


investment programmes. This requires that Government

speaks with one voice and walk the talk.

. Mr. Speaker Sir, vast opportunities exist across all the
sectors of the economy especially in agriculture,
manufacturing, mining and tourism for individuals to
undertake honest business activities that help to create

wealth.

Capacity utilisation in our industries has to increase
substantially for us to generate jobs. Parastatals have to
start playing their pivotal role in the economy. The public
sector has also to deliver its services efficiently and
effectively, while at the same time Government
expenditures have to be restructured to prioritise
investment in capital and infrastructure. The
transformation of the economy requires that we diversify

and focus on value addition and import substitution.

. The 2006 Budget, therefore, has to set out the basis for
economic take-off, by creating the necessary enabling
macro-economic environment for promoting growth and

development.

. In this regard, Mr. Speaker Sir, the demands on the 2006
Budget have been enormous and I have had to prioritise

Government expenditures on the basis of the critical



requirements of the economy and the available resource

envelope.

9. Mr. Speaker Sir, during the formulation of this National
Budget, I had the opportunity to consult most of the
stakeholders throughout the country. In this regard, ten
provincial meetings were held with various associations,
captains of industry, labour, Members of Parliament, line
Ministries and Government Departments, traditional

leaders and civic society to mention but a few.

10. Significant and informative contributions were made
during this consultation process. I would therefore, like to
thank all stakeholders who contributed to the formulation
of the 2006 Budget. Allow me also to take this
opportunity to thank the Minister of Economic
Development, Hon. Rugare Gumbo and his staff for their

invaluable contribution to the formulation of this Budget.

11. Mr. Speaker Sir, allow me to inform the August House
that Government is finalising the review and updating of
the country’s long-term economic development Vision, to
take account of recent economic challenges and changes
in the economic environment. This revised Vision, will also
incorporate strategies to realise the objectives and targets

of the Millennium Development Goals and will guide the



formulation of our 2007-2011 Five Year National

Development Plan.

12. The Ministry of Economic Development is coordinating,
the formulation of the 2007- 2011 Five Year National
Development Plan, which will involve the full participation
of all stakeholders, including grassroots levels. Active

participation of stakeholders in the process will be critical.

13. This Plan will anchor our economic policies after 2006,
and become the successor to the consistent Economic
Policy Framework we have been implementing from last
year, as enunciated in “Zimbabwe: Towards Sustained
Economic Growth — Macro-Economic Framework 2005-
2006.”

14. Mr. Speaker Sir, before I present the 2006 Budget,
allow me to share with the House, the Global and
Regional Economic Environment under which we have
formulated this Budget, as well as this year's Economic

Performance and Prospects for 2006.



GLOBAL & REGIONAL ECONOMIC OUTLOOK

Economic Growth

15. Mr Speaker Sir, Zimbabwe is part of the Global Village
and it is imperative for us to be aware of the implications
of the developments in the rest of the world on our
domestic economy. Being part of this Global Village
imposes obligations on us over the thrust of our economic

policies.

16. Preliminary indications to the end of the year indicate
slow down in global economic growth to 4.3% in 2005,
from 5.1% in 2004, against the background of high oil
prices. This growth performance is forecast to be
sustained into 2006. Other negative effects on global
economic growth included natural disasters in Asia and
hurricanes in America. Manufacturing and trade have
however, remained buoyant, anchoring world economic

growth.

17. High and volatile oil prices still remain a significant

global risk, especially for non-oil producing countries.

18. World economic growth in 2005 has been led by China
and India with projected real growth rates of 9% and

7.1%, respectively.



19. In Sub-Saharan Africa, economic growth prospects in
2005 have also decelerated from 5.4% in 2004, to 4.8%.
This weakening growth reflects the adverse impact of
soaring international oil prices, and drought in some

countries in Eastern and Southern Africa.

20. Mr. Speaker Sir, economic growth in Sub-Saharan
Africa is projected to rebound to 5.9% in 2006, on the
back of improved macro-economic management and

structural reforms.

Inflation

21. Average inflation in developed economies and in
emerging markets and developing countries, both picked
up slightly to 2% and 5.9%, respectively in 2005. This is
forecast to fall slightly in 2006 to 2% and 5.7%,

respectively.



