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APPENDIX V. RESERVE ADEQUACY ASSESSMENT IN ZIMBABWE

1. Zimbabwe's usable reserves

(USD 182 million, 0.3 months of imports at
end of 2011) were well below levels
observed in officially dollarized economies
and benchmarks for sub-Saharan fragile
states with fixed exchange rate regimes.’
This report discusses the necessity of
international reserves in Zimbabwe, and
quantitatively assesses Zimbabwe's reserve
adequacy using the Dabla-Norris et al. (2011)

model 2
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/1: 2011 level for Zimbabwe and South Africa, 2005 for Lesotho and 2010 for Swaziland.

2. In a dollarized economy, reserves
are not only insurance against external
shocks, but also a key tool for managing

domestic financial instability. Sudden stop

! After the 2008 hyperinflation, the Zimbabwean dollar
was withdrawn, and a multi-currency regime
introduced. The US dollar, South African rand, British
pound, and the euro are among currencies in
circulation, with the US dollar the main currency.

? Era Dabla-Norris, Jun Il Kim, and Kazuko Shirono
(2011) "Optimal Precautionary Reserves for Low-
Income Countries: A Cost-Benefit Analysis” IMF
Working Paper.
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risk is difficult to judge, as some of the current
account financing is not well identified, but it is
probably high as the country is facing large
current account deficits and is in debt distress,
with large payment arrears. In addition, the
credit and liquidity risks are high given the
weakly capitalized banking system. Full
dollarization constrains a country’s lender-of-
last-resort function and hence the central
bank'’s response to financial system
emergencies. With low liquid assets of its own,
the Reserve Bank of Zimbabwe (RBZ) can
provide only limited short-term liquidity to
banks, and cannot be the ultimate guarantor
of the stability of the financial and payments

systems in the event of a systemic bank run.

3. The methodology developed by
Dabla-Norris et al. (2011) is used to assess
reserve adequacy in Zimbabwe. This
methodology takes into account both costs

and benefits of holding reserves for low



income countries. In this framework, the
benefit of holding reserves is to smooth
domestic consumption/absorption in response
to external shocks, which include sharp swings
in foreign aid, external demand, FDI, and terms
of trade, as well as natural disasters. The cost
of holding reserves is defined as the difference
between the return on short-term foreign

currency assets and the return on more

profitable alternative investment opportunities.

The methodology takes into account a

country's CPIA rating.

4. Due to the data limitation and the
hyperinflation before 2009, only historical
and projected data starting from 2009 are
used as references for possible severe
shocks to the country. The shocks,
summarized in the text table, are set at the
lowest value since 2009, or use the latest data
available (a CPIA rating of 1.8). The calculated
reserve holding (see figure) is the optimal level
needed to face large negative shocks, given

the unit cost of holding reserves.

5. There are some limitations to this
methodology. First, it does not consider the
case of a rapid domestic bank run, which is the
internal withdrawal of dollars. In this case,
reserves will be needed to inject into banks’
balance sheets to ensure liquidity. Therefore,
the optimal level of reserves could be

underestimated in this methodology. Second,
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the cost of holding reserves, in the case of
Zimbabwe, could be higher than 6 percent, the
highest cost of holding reserves assumed in
this methodology. Instead of holding reserves,
the authorities could pay back the interest on
arrears or invest in infrastructure, such as
power plants and transportation. As a result,
the optimal level of reserves could be
overestimated in this methodology. However,
in case of the second limitation, if the
authorities restructure the debt with creditors,
the cost of arrears could drop sharply,

resulting in a lower cost of holding reserves.

Magnitude
Shock Variables of shocks’
Government balance, % of GDP -2.8
External demand growth, % -1.8
Terms of trade growth, percent -1.6
Change in FDI to GDP -0.3
Change in aid to GDP -0.5

Optimal Level of Reserves
12 (months of imports)

10

10.0 9.7
6.9
6
4.9
3.6
N I
o
2 3 a4 5

Costof holding reserves, percent

©

I

3 Historical values of the year 2009 are used for severe
negative shocks on government balance, CPIA,
external demand growth, as these values were the
lowest in recent years. Historical values for 2011 are
used for severe negative shocks, terms of trade
growth, and change in FDI to GDP.
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6. To summarize, according to this recommended range, and are among the
methodology, recommended reserve lowest among countries with similar exchange
holdings for Zimbabwe could range rate regimes. To increase the level of reserves,
between 3.6 and 10 months of imports. the authorities should aim to generate fiscal
Therefore, the current reserve holdings are surpluses.

much lower than the lower limit of the
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APPENDIX VI. ZIMBABWE: DEBT CLEARANCE AND MACROECONOMIC MANAGEMENT

STRATEGIES

1. The Zimbabwean authorities
recently formulated-the Zimbabwe Arrears
Clearance, Debt and Development Strategy
(ZAADDS) —a policy framework for arrears
clearance and debt management; and the
Zimbabwe’s Accelerated Re-engagement
Economic Program (ZAREP)—an economic
policy framework covering an 18-24 month
period. The ZAADDS and the ZAREP are key
elements of the authorities’ economic reform
agenda, which is expected to lay the
foundation for sustainable development. The

policies were adopted in March 2012.

2. The ZAADDS is a hybrid debt
resolution strategy that includes the
adoption of the traditional debt resolution
initiatives, combined with leveraging
Zimbabwe's natural resources in pursuit of
economic development. The main objectives
are to secure comprehensive external debt
relief and arrears clearance from creditors and
to lay foundation for economic growth

through sound macroeconomic management

and reengaging with the international

community.

3. The ZAREP is designed to establish
a track record of sound policies to support
the government’s agenda of achieving debt
relief and arrears clearance. It seeks to build
on the macroeconomic stability achieved
under the authorities’ Short-term Emergency
Recovery Programs (STREP I and II) through
implementation of sound macroeconomic
policies, containing and managing the public
sector wage bill and securing support from

development partners for debt relief.

4. In recognition of the need to
restore credibility and reengage the
international community, a Friends of
Zimbabwe roundtable was held in March 2012
in Tunis with a follow-up meeting in
Washington during the Spring Meetings. There
was a general concern about Zimbabwe's
unsustainable debt and arrears situation and
the call was made for a coordinated approach

to resolve these problems.
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BN 1. FUND RELATIONS

A. Financial Relations
As of July 31, 2012

Membership Status

Joined: September 29, 1980; Article VIII

General Resources Account:

Quota

Fund holdings of currency

Reserve position

SDR Department:

Net cumulative allocation®

Holdings1

ZIMBABWE

SDR Million
353.40
353.07

0.33

SDR Million
272.18
93.12

%Quota
100.00
99.91
0.09

%Allocation
100.00
34.21

! Excluding SDRs allocated and placed in escrow account under the Fourth Amendment of the IMF's Articles of agreement (SDR

66,402,156). Such holdings will be available to Zimbabwe upon the settlement of all overdue obligations to the Fund.

1

Outstanding Purchases and Loans:

ECF arrangements

Latest Financial Arrangements:

Date of
Type Arrangement
Stand-by Aug 02, 1999
Stand-by Jun 01, 1998
ECF* Sep 11, 1992

Formerly PRGF

Projected Payments to Fund" *

SDR Million
67.86

%Quota
19.20

Expiration Amount Approved Amount Drawn
Date (SDR Million) (SDR Million)
Oct 01, 2000 141.36 24.74
Jun 30, 1999 130.65 39.20
Sep 10, 1995 200.60 151.90
(SDR Million; based on existing use of resources and present holdings of SDRs):
Overdue Forthcoming
Mar 31, 2011 2012 2013 2014 2015 2015
Principal 67.86
Charges/interest 1641 0.12 0.23 0.23 0.23 0.23
Total 84.27 0.12 0.23 0.23 0.23 0.23

! The projection of charges and interest assumes that overdue principal at the report date (if any) will remain outstanding, but

forthcoming obligations will be settled on time.

? Projected amounts do not include additional interest levied on overdue PRGT interest.

2
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Implementation of HIPC Initiative:

Not Applicable

Implementation of Multilateral Debt Relief Initiative (MDRI):

Not Applicable

Application of Remedial Measures under the Arrears Strategy

Zimbabwe has been in continuous arrears to
the Fund since February 2001. On September
24, 2001, the Executive Board declared
Zimbabwe ineligible to use the general
resources of the Fund and removed it from
the list of PRGT-eligible countries. On June 13,
2002, the Board issued a declaration of non-
cooperation with respect to Zimbabwe and
suspended all technical assistance to the
country. On June 6, 2003, the Board
suspended Zimbabwe's voting and related
rights in the Fund. A complaint with respect to
compulsory withdrawal was issued on
February 6, 2004. The Executive Board
considered the complaint on July 7, 2004, on
February 15, 2005, and again on September 9,
2005 and decided to postpone the
recommendation on Zimbabwe's compulsory
withdrawal from the Fund to the Board of
Governors so as to give more time for
Zimbabwe to improve cooperation with the
Fund. On February 15, 2006, Zimbabwe fully
settled its arrears to the General Resources
Account. As a consequence, the Managing
Director withdrew his complaint for
compulsory withdrawal. However, the
Executive Board decided not to restore
Zimbabwe's voting and related rights, nor did
it terminate Zimbabwe's ineligibility to use the
general resources of the Fund. The Executive

Board kept in place the decisions taken to

address Zimbabwe's arrears to the PRGT
Trust—the declaration of noncooperation, the
suspension of technical assistance, and the
removal of Zimbabwe from the list of PRGT-
eligible countries. On May 4, 2009, the
Executive Board lifted the suspension of
technical assistance to Zimbabwe in the
following areas: (i) tax policy and
administration; (ii) payments system;

(iii) lender-of-last resort and banking
supervision; (iv) central banking governance
and accounting (EBS/09/55). On February 19,
2010, the Executive Board restored
Zimbabwe's voting rights and its eligibility for
general resources. On May 17, 2010, the
Executive Board added macroeconomic
statistics to the targeted areas for Fund
technical assistance. The Executive Board
reviewed Zimbabwe's overdue financial
obligations to the PRGT Trust in January 2011
(EBS/11/4, 1/7/2011), and decided that the
Fund should continue its technical assistance
in targeted areas and added public financial
management and anti-money laundering and
combating the financing of terrorism to the
list of targeted areas for technical assistance.
However, the Executive Board judged that the
other measures to address Zimbabwe's
arrears to the PRGT Trust should remain in
place. In the April 2012 review of overdue
financial obligations (EBS/12/56), the
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Executive Board maintained the decisions.

Zimbabwe's arrears to the PRGT Trust remain,

B. Nonfinancial Relations

Exchange Arrangement

Zimbabwe's exchange system has been
significantly liberalized and exchange rates
have been unified. Apart from one remaining
exchange restriction subject to IMF jurisdiction
arising from unsettled balances under an
inoperative bilateral payments agreement with
Malaysia, payments and transfers for current
international transactions can now be effected

without restriction.

Since 2009, Zimbabwe has adopted a multi-
currency regime, including the U.S. dollar, the
South African rand, the British pound, the euro

and the Botswana pula, with the U.S. dollar as

4 INTERNATIONAL MONETARY FUND
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amounting to SDR 84.3 million (US$ 127
million) as of July 31, 2012.

principal currency. The use of the Zimbabwe
dollar as domestic currency was discontinued.
The de facto exchange regime is classified as
exchange arrangement with no separate legal

tender.

Article IV Consultations

Zimbabwe is on the standard 12-month
consultation cycle. The Executive Board
discussed the staff report for the 2011

consultation on June 1, 2011.
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Technical Assistance

2009 MCM mission on payments systems, lender-of-last resort operations and banking supervision,
and central banking governance and accounting

2009 FAD mission on tax policy

2009 FAD mission on revenue administration

2009 FAD follow-up mission on tax policy

2010 MCM mission on accounting

2010 FAD mission on general tax policy and mining taxation

2010 STA mission on compilation of national accounts

2010 MCM mission on central bank balance sheet restructuring and reporting

2010 STA mission on compilation of monetary statistics for the central bank

2010 FAD follow-up mission on general tax policy and mining taxation

2010 LEG mission on fiscal law

2011 MCM mission on banking supervision

2011 MCM mission on Review of Stress Testing Framework and Action for its Enhancement

2011 MCM mission on Central Bank Accounting

2011 MCM mission on Central Banking Restructuring

2011 MCM mission on Systemic Liquidity, Stress Testing, and Bank Distress Resolution

2011 FAD mission on Development of PFM regulations
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2011

2011

2012

2012

2012

6

FAD mission on Strengthening PFM and Statistics

FAD mission on Status Review of Revenue Administration Reforms and Updating the Reform
Agenda

LEG mission on AML/CFT Diagnostic: Precious Metals and Stones

MCM mission on Central Bank Debt Relief and Liquidity Support to the Banking system

FAD mission on PFM and Government Finance Statistics

INTERNATIONAL MONETARY FUND
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1. The Fund Zimbabwe team led by
Mr. A. Cuevas (mission chief) met with the
World Bank Zimbabwe team, led by

Mr. N. Lenneiye (country manager).

