The 2005 national budget statement 
	MOTION 

Mr Speaker Sir, I move that leave be granted to bring in a Bill to make provisions in connection with revenues and expenditures of the Republic of Zimbabwe and to make provision for matters ancillary and incidental to this purpose. 

INTRODUCTION 

Mr Speaker Sir, the country has made significant economic progress over the past year. Zimbabweans have worked together, with a single vision to turn around the economy, and arrest the inflation spiral. In the face of economic adversities, the business community has demonstrated resilience and industriousness. 

The 2005 National Budget was crafted and is being presented against a background of serious economic challenges. The economic turnaround has therefore demanded significant sacrifices and perseverance from all our citizens. A lot of discipline, and accountability, is required across the various sectors of our economy. 

Mr Speaker Sir, allow me to acknowledge the role that the various Line Ministries and Government Departments have played in enabling the Government to consolidate and control expenditures under very challenging circumstances. Government achieved an almost balanced budget in 2003 and we have not gone through the traditional Supplementary Budget route in 2004, thanks to the efforts and sacrifices of Line Ministries and Government Departments. 

The continuation of such efforts in the implementation of the 2005 Budget should enable us to achieve the necessary complementarity between monetary and fiscal policies, critical to sustained low levels of inflation. 

The policies that Government has been implementing since the beginning of the year have created a new culture, hope and confidence. The Zimbabwean economy has therefore been experiencing a significant improvement in the supply response in the productive sectors of the economy, especially mining and agriculture. There are indications of an improved economic outlook for 2005, with the economy projected to grow by between 3.5 – 5%. 

Mr Speaker Sir, the formulation of the 2005 National Budget was guided by policy pronouncements contained in the recently launched policy framework document - "Zimbabwe: Towards Sustained Economic Growth - Macro-Economic Framework 2005-2006". The framework seeks to consolidate the gains achieved during the implementation of the National Economic Revival Programme (NERP) and strengthen policy implementation and co-ordination. 

The 2005 Budget, therefore, sets out Zimbabwe’s values and vision, not merely in the way it is crafted, but in terms of its expected impact on its population and the business community. 

The Budget also sets out the fiscal parameters for meeting the social and economic development challenges before us. The crafting of the Budget also took into account the aspirations and expectations which came out during pre-Budget consultations and submissions from various stakeholders. It will therefore be critical that we continue to forge strong partnerships that focus on long term development goals of our country. 

WORLD ECONOMIC DEVELOPMENTS AND PROSPECTS FOR 2005 

Mr Speaker Sir, the 2005 Budget is being presented against the background of a global economy registering strong growth. Zimbabwe should therefore take advantage of the global opportunities arising from these positive developments. 

The global economy is expected, in 2004 to register its strongest growth in 30 years, despite soaring oil prices. The latest World Economic Outlook has revised upwards its forecast for global economic growth for 2004, from the initial estimate of 4,6% to 5%. This will be the strongest growth registered since 1973. 

This trend is also reflected in Sub-Saharan Africa, with the region's growth rate expected to be at 4.2% in 2004, up from 3.5 % in 2003. 

The growth momentum has also been strong in East Asia and the Pacific Region, especially in China, which continues to grow rapidly. Average GDP growth for the Asian region is projected to be above 7.2% in 2004. This is the strongest growth since the beginning of the global slowdown in early 2000. 

For 2005 the global economy is however expected to register a growth rate of 4,3%. 

The strong world economic growth is largely a result of increased global trade, low interest rates, strengthened consumer confidence, high investments, higher commodity prices and improved performance of the stock markets. 

DOMESTIC ECONOMIC DEVELOPMENTS IN 2004 AND 2005 OUTLOOK 

Real Economic Performance

Mr Speaker Sir, after years of economic, investment and productivity decline, the challenge is to build a dynamic and diversified economy able to support rising living standards. The economy is on course to economic recovery, as a result of the improvement in the macro-economic environment, which should lead to increased investment and therefore an expansion of job opportunities underpinned by accelerated growth. 

The cumulative decline in real GDP of 28.4% over the years 1999-2003, has now been arrested. This year’s decline in real GDP is down to 2.5%, from 8.5% recorded in 2003. Projections for the coming year indicate that with sustained implementation of the recovery measures we have embarked upon, the economy is on course for a positive growth rate of between 3.5% to 5%. 

Agriculture, which contributes about 16% to total GDP and is the backbone of the economy, is expected to recover in 2005 after registering a relatively, marginal decline of 3.3% in 2004. The sector is projected to grow by 28.0% in 2005. The sector has benefited from continued Government support under the Productive Sector Facility and through Agribank. 

The projected recovery in agriculture is underpinned by increases in production of tobacco, sugar, maize, wheat and cotton. The small grains sector is also projected to register increases in output mainly from sorghum and sunflower. 

The recovery in agriculture will critically depend on the timeous availability of financial support, essential inputs and the provision of adequate extension services to farmers. 

The Mining sector, which contributes about 4% to GDP, is projected to register a positive growth of 7.5% in 2005, after recording an estimated growth of 11.6% in 2004. The recovery in the mining sector is mainly underpinned by significant increases in output of gold, platinum, nickel and palladium. 

The contribution of the mining sector to GDP and foreign currency generation is expected to significantly increase in 2005 due to the changes in the mining regime for the platinum group of minerals. The economy should also benefit from value addition emanating from the sector especially from the refining of platinum. 

Manufacturing, which contributes about 18% to GDP is projected to decline by 8.5% in 2004. The sector is however now benefiting from improved capacity utilisation as a result of a combination of increased foreign exchange availability, as well as access to concessional productive and exports sector facilities. 

These facilities, which are being availed at a concessional rate of 50% per annum, have greatly reduced production costs and enhanced production. 

Capacity utilisation, which had fallen to as low as 30% in some sub-sectors, is now between 50-60%. The manufacturing sector is, therefore, anticipated to register a lower decline of only 5% in 2005. 

The Tourism sector having suffered from negative publicity and perceptions is expected to see a rebound following marketing efforts, which have opened up new source markets in the Far East. 

The sector is also expected to benefit tremendously from the granting of the country, the Approved Destination Status by China. China, the fastest growing economy in the world has a huge potential as a source market for tourists. This is expected to significantly increase the number of tourist arrivals, thereby boosting foreign exchange earnings from the sector. 
 

The opening of the routes to China and Singapore by our national airline, Air Zimbabwe will support efforts to boost tourist arrivals from this region. 


Inflation

Concerted fiscal and monetary policy efforts aimed at reducing inflation, supported by the ongoing anti-corruption drive and strengthened surveillance and supervision of the financial sector have led to inflation reduction and restoration of confidence in the economy. 

Inflation expectations have significantly been reduced, resulting in inflation declining from 622.8% in January to 209%, by October 2004. 

This progress notwithstanding, inflation still remains unsustainably high, and the major constraint to export competitiveness and sustainable rapid economic growth. 