ECONOMIC PERFORMANCE & PROSPECTS FOR
2006

Real GDP Developments

22. The high international oil prices, coupled with the poor
performance of the past agricultural season, have
impacted negatively on the economy, resulting in an

anticipated decline of 3.5% in real GDP.

23. The economy also remains susceptible to fluctuations

in the terms of trade, as well as adverse international
publicity.

24. The resultant foreign currency shortages have
constrained the supply of fuel and importation of critical
raw materials, thereby undermining capacity utilisation in

many sectors of the economy.

25. High levels of inflation have also undermined the
competitiveness of industry and have eroded the
purchasing power of incomes.

Agriculture

26. The agricultural sector is projected to register a decline
of -12.8% in 2005, mainly due to the drought and the



non-availability and/or the delayed availability of critical
inputs such as fertilisers, chemicals, equipment and fuel.
These have compromised the productive capacity of the

sector.

27. This recurrent adversity of drought requires that we
confront it through increased concentration of our farming

activities under irrigation.

Mining

28. The mining sector is anticipated to register a decline of
5.7% in 2005, largely due to deteriorating international
mineral prices, rampant smuggling of gold, diamonds and

other precious minerals.

29. With gold accounting for 44% of the country’s mineral
production, Government will intensify its surveillance and
remedial measures to plug off rampant leakages in the

industry.

30. Excluding gold, all the other mining sub-sectors

registered remarkable positive growth during the year.

31. The platinum industry, which was accorded the
strategic mineral status, is however, reflecting remarkable

positive growth, with exports increasing by 548%, from



US$21.8 million between January and September 2004, to
US$141.4 million during the same period in 2005.

32. Coal, which accounts for 12.6% of total mining output,
grew by 21.8%, while asbestos accounting for 10.6% in

the sector, also out performed 2004 levels by 8.5%.

Manufacturing

33. Mr Speaker Sir, the manufacturing sector which had
shown signs of recovery in 2004, slowed down in 2005
and is projected to register a decline of 3%. The sector
has seriously been affected by foreign currency shortages
for essential raw material imports, as well as narrowing

disposable incomes on the back of high inflation.



Growth Prospects for 2006

34. The economy is forecast to grow by between 2% and
3.5% in 2006, with agriculture expected to register a
positive growth rate of 14.8%. This is on the back of a
normal rain season, increased hectarage under irrigation,
timely provision of critical inputs and the introduction of
the targeted production programme to promote food
security. Growth in the agricultural sector will be driven
by increased production of maize (+33%) and cotton
(+26%).

35. Improvement in the availability of foreign currency,
owing to liberalisation of the foreign exchange
management system, coupled with expectations of a
normal agriculture season should boost manufacturing
production. This should also benefit from vigorous

promotion of value addition and import substitution.

36. Improved fuel and electricity supplies, as well as the
beneficial effects of toll manufacturing are expected to
see an increase in capacity utilization in manufacturing, as

well as other sectors of the economy.

37. The mining sector is expected to grow by 27% in
2006, largely due to increased viability in the sector,

including gold and asbestos, on the back of favourable



international prices and the liberalised foreign exchange

system.

38. Government’s ongoing housing development
programmes and the Homelink facility will boost the

construction industry.

39. The anticipated increase in tourist arrivals, supported
by enhanced marketing initiatives under the Tourism
Master Plan, and the country’s continued track record of
peace and tranquillity should also benefit tourism and also

contribute to foreign currency generation.

Inflation Developments

40. Mr. Speaker Sir, inflationary pressures have intensified
since the second quarter of 2005 underpinned by both
demand-pull and cost-push factors, as well as notable
exogenous factors such as the drought, sharp increases in

international oil prices, as well as inflation expectations.

41. As a result of this re-emergence of inflationary
pressures, the annual rate of inflation rose to 411.3% in
October 2005.

42. The annual rate of inflation is, however, targeted to
decline to around 80% by the end of 2006. This



deceleration in inflation in 2006 is premised on the
expected normal rain season, complementary restrictive
fiscal and monetary policies and significantly subdued

parallel market activities.