2. The teams agreed that Zimbabwe will
require a vigorous program of reforms
focused on strengthening public financial
management, improving control over the payroll,
raising the productivity of government
expenditure, reducing financial sector
vulnerabilities, tackling infrastructure bottlenecks

and improving the business environment.

3. Based on this assessment, the teams

agreed to the following division of labor:

o PFM reform: The Fund will offer TA in:
(i) forecasting and budgeting within a
medium-term expenditure framework;
(i) strengthening budget preparation,
including more rigorous costing of
services; (iii) improving fiscal oversight at
the general government and public sector
levels, including SOEs; and (iv) revising the
legal and regulatory framework. The Bank
will implement the finding of the Country
Integrated Fiduciary Assessment and the
Country Procurement Assessment Report.
Specifically the Bank will (i) expand (phase
I) its TA to strengthen the computerized

BN II. WORLD BANK—IMF COLLABORATION

PFM system and expand its functionality;
(i) support strengthening of the legal
framework for PFM to increase compliance;
(iii) provide TA in human resource
management and payroll systems
supported by electronic document and
records management system, following the
completion of the payroll and skills audit;
and (iv) provide TA to strengthen and

decentralize public procurement.

Wage bill management: The Bank will
provide support on a medium-term
framework for compensation and

employment.

Public investment program: The Bank is
providing analytical and capacity-building
support for implementation of the capital
budget, including support for capacity
building on public-private-partnerships
and elaboration of medium-term
investment frameworks in water, energy,
agriculture, transport and information and

communications technology.

Tax reform: The authorities have made
progress on tax reform. The Fund will
continue to offer TA in tax policy and tax
administration reform, including that

related to the income tax act.
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8

Diamond sector reform: The lack of
transparency in the diamond sector is a
major concern, reinforced by the
significant underperformance of diamond
revenue in the 2012 budget. Further to the
June 2012 diagnostic Fund TA mission on
AML/CFT standards in diamond and
precious metal sectors, the Fund will
develop detailed recommendations to
increase transparency and revenue
collection in the precious minerals sector.
The Bank is providing technical support for
improving mineral revenue transparency
through a domesticated EITI-initiative —
Zimbabwe Mining Revenue Transparency
Initiative, and initiated a survey of potential
of existing mineral projects to improve
mineral revenue forecasting and, jointly
with the Fund, will build on the dialogue
initiated in the October 2011 joint
workshop and provide technical advice on
mining sector tax policy and revenue

management.

Delivery of basic services and social
safety nets: The Bank will deliver TA in
preparation of 2013 budget preparation,
supporting scaling up of key programs for
the delivery of basic services and improved
social safety nets (within the context of
ZAREP). The Bank is implementing a
results-based financing program for

maternal and child health and a public

INTERNATIONAL MONETARY FUND
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works rapid social response program.
Analytical support is being provided for
safety nets tracking survey, health
financing issues note, and design of social
transfer framework. The Fund will also
provide policy advice and TA support to
the budget preparation.

Business environment reform: The Bank
has completed a business enterprise
survey, and trade facilitation assessment.
The Bank is undertaking analysis on
growth, trade diagnostic and
competitiveness strategy to identify costs
for businesses, including labor costs, and
strategies to develop strategic sectors,
such as information technology and

agriculture.

Financial sector reform: Financial sector
risks and vulnerabilities persist,
notwithstanding ongoing efforts to
enhance the financial regulatory framework
and systemic liquidity in the banking system.
There is need for further strengthening of
and a more proactive banking supervision.
Fund staff will continue to provide TA in
banking supervision to enhance
compliance with Basle core principles and
stress testing for liquidity and credit risks.
The Bank has finalized the FINSCOPE

survey to assess access to finance.
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Central bank reform: Following
Parliamentary approval of the RBZ debt
relief bill and advances towards
establishing a lender-of-last-resort facility,
the Fund will offer additional TA in
governance and central bank accounting

and financial controls.

preparation of a poverty reduction

strategy.

4, The teams agreed to the following

sharing of information:

e The Fund team requests to be kept

informed of progress in the above macro-

L. critical structural reform areas, timing of
Reform of the statistical system: The

Bank missions; and to share outputs when

Bank assisted ZIMSTAT in developing a
System Wide Approach to statistics to
implement the National Statistics
Development Strategy. The Fund will offer
TA in national accounts, monetary
statistics, and government finance

statistics.

requested by the Fund team.

e The Bank team requests to be kept
informed of progress in the above cited
areas where the Fund takes the lead and
shares outputs when requested by the

Bank team.

Debt and arrears strategy: In the context 5. The appendix lists the teams’ separate

of the 2012 Article IV Consultation, Bank and joint work programs during June 2012-

and Fund staff produced a joint DSA. The June 2013. The Bank team noted that the

Bank has carried out a reconciliation and Zimbabwe Interim Strategy Note is under revision

Debt Management Reform mission. and the program listed here represents the team’s

] ) best judgment at this stage.
Poverty Analysis and Poverty Reduction

Strategy. The Bank is providing technical
guidance to analyze the 2011 household
survey data, and the August 2012 census
and produce updated poverty analysis. The

Bank will deliver TA to support the
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Table 1

Title

Bank
Work
Program

Fund
Work
Program

ZIMBABWE

Zimbabwe: Bank and Fund Planned Activities in Macro-critical Structural Reform Areas,

June 2012-June 2013

Products
- Strengthening PFM and Procurement Systems

-TA for Human Resource Management and payroll
Systems,

- TA on wage bill and employment issues
-Results-based financing program in health
-Support to 2013 Budget Preparation

-Technical support for improving mineral revenue
transparency

- Growth recovery notes
- Trade and Competitiveness

- Poverty Analysis and Poverty Strategy

-Article IV Consultations

-MCM TA mission on Central Bank Debt Relief and
liquidity support to the Banking system

- MCM TA mission on Lender of Last Resort

-FAD/ATS TA mission on PFM and Government Finance
Statistics

-Support to 2013 Budget Preparation

Possible TA:
-LEG TA on AML/CFT(subject to external financing)

- MCM TA mission on Banking Supervision; governance,
and central bank accounting and financial controls

- FAD/ATS mission on strengthening the natural
resource tax regime

-STA/ATS TA on national accounts

-FAD/ ATS follow-up mission in PFM

10 INTERNATIONAL MONETARY FUND

Provisional Timing of
Missions
Q32012 -Q3 2013

May, Sept 2012

July, Sept 2012
Q3-Q4 2012
September-October 2012

Q3-Q4 2012

Aug. 2012
Q3-2012-Q2 2013

Q3-Q4 2012

June 2013

Q22012

Q2-Q3 2012

Q4 2012

Q4 2012

Expected Delivery
Date
Q4 2013

October 2012

November 2012
Q12013
November 2012

Q12013

Q3-2012
Q22013

Q12013

June 2013

June 2012

June/July 2012

October/November
2012

November 2012
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BN II1. STATISTICAL ISSUES

As of July 2012

I. Assessment of Data Adequacy for Surveillance

General: Data provision has shortcomings but the data is broadly adequate for surveillance. Despite
recent improvements in timeliness and coverage, there are some shortcomings stemming from weak
data sources, insufficient coverage and capacity constraints. On May 17, 2010, the Executive Board
approved a list of targeted TA, including macrostatistics. In April 2012, ZIMSTAT resumed publishing
the “Quarterly Digest of Statistics"— a booklet that shows most of economic/social data. A census was
carried out in [August] 2012. Labor market statistics, including unemployment rate are expected to be
available in 2013.

National Accounts: The most recent official publication of national accounts data includes
developments in 2010 based on surveys of industrial production, a quarterly employment survey and a
survey of non-profit institutions. The production of national accounts is constrained by insufficient
input data, low survey response rates, and resource capacity. Benchmark data for industrial production
have improved with the 2010 update but the last income, consumption, and expenditure survey of any
reasonable quality was made in 2001 (a survey made in 2007/08 collected data that are distorted due
to hyperinflation). At the same time, despite the revision of the base year to 2009 for GDP, value
added for most sectors including agriculture is still based on 1990 weights for individual commodities,
because of the difficulty in constructing weights based on relative prices in 2009, when prices were not
stable just after the end of hyperinflation and the adoption of the multicurrency system. Analysis of the
2011 household survey is underway.

Price statistics: In March 2009, ZIMSTAT published a new consumer price index (CPI) based on prices
in U.S. dollars, with December 2008 as the base. The index uses 2001 weights for the consumer basket.
However, when aggregating the CPI from individual prices and sub-groups CPIs, ZIMSTAT's calculation
omits items/regions for which information on prices is not available. This effectively results in time-
varying weights that are significantly different from the original 2001 weights. There are concerns that
the CPI does not adequately reflect the price changes faced by households. A review of the weights,
coverage, and outlet and product selections is expected to be completed by end-2012.

Government finance statistics: The Ministry of Finance (MoF) does not yet compile government
finance statistics in line with the Government Finance Statistics Manual (GFMS) 2001, but is in the
process of moving to GFSM 2001, with IMF TA. Budget data are complied only for the budgetary
central government. Reporting of government finance statistics for the central government has
improved significantly over the past three years. The MoF collects data on revenue and expenditure,
which are published on its website on a monthly basis, along with budget statements. There is limited
data on government financing. The MoF is in the final stages of reconciling and validating its external
debt data with creditors.
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2012 ARTICLE IV REPORT—INFORMATIONAL ANNEX ZIMBABWE

Monetary statistics: The RBZ produces monthly monetary and financial statistics which is published

on their website. The RBZ has has not published an annual report or audited financial statement since
2008. They are far advanced with the audit of the 2010 financial statements that carry a qualified audit
opinion and present a negative equity position of US$ 1,235.9 million. The basis of the qualification
relates to disputed liabilities totaling US $20.5 million that will require resolution prior to any transfer of
liabilities from the RBZ. MCM and STA technical assistance and the Article IV missions have made
recommendations on central bank accounting and reporting. Timeliness and coverage of data continue
to improve.

External sector statistics: Balance of payments and external debt statistics are subject to a number of
data issues. There is a structural break in trade data in 2010. The source of trade data is the Exchange
Control Department of the RBZ for years prior to 2010, and in 2010 onwards, it is based on customs
data. In 2010 and 2011, there are very large, unidentified financing flows in the BOP which are
financing imports, but cannot be explained. Labor income and workers' remittances do not include
estimates of cash and in-kind transfers from Zimbabweans working abroad. Interest payments are not
yet reconciled with creditors’ records and do not contain accrued interest on overdue financial
obligations. Data on outstanding debt stocks and principal payments are inconsistent with data
received by staff directly from Paris Club and major multilateral creditors, but finalization of the
authorities’ debt reconciliation exercise is expected to remedy this. Current and capital transfers to
nongovernmental organizations and to the government are not fully reconciled with donors’ data. The
financial account is incomplete, as it does not record substantial transactions in assets that are reported
by central banks that are members of the Bank for International Settlements. The RBZ's initial
submission of flows and stocks of gross international reserves and its net foreign assets position often
require substantial adjustments. Exceptional financing does not fully capture the flow of overdue
financial obligations. External sector data are reported to the staff irregularly with significant delays.

II. Data Standards and Quality

Participant in the General Data Dissemination System No data ROSC is available.
since November 1, 2002.