It was against this background that Government targeted to reduce inflation, initially to 200% by December 2004. Indications are that inflation is on a definite downward trend, prompting the Reserve Bank to now revise the said targets to 150-160%. The objective is to achieve a lower rate of 30-50% by December 2005, with single digit inflation thereafter. 

This should allow Zimbabwe’s inflation, together with other macro-economic fundamentals, to converge with those of SADC economies. This will augur well for the competitiveness of our exports. 


Savings and Investment

Mr Speaker Sir, it is our hope to ultimately reduce the gap between lending rates and deposit rates so as to promote savings. High domestic savings are a prerequisite for investment and sustained economic growth. 

Regrettably, Mr Speaker Sir, overall savings in Zimbabwe have remained low and are estimated to be about –1.7% of GDP in 2004. This has denied the economy resources for productive investment, at a time when both the public and private sectors require much higher levels of investment. 

Consequently, investment has remained low at levels of about 5% of GDP. This therefore calls for concerted efforts in mobilising resources for both foreign direct and domestic investment. 


Financial Sector

The Reserve Bank has strengthened the supervision and surveillance of the financial sector thereby fostering future stability of the banking sector. The launch of the Zimbabwe Allied Banking Group will anchor efforts to arrest the problems of financial institutions under curatorship propagating contagion risk to the rest of the financial system. 


Foreign Exchange Generation

Inflows of foreign exchange into the formal banking sector have significantly improved with the introduction of the Foreign Exchange Auction System in January 2004. The restoration of exporter viability under this system has anchored the availability of a guaranteed minimum level of foreign currency resources for such critical imports as raw materials, spares, energy, equipment and drugs. 

For the period January to October 2004, total foreign currency receipts amounted to US$1.4 billion, compared to inflows of US$302 million during 2003. This represents a significant increase in foreign exchange receipts, and reflects positive response of the supply side to the export support measures and enhanced export surveillance systems put in place by the Reserve Bank. 

The introduction of the Homelink initiative is also contributing to increased foreign exchange inflows. To date, cumulative foreign currency inflows from non-resident Zimbabweans through the Homelink registered Money Transfer Agencies amounts to over US$46 million. 

Furthermore, the introduction of the gold support price has underpinned the availability of foreign currency by restoring the viability of gold production. Gold sales contributed US$210.7 million to foreign exchange receipts up to September 2004, compared to US$152 million realised for the whole of 2003. 


Balance of Payments

The overall balance of payments deficit worsened to US$ 523 million in 2004, from a deficit of US$ 335 million in 2003. The current account deficit, however, improved from US$ 581 million in 2003 to US$ 338 million in 2004, owing to the good performance of exports in the agricultural, mining and manufacturing sectors. 

Agricultural exports increased significantly in 2004. Underpinning this, are increases in sugar and horticultural exports. On the mineral front, foreign currency earnings improved due to increases in gold, asbestos and diamonds exports. 

The capital account recorded a deficit of US$ 185 million. The deficit is a result of low Foreign Direct Investment (FDI) and portfolio inflows against high scheduled outflows. Further inflows from both Government and parastatal loans have almost dried up due to the accumulation of arrears, hence the suspension of disbursements. 

THE BUDGET OUT-TURN FOR 2004 

Mr. Speaker Sir, during 2004, Government continued to persevere with the restrictive fiscal policy measures initiated from the 2003 Budget. This persistent stance complemented monetary policy measures for inflation reduction and improved supply response. 


Revenue Performance

From January to September 2004, revenue performance indicates that collections surpassed the target. During this period, cumulative revenue amounted to $4.899 trillion against a target of $4.415 trillion. Anchoring this impressive performance was the Value Added Tax and Pay as You Earn sub-heads. VAT performed above target by 33%, which saw collections amounting to $1.428 trillion against a target of $1.074 trillion. Revenue collected under Pay as You Earn amounted to $2.104 trillion against a target of $1.635 trillion. 


Expenditure Performance 

Similarly, during the same period, the expenditure out-turn and net lending up to September 2004, was $6,250 trillion, against a target of $6,595 trillion. This performance is attributable to the fiscal restraint measures through the Public Financial Management System (PFMS) and the Implementation and Control of Expenditure Unit (ICEU) which were put in place to monitor and control expenditures in Line Ministries and Departments. 

Let me also stress that positive performance was made possible through commitment and clear understanding by my colleagues in the line Ministries of the necessity for turning around our economy through fiscal prudence, among other measures. In fact inflationary pressures had reduced the value of initial budgetary allocations thereby forcing the majority of Line Ministries to apply for supplementary resources - a situation, which could have led to a supplementary budget. 

In the absence of adequate revenue raising measures, a supplementary budget creates a culture of fiscal mismanagement and erodes effective planning. Furthermore, an unsustainable supplementary budget would have adversely affected the inflation targets thereby eroding the necessary confidence, which had emerged. 

The projected 2004 expenditures are expected to be in line with the original forecast of $8.74 trillion. 


Budget Deficit & Financing

Mr. Speaker Sir, in the 2004 Budget, Government committed itself to spend within budgeted resources and ultimately avoid a Supplementary Budget. I am glad this stance was achieved, resulting in a budget deficit of $1,346 trillion by September 2004, against a target $2,179 trillion. This positive development is attributed to expenditure control measures and good revenue performance. 

The ensuing financing gap has been largely funded from domestic sources contributing 99.9% of the required resources. Of this total, $88,490 billion has been sourced from non-bank domestic financing and $1,159 trillion from domestic bank credit. The balance of the financing requirements amounting to only $11.3 million was from foreign sources. 

THE 2005 BUDGET CHALLENGES 

The State of the Economy, I have outlined above, highlights the main challenges for the 2005 Budget. These require that the main thrust of the Budget remains focused on consolidating the turnaround of our economy. The main challenges for the 2005 Budget are as follows: 

Maintaining the deceleration of inflation to targeted levels by December 2005. The 2005 Budget will continue to support monetary policy measures, which aim at reducing inflation to about 30-50% by the end of 2005. In that regard, fiscal policy will focus on the consolidation of public financial management measures. 

Supporting the restoration of positive real growth rates targeted at 3-5% next year. 

Protection of basic public social expenditures to ensure the provision of adequate and quality social services in education, health, etc. 

Support for improved agricultural land utilisation so as to guarantee food security, and surpluses for export. 

Arresting de-industrialisation, through protection of local companies from dumping of subsidised cheap imports. 

Support for improved foreign exchange generation, critical for increased importation capacity, as well as the introduction of strategies to address our external payment arrears. 

Improving public service conditions, in line with developments in the prices of goods and services. 

Increasing resource availability for rural and infrastructure development. 

Building confidence in the economy with a view of promoting savings and investment. 

Intervening in strategic areas, which are catalytic to a quick supply response. 

BUDGET FRAMEWORK FOR 2005 

In line with the 30-50% inflation targets, as well as the 

3-5% targeted real GDP growth rate for 2005, the 2005 Budget expenditure and deficit levels consistent with these lower double-digit inflation target will be as follows: -


Total Expenditures $27.5 trillion.

Total Revenues $23.0 trillion. 

Budget Deficit $ 4.5 trillion/ 5% of GDP.

