increase their efforts in tailonaking their prducts to the needs of

the smallholder farmers;

Expediting the establishment of Credit Reference Bureau and
Collateral Register for all farmers in the country and make the
information available online. The national register of all farmers must
have the bimetric information to rid of corruption when farmers are

accessing inputs, particularly under Government schemes;

Facilitating the development of agriculture diaspora bonds to securitize

remittances; and

Developing infrastructure that is necessary far tperation of the
Warehouse Receipt System, like the Zimbabwe Agriculture
Commodity Exchange (ZIMACE). This item which has been on
Government agenda now needs to be brought to finality for the
purposes of facilitating competitive and efficient trade gniaultural

commoditiesand to provide reliable and timely marketing information.

Expedite the crafting of legislative framework governing contract
farming to all crops and livestock production activities in the country.
The envisaged framework shoulddaelss critical issues such as side

marketing that have drastically reduced funding in the cotton industry;
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Vil.

viii.

Create favarable macreeconomic policies that facilitate growth of
producer organizations that are able to enter into purchase agreements
with farmers and receive financing from investors. Technical assistance
providers and developmental partners can support the formation and
management of these producer organizations while Governments can
institute policies that support training, management, anésacto
markets for producer organizations. Typical of such schemes is when
smallholder farmers who control about 90% of cattle take in their
animals to feedlots where they are fattened for up to 90 days, then sent
to an abattoir. In return, farmers can getertificate underwritten by

the abattoir to raise loans from banks. This would enable farmers to

invest more in their farming enterprises;

Facilitate the implementation of Value Chain Finance (VCF) where
contracts and relationships can be commoditizgdegments of the
value chain that are closely linked. Financing can be provided against
guaranteed purchase agreements with farmers. VCF allows
smallholders to use guaranteed purchase agreements as collateral and
secure cheaper financing; increases abdity of credit, as
smallholders can access finance through various contacts on the value
chain; and improved accessibility, as customers can understand and

utilize tailored financial offerings;

Support and facilitate the establishment of affordable -b@3ed
platforms such as mobile or other types of platforms for disseminating
farm-to-fork price information to farmers. This will allow farmers to

produce what is required and reduce transaction costs for farmers. Such
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transparent platforms reduce infotimoa asymmetry that typically

weakens small hol der producers n ¢
X. Construct innovative partnerships and legislation for knowledge
transfer to ensure that buyers and food companies dealing with farmers
are also improving the capacity of théaemers. Innovative legislation
or public private partnerships can, therefore, work together to ensure
that retailers and processors are educating their farmers, and increasing

the longterm capacity of agriculture;

xi.  Organize farmers into groups that cawllectively access input and

output markets with a view to reduce transaction costs; and

xii.  Strengthen farmer organizations to improve smallholders negotiating
power with large buyers and food companies. Policy makers can
address governance issues of sugjanizations by crafting legislation
that increases transparency. They should also identify areas where they
can assi st i n building far mer 0

facilitate financial inclusion.

ENHANCING THRASE OF DOING BUSINESS

In line with continuous efforts by Government to improve the ease of
doing business in Zimbabwe, the following policy advice matrix shown in
Table 13 is criticalto enhancecompetitiveness and foreign exchange

earnings.
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Table 13: Proposed Advice on Measures to Improve Ease of Doing Business and Increase Exports

Enhanced Capacitation of
Trade Attachés

Zimbabwe has Embassy offices48 countries and four (4) Consulates in fi
(4) countries. Empowerment through enhanced capacitation of Trade At
for the provision of market information would go a long way towards increg

exports.

More bilateral trade betwee

Zimbabwe and otharountries, henct

an increase in exports.

Streamlining of EXxcess
Export Documentation

The number of documents required for an export can be reduced from the
seven (7) to four (4) as follows:

1. Bill of Lading

2. Commercial export invoice

3. IntegratedExchange Control Form CD1

4. Transit entry (South

Africa’s

Timeous exports and reduction of

export costs.

Revitalisation of the
National Railways of
Zimbabwe

Currently, Zimbabwean exporters mainly use road transport which is
expensive tharail transport. Revitalisation of the rail transport system w
positively impact on reducing cost, thereby ensuring exporter viability

external competitiveness.

Improved exporter viability
increased exports and improved &

sustained markeiguidity.

Addressing Bureaucratic

Bottlenecks

Bureaucratic delays on facilitation of exports promote corruption, resulting
exporters having to pay bribes. Such bribes increase costs and frustrates

Improved and sustained mark

liquidity, Improved ease of doin
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exporters. There is need for easily accessible gneteon how to conduct
export transactions to protect exporters from corrupt officials.

business and Reduced cost of do

business.

