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1. INTRODUCTION AND BACKGROUND

11 This Monetary Policy Statement isissued in terms of the Reserve Bank of Zimbabwe Act
Chapter 22:15, Section 46, and is also consistent with the position that we stated in January, 2006, that
these policy guidelines would now be issued twice ayear instead of quarterly as was the case before.

12 It is also noteworthy that this Monetary Policy Statement marks the mid point of my term of
office as Governor and with 28 months left out of 60, it is clear that the targets this Governor was given
upon entry into office in December 2003 have to be achieved within the remaining period and failure to
do soisjust not aviable OPTION for my team at the bank.

13 Through this Monetary Policy Statement, therefore, we seek, as the Central Bank, to bring back
light, not just at the end of the tunnel, but right into the tunnel for all Zimbabweans to see their true
potential as a people, and to rekindle hope and belief in ourselves.

14 We also, through this statement seek to complement all other national policies and initiativesto
bring to the people of Zimbabwe, a better second half of the year than the first.

15 Later in this Statement | shall talk about Sunrise: A New Beginning / Zuva Rabuda/ Ilanga
Seliphumile, with the objective of getting ourselves to refocus and get back to work again.

2. CHALLENGESON THE GROUND...

21 A review of the past six months shows that on the ground there is tremendous hardship among
the majority of people; majority of workers and students alike; majority of women; the elderly and the
frail cannot make ends meet on basics, let alone simple luxuries.

2.2 Specifically, this Policy Statement is coming at atime of severe challenges on the inflation front,
limited foreign exchange availahility, rising unemployment, and company closures, declining
productivity, declining company viability, very low industrial capacity utilisation, diminishing economic
patriotism, reduced dignity and growing selfishnessin our midst among many other negatives.

2.3 Business and consumer confidence, inward investment and most economic performance
indicators on the ground have also shown signs of stress during the last six months.

2.4 Such is the multitude of challenges facing us but surrender, capitulation, self-pity, suicide or
running away into foreign landsis neither the solution nor an option. We have just got to face these
challenges head-on and self-correct where the ball isin our court while deepening and broadening our
engagement efforts with the external world where we fedl the ball isin their court. Theideaisfor usto
play the game together...its more fun that way than for the home team to play on or against each other.

25 As opposed to seeing gloom and doom everywhere, however this Statement is coming at atime
when we in the Bank strongly believe that now is the "beginning of the end to the proverbial seven years
of famine" and this prophecy isreal for some of us.

2.6 On the back of the just ended agricultural season and other positives in the pipeline, we believe
that we are now poised to enter an era of food self-sufficiency and are capable of further raising our
performance platform on all fronts provided we take the full course of the medicine we are prescribing
and not half measures as before.

2.7 We owe it to ourselves, more than to anybody €l se outside our borders, to get back to work as a
country, and to regain our confidence as a people.



2.8 Let us get our politics right for those in palitics, our economics of production right for those in
business, cement these two into economic patriotism, get our socia interactions and behaviors right and,
our turnaround will not take us long to accomplish.

29 In other words, unless politics appreciates business and business appreciates politics of the day,
wewill bein thisjourney for avery long time and arduous one.

2.10 Moving on, | want, at the outset, to congratulate and convey our sense of gratitude to all our
farmersfor ajob well done this past season. We have shown that despite the many impediments faced
along the way, we still managed to produce near enough to feed ourselves.

211 Yes, wewill still need to import more maize for our strategic reserves this year but the deficit is
not as huge asin previous years, a positive development which should lessen our food import burden this
year compared to last year.

212 His Excellency the President, Cde R. G. Mugabe and the Hon. Minister of Finance, Dr H. M.
Murerwa have been very clear and inspiring about some of the key action plans and policies that we
ought to take when they delivered their respective Statements to the Nation last week. Most importantly,
they identified the economic challenges we are facing as anation, identified indiscipline, corruption,
speculation and disruptions on farms as some draw backs in our economic efforts and pledged that
Government will be more ruthless this time round in dealing with theseills.

213  Wepledge as Monetary Authoritiesto do our part in support of those announced action
programs and policies which are aimed at not just fighting and winning the battle against inflation, but the
entire war against all forces pulling our economy down.

3. QUASI-FISCAL OPERATIONS...

31 There has been alot of discussion in many local and international circles about our quasi-fiscal
interventions as a Bank and to what extent they have or have not been justified.

32 We have done afull analysis of thisinterventions and the untold story is now told in the
supplement entitled: "A Synopsis of the Impact of the Central Bank's Interventions to the Economy from
January 2004 to June 2006".

33 We admit that in the short-term, our money supply growth numbers have been and remain
unhealthy for short-term inflationary outlook; that the Bank's quasi-fiscal operations would be best
handled within the budgetary framework if it can and that the Central Banks should not micro-manage or
compete with market institutions in the allocation of resources.

34 Such is conventional wisdom in orthodox times and we have no quarrels with this line of
thought.
35 But like we have argued before, we continue to call on Zimbabweans to realise that these are not

ordinary times for Zimbabwe to entwine itself with orthodox solutions. That time will come! We are
coming out of a serious dislocative land revolution whose consequences we shall endure for awhile
before we are totally forgiven by the dispossessed of yesterday and normalcy returns, before we realise
that taking the land was but only the first step; that it is production that counts at the end of the day.

3.6 Land issues the world over have been emotive battles and one only needs to read the Irish Land
history, the history of agriculture, civil wars and land battles in the United States of America, in Australia
and many other unresolved casesin Africa and the Middle East to understand that each country has had to
deal with theissue in adifferent way and for a period after, experienced some economic, political and
social dislocation. Some countries in Africa should take aleaf from us and take whatever lessons they
want and discard what they do not like but face the challenge they will, with consequences that will throw
their theoretical nice wishesinto the world of reality where pragmatism will be the key word to drive
those economies. We will, God willing, al till be here, graciously ready to offer our help from our
experience but that day is coming as sure as the sun is going to rise from the east.

3.7 The challenge before us as Zimbabweans is to now move to the second and final phase, that of
bringing decisive finality and closure to thisfirst important and dislocative chapter and move on to the

orderly phase where we focus on restoring the productivity of these assetsto positive levels never seen

before. This move, we need not prevaricate for any day longer as Zimbabweans.

3.8 Asfor the international community, our message is that they should not preoccupy themselves with
brooding over what or how this was or was not done properly. The Land Issueis a done deal and
begrudging Zimbabweans or its L eadership over this matter for time immemorial is a monumental waste



of reflective energy. The international community must accept what isirreversible and engage in politics
of economics and pragmatism as opposed to personalising these matters.

39 We believe as a Bank that there are more troubled spots in the world which should preoccupy
world leaders than continue with sanctions imposed on Zimbabwe over this land issue. Sanctions against
Zimbabwe are affecting the unborn as badly as they are affecting the living and those unfortunate to die
during this period.

3.10 Fuel challenges affect the ambul ances destined for the maternity wards as well as elderly homes,
school buses, grinding millsin rural areasin as much asthey are affecting the funeral parlours. Lack of
adequate drugs affect those who need the greatest care among us, the sick, those with malaria, HIV/AIDS
and those with child killer diseases, and yet we claim to be a caring world with targeted sanctions.

311 Faced therefore with the circumstances of sanctions and lack of international financial support;
Faced... with the drying up of voluntary funding and support to agriculture by our banks from 2002
onwards due to collateral concerns and stability factors; Confronted by the need to sustain operations of
certain parastatals while long-term solutions are sought...; and Faced with the choice of providing local
currency to the Grain Marketing Board to buy maize from our farmers or let that maize rot on the
roadside and yet tomorrow be asked to look for scarce foreign currency to feed the nation, and; Faced
with the inability of conventional budget frameworks and failure of these systems to accommodate and
timeously respond to some national emergencies and hyper-inflationary pressures, the Central Bank's
quasifiscal interventions have served the people of this country as a survival kit against total economic
collapse, against the killer punch of sanctions and as an ongoing test against conventionalism. Without
such interventions, only God knows where we would be today and we leave you to speculate.

312  Therefore, faced with these challenges over the last 32 months, we could not,... we cannot...
and we will not stand-by as your Central Bank, and let this economy crumble simply because our
interventionist policies will go against the grain of certain established norms; (established by whom you
may care to ask?)!

313  Wecal upon Zimbabweans to be authors of hew economic development models for a change
instead of following what others penned already.

3.14  Accordingly, | want the Nation to know that urgent dam repairs and construction aswell as
viably structured irrigation infrastructure projects, with capacity to uplift our economic turnaround, will
continue to receive our support for aslong as the market is not prepared to take up such challenges.

3.15 Not everyone amongst us has a very clear vision of how beautiful and economically self-
sufficient Zimbabwe can be in avery short space of time. We fortunately do have that clear vision and
believe that thisis possible.

316  Wewant it known that we will not, if confronted with future challenges of market and budgetary
failures, sit back and fold our arms in despair and self-pity, letting key economy-wide critical
infrastructures collapse with disastrous consequences on human life. Ours is a maintenance job when
everyone else who is supposed to do their job(s) have relapsed.

3.17  Shortages of foreign currency for the importation of food, fuel, and drugs; for our international
debt service programs and for industrial machines and raw material imports cause seepless nightsto this
Governor and his team.

3.18  Wherewe can eliminate such needs and pressures through import substitution and self help
efforts, we will not as your Central Bank, be found wanting in our support of such efforts.

3.19 In the medium to long-term and certainly by the end of 2008, Zimbabweans will be happy that
we endured thisinfrastructure development pain earlier on rather than later.

320 Wearekeen to seethe Infrastructure Development Bank and other market players get their act
together and start playing their developmental roles much sooner rather than later because, quite frankly,
some of these interventions squarely belong more to those institutions than to us as a Central Bank.

4. ALEAF FROM THE ECONOMIC HISTORY OF SELECTED COUNTRIES.

41 A recent book entitled Macroeconomics in the Global Economy by renowned Economists and
Econsultants Jeffrey D. Sachs and Felipe Lorraine B, Practice Hall Publishers (1993) gives usinsights
into the economic histories of some of the countries we admire today.



4.2 Main causes of hyper-inflation in the majority of countries studied were revolutions, wars,
certain economic dislocations and other exogenous natural factor causes which led to money printing and
in emergency cases, quasi-fiscal operations.

4.3 In Europe and some parts of Asia, soon after the wars and revolutions, high inflation was
decelerated by reparation payments from defeated nations.

4.4 For the USA, economic history shows us that before the 20th Century, the main cause of
inflation, which peaked at an annualised rate of 5570% (monthly 40%) in March 1864, was money
printing to finance civil wars. Over 1775 - 1783, atotal of 80% of USA total Government spending was
from printing money, argued Sachs and Lorraine.

45 In the mid-to-late 1980s countries like Argentina, Bolivia, Brazil, Peru, Poland and Y ugosavia
went through hyper-inflation episodes, with monthly rates of average price increases ranging between 60-
260%.

4.6 Through resolve, policy consistency, clamp-down on corruption and unity of purpose, they
managed to extinguish these high levels of inflation to the current low and stable thresholds.

4.7 We too as Zimbabweans can do it. And we must do it without any further delays.

5. THE BIGGER PICTURE...

51 It has to be said also, from the outset, that economic policies on their own will not do thejob as
there are other critical non-economic behavioural and environmental factors which ought to form part and
parcel of our action-matrices if we are to fully deliver the economic liberation that we so desire to the
majority of our people.

52 Stakeholders have often sought our views and commentary on the bigger picture which naturally
affects our deliverables. Consequently | hereby offer some reflections on that front.

53 We are happy with developments on the political front where efforts are under way to find a
lasting solution to the long and sharp stand-off between the United Kingdom (UK) and Zimbabwe which
began with disagreements over the land issue.

54 A just settlement on that front will lead to a better international deal for Zimbabwe than is the
case at present where many nations, become of certain alliance and club rules, having been sucked into
taking sidesin that dispute.

55 We are happy too with the call from His Excellency the President, Cde. R. G. Mugabe for the re-
building of bridges with those in the international community interested in such rebuilding.

5.6 We are also pleased with the call by His Excellency the President, for church leadersto
peacefully mediate on any internal differences Zimbabweans may have among themselves.

5.7 Therecent National Day of Prayer attended and led by His Excellency the President,
Government and church leadership as well as thousands of ordinary Zimbabweans showed our
commitment to upholding God's Supremacy, infinite wisdom and guidance when dealing with national
challenges, acknowledging that no single individual on his or her own can successfully determine the
future of this country. But with God, all things are possible.

5.8 We thank His Excellency The President for again leading the Nation in such an exemplary and
religious manner. The nation must never tire when it comes to seeking heavenly help towards our
problems.

99 Year Leases...

5.9 We are aso very happy with the developments on the 99-Y ear Land L eases where work has
begun in earnest to finally resolve this confidence-building issue.

510  Theexercise should now alow banks to begin funding agriculture without the need for the
Central Bank to do so as has been the case to date.

511  Wepledge to also begin tailing off our involvement in this area as soon as the banks are ready to
assume this responsibility.

512  Wealso agree and fully endorse the concept of performance and capability based |eases
particularly when it comesto A2 commercial farmers.



513  Thesame leases ought to attract hand-over fees based on size of land concerned, government
inherited infrastructure such as houses and dams and rainfall region. Proceeds from such fees should form
afund for land utilisation and inspection follow-ups which are necessary to ensure that every potential
land is being put to good use. In business, asin any strategic implementation of a programme, you get
what you supervise!

Bilateral Investment Protection Agreements (BIPAS)

514  Wetoo, are happy with the way forward announced by the Government regarding the
compensation framework. Bilateral Investment Protection Agreements (BIPAS) which were inadvertently
compromised during the height of the Land Reform Programme.

515  Wepledgeto play our rolein crafting win-win payment frameworks for such BIPAs, especially
whereit involves foreign currency. We expect affected BIPA partiesto assist through additional new
investments from which their foreign exchange needs can be met and not from current, constrained
SOUrces.

National Economic Development Priority Programme (NEDPP)

516  Wefurthermore applaud Government for seeing the need to set up the National Economic
Development Priority Programme (NEDPP) framework as the guiding torch around which our turnaround
programme is anchored on.

5.17  Theinclusive nature of the Programme involving Public and Private Sector players, parastatal
units, academics and the mediais sure to impact positively on the quality of output therefrom.

Bringing Closure To The First Phase Of Land Reform...

518  Zimbabwe embarked on afulfilling and irreversible Land Reform Programme which all
progressive parties including the Central Bank support.

519  There have been attempts in certain quarters to mislead the Nation and the international
community at large, by suggesting that our vocal stance against indiscipline and farm disruptions mean
that we are not supportive of the Land Reform Programme or want it reversed.

5.20  Asnothing could be further from the truth, we will continue to ignore such deliberate
misinformation and will not relent on our demands for greater productivity on the acquired land and the
critical need for al Zimbabweans to observe and abide by the country's laws, order and discipline be it on
farms, or non-farming spheres of our lives.

521  Therevolutionary gains of Land Reform will mean nothing if that land cannot be used as a tool
for our economic emancipation, self reliance and food security.

5.22  Accordingly, it istime, aswe prepare for the forthcoming summer season, for Central
Government and provincial structures to declare war on any form of new disruptions on our farms.

5.23  Our law enforcement agents must refuse to be used to break the law or to disrupt operations on
farms as has been in some cases, and let me hasten to say that thisis not ablack and white issue but a
productivity war we are facing.

5.24  Wethus suggest the urgent need to bring closure to the Land Reform Programme by declaring a
moratorium to new allocations, new invasions and new disruptions effective 1 September, 2006.

5.25  Thiswould give everyone currently on land or with an offer letter an opportunity to reorganise
themselves, source inputs for the coming summer season and be able to get funding from the market to
begin ploughing without the fear that someone will emerge from somewhere and claim ownership of the
same piece of land.

5.26 Land Reform programmes are a never ending process as long as new people are born, and come
of age or personal circumstances change and today's industrialist opts for farming instead of tool-making.

5.27 Unless therefore we declare this moratorium and try to support fully those currently on the land,
the programme will turn out to be a slow moving train whose entry and exit doors remain open and the
conductor is unable to charge anyone afull fare for the trip.