In the absence of external financial support, a fiscal deficit of $4.5 trillion is consistent with the capacity of the domestic financial sector to support the public sector borrowing requirements. Levels in excess of this will imply recourse to Reserve Bank money printing, which is highly inflationary. 

ESTIMATES OF EXPENDITURE FOR 2005 

Mr Speaker Sir, I have rationalised Ministries bids in line with projected tax revenues, and the capacity of the financial system to support Budget borrowing requirements. I, therefore, propose total expenditure and net lending of $27.5 trillion for 2005, an increase of 215% over last year. In this amount capital expenditure will be $5 trillion, and the balance being recurrent expenditure. 

Mr Speaker Sir, I am aware that this level of capital expenditure is not adequate to meet some of the financial requirements for critical projects and programmes that we have to embark upon. Cognisant of this, Government has called upon all the other stakeholders in the economy to play their part in supporting efforts to improve public service delivery, infrastructure development as well as supporting the large financial requirements of the agrarian reforms. 

In this regard, Government will provide the necessary incentives for the private sector to augment Government efforts in the provision of social services such as housing, schools and hospitals etc. I will announce the appropriate incentives for the private sector under my proposed Revenue Measures. 

In order to support and harness resources required for the development of infrastructure, Government is establishing the Energy, Housing and Infrastructure Bank. 

Furthermore, in order to facilitate the participation of the private sector in infrastructure development, Government has produced Guidelines for Public-Private Partnerships (PPP). These Guidelines outline procedures to be followed in the implementation of public-private sector projects such as Build-Operate-Transfer (BOT) and concessions. 

A dossier of projects earmarked for Public Private Partnerships is being launched, together with the Guidelines. These projects include the railways, power generation, dam construction, housing and, the upgrading and construction of main national highways. 

In order to strengthen the monitoring and control of public expenditures, a new system of classification based on the Government Finance Statistics (GFS) system has been introduced. Under this new system, expenditures are now in uniform groups based on activities and transactions across Ministries. To this end, the 2005 Estimates of Expenditure (the Blue Book) are in this new classification. 


RECURRENT EXPENDITURE

Mr Speaker Sir, the recurrent budget for 2005 takes into account increases in prices of goods and services, the operational requirements of line Ministries and the need to improve social service delivery. 

It also begins to address the Conditions of Service for public servants, in order to contain the brain drain and ensure improved productivity in the public sector. 

I, therefore, propose total recurrent expenditures of $22,5 trillion, of which $2.7 trillion is under Constitutional and Statutory Appropriations. 

The major components of recurrent expenditures are as follows: 


EMPLOYMENT COSTS

Mr Speaker Sir, the prevailing unattractive Conditions of Service have contributed to the loss of trained and skilled human resource capital, which is critical for the delivery of public services. I, therefore, propose an allocation of $11.49 trillion for public service employment costs. 

This allocation, which takes into account the salary reviews being considered for 2005, raises the wage bill to 42% of total expenditure and net lending. Mr Speaker Sir, this is way above the Cabinet benchmark target of under 15% of GDP. Reducing the wage bill to this threshold would require rationalisation of the public service. 

This should be accompanied by stronger enforcement of work ethics among civil servants. Realising this requires the introduction of mechanisms, through the Public Service Commission, that empower Ministries to timely and effectively deal with non-performance. 


SOCIAL SERVICES DELIVERY

One of the key roles of Government is to ensure the provision of adequate and quality social services. Priority will, therefore, have to be given to health care and education programmes, with adequate resources availed through interventions by both Government and the private sector. 


Health Services

Mr Speaker Sir, Government recognises the need to prioritise expenditures towards the health sector for us to achieve the Zimbabwe Millennium Development Goals on health. 

I, therefore, propose to allocate a sum of $2.7 trillion to the Ministry of Health and Child Welfare for recurrent expenditure. This amount covers wages, procurement of equipment, drugs and other essential requirements for the health sector. This represents 12% of total recurrent expenditures. 

Included in the proposed provision is $40 billion for the maintenance of central and provincial hospital plant and equipment. 

The HIV and AIDS pandemic has seriously affected the population. Within the public service, this has undermined productivity. In this regard, programmes to assist affected public servants are being explored along the line of some private sector experiences. Furthermore, more companies will be incentivised to introduce Anti-Retroviral support schemes for their employees. 

Additional resources in support of the health sector are available through the AIDS levy. Concerns have, however, been raised over the targeting and distribution of financial resources being mobilised through the Aids levy by the National Aids Council. Government will intervene, through the Ministry of Health and Child Welfare and in consultation with stakeholders, to ensure that this noble programme benefits the intended groups. 

A Health Services Commission is being established to assume responsibility for public health sector conditions of service, including Mission hospitals. To meet the rationalised conditions of service, the Health Services Commission will review all the fees and charges for heath services in order to raise resources. I propose to allocate $2 billion for the set up costs for the Commission. 


Education

The depletion of the human capital base, through a combination of the brain drain and the impact of the HIV/AIDS pandemic, requires that we allocate more resources to education. 

I, therefore, propose to allocate a total of $6.8 trillion for recurrent expenditure. Of this amount, $5.4 trillion is under the Ministry of Education, Sport and Culture, while $1.4 trillion is for the Ministry of Higher and Tertiary Education. 

The Higher and Tertiary Education allocation includes $138 billion for the National Education Training Fund. This should see the level of support for students at institutions of higher learning increasing from $480 000 per student per annum in 2004 at colleges, to $1.8 million in 2005. For universities, this will increase from $1.55 million per student per annum in 2004, to $3 million in 2005. 

The Zimbabwe Schools Examination Council (ZIMSEC) will be allocated $218.7 billion, largely for the administration of examinations. Mr Speaker Sir, given the high cost of administering examinations, Government will progressively review schools examination fees to cost recovery levels. This is critical for the provision of adequate resources to guarantee the credibility and integrity of the education and examinations system. 

The level of current tuition fees at Government schools is so low that, in some instances, the cost of recovering the fees exceeds the fees themselves. For low density schools, these are $225 at primary and $500 at secondary. In high density schools, these are $100 and $250, respectively. Tuition fees at Government schools will, therefore, also be reviewed. 


Social Protection

I propose to strengthen existing social protection programmes through an allocation of $345.9 billion under the Ministry of Public Service Labour and Social Welfare. This amount includes $100 billion for drought relief and $190 billion for the Basic Education Assistance Module (BEAM) as well as allocations for support to the elderly, disabled and children in difficult circumstances. 

Over and above this, I propose to establish a Fund in support of the removal and rehabilitation of children currently living on the streets. This initiative will also receive financial contributions from the Reserve Bank and other stakeholders. To avoid abuse, this Fund will be disbursed directly from Treasury. 

I also propose to allocate $457 billion under the Ministry of Public Service, Labour and Social Welfare for employer contributions on behalf of Government workers, to the National Social Security Authority (NSSA) and the Premier Service Medical Aid Society (PSMAS). 