Incentivise the use of
Rands and Yuan in the

Tourism Sector

Most of the tourists coming into Zimbabwe are from South Africa and Chir
In this regard, there is need for Governmeniptovide incentives, such &
exemption from VAT, for the Tourism Sector for tourists paying in Rands
Yuan. This is neceasy to enhanceompetitiveness iwiew of the expensivg
US$

Improved tourism sector viability

and foreign exchange inflows.

Expeditious Approval of
Annual Hunting Quotas

Approval of hunting quotas on time plays a critical role in assisting mark
actions and programs by Safari Operators. In this regard, it is recommend
the Ministry of Environment, Water and Climate should expeditiously apy

annual hunting quotas by November.

Approval of hunting quotas on tim
plays a critical role in agging
marketing actions and programs

Safari Operators.

Review of Hunting Fees

Payable to National Parks

There is a general agreement by players in the hunting industry that huntif
being charged by Zimbabwe Parks and Wildlife Management Atyhuais out
priced Zimbabwe from the international market.
In this regard, there is need for Zimbabwe Parks and Wildlife Manage

Authority to consult key stakeholders and revise its hunting fees downwatr

Improved exporter viability an

increased expast

Adoption of New
Technology to Combat
Poaching

In order to curb the current rampant poaching, Zimbabwe should adopt n

satellites tracking systems, such as the mathematics and Unmanne(

Eradication of poaching, lifting o

suspension on importation

elephant trophies by US Departmg
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Vehicles (UAVS) as a solution package for combating pmac Relying only
on rangers patrol will not solve the problem.

of Fisheries and Wildlife Service
and increased exports of hunti

trophies.

Trade
Warehousing
(FTWZ) Scheme

&

Zone

Free

A foreign company can store its goods in Zimbabwean bonded warehou
can later sell it to its Zimbabwean customers and export market wheng
receives the orders.
The goods are allowed to be kept in warehousesTW¥ £ for two years. The
scheme facilitates duty free import of all goods except prohibition itemsg
allows reexporting without any restrictions.

This scheme shall generally provide infrastructure facilities for warehousi

goods and transform Zimbalevinto a global tradingub.

Increased export of services 4a

improved market liquidity

Export of Service

Promotion Scheme

(ESPS)

The scheme confines to the all other export service providers except

crossborder transporters, restaurants ankeotservice providers in touris
sector.

The export service providers who earn a minimum of USD1 million per
shall be entitled to a 10% duty credit scrip that may be used for duty free i
of capital goods.

The ESPS is aimed at accelerating gromtaxport of service.

Increased export of services 4a

improved market liquidity.

Horticultural Export

Promotion Scheme

The exporters of vegetables, flowers, fruits and their value added product
be entitled for duty credit scrip, which is equivalent to 5% of the FOB val\

Increased exports of goods a

improved market liquidity.
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exports that will be used for duty free import of inputs or goods including c:
goods.

This scheme simply allows import of inputs or goods against export of
agricultural products for increasing the exports of such products.
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4. CONTINUOUS ERNGAGEMENT WBHATERAL AND MULTILATERAL CREDITORS

I n view of the development constraint
Zimbabwe escalated the-emgagement process to clear external debt arrears within the
context of meetings held with internationaldncial creditors on the sidmes of the
2015 IM/World Bank annual meetings held in Lima, Peru over the period 8 to 12
October 2015. In these meetings, Zimbabwe successfully engaged the thre
International Financial Institutions (IFIs) namely African Bmpment Bank (AfDB),
World Bank group (WB) and International Monetary Fund (IMF) and outlined the

country’s strategy for clearing out st e

For clarity purposes, the following arrangements have been put in place to clear the

arreas of US$1.8 billion that the country owes the IFIs.

. Utilization of the c o8DR)fromthe MEtp e ci

repay US$110 million to the IMF;

ii.  Utilisation of abridge loan of US$819 milliorarranged by the African
Exportimport Bank (Afrexmbank)to repay AfDB(US$601 million)and the
Worl d Bank’ s I nternational (UBSMel or
million); and

lii.  Utilisation of a bng termoanfrom a bilateral lender to repay the International
Bank of Reconstruction and Development (IBRB)n amount of US$891

million

After clearance othese arrears to tHe F Ithe sountry wouldhen turn to bilateral
creditors to negotiate and settle the
of these arrears would be done around Juné 204 time théFIs are expected to reach
their respective decision points or board approvals. Repaying eéoreview of the

Staff Monitored Programme (SMP) by the IMF and other proceeding processes i
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inconsequential. It is therefommaperative fortGovernment to continue to-engage the

development partners farpositive outcome at the IFIs boards.