5.28  We need to follow-up the closure by insisting on minimum specific quantities of output
commensurate with size and location of one's farm.



5.29  Those who cannot meet those minimum quantities per season must face stiff penalties meted
without fear or favor and these national targets ought to be known, signed for and made public.

530  Such establishments, once targets have been agreed upon, must be viewed as national strategic
posts whose disturbance by whoever isto be met with mandatory jail terms akin to attempts to rob a bank.

531  Allidleland ought to be brought into production even by those already in possession of one farm
but have extra capacity and a passion for farming.

532  Wesuggest a pragmatic approach which will see theseidle farms leased out to capable
indigenous black farmers for limited periods of time, even on one year leases, until new persons have
been identified. Thisin our view is better than to leave the land idle and sacrifice national food security
demands on the alter of an idealist approach that will take time to achieve and perfect.

5.33  Thisrenta or temporal lease approach could be most beneficial to cattle ranching activities,
dairy operations, sheep, goat and pig farmers who could make do with the huge CSC/Ardaidle farms
scattered all over the country and those other farms which were acquired by Government but remain idle.

5.34 Foreign investors from friendly countries ought to be considered for joint-venture leases by
Government for them to carry out their intended farming operations for minimum lease periods.

535  Thesame rental/temporal lease program ought to be granted to all corporate farmers who wish to
grow crops for their own factory consumption, export and beneficiation.

536  Asthe Central Bank, we can consider case by case frameworks of export proceeds retentions if
the corporates choose to use their own excess Zimbabwe dollars for these ventures as opposed to seeking
subsidised finances from us.

5.37  Thiswill result in increased mechanisation in the country, new job creation, better use of land,
increased exports and a "feel-good" factor that comes with flying over, walking or driving past green-
fields, animal fields and evident productivity throughout the country compared to the situation we
currently see in some parts of the country as one travels around.

538 A land utilisation tax applied through an inverse relationship to production ought to be
introduced to penalize large farm holders who produce nothing on their allocated farms. A full credit
system would apply to one who has met his’her output quota.

5.39 Last but not least, the country must decontrol farm output prices, reject any form of excuse(s) for
non-performance by farmers, intensify and extensify provision of extension services to assist farmers with
technical know-how.

540  Central Government must declare war against farm equipment, crop and animal theft; declare
war against wanton cutting and uprooting of tea and coffee plantations, pine and gum trees all of which
take a considerable number of yearsto grow and bring up.

541  All these broader picture issues are certainly poised to impact positively on our economic, social
and political turnaround programs.

6. MONETARY POLICY VISION...

6.1 Back to our core business, it isimportant that we reiterate the need for unshakable unity of
purpose and a shared vision in al that we are attempting to do as Zimbabweans. The Bible is very clear
about the Vision issue in Proverbs 29:18.

6.2 Our vision as Monetary Authorities remains the same as those aspirations that have been
articulated by Fiscal Policy Authorities and the National Economic Development Priority Programme
(NEDPP).

6.3 We seek collectivity and not singularity in crafting and implementing policies that drive
Zimbabwe's economic potential to prosperity levels far beyond its highest pe ak registered in the 1990s.

6.4 Thiswe seek to achieve on the back of action programmes that tap into our Agrarian Reform
Programme, abundant mining resources, manufacturing capabilities, tourism endowments, high literacy
levelsin the country and the hardworking culture of our people.

6.5 Our eyeswill remain primarily focused on price stability with single digit inflation expectations
by the end of 2008.

6.6 By December 2008, we envision key economic deliverables which include;



6.7

(a) A secure and stable financia sector with world-class standards.

(b) A stable payments system and a strong currency that would have regained its strength against
other regional and international currencies.

(c) A regime of market-driven, low interest and stable exchange rates (rates convergence) free of
any artificial value determination and capable of withstanding any speculative attacks on the
back of positive GDP growth and growing foreign currency reserves.

We will also strive to craft and implement supportive policies that are aimed at ushering in

sustained periods of:

6.8

(i) Food self-sufficiency and excess for export.

(i) Fuel self-sufficiency with excess for export (iii) Electricity self-sufficiency with surplus for
export (iv) Export Sector Viability and growth.

(v) Paying off our arrears or getting them rescheduled within the context of comprehensive
SOCi 0-economic programmes.

(vi) Frameworks for the much needed Balance of Payments support, international lines of credit
on the back of positive international credit ratings with most global economic players and
opinion makers.

(vii) A reduction to single digit proportion in the level of unemployed youths and adult
Zimbabweans, as well as those living below the national poverty datum. An aggressive SME
programme will be mounted to realize this objective.

We hope too, by December 2008, to have positively contributed to the creation of a sound and

friendly investment climate in which all current investor concerns are addressed, making Zimbabwe the
most attractive foreign direct investment destination in Africa.

7IN PURSUIT...

711

n pursuit of the above deliverables, our policy thrust isto:

(a) Implement policies and programs that reign in inflationary pressures, so as to anchor
economy-wide macroeconomic stability.

(b) Promote financial sector stability and cultivate a National saving culture.

(c) continue supporting all productive sectors of the economy through direct and/or market
instruments of intervention.

(d) appeal for increased productivity and discipline across the board, from chief executive of
company, parastatal or ministry to the farm worker, to the cleaner at the factory floor.

(e) support and sustain export generating activities and initiatives.

(f) influence Central Government to gradually reduce and eventually eliminate irrational support
mechanisms inadvertently impeding our current input-output valuation models and fair
compensating systems of same (pricing models) while at the same time encouraging Authorities
to remain aert to the need for sustainable support frameworks directed at the needy and the
vulnerable Zimbabweans wherever they may be.

(g) fight and win the war against corruption, indiscipline and speculation in our midst.

8. COMMITMENT TO IMPLEMENT...

81

Our commitment to implement and stay the course in the face of inevitable pain along the way is

key to the realisation of our dreams.

8.2

We commit as Monetary Authorities, to avoid policy reversals and remain alert to any

inadvertent negative impact of our policies within the confines of our delegated mandates in specific

areas.



THREE VICESWEIGHING DOWN THE ECONOMY ...

8.3 Over the past 32 months, the turnaround efforts have come face to face with the hazards of the
three vices of indiscipline, corruption and speculation, which have weighed us down and continue to
impose an intolerable burden on the people of Zimbabwe and the economy in general.

84 To these three we now add another vice called bureaucratic inertia. This disease is depriving the
people of Zimbabwe from benefiting from Government programmes and projects due to unnecessary
roadblocks that are encountered along the road towards implementation 8.5 A plan or programme
implemented two or three years after commitment is unlikely to produce the same results with that
implemented timeously, especially in an inflationary environment.

8.6 Often, Central Government has come up with noble projects and policies, but the same have
fallen flat at the implementation stage or have suffered from policy reversals, indecision, and
contradictions as ministries and parastatals fought turf-wars at the expense of the Nation at large.

8.7 Aslong as these vices are not dealt with decisively, al our efforts at turning around this
economy will count for nothing.

8.8 The ugly head of indiscipline has continued to reflect itself through foreign exchange
externalization, under-declaration of exports, over-statement of imports, diversion of free funds destined
for Zimbabwe, farm disruptions, looting and destruction of farm equipment and infrastructure theft of
ZESA copper wire, cables transformer accessories and telecommunication cables, among many others.

8.9 The scourge of indiscipline has also shown itself through diversion into grey markets of inputs,
such as seeds, fertilizers diesel and soft loans, meant to support farming and other productive activities, as
the perpetrators look for quick monetary gains.

8.10 Speculation has surfaced at an alarming pace in virtually all sectors of the economy, with the
demand for cash in the economy rising at astronomical rates, as people are positioning themselves to take
advantage of rent-seeking opportunities.

811  Theviceof corruption has continued to show itself at varying levels and in different institutional
structures, further undermining the turnaround momentum.

8.12 Examples of corruption that we are having to deal with are:
(a) lllegal foreign currency dealings

(b) Smuggling of precious metals and even Kapentafish in the middle of Kariba by our
fishermen,

(c) Non-payment of third-party insurance by foreign travelers driving through our borders,
(d) Under-pricing and over-charging of commissions on agricultural exports

(e) Abuse of payments through the voucher system and non-remittance of other payments that
are made offshore in the tourism sector.

(f) Unrecorded organised illegal hunting and poaching activities.

(g) Non-performing cross-border investments whose original funding would have been siphoned
from Zimbabwe.

(h) The "Hawala System" type of leakages through money transfers
(i) Selling and renting propertiesin foreign currency that is banked outside Zimbabwe,

(j) Refining of mineral exports outside Zimbabwe and under-declaration of full value, type,
quality and volumes.

(k) These malpractices have denied this economy and people of Zimbabwe full value in foreign
currency thereby significantly contributing to:

(i) reduced foreign exchange earnings and receipts

(ii) shortages of fuel, drugs and working capital needed to uplift production in factories
(iii) high inflation

(iv) arrearsto our internationa creditors

(v) weakening confidence in the economy.



9. BLAME GAME...

9.1 Zimbabwe has approximately 14 million people, all capable of being appointed Central Bank
Governors tomorrow. We can therefore change Governors daily for the next million days but none of the
newly appointed Governorswill be able to change the face of this economy one inch for the better unless
at the national level, we take decisive steps to get rid of the endemic corruption which is now part and
parcel of the Zimbabwean life, especially among the influential.

9.2 With respect to our ability to fight corruption, the greatest drawback has come from Central
Government which has not given sufficient resources to our Ministries of Home Affairs, Justice and the
Anti-Corruption Department and Commission.

9.3 In our interaction with these critical arms of Government we have come to appreciate that we
cannot expect our police force to discharge their duties on a shoe string budget, on meager allocation of
fuel and in some cases, without adequate and suitable transport.

94 We have also come to appreciate that we cannot expect our Justice Ministry or the Attorney
General's Office to efficiently discharge their investigatory and prosecution duties without adequate
transport and financial resources to enable the prosecutors, judicial officers and judges to move from
place to place, computers and other essential accessories so necessary to facilitate their brain-work.

9.5 Equally, we have come to appreciate that we cannot expect the Anti-Corruption Crusade to
gather momentum and succeed without being well resourced.

9.6 In all these cases, it isasif Central Government is undecided whether or not to alow these arms
of Government to discharge their mandate.

9.7 In strategy, it is common knowledge that performance is a product of not just one's motivation,
environment and technical ability but also, critically, of the resources put at one's disposal. It is pointless
to go into battle with a highly technically competent and well motivated group of soldiers but who have
no guns and other forms of artillery and even food and expect that army to win the battle let alone the
war! That to us seems to be the case with most critical Government arms.

9.8 Our advice as Monetary Authorities is that we cannot afford to be half-hearted about these
issues. It is either we want to go into the battle to win or else we should not begin.

9.9 We are pleased though, and it is better late than never that Central Government, through the
Minister of Finance, last week announced additional resources to these critical ministriesand it is our
hope that the resources will be put to good use so we begin to witness improvements all round.

9.10  TheCentral Bank has had to chip in on a number of occasions with resources to support all the
institutions referred to above in one of those quasi-fiscal operations out of joint frustration from ourselves
aswell as the institutions concerned, particularly after seeing that perpetrators of crime are taking
advantage of the glaring lack of resources at these ministries.

9.11 | guessin simpleterms, my messageto all stakeholders, to Central Government to the media and
the generality of Zimbabweansis, this Governor and his team need help - help to stamp out corruption
and indiscipline wherever it is so we can achieve our goals in the remaining 28 months of our terms of
office.

9.12 It isthus clear to the Central Bank that these vices have become the biggest millstone around
Zimbabwe's neck and unless we tackle these vices openly and decisively, we will continue with the
blame-game and ad-infinitum.

UNINFORMED VENOMOUS OUTPOURINGS...

9.13 It isaso clear to me that venomous outpourings by some of our arm-chair critics and boardroom
analysts seeking to convince the most gullible amongst us, in their eloquent technical jargon, and
retrogressive never-see-good forecasts which seek to lay blame for al our evils on one institution, one
person, or one stakeholder constituency, are nothing more than what one writer, described during the
Rhodesian era as " pseudo-economic intellectualism feeding from reckless dishonesty."

9.14  Thetimefor the blame gameis over. My appeal isfor this Nation to collectively turn on a new
leaf; turn on anew page containing rules of economic repentance, of uprightness, trust in one another and
responsibility. Hence our launch of the Concept of Sunrise: A New Beginning.

9.15  Theextend, depth and range of misdemeanours in this economy call for self introspection at the
personal, ingtitutional and leadership levels beit in the public or private sector spheres of our operations.



9.16  The setbacks at hand are not soluble with singular efforts at the private sector, or the public
sector, Government, parastatals and local authorities, NGO's or the person called you and |. Let us respect
and seek God's guidance on the way forward, aswe work in unity for the same National objectives.

PRIVATE SECTOR PLEASE REALISE...

9.17  Wecannot all be exporters and therefore earners of foreign exchange. Those few in that position,
by their sheer ingenuity or privileged station in life must realise that hospitals for example do not, by their
very nature, earn much if any, foreign exchange to sustain themselves. Non-exporters do have legitimate
expectations that exporters will bring back all their foreign exchange to assist them in their mobilisation
of imported drugs, fuel, fertilizers among other requirements.

9.18  The private sector's profit motive must, therefore, not engulf us beyond the reasonable sense of
co-existence with the less privileged members of our communities.

9.19 Monetary Authorities are also not without blame. We may have underperformed in our policy
formulation and advice to Government but are ready to make good our shortcomings beginning with this
Statement, guided by the invaluable advice stakeholders have and continue to give us.

10. NO PAIN, NO GAIN...

10.1 Some of our policies are going to be painful, very painful to the wayward and hurtful to
speculators, the underground market dealers and their associates.

10.2 In some cases, the pain is going to be sharp and short but the effects will be beneficial to many
and the economy in the long-run.

10.3 | ask for your prayersthat | and my team do not become physical, intellectual and emotional
victims of the ruthless behaviours and tendencies of these speculators as they begin to taste medicine
from hell and start burning from the inevitably necessary policies we are going to implement henceforth.

104  You will hear them complain bitterly and loudly in bars, in the press and at secret locations
while some will use their ill gotten wealth to sponsor general disorder and targeted malice at the Governor
and histeam as away of vending their anger at our policies.

105  Asfellow Zimbabweans, we have to face these vices and tackle them resolutely, and with no
further delay, fear or favour.

106  The successful turnaround of this economy isamission for which some of us have given
themselves up to fully accomplish even if we remain without friends, waiting for that promised day when
this Governor will be hauled before atribunal for allegedly destroying this economy or certain businesses.

10.7 If some or all of usresign in capitulation, without doubt, we will prolong the period of pain, and
with this, risk total obliteration of raising the standards of living for the majority of Zimbabweans for
many years to come. Our future generations would not forgive us, were this to be allowed to happen.

SURVIVAL UNDER SANCTIONS...

10.8  Whilst to some few, the question of whether or not Zimbabwe is under sanctions still remains a
debatable subject, it has now become starkly apparent to many that the country is confronting a
systematic economic warfare that is being orchestrated by those in the global community who do not
agree with usin the various forms and manner of our socio-political and economic spheres of interaction.

109  The adverse systematic effects of the so called targeted sanctions are there for all to see and bear,
since from the unborn to elderly and the weak, the rural and urbanites alike, women and children, the
dying and the dead have all been affected in one way or another. Y et we are contend to regard them as
targeted sanctions!

10.10 AsMonetary Authorities, we urge those who still regard such sanctions as atool for change to
review and remove them infavour of the Mkapa dial ogue/mediation route as this provides for amore
sustainable progressive path through dialogue, as opposed to using blunt instruments of sanctions which
bloody the masses more than they cut to the ill-conceived objectives.

10.11 Inthedark days of colonialism, before our very own eyes, we saw and felt the form and
character of such economic warfare, when the wider community of nations, including the United Nations,
slapped painful economic sanctions on the then Rhodesian Government following the Unilateral
Declaration of Independence (UDI) in 1965.