Currently, Government meets the 60% employer contribution to the Premier Service Medical Aid Society (PSMAS) for the civil servant, together with an unlimited number of dependants. In order to reduce pressure on scarce resources, I propose that the number of dependants who qualify be limited to five. This is in line with other medical insurance schemes. 


Defence and Security

In order to enhance the operational efficiency of our defence and security organs, I propose to allocate $2.3 trillion to the Zimbabwe National Army, Air Force of Zimbabwe ($447.7 billion), Zimbabwe Republic Police ($1.7 trillion), and Zimbabwe Prison Service ($542 billion). Employment costs account for significant amounts in each of these allocations. I have also provided for equipment and operational consumables for these organs. 


 

Agriculture

Mr Speaker Sir, having completed the land acquisition phase of our agrarian reforms, the challenge now is to ensure effective and productive utilisation of the land. This will require the support of improved agricultural extension services, including research and development, and access to finance for crop input and livestock programmes. 

I propose to allocate, for operations including salaries, $538 billion to the Ministry of Agriculture and Rural Development as well as that for Lands, Land Reform and Resettlement, in the Office of the President and Cabinet. This allocation compares with $162 billion provided during 2004, for both operations and inputs ($25 billion). 

Already, the 2005 Budget has a commitment of over $800 billion availed for the 2004/2005 agricultural season in support of the tobacco crop ($200 billion), as well as the summer crops ($600 billion). The level of resources in support of tobacco is over and above the $232 billion raised through the Government guaranteed tobacco bills. 

Furthermore, I propose to make a budgetary provision of $150 billion to further capitalise the Agricultural Development Bank during 2005. This is in addition to the $60 billion allocated for the recapitalisation of the Agribank this year. 

Government, through the Reserve Bank, expects an adequately recapitalised Agricultural Development Bank to assume greater responsibility, together with the rest of the banking system, over financial lending to agriculture from the deposit base and market structured instruments. This is a departure from the previous arrangements where Government directly lent to farmers through the Agricultural Development Bank. 

Success in this regard will enable a shift from reliance on direct Government financial intervention in agriculture, which is critical for adherence to such best practices as cost recovery. In this regard Government through such institutions as GMB, AGRIBANK, TIMB, ARDA, DDF and the Department of Irrigation will intensify loan recoveries on previous disbursements. This is estimated to raise $1.455 trillion for agriculture financing during 2005. 

Additional Funding to agriculture is also expected to be accessed through the Productive Sector Facility. This facility has so far benefited agriculture to the extent of $893.1 billion, representing 43% of disbursements to September 2004. 


Maintenance of Infrastructure

A well-maintained infrastructure is critical for attracting investment and supporting economic development. To reverse deterioration in the country’s infrastructure, I propose to allocate $154 billion for road maintenance under the Ministry of Transport and Communications and $106.4 billion for maintenance of Government buildings under the Ministry of Local Government, Public Works and National Housing. 


2005 Parliamentary Elections

In line with our Constitutional requirement, the country will be holding general elections in March 2005. 

Mr Speaker Sir, to facilitate the preparations and smooth conduct of the elections, I have allocated $483.5 billion for this exercise. This amount is distributed among the votes of the respective Ministries whose Departments will be involved in conducting the elections. 

Mr Speaker Sir, this provision is over and above the $116 billion availed to the Registrar General’s Department and the Zimbabwe Republic Police during 2004 for the preparation of the elections. 


Mines

Given the significant contribution of the mining sector to the country’s GDP and foreign currency generation, an allocation of $52.6 billion is proposed for the operations of the Ministry of Mines and Mining Development. 

Included in this allocation is $1.7 billion and $3.5 billion for current transfers to the Zimbabwe School of Mines and the Institute of Mining Research, respectively. Another $10.2 billion is proposed for concessional financing to small-scale miners under the Mining Industry Loan Fund. 

Mr Speaker Sir, as inflation declines to the targeted levels, small-scale miners will be expected to source all their funding requirements from banks. 


Services Provision by Local Authorities

Operations of Local Authorities have been seriously affected by the non-settlement of bills by Government departments. In this regard, Government has initiated a programme targeted at settling outstanding bills. A provision of $15 billion has been made for this purpose. The objective is for the Government departments to be current on their payments to local authorities. 

Local Authorities are also expected to improve their billing systems in order to enhance revenue inflows. This will complement the allocations from Central Government. 

In total, $384.5 billion has been allocated to the Ministry of Local Government, Public Works and National Housing for recurrent expenditure. 


Subsidies

The level of subsidy commitments incurred during 2004 is not sustainable, given the need for Budget resources in support of economic recovery. These will have to be rationalised under the 2005 Budget, guided by the Government’s position to target subsidy payments towards support for increased production. 


CAPITAL EXPENDITURE

Mr Speaker Sir, the $5 trillion that I have allocated for capital expenditure translates to 18.2% of total expenditure and net lending. This is a significant increase over the $1 trillion allocated in the 2004 Budget, and is in line with the Government policy to raise capital expenditures to a minimum of 20% of total expenditure. 


 

Infrastructure Financing

Mr Speaker Sir, Government on its own cannot meet the total requirements for critical capital projects due to resource constraints and other demands on the Budget. The strategy for the financing of capital projects during 2005, therefore, recognises the critical role for the private sector. Hence, a two-pronged approach towards the financing of infrastructure will be necessary. 

Firstly, capital expenditure in the 2005 Budget will focus on completing all work in progress. Allocations for new works will be restricted to very critical works that cannot be postponed and those that will have immediate impact on the economic recovery programme. 

Secondly, as underscored in the recently launched Macro-Economic Policy Framework for 2005–2006, some public infrastructure will be developed in partnership with the private sector. This is critical for significant funding of infrastructure. 

Out of the proposed $5 trillion total allocation for capital expenditure, I propose to allocate $4 trillion among line Ministries. This amount will go towards financing on-going infrastructure projects, the procurement of office equipment, technical and hospital equipment, as well as acquisition of vehicles for Government operations. This is meant to ensure that projects are completed and fully utilised. 

The following major programmes are catered for in the $4 trillion: 

I propose to allocate $705.3 billion in support of infrastructure and equipment requirements for tertiary institutions, primary and secondary schools. Specifically, this provision is earmarked for the construction of additional facilities and upgrading and rehabilitation of existing infrastructure. Of this allocation, $50 billion is targeted towards Rural District Council schools building and development grants. 

For the Transport and Communications sector, I am proposing to allocate $523.9 billion for the rehabilitation and construction of roads, bridges and facilities in the various provinces. Some of these resources will support the establishment of post offices in rural areas and the acquisition of technical equipment for the Department of Meteorological Services. 

Mr Speaker Sir, I have allocated $354.4 billion to the Ministry of Agriculture and Rural Development for upgrading and construction of dip tanks, training facilities, procurement of technical equipment and operational vehicles and motorcycles for extension services. 

In recognition of the limited financial capacity of Local Authorities, I propose to allocate $339.4 billion for the upgrading of water and sewer infrastructure within both urban and rural areas. To ensure the effective and efficient utilisation of the allocated resources, my Ministry will work with Ministry of Local, Government Public Works and National Housing in monitoring use of these resources. 