III. Reporting to STA

Zimbabwe does not report balance of payments statistics or the international investments position to
STA for redissemination in the International Financial Statistics or the Balance of Payments Statistics
Yearbook. No monetary or fiscal data are currently reported to STA for publication in the International
Financial Statistics, and annual fiscal data are also not reported for inclusion in the Government Finance
Statistics Yearbook. National accounts data have not been reported since 2005 and no data are being
reported for the new CPL
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Table 1. Table of Common Indicators Required for Surveillance

Exchange rates’

International reserve assets and
reserve liabilities of the monetary
authorities®

Reserve/base money

Broad money
Central bank balance sheet
Consolidated balance sheet of
the banking system

Interest rates’
Consumer price index

Revenue, expenditure, balance
and composition of financing®—
General government®

Revenue, expenditure, balance
and composition of financing®—
Central government

Stocks of central government
and central government-
guaranteed debt’

External current account balance
External capital and financial
account

Exports and imports of goods

GDP/GNP

Gross external debt
International investment
position®

Date of latest
observation
(dd/mm/yy)

NA
6/12

6/12
6/12
5/12
9/11

3/12

01/11
NA

06/12

2011

2011

Q1 2012

04/12

2009

2010
NA

Date

received
(dd/mm/yy)

NA
7/12

7/12
7/12
7/12
1/12

6/12

02/11
NA

07/12

05/12

02/12

06/12

06/12

02/11

02/11
NA

Frequency of
data'

=

£20 ©=sZs

NA

" Daily (D); weekly (W); monthly (M); quarterly (Q); annually (A); irregular (I); and not available (NA).

2 The Zimbabwe dollar is no longer traded against foreign currencies on the exchange market.

Freqsfency Frequency of
N publication®
reporting

NA NA

W NA

W NA

M NA

M NA

Q NA

I NA

M

NA NA

M NA

I NA

I NA

I NA

I NA

I NA

I NA

NA NA

3 Any reserve assets that are pledged or otherwise encumbered should be specified separately. Also, data should comprise short-term liabilities linked to a

foreign currency but settled by other means as well as the notional values of financial derivatives to pay and to receive foreign currency, including those

linked to a foreign currency but settled by other means.

“Both market-based and officially-determined, including discount rates, money market rates, rates on treasury bills, notes and bonds.

® Foreign, domestic bank, and domestic nonbank financing.

© The general government consists of the central government (budgetary funds, extra budgetary funds, and social security funds) and state and local

governments.

7 Including currency and maturity composition.

& Includes external gross financial asset and liability positions vis-a-vis nonresidents.
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Based on the external LIC DSA, Zimbabwe is in debt distress. The public DSA suggests
that Zimbabwe's overall public debt remains unsustainable in light of current fiscal
policies and the current size and evolution of the debt stock. The authorities broadly
agreed with these conclusions. Under a country-specific alternative upside scenario, debt
burden indicators would decline faster but the country’s external debt ratios would still

remain above indicative thresholds.

! This exercise was guided by the Staff Guidance Note on the Application of the Joint Fund Bank Debt
Sustainability Framework for Low Income Countries (SM/10/16),
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I BACKGROUND

1. Large advances are being made in
the reliability of Zimbabwe's debt data.
Commendably, the authorities’ recently
established Debt Management Office
(ZADMO) is expecting to conclude by
September its debt stock taking exercise by
completing the current reconciliation of their
debt stock and debt service data with
individual creditors, with the assistance of
UNCTAD. Given some delays during the
process and in receiving creditors’ responses,
preliminary data for end-2011 debt stocks are
expected to become available upon
completion of the stock taking exercise. This
debt sustainability analysis is therefore still
based on mostly estimated figures. A
comprehensive data base is expected to be
completed by end 2012.

ZIMBABWE

2. Zimbabwe is in debt distress, with
arrears to most of its creditors continuing
to accumulate. At end-2011, total external
debt is estimated at $10.7 billion or

113%. percent of GDP (Text Table 1). While
total external debt increased by $1.7 billion
compared to end-2010, the debt-to-GDP ratio
declined by 8 percentage points on account of
higher GDP growth. Total public and publicly-
guaranteed (PPG) external debt at end-2011 is
estimated at 84 percent of GDP, of which

65 percent of GDP were in arrears. Most PPG
external debt is medium- to long-term and
owed to official creditors. Zimbabwe's overdue
financial obligations to IFIs include the World
Bank ($911 million), African Development Bank
($587 million), EIB ($244 million) and the IMF
($138 million) (Text Table 2).

Table 1. Zimbabwe: Total External Debt Stock by Creditor,2010-11 1/

2010

2011

in millions of USD

in percent of GDP

in millions of USD  in percent of GDP

Total

MLT Debt

Bilateral Creditors
Paris Club
Non-Paris Club

Multilateral institutions
IMF
AfDB
WB
EIB
Others

Private Creditors

Suppliers credits
Short-Term Debt
Unidentified financing gap (public sector)

9,018

6,927
3,107
2,680

427
2,687
133
582
1,279
305
388
1,133

313
1,673
105

121.3 10,726 1134
93.2 8,207 86.8
41.8 3,311 35.0
36.1 2,758 29.2
5.7 553 5.8
36.1 2,828 29.9
1.8 138 1.5
7.8 645 6.8
17.2 1,336 14.1
4.1 305 32
52 404 4.3
15.2 2,068 21.9
4.2 273 2.9
22.5 1,921 20.3
1.4 325 34

Sources: WB, AfDB, Zimbabwean authorities, and staff estimates.
1/ For the multilateral institutions, short-term debt, and suppliers credits,
estimates reflect compound factor; late interest is included under interest arrears.
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Text Table 2. Zimbabwe: 2011 External Debt Stock by Servicing Status (in million US dollars) 1/

Remaining Total Principal
Principal Due Arrears Arrears Total Debt
Total 4,383 6,344 3,671 10,727
MLT Debt 2,848 5,360 2,847 8,208
Bilateral Creditors 881 2,430 1,341 3,311
Paris Club 487 2,271 1,242 2,758
Non-Paris Club 394 159 99 553
Multilateral institutions 600 2,228 1,371 2,829
IMF 0 138 112 138
AfDB 58 587 314 645
WB 425 911 556 1,336
EIB 62 244 149 306
Others 55 349 240 404
Private Creditors 1,366 702 135 2,068
Suppliers credits 0 273 228 273
Short-term debt 1,210 711 595 1,921
Unidentified financing gap (public sector) 325 0 0 325

Sources: WB, AfDB, Zimbabwean authorities, and staff estimates.
1/ For the multilateral institutions, short-term debt, and suppliers credits,
estimates reflect compound factor; late interest is included under interest arrears.

3. While domestic public debt remains
a comparatively small component of total
debt, it is, nevertheless, another source of
vulnerability. Total domestic government
debt is estimated at $507 million at end-2011.
The domestic debt incurred by the Reserve
Bank of Zimbabwe (RBZ) accounts for the
largest part of this ($342 million), but also
some other expenditure arrears of $160 million
have accumulated.” Unidentified domestic
contingent liabilities within the parastatal
sector or related to RBZ restructuring are

another source of potential debt.

? These figures are provisional estimates, and could
rise if additional liabilities of the central bank and its
subsidiaries are identified.
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4. The baseline scenario assumes a
slightly more positive macroeconomic
outlook compared with the previous DSA.?
This is due mostly to relatively robust prices for
Zimbabwe's key exports and increased
diamond production. However, downside risks
from commodity prices and potentially weaker
policy implementation remain. During the first
half of 2012 fiscal policy implementation
experienced significant slippages.
Implementation of the fast-tracked
indigenization policy has created uncertainties
and may further discourage new private capital
inflows. Annual real GDP growth is projected to
slow under the baseline scenario in light of the
weak business environment, including erratic
electricity supply, an unfavorable agricultural
season, absence of ambitious growth-oriented
reforms, and potential political uncertainty
surrounding the pending elections. Growth is
projected to be lower than in the recent past,
averaging 4.7 percent for the period 2012-17
and 3 percent for 2018-32 (Box 1). The external
current account deficit is projected to halve
from 36% percent of GDP in 2011 to about
18Y percent in 2017, as a large 2011 spike in

car imports is reversed’ and exports would

3 See the Joint IMF/World Bank Debt Sustainability
Analysis (IMF Country Report No. 11/135, Supplement).
The baseline scenario is referred to as the unchanged
policies scenario in the 2012 Article IV report.

4 Anticipation in 2011 of a policy, subsequently
shelved, banning imports of older used cars caused
many agents to bring purchases forward. Consequently
machinery and transport equipment import value
surged by 68 percent in 2011. Import data for the first

(continued)
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I MACROECONOMIC AND FINANCING ASSUMPTIONS

continue to be underpinned by still solid

commodity price.

5. The central government is projected
to run cash deficits through 2015. These
deficits are expected to be financed by non-
concessional loans from Chinese creditors
contracted in 2011 and 2012.” It is assumed
that the central government cash balance
would shift from a deficit to a surplus in 2016,
as external loan disbursements cease while
amortizations remain. Central government
revenues are projected to rise to around

33¥% percent in 2012 on the back of improved
tax collection. Customs revenues may decline
somewhat over the medium term as Zimbabwe
simplifies its tariff structure in line with its
commitments under regional trade
agreements. Other revenues are expected to
remain broadly unchanged relative to GDP.
Central government cash expenditures are
expected to peak at around 36%2 percent of
GDP in 2012, before leveling off at around

months of 2012 suggests that this spike is now being
largely reversed.

> Total non-concessional loans contracted with Chinese
creditors amounted to $817 million, to finance

(i) agricultural equipment; (ii) medical equipment and
supplies; (iii) the rehabilitation of municipal water and
sewage treatment for Harare; (iv) the National Defense
College; (v) rehabilitation of Victoria Falls Airport; and
(iv) working capital for NetOne — a telecommunication
company. Newly contracted nonconcessional external
borrowing was comprised of a loan from China for
renovation of Victoria Falls Airport ($161 million) and a
facility from South Africa for parastatal development
banks to finance on-lending for agricultural and
industrial equipment ($31 million).
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32 percent in the medium term. Current
expenditures are expected to gradually level
off to 30 percent of GDP after from

30%2 percent of GDP in 2012. Employment
costs would remain a large share of the
government budget at 22%2 percent of GDP
over the medium term. Meanwhile capital

expenditure is expected to be the item to

adjust—after the non-concessional loans have
fully disbursed—to bring expenditure in line
with revenues and achieve slight cash budget
surpluses after 2016. Therefore, both nonwage
current expenditure and public investment
would remain constrained over the medium- to

long-term.

e Real GDP is projected to grow by about

the long term. After rises in mining production
including diamond production in the near term,

term. Slow progress in addressing structural
bottlenecks, including relatively high public
wage costs, poorly maintained infrastructure,
liquidity problems in the financial sector, and a
poor business climate, is expected to pose
constraints to higher growth in other sectors.
Inflation would remain contained at an average
of about 4% percent in the medium to long
term.

humanitarian assistance. Zimbabwe is expected
to remain in debt distress— even after
accounting for higher mineral receipts and
increased FDI, except in the context of a

strategy. No debt relief is expected under the
baseline scenario.

4.7 percent in the medium term and 3 percent in

growth is projected to decelerate in the medium

e Donor support is assumed to remain confined to

comprehensive arrears clearance and debt relief

Box 1. Key Macroeconomic Assumptions: Baseline Scenario

FDI will remain limited in the medium and long
term against the backdrop of uncertainty
relating to the implementation of the
indigenization policy. The balance of payments
would remain financed largely by debt-related
inflows. The possibility of their drying up
constitutes an important downside risk.

Import growth would gradually decline in line
with slower economic growth, with limited
private capital inflows and lack of access to non-
humanitarian assistance also posing constraints.

Fiscal cash deficits of 1%, 2 and % percent of
GDP are projected in 2012, 2013 and 2014,
respectively, given already-contracted external
borrowing from Chinese creditors for capital
spending projects. Thereafter, it is assumed that
small cash surpluses of ¥ to ¥2 percent of GDP
would be attained and no further external loans
would be contracted.

ANALYSIS

Public and Publicly-Guaranteed External Debt
Sustainability

6. Under the baseline scenario, at end-
2011, all PPG external debt indicators exceed
thresholds for LICs that have low Country
Policy and Institutional Assessment (CPIA)

BN RESULTS OF BASELINE DEBT SUSTAINABILITY

scores (Figure 1). ° All ratios are projected to

continue to exceed their respective thresholds by

® Zimbabwe is considered as a country with weak
institutions for the purpose of this LIC DSA with a CPIA
score of 2.0. The policy-based thresholds for the present
value (PV) of PPG external debt are as follows: 200
percent of revenue; 100 percent of exports; and

(continued)
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a wide margin in the medium term, and decline
only gradually over the long term. The present
values of debt relative to GDP and exports remain
above the thresholds throughout 2032. Continued
PPG external debt accumulation of about

4 percent of GDP in the medium term is a result
of most debt service payments continuing to

build up into arrears.”