-10-



10.12  Whilst the historical premise for those sanctionsis not the point of note here, it isimperative to
examine and trace how the country at that time managed to weave itself into a successful and strong
economy within the sub-region, even under the strain of sanctions.

10.13 Inacompelling recount of Zimbabwe's pre-independence economic history, in the book titled "A
Portrait of An Economy Under Sanctions, 1965-1975", John Handford, vividly shows the following
factors, as being critical learning points for economic management in extraordinary circumstances of
sanctions:

(). The mindset of the people; the "human spirit" has to be one of self-worth, positive and
optimistic in own capacities to deliver own prosperity.

(b). Turning the negative impact of sanctions into an opportunity for internal creativity in search
of survival, stretching the production possihilities frontier through new ways of doing things at
competitive costs.

(). Making full use of the opportunities presented by the comparative advantages conferred on
the country by its natural resources in agriculture, mining and tourism.

(d). Ingenuitiesin overcoming exogenous factors through inventiveness and forward planning.

(e). Identification, and working closely with a few trusted counterpart countries to germinate
growth in investment, exports, and special lines of credit that sustain key sectors of the economy.

10.14 Asthefree, independent Zimbabwe of today, we are, ourselves, once again faced with the
disruptive threat of sanctions, requiring that we invoke extraordinary measures to deal with the attendant
extraordinary circumstances.

10.15 It must be said, however, that the combined effects of the above forms of malpractices,
corruption, speculation, greed and indiscipline now prevalent in our economy is worse than the effect of
sanctions on our economy.

10.16 Asargued earlier, Rhodesians survived 25 years of international sanctions and war because they
were a united lot, believed in what they stood for as a people, were disciplined as economic actors and
had law and order regulations which people defied at their own peril in those dark days.

10.17 There was abig whip for indiscipline, there was intolerance for ineptitude, dislike for the lazy
and an abomination for the corrupt regardless of position in society. There was total obedience to
authority and accountability for one's day at the office, in the field and the factory floor. We need the
same entrepreneurial values even today.

10.18 Through non or delayed implementation of agreed Government programmes, we are causing
more inflation because, by the time we get round to implementing a project, its cost has doubled or
trebled and the result is an increasing population of white elephants without legs throughout the country
in the form of half completed projects that become an eyesore to the local population and a drag to the
focus, hence inflationary.

10.19 Because manageria effectivenessisjudged by the successful implementation of an idea or
program, many of us are hiding our inefficiencies and lack of depth in meetings after meetings and after
so many years of this approach, we end-up claiming positional seniority wherever we are, in the private
sector, in Government or parastatals, yet we are shy when it comes to taking tough decisions on the
implementation front.

10.20 Captains of Industry and Commerce as well as Government officials now need to reassert
themselves now more than at any other time in our history, showing direction, vision and determination to
implement urgent corrective policies and programs that address Zimbabwe's current set-backs. There
should be no excuses for failure.

10.21 Itisnot the time for too many meetings to plan and write new economic blue-prints. All these
are there and apart from changing covers to some of these plans, the rest of the contentsis not new, and
remains as aptly relevant as it was then.

10.22 Todo businessasusual, to think as usual, trust as usual, eat and drink as usual will consign usto
the dusthins of history and condemn usto perpetual misery!

10.23  Weneed to streamline and weed out policy inconsistencies.
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10.24 We need to creatively prune down our Christmas tree of subsidies, leaving out those who can
fend for themselves from our grocery list of Christmas presents for the needy and vulnerable, in the rural
and urban and semi-urban settings.

10.25 Weneed to contain our ministry expenditure appetites to levels consistent with our internal
resources.

10.26 We need to take necessary pain directed at the many legs and arms amputating in our economic
system that now thrive on nothing else but "deals" and a speculative mentality.

10.27 Indoing so, it will be inevitable that many of those who had developed near cults in subversive
dealings will incur heavy losses, as we close loopholes for rent-seeking behaviour.

10.28 Inthis Monetary Policy Statement, we introduce far-reaching changes, as we implement the first
phase of currency reforms to fight off the speculative vices that are draining the turnaround momentum.

10.29 Drastic draconian and painful as some of the prescriptions will be, these measures have become
inevitable, so asto lay the foundation for atranquil and prosperous Zimbabwe.

10.30 Inthis Monetary Policy Statement we, therefore, lay forth what we believe is the necessary
painful medicine we have to collectively swallow as a Nation so asto rid our economy of the burgeoning
ills, most of which are within reach of our own remedial means.

10.31 Weare, inthisMonetary Policy Statement, literally declaring war against speculation through
revolutionary payments system reforms.

10.32 Weare re-declaring war against inflation.

10.33 Weare re-declaring war against those who received targeted concessional financing and diverted
it into non-productive uses.

10.34 We are declaring war against cash hoarding in office and house ceilings and in car booths, we
are making redundant, useless and obsolete, all Zimbabwe bearer cheques which areillegaly circulating
in our neighbouring countries having been illegally exported in the first place.

10.35 Wecall upon all stakeholdersto play their role in the stabilisation effort, as only through
collective and purposeful action, we can hope to succeed in our righteous endeavours.

10.36 Weare re-invigorating the export sector in an unprecedented way and we call upon our
exporters, old and new, to open anew chapter by responding progressively to the measures we are putting
in place now.

10.37 AlsointhisMonetary Policy Statement, we take the necessary medicine to drill the death nail on
the head of the foreign exchange parallel market, and we say to those who to this day, have been plying
this destructive avenue, their trade is no more.

10.38 T he gravity of the challenges confronting us as a nation also impels that we take far-reaching
measures in addressing the excessive demand for cash in the economy, fuelled by the high inflation, as
well as hoarding practices by fly by night speculators.

10.39 Wehave also cometo face the disheartening reality that even some large playersin the retail and
wholesale businesses have become cash-driven barons, electing to stash trillions of local currency in the
bellies of their premises basementsin order to finance parallel market and other speculative activities.

1040 Intheface of all these adversities, this Monetary Policy Statement invokes the country's Anti-
money Laundering laws with greater vigour to make sure that those thriving on peddling dirty money in
our economy go out of business overnight.

1041 Itistherefore, necessary that at the onset, we call upon the Nation at large and the business,
political and social leadership of our spectrum to bear with us, as we are hereby going to induce the
necessary shock therapy which at this stage has become an inevitable course of action.

10.42 Inpresenting this turning point Monetary Policy Statement at this critical moment in our
economic history, we are also breaking away from past norms, where first portions of the Statement dealt
with overviews of historical developments.

10.43 Inthe coming sections, we therefore lay out upfront, the concrete package of measures this
Monetary Policy Statement introduces to effectively change the face of our economy for the better.
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FIRST NATIONAL BUILDING SOCIETY (FNBS)

10.44  Inthe 2005 Fourth Quarter Monetary Policy Statement issued on 24 January 2006, FNBS was
provided with an opportunity to attract new investors who were supposed to inject capital into the
ingtitution by 30 June 2006, after which if the initiative failed, the institution was going to be liquidated.

1045 Inthe spirit of fairness and transparency, we wrote letters to the proposed shareholders of FNBS
in June 2006, requiring confirmation of their contributions to the $96.59 hillion that was required to be
deposited with Reserve Bank by 30 June 2006; and demonstration of their capacity to raise the $750
billion minimum capital required by no later than 30 September 2006.

10.46  All the proposed shareholders indicated in writing that they had no capacity to inject the required
funding and pulled out of the scheme. The major shareholder proposed to include undeveloped land as
capital which is contrary to international best practice and the provisions of the Banking Act and
Regulations.

10.47 At an FNBS creditors meeting held on 17 July 2006, the Chairperson of the creditors meetings
indicated that he would prepare a report for the High Court, to enable the liquidator's lawyers to apply for
the discharge of the Scheme of Arrangement, and return the Society to final liquidation.

10.48 AsMonetary Authorities we fully endorse the liquidation of the Society as all possible attempts
to reviveit have failed.

INFLATION DEVELOPMENTS
10.49 Before moving on to the substantive policy measures of this Statement, it isimperative that |
present some of the major recent devel opments on the inflation and monetary aggregate fronts.

10.50 Inflation is still the number one enemy in our turnaround efforts, increasing on an annual basis
from 1042.9% in April 2006 to 1193.% in May 2006, before declining to 1185% in June, 2006.

1051  Apart from the known traditional causal variable of inflation, which is high growth in money
supply, Zimbabwe's inflation has also largely been driven by the benchmarking of prices on the parallel
market exchange rate.

10.52 Thevicesinthe foreign exchange parallel market are, therefore an evil that needs redress
through policy realignments, punishment of offenders and decisiveness.

10.53 The multiple pricing structures evident in the various sectors of the economy, for example, fuel
and grain, have also created price differentias that breed arbitrage opportunities, which in turn spur
inflationary pressures.

1054 Weare pleased that Cabinet last week agreed to deal with the issue of fuel, electricity and inputs
in amanner that begins to address the issue of multiple prices and related subsidies.

10.55 Figure 3 below shows the annual inflation profile from January 2004 to June 2006.

Year on Year Inflation Profile

13486%
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10.56  The month-on-month inflation rate has been on arise, from 19.8% in March 2006 to 28% in
May 2006, however it decelerated to 17.3% in June 2006. Figure 2 below shows the monthly inflation
developments.

Month on Month Inflation 2005 to 2006
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MONETARY DEVELOPMENTS
Money Supply

10.57 Broad money supply (M3) growth has been on an upward trend and increased from 528.2% in
February 2006 to 669.9% in May 2006.

10.58 These high levels of monetary expansion reflect the inevitable interventions that the Central
Bank is having to do in the economy to prevent further deterioration of infrastructure, as well as actual
overall production, especially in agriculture.

1059 Theincreasein broad money supply in May 2006 was underpinned by expansion in domestic
credit of 629.3%. The expansion in domestic credit was driven by:

(i) Credit to Government, which grew by 927.5%;
(ii) Credit to the private sector, 455.0%; and
(iii) Claims on public enterprises, 635.5%.

Money Supply Growth Trend
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10.60 Credit to Government has been mainly through Treasury bills, to finance inescapable
Government expenditures.
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10.61 Lending to the private sector has been growing, increasing from 279.2% in January 2006 to
455.0% in May 2006, mainly through loans and advances from the banking sector.

10.62 The major driversfor the nominal increase in loans and advances are concessional facilities and
overdraft loans for working capital.

10.63 Lending by commercial and merchant banks has been mostly to the following sectors,
agriculture (inclusive of ASPEF: 22.7%); distribution, (10.7%); manufacturing, (10.1%); and mining
(5.7%). However, lending to the agricultural sector (excluding ASPEF) by commercial and merchant
banks remained low due to limited availability of collateral and the high cost of money.

10.64 The Figure below shows the distribution of loans and advances on a sectoral basis.

Utilization of loans by Pur pose
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10.65 The private sector continues to command the biggest share of domestic credit, 52%, while credit
to Government is 43% and public enterprise commands the least share at 4%, as at end of April 2006.

Sectoral Distribution of Domestic Credit
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NEW MONETARY POLICY MEASURES
The Need for Extraordinary I nterventions

10.66 The collective combination of fiscal expenditure overruns, indiscipline across most sectors of the
economy, speculation, half-hearted implementation of set National programmes, corruption and the
adversities of the sanctions imposed on Zimbabwe has culminated in a strained socio-economic
environment in the economy.

10.67 At the start of the turnaround programme, we committed ourselves to reducing the scourge of
inflation to single-digit levels by December 2007. As of May, 2006, the annual inflation rate soared to
11949% before shedding off 9 percentage points to 1185% in June, 2006, a far cry from the single-digit
target.

10.68 Wealso, at the start of our turnaround in December 2003 committed to raising gold production
to at least 30 tonnes annually by December, 2005.
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10.69 We achieved 22 tonnesin 2004. In 2005, total gold deliveriesinstead of growing, declined to
13.5 tonnes, and in 2006, the first 6 months to June, we have seen a mere 4.3 tonnes delivered to the
Reserve Bank, which is a 33% decline, notwithstanding all attempts to sustain the industry through
favorable support prices.

10.70 Instead, the side and underworld markets of smuggled gold are reportedly flourishing, right
under the country's collective noses, and should we cry from the pain of foreign currency shortages? The
answer is let us declare war against smugglers irrespective of who they are.

10.71  Inagriculture, total export shipments, excluding tobacco, for the six months to June, 2006, also
declined by 23%, and thisin ayear when exceptional rains were received.

10.72  On tobacco, total shipments for the 6 months to June, 2006 declined by 16.3%.

10.73 Thequestion to now ask is, should we continue to tolerate any more farm disruptions? The
answer isahbig NO.

10.74  In manufacturing, again, the first 6 months of 2006 have seen a significant declinein total
exports, -13.8% on the same period in 2005.

10.75 Onthe back of high fiscal outlays, aggravated by expenditure overrunsin line ministries,
coupled with the quasi-fiscal interventions entrusted on the Reserve Bank to avoid a compl ete catastrophe
in the agricultural sector, monetary growth rates have scaled to high levels, 600% annually, that now have
to be curbed without any further delay.

CURRENCY REFORMS

10.76  Developments over the past few months have seen the country registering an unprecedented
surge in the demand for cash, with very limited amounts of the same cash being re-deposited back into the
banking system.

10.77 Whilst it isastandard reality that under periods of high inflation, economic players require more
cash holdings to meet day-to-day transactional requirements, as Monetary Authorities, we have noted
with concern the apparent practices by most high-cash businesses and other briefcase middle-traders of
stashing cash for speculative purposes.

10.78 Market intelligence, as well as surveillance operations by the Reserve Bank have also revealed
that others have smuggled local currency cash into neighboring countries where again, speculative trading
practices are being conducted.

10.79 The high inflation environment has also bred and fed looming technical risks on financial
information systems stability, with most I T systems fast approaching their programmed digital handling
capacity ceilings.

10.80 During our interactive process to compile stakeholders' inputs to this monetary Policy Statement,
we received a unanimous clarion call for urgent measures to be taken to foreclose the risk of systems
failure due to the escalating high-value transactions.

10.81  Thisconsultative process saw the Reserve Bank holding consultative meetings with the
following stakeholders, among many others:

1. Cabinet (CFEA)

2. Some members of Parliament

3. Zimbabwe National Chamber of Commerce (ZNCC)

4. Confederation of Zimbabwe Industries (CZI)

5. Zimbabwe Tobacco Association (ZTA)

6. Horticultural Promotion Council 7. Consumer Council of Zimbabwe (CCZ)
8. Employers' Confederation of Zimbabwe 9. Law Association of Zimbabwe
10. Zimbabwe Council of Trade Unions (ZCTU)

11. Construction Industry Federation of Zimbabwe

12. Indigenous Business Women Organization

13. Zimbabwe Revenue Authority (ZIMRA), and other Government Departments
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10.82

14. Real Estates Association

15. Ingtitute of Public Relations

16. Zimbabwe Miners Federation

17. Industrial Development Corporation (IDC)
18. Zimtrade

19. Retailers Association

20. Zimbabwe Tourism Authority

21. Chamber of Mines

22. Commercial Farmers Union (CFU)

23. Zimbabwe Farmers Union (ZFU)

24, Tobacco Industry Marketing Board (TIMB)
25. Zimbabwe Transport Operations Association
26. Tobacco Growers Trust

27. Export Processing Zones

28. Tobacco Growers Association

29. Bankers Association of Zimbabwe (BAZ)
30. Representatives of the non-bank financial institutions
31. The Zimbabwe Federation of Trade Unions (ZFTU)
32. The Zimbabwe National Chiefs Council

33. Central Statistical Office (CSO)

34. The Accounting and Audit Fraternity

35. Other (individually and institutionally)

In order to ensure that the aspirations and recommendations of stakeholders on the currency

reforms are implemented in the most effective way, the Reserve Bank also sent its teams to carry out in-
depth research to learn from some of the countries which have undergone variants of such reforms.

10.83

This saw the Reserve Bank teams going to Turkey and M ozambique from which experiences

exchanged.

10.84 Thefollowing core lessons, among many others, were noted:

(8) That currency reforms are a fundamental transformation which affects every member of the
economy. This requires that there be universal stakeholder buyin, so asto avoid cross-purpose
forces of negation where others, for lack of appreciation of the program at hand may opt to swim
against the current and oppose the change.