Under the Ministry of Home Affairs, I am proposing to allocate $334.2 billion for the completion of the Central Registry, CID and Interpol headquarters. This allocation will also cater for the construction of border post facilities and Provincial and District Registry offices in order to facilitate decentralisation. 

Mr Speaker Sir, for the Defence Forces, I have allocated $221.5 billion for the upgrading and construction of accommodation facilities, including procurement of technical equipment. 

Under the Office of The President and Cabinet, I am proposing to allocate $213.3 billion for the completion of construction projects at SIRDC, construction of offices and staff houses, compensation for improvements on acquired farms and acquisition of technical equipment for the Surveyor General’s Department. 

An allocation of $267.6 billion has been made under the Ministry of Health and Child Welfare for the construction and rehabilitation of existing facilities, such as mortuaries, provincial and district hospitals. Included in this amount is $9.7 billion for procurement of ambulances. 

Mr Speaker Sir, I will also be announcing incentives to encourage private sector participation in Health and Education. 

A provision of $109.8 billion has been made under the Ministry of Justice, Legal and Parliamentary Affairs for the construction of courts, prisons, staff houses and procurement of equipment. 


Rural Development 

I propose to allocate $167.5 billion for the construction of roads and bridges, water supplies and schools in rural areas under the Ministry of Water Resources and Infrastructural Development. Included in this allocation is an amount of $12 billion for the Water and Sanitation programme and $30 billion for the Rural Capital Development Fund in support of rural community projects. 

Mr Speaker Sir, our communities will be the direct beneficiaries of funding through community-based projects such as the construction of dams, access roads, dip tanks and boreholes. 


Energy, Housing and Infrastructure Bank

Mr Speaker Sir, I have already highlighted that the levels of resources required for infrastructure development require the involvement of Government, the private sector and other stakeholders. To trigger this, I have set aside $1 trillion for the capitalisation of the Energy, Housing and Infrastructure Bank out of the $5 trillion proposed for capital expenditure. This initial capital injection by Government will be complemented by additional capital from other stakeholders and will trigger mobilisation of even larger resources for infrastructure development from both domestic and external financial markets, thereby allowing for more meaningful interventions. 

In this regard, Public Sector Investment Projects amounting to over $3.6 trillion are among the first projects earmarked for support during 2005 by the Bank. These projects relate to construction of roads, bridges, dams, houses and irrigation schemes, as well as some parastatals and Local Authorities capital development programmes. 

Implementation of projects and programmes will not only be limited to those defined in the national Budget, but will also cover those outlined in the Macro-economic Policy Framework 2005 – 2006 "Towards Sustained Economic Growth" document. The participation of the Energy, Housing and Infrastructure Bank in public infrastructural development will, in some cases, be in partnership with private sector stakeholders. This will benefit from the prevailing framework for Public Private Partnerships. The relevant guidelines are now in place, having already received Government approval. 

The Energy, Housing and Infrastructure Bank will extensively use domestic resources in addressing capacity constraints of Local Authorities to enhance service delivery. Furthermore, a close working partnership with Government Ministries, Departments and parastatals will be established in order to enhance synergies in promoting infrastructure development. 

The operational structures of the Energy, Housing and Infrastructure Bank will be unveiled during December 2004. 

The additional infrastructural financing through the Bank will raise the overall capital budget for 2005 to over 30% of total Budget expenditures. 


Strategic Parastatals

Mr Speaker Sir, given the strategic role of parastatals, there is need to ensure that they operate viably with minimal dependence on the fiscus. It still remains a serious concern that despite efforts to recapitalise some of the parastatals in the previous Budgets, the turnaround process, if any, has been very slow and unsatisfactory. 

Mr Speaker Sir, Government has already highlighted the need to avoid large quasi-fiscal commitments through public enterprise requests, for debt take-overs, price subsidies and loan guarantees. It is on this basis that all parastatals have been called upon to draw up turnaround strategies to facilitate access to commercial financial borrowings on the basis of viability. This will require the charging of economic prices by parastatals. Parastatals will also be expected to forge strategic alliances with the private sector in implementing their turnaround strategies. 

Mr Speaker Sir, Government, therefore, expects parastatals to finance their projects through the Energy, Housing and Infrastructure Bank, over and above access to working capital finance through the Productive Sector Facility. Relevant Ministries have, therefore, to urgently review and monitor the performance of parastatals under their portfolio, including the composition of Boards, as well as the competency of their management. 


RESULTS BASED MANAGEMENT

Mr Speaker Sir, I propose a budgetary provision of $10.5 billion to finance the implementation of integrated results based management system across Government. Implementation of this programme will be phased over a five-year period, beginning 2005. 


MONITORING AND CONTROL OF EXPENDITURES

In order to effectively monitor and control the use of public resources by Ministries and Departments, the capacity of the Implementation and Control of Expenditure Unit (ICEU) and the Public Financial Management System (PFMS) will be strengthened through allocation of requisite resources. 

To facilitate public financial management, minimise fraud and misappropriations of public funds, and provide for appropriate rewards and penalties for financial mismanagement, Government will review the Audit and Exchequer Act and, in its place, establish the Public Financial Management Act and the Audit Service Act. 

The new Audit Act will facilitate comprehensive financial reporting which will also embrace Local Government and Public Enterprises. It will also provide for constant monitoring of performance. 


STATE PROCUREMENT 

Currently, the State Procurement Board conducts all procurement on behalf of all Government Ministries and Departments and Public Enterprises based on the Procurement Act and Regulations. 

In line with the new Macro-Economic Framework 2005-2006, the Procurement Board will be transformed into a regulatory authority, whose main function will be to develop procurement standards and procedures, bidding documents, effective audit and monitoring systems and building procurement capacity in the procuring institution. 

REVENUE PROPOSALS 

Mr. Speaker Sir, the overall poor performance of the economy over the last few years has impacted negatively on revenue collection. Significant growth of the informal sector, coupled with collection of corporate income tax in arrears and the growing list of VAT zero rated and exempted items, pose challenges for both tax policy and administration. 

The adoption and implementation of policy measures to turnaround economic performance since the beginning of the year promise improved revenue yields for the 2005 Budget. Strategies to bring the informal sector into the tax net, rationalise zero ratings and exemptions in the VAT structure and gradually move towards current tax payment system on companies are therefore, being developed. Their implementation will improve revenue collection, and relieve the unfair tax burden on individual taxpayers. 


 

INCOME TAX


Individuals


Pay as You Earn

Mr. Speaker, Honourable Members will recall that during the Mid Term Fiscal Policy Review, Government undertook to address the problem of bracket creep in order to enhance disposable income in the hands of taxpayers. Consequently, the income tax free threshold was reviewed from $2.4 million to $9 million per annum ($200 000 per month to $750 000 per month), with effect from September 2004. 