7. The sensitivity analysis illustrates that
Zimbabwe’s unsustainable debt situation
could worsen further (Table 4). Analysis shows
that, if key variables returned to recent historical
averages even temporarily, external debt
indicators could deteriorate rapidly compared to
the baseline scenario. In particular, the country’s
debt is highly susceptible to renewed growth
shocks. However, in the short term, a combination
shock would be the most damaging, increasing
present value of debt-to-GDP could increase by

more than 70 percentage points by 2015.°
Public Debt Sustainability

8. While Zimbabwe's overall public debt
indicators are expected to improve over the
long term, they will remain elevated. The
schedule of debt service payments will remain
high and rise throughout the next several years as

financing gaps in the balance of payments are

30 percent of GDP. For debt service indicators, the ratios
are 15 percent of exports and 18 percent of revenue.

7 Some loans from these Chinese creditors are the only
ones that are currently serviced, with all other public
debt service going into arrears. This assumption is
maintained for the projection period.

® The combination shock assumes that real GDP and
export growth, the GDP deflator and net non-debt
creating flows would be at their historical averages less %2
standard deviation in 2013 and 2014.

6 INTERNATIONAL MONETARY FUND

assumed to be filled through public sector short-
term borrowing.” Under the baseline scenario no
sizable primary surpluses are expected, and
growth is expected to weaken in the medium
term. Nevertheless, on account of nominal GDP
growth, the debt-to-GDP ratio is projected to
gradually decline from 89.2 percent of GDP in
2011 to 74.5 percent of GDP in 2017, but ratios
would remain elevated and above indicative
benchmarks.'® Debt service, including arrears,
would continue to rise and remain unaffordable
due to the large size of arrears. Continued reforms
to underpin high growth would be essential for
debt sustainability alongside a comprehensive
arrears clearance framework. Results of the most
extreme stress test show that the present value of
the public debt-to-GDP ratio could more than
double over the next ten years if Zimbabwe
suffers another large growth shock in the near
future (Table 3)."

° These BOP financing gaps result in residuals
remaining large over the medium term in Table 1.

1% World Bank and IMF staff estimations suggest that
for countries with a low CPIA rating, public debt in
excess of 50 percent of GDP signals heightened debt
vulnerabilities ("Revisiting the Debt Sustainability
Framework for Low-Income Countries,” January 2012,
PIN No. 12/17).

™ The most extreme stress test assumes that real GDP
growth is at historical average minus one standard
deviation in 2013-14.
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I ALTERNATIVE SCENARIO

9. An alternative active scenario”
assumes that the government would
implement strong policy measures to address
existing impediments to sustainable growth.
Under this scenario, the country’s external
debt ratios would decline much faster than
under the baseline scenario and all indicators
would be within prudent thresholds by 2023. If
the government strengthens fiscal discipline,
improves the quality of expenditures, ensures
that the implementation of the indigenization
legislation takes into account investors'
concerns, presses ahead with key structural

reforms, and takes forceful steps to address

financial sector vulnerabilities, the country
could potentially boost growth performance
by about 2-3 percentage points relative to the
baseline scenario over the medium term.
Alongside the achievement of cash surpluses
over the medium term, this would allow debt
indicators to decline substantially faster
(Tables 5-8 and Figures 3 and 4). Higher
growth would be supported by a positive
response of private investment in mining and
industry to a better business climate. In
addition, a lower wage bill would help contain
wage costs and leave more resources for

higher public spending on infrastructure.

e Real GDP is projected to grow at an average of
7 percent over the medium term driven by
mainly by increased investment in mining and
strong growth in construction, electricity and
manufacturing as the business environment
improves. Inflation would remain contained at
an average of about 42 percent in the medium
to long term.

e The external account is expected to benefit from
increased capital inflows as the business climate
improves. The current account deficit would
decrease to around 14 percent of GDP by 2017,
largely financed by foreign direct investment.
No debt relief is assumed under the alternative
scenario.

Box 2. Key Macroeconomic Assumptions: Alternative Scenario

The fiscal path is projected to generate cash
surpluses averaging 1¥2 percent over the
medium term, mainly reflecting higher diamond
revenue as transparency in the sector improves,
a declining wage bill (as a percent of GDP)
reflecting payroll control measures and
containment of wage increases at or below
inflation. This would enable a more sustainable
fiscal path allowing for the rebuilding of fiscal
buffers and the international reserves, while
improving service provision.

Enforcement of prudential requirements and
fast-tracking of the restructuring of the central
bank to enhance financial sector stability.

12 The alternative scenario is referred to as the active
policy scenario in the 2012 Article IV report.
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S CONCLUSION

10.

Zimbabwe is likely to remain in debt

distress for the foreseeable future. The

country’'s debt overhang remains a serious

impediment to macroeconomic stability and

sustainable growth and development. It will

8
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need to be addressed in the context of a
comprehensive arrears clearance framework
and will also require a further considerable
strengthening of economic policies, as

described in the staff report.
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Table 1. Zimbabwe: External Debt Sustainability Framework, Baseline Scenario, 2009-32 1/

(In percent of GDP, unless otherwise indicated)

Actual Historical *’ Standard Projections
Average  Deviation 2012-2017 2018-2032
2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 2022 2032 Average
External debt (nominal) 1/ 1240 1213 1134 116.0 119.6 1244 1268 1282 1287 1424 1311
o/w public and publicly guaranteed (PPG) 1087 979 839 79.5 84 78.1 76.6 74.6 724 70.6 572
Change in external debt -10.0 -2.7 -19 2.6 3.6 4.8 24 14 0.5 11 221
Identified net debt-creating flows -11.3 55 63 138 114 11.3 11 12 10.8 6.5 1.6
Non-interest current account deficit 163 239 314 10.9 10.2 153 14.8 13.8 13.1 12.7 124 5.6 03 4.8
Deficit in balance of goods and services 304 308 392 240 228 21.0 19.5 184 174 6.5 -6.2
Exports 293 47.6 50.4 511 49.7 48.8 417 46.3 4.6 4.5 4.2
Imports 59.7 785 89.7 75.1 725 69.8 67.2 64.6 62.0 510 380
Net current transfers (negative = inflow) -15.1 -1.7 -85 <72 44 92 -8.6 -8.0 -4 -6.8 -6.4 -5.3 -34 4.7
of/w official -10.6 -3.0 2.6 -3.5 -3.0 2.6 -23 -20 -1.8 -1.3 -0.7
Other current account flows (negative =net inflow) 1.0 0.8 0.7 0.5 0.5 0.8 1.0 12 13 43 9.9
Net FDI (negative = inflow) -1.7 -1.6 -39 -1.2 1.1 -1.6 25 -2.6 2.7 2.9 -3.0 2.2 -2.0 22
Endogenous debt dynamics 2/ -259 -168 -21.1 0.1 -0.8 0.1 08 14 14 3.1 33
Contribution from nominal interest rate 59 49 4.8 5.1 53 56 58 59 6.0 7.0 70
Contribution fromreal GDP growth -6.4 9.8 -89 -5.0 -6.1 -5.4 -5.0 -4.6 4.6 -4.0 =37
Contribution from price and exchange rate changes =253 -11.8  -17.0
Residual (3-4) 3/ 13 8.1 -142 -11.3 -1.8 -6.5 -8.7 9.8 -10.2 -5.3 -3.7
o/w exceptional financing -17.7 -19 -5.0 -4.2 -4.1 -3.8 =33 =31 -3.0 -3.0 221
PVof external debt 4/ 1259 1263 1276 131.0 1321 1324 1321 1422 1304
In percent of exports 2496 2473 2566 2684 2768 2863 2959 3199 2952
PV of PPG external debt w 964 898 864 847 819 788 757 704 56.5
In percent of exports w 1911 1759 173.7 1736 171.6 1704 169.7 1585 1279
In percent of government revenues w 3121 270.1  270.0 264.7 257.2 248.6 2403 2308 198.0
Debt service-to-exports ratio (in percent) 331 157 164 19.9 223 264 30.1 339 375 50.1 47.0
PPG debt service-to-exports ratio (in percent) 268 178 99 15.1 17.1 21.0 24.0 275 305 41.0 374
PPG debt service-to-revenue ratio (in percent) 51.6 287 162 232 266 320 360 40.1 432 59.7  58.0
Total gross financing need (Billions of U.S. dollars) 20 3.0 47 43 52 6.2 73 8.5 9.7 153 270
Non-interest current account deficit that stabilizes debt ratio 26.3 26.6 393 12.7 111 9.0 10.7 114 11.8 4.5 24
Key macroeconomic assumptions
Real GDP growth (in percent) 63 9.6 9.4 -3.8 9.9 5.0 6.0 50 45 40 4.0 4.7 30 3.0 3.0
GDP deflator in US dollar terms (change in percent) 233 10.6 163 77 7.6 87 74 5.1 59 6.0 6.0 6.5 38 36 37
Effective interest rate (percent) 5/ 5.7 4.8 5.1 47 1.0 5.1 52 5.1 5.1 5.1 52 52 53 56 54
Growth of exports of G&S (US dollar terms, in percent) -1.8 972 34.7 10.7 333 155 10.9 83 8.1 6.7 6.4 93 6.8 6.6 6.8
Growth of imports of G&S (US dollar terms, in percent) 218 593 454 159 215 -4.5 10.0 62 64 59 58 5.0 37 1.1 34
Grant element of new public sector borrowing (in percent) 14.1 0.1 -3 -11.3 110 -11.0 -5 -0 -11.0 -11.0
Government revenues (excluding grants, in percent of GDP) 152 296 309 332 320 320 319 31.7 315 30.5 285 29.9
Aid flows (in Billions of US dollars) 7/ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
o/w Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
o/w Concessional loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Grant-equivalent financing (in percent of GDP) 8/ 9/ 01 00 02 01 00 00 00 00 00
Grant-equivalent financing (in percent of external financing) 8/ 9/ 14.1 01  -11.3  -11.3  -11.0  -11.0 =110 -11.0 -11.0
Memorandum items.:
Nominal GDP (Billions of US dollars) 6.1 74 9.5 10.8 123 13.6 15.0 16.5 182 250 49.1
Nominal dollar GDP growth 310 212 272 142 13.9 10.3 10.6 10.2 10.2 11.6 6.9 6.7 6.8
PV of PPG external debt (in Billions of US dollars) 9.1 9.7 10.6 115 123 13.0 138 17.6 278
(PVt-PVit-1)/GDPt-1 (in percent) 6.1 8.6 7.1 59 49 4.7 62 34 21 32
Gross workers' remittances (Billions of US dollars) 0.2 03 0.5 0.5 0.6 0.6 0.7 0.7 0.7 09 12
PV of PPGexternal debt (in percent of GDP + remittances ) 91.8 85.6 82.4 80.9 8.4 75.7 729 68.1 55.1
PV of PPG external debt (in percent of exports + remittances) 173.9 160.5 1584 1582 1570 1563 1559 1470 1211
Debt service of PPGexternal debt (in percent of exports + remittances ) 9.0 138 15.6 19.1 220 252 28.1 38.0 355

Sources: Country authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2 Derived as [r- g - p(1+g))/(1+g+ptgp) times previous period debt ratio, with r=nominal interest rate; g = real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.
3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.