(b) That the specia needs of outlying rural communities need to be given equal attention during
the transition period.

(c) That during the change-over period, there is need for close collaborative effort between the
Central Bank, the Financial Sector, the Police and other security arms to ensure smooth change-
over logistics, aswell as fence off potential attempts at defrauding the public by some devious
elements.

(d) That the act of actual currency change-over, where anew currency isintroduced requires that
inflation be initially stabilised and reduced to low and stable levels. In the case of Zimbabwe,
we, therefore, have to apply pragmatic flexibility to implement the currency reformsin two
phases 1 and 2, with the second phase targeting to completely replace the bearer cheque system
with anew currency for Zimbabwe.
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(e) That success largely requires wide-spread publicity campaigns anchored on credible macro-
economic policies that effectively address the root causes of high inflation and other structured
rigidities.

10.85 lessons were also corroborated by the inputs we got locally from the various stakehol ders.

10.86 Asweroll out this critical landmark programme, we will rely on the support of all stakeholders,
particularly in overseeing the logistical processes and protecting the public from potential abuse by
fraudsters who may want to take advantage of the transitional adjustments to reap-off other members of
the community.

10.87 Onthe basis of the said consultations, the Bank adopted, without alteration, stakeholders
aspirations and recommendations that a new and urgent system be introduced to address the challenges
and inconveniences associated with high value transactions.

10.88  Predominantly all the private sector representations as well as those from Labour and other
Specia Interest groups argued that the matter be elevated from a remote "yellow" flag issue into being an
urgent, "red-flag" national issue that could not be delayed any day longer.

10.89 Consistent with this, it has, therefore, become necessary that an immediate but far-reaching
response be instituted to achieve the following objectives:

(8). Stemming out speculative activities by making it more viable to deal with the formal
financial system, aswell as making it difficult to access loose cash volumes outside the formal
channels.

(b). Reforming the country's currency valuation scale so asto foreclose I T systemsinstabilities
relating to digit handling capacity constraints.

(c). Laying the foundation for the eventual introduction of a new currency, as was already
announced to the public.

10.90 With immediate effect, therefore, the following measures have been introduced: SUNRISE- A
New Beginning.

10.91 Inorder to achieve the above objectives, between 1 August and 21 August, 2006, a new set of
bearer cheques will be introduced to replace the entire family of bearer cheques currently in circulation,
under the theme: Sunrise - A New Beginning for Zimbabwe.

10.92 From Monday, 21 August 2006, all current bearer cheques and other forms of old currency will
become obsolete and valueless.

10.93 We have spent so much energy fighting each other instead of fighting a common enemy. Its
nameis INFLATION and it is robbing every one of us of real value and real savings everyday.

10.94 Inflation's best friend is negative speculation which negatively accelerates the erosion of value of
our currency.

10.95 Itistragic that men and women who have honestly worked all their lives or even as you and |
have done for the month, to receive apay cheque that at best for many, just covers the basics.

10.96 Our dignity as Zimbabweans is affected as much as our currency.

10.97  Speculation drives our nation like a national pastime. We are all guilty of casting blame on one
party or the other or one individual or the other.

10.98 Regardless, today, as your Governor, | do not have the luxury of casting blame but the
responsibility of dealing with providing al Zimbabweans of all walks of life safer and more convenient
way to do business or life.

10.99 Tomorrow, 1 August 2006 is a new Sunrise; Zuvarabuda; I1ang Seliphumile. All of uswould like
the sun to set on the dark, speculative world of trading; cash hoarding and skyrocketing inflation so many
of us have been conditioned to.

10.100 It istimeto rise as Zimbabweans to a new operating environment of trust, decency and stability.
It isanew day to celebrate the best of our past and the best of our future and it is coming to you in a
tangible new vehicle.
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10.101 Tuesday 1st of August 2006, through to 21 August 2006, sees 3 zeros being taken off every old
bearer cheque which introduces a new family of bearer cheques that makes much more sense and, | hope,
dollarsfor al of us!

10.102 The period returns us to some stability and convenience. Of course thisisjust one monetary
mechanism to help make commerce and everyday life more convenient.

10.103 You may call it from Zero to Hero during the Heroes month. | am of the particular opinion that
ordinary Zimbabweans must be commended for their incredible resilience through the challenges we all
face.

10.104 Thisnew currency isacommon standard for us all. There is a simple mathematical equation of 1
to a 1000, which we have dubbed "send them off!" which may be rounded up or down to provide the new
values.

10.105 Again to emphasise, there will be atransition period for the new bearer chegues to come into
effect, which isfrom the 1st to the 21st of August, 2006.

10.106 Amounts being returned to be converted to the new bearer cheques are absolutely welcomed.
However, beyond these levels, we may wish for ZIMRA clearance that these monies are from legitimate,
business or trading activities.

10.107 We are not asking for angels but we are asking for a common standard for all of usto liveby in
Zimbabwe. We must not have half the economy working honest jobs, paying honest taxes and facing all
the pressures they do while the other half livesin a briefcase and tradesin cash and possibly foreign
currency. The other group lives under the radar while the other takes it away. And with it large profits that
we al pay for. There will be no fear or favour. Whether you are in Government, private sector or whether
you are in hiding, there is one set of rules for one Zimbabwe.

10.108 Ladies and Gentlemen, the Reserve Bank of Zimbabwe is not the panacea of al things nor as
your Governor can | control everything. In fact | submit to you and even if | was not your Governor, we
would still face the devastating effects of negative speculation and the resultant inflation in our economy.

10.109 The only way back is more productivity and more of us playing on one team. This means
practically amore open Zimbabwe, that's open for business. We will endeavor to ease as many facilities
in favour of increased commerce and trade, but we can only do this when we are working for the same
goal.

10.110 With our new bearer chegues, you lose nothing, but gain a whole new operating environment
that | hope encourages easier transactions. | urge you all to embrace this new opportunity. Use your local
banks more. Do not horde cash. Cash initself has no intrinsic value. It iswhat we build, plant, trade,
create, manufacture, invest and provide service for together that rejuvenates our currency's value.

10.111 A new beginning, symbolising the start of macro-economic stability in our midst is therefore,
being introduced effective tomorrow.

10.112 The coming up of the new sun is, thus, brings with it afresh breeze of hope and optimism.

10.113 Thus, the 21-days of change-over, are the beginning of far-reaching transformations for our
economy and beginning of trouble for economic saboteurs who have caused havoc to this economy
through their speculative and cash hoarding tendencies.

10.114 Again what this meansis that post the cut-off date, anyone holding the old family of bearer
cheques will be holding worthless pieces of paper, with zero monetary values, and would not be usable as
amedium of exchangein Zimbabwe.

10.115 Also, post the cut off date it will not be feasible to trade-in the old bearer cheques for the new
ones at any bank, store, supermarket, service station or outlet.

10.116 Thisnecessary course of action is supported by the appropriate legal instruments.
10.117 The new bearer cheques will have the following exchange value, relative to the old bearer
cheques:

The Conversion Factor...

| As pointed out earlier, a conversion factor of $1 000 where the new $1.00 worth of new bearer cheque
will equal $1000 worth of old bearer cheques.
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10.118 The effect of this conversion isthat all monetary valuesin all sectors of the economy have been
rebased by striking out three zeros (dividing by 1000).

10.119 We call upon stakeholders to appropriately rebalance their valuations, including prices, incomes,
contract values, asset prices, among many other monetary measures to reflect this new irreversible
change.

10.120 For example, agood or service which had a price of $1000 under the old system would now cost
$1 of the rebalanced bearer cheques, and one which currently costs $1 000 000 (one million dollars) will
now cost $1 000 of the new bearer cheques, and so on.

10.121 The Supplement on Currency Reforms, accompanying this Monetary Policy Statement presents
in greater detail, the operational modalities of this new measure.

Conversion Deadline (Sunset Clause)

10.122 All holders of the old family of bearer cheques have 21 working days from today, date of
announcement to deposit their funds back into the banking system to allow for the change over into the
new set of bearer cheques.

10.123 Thefollowing strict conditions shall apply in the change-over process:

(a). During the change over period, if the cash of old bearer cheques being redeposited exceeds
set thresholds for individuals and corporates, the holder shall produce proof of source of funds,
aswell as ZIMRA clearance certification for tax payment on the transaction underpinning the
cash.

The cash deposit thresholds beyond which the certifications will be required are:
e Individuals: $100 million.(of old bearer cheques)
e Corporates: $5 billion.(of old bearer cheques)

(b). Where the holder of cash can not prove legitimate source of funds, the cash will be deposited
into Anti-Money Laundering Zero Coupon Bonds (AMOLAZEBO), with a minimum tenor of 2
years.

e The owner of the cash will hold the bonds pending investigation and/or clearance with
ZIMRA, at which point the bonds will be redeemed at face value.

e Wherelegitimacy is established after funds have aready been locked up in
AMOLAZEBO, interest at the ruling Treasury Bill rates will be credited to the principal
and redemption given.

(c). Those who fail to change over their old bearer cheques within the stipulated period will
forfeit value of their holdings. In other words, the old bearer cheques will cease to be legal
tender, and hence will be value-less, with holders having no recourse for re-imbursement.

(d). Around the country's main points of entry, no local currency cash will be allowed into the
country if it is beyond the stipulated allowable cash export limits. Any excesses of $5 000
000,00 in old bearer notes will be forfeited, with holders being prosecuted for breach of
Exchange Control Regulations and Anti-money Laundering Laws, through illegal export of
currency in the first place.

(e). On conversion from old to new bearer cheques, the holder will only withdraw cash to the
tune of the following set cash withdrawal limits, which shall apply at all times, with the balances
being deposited into their bank accounts;

e Individuals: $100 000 of the new bearer cheques. (Equivalent for $100 million (one
hundred million) of old)

e Corporates: $750 000 of the new bearer cheques. (Equivalent to $750 000 000 (seven
hundred and fifty million) of old)

(f). Surveillance programs will be carried out to ensure that economy-wide prices, incomes and
asset prices have been properly re-scaled to reflect the new changes.
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(9). The Reserve Bank will also be carrying out Nation-wide publicity campaigns to educate
people on how to circumvent losing their monetary value post the conversion deadline, as well
asto avoid being robed by fraudsters wanting to take advantage of the changeover process.

(h). All corporate to corporate payments in excess of $1 000 000 of the new monetary values
will be strictly monitored to ensure that they are done electronically and through ZETSS, the
electronic transfer vehicle and banking sector players are being directed to strictly abide by this
reguirement and to report offenders to the Anti-Money Laundering Unit of the Central Bank.

10.124 Inimplementing this new measure, the Reserve Bank has by no means changed the currency of
the country yet.

10.125 Introduction of anew currency will come under phase 2 of the currency reforms, and thiswill be
done to replace all the bearer cheques, with no long prior warning.

10.126 We, therefore, strongly fore-warn households, individuals and corporates to remain very vigilant
in their bearer-cheque holdings, as the second phase of the currency reforms, that is, the actual removal of
bearer cheques and replacement with a new Zimbabwean currency, will not be pre-announced, but will be
implemented, with an even shorter change-over period of not more than seven (7) days from date of that
announcement.

10.127 Those who will be caught up holding high volumes risk losing their monetary values as would
inevitably happen to others who are going to be caught up under the current phase 1 of the currency
reforms.

9.128 Itisimperative that we inform stakeholders that all the change-over preparatory work for phase
2 has been done, such that the change-over will be swift, backed by experience to be gained from phase 1.

Low Cost Individual Accounts

10.129 AsMonetary Authorities, we call upon players in the banking industry to come together and
come up with low-cost individual accounts that will enable that:

(). All employees across al sectors of the economy are paid their salaries through direct
transfersto their bank accounts, as opposed to the payment in cash asis still being practiced by
some companies.

(b). All holders of old bearer cheques wishing to convert into the new have the ability to open
accounts and deposit their cash into bank accounts over the valid change-over period. (before
expiration/cutoff date.)

EXCHANGE RATE MANAGEMENT

10.130 The exchange rate remains a central instrument through which real economic activity can be
promoted.

10.131 1 will announce a separate, specific statement dealing with exchange rate management, in a
manner consistent with the new currency reforms introduced.

Gold Trading

10.132 Inthe past, gold producers have made several representations for their status to be aligned with
that of other exporters.

10.133 In order to balance the merits of this noble request with the strategic nature of gold as areserve
asset, the following framework will be introduced with effect from 1 August, 2006.

Gold Foreign Currency Denominated Accounts (FCAS)

10.134 Gold producers can now retain 70% of their output in their foreign currency accounts, just like
any other exporter.

10.135 This meansthat 30% will be sold to the Reserve Bank whilst the balance 70% is retained by the
producers. This measure is being implemented with aview to promoting viability at the minesand in
return, we expect increase d output, discipline and a cessation of gold smuggling tendencies.
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Gold Declaration Forms (GDF1s)

10.136 Historicaly, gold producers were paid upfront on delivery of raw ore, well before the actual
refining and selling of the gold by the Reserve Bank.

10.137 Thiswas meant to recognise the then different treatment of gold producers from other exporters.

10.138 Within the new framework of leveling the playing field, with effect from 1 August, 2006 a Gold
Declaration Form1 (GDF1) has been introduced, which will have the following effect: (a) Gold producers
will be given a pre-export payment of 50% of estimated value on delivery to the Reserve Bank.

(b) The balance of 50% will be paid within 21 days, during which period the delivered gold will be
refined and exported by the Reserve Bank (c¢) The 30%/70% split shall apply for both portions, that is the
prepayment and the final post-export payment.

Exporters FCA Retention Period

10.139 Under the current foreign currency retention regulations, exporters can retain for own use 70%
of their export proceeds for up to 30 days, after which they are obliged to liquidate any unused balance
into the interbank market.

10.140 Thisarrangement has, however, presented some challenges to other exporters whose working
capital outlay programmes extended beyond 30 days.

10.141 Against this background, and as an additional measure to bring back normalcy in our operating
environment, al exporters, including horticulture, and gold producers are entitled to keep their FCA
balances indefinitely without fear of forced liquidation by either the Central Bank or the Authorised
dedlers.

10.142 Thiswill alow exporters to smoothly plan their cashflows, build up resources for larger
reguirements in future as well as create the necessary conditions for a vibrant interbank foreign exchange
trading market.

10.143 We call upon exportersto now play a more prominent role in building this economy and to stop
being cry-babies anymore. "Zuvarabuda', the sun has risen and it is time to get on with your core
business of exporting.

10.144 Inthe same vein, we implore on Captains of Industry, Miners Associations, the Horticulture
Promotion Council (HPC), the Zimbabwe Tourism Authority (ZTA), the Zimbabwe Council of Tourism
and all the other L eadership in our economic system to come up with self-policing codes of ethics that
cultivate greater economic patriotism than has been the case todate as liberalisation comes with
responsibility.

10.145 Let no-one among yourselves blow away this concession for everyone through unnecessary
schemes.

10.146 AsMonetary Authorities, we have done our part.

10.147 For the Central Bank to meet the foreign exchange needs of social sectors and other critical
Government functions, we depend on generators of that foreign currency.

10.148 Hospitals and schools do not generate foreign currency therefore let us be aresponsible
economic group to society.

10.149 At the Central Bank, we only produce local currency, and do not have the magical printing press
to generate foreign currency.

10.150 Our Government Ministriestoo must now take up the challenge and take charge in coordinating
productive activitiesin their respective sectors.

10.151 Where blockages arise, the relevant Government Ministries, therefore, ought to assume a much
more supportive role to ensure that our producers do what they are best at, and that isto feed and sustain
Zimbabwe.

Paymentsfor Hotel Services By Visitors

10.152 Aspart of maximising foreign currency inflows into the country, it isimperative that Hotel and
L odges operators abide by Exchange Control regulations which stipulate that all foreign visitors pay for
such servicesin foreign currency.
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10.153 Over the recent past the Reserve Bank has received overwhelming requests for foreign business
visitorsto pay for hotel servicesin local currency. Such requests which had mainly come from both
Government Departments and the private sector are now spilling into NGOs and in some instances the
Diplomatic Community.