In the case of the civil service, the review of the tax-free threshold, however, meant that 84% of civil servants were no longer eligible for PAYE. Civil servants now contribute only $3 billion to PAYE, compared to $37 billion per month before the reduction in individuals payable tax. While this improves disposable incomes, it is important that we guard against undermining the culture of paying tax inherent in our workers. 

This makes it necessary that a larger number of individuals remain within the tax net. The design of the tax structure should, therefore, always ensure that the individual contributions of lower-income earners remain relatively small. 

Mr. Speaker Sir, taking into consideration views of stakeholders, I am proposing to increase the tax free threshold from $9 million to $12 million per annum or $750 000 to $1 million per month. Furthermore, I propose to widen the income tax bands to end at $108 million, above which income is taxed at 40%. All this is with effect from January 01, 2005. 

The upward adjustment of the tax-free threshold, as well as tax bands, releases $5 trillion to taxpayers. 


Bonus

Mr. Speaker Sir, I recognise that bonuses present an opportunity for workers to access some resources in support of the purchase of durable consumer goods, payment of fees and other necessities for the festive season. 

In support of this, I propose to increase the tax-free portion of Bonus from $100 000 to $5 million with effect from November 01, 2004. 


Credits

Tax credits are used to enhance disposable incomes for the elderly, the blind and disabled persons, over and above the allowable tax-free threshold, due to their special requirements. 

I, therefore, propose to increase tax credits for the elderly, the blind and disabled from $120 000 to $500 000 per annum, with effect from January 01, 2005. 


Other Income Earned by Elderly Taxpayers

Mr Speaker Sir, the value of pension income earned by the elderly has generally been eroded by inflation. Elderly taxpayers, thus, often depend on income from other investments for their sustenance. In the absence of this, the only recourse is support from family and well wishers. 

I propose to exempt from income and capital gains, income earned by elderly persons on disposal of marketable securities, rental income and interest from discounted instruments. This is up to a maximum of $2 million per month or $24 million per annum on each type of income specified. 


Carbon Tax

Carbon tax was introduced in 2001 with a view to support Budget expenditures on environmental issues. 


I propose to review carbon tax payable with effect from January 01, 2005 as follows: - 


Engine Capacity Current Proposed 

Up to 1500 cc $20 000 $100 000

Over 1500 cc but not exceeding 2000cc $35 000 $175 000

Over 2000 cc but not exceeding 3000cc $50 000 $250 000

Over 3000 cc $100 000 $500 000


Client friendly payment arrangements will be announced by ZIMRA in due course. 


Motoring Benefits

To uphold the principle of equity, motoring benefits accruing to taxpayers using company vehicles are grossed up to income earned. The current thresholds for deemed motoring benefits range from $600 000 to $3.3 million per annum, depending on vehicle engine capacity. 


 


I, therefore, propose to increase deemed motoring benefits with effect from January 01, 2005 as follows: - 


Engine Capacity Current Proposed 


Up to 1500 cc $600 000 $2 280 000

Over 1500 cc not exceeding 2000cc $1 260 000 $4 200 000

Over 2000cc not exceeding 3000cc $2 480 000 $6 480 000

Over 3000cc $3 312 000 $7 200 000


Tax-free Pension Commutation 

Under the Pension and Provident Funds Act, members are entitled to one-third-tax free pension commutation upon retirement. The Registrar of Pensions has discretion to allow a pensioner to commute a pension in full. 

I propose to allow a tax-free status for the full commutation of a pension, where the monthly pension would not be subject to tax. This is with effect from December 01, 2004. 

Tax Free Pension Contributions

Pension contributions are an important instrument for mobilising domestic savings in support of increased investment. High inflation has, however, eroded the real value of the current allowable tax-free pension contribution. 

I, therefore, propose to increase the allowable tax-free pension contribution from $720 000 to $ 1 440 000 per annum with effect from January 01, 2005. 

I realise that this review does not fully take account of the erosion resulting from past inflation. It will, therefore, be critical that we take account of this in future budgets. 


Retrenchment/Severance Package

Government recognises that retrenchment packages are a source of investment capital for income generating projects by retrenchees. 

The current tax-free severance package of a minimum of $1.5 million or one third of the severance package, provided the severance package does not exceed $15 million, is however low to enable start up of viable projects. 

With effect from November 25, 2004, 1 propose to increase this amount to a minimum of $300 million or one third of the severance package, provided the severance package does not exceed $1.2 billion. 


Companies


Corporate Tax Payment System

Mr. Speaker Sir, during the Mid Term Fiscal Policy Review, I highlighted the need to move towards a system that ensures that corporate tax payments are current. Stakeholders, however, recommended a phased implementation process so as not to undermine companies’ cashflow. 

I, therefore, propose to introduce payment of corporate tax on current taxable income with effect from January 01, 2005, phased over a three-year period as follows: - 


2005


100% of 2004 profits; and

35% of 2005 forecast profits.


2006


65% of 2005 profits; and

70% of 2006 forecast profits.


2007

30% of 2006 profits; and

100% of 2007 profits.


Income Tax Refund Threshold


The current refund threshold is pegged at $100. The administration costs involved in processing such refunds, however, far exceed this threshold. 
I propose to increase the threshold to $100 000 with effect from January 01, 2005. This will be reviewed periodically through subsidiary legislation. Credit balances below this threshold will remain available for the account of the taxpayer. 

Capital Allowances

The current inflationary environment has resulted in erosion of some capital allowances. 

In light of the above, I propose to increase capital allowances on staff housing, schools, hospitals and clinics with effect from January 01, 2005 as follows: - 

Passenger motor vehicles allowance from $10 m to $50 million; 


Staff housing, $15m with an upper limit of $50m, to $100m with an upper limit of $270 million. Expenses in excess of this will be deemed to have been at the upper limit; and 


Remove the current $50 million restriction on schools, hospitals and clinics. 


 

Donations to Schools, Hospitals & Clinics, and Research & Development

Allowable donations to schools, hospitals and clinics, and research and development are currently pegged at $100 million. 

To take account of cost escalations, I propose to increase allowable donations to $500 million with effect from January 01, 2005. I further propose to extend the allowance to cover donations of anti retroviral drugs to hospitals, clinics and other institutions approved by Minister of Health and Child Welfare. 


Donations to an Approved Fund for Rehabilitation of Vulnerable Groups 

The current economic hardships have exacerbated the plight of the underprivileged, thereby increasing the number of people on the streets. 

I am proposing the creation of a Fund, directly disbursed by Treasury, to provide for the rehabilitation of distressed persons. Donations to the proposed Fund would be allowable for tax purposes, with effect from December 01, 2004. The modalities for the Fund’s management and administration will be announced in consultation with all the relevant stakeholders. 


Deductions for Attendance at Conventions or Trade Missions


Allowable deductions for attending Conventions or Trade Missions are currently pegged at $5 million. 

I propose to increase the amount to $10 million with effect from January 01, 2005. 


Registration of Foreign Employers

There appears to be an incorrect perception that non-resident employers who have no permanent establishment or agent in Zimbabwe are not required to register as employers for PAYE purposes. As a result, the fiscus has lost revenue from employment income of such companies’ employees, as they do not submit returns on income earned. 