4/ Assumes that PV of private scctor debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
9/ Negative grant-equivalent financing stems from zero grants and negative grant elements of new borrowing, the latter of which result from higher interest rates (about 7 percent) than the assumed discount rate (4 percent).
The higher interest rate assumption is based on the non-concessional loans contracted in 2011.
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Table 2. Zimbabwe: Public Sector Debt Sustainability Framework, Baseline Scenario, 2009-32

(In percent of GDP, unless otherwise indicated)

Actual Projections
Average K Stzu?dz?rd 2012-17 2018-32
2009 2010 2011 Deviation 2012 2013 2014 2015 2016 2017  Average 2022 2032 Average
Public sector debt 1/ 1175 104.1 89.2 838 80 812 792 769 745 722 580
o/w foreign-currency denominated 117.5 104.1 89.2 83.8 82.0 812 792 769 74.5 722 580
Change in public sector debt -17.4 -13.4 -149 -53 -1.9 -08 20 23 24 -0 -1.7
Identified debt-creating flows -27.1 -16.4 -17.7 -6.5 -49 -36 43 -4.2 -4.0 -1.3 -03
Primary deficit -0.5 0.0 1.1 -0.4 1.7 1.1 20 06  -0.1 -0.4 -0.4 0.5 05 -03 -0.4
Revenue and grants 159 29.6 309 332 320 320 319 317 315 305 285
of which: grants 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Primary (noninterest) expenditure 154 29.6 320 344 34.0 327 318 313 311 30.1 282
Automatic debt dynamics -26.6 -16.4 -18.8 -7.6 -6.8 42 43 38 3.6 09 00
Contribution from interest rate/growth differential -26.6 -16.4 -18.8 -1.6 -6.8 42 43 -3.8 -3.6 -0.9 0.0
of which: contribution from average real interest rate -18.6 -6.0 -9.9 -34 2.1 03 -08 -0.8 -0.7 13 1.7
of which: contribution from real GDP growth -8.0 -10.3 -8.9 -43 -4.8 -39 35 -3.0 29 21 -17
Contribution fromreal exchange rate depreciation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other identified debt-creating flows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Debt relief (HIPC and other) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Residual, including asset changes 9.7 29 2.8 12 30 28 24 2.0 1.6 03 -14
Other Sustainability Indicators
PV of public sector debt 101.7 94.2 90.0 87.8 84.5 81.2 77.9 720 573
o/w foreign-currency denominated 101.7 942 900 878 845 812 77.9 72.0 573
o/w external 96.4 898 864 847 819 788 75.7 704 565
PV of contingent liabilities (not included in public sector debt)
Gross financing need 2/ 19.9 15.7 12.1 16.5 189 206 223 241 25.8 339 307
PV of public sector debt-to-revenue and grants ratio (in percent) 3293 2832 2813 2744 2653 2560 2470 235.8 200.7
PV of public sector debt-to-revenue ratio (in percent) 329.3 2832 2813 2744 2653 2560 247.0 235.8 200.7
o/w external 3/ e e 312.1 270.1 2700 2647 2572 248.6 2403 230.8 198.0
Debt service-to-revenue and grants ratio (in percent) 4/ 49.7 28.6 16.2 232 26.6 320  36.0 40.1 433 59.7 58.0
Debt service-to-revenue ratio (in percent) 4/ 51.9 28.7 16.2 232 26.6 320  36.0 40.1 433 59.7 580
Primary deficit that stabilizes the debt-to-GDP ratio 16.9 134 16.0 6.5 38 1.4 1.9 1.8 2.0 0.5 1.4
Key macr ic and fiscal
Real GDP growth (in percent) 6.3 9.6 9.4 -3.8 9.9 5.0 6.0 5.0 4.5 4.0 4.0 4.7 3.0 3.0 3.0
Average nominal interest rate on forex debt (in percent) 52 4.3 4.3 4.6 1.0 4.4 4.6 4.6 4.8 49 5.0 4.7 5.6 6.6 59
Average real interest rate on domestic debt (in percent)
Real exchange rate depreciation (in percent, + indicates depreciation) 0.0 0.0 0.0 0.0 0.0 0.0
Inflation rate (GDP deflator, in percent) 233 10.6 16.3 7.7 7.6 8.7 74 5.1 59 6.0 6.0 6.5 3.8 3.6 3.7
Growth of real primary spending (deflated by GDP deflator, in percent) 55 1.1 0.2 -0.2 3.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Grant element of new external borrowing (in percent) 6/ 14.1 01 -11.3 -11.3  -11.0  -11.0 -5.1 -11.0 -11.0

Sources: Country authorities; and staff estimates and projections.

1/ Coverage of public sector is nonfinancial public sector. Gross debt is used.

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

3/ Revenues excluding grants.

4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.
5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.
6/ Negative grant elements result from higher interest rates (about 7 percent) than the assumed discount rate (4 percent). The higher interest rate assumption is based on the non-concessional loans contracted in 2011.
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Table 3. Zimbabwe: Sensitivity Analysis for Key Indicators of Public Debt 2012-2032

Projections
2012 2013 2014 2015 2016 2017 2022 2032
PV of Debt-to-GDP Ratio

Baseline 94 90 88 85 81 78 72 57
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 94 96 101 104 108 112 142 208
A2. Primary balance is unchanged from 2012 94 89 87 85 83 81 81 79
A3. Permanently lower GDP growth 1/ 94 92 93 94 95 96 130 274
B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 94 119 159 170 181 191 269 411
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 94 89 87 84 80 76 68 48
B3. Combination of BI-B2 using one half standard deviation shocks 94 102 114 122 129 135 184 274
B4. One-time 30 percent real depreciation in 2013 94 127 123 118 114 110 114 146
BS. 10 percent of GDP increase in other debt-creating flows in 2013 94 101 98 94 90 86 78 59

PV of Debt-to-Revenue Ratio 2/

Baseline 283 281 274 265 256 247 236 201
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 283 300 314 328 341 354 464 729
A2. Primary balance is unchanged from 2012 283 278 272 266 261 256 267 277
A3. Permanently lower GDP growth 1/ 283 289 292 294 298 305 427 960
B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 283 371 496 535 571 607 880 1440
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 283 278 273 263 252 242 222 169
B3. Combination of B1-B2 using one half standard deviation shocks 283 320 356 382 406 428 603 960
B4. One-time 30 percent real depreciation in 2013 283 398 386 372 360 350 373 511
BS. 10 percent of GDP increase in other debt-creating flows in 2013 283 317 308 29 285 273 256 207

Debt Service-to-Revenue Ratio 2/

Baseline 23 27 32 36 40 43 60 58
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 23 29 38 46 54 63 125 248
A2. Primary balance is unchanged from 2012 23 27 32 36 40 44 66 77
A3. Permanently lower GDP growth 1/ 23 27 34 39 45 50 92 198
B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 23 33 50 59 72 86 171 292
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 23 27 32 36 40 43 60 58
B3. Combination of BI-B2 using one half standard deviation shocks 23 31 42 48 55 61 122 203
B4. One-time 30 percent real depreciation in 2013 23 32 46 53 61 68 115 176
BS. 10 percent of GDP increase in other debt-creating flows in 2013 23 27 34 38 46 49 65 65

Sources: Country authorities; and staff estimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.
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Table 4. Zimbabwe: Sensitivity Analysis for Key Indicators of Public and Publicly
Guaranteed External Debt, 2012-2032

(In percent)

Projections
2012 2013 2014 2015 2016 2017 2022 2032

PV of debt-to GDP ratio

Baseline 90 86 85 82 79 76 70 56

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 90 91 91 92 92 94 120 188
A2. New public sector loans on less favorable terms in 2012-2032 2 90 87 85 82 79 76 71 56

B. Bound Tests

BI1. Real GDP growth at historical average minus one standard deviation in 2013-2014 90 106 127 123 118 113 105 84
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 90 103 129 122 111 101 74 57
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 90 93 96 92 89 85 79 64
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 90 96 102 97 91 86 72 57
BS. Combination of B1-B4 using one-half standard deviation shocks 90 123 171 161 148 136 103 9
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 90 120 118 114 109 105 98 .

PV of debt-to-exports ratio

Baseline 176 174 174 172 170 170 158 128

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 176 182 187 192 200 210 270 425
A2. New public sector loans on less favorable terms in 2012-2032 2 176 174 174 172 171 170 159 127

B. Bound Tests

BI1. Real GDP growth at historical average minus one standard deviation in 2013-2014 176 174 174 172 170 170 158 128
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 176 298 529 511 483 456 336 257
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 176 174 174 172 170 170 158 128
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 176 192 210 204 198 192 162 128
BS. Combination of B1-B4 using one-half standard deviation shocks 176 242 339 328 312 296 226 174
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 176 174 174 172 170 170 158 128

PV of debt-to-revenue ratio
Baseline 270 270 265 257 249 240 231 198
A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 270 284 285 288 291 297 393 658
A2.New public sector loans on less favorable terms in 2012-2032 2 270 271 266 258 249 241 231 197

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 270 332 39 385 372 359 345 296
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 270 323 402 382 351 322 244 198
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 270 290 298 290 280 271 260 223
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 270 299 320 306 289 272 236 198
BS5. Combination of B1-B4 using one-half standard deviation shocks 270 384 533 506 468 432 338 271
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 270 375 367 357 345 333 320 275

12
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Table 4a. Zimbabwe: Sensitivity Analysis for Key Indicators of Public and Publicly
Guaranteed External Debt, 2012-2032

(In percent)
Debt service-to-exports ratio

Baseline 15 17 21 24 27 31 41 37

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 15 18 22 26 31 36 60 105
A2.New public sector loans on less favorable terms in 2012-2032 2 15 16 19 23 26 29 39 34

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 15 16 20 23 26 29 39 34
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 15 23 43 65 86 90 87 69
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 15 16 20 23 26 29 39 34
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 15 16 21 27 33 35 41 34
B5. Combination of B1-B4 using one-half standard deviation shocks 15 19 29 43 55 58 58 47
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 15 16 20 23 26 29 39 34

Debt service-to-revenue ratio
Baseline 23 27 32 36 40 43 60 58
A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 23 27 34 39 45 50 87 163
A2.New public sector loans on less favorable terms in 2012-2032 2 23 25 30 34 38 41 56 52

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 23 30 45 51 57 61 86 79
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 23 25 33 49 62 64 63 53
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 23 27 34 38 43 46 65 60
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 23 25 32 41 48 50 60 53
BS. Combination of B1-B4 using one-half standard deviation shocks 23 30 46 66 82 84 87 75
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 23 34 41 47 53 57 80 74

Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/ -14 -14 -14 -14 -14 -14 -14 -14

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.

3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly assuming
an offsetting adjustment in import levels).

4/ Includes official and private transfers and FDL

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Figure 1. Zimbabwe: Indicators of Public and Publicly Guaranteed External Debt under
Baseline Scenario, 2012-2032
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1/ The most extreme stress test is the test that yields the highest ratio in 2022. In figure b. it corresponds to

a Growth shock; in c. to a Exports shock; in d. to a Growth shock; in e. to a Exports shock and in figure f.

to a Combination shock
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Figure 2. Zimbabwe: Indicators of Public Debt Under Baseline Scenario, 2012-2032
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Sources: Country authorities; and staff estimates and projections.
1/ The most extreme stress test is the test that yields the highest ratio in 2022.
2/ Revenues are defined inclusive of grants.
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Table 5. Zimbabwe: External Debt Sustainability Framework, Alternative Scenario, 2009-32 1/

(In percent of GDP, unless otherwise indicated)