10.154 Asthe Central Bank we find such requests not only at variance with Exchange Control
regquirements, but also unusual since most of the visitors would infact have brought foreign currency
which they opt to exchange at inflated parallel market exchange rates.

10.155 Itisagainst this background that Harare, for instance, is being rated internationally as among the
cheapest destinations for tourists.

INTEREST RATES
10.156 The high inflation environment requires that the Reserve Bank remains vigilant on itsinterest
rate policies.

10.157 This notwithstanding, however, it has become necessary that we fine-tune the current levels of
accommodation interest rates, so as to balance the virtues of anti-inflation demand management
interventions with continued flow of credit to the productive sectors of the economy.

10.158 With immediate effect, therefore, the following accommodation interest rates will apply:
(). Secured accommodation: fine-tuned from 850% to 300%; and
(b). Unsecured accommodation: fine-tuned from 900% to 350%.

10.159 These accommodation rates will be reviewed in line with the inflation outlook.

10.160 As Monetary Authorities, we call upon the Banking Industry to realign their interest rates
accordingly, in compound teams, so as to sharpen the transmission mechanism of monetary policy into
the rest of the economy's sectors.

10.161 Continued reduction in inflation will trigger and validate further interest rate reductions.

Liquidity Management

10.162 Following fruitful engagements between the Reserve Bank and the Banking Industry, we are
pleased to report that the contentious mandatory 2 year paper was abolished, as banks committed to
ensuring that they operate a non-segmented interbank money market where those institutions with long
positions prudently lend to other players, albeit within their institutional risk management credit limits.

10.163 In order to foreclose potential deviation by some players, the Reserve Bank will operate special
sweeping accounts for all clearing banks, into which al surplus funds after settlement are transferred and
kept at 0% for 7 working days. Thisis again, afurther improvement in support of banks' liquidity
positions as previously the tenor of the 0% NCDs was 30 days.

10.164 Over the outlook period, the Reserve Bank will continue to maintain atight monetary policy
framework until the inflation battle is won.

10.165 Again, the Banking Industry is called upon to ensure that they adeptly manage their liquidity
positions to avoid unnecessarily coming onto the Central Bank's punitive window for accommodation.

10.166 AsaCentral Bank, we are basically saying to the Banking Industry, "due to high inflation
prevailing in the economy, please do not come to borrow from the Reserve Bank™".

Minimum Statutory Reserves

10.167 Aspart of the Central Bank's efforts to further support the Banking Industry's liquidity
conditions in the lead-up to the 30 September, 2006 recapitalisation deadline, the minimum statutory
reserves thresholds were successively reduced from 60% to 45%, for demand and call deposits; from 45%
to 35% for building societies, savings and time deposits; and from 30% to 20% for Finance Houses
deposits.

10.168 To further consolidate the banking sector's liquidity positions, with immediate effect, the
following statutory reserves ratios will apply:

(a). Demand and call: 40%, thus cumulatively down by 20 percentage points from 60% prior to
the recent adjustments.

-23-



(b). Building societies, savings and time: 30%, cumulatively down by 15 percentage points from
45% prior to the recent adjustments.

(c). Finance houses: 15%, cumulatively down by 15 percentage points from 30% prior to the
recent adjustments.

Lending to Productive Sectors

10.169 It isimperative that playersin the Banking Industry reciprocate these supportive efforts by also
deploying their freed funds into productive lending.

10.170 AsMonetary Authorities, we prefer to be persuasive in encouraging the market to expand their
productive sector lending through voluntary credit risk assessments and resource allocation frameworks
that recognise the developmental role of banks, as opposed to instituting statutes that prescribe and
impose directed lending regquirements.

10.171 Whilst the 99-year lease programme's full implementation is being finalised, the Banking
Industry is encouraged to work out creative interim financing programs that put more weight on funding
projects based on projected cash flows of those projects, as opposed to mere balance-sheet lending.

10.172 Thisframework is more effective, particularly in respect to lending into foreign exchange
generating activities, such as tobacco, horticulture, cotton, paprika, coffee, tea, and many others. The
foreign exchange leverage creates an inbuilt stabiliser to the underlying economic activity to be financed,
which greatly mitigates against credit risk to the lending bank.

10.173 Aswas announced in previous Monetary Policy Statements, and in line with the refinements
made in this Statement, the ASPEF window, which will run through to December, 2008, will now operate
as afixed revolving fund, under the new framework of managing quasi-fiscal outlays as detailed later in
this Statement.

Per formance-Based ASPEF Roll-overs

10.174 Recommendations and persuasive representations from the banking industry have pointed on the
need to minimise the processing turnaround time frame for ASPEF |oan applications.

10.175 Aagainst this background, with immediate effect, the Reserve Bank, in collaboration with the
banking sector, will be implementing a performance-based ASPEF roll-over framework under which
farmers meeting the set criteriawould be allowed to rollover part of their existing ASPEF loans for
another cropping season, with a maximum threshold of one year.

10.176 The qualification criteriais that:

(8) The farmer must present proof of actual production and marketing of the previous season
crop funded by ASPEF.

(b) The farmer ought to have demonstrated a track-record of timely debt service with their bank
on existing ASPEF facilities.

(c) The bank’s overall assessment, backed by objective factsis that the applicant is engaged in
serious production activitiesin agriculture.

New Minimum Capital Requirements

10.177 With two months remaining before the 30 September, 2006 deadline for banking institutions to
meet the new minimum capital requirements, as Monetary Authorities, we call upon the Banking Industry
to ensure that this deadline is observed.

10.178 Equally important, the adjustment in the exchange rate, in line with the new currency valuation
arrangements, directly imposes a requirement that banking institutions put in motion internal processes to
further expand their capital levels.

10.179 Aswedid call for during our previous Monetary Policy Statements, it isimperative that
shareholders also take a keen interest in anchoring the stability of their institutions through fresh capital
injections.

10.180 Inorder to alow greater stability and robust adjustment to the new capital levels the previously
announced potential 31 December, 2006 capital top up have been moved forward to alater date to be
announced at the appropriate time.

-24-



10.181 The market is once again reminded that the Reserve Bank has no intentions to create
unnecessary pain to our financial ingtitutions but rather, is keen to ensuring that the overall financial
system remains safe and sound.

TOBACCO DEVELOPMENT

10.182 The country's tobacco industry has historically served as a major source of foreign exchange and
National pride, with Zimbabwe's tobacco being renowned for its high quality.

10.183 Over the recent years, however, the tobacco sector has continued to register sustained decline,
accentuated by the apparent lack of systematic programs that support research and development in the
sector.

10.184 Consideration of various options to support the sub-sector have shown that an appropriate
intervention is one which rewards and motivates those who have the interest in this specialised sector to
expand their productive capacities.

10.185 Against this background, with immediate effect, the Reserve Bank has introduced a Tobacco
Performance, Research and Development Facility, which rewards growers for actual production.

10.186 Under thisfacility, growerswill get additional support of 65% of sale value of actual deliveries
sold onto the auction floors, evaluated at the old interbank exchange rate of Z$101000/US$
retrospectively from start of this season to end of August, 2006.

10.187 Thissupport over and above the 35% already in place.

10.188 We call upon the Tobacco Industry to take full advantage of this program and restore the glitter
of our tobacco sector.

TOBACCO MERCHANTS SUPPORT TO GROWERS PROGRAMS

10.189 In previous Monetary Policy Statements, it was clarified to the tobacco industry that Merchants
with access to uncommitted foreign exchange facilities are encouraged to draw down on such windows
and support growers with pre-export financing.

10.190 Using this avenue, Merchants can help tobacco growers with the importation of spare parts,
seeds, fertilizers and chemicals, among other working capital requirements. Such support can also extend
to include agricultural equipment upgrading.

10.191 Under this program, the Reserve Bank will allow Merchants to then net-off their grower support
loans from export inflows upfront.

10.192 It isalso important to note that for purposes of keeping a complete picture on these initiatives,
the Reserve Bank would like to register al such special financing arrangements.

TOBACCO FCAs

10.193 To further support the tobacco industry, it has become necessary that the Reserve Bank re-
introduces the 15% FCA retention facility for the tobacco industry from next season, beginning April,
2007.

10.194 Such FCAswill be held in growers' FCAs indefinitely, with no liquidation expiry time-frame.
10.195 Thisarrangement is expected to provide relief to tobacco growers through easier access to
foreign exchange to meet critical import requirements.

QUASI-FISCAL OPERATIONS

10.196 Against the background of the transitory phase of the Land Reform Programme and the adverse
effects of declared and undeclared sanctions on the country's external resources mobilisation capabilities,
the Reserve Bank of Zimbabwe, under the direction of the country's Leadership and parent Ministry of
Finance, has been engaging in various supportive quasi-fiscal operations since January, 2004.

10.197 Theseincluded: o Funding of country-wide dam construction.

e Concessional financing to the productive sectors of the economy, particularly agriculture for
both working capital and infrastructure development.
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e Financing of parastatals, both of their local currency and foreign currency requirements. This
included financing of ZESA, NOCZIM, Air Zimbabwe, Hwange, ZISCO, ZINWA, NRZ,
ARDA, AREX, CAAZ, and IDC among many others.

e Provision of foreign exchange to some key social Ministries, such as Health and Child Welfare.
e  Repayment of Government debt, including that to the IMF, among others.
e Payment for other National strategic interests.

10.198 By their nature, the bulk of these quasi-fiscal operations inevitably led to high levels of money
supply growth, which in turn, asis standard knowledge, leads to demand-pull inflation.

10.199 With the Land Reform Programme now completed, it has become imperative that as a country,
we graduate from the crisis management phase, more towards settled, consistent policy programmes.

10.200 Against this background, the Reserve Bank will, in due course, create a separate entity, called
"The Zimbabwe Monetary Stabilisation Unit (ZMSU)", whose main mandate will be to:

(a). Warehouse all the stock of quasi-fiscal operations carried out by the Reserve Bank
since January, 2004.

(b). Actively make follow-ups, through intensive audits and verification spot checks to ensure
effective utilisation of all financial resources disbursed to various beneficiaries since January
2004 to date.

(c). Act as uncompromising debt collectors to recover all loans extended under the various
concessional lending programmes since January, 2004.

(d). Work closely with Agribank and other players in the Banking Industry, to come up with revolving
financing programmes for lending into agriculture.

(e). To work with relevant Government Ministries in mapping out turnaround programmes for the
parastatal sectors.

(f). Carry out any other special activities as would be directed from time to time.

10.201 It isimportant to underscore that the new entity will operate, free from any additional funding
from the Reserve Bank, other than the initial working capital, as would be set on opening, which aspects
are still under consideration.

10.202 With the inception of the new entity, all the concessional financing facilities will only operate
out of the autonomous institution, with a set ceiling of funding, which will operate on arevolving basis.

10.203 Thisway, we are working to anchor our anti-inflation initiatives, at the same time, minimising
disruptive transitions on the financing side for targeted priority sectors of the economy.

10.204 Thus, over the outlook period, the Reserve Bank's balance sheet will be much more geared to
reigning in any further expansion in high-powered money supply (reserve money), consistent with the
inflation targets.

Government Domestic Debt

10.205 Ashasaready been highlighted, it isimperative to streamline fiscal expenditures to minimum
guaranteed revenue streams in order to ensure debt sustainability. Thiswould help limit excessive
borrowing from the domestic banking sector, which tends to crowd out the financing of the productive
sectors of the economy.
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10.206 The graph below shows the domestic debt profile from June 2005 to July 2006. Domestic debt
has increased by 327% from $11.7 trillion in June 2005 to $50 trillion by mid July 2006.

Central Government Domestic Debt (Z$ Millions)
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10.207 The graph above shows that Government domestic debt would escalate to astronomical levelsif
the other debt components including Parastatals and Local Authorities debts, and other Government
liabilitiesin arrears are taken into account, including the amounts owed under various inevitable quasi-
fiscal outlays.

10.208 More importantly, efforts should be made to restructure domestic debt so that long term
instruments are issued as opposed to short term debt instruments in order to ease pressure on debt
servicing.

External Debt

10.209 Thetotal external debt of Zimbabwe includes loans from government, parastatals and the private
sector. The principal amount has almost been static at US$4 billion for the last 5 years since Zimbabwe
cannot access offshore loans at the moment.

10.210 However, the country has been accumulating arrears amounting to US$2 hillion, and as part of
the turnaround programme, export growth and investment promotion should ensure that we meet all our
financial obligations to international creditors.

10.211 As our economic performance level improves, Government is, thus, urged to continue making
regular repayments to the creditors so as enhance the country's creditworthiness and relations with the
international financial community.

Privatisation

10.212 We complement Government for making the decision to privatise some Parastatals, as part of the
strategic macroeconomic programme.

10.213 Wereiterate that the key pillars of the privatisation programme ought to include:
| Transparency;

| Zero tolerance on corruption; and

| The achievement of maximum monetary value from national assets.

10.214 We urge Government to expedite the implementation of this privatisation programme, proceeds
of which should go along way in complementing Government financial requirements under the reform
programme.

Energy Sector

10.215 Inthiseraof rising fuel prices, it iscritical for the economy to substitute crude oil with other
sources of fuel. We are, therefore, urging the speedy finalisation of the bio-diesel extraction and liquid
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fuels projects, whose objective should go beyond producing for the local market but also exporting future
surplusesinto the region.

10.216 Current estimates are that the Southern African Region will face a shortage of power and this
will be mostly felt as from in 2008. The Zimbabwe Electricity Supply Authority (ZESA) is urged to
speedily implement projects that will increase total generation capacity of both hydro and thermal power
at Kariba and Hwange, taking advantage of the various joint venture agreements already in place with
strategic external partners.

10.217 The country has the potential to install new electricity generation capacity at Gokwe North and
the Batoka project on the Zambezi river, and such potential must be exploited with minimum
bureaucracy.

10.218 Hwange Calliery should also continue to place prominence on enhancing operational
effectiveness due to its strong and multiple linkages with the rest of the economy and the power
generation sector in particular.

11 SUPPORTIVE MEASURES

111 For the above Monetary Policy Measures to bear fruit, it isimperative that the following
supportive measures be implemented:

Model For Managing Subsidies

11.2 At the centre of Government interventionsin the form of price guidelines and controlsin specific
targeted sectors are the objectives of price stability, equitable sustenance of welfare of the mgjority poor,
aswell asthe elimination of punitive discretionary price increases by unregulated monopolists.

11.3 It is, however, imperative that the country's subsidies framework be constantly reviewed in a
manner that minimises the aggregate burden on the fiscus, as well as narrowing the disruptive adverse
effects of price arbitrage opportunitiesin creating havens for rent-seeking behavior which discourages
actual economic production.

114 It is against this background that we applaud the current on-going efforts, under the NEDPP
framework to work out modalities to streamline the country's existing price misalignmentsin the pricing
of fuel, selected agricultural crops, fertilizers, local authorities and other utilities prices, and interest rates
to targeted sectors of the economy.

11.5  Along with this Monetary Policy Statement we have published our recommendations on what we
see as the most sustainable way forward in managing the country's subsidies framework.

116  Thecurrency reforms as unveiled in this Monetary Policy Statement, together with the new
exchange rate regime, set a solid foundation for the concept of "one commodity one price” to prevail in
the following areas: o Diesel prices o Petrol prices o Exchange rate o Electricity tariffs o Municipality
tariffs and charges o Maize prices 11.7 We implore the relevant Government Ministries and Departments
to ensure that convergence obtains in these and other commodity lines, so as to graduate the economy
more towards a sustainable, subsidy-free path.

11.8  Wealso strongly recommend to Government that in the few areas where subsidies are deemed
essentially critical, such support be given as reward for actual production, as opposed to pre-production
free handouts which, in most observed cases, have tended to be abused through side marketing and non-
productive use.

11.9  Theround-tripping currently taking place in the maize market is a case in point some
"innovative" holders of positions of authority are known to be buying maize from the GMB at the
Government subsidised price of $600 000/tonne, under the pretext that the maize so purchased would be
entirely milled and marketed at the intended low cost to the people.