I propose to amend the legislation to require foreign employers to register for PAYE purposes through resident agents with effect from January 01, 2005. Furthermore, in order to accelerate and secure collection of any taxes payable by employees, work permits for expatriate staff will only be granted on condition that the employer is registered for PAYE purposes through a resident agent. 


Presumptive Tax 

Mr. Speaker Sir, a significant number of small to medium scale businesses and those in the informal sector largely remain outside the tax system. In some instances, the income generated by this sector exceeds that earned by registered taxpayers. To broaden the tax base and uphold the principle of equity in taxation, it is desirable to bring income earned from this sector into the tax net. 

I propose implementation of presumptive taxation on selected sectors during the course of the year, through subsidiary legislation. 


Withholding Tax on Tenders

The Income Tax Act provides for Withholding Tax of 10% on the value of tenders awarded through the State Procurement Board, provided the taxpayer does not submit a tax clearance certificate. 

I propose that the same concept be extended to consultancy and other services offered to Government and quasi Government institutions with effect from January 01, 2005. 

I further propose extending the same principle to supplies of goods and services between businesses that are not registered for tax and those that are. Companies registered for tax will be required to remit such withholding tax. 


Withholding Tax on Commission Earned by Real Estate & Insurance Agents 

Commission earned by real estate and insurance agents is currently not subject to PAYE, but is payable on submission of a tax return at the end of a tax year. As a result, the fiscus is losing revenue to employees who do not submit returns on Commission earned. 

With effect from January 01, 2005, I propose a withholding tax of 20% on Commission paid by registered real estate and insurance companies, provided that such income is not already subjected to PAYE. 


Tax Clearance Certificate

In order to improve tax compliance among hauliers and taxi operators, I propose amendment of legislation to require submission of tax clearance certificate before licencing, or renewal thereof, on haulage trucks and taxi operators. This is with effect from January 01, 2005. 


Taxation of Farming

Mr Speaker Sir, following the successful completion of the land acquisition phase of agrarian reforms, there now exist a large number of potential taxpayers involved in farming business. 

It is, therefore, essential that the current farming taxation regime be reviewed, with the objective of encouraging full utilisation of the allocated land. A detailed study will be carried out to ascertain the modalities of taxing farming businesses. 


CAPITAL GAINS TAX


Inflation Allowance

Mr Speaker Sir, inflation allowance used in the calculation of capital gains tax is currently pegged at 100% of original cost. Under the current inflationary environment, stakeholders recommended an upward review of the inflation allowance. 

In line with international best practice, I propose to peg the inflation allowance to 100% of the annual average Consumer Price Index with effect from January 01, 2005. 


 

Withholding Capital Gains Tax 

Withholding capital gains tax is currently pegged at 10%. It has been noted that most taxpayers do not comply with the requirement to submit the capital gains tax return. 

In light of the above constraint, I propose to increase withholding capital gains tax from 10% to 15% with effect from January 01, 2005. 


Rollover Provisions

The current legislation provides for rollover provisions where a taxpayer disposes a principal private residence in order to acquire another principal residence. 

However, in the case of elderly taxpayers, the motive is generally to dispose the principal residence in favour of smaller accommodation. This allows for some income to sustain themselves. Currently, such income is subject to capital gains tax. 

In recognition of the income plight of the elderly, I propose the removal of capital gains tax on disposal of the principal private residence by the elderly, with effect from December 01, 2004. 

VALUE ADDED TAX (VAT)


Zero Ratings and Exemptions

Mr. Speaker Sir, long lists of zero rated and exempted items not only undermine the tax base, but they also significantly increase the costs of administering VAT. It is against this background that most countries limit exemptions and zero ratings to only a few items. 

In our case, however, the transition from the Sales Tax regime to VAT in January 2004 necessitated an initial longer list of zero-rated and exempt items. As we enter the second year following the inception of VAT, I propose to begin to progressively reduce this list. 

Mr Speaker Sir, it is in this light that I have not been able to accede to requests for more zero ratings and exemptions. Requests by companies to realise improved competitiveness largely through VAT exemptions and zero ratings will not be entertained. 


Zero Rating of Medical Supplies

The VAT legislation zero rates all medicaments as defined in the Medicines and Allied Substance Act. Zero rated items include lotions, shampoos, deodorants and dental pastes, among others. 

However, such a long list provides opportunities for revenue leakages. 

I propose restricting the list to essential medicaments, in line with the practice in the SADC region with effect from January 01, 2005. 


 

Claiming of Input Tax

The VAT regulations do not limit the time period within which input tax may be claimed. This creates scope for fraudulent refund claims. 

I propose to limit the validity of a tax invoice to the tax period in which the taxpayer is required to file a VAT return with effect from January 01, 2005. 


VAT on Change of Ownership of Motor Vehicles

The VAT Act does not include any exemptions over the change of vehicle ownership, such that change of ownership between companies in the same group, spouses or on inheritance are subject to VAT. 

With effect from January 01, 2005, I propose to exempt the following transactions from VAT: - 

Transfer of motor vehicles between companies under the same control and under an approved scheme of reconstruction; 


Transfer of motor vehicles between legally married couples and their children; 


Transfer of ownership of motor vehicle on inheritance; and 


Donations of motor vehicles to approved Associations and organisations in Zimbabwe involved in charitable or welfare work. 


Tax Invoice

The VAT Act does not require inclusion of a buyer’s VAT number on the tax invoice. In order to strengthen audit trails, there is need to include a buyer’s number. 

I, therefore, propose that with effect from January 01, 2005, a buyer’s VAT number be required to be included on all tax invoices. 


Late Submission of VAT Returns

Whereas the VAT legislation provides for penalties for late payment or non-payment of tax, it does not however provide for non- or late submission of VAT returns. 

I propose that the VAT legislation be amended to provide for penalties for late or non submission of VAT returns with effect from January 01, 2005. 


Use of Cash Registers

The VAT Act provides for use of VAT ‘compliant’ cash registers, but does not provide for a penalty for non-compliance. 

I propose to amend VAT legislation to provide for penalties for non-compliance with effect from January 01, 2005. 

ESTATE DUTY

Mr Speaker Sir, the current economic hardships, coupled with the AIDS and HIV pandemic, have resulted in numerous deaths, in most cases of breadwinners. This results in much suffering of families. 

Under the current legislation, a principal residential house is not liable to Estate Duty where the deceased is survived by a spouse or minor children. It has been, nonetheless, observed that in most cases, the deceased may be survived by dependants who are above 18 years. 

It is against this background that I propose that, with effect from January 01, 2005, the principal residential house should not form part of the dutiable estate. 

Furthermore, I propose to increase estate duty thresholds from $250 000 and $100 million to $400 million for deceased estates of both single and married persons. 

CUSTOMS DUTY


Duty Payment on Smuggled Goods

The Customs and Excise Act is not explicit with regards to payment of duty under cases where the alleged offender is acquitted in a Court of Law. 

I propose to amend the legislation to enable ZIMRA to collect duty regardless of acquittal with effect from January 01, 2005. 