This strategy would need to be escalated and supported by putting in place polic
measures that are consistent with ZimAsset and the 10 point piarenithils coming
up with a country strategy paper that spells out the necessary steps and policies that

essential for economic transformation, debt sustainability and the reduction of povert)
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SECTION 11

CONCLUSION

Thekey messagef this MonetaryPolicy Statemenis thatZimbabweneeddo plug
the leakagef foreign exchangeor the economyto undergodurableand robust
transformation. The leaks of our national economy are IFFs, unwarranted
remittancessmuggling,porousborderposts,tax evasionand misappropriatiorof
loan proceeds. Exporting and/or withdrawal of liquidity throughtheseleaks is
suffocating or hemorrhagingthe economyto the extent of reducing aggregate
demandandthuscausingdeflationin theeconomy Pluggingtheseleakagesequires
harnessinghecapabilityandenergyof everyone.lt requireshighlevel of discipline
by individualsandfirms, includingfinancialinstitutionsthatprocesshetransactions

andregulatoryauthoritiessuchasRBZ andZIMRA.

If consumersand businessspendtheir income outsideof their country (through
leakages)thenthe country mustlook elsewherdo makeup for the lossof funds.
Under normal circumstancesgovernmentswould have to inject cashinto the
economywhich is not feasiblein Zimbabwe for obvious reasons. The most
reasonablendlogical way to rebalancethe nationaleconomyis therefore to plug
theforeignexchangdeakagesn the countryin orderto makeheadwayin the quest

for economidransformatiorandfighting deflation.

Notwithstandingthe downsiderisks causedby the said leakagesand the adverse
externalenvironmenttypified by the downturnin internationalcommaodity prices
and the adverseweather conditions, immense opportunitiesabound for the
Zimbabwean economin the outlook periodThis is largelyattributable to the

benefits expected from the consolidationbold milestonesmade in efforts to

negotiate for an amicabl e regpansibnwftgold n
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and diamond revenue streams, implementation of the financial inclusion strategy,

and plugging of foreign exchange leakages.

It is pleasnhg to note thatthe country haso farreceived numerous investment
missions in the wake of the overwhelming endorsenod the external debt
clearanceprogram in Lima, Peru, in October last year. Within this context, the
country needs to put in place paoctive strategies to leverage on these lucrative

opportunities that are important to supparbnomic transformation

The amicable resolution of the countr:
enhance the country’s <creditworthines
credit lines, revival of industrial activity, shedding off import dependence and

generallyi mpr oved | iquidity conditions. Go
sectors are, expected to secure affordable credit lines which translates to lower

production costs and discernible gains on the competitiveness front.

Additionally, the successfuers ol uti on and restructuri
debt is expected to unlock development and project finance, critical in supporting

infrastructural development and the creation of an enabling investment environment.

On the other hand, sustained fical sector stability currently obtaining in the
economy coupled with the alignment of lending rates by banks to agreed thresholds
and the implementation of financial inclusion strategseegnvisaged to play an

integral role in efforts to foster privasector led growth.

Additionally, the invocation of Section 5 (4) of the General Regulations of the
Indigenisation and Empowerment Act to promote integrated value chain process in
the manufacturing and services sectors of the economy is expected tmrhelp

around and transform the economy in 20b&he same veinthe announcement of
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the Framework, Procedures, and Guidelines for the implementation of the
Indigenization and Economic Empowerment Act by the Honourable Minister of
Youth, Indigenization an&conomic Empowerment earlier this month, is expected
to bring finality to this key policy measuradin turn help attract the mixcneeded

investment intdhe productive and export sectors of the economy.

The reorientation of the Zimbabwean economy onto a sustainable and inclusive
growth path istherefore contingent upon the consistent implementation of bold
policy reform measuremmbodied irZimAsset, the 10 Point Plan, the Rapid Results
Approach Framewrk, the 2016 National Budget and this Monetary Policy
Statement. Our conviction and optimism is that the country is at a critical
juncture that requires a deeper sense of responsibility, accountability and
transparency by all stakeholders for economic delopment and

transformation.

| THANK YOU

DR. J.P. MANGUDYA

GOVERNOR

RESERVE BANK OF ZIMBABWE

JANUARY 2016
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