Balance of Payments Developments

43. Mr. Speaker Sir, in the external sector, total exports for
2005 are forecast to decline by 6.4%, to US$ 1 576.1
million. However, although total imports are expected to
decline by 2.6% to US$ 1 938.6 million due to shortages
of foreign currency, there will still be a negative trade
balance of US$ 363 million.

44. Export competitiveness and the viability of producers
had been undermined by the resurgence of inflation and
rising production costs, in the absence of compensatory

movement in the exchange rate.

45. The capital account remained without significant
inflows, against the background of low grant support,

foreign direct investment and long-term capital inflows.

46. The trade balance in 2006 is projected to slightly
improve, partly reflecting a growth in exports of 6.3% and
an import growth of 3.9%. The capital account will

however, continue to remain under pressure in 2006.



External Debt

47. Mr. Speaker Sir, Government remains committed to
honouring its external obligations in line with
improvements in our balance of payments position. It is
on this basis that we have remained engaged with all our

creditors, including the Bretton Woods Institutions.

48. Mr. Speaker Sir, Honourable Members will be aware
that this year, notwithstanding the difficult foreign
exchange environment, we were able to significantly
reduce our arrears to the International Monetary Fund
(IMF).

49. Mr. Speaker Sir, our efforts to address our external
payment arrears have not been limited to the IMF, ADB
and World Bank. Significant payments have also been
made with regard to the suppliers’ credits for both liquid

fuel and electricity energy supplies.

50. As I have already alluded to, measures to improve
overall economic and export performance remain central
to enable the timely payment of our external obligations.
This is critical for the development of all future external

financial co-operation.

Financial Sector Stability



51. As an integral part of economic takeoff, measures will
remain in place to ensure a healthy financial system,
playing a supportive role in mobilising savings, as well as

financing investment.

52. Collaborative efforts between the Ministry of Finance
and the Reserve Bank will ensure that any occurrences of
mismanagement or delinquent behaviour in the financial

sector are dealt with swiftly.



BUDGET OUTTURN FOR 2005

53. Mr. Speaker Sir, the 2005 Budget as presented in
November 2004, provided for total expenditure and net
lending of $27.5 trillion and revenue of $23 trillion. This
implied a budget deficit of $4.5 trillion or 5% of GDP.

54. Mr. Speaker Sir, as Honourable Members are aware,
food shortfalls following the drought during the 2004/05
agriculture season, necessitated additional expenditures
to allow for drought mitigation measures to support

affected communities and for grain imports.

55. These unbudgeted drought mitigation expenditure
requirements, coupled with other additional expenditures
largely related to pensions and interest payments, had to
be met through Budgetary cutbacks of $3 trillion across

all Ministries and some revenue raising measures.

56. Details of the Supplementary Budget were recently
presented before this August House in the Mid Term

Fiscal Policy Review.

57. The Supplementary Budget raised the 2005 Budget
provision for total expenditure and net lending to

$31.0 trillion. Fiscal revenues were also revised upwards



to $25 trillion, resulting in an overall Budget deficit of
$6.0 trillion or 8.6% of GDP.

Expenditure Outturn

Mr. Speaker Sir, expenditure management remained
difficult throughout the year, as line Ministries and
Government departments struggled to contain escalating
costs of goods and services, due to higher levels of

inflation.

The revenue constraints facing the economy, however,
limited the capacity to accommodate the bulk of these
additional expenditure requests. The challenge, therefore,
remains the need by line Ministries and Government

departments to operate within their expenditure caps.

In this regard, I would like to appreciate efforts by line
Ministries to restrain and prioritise their expenditures
within the targeted envelope. Reflecting this, actual
expenditure and net lending to October 2005, at $26.3

trillion, remained broadly in line with the targeted levels.

Of this total recurrent expenditure, employment costs,
which were $10.5 trillion, or 40%, continued to constitute

the highest component.



62. Goods and services constituted the balance of
$15.8 trillion. Of this amount, $5 trillion was for transfers,

which include $2.4 trillion for pension remittances.