Actual Historical * Standard Projections
Average  Deviation 2012-2017 2018-2032
2009 2010 2011 2012 2013 2014 2015 2016 2017 Average 2022 2032 Average
External debt (nominal) 1/ 1240 1213 1134 116.0 1156 1133 109.1 1043 99.5 875 58.6
o/w public and publicly guaranteed (PPG) 1087 979 839 79.5 74.7 68.2 61.3 547 488 325 17.0
Change in external debt -10.0 2.7 <79 2.6 -0.5 23 4.1 4.8 4.8 27 -32
Identified net debt-creating flows -11.3 5.5 6.3 13.8 7.1 3.1 0.6 0.6 -1.6 3.1 54
Non-interest current account deficit 163 239 314 109 10.2 153 131 108 9.4 8.9 8.5 9.9 11.0 103
Deficit in balance of goods and services 30.4 30.8 392 240 211 175 14.6 12.7 11.0 10.7 9.8
Exports 293 476 504 511 50.5 50.8 50.9 50.7 50.4 50.6 515
Imports 597 M5 89.7 75.1 71.6 68.2 65.5 634 61.4 61.4 61.3
Net current transfers (negative = inflow) -15.1 =17 -85 <72 4.4 92 -85 -18 -7.0 -6.3 -5.7 -4.0 -1.9 -34
o/w official -10.6 -3.0 2.6 235 -3.0 25 2.1 -1.8 -1.6 -1.0 -0.4
Other current account flows (negative = net inflow) 1.0 0.8 0.7 0.5 0.5 1.1 1.8 25 32 32 32
Net FDI (negative = inflow) -1.7 -1.6 -39 -1.2 1.1 -1.6 -4.1 -5.9 7.2 8.2 9.0 -1.6 -6.5 <73
Endogenous debt dynamics 2/ -259 -168 -21.1 0.1 -1.8 -1.8 -1.6 -1.3 -1.1 0.8 0.8
Contribution from nominal interest rate 59 49 48 5.1 52 54 55 54 54 5.3 39
Contribution from real GDP growth -6.4 9.8 -89 -5.0 <71 <72 -7.0 -6.7 -6.5 4.5 231
Contribution from price and exchange rate changes -253  -11.8  -17.0
Residual (3-4) 3/ 13 8.1 -142 -11.2 -7.6 -5.4 4.8 4.2 -3.2 5.8 -8.7
o/w exceptional financing -17.7 -79 -5.0 -42 -4.0 -3.7 3.1 2.8 2.6 21 -1.1
PVofexternal debt 4/ 1259 1264 1236 1198 1142 1083 1026 87.3 582
In percent of exports 249.6 2475 2448 2359 2243 2134 2038 1725 1129
PV of PPG external debt 96.4 89.9 82.7 74.7 66.4 58.7 51.9 324 16.5
In percent of exports 191.1 176.1 163.8 147.1 1305 1156 103.0 64.0 321
In percent of government revenues . 3121 2704 2587 2290 1998 1744 153.6 99.0 53.9
Debt service-to-exports ratio (in percent) 331 15.7 164 19.9 218 194 13.2 8.5 5.1 -38 5S4
PPG debt service-to-exports ratio (in percent) 268 178 9.9 15.1 16.8 143 7.7 31 -0.4 9.9 -10.1
PPG debt service-to-revenue ratio (in percent) 516 287 162 232 265 223 118 47 06 <153 -17.0
Total gross financing need (Billions of U.S. dollars) 20 3.0 4.7 43 4.8 4.6 39 33 29 3.0 73
Non-interest current account deficit that stabilizes debt ratio 263 266 393 127 13.6 13.1 13.5 13.7 133 12.6 14.3
Key macroeconomic assumptions
Real GDP growth (in percent) 6.3 9.6 9.4 -38 9.9 50 70 7.0 7.0 7.0 7.0 6.7 55 55 55
GDP deflator in US dollar terms (change in percent) 233 10.6 16.3 7.7 7.6 87 73 4.9 57 59 58 6.4 4.5 4.5 4.5
Effective interest rate (percent) 5/ 57 4.8 51 4.7 1.0 51 52 52 54 56 58 54 6.5 7.0 6.7
Growth of exports of G&S (US dollar terms, in percent) -8 972 34.7 10.7 333 15.5 135 13.0 13.5 12.9 124 13.5 104 10.5 104
Growth of imports of G&S (US dollar terms, in percent) 21.8 593 454 159 215 -45 95 71 8.6 9.7 9.6 6.7 10.2 102 10.2
Grant element of new public sector borrowing (in percent) 88 05 -121 -12.1 -11.0  -11.0 -6.3 -11.0 0 -11.0 -11.0
Government revenues (excluding grants, in percent of GDP) 152 296 309 332 320 326 333 336 338 327 307 321
Aid flows (in Billions of US dollars) 7/ 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0
o/w Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
o/w Concessional loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Grant-equivalent financing (in percent of GDP) 8/ 9/ 0.1 0.0 -0.2 -0.1 0.0 0.0 0.0 0.0 0.0
Grant-equivalent financing (in percent of external financing) 8/ 9/ 88 05 -121 -121 -11.0 -11.0 -11.0 -110 -11.0
Memorandum items:
Nominal GDP (Billions of US dollars) 6.1 74 9.5 10.8 124 13.9 15.8 17.8 202 329 87.2
Nominal dollar GDP growth 310 212 272 14.2 14.8 123 13.1 133 132 13.5 10.2 10.2 10.2
PV of PPG external debt (in Billions of US dollars) 9.1 9.7 10.3 104 10.5 10.5 10.5 10.7 144
(PVt-PVt-1)/GDPt-1 (in percent) 6.2 50 12 05 0.0 0.1 22 0.2 L1 0.5
Gross workers' remittances (Billions of US dollars) 02 0.3 0.5 0.5 0.6 0.6 0.7 0.7 0.7 09 12
PV of PPGexternal debt (in percent of GDP + remittances) 91.8 85.7 789 714 63.7 56.5 50.1 31.6 16.3
PV of PPG external debt (in percent of exports + remittances) 173.9 160.7  149.6 1348 1205 1074 96.2 60.8 313
Debt service of PPG external debt (in percent of exports + remittances) 9.0 13.8 153 13.1 7.1 29 -0.4 94 -9.8

Sources: Country authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2/ Derived as [r- g - p(1+g))/(1+g+p+gp) times previous period debt ratio, with r =nominal interest rate; g =real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.

3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.
4/ Assumes that PV of private sector debt is equivalent to its face value.

5/ Current-year interest payments divided by previous period debt stock.

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
9/ Negative grant-equivalent financing stems fromzero grants and negative grant elements of new borrowing, the latter of which result from higher interest rates (about 7 percent) than the assumed discount rate (4 percent).
The higher interest rate assumption is based on the non-concessional loans contracted in 2011.
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Table 6. Zimbabwe: Public Sector Debt Sustainability Framework, Alternative Scenario, 2009-32 1/

(In percent of GDP, unless otherwise indicated)

Actual Projections
Average Standard ¥ 2012-17 2018-32
2009 2010 2011 Deviation 2012 2013 2014 2015 2016 2017  Average 2022 2032 Average
Public sector debt 1/ 117.5 104.1 89.2 839 774 706 635 566 505 336 174
ofw foreign-currency denominated 117.5 104.1 89.2 839 774 706 635 566 505 336 174
Change in public sector debt -17.4 -13.4 -149 -53 -6.5 -6.8 7.1 -6.9 -6.2 28  -0.6
Identified debt-creating flows -27.1 -16.4 -17.7 -6.5 <15 59 -6.8 -6.9 -6.4 S350 21
Primary deficit -0.5 0.0 1.1 -0.4 1.7 1.1 0.0 06 -16 22 222 -0.9 -9 -5 -1.8
Revenue and grants 159 29.6 30.9 332 320 326 333 336 33.8 327 307
of which: grants 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0
Primary (noninterest) expenditure 15.4 29.6 320 344 320 320 317 314 315 308 292
Automatic debt dynamics -26.6 -16.4 -18.8 <76 15 -3 520 47 -42 -6 -06
Contribution from interest rate/growth differential -26.6 -16.4 -18.8 -7.6 <15 53 520 47 -4.2 -6 -0.6
of which: contribution from average real interest rate -18.6 -6.0 9.9 -34 -2.0 02 -06 -0.6 -04 0.3 0.3
ofwhich: contribution from real GDP growth -8.0 -103 -8.9 -43 -55 510 -46 0 A4l -3.7 -1.9  -09
Contribution fromreal exchange rate depreciation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other identified debt-creating flows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0
Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0
Debt relief (HIPC and other) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0
Residual, including asset changes 9.7 29 2.8 12 1.0 09 03 0.1 0.2 0.8 15
Other Sustainability Indicators
PV of public sector debt 101.7 943 84 771 686 60.6 535 334 169
o/w foreign-currency denominated 101.7 94.3 854 771 68.6  60.6 53.5 334 169
o/w external 96.4 899 827 747 664 587 519 324 165
PV of contingent liabilities (not included in public sector debt)
Gross financing need 2/ 19.9 15.7 12.1 16.5 169 127 53 0.1 -3.8 -135 131
PV of public sector debt-to-revenue and grants ratio (in percent) 3293 2835 2673 2365 2063 180.1 158.6 1022 552
PV of public sector debt-to-revenue ratio (in percent) 329.3 283.5 2673 2365 2063 180.1 158.6 1022 552
o/w external 3/ 312.1 2704 2587 229.0 199.8 1744 153.6 99.0 539
Debt service-to-revenue and grants ratio (in percent) 4/ 49.7 28.6 16.2 232 265 223 118 4.7 -0.6 -153  -17.0
Debt service-to-revenue ratio (in percent) 4/ 51.9 28.7 16.2 232 26.5 223 11.8 4.7 -0.6 -153  -17.0
Primary deficit that stabilizes the debt-to-GDP ratio 16.9 134 16.0 6.4 6.5 6.2 55 4.7 39 08 -0.9
Key ic and fiscal
Real GDP growth (in percent) 6.3 9.6 9.4 3.8 9.9 5.0 7.0 7.0 7.0 7.0 7.0 6.7 55 55 5.5
Average nominal interest rate on forex debt (in percent) 52 43 43 4.6 1.0 44 4.6 4.7 4.7 4.8 4.9 4.7 55 66" 58
Average real interest rate on domestic debt (in percent)
Real exchange rate depreciation (in percent, + indicates depreciation) 0.0 0.0 0.0 0.0 0.0 0.0
Inflation rate (GDP deflator, in percent) 233 10.6 16.3 7.7 7.6 8.7 73 49 5.7 59 5.8 6.4 45 45 45
Growth of real primary spending (deflated by GDP deflator, in percent) 55 1.1 0.2 -0.2 3.0 0.1 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0
Grant element of new external borrowing (in percent) 6/ 8.8 -0.5 <121 -121 -11.0 -11.0 -63  -11.0 -11.0

Sources: Country authorities; and staff estimates and projections.

1/ Coverage of public sector is nonfinancial public sector. Gross debt is used.

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

3/ Revenues excluding grants.

4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.
5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability .
6/ Negative grant elements result from higher interest rates (about 7 percent) than the assumed discount rate (4 percent). The higher interest rate assumption is based on the non-concessional loans contracted in 2011.
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Table 7. Zimbabwe: Sensitivity Analysis for Key Indicators of Public Debt, (Alternative

Scenario) 2012-2032

Projections
2012 2013 2014 2015 2016 2017 2022 2032
PV of Debt-to-GDP Ratio

Baseline 94 85 77 69 61 54 33 17
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 94 94 95 96 98 101 135 329
A2. Primary balance is unchanged from 2012 94 87 80 74 70 66 63 71
A3. Permanently lower GDP growth 1/ 94 88 82 77 73 71 87 204
B. Bound tests

BI1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 9 115 149 154 160 166 222 332
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 94 87 80 72 63 56 37 23
B3. Combination of BI-B2 using one half standard deviation shocks 9 100 108 110 113 116 151 227
B4. One-time 30 percent real depreciation in 2013 9 123 112 101 90 81 56 25
B5. 10 percent of GDP increase in other debt-creating flows in 2013 94 97 88 78 70 63 43 27

PV of Debt-to-Revenue Ratio 2/

Baseline 284 267 237 206 180 159 102 55
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 284 295 291 289 291 299 412 1072
A2. Primary balance is unchanged from 2012 284 271 245 224 208 197 193 230
A3. Permanently lower GDP growth 1/ 284 275 252 232 218 210 266 663
B. Bound tests

BI1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 284 359 457 465 476 493 678 1080
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 284 271 246 215 189 167 114 74
B3. Combination of B1-B2 using one half standard deviation shocks 284 314 330 332 336 344 463 739
B4. One-time 30 percent real depreciation in 2013 284 384 343 303 269 241 170 80
BS. 10 percent of GDP increase in other debt-creating flows in 2013 284 303 269 236 208 185 131 88

Debt Service-to-Revenue Ratio 2/

Baseline 23 26 22 12 5 -1 -15 -17
A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 23 29 27 16 7 0 25 -14
A2. Primary balance is unchanged from 2012 23 26 22 12 6 2 -3 10
A3. Permanently lower GDP growth 1/ 23 27 23 13 6 1 -4 58
B. Bound tests

BI. Real GDP growth is at historical average minus one standard deviations in 2013-2014 23 33 36 24 19 20 49 136
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 23 26 23 12 6 1 -4 -16
B3. Combination of B1-B2 using one half standard deviation shocks 23 31 31 17 9 5 21 83
B4. One-time 30 percent real depreciation in 2013 23 32 32 18 9 2 =20 -37
BS. 10 percent of GDP increase in other debt-creating flows in 2013 23 26 24 14 10 4 -11 -13

Sources: Country authorities; and staff estimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.
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Table 8. Zimbabwe: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed
External Debt, (Alternative Scenario) 2012-2032

Projections
2012 2013 2014 2015 2016 2017 2022 2032

PV of debt-to GDP ratio

Baseline 90 83 75 66 59 52 32 17

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 90 91 94 99 104 111 116 116
A2.New public sector loans on less favorable terms in 2012-2032 2 90 83 75 67 59 52 33 17