11.10 Instead, however, some of these creative "millers’ are shuffling some maize back to the GMB
and resale at the $31,4 million buying pride to make a predatory margin of per tonne. This can not be
allowed to persist unchecked if we are to sustain lasting macroeconomic stabilisation.

11.11  Wehave also come to know that the same regressive "ingenuity" is being practiced in the market
for the diesel meant to propel the country's farming activities.

11.12  Again, this cannot be sustained into the future, as the intended benefits are under cut by self-
enrichment practices.
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11.13  Together with the process of consolidation and removal of subsidies, we however also wish to
underline that concepts of full-cost recovery be based on true reflections of production costs, as opposed
to cases where what are presented and levied to the consumers are overheads of inefficiencies or
profiteering margins.

Fiscal Consolidation

11.14 Fiscal expenditures have to be streamlined to be in line with the economy's revenue generative
capacity. Monetary financing of the fiscal budget, directly or indirectly through quasi-fiscal outlays at the
Reserve Bank is aboon for high inflation.

11.15 Weimplore all Government Ministries to stick to the resource allocation votes as articulated in
the refocused National Budget as announced by the Hon. Minister of Finance recently.

11.16 Itisimperative that as we work to entrench a strong culture of fiscal discipline, as a Nation we
aso self-appraise and work to closing the failings of yester-year in our budgetary formulation process.

11.17  Such areflective mode allows usto clear our lenses so as to elevate the nationa budget and its
implementation as a powerful tool to direct and influence the country's economic growth and
developmental programmes.

11.18 Top on the agendain such areflective process ought to be:
(a) Measures that ramp up revenue collection efficiencies and closure of evasion loopholes.

(b) Notable attachment of greater weight on capital formation, supported by belt-tightening on
recurrent outlays.

(c) A steadfast commitment at ensuring that real expenditure levelsin key social sectors such as
health and education are defended and grown over time.

(d) Redlistic revenue expenditure targets are set in a manner that recognises the extraordinary
circumstances currently confronting the Nation. Through this realism, scope will be created to
allow thefiscal side to take on board some of the inflationary quasi-fiscal outlay being inevitably
discharged through the Reserve Bank as a "second-best" survival intervention.

Stakeholder Commitment

11.19 The productive sectors of the economy, under the stewardship of their various associations,
should play a supportive role and come up with binding codes of ethics that restrain deviationsinto illegal
subversive practices, such as foreign exchange externalisation, over-pricing of goods and services, and
hoarding of produce to inflict price-shocks in the system.

11.20 Morethan ever before, as Zimbabweans, we need to realise that we are our own saviours, with
external parties merely expected to comein as equal business partners. We need to rise above political,
religious, ethnic or any other differences, and think and act National, in the best interests of Zimbabwe.

Anti-Corruption Drive

11.21  Asacountry, we need to shun corruption in all its forms. Merely committing to fight corruption
in words alone will not do. We need to capacitate the Anti-Corruption Commission with adequate
resources and tools with which to effectively carry out their critical mandate.

Shopping Trips

11.22  AsaNation, we need to introspect and start to concentrate more on economic activities that
create real wealth for the economy, as opposed to generating millions of paper wealth, borne out of non-
productive trading.

11.23  The multitudes of some of uswho fly in drovesto international destinations, purely to go and
buy trinkets, which are later sold here at punitive prices should start to focus more on creating real wealth
for the country.

11.24  Yes, some would argue that such trips are on the back of high unemployment levels. But, we
need to take aleaf from experiences elsewhere in other countries that have managed to self-develop
through systematic entrepreneurial development in areas that promote domestic production.

11.25 Wehaveland. Working capital facilities are being made available by the Government.

-29-



11.26  Why then must we reduce our economy into atrading hive, particularly when such tradeis
coming at the expense of factories that yester-year employed people gainfully.

11.27 Wecall upon the relevant authorities in Government to introduce deliberate developmental
policies that refocus activity more towards creative and productive activities and less on mere shopping
escapades.

Foreign Exchange L eakages

11.28 At the heart of the current foreign exchange shortages is also the endemic diversionary practices
by some generators of foreign exchange.

11.29  With the keen desire to inform the Nation, we have documented the various forms of leakages
that are draining the economy in a dedicated supplement.

11.30 Weplead with the relevant authorities to please help us.
11.31  Wecan not continue to pay ablind eye to the smuggling of gold that continues to take place.

11.32 Inthe past, alot of it was under cover of nightly darkness. Now it is happening in broad day
light.

11.33  We can not continue to pay a blind eye to the delays being experienced on dealing with known
delinquent exporters, who openly flout our Exchange Control Regulations.

11.34 Indeed, we cannot continue to watch helplessly on the parallel market activities that are evolving
under our noses in the foreign exchange market.

11.35 Others have sought to earn aliving through the crevices of the Stock Exchange, taking
advantage of dually listed countersto ply the parallel market.

11.36 Certainly it would be a sad day when we have to be forced to go in reverse gear by disallowing
dual listing.

11.37  Asyour Central Bank, our clarion call is: Please Zimbabweans, let us unite and do what is right
for our Nation; for our economy; and what is good for future generations to come.

Stability in Agriculture: Food Security and Agriculture Preparedness

11.38  Among the competitive advantages this country has over many other countries, is prime land,
supported by good potentia irrigation infrastructure and the numerous well stacked dams.

11.39  For thisreason, Zimbabwe has historically been the bread basket of Southern Africa. Therefore,
agriculture can only be the most feasible starting point of our economic development.

11.40 The Land Reform Programme has come and gone.

1141  What remainsto be doneis to improve productivity on the farms through appropriate policy
frameworks, capacity building and implementation.

11.42  Our National development policies should ensure that agriculture is aviable businessthat is
attractive to the investing public through the removal of subsidies on inputs, but paying this subsidy on
the output end through compensatory pricing policies on the farm outputs.

1143 Aswasaso highlighted earlier, the conclusion of the lease program is also imperative. This
ought to involve the issuing of |eases based on the farmer's potential to produce and the experience gained
in agriculture production, which should be determined by a thorough land usage audit.

1144 Thereis, therefore, an urgent need for greater stability to return in our agricultural sector. As
Monetary Authorities, we are pleased to report that recently, the relevant Ministry was given the needed
local currency financing to roll out the implementation of the 99-year lease programme, which would
give immense impetus to the agricultural sector.

1145 Successin agriculture also requires that appropriate financing structures continue to be put in
place, so asto ensure that farmers accesses working capital and funds for procuring capital equipment, as
well as other infrastructural developments. Such financing schemes must, however, increasingly wean
farmers away from over dependency on Government leaving targeted support only to specific vulnerable
groups, such asour A1 farmers.
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11.46 Itisalso important that the land distribution audit recommendations be implemented as a matter
of urgency, with orderly administration of all residual cases.

11.47 Stabilisation of agricultural production also requires that greater efforts continue to be placed in
fighting crime on the farms currently being perpetrated by afew who are bent on tarnishing the virtues of
the Land Reform Programme.

1148 AsMonetary Authorities, we are pleased that the Zimbabwe Republic Police isregistering
remarkable progress in this respect, under their strategic plan: "Vision 2008, Policing for National
Economic Revival." Already, this programme has seen the rate of stock theft cases declining across
virtually all provinces.

Capacity Building in Agriculture

11.49 Capacity building is essentia to ensure agriculture productivity. Whilst the government has been
playing abig part in this regard, this can not be | ft to the Government alone. The following issues,
therefore, need specia consideration:

a) Increasing capacity utilisation by fertilizer and other input producing companies through
appropriate pricing structures.

b) Identification of strategic partners with appropriate technology to do joint ventures with local
engineering companies to manufacture farming equipment.

¢) Enhancement of the distribution capacity for inputs and collection of output from farmers. The
commercial distribution channels would guarantee greater accessibility.

d) The concept adopted by operation Maguta, that of concentrating effort on specific irrigation
rehabilitation projects should be enhanced, rather than spreading limited resources thinly across
too many projects, ending up with virtually al of them half completed.

Implementation of Agro-policies
11.50  order to fortify growth in the agricultural sector, there is also need for:

a) Timely and efficient provision of inputs to farmers through appropriate distribution channels.
b) Removal of bureaucracy in implementation of set programs.

¢) Spirited, dedicated, and results based civil servants and technical expertsin positions meant to
monitor programs.

Strengthening the Judicial System

11.51 Itisalso imperative that our Judicial system be further strengthened through provision of
adequate resources for them to discharge their duties within reasonable turnaround time-frames. Where
cases of economic crimes remain pending for over two years, it becomes highly difficult to get the needed
response from surveillance and Exchange Control enforcement activities of the Central Bank.

Continued Parastatal Reforms
1152  Under the momentum already built by the NEDPP program, we need to fully reorient all our
parastatals in away that will ensure that:
e Their corporate structures are lean, and agile enough to operate like commercia private sector
entities.
e Their pricing frameworks are reflective of true costs of production/service delivery.

e They adequately streamline their capital structures and financing regimes to enable them to
operate independent of Central Government funding.

e They enter into strategic joint ventures and partnerships with resources private sector players,
local and/or foreign, who would infuse fresh capital injections aswell as new ways of efficient
management.

e They become more accountable, through overhauls of some of their corporate governance
structures. Parastatal boards must be well empowered and independent from political
interference.
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11.53 We are encouraged by the progress that Government has registered in restructuring critical
entities such as ZUPCO, ZESA, Air Zimbabwe, ZBH, and ARDA, among others.

Par astatal Dividends

11.54  Asweimpress upon the Parastatal sector to fully implement resolute turnaround programs we
call upon the relevant Government Ministries to ensure that our parastatals help fight against inflation by
extinguishing the borrowings at the Reserve Bank first prior to the declaration of dividends.

11.55 AsaNation, we will risk entrenching our institutions in the regressive mentality of window
dressed turnaround programs that consume dividends on the back of unpaid highly concessional funding.

Mining
11.56 AsZimbabweans we continue to sell alot of our minerals raw, which is partly accounting for the
decline in the manufacturing sector.

1157 Inorder to arrest thistrend, joint ventures are required to acquire relevant technologies that
enable value-addition on local minerals for the country to export semi-finished or finished products.

11.58 Itisfor thisreason that asthe Central Bank, we strongly commend the current initiatives under
the NEDPP to promote joint ventures with foreign investors in the mining industry, with some of the
programmes seeking to build the country's internal capacity to add value on its minerals.

11.59 The handicap of indiscipline, particularly in respect of smuggling of precious minerals continues
to limit the country's foreign exchange generative capacity.

11.60 We implore the relevant authorities in Government to consider declaring mining areas high security
zones, so that greater surveillance and deterrent frameworks can be put in place to plug off leakages.

NATIONAL SME DEVELOPMENT SUPPORT PROGRAM

11.61 Asadeveloping country, Zimbabwe's future liesin our collective ability to harness the potential
in the Small to Medium Scale Enterprise sectors (SMES).

11.62 In countries that have managed to evolve their developmental programmes in a manner that
benefited the wider low income communities, they did so on the back of systematic programmes that
supported entrepreneurial growth at the grassroots levels.

11.63 Examples of countries which come to mind in thisrespect are; India, Malaysia, Singapore, South
Korea, China, and Russia, among many others.

11.64 Developmental studies have shown that socio-economic ills such as crime, the spread of
HIV/AIDS, corruption, and other demerit social trends are strongly positively correlated with the
prevalence of unemployment.

11.65 Zimbabwe has long been recognised to offer very strong education and vocational training. But
without programs that are geared towards entrepreneurial development and job creation, our educational
and training programmes will go to waste, as other economies will reap the benefits of our efforts more

than ourselves.

11.66  Our youths leaving schools and technical colleges must actively play arolein the mainstream
economy.

11.67 With Zimbabwe's declining HIV/AIDS statistics as revealed by the Minister of Health and Child
Welfare Dr. David Parirenyatwa recently, we feel it isimperative to support that trend by keeping our
young people occupied through SME projects.

11.68 We encourage the relevant authorities in the Education sector to constantly orient our curricula
more towards courses that are closely linked with real life applications in the productive sectors of the
country.

11.69 Against this background, it has become necessary that a seed fund be created to cater for a
National SME Development Support Programme. With immediate effect, therefore, the Reserve Bank has
put in place a $16 trillion SME Development Fund, which will be administered through SEDCO and the
Banking sector.

11.70 To benefit from this facility, applicants will need to meet the following criteria: (a). Have to be
in the construction industry, OR (b). Have to be engaging in specific foreign exchange generating
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projects, OR (c). Should be in agro-processing, with strong synergies with the Agrarian Reform
Programme; OR (d). Mining sector devel opment.

11.71  Thefacility will be accessed at a concessional interest rate of 70% per annum.

11.72  Wecdll upon the banking sector to take advantage of the reduced statutory reserves by aso
matching this SME Development Support wallet, dollar for dollar, though the applicable interest rates
need not necessarily be at the official 70% level to reflect the banks overheads and related costs.

11.73 Asaway of stretching the SME fund across many beneficiaries, we call upon business leadersin
the communities to group potential beneficiaries into group projects, so as to expand the incomes
multiplier effects.

11.74  Inorder to ensure that the SME development program bears maximum impact to the wider
communities, with afair geographical spread across the country, the $16 trillion facility has been split in
Provincial Wallets, based on the country's demographics as published by the CSO from their latest
surveys, and adjusted for known concentrations of economic activity in mining, manufacturing,
agriculture and other productive activities.

Provincial Sharesin the SME Fund Province SME Fund ($trillions)
In old bearer cheque equivalence

Harare (Metropolitan) ........cccccoeeereeeeieie s esee e 25
Bulawayo (Metropolitan) .......ccccoceeieveieneiiecesecceese e 15
Matebeleland SOULH ............ccceuririinnrrr e 15
MaNICAIANG .....c.oovrverierieir e 15
MiIAIANAS ... 15
Y= ST 0 o 15
Mashonaland WESE ..o 15
Mashonaland Bast ...........ccceeriinininncee e 15
Mashonaland Central ..........cccoereerineeniereee s 15
Matebeleland NOIN ..o 15
TOTAL e e s 16.0

11.75 Thisprogramme is expected to have profound positive economy-wide multiplier benefits.

11.76  Provincial assessments of economic activity have shown that around 100 000 projects will be
sustained or created. Assuming that 5 - 10 people will be employed per project and each person
supporting, say two dependants, it is estimated that up to 2 million people would benefit. This excludes
the downstream impact through vertical and horizontal sectoral linkages.

11.77 AsaNation, we seem to have resigned caring about the welfare of our school-leavers post
completion of their grooming in schools.

11.78 Inthe mgjority of cases, Government sponsors and nurtures students for at least 11 years (7 years
isat primary and 4 years at secondary education levels), and yet post this, no visible National
programmes are there to turn the 11 years of investment into National wealth.

11.79  Through the comprehensive introspective work done within the NEDPP Task Forces, shocking
revelations have come about where out Tourism Sector has been found to be infested with some operators
who are literally refusing to be licensed, preferring to operate unaccounted for like stars of the sky.

11.80 For thisreason, the Tourism Sector will only qualify for support once the Zimbabwe Council of
Tourism has exhaustively sorted out its house, through full registration of all operators. We urge that they
do so urgently, so as not to needlessly punish those already compliant.

11.81 The operational modalities of the SME Development Fund will be made available to
stakeholders by the 1st of September, 2006 for immediate activation thereafter.

11.82 In the meantime, potentia applicants should prepare their business plans accordingly.

-33-



M onitoring and Surveillance Program

11.83 The Reserve Bank's Experience in concessional financing facilities over the past 31 months has
amply taught us on the need for close monitoring and follow-ups to ensure productive utilization of these
facilities by the beneficiaries.

11.84 Against this background, the Reserve Bank will be strengthening its Provincial Monitoring
teams, supported by Nationwide awareness programmes to stakeholders on the need for effective
utilisation of these facilities.

11.85 Wecall upon the relevant Government Departments and Provincial Leadership to play a
supportive role to these initiatives.

Tourism

11.86 Tourism has great potential for growth, but largely depends greatly on the perceived image of
the country. It isfor this reason that as Monetary Authorities, we once again call for programmes that
promote the image of the country within the region and beyond.