Licensing of Clearing Agents

Under the current Customs and Excise regulations, clearing agents are obliged to be licensed in order to transact business with ZIMRA. This is to allow for enforcement of stipulated standards of conduct by customs clearing agents. 

The current legislation, however, does not bar unlicensed agents or individuals from transacting business with ZIMRA. Their unprofessional conduct often prejudices members of the public. 

In line with the concerns of stakeholders, I propose to amend the current regulations to ensure that all agents or individuals dealing with ZIMRA on commercial customs clearing are licensed. This will be with effect from January 01, 2005. 


 

Pre-Clearance of Goods

The current legislation requires that goods be cleared on arrival at a port of entry. However, the situation on the ground is that goods can be pre-cleared before arrival at a port of entry. This facilitates the release of consignments as they arrive. 

With effect from January 01, 2005, I propose to amend the legislation to formalise pre-clearance of goods before arrival at a port of entry. 


Surtax

Mr Speaker Sir, currently all imported finished products attract a surtax of 10%. I propose to remove this on most goods, with effect from January 01, 2005. 


Imported Second Hand Motor Vehicles

Under the Open General Import Licence system, used motor vehicles may be imported without restriction as to the year of manufacture. The poor state and condition of some of the used vehicle imports often pose additional demands on the country’s scarce foreign exchange, through importation of spare parts to undertake major repairs. 

It is in this light that, I propose to retain surtax on imported light passenger motor vehicles of more than five years from the date of original manufacture. Surtax will, thus, be removed only on vehicles of less than five years from the date of original manufacture. This is with effect from January 01, 2005. 


Agricultural Implements

Customs duty on imported finished products is zero percent, whilst duty on raw materials ranges from 0-15%. 

This has resulted in such imported agricultural implements as disc harrows, ploughs, cultivators, hoes etc, landing in Zimbabwe at prices lower than local products. Measures are being instituted to level the playing field. 


 

Duty on Capital Goods & Intermediate Products

Mr Speaker Sir, import duties on capital goods range between 0-5%, while those on intermediate goods attract duty of 15-25%. The higher duty thresholds, in both cases, take cognisance of existing domestic production capacity, and our obligations under regional and international trade agreements. 

I remain ready to undertake all necessary reviews of the import duty structure in consultation with relevant stakeholders. 


Customs Duty on Pharmaceuticals

Duty on most finished pharmaceutical products is zero percent. Concerns have, however, been expressed over the application of some duties on imported raw materials for the production of anti-retroviral drugs. 

Consultations with stakeholders are in progress to identify any such duties, with a view to facilitate their removal. 


Sanitary Ware

Mr Speaker Sir, Honourable Members will recall that the 40% import duty on sanitary ware was temporarily suspended to December 31, 2004. This followed cessation of local production after the major producer relocated outside Zimbabwe. 

I am pleased to report to the House that local entrepreneurs have since undertaken large investment in machinery and equipment to enable the resumption of local production of sanitary ware products. This demonstration of renewed confidence in our economy should be applauded and supported by all stakeholders. 

In recognition of this development, I propose to retain duty on sanitary ware at a reduced duty rate of 20% with effect from January 01, 2005. 


Computer Hardware

In view of the widespread reliance on Information Technology, it is necessary that Government supports initiatives to broaden access to and use of computers across all sectors. 

In this regard, I propose to reduce duty on computer hardware from 15% to 5% with effect from January 01, 2005. The reduction in duty will translate into a cumulative $2 billion cost saving on imported computers, which should have positive effect on prices. 


Clothing and Textiles

Mr Speaker Sir, during the Mid-Term Fiscal Policy Review, I highlighted the adverse effects of imported textiles and clothing on the viability of local manufacturers. I further advised that Government would move to a system where duty is levied on the basis of ad valorem and per unit value. 

Subsequent to this, duty was reviewed upwards. However, duty was suspended to allow consultation with stakeholders. The suspension expires on November 30, 2004. 

After extensive consultations with stakeholders, I propose to review these duties as follows: - 


Clothing and textiles 60%+$100 000/kg

Second hand clothing 60%+$200 000/kg 

Footwear 60%+$30 000/pair


EXCISE DUTY


Carbonated Soft Drinks

Mr Speaker Sir, carbonated soft drinks attract excise duty of 5% while competing non-carbonated soft drinks have a zero excise duty rate. 

To level the playing field, I propose to remove excise duty on carbonated soft drinks with effect from January 01, 2005. 


Cigarettes and Tobacco

Notwithstanding that excise duty on cigarettes and tobacco is currently pegged at 60%, we continue to witness influxes of imported under priced substitutes. 

I, therefore, propose introduction of a combination of specific and ad valorem rates on imported cigarettes and tobacco products with effect from December 01, 2004. 

To assist curb smuggling, local manufacturers need to play their part by introducing unique identifiable features on their products and packaging. 


STAMP DUTY

Stamp duty on electronic transfers, automated financial transactions and cheques is currently pegged at $50 per transaction. 

I propose to increase this amount to $500 with effect from January 01, 2005. 


EXCHANGE CONTROL


Cross Border Traders

The current limit on the value of goods that may be exported without a CD1 form is pegged at $500 000. I propose an upward review of this amount to $2 million with effect from December 01, 2004. 

I further propose to increase the prescribed amount for which the Commissioner General can remit duty, from $100 000 to $300 000 with effect from December 01, 2004. 

FINANCING 

The projected 2005 Budget deficit of $4.5 trillion, coupled with maturing debt, raises the total financing requirement to around $6 trillion. In the absence of external financial support for the Budget, this will be financed largely from the domestic financial market. 


In this regard, Government will issue treasury bills, long term paper and bonds to finance the deficit. Furthermore, the Reserve Bank will facilitate the development of a secondary market for Government and other public paper. 


CONCLUSION 

Mr Speaker Sir, economic developments during the last year clearly indicate that we are on the path towards rapid economic growth, as evidenced by the deceleration in inflation, improvement in foreign exchange generation and capacity utilisation across most sectors of the economy. 

The Budget I have just announced is designed to consolidate this turn around process and to usher in a period of sustainable economic growth and development. 

The challenge now is for all Ministries and Departments to contain their expenditures within Budget allocations, as demonstrated in 2004. Notwithstanding the difficulties and pain involved, the benefits from consolidating our economic turnaround efforts extend beyond strengthening the credibility of the Budget as an instrument of macro-economic management. More significantly are the positive gains on the inflation front, critical for investment and vibrant business activity. 

Mr Speaker Sir, the successful implementation of policy measures outlined in this Budget will require the full participation of all stakeholders. Our country has the potential, and the resources to ensure that every citizen is guaranteed improved standards of living. 

Mr Speaker Sir, committed and sustained implementation of all our economic Programmes, guided by the quest to restore the Greatness of our Country, will be critical. 

Together we will realise this Vision. Our Success Is In Our Hands! 

Mr Speaker Sir, I now place the Budget Estimates and Taxation Proposals for the 2005 Financial Year before the House. 


 

I THANK YOU.

HARARE

November 2004.