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 90 103 115 102 90 80 50 25
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 90 101 123 109 92 78 36 17
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 90 89 84 75 66 58 36 19
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 90 94 97 86 74 64 34 17
BS. Combination of B1-B4 using one-half standard deviation shocks 90 123 174 154 131 111 51 24
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 90 115 104 92 81 72 45 23

PV of debt-to-exports ratio

Baseline 176 164 147 130 116 103 64 32

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 176 181 185 194 206 219 228 225
A2.New public sector loans on less favorable terms in 2012-2032 2 176 164 148 131 116 104 64 32

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 176 164 147 130 116 103 64 32
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 176 293 517 457 390 331 152 69
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 176 164 147 130 116 103 64 32
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 176 186 191 169 146 127 67 32
BS. Combination of B1-B4 using one-half standard deviation shocks 176 243 347 306 261 222 102 47
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 176 164 147 130 116 103 64 32

PV of debt-to-revenue ratio
Baseline 270 259 229 200 174 154 99 54
A. Alternative Scenarios

Al.Key variables at their historical averages in 2012-2032 1/ 270 286 288 297 310 327 353 377
A2. New public sector loans on less favorable terms in 2012-2032 2 270 260 230 201 175 155 100 54

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 270 321 352 307 268 236 152 83
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 270 316 376 327 274 230 110 54
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 270 277 258 225 196 173 111 61
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 270 293 298 259 221 189 104 54
BS. Combination of B1-B4 using one-half standard deviation shocks 270 385 534 464 390 328 157 8
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 270 359 318 277 242 213 137 75
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Table 8a. Zimbabwe: Sensitivity Analysis for Key Indicators of Public and Publicly
Guaranteed External Debt, (Alternative Scenario) 2012-2032 (continued)

(In percent)
Debt service-to-exports ratio

Baseline 15 17 14 8 3 0 -10 -10

A. Alternative Scenarios

A1.Key variables at their historical averages in 2012-2032 1/ 15 17 14 6 1 2 -10 -34
A2.New public sector loans on less favorable terms in 2012-2032 2 15 15 11 4 -1 -5 -15 -14

B. Bound Tests

BI1. Real GDP growth at historical average minus one standard deviation in 2013-2014 15 15 12 4 -1 -5 -15 -14
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 15 22 29 30 32 21 -26 31
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 15 15 12 4 -1 -5 -15 -14
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 15 15 13 10 7 2 -14 -14
BS5. Combination of B1-B4 using one-half standard deviation shocks 15 18 20 20 21 13 -18 221
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 15 15 12 4 -1 -5 -15 -14

Debt service-to-revenue ratio
Baseline 23 26 22 12 5 -1 -15 -17
A. Alternative Scenarios

Al.Key variables at their historical averages in 2012-2032 1/ 23 26 22 10 2 -3 -16 -58
A2.New public sector loans on less favorable terms in 2012-2032 2 23 24 18 7 -1 -7 23 24

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 23 30 28 10 2 -11 -35 -37
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 23 24 21 22 23 14 -19 -24
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 23 26 20 8 -1 -8 26 227
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 23 24 20 15 10 3 221 -24
BS. Combination of B1-B4 using one-half standard deviation shocks 23 29 31 31 32 20 27 -34
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 23 33 25 9 2 -10 -32 -33

Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/ -14 -14 -14 -14 -14 -14 -14 -14

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.

3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly assuming
an offsetting adjustment in import levels).

4/ Includes official and private transfers and FDI.

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Figure 3. Zimbabwe: Indicators of Public and Publicly Guaranteed External Debt under
Alternative Scenario, 2012-2032
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1/ The most extreme stress test is the test that yields the highest ratio in 2022. In figure b. it corresponds to

a Combination shock; in c. to a Exports shock; in d. to a Combination shock; in e. to a Non-debt flows

shock and in figure f. to a Exports shock
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Figure 4. Zimbabwe: Indicators of Public Debt under Alternative Scenario, 2012-2032
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September 25, 2012 Washington, D. C. 20431 USA

IMF Executive Board Concludes 2012 Article IV Consultation with
Zimbabwe

On September 21, 2012, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation with Zimbabwe."

Background

After a prolonged period of economic and political crisis, Zimbabwe’s economic stabilization and
recovery began with the end of hyperinflation in 2009, supported by the formation of a coalition
government, a favorable external environment, the adoption of the multicurrency system and
cash budgeting, and the discontinuation of quasi-fiscal activities by the Reserve Bank of
Zimbabwe (RBZ).

The economic rebound is moderating following a period of robust growth, with real GDP growth
averaging some 9% percent during 2010-11, sustained by strong external demand for key
mineral exports and continued recovery in domestic demand. Real GDP growth in 2012 is
projected to slow to 5 percent, reflecting the impact of adverse weather conditions on
agriculture, erratic electricity supply, and tight liquidity conditions. Mining production is expected
to benefit from the lifting of restrictions on diamond exports from the Marange fields as a result
of certification by the Kimberley process. Inflation slowed to 4 percent in June 2012 from

4.9 percent in December 2011, reflecting in part some moderation in imported goods inflation.

"' Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members,
usually every year. A staff team visits the country, collects economic and financial information, and discusses
with officials the country's economic developments and policies. On return to headquarters, the staff prepares
a report, which forms the basis for discussion by the Executive Board. At the conclusion of the discussion, the
Managing Director, as Chairman of the Board, summarizes the views of Executive Directors, and this
summary is transmitted to the country's authorities. An explanation of any qualifiers used in summings up can
be found here: http://www.imf.org/external/np/sec/misc/qualifiers.htm.

Washington, D.C. 20431 e Telephone 202-623-7100 e Fax 202-623-6772 « www.imf.org



The external position remained precarious, albeit with some recent moderation in the current
account deficit. Despite higher exports, the current account deficit widened to 36 percent of
GDP in 2011 (from 29 percent of GDP in 2010), due in part to a spike in imports associated with
some one-off factors. The deficit was financed by debt-related flows, arrears, and a drawdown
of SDR holdings, as uncertainties regarding policy implementation continued to affect foreign
investment flows. Usable international reserves remained very low at 0.3 months of imports at
end-2011, amplifying the country’s vulnerability to shocks. The current account deficit is
projected to narrow to 20% percent of GDP in 2012, as the 2011 import spike is reversed and
exports continue to expand. Zimbabwe remains in debt distress with total external debt
estimated at $10.7 billion (113% percent of GDP) at end-2011, of which 67 percent of GDP are
in arrears. The large debt overhang remains a serious impediment to medium-term fiscal and
external sustainability.

The public finances came under pressure in 2011 and early-2012. Despite better-than-expected
revenue performance, central government operations recorded a cash deficit of 0.6 percent of
GDP in 2011 and domestic arrears accumulation of about 1 percent of GDP, due mainly to two
salary increases that raised employment costs by 22 percent, crowding out social and capital
investment. The effect of the salary hikes was compounded in early-2012 by an increase in
employee allowances and unbudgeted recruitment. Fiscal pressures were exacerbated by
significant underperformance by diamond revenues during the first half of 2012. In response to
the fiscal slippages, in July the government announced expenditure and revenue measures, as
well as a reassessment of diamond revenue flows. The measures include a hiring freeze,
suspension of a number of diamond-revenue-financed projects, increases in excises on fuel, and
enhanced monitoring of the mineral resources.

The financial regulatory framework is being enhanced after a long period of forbearance, but
financial system vulnerabilities persist. The banking system is recovering from a recent liquidity
crunch, following a period of rapid credit growth funded by unstable short-term deposits, but
liquidity remains relatively low and unequally distributed across banks. The RBZ raised the
prudential liquidity ratio from 25 percent to 30 percent by end-June 2012. Some banks,
particularly the small ones, show weak capitalization, insufficient liquidity, and low asset quality,
reflecting unsound lending practices and poor risk management. The situation of three troubled
banks came to a head in mid-2012, with the RBZ placing one in recuperative curatorship and two
surrendering their licenses. In August 2012, the RBZ announced steep increases in the minimum
capital requirements to be phased over a two-year period.

The medium-term outlook, under an unchanged policy scenario, is for growth to moderate to
average some 4 percent, although constraints on energy supply and weak competitiveness may
pose a challenge to achieving these rates. Foreign investment is likely to be hampered by a
poor business climate, uncertainties over the implementation of the indigenization policy and
political instability, while domestic investors may face difficulties accessing long-term credit. A
vigorous program of structural reform and strengthened macroeconomic management would
allow the country to sustain higher rates of growth.



Executive Board Assessment

Executive Directors welcomed Zimbabwe’s economic recovery and stabilization in recent years.
Progress has however been uneven, and the impact of adverse weather conditions on
agriculture, an uncertain political situation ahead of elections, and a difficult global environment
pose further risks to the outlook. To achieve sustained and inclusive growth, Directors stressed
the importance of full commitment to policies focusing on strengthening fiscal management,
reducing financial sector vulnerabilities, and improving the business climate.

Directors urged the authorities to fully implement the measures announced in the mid-year fiscal
policy review, and take additional measures if necessary, to address earlier slippages and close
the financing gap. They underscored the need to rebalance the expenditure mix, especially by
containing the growth of the wage bill, to create the fiscal space needed for increased social
spending and public investment. Improving public financial management would help reinforce
expenditure control. Directors emphasized that enhancing transparency in the diamond sector,
including timely finalization and implementation of the Diamond Act, is key to strengthening
revenues and reducing fiscal pressures. They noted that a prudent medium-term fiscal
framework remains critical for restoring fiscal sustainability.

Directors welcomed actions taken to strengthen the financial regulatory framework and address
systemic liquidity. Noting recent bank failures and persistent vulnerabilities in the banking
system, they called for more proactive banking supervision and enforcement of prudential
regulations, focusing on banks with low liquidity buffers and high risk exposures. Directors
urged the authorities to fast-track the restructuring of the financially distressed Reserve Bank of
Zimbabwe. They also underscored the importance of increasing the level of reserves, over time.

Directors agreed that addressing Zimbabwe’s large debt overhang and achieving external
sustainability will require strong macroeconomic policies and a comprehensive arrears
clearance framework supported by donors. They urged the authorities to refrain from further
nonconcessional borrowing and avoid selective debt servicing as these may complicate
reaching agreement with creditors on a debt resolution strategy. Directors also cautioned
against further use of SDR holdings to finance expenditures.

Directors underscored that improving the business climate is necessary to strengthen
competitiveness, build investor confidence, and boost the growth potential. In particular, they
stressed the importance of ensuring that the indigenization and empowerment policies are
implemented in accordance with transparent rules and preserving property rights.

Directors welcomed Zimbabwe’s continued improvement in cooperating with the Fund on
policies and payments to the PRGT as this will allow the lifting of relevant technical assistance
restrictions, making it possible to advance toward negotiation of a staff-monitored program
(SMP) to support the country’s reform efforts. Most Directors indicated their readiness to
support such a lifting. Directors commended the authorities on meeting the outstanding marker
on steps towards removing irregularly hired workers from the payroll, which allowed the initiation
of a stock taking on the feasibility of the SMP. In this regard, Directors welcomed the authorities’
renewed commitment to make regular payments to the PRGT. They concurred that strong



implementation of recently announced measures to address policy slippages would be an
important demonstration of policy cooperation. Some Directors particularly stressed that a
credible government commitment to comprehensive reforms will be necessary before
embarking on an SMP.

Public Information Notices (PINs) form part of the IMF's efforts to promote transparency of the IMF's
views and analysis of economic developments and policies. With the consent of the country

(or countries) concerned, PINs are issued after Executive Board discussions of Article IV consultations
with member countries, of its surveillance of developments at the regional level, of post-program
monitoring, and of ex post assessments of member countries with longer-term program engagements.
PINs are also issued after Executive Board discussions of general policy matters, unless otherwise
decided by the Executive Board in a particular case.