63. Mr. Speaker Sir, cumulative capital expenditures to
October 2005, were $2.7 trillion, of which $1.8 trillion was

for major capital projects.

Revenue Outturn

64. Mr. Speaker Sir, positive revenue performance was
registered to October 2005. Indications are that revenue
collections for the whole fiscal year will surpass the
budgeted levels, with an expected revenue realisation of
$29.5 trillion. This would be 18% above the revised
budget revenue target of $25 trillion, which I announced

during my presentation of the Supplementary Budget.

65. The cumulative revenue collections for the ten months
to October 2005 were $19.2 trillion, against a target of
$17.9 trillion.

66. Pay-as-You Earn  (PAYE), which contributed
$5.9 trillion, was below the target of $7.1 trillion.



67. Collections from companies were at $3.1 trillion,
against a target of $2.1 trillion. ZIMRA tax audits are

starting to yield results under this tax head.

68. Value Added Tax (VAT), continued to perform above
target and $5.9 trillion was cumulatively collected to
October 2005, against a target of $5.2 trillion. The good
performance of VAT can be attributed to price increases
during the year and the adjustments in the rate from
15%, to 17.5%.

69. The recently introduced Presumptive tax collections
amounted to $2 billion. Collections under this sub head
are expected to increase as the base for presumptive tax

is widened.

70. Cumulative collections of Customs duties amounted to
$2.2 trillion, against a target of $1.8 trillion. This positive
variance mainly reflects the adjustments in the exchange

rate.

71. Non-tax revenue amounted to $672 billion, against a
target of $ 816.7 billion.



Deficit Outturn

72. The anticipated positive revenue performance outturn
to year-end, coupled with the revised Budget expenditure
target should culminate in a significantly reduced 2005

Budget deficit outturn of under $3 trillion.

73. As a percentage of GDP, this would imply a budget
deficit of 2.9%. This compares with the revised deficit
target of $6.0 trillion, or 8.6% of GDP.

Financing

74. Mr. Speaker Sir, as Honourable Members are aware,
the financing of the Budget deficit has been dominated by
domestic bank credit. Given this scenario, Government
will limit recurrent expenditures to revenue generated,

and only borrow to finance capital development.

75. The domestic financing of the
Budget continued to be dominated by short-term treasury
bills, amounting to  $5.3 trillion, with medium to long-
term paper financing the deficit to the tune of $646.3
billion. This has significantly raised the level of short-term
debt, with over 90% of public domestic debt now being

short-term.



76. The prevailing high inflationary
environment undermined Government’s efforts to
restructure public domestic debt, from short-term to

medium and long-term maturities.

Domestic Public Debt

77. The continued dominance of domestic financing of the
Budget deficit during 2005 pushed the total stock of
domestic debt up from $1,7 trillion in December 2004, to
$15.9 trillion by the end of October 2005.

78. The structure of domestic public debt reflects the
dominance of short term paper (93%), with long to
medium term debt taking up only 7%. This structure of

debt is expensive and not sustainable.

Overdraft

79. As part of the 2005 Budget financing strategy,
Government limited its recourse to financing the Budget
deficit through the highly inflationary Reserve Bank
overdraft window. Government, has therefore, remained
within this year’s statutory limit on its overdraft facility at
the Central Bank of $1,6 trillion.



MAJOR POLICY IMPERATIVES & PRIORITIES FOR
THE 2006 BUDGET

80. Mr. Speaker Sir, addressing challenges facing the
economy demands not only bold steps on the part of
Government, but also sacrifices and commitment by all,
including Business, Labour, Civil Society and the
generality of the population. However, to realise this we
need to be guided by a shared National Vision that binds
us to work together towards the common goal of

transforming this economy.

81. After extensive consultations with stakeholders, I am
now more confident of convergence towards the sharing
of a common Vision, central to the restoration of business

confidence.

82. Mr. Speaker Sir, allow me to highlight the priorities and
critical challenges for the 2006 Budget, that Government

is tackling.

83. These National Development Priorities, which guided
the formulation of the 2006 Budget, were a result, as I
have earlier indicated, of an extensive consultative
process and work undertaken by the Ministry of Economic
Development, in formulating the National Development
Priority Plan for 2006.