11.87  Such programmes ought to encompass pragmatic measures, comprising appropriately targeted
information strategies at local, regional and international levels on the vast opportunities existing in the
country.

11.88  With the 2010 World Cup thrill coming to our neighboursin South Africa, the Tourism Industry
should now be full throttled in positioning their systems to take advantage of this rare opportunity.

REGAINING OUR YESTER-YEAR GLITTER
11.89  Successful turnaround of the economy also requires that the country regains its yester-year

competencies and glitter in the production of high quality productsin awide range of aress.
11.90 Examplesthat come to mind include; among many others:

(a) Tobacco;

(b) Coffeg;

(0) Tex,

(d) Plantations (citrus and industrial timber);

(e) Horticulture, including cut flowers, fruits and vegetables;

(f) Gold mining;

(g) Clothing and textiles; and

(h) Sugar - In April, 2005, the World Trade Organization (WTO) Appellate Body ruled against
the 1975 Lome Agreement which accorded ACP countries of which Zimbabwe is a member,
favourable prices on sugar exported to the EU. The consequence of thisWTO ruling will see
sugar exports into the EU facing a 36% reduction, effective July/August, 2006, and as a country,
we need to create new and better markets, as well asimplement adirect national sugar industry
stabilisation strategy to cope with this exogenous shock.

11.91 InHisExcellency The President Cde R.G. Mugabe's Address to the Nation on the opening of the
2nd Session of the 6th Parliament of Zimbabwe on the 25th of June, 2006, a clear foundation was set
upon which the country should be cleansed of all manner of indiscipline, farm disruptions, corruption and
other acts of economic sabotage.

11.92 Inthisprocess of redirection, it is also imperative that at the individual, household, village,
provincial, regional, corporate and Government Ministerial levels, we commit to doing things differently
and progressively, supported by a unified war-cry against these vices of indiscipline, corruption and non-
productive speculative activities.

12 RELATIONSWITH THE INTERNATIONAL COMMUNITY

121 Seven years down the road of protracted strained relations with some members of the
international community, it has become imperative that the macroeconomic stabilisation efforts be hoisted
towards success through mutual realisation on the part of both, us Zimbabweans and the International



Community that perpetual conflict can only serve to entrench socio-economic hardships, especialy to the
defenseless low income majority of the population..

12.2 It is heartening that Zimbabwe's L eadership have long extended a warm hand of invitation for
the building of bridges of dialogue and cooperation.

12.3 Under the current initiatives to hasten the return to normalcy in agriculture, we are pleased that
Government has laid to rest the general apprehensions and misunderstandings that surrounded the
treatment of farms protected under Bilateral Investment Protection Agreements (BIPAS).

124 In his 21st of June, 2006 Address to the Diplomatic Community in Zimbabwe, the Minister of
Lands, Land Reform and Resettlement, Hon. D.N.E. Mutasa clearly articulated Government policy as:

"The general policy of the Zimbabwean Government with regards to land owned by foreign
nationals under Bilateral Agreementsisto respect and honour our obligations. However, under
the current Land Reform Programme, because of the national demand for land in those
unavoidable cases where land owned by foreign nationals under the Bilateral Investment
Agreementsis occupied and the persons cannot be resettled el sewhere the Government will pay
full compensation in terms of the Agreement”.

[pp. 11 of Hon. Minister D.N.E. Mutasa's speech on 21 June, 2006].

125  Aswework to create lasting stability in agriculture the Utete Commission Report should
continue to be the bedrock policy document, as its findings and recommendations are undoubtedly
progressive.

126  Wecdl upon members of the International Community to understand and recognise the sincerity
of Zimbabwe's policy programmes.

12.7  Thiscall for the International Community to have are-look at their foreign policy and stance on
economic cooperation with Zimbabwe also goes to the European Union, which on 18 February, 2002,
declared Council decisionswhich largely curtailed financial support to Zimbabwe. These adverse
decisions, which, as the Central Bank, we have long argued are economic sanctions on Zimbabwe need to
be set aside as part of rebuilding cooperative bridges.

128  Wewish, however, to recognise the modicum of support that the EU has continued to give to
Zimbabwe's social sectors, which in 2005 amounted to Euro70 million.

129  Through continued dialogue and a spirit of mutual cooperation, these social programmes can be
further enriched.

12.10 AsaCentral Bank, we aso remain steadfast in our call for international institutions of global
financid influence, such asthe IMF and the World Bank to re-define and refocus their modes of
intervention in developing countries with critical needs for balance of payments support.

12.11  Thisre-look should also ensure that more emphasisis placed on genuine desires by these global
institutions to bear positive impact on ailing economies rather than beating them into more acute crises
through the shifting of goal posts and adverse commentaries that sway the minds of international capital
beyond redemption.

12.12  Onour part, we commit to constantly reassess our internal macroeconomic policiesin ways and
means that seek to address the realities peculiar to the Zimbabwean economy.

13. INVESTMENT PROMOTION

13.1  Significant stimulation of the country's productive sectors, as well as creation of employment
requires that greater focus be also placed on the promotion of investment.

13.2  Thus, without wishing to prematurely disclose specific details of the expected inward investment
projects, from the multiplicity of efforts that the NEDPP Task Forces, we are pleased to report that the
following sectors are set to benefit from inward investments: 58

Energy
13.3  Theenergy sector should see the materialisation of investmentsin:

(). Bio-diesel production, with beneficial implications to the country's fuel supply situation and
the chemical industry.
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(b). Coal sector, with beneficial implications to electricity generation capacity enhancement, as
well as general relief to the demand pressure on coal availability for other economy-wide uses.

(c). Methane gas drilling, with beneficial implications in the power generation sector, aswell as
agro-chemical industry.

(d). Hydro-power generation, which again would have a favourable supply side impact in the
electricity market. The country's 128 dams form an important springboard for the construction of
mini-hydro power generation stations, which should be brought to fruition under the various
serious agreements already signed with potential investors.

(e). Thermal power sector, which is also expected to be boosted by agreements already signed.

134  The combined effect of these imminent developmentsis to immensely stabilise the power sector
in Zimbabwe, with projected capacity for the country to start entering the electricity export market ahead
of the forecast power shortages in the region, beginning 2008.

135  Asthe Central Bank, we are confident that the various agreements are not fly-bynight notional
documents, but are rather concrete investment propositions that Government is fully supporting as part of
the turnaround program.

136  Weare also deeply encouraged by the fact that some of these projects are coming in as aresult
of efforts by our very own Zimbabweans in the diasporawho are leveraging their access to international
markets to channel beneficial investments into the country. We thank them for seeing value in wanting to
invest in the well-being of their country.

Transport

13.7  Thetransport sector is aso poised to benefit from the concrete agreements entered into for the
revamping of the National Railways of Zimbabwe, under joint ventures with foreign investors.

13.8 Progress has a so been made in concluding agreements where Air Zimbabwe will go into smart
partnerships with renowned airlines and international marketing agencies.

Mining Sector

13.9  The Government has entered into strategic joint venture arrangements with a number of foreign
investors, with the following specific mining sub-sectors set to benefit:

e Platinum
e Gold

e Chrome
e |ron

e Copper

e Tantaite

e Emerads; and

e Diamonds, among others.

Telecommunications
13.10 Weareaso happy to note the progress that has been made towards the conclusion of
investments in this sector.

13.11 Weurgetherelevant authorities to expedite the finalisation of the asset valuations, which would
trigger the conclusion of the imminent investments.

Agriculture

13.12 Asthe Government consolidates the Land Reform Programme into the high productivity phase,
we are encouraged by the on-going negotiations for strategic external partners to enter into smart
partnerships with locals in the production of agricultural products with quick foreign exchange generating
capacity, such as horticulture.
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13.13 Asthe Central Bank, we also a pleased to report that a number of suppliers contracts, backed by
structured financial facilities have been concluded, which would see a marked improvement in the
availability of machinery, spare parts and inputs.

13.14 Thefacilities that have been arranged will also ensure that fuel supplies, especialy diesel for
tillage is available in sufficient quantities to meet the requirements of the farming sector.

13.15 Indl theseimminent positive developments, we wish to underscore that final fruition will not be
amatter of an overnight event.

13.16 Zimbabwe isa country literally under siege, requiring that stakeholders focus more on doing
what isright in building momentum towards the strengthening of sectoral complementarities.

13.17 Instead, some have been quick to discount the efforts under the NEDPP, reflecting that in their
own preferences and psychological constructs, mega financial deals ought to be as passively easy as
walking in agrocery store to buy candy.

13.18 There has been some speculation over whether or not NEDPP target of mobilising USD2,5
billion in cash or inward foreign direct investments into Zimbabwe were met by the deadline of 30 June,
2006. The answer isabig Yes.

13.19 The Nation will in due course witness on the ground results of these efforts and promises. Time
for too much talk before programmes materialise on the ground is over.

13.20 Asthe Centra Bank, we welcome all the investors who have seen the sincerity in our cal for
joint ventures and beneficial business partnerships.

13.21 Indeed, of what use would it be for others to come to give Zimbabwe an umbrella when the
torrential rain of setbacks has receded? As a country we should not accept that umbrella any more at the
time when we will have passed the current rough patch.

13.22 Tothisend, we call upon investors currently sitting on the sidelines waiting for other speculative
events to happen, that come now and join in the current mutually beneficial drive to promote investment
opportunitiesin our Great country.

13.23 ltis, therefore, imperative that those wishing to do businessin Zimbabwe come now, for by not
doing so, they risk losing the boat, and catching up will be much more difficult.

Positioning Zimbabwe as The Regional Launch Pad.

13.24 Ininviting potential investors to Zimbabwe we are also presenting to them an opportunity to take
advantage of Zimbabwe's strategic location and endowments which make the country an ideal launch pad
for investors to penetrate the whole of Southern and Eastern Africa.

13.25 Toour credit as aNation, we already have the pivotal infrastructure backbone, encompassing
road, rail, power grid linesand Air Terminals all of which make it easier for Zimbabwe to be the hub
from which International Investors can penetrate the sub region.

13.26 It istherefore, imperative that as a Nation we collectively package these immeasurable
comparative advantages and systematically market them regionally and internationally with one positive
voice. Our Past Mistakes

13.27 As Governor of the Reserve Bank, | am on record as having repeatedly said that as Zimbabweans,
we are by no means direct descendants of Saint Peter, or Saint Paul and others.

13.28 Asmorta human beings, we did make our mistakes in the past, but, who or which country on
this planet has not made mistakes?

13.29 Asapeople, we have learnt our lesson from our past shortcomings and are already taking actions
to remedy the set-backs in the economy.

13.30 Itis, therefore, not fair for some members of the international community to proffer aholier that
thou attitude to Zimbabwe and to continue judging and vilifying Zimbabwe based on past events, for
which we are already taking progressive steps to remedy.
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14 CONCLUSION

141  The socio-economic setbacks confronting our economy today are surmountable, aslong aswe
Zimbabweans harness our collective efforts towards the turnaround programme.

14.2 In working to arrest the current high levels of inflation, we need to attach greater weight on
ensuring that as a country, we have food security through stability and vibrancy in agriculture.

14.3  Without adequate food, pressure will only be on foreign exchange, through higher import
requirements, but also on inflation, driven by shortage induced price increases.

144 Successful stabilisation of the economy also requires that we further integrate the Zimbabwean
economy in the global arena through the promotion of export growth and offshore investment attraction.

145  Toachievethis, our investment climate has to be conducive to the flourishing of private capital,
aswell as the necessary incentive schemes that benefit investors who would come to sink their resources
in medium to long-term productive projectsin our economy.

14.6 In working ourselves out of the current challenges, we need to remain aert and vigilant on the
fact that Zimbabwe is under siege, and as such, abusiness as usual strategy can never deliver the intended
results.

14.7  Across al sectors of the economy, leaders in Government, Industry and Commerce, Mining,
Agriculture, Tourism sector, Labour, as well as Civil Society ought to speak and act in progressive ways
that promote cohesion, as well as concentration of effort in production.

148  The Zimbabwean economy has vast potential across major sectors, with most of the natural
resources endowments remaining largely untapped, particularly in mining and land usage.

14.9 It isfor this reason that we are saying to our targeted willing investors, come now to invest in
Zimbabwe whilst the opportunities are still abundant.

14.10  Coming much later down the road would be of no use, as the country would have recovered,
with no need for inflows to kick-start the various profitable opportunitiesin our mining, manufacturing,
tourism and agricultural sectors.

1411  The measures undertaken in this Monetary Policy Statement will ensure that over the remainder
of the year, inflationary pressures decline, whilst on the foreign exchange front, the adjustment in the
exchange rate should see inflows improve remarkably.

14.12 Wecall upon Civil Society, Employer Bodies, Labour Unions, Government Ministries and the
International Community to see the virtues of these Monetary Policy measures and commit to playing a
positive and complementary role, as opposed to aspiring, through thoughts and deeds, to destroy
Zimbabwe.

14.13  Through resilience, full implementation of own programmes and avoidance of policy reversals
and inconsistencies, the Zimbabwean economy will no doubt stabilise over the next six months, laying the
foundation for positive growth and lasting prosperity.

14.14 The successful turnaround of our economy is a battle we must go for, prepared to pay the price
for that success while boldly facing our past shortcomings without biased remorse.

14.15 Fellow Zimbabweans, oursisajust cause, ajust turnaround, atest of unity of purpose and an
obligation thrust upon all of usliving today, inside and outside Zimbabwe, the young and the old, men
and women, to ensure that we work twice as hard, twice as honest, to bequeath a better economy and a
better Zimbabwe to posterity than we found it ourselves. It is awar we cannot afford to lose and for
which FAILURE, ladies and gentlemen, is just not an option!

14.16 | commit this Monetary Policy Statement in the hands of His Almighty, our God.
14.17 | thank you.:

DR G GONO GOVERNOR RESERVE BANK OF ZIMBABWE 31 JULY 2006
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Operation Sunrise: Currency Reform Supplement

1. INTRODUCTION

11 Over the past 12 months, the Nation has registered an unfavourable trend of rising inflation,
propelled by a combination of demand-pull, cost-push and structural factors.

12 Coupled with this, high speculative activities in both the parallel foreign exchange and property
markets have led to unprecedented levels of demand for cash, which has also fuelled the inflationary
pressures in the economy.

13 Theriseininflation over the past 12 months has seen the general level of commodity price levels
going up, to a point where now, most computer and data management systems are at the verge of
collapsing, asthey were not programmed to handle digits beyond certain thresholds.

14 Among other equally important national responsibilities, Section Six of Reserve Bank of
Zimbabwe Act clearly makes it mandatory for your Central Bank "to achieve and maintain the stability of
the Zimbabwe dollar" aswell as "to supervise banking institutions and promote the smooth operation of
the payment system™.

15 It is against this background and in view of the entrenched and unacceptable speculative
behaviour currently characterising a significant number of Zimbabwe's influential corporate and
individual Citizensthat as Monetary Authorities, we set out to consult various stakehol ders on the way
forward.

16 In light of the above, stakeholders from across virtually all sectors of the economy have made
telling representations on the growing discomforts and difficulties caused by the needed high volumes of
cash to support economic transactions.

17 Among the stakeholders the Reserve Bank consulted are:
e Cabinet (CFEA)
e  Some members of Parliament
e  Zimbabwe National Chamber of Commerce (ZNCC)
e Confederation of Zimbabwe Industries (CZI)
e Zimbabwe Tobacco Association (ZTA)
e Horticultural Promotion Council
e  Consumer Council of Zimbabwe (CCZ)
e Employers Confederation of Zimbabwe
e Law Association of Zimbabwe
e Zimbabwe Council of Trade Unions (ZCTU)
e Construction Industry Federation of Zimbabwe
¢ Indigenous Business Women Organization
e Zimbabwe Revenue Authority (ZIMRA), and other Government Departments
e Rea Estates Association
e Ingtitute of Public Relations
e Zimbabwe Miners Federation o Industrial Development Corporation (IDC)
e Zimtrade o Retailers Association
e  Zimbabwe Tourism Authority o Chamber of Mines
e Commercial Farmers Union (CFU)
e  Zimbabwe Farmers Union (ZFU)
e Tobacco Industry Marketing Board (TIMB)
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e  Zimbabwe Transport Operations Association

e Tobacco Growers Trust o Export Processing Zones

e Tobacco Growers Association

e Bankers Association of Zimbabwe (BAZ)

o Representatives of the non-bank financia institutions
e The Zimbabwe Federation of Trade Unions (ZFTU)
e The Zimbabwe National Chiefs Council

e Central Statistical Office (CSO)

e The Accounting and Audit Fraternity

e  Other (individually and ingtitutionally)

1.8 The wide consultations saw the Reserve Bank receiving unanimous submissions from
stakeholders on the growing I T systems challenges with the handling of large digit transactions, the
inconveniences of bulky cash volumes, as well asthe high levels of speculative trading in the economy.