Zimbabwe: Selected Economic Indicators, 2009-12

Actual Est. Proj.
2009 2010 2011 2012
Real GDP growth (annual percent change) 1/ 6.3 9.6 9.4 5.0
Nominal GDP (US$ millions) 6,133 7,433 9,458 10,796
GDP deflator (annual percent change) 1/ 23.3 10.6 16.3 8.7
Inflation (annual percent change)
Consumer price inflation (annual average) 6.5 3.0 3.5 5.0
Consumer price inflation (end-of-period) -7.7 3.2 4.9 6.5
Central government (percent of GDP, measured in US$)
Revenue and grants 15.9 29.6 30.9 32.6
Expenditure and net lending 18.7 31.9 34.1 36.4
Of which: cash expenditure and net lending 15.0 30.0 314 35.2
Of which: employment costs 8.4 14.3 19.2 23.5
Overall balance (including quasi-fiscal activity) 2/ -3.2 25 -3.2 -3.8
Primary balance (including quasi-fiscal activity) 2/ 0.1 -0.1 -1.1 -1.8
Cash balance 1.7 -0.4 -0.6 -1.5
Money and credit (US$ millions)
Broad money (M3) 1,381 2,329 3,100 4,208
Net foreign assets -295 -151 -290 -257
Net domestic assets 1,677 2,480 3,391 4,465
Domestic credit 649 1,696 2,754 3,709
Of which: credit to the private sector 684 1,665 2,711 3,591
Reserve money 125 256 186 347
Velocity (M3) 4.4 3.2 3.1 2.6
External trade (US$ millions; annual percent change)
Merchandise exports 3/ -2.8 105.6 35.5 15.5
Merchandise imports 3/ 22.2 60.7 46.5 -4.5
Balance of payments (US$ millions; unless otherwise indicated)
Merchandise exports 3/ 1,613 3,317 4,496 5,195
Merchandise imports 3/ -3,213 -5,162 -7,562 -7,223
Current account balance (excluding official transfers) -1,359 -2,141 -3,427 -2,199
(percent of GDP) -22.2 -28.8 -36.2 -20.4
Overall balance -239 -677 -751 -569
Official reserves (end-of-period)
Gross international reserves (US$ millions) 4/ 437 453 366 477
Usable international reserves (US$ millions) 5/ 312 197 182 130
(months of imports of goods and services) 1.0 04 0.3 0.2
Debt (end-of-period)
Total external debt (US$ millions) 6/ 7,602 9,018 10,726 12,540
(percent of GDP) 1240 121.3 113.4 116.2
Total external arrears (US$ millions) 6/ 5284 5,868 6,344 6,798
(percent of GDP) 86.2 78.9 67.1 63.0

Sources: Zimbabwean authorities; IMF staff estimates and projections.

1/ In constant 2009 prices. Discrepancies in projections bewteen staff and the Zimbabwean authorities partly reflect differences in

methodology in computing sectoral contributions to growth.

2/ Quasi-fiscal activity includes subsidies provided by the central bank to the public sector and producers/exporters.

3/ Structural break in trade data in 2010. Trade data based on information from exchange control data up to 2009 and customs data

starting in 2010.
4/ Excluding encumbered deposits and securities.

5/ Gross international reserves less amounts deposited in banks' current/RTGS accounts and statutory reserves.

6/ Includes arrears and amounts for unidentified financing.



Statement by Mr. Majoro on Zimbabwe
Executive Board Meeting
September 21, 2012

Introduction

On behalf of my Zimbabwean authorities, I thank the mission team for the focused and
constructive discussions on macroeconomic developments and policy issues during the 2012
Article IV Consultation mission to Harare. My authorities are also very appreciative of the
support the IMF Management and the entire staff has given to Zimbabwe over the years. As
regards the staff reports, my authorities are in broad agreement with the analysis and policy
thrust and would like the Executive Board to consider it with due regard to the severe
political and economic difficulties (both domestic and external) the country is facing even as
it tries to improve its relations with the Fund. The Fund’s support particularly in the lifting of
all restrictions on technical assistance (TA) and a favorable disposition toward a Staff
Monitored Program (SMP) is very critical to my authorities. In this sense, and based on
Zimbabwe’s improved relations with the Fund, we request the Board to lift all TA
restrictions on Zimbabwe.

Recent developments and outlook

Zimbabwe has come a long way since the hyperinflation era with an appreciable rate of
economic growth and macroeconomic stability recorded between 2009 and 2011. This was
made possible by a number of factors including policy reforms implemented, the formation
of the coalition government in February 2009, the adoption of the multicurrency system and
cash budgeting, and the discontinuation of quasi-fiscal activities by the Reserve Bank of
Zimbabwe (RBZ). This was supported by sizeable off-budget grants and a favorable external
environment. In 2011, the economy grew by an estimated 9 percent while inflation closed at
4.9 percent (year-on-year) in December. The widening of current account deficit to 357
percent of GDP in 201 1was accompanied by useable international reserves of just 0.3 months
of imports at year end. The growth rate in 2012 is, however, expected to moderate to about 5
percent mainly on account of the negative impact on agricultural production of the drought in
the south of the country and a slowdown in investment arising from uncertainty surrounding
the implementation of the indigenization policy and the political process. Inflation is also
expected to moderate further with the July figure standing at 3.9 percent while the current
account deficit is projected to narrow to 20 Y4 percent on the back of moderating imports and
improved export performance.

Overall, the economic outlook is good and the growth potential is quite high. This could,
however, be dampened if the identified downside risks to growth - the possible resurgence of
political instability ahead of the elections, global economic downturn, potentially
destabilizing effects of indigenization policy on the banking system and investment, as well
as fiscal slippages and financial sector instability - materialize. My authorities are fully aware
of these risks and have taken appropriate measures to address them.



Public Finances

Zimbabwe lacks fiscal space. Revenue underperformance — mainly diamond revenue -
witnessed since the beginning of the year has put public finances under severe pressure. This
is exacerbated by expenditure overruns, weak payroll and commitment controls, irregularities
in employment practices, and losses by public enterprises due to inadequate oversight. In
response, the authorities have scaled down the 2012 budget, taken steps to improve revenue
collection, rationalize expenditure — often at the expense of growth enhancing public sector
investments - and impose stricter expenditure control measures.

The most critical of these measures is improvement in the transparency of diamond revenue.
Government is amending the relevant legislation to provide for the physical presence of the
Zimbabwe Revenue Authority (ZIMRA) personnel at mining locations to monitor the various
mining processes, including auctioning and processing of export customs documents. Mining
fees and charges, revenue retention policy, and all aspects of VAT processes are being
reviewed. Redrafting of the Income Tax legislation remains a government priority with the
Income Tax Bill already approved by the Cabinet Committee. Both the recurrent and capital
expenditures have been realigned and rationalized in line with the anticipated revenues while
the limited cash flows have been ring fenced to finance some critical capital projects. To
adequately manage the already over bloated wage bill, government has decided to maintain a
general freeze on recruitment of staff into the public service, align any wage bill reviews to
economic improvement and effectively implement the recommendations of the public service
audit and conclude work on it.

Financial Sector Policies

The Zimbabwean financial sector has improved since the introduction of multicurrency
system in February 2009 coupled with efforts to enhance the financial regulatory framework
and recapitalize banks. Both deposits and credit to the economy have increased albeit
modestly, although the lending rates are quite high. The banking sector is relatively sound
and safe except for three banks — Interfin which is under curatorship, Genesis which has been
deregistered, and Royal bank that has been closed for operating in an unsound manner.
Overall, the weak and troubled banks are few, small in size and of low systemic importance
although the impact of their failures on the banking public is enormous.

In spite of these positive developments, financial sector vulnerabilities persist. There are
evidences of high credit risks, deteriorating asset quality, high non-performing loans, uneven
distribution of deposits, liquidity crunch, and poor quality of corporate governance. This is
compounded by the delay in the completion of the RBZ restructuring, and the RBZ’s limited
capacity to perform lender of last resort (LOLR) functions.

The authorities are working assiduously to address these vulnerabilities. Already a phased
recapitalization plan for all banking institutions through end-June 2014 is in place with a
provision for merger and/or acquisition in the event that some banks fail to meet the
recapitalization deadline. The RBZ is also strengthening its oversight (financial and



regulatory) and liquidity management activities including through enhanced supervision and
upward review of both the minimum prudential liquidity requirement and capital
adequacy/tier 1 ratio in line with Basel III requirements. The recent directive for repatriation
by banks of funds held in offshore accounts has helped improve liquidity in banks.

Government, through the Ministry of Finance is finalizing amendments to the Banking Act to
improve RBZ’s oversight and surveillance over the financial sector and to also strengthen the
Troubled and Insolvent Bank Resolution Framework. To further improve liquidity in the
economy, Government issued bonds in March 2012 to reimburse the commercial banks for
the US$83 million statutory reserves blocked at the RBZ. These bonds which are tradable
have a maturity period of 2-4 years. Government has also established a US$150 million
“LOLR Fund” in which private investors are expected to contribute US$120 million while
the Ministry of Finance will contribute US$30 million (including $7 million already in the
RBZ). The fund is meant to deal with emergency liquidity requirements of fundamentally
solvent entities. The remaining challenge is identifying the private investors and establishing
strong safeguards on accountability and governance of the Fund. Restructuring of the RBZ
including the removal of both non-core assets and liabilities from the RBZ’s balance sheet is
receiving adequate attention.

External sustainability and debt

The external position remains precarious with substantial balance of payments deficit, limited
international reserves, and excruciating debt overhang. While current efforts to increase
export earnings albeit modestly, and moderate import growth are encouraging, the likely
surge in food imports due to the drought which affected agricultural production, and debt
service requirements - in the phase of dwindling foreign capital inflows - would put severe
pressure on external sustainability. Already the Joint IMF/World Bank DSA shows that
Zimbabwe’s overall public debt is unsustainable going by the current fiscal policies and the
current size and evolution of the debt stock.

My authorities are deeply concerned about the situation, particularly the issue of public debt
to international financial institutions and contracting of new non-concessional loans. While
the latter can be justified by the need to finance critical growth enhancing infrastructural
projects given death of new credit lines to the country on concessional terms, the former is
not in any way acceptable by my authorities. It is in this sense that the Zimbabwe
Accelerated Arrears Clearance, Debt and Development Strategy (ZAADDS) was put in
place. This was followed by a High Level Debt Forum hosted by the African Development
Bank in Tunis on 23 March 2012, and a Forum with Development Partners held on the side-
lines of the April 2012 IMF/World Bank Spring meetings in Washington DC. The aim is to
accelerate arrears clearance and secure debt relief thereby creating opportunities for new
financing and normalizing relations with creditors. So far, the outcome is quite encouraging
as creditors and development partners have expressed their willingness to assist Zimbabwe.



Structural Reforms

My Zimbabwean authorities are committed to structural reforms. They understand that
consistency in macroeconomic policies and a transparent legal and regulatory environment
are prerequisite to sustained economic growth and development. In this regard, Government
is taking measures to address uncertainties surrounding the implementation of the
indigenization policy and the infrastructure deficit as a way of improving the business
environment. Already some aspects of the Indigenization and Empowerment Regulations are
being reviewed with a view to harmonizing and fine-tuning gray areas, including those
relating to the Banking sector. Government has also ring-fenced expenditure on critical
infrastructure projects - power, water, roads, railways, and information and communication
technology - under its emergency response package. Overall, my authorities are of the view
that the implementation of sound macroeconomic policies under the Zimbabwe Accelerated
Re-engagement Economic Programme (ZAREP): 2012-2015 will support and sustain
inclusive economic growth.

Relations with the IMF

Normalizing relations with the Fund and other IFS is of great importance to my authorities.
As indicated in the Staff report, both Fund staff and the authorities agreed that the two
markers for initiating discussions on a Staff Monitored Program (SMP) - adequate data
reporting and removal of “ghost workers,”- had been met. The recent report from the Public
Service Commission (PSC) indicates that some 6,000 irregularly employed youth officers
have been removed from the payroll and that red flags raised in the Payroll and Skills audit
have been either explained or addressed. The authorities have also resumed regular payments
to the PRGT in line with previous commitments. Three payments totaling $7.5 million have
so far been made in 2012. There is also a commitment by the authorities to persevere with
efforts to address the identified policy slippages going forward. All these point to
Zimbabwe’s improved relations with the Fund: a situation which opened the way for joint
staff/authorities stocktaking exercise on the road to a possible SMP during the just concluded
2012 Article IV Consultation mission to Harare.

Finally, I would like to stress that my Zimbabwean authorities regard SMP as very critical to
their economic restructuring and inclusive growth efforts. They are also aware that getting
SMP depends on the lifting by the Board of all restrictions on technical assistance (TA) to
Zimbabwe imposed in June 2002 which itself is also dependent on the favorable assessment
by staff, and the conviction by the Board that Zimbabwe’s cooperation with the Fund has
improved. We are of the view that Zimbabwe has done enough to warrant lifting of these
restrictions. In this regard, we urge the Executive Board to consider lifting the TA restrictions
which will pave the way for the commencement of discussion with the Zimbabwean
authorities for a Staff Monitored Program.