Confidence Building

84. Mr. Speaker Sir, the Budget presents an excellent
opportunity to reassure domestic and foreign investors of
Zimbabwe’s commitment to enhancing the role of market
forces in the economy. Other countries, notably China and
India, are experiencing double digit real economic growth

rates due to the huge market driven investment inflows.

85. Government also recognises that the private sector is
the engine for economic growth and is therefore
committed to provide the conducive environment for its

growth.

Corruption

86. Mr. Speaker Sir, no country will develop in an
environment of corruption. We must fight graft if we are
to turn around the economy. Corruption does not only
undermine institutions of Government, but is a cancer

that undermines the very fabric of society.

87. Therefore, to strengthen the fight against corruption
and graft, which undermines investor confidence,
Government has established the Anti-Corruption

Commission, to effectively deal with this problem.



Economic Crime Courts have also been created and will

be decentralised to all Provinces.

Bilateral Investment Promotion and Protection
Agreements (BIPPAs)

88. Government recognises the indispensable need to
nurture and preserve an investor-friendly business

environment.

89. Consistent with this, Government is actively laying the
foundation for stronger business relations between
Zimbabwe and its regional and international cooperating

partners.

90. BIPPAs have a significant bearing on the ability of the
country to mobilise financial and material resources from
other countries, for the much-needed foreign direct

investment.

91. Where Zimbabwe has ratified BIPPAs, Government is
committed to honouring all its commitments and
obligations as provided for by our Constitution. This
includes payment of compensation for BIPPA related

farms that were acquired for resettlement.



Tripartite Negotiating Forum

92. Mr. Speaker Sir, as Honourable Members will recall, the
Tripartite Negotiating Forum (TNF) last met in December
2004.

93. I am pleased to report that the TNF has resumed
dialogue in the spirit of working together and commitment

towards developing a common Shared National Vision.

94. Mr. Speaker Sir, let me assure all stakeholders that
Government is committed to seriously dialogue with
Business and Labour, through the Tripartite Negotiating
Forum, and to the conclusion of the Social Contract to

address the many challenges facing the Nation.

95. The Social Contract will be based on the principles of
mutual trust and smart partnerships with, a win-win

outcome for all stakeholders.

96. The Social Contract will strengthen the institutional
framework for stabilising prices and incomes and sharing
the burden of economic reforms. This Contract will also
contribute to achieving macro-economic stability,

stimulate economic growth and create employment.



Labour Arbitration Determinations

97. Mr. Speaker Sir, the difficult economic environment has
forced many companies to seek the arbitration of the
Ministry of Public Service, Labour and Social Welfare in

the determination of salary and wage disputes.

98. Wages and incomes policies should therefore, be

benchmarked against productivity factors.

99. As Government moves away from price controls, it is
setting up the Incomes and Pricing Commission, which
will guide the process of incomes and pricing
determination, taking into account industry viability and

consumer affordability.

100. In the interim, the Ministry of Public Service Labour
and Social Welfare will play this role, guided by underlying
economic fundamentals.

Macro-Economic Stabilisation
Budget Balance
101. Mr. Speaker Sir, central to winning the war against

inflation will be containing the budget deficit to

sustainable levels, consistent with our inflation targets in



2006. I believe that a budget deficit of 4.6% of GDP in
2006 is consistent with an inflation target of 80% by
December 2006.

102. This targeted level of the budget deficit is critical for
arresting the inflationary spiral, and instilling confidence.
This should be complemented by ensuring that any
Government borrowings are limited to finance the capital
budget.

Quasi-Fiscal Operations

103. Mr. Speaker Sir, in an effort to finance extra budgetary
expenditures, quasi-fiscal operations through the Central

Bank have risen to unsustainable levels.

104. In order to reign in inflation, quasi-fiscal operations by
the Reserve Bank will be contained in line with the

inflation targets.
Reserve Bank Capital
105. Mr. Speaker Sir, the Reserve Bank of Zimbabwe was

last recapitalised in 1964, and is now acutely under

capitalised, given its current operations.












































































































































































