19 Stakeholders submissionsidentified two mgjor areas in which business and the public at large
are experiencing difficulties and these are; computer systems and cash handling.

COMPUTER SYSTEMS

1.10 Many systemsin Zimbabwe were now failing to cope with the number of digits arising from
large transaction values. While there are few systems which do not have a digit constraint, the mgjority of
the systems have a 15 digit limit as they were not designed to handle excessively large amounts.

111 Capturing of financial datawas increasingly becoming difficult while consolidation of financial
accounts for entities handling large amounts had become a nightmare, as some systems were now
dropping off excess digits.

112  Thischalenge had also started to have high risk set-backs on the Zimbabwe Revenue Authority
(ZIMRA)'s revenue collection activities.

CASH HANDLING
1.13  Aswill befurther illustrated later in this Supplement, it had increasingly become burdensome for
the public to carry large sums of cash.

1.14  Companies have had aso been forced to invest in note counting machines which cost foreign
exchange, further putting pressure on the economy's foreign currency resources.

1.15  Thus, our future programs will be geared towards orienting the National Payments system
towards cashless platforms, where cash is sparingly used as a means of payment.

Other Consultations...

116  The Reserve Bank's consultative process also included visits to Turkey and Mozambique where
officials studied the payments and currency systems transformations in these economies, so asto guide
the implementation programs in Zimbabwe.

The Currency Reforms

117  These developments have made it necessary that the Reserve Bank introduces currency reforms
toredign the country's payments system.

1.18  The standpoint from which these reforms are introduced is that the introduction of a new
currency will be donein phase 2, under conditions of low and stable inflation rates.

1.19  This Supplement, thus, dwells mainly on articulating phase 1 of the currency reform programme.

1.20  Thus, the purpose of phase 1 is not to introduce a new currency at this stage, but to enhance
efficiency of the existing bearer cheque system in a manner that chokes off speculative tendencies on
currency, property and movable properties markets, while at the same time promoting use of other non-
cash means of payment.



121 Introduction of new currency is a medium term strategy which requires that inflation is reduced
and maintained at low and stable levels, so asto allow for sustainable currency management.

122 In this regard, therefore, atwo-stage currency reform program is being implemented, involving
stabilisation of the currency situation in stage one, and introduction of a new currency thereafter, as
inflation stabilises.

2. CURRENCY IN CIRCULATION DEVELOPMENTS

21 Currency issued increased from $3.8 trillion in May 2005 to $31.3 trillion in May 2006, which
tranglates to a year-on-year increase of 730.9%.

2.2 Currency in circulation constitutes alarger part of currency issued, thus the bulk of the currency
issued by the Reserve Bank is outside the banking system. Figure 1 below illustrates this phenomenon.

2.3 The escalation in inflation puts upward pressure on demand for currency, particularly in an
economy where most of the transactions are carried out on a cash basis. This creates avicious circle,
where the increase in currency in circulation fuels inflation, and vice versa

2.4 The inflationary pressuresin the economy, coupled with the shortages in foreign exchange, which is
critical for the importation of fuel and many other intermediate and raw materials has occasioned parallel
market activities in the various markets in the economy.

Figure 1: Currency in circulation and currency held by banks: Jan 2005-June 2006
[Thisfigure not available to Veritas.]

25 Notably, fuel, goods, foreign exchange and gold markets have attracted significant parallel
market activity and hence cash movement.

2.6 The trend in deposits shows that the bulk of the cash issued to banks by the Reserve Bank is not
coming back to the banking system. Cash issued to banksis much higher than what comes back as
deposits.

2.7 Some of the major cash moversin retail, wholesaling, and agro-crop purchasing have tended to
hoard any cash that comes through their hands, preferring to trade that cash to speculators at
commissions. This has led to widening disintermediation in the National Payments System, requiring that
we come up with appropriate response measures.

2.8 As Monetary Authorities, we are fully aware and convinced that the economically ruinous
speculative activities are not being carried out in the dead of the night or in deep and opague tunnels as
some would want us to believe, but rather in broad day light and in the sight of the public who in turn are
the immediate victims of the impact of such vices.

29 Asyour Governor, | therefore, challenge every member of the Zimbabwean public to think of
the ravaging impact of inflation before irresponsibly allowing illegal and speculative economic activities
to go unreported.

210  Atthisjuncture, the existence of a speculator within our ranks as Zimbabweans is as equally
disruptive to the economy as the existence of a member of the public who knowingly allows speculative
activities to be conducted without reporting such economic vices to the relevent authorities.

211 Inthisregard, your Central Bank is calling on all Zimbabweans irrespective of race ,religion
,creed \tribe or any other line of distinction, real or imagined to put Zimbabwe first and not only shun
speculation but fight the vice through reporting such activities to the Anti-Corruption Commision, the
Zimbabwe Republic Police, Reserve Bank or any other relevant authority.

3. CURRENCY REFORM PROGRAM

Deflating Speculative Tendencies. Phase 1

31 As alluded to earlier, currently, cash that isleaving the banking system is not being re-deposited,
implying that there is an unsustainable one-way movement of cash, from the banking system to the non-
bank public.

3.2 Current estimates, based on spot stock-takes of currency holdings at banks, indicate that, of the
total issued cash amounting to around $40 trillion, only about $5 trillion, or 10%, isin bank vaults,
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implying athat around 90% of the cash is circulating outside the banking system, without being re-
deposited back into the official financial system.

33 We have spent so much energy fighting each other instead of fighting acommon enemy. Its
nameis INFLATION and it is robbing every one of us of real value and real savings everyday.

34 Inflation's best friend is negative speculation which negatively accelerates the erosion of value of
our currency.

35 It istragic that men and women who have honestly worked all their lives or even asyou and |
have done for the month, to receive apay check that at best for many just covers the basics.

3.6 Our dignity as Zimbabweans is affected as much as our currency.

37 Speculation drives our nation like anational pastime. We are all guilty of casting blame on one

party or the other or one individual or the other.

3.8 Regardless, today, as your Governor, | do not have the luxury of casting blame but the
responsibility of dealing with providing al Zimbabweans of all walks of life safer and more convenient
way to do business or life.

39 Today isanew sunrise; Zuvarabuda. All of uswould like the sun to set on the dark, speculative
world of trading; cash hording and skyrocketing inflation so many of us have been conditioned to.

3.10 It istime to rise as Zimbabweans to a new operating environment of trust, decency and stability.
It isanew day to celebrate the best of our past and the best of our future and it's coming to you in a
tangible new vehicle.

311 With immediate effect from the 1st of August 2006, 3 zeros are being taken off every old bearer
cheque which introduces a new family of bearer cheques that makes much more sense and | hope dollars
for al of us!

312 It returns us to some stability and convenience. Of course thisisjust one monetary mechanism to
help make commerce and everyday life more convenient.

313  Youmay cal it from Zero to Hero! | am of the particular opinion that ordinary Zimbabweans
must be commended for their incredible resilience through the challengeswe al face.

3.14  Thisnew currency isacommon standard for usall. Thereis a simple mathematical equation of 1
to a 1000, which we have dubbed "send them off!" which may be rounded up or down to provide the new
values.

3.15  Therewill beatransition period for the new bearer chegques to come into effect, which isfrom
the 1st to the 21st of August, 2006.

3.16 So say no to zero and hello to hero.

317 Amounts being returned to be converted to the new bearer cheques are absolutely welcomed.
However, beyond these levels, we may wish for ZIMRA or bank clearance that these monies are
legitimate, business or trading activities.

318  Wearenot asking for angels but we are asking for acommon standard for al of usto live by in
Zimbabwe. We shouldn't have half the economy working honest jobs, paying honest taxes and facing all
the pressures they do while the other half livesin abriefcase and trades in cash and possibly foreign
currency. The other group lives under the radar and takes it away. And with it large profits that we all pay
for. Therewill be no fear or favour. Whether you are in Government, private sector or whether you arein
hiding, thereis one set of rules for one Zimbabwe.

3.19 Lastly may | acknowledge the sense of desperation so many of us face given the erosion of value
due to inflation. The Reserve Bank of Zimbabwe is not the panacea of all things nor as your Governor can
| control everything. Infact | submit to you and even if | was not your Governor, we would still face the
devastating effects of negative speculation and the resultant inflation in our economy.

320 Theonly way back is more productivity and more of us playing on one team. This means
practically amore open Zimbabwe, that's open for business. We will endeavor to ease as many facilities
in favour of increased commerce and trade, but we can only do this when we are working for the same
goal.
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321 With our new bearer cheques, you lose nothing, but gain awhole new operating environment
that | hope encourages easier transactions. Embrace this new opportunity. Use your local banks more.
Don't horde cash. Cash initself has no intrinsic value. It iswhat we build, plant, trade, create,
manufacture, invest and provide service for together that rejuvenates our currency's value.

Breaking the cycle...

3.22  To break this cycle, with effect from Tuesday the 1st of August 2006, a new family of bearer
cheques will be introduced to replace the existing ones, under aframework that has the following salient
conditions for maximum impact:

(). The new family of bearer cheques will have an exchange value of $1 worth of a unit of the
new, exchanging for $1000 worth of the old, in terms of monetary value.

(b). The change-over period will be limited to 21 days, that is from the 1st to the 21st of August
2006. Banks are called upon to be vigilant to ensure that they adequately cater for the needed
deposit-taking capacity during the changeover period.

(c). Banks are directed not to accept any old bearer cheques that come in after the cut-off date,
which isthe 21st of August, 2006. Such bearer cheques will have no monetary value.

(d). That all those bringing back cash beyond $100 million of the old bearer cheques, for
individuals, and Z3$5 hillion for corporates, are to have ZIMRA certification of tax payment and
declaration of source, under the Anti-money Laundering Laws.

(c). Those who fail to account for their cash holdings, and have no ZIMRA clearance will be
issued with 1-2 year zero coupon anti-money laundering currency stabilization bonds, pending
investigation and/ or ZIMRA certification.

(d). Those bringing back cash, are to deposit same, and can only withdraw the equivalent of up
to $100 000 of the new bearer cheques (equivalent to $100 million of old) for individuals, and

$750 000 of new bearer cheques (eguivaent to $750 million of old) for corporates. These cash
withdrawal limits are to apply at al times.

3.23  Those corporates with high cash inflows are to record and submit daily cash deposit registers to
their bankers, commensurate with their trading volumes, against which the Anti-Money Laundering Arm
of the Central Bank will conduct spot checks.

3.24  Companieswill be discouraged from paying salariesin cash up to a given threshold, except for
certain sectors of the economy such as farmers, domestic workers and other lowly paying industries.

3.25  Companies should, therefore, encourage their workers to open bank accounts, through which
their salaries are paid.

3.26 During the change-over period, depositors will have their accounts credited with the value of
cash deposited, while banks will have their accounts with Reserve Bank credited with the counterpart
value of the funds returned to the banking system.

3.27 Extensive nationwide publicity campaigns for the launch of new bearer cheques and the
implications for their current cash holdings will be conducted, so asto ensure that the transacting public
are well informed.

3.28 It isimportant to highlight that the introduction of the new family of bearer cheque is neither our
idea of alasting solution to the challenges at hand nor an end in itself but it isjust the first phase of far
reaching currency reforms leading to the introduction of a completely new currency under phase 2.

4. 1SSUANCE OF THE NEW FAMILY OF BEARER CHEQUES

41 The new family of bearer cheques will be issued to replace the entirety of the existing stock of
bearer cheques.

4.2 The new denominations will be as follows:

o Theold currency, that is, coins, notes, up to $1000 will be allowed to co circulate with the new bearer
cheques, but with reduced valuesto reflect the removal of three zeros. Members of the public are free to
approach their bank to change these notes and coins into the new bearer cheques at any point.

0 The new bearer cheques will bein series of: 1 cent, 5 cents, 10 cents, 50 cents, $1, $10; $20; $50; $100;
$500, $1000, $10 000, and $100 000.



5 CHANGE-OVER TO NEW BEARER CHEQUES

51 In order to minimise the logistical challenges associated with this critical phase, the Reserve
Bank will work with all stakeholders concerned to ensure a smooth transition.

5.2 The Reserve Bank, together with other Law Enforcement Arms of Government, will be stationed
at all points of entry into the country, and anyone caught importing local currency volumes in excess of
the stipulated export limits will be prosecuted, with the underlying cash forfeited under the Anti-money
Laundering laws, and exchange Control Regulations of the country.

53 Also those who fail to change over from old to new bearer chegques within the stipulated 21 days
will effectively lose the monetary value of their bearer cheque holdings.

54 It isimperative to note that this tight change-over period has come about as a unanimous request
from stakeholders, who strongly argued that the matter had to be elevated from ayellow flag challenge
into ared flag near crisisissue that needed swift response.

55 Consultative dialogue is already being carried out with stakeholders to cultivate adequate
appreciation of the change-over process.

5.6 Reserve Bank mobile teams will also be stationed at various points across the country to help
resolve any queries members of the public may have on this critical programme.

5.7 Asyour Central Bank, we are reliably informed that the unscrupulous activities of parallel
market foreign exchange dealers and other like minded speculators transcends beyond the Zimbabwean
bordersinto those of our neighboring countries notably Zambia, South Africa, Mozambique Botswana
and possibly the United Kingdom.

5.8 In view of the above, the Reserve Bank will work round the clock in partnership with the
Zimbabwe Revenue Authority (ZIMRA) and the Zimbabwe Republic Police (ZRP) to ensure that all
those delinquent individuals and corporate citizens who have illegally externalized our currency will not
be alowed to simply bring it back without being brought to book in accordance with the law of the land.

Use of Non-Cash Means of Payment

5.7 Measures to manage cash withdrawals will be accompanied by strategies to enhance capacity as
well as ensure business continuity in electronic means of payment.

5.8 The Reserve Bank is, therefore, collaborating with the banking industry to ensure substantial
investment in the expansion of infrastructure aimed at providing access to non-cash based means of
payment.

6. CONCLUSION
6.1 The framework is expected to have the following benefits:

(a). All those that are holding on to cash for speculative purposes will, without doubt, be
expected to bring it back and declare it into the formal banking system. Thiswould lead to a
crush in specul ative markets, both in foreign exchange and property markets.

(b). Therisk of relapsing into similar cash holdings is mitigated by the new cash withdrawal
system.

(c). Theremoval of three zeros would effectively have a positive psychological effect on
peopl€e's reference points when comparing the relative strength of the local currency against
regional and international prices, as well as prices for goods and services.

(d). This phase lays a solid foundation for the introduction of a new currency under Phase 2.

6.2 Success of the above framework requires that stringent fiscal and monetary policy measures be
adopted so asto reign in any further inflationary pressures.

6.3 Across the entire spectrum of productive sectors, players will also need to focus on enhancing
productivity, as well as ridding the economy of unnecessary inefficiencies, especialy at major utilitiesin
the transportation, energy and telecommunications networks.

6.4 Some time soon, phase 2, when anew National currency will be issued to replace al bearer
cheques, will be implemented without much warning to ensure that we reign in on specul ative tendencies.



6.5 The financial market, all productive sectors, as well asthe general public, are, therefore,
forewarned to keep their cash holding levels at bare minimums to avoid being caught up in thisimminent
phase 2 of our currency reforms.

Thank Y ou.

DR G GONO GOVERNOR RESERVE BANK OF ZIMBABWE JULY 2006
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