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This article is prepared for the purposes of offering information to the members of the Institute of 

Chartered Accountants of Zimbabwe on the latest Reserve Bank of Zimbabwe Monetary Policy 

Statement. It should not be used for any other purpose without the consent of the Institute of 

Chartered Accountants of Zimbabwe (“ICAZ”) 



2 
 

Background 
The Reserve Bank of Zimbabwe (RBZ/the Bank) issued the latest Monetary Policy Statement (MPS) on 

18 February 2021.This policy comes at a time where inflation and exchange rate movements have 

relatively reduced from early 2019 levels. 

 

The theme is “Staying the course in fostering price and financial system stability,” which means that 

the RBZ’s major concern is significantly reducing inflation and sustaining the foreign currency auction. 

 

This analysis follows the MPS document structure. 
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1. Introduction 
The Reserve Bank of Zimbabwe (RBZ) is pursuing a contractionary monetary policy aimed at reducing 

the rate of inflation to below 10% and an economic growth of 7.4%. This will be achieved largely by 

restricting money supply and increasing interest rates for both long and short term borrowings. The 

RBZ’s objective is to sustain the on-going relative stability and buttress the Foreign Currency Auction 

System (FCAS/auction). Although this is achievable, consideration must be put on the potential 

adverse effects of policies suggested, particularly to businesses trying to recover from depressed 

demand and operations due to extended lockdowns arising from the COVID-19 global pandemic.  

 

2. Review of previous policy 
Since August 2020 RBZ had a three-pronged approach: - 

i. Sustainable and efficient auction 

ii. Stable financial sector 

iii. Money supply management 

 

 
Source: Reserve Bank of Zimbabwe (Strategic Policy Framework) 

2.1 Sustainable and efficient auction – fostering exchange rate stability 
The auction is reporting to be working fairly well with 70% going towards raw materials, machinery 

and equipment. Increased surrender requirements from 30% to 40%, though met with industry 

pessimism, are also supporting the auction. Furthermore, lines of credits of USD1.4 billion are said to 

be in place as gazetted earlier. However, 

 The use of the USD1.4 billion recently gazetted was only indicated as “strategic commodities” 

and “prospective currency reform programme”.  

 The auction has to sustain itself as opposed to running on the back of line of credits which will 

imply a lack of long term sustainability. 

There had been noted delays in allotment of money after bidding which caused delay in the settling 

of foreign debts. These delays generally have an impact of increasing costs and thus reducing local 

products competitiveness. This also tends to reduce confidence in the auction system. The Bank 
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should continue to refine the auction system further and design more efficient and timely allotment 

measures which reduce the time lag between bidding and allotment. Increasing the surrender portion 

to 40% from 30% is expected to bolster the auction. A concession was granted to exporters in terms 

of removal of the 60-day mandatory liquidation of unutilised forex, however, there is need for special 

consideration for the same exporters when they have key activities going on e.g. expansion requiring 

additional foreign currency such as retooling etc. 

 

2.2 Money supply management 
The Bank’s activities are commendable in this area. Bank achieved a conservative quarterly growth in 

reserve money of 18.6% in 2020, against a target of 25% per quarter. The government has also 

refrained from utilising the overdraft facility available at the Bank.  This is commendable as It has 

contributed to the relative stability being experienced in the economy. The Bank has been making an 

effort to mop up excess liquidity e.g. through open market operations savings bonds at 5% over and 

above the 7% savings bonds. 

 

2.3 Financial Sector Stability 
The minimum capital thresholds deadline is now 31 December 2021. Thresholds as previously advised 

are: - 

 Large indigenous banks and all foreign banks: equivalent of US$30 million 

 Commercial banks, merchant banks, development banks, finance and discount houses: 

equivalent of US$20 million 

 Deposit taking institutions: equivalent of US$5 million. 

Mobile money restrictions were introduced to curb the increase in the exchange rates, although with 

a slight inconvenience to the public. 

 

2.4 Impact of the above on inflation 
Inflation has largely slowed down, in particular the month-on-month inflation over the last four 

months, with the latest figure for January 2021 being 5.4% against a peak of 35.5% in July 2020. See 

below:  

Oct 2020 Nov 2020 Dec 2020 Jan 2021 

4.4% 3.2% 4.2% 5.4% 

 

The year on year inflation is still very high at 362.6%. A very ambitious target of 10% by Dec 2021 has 

been set. This will require less than 1% month-on-month till December 2021. The Bank is underpinning 

their target on at most 3% month-on-month. If the maximum 3% is constantly achieved this will only 

reduce the year-on-year inflation to 38% therefore implying that the month-on-month inflation should 

be much lower than 3%, at most getting to 0.9% each month. 

It is also important to note that if the current rate of 5% month-on-month inflation is maintained until 

December 2021, year on year inflation will contract to +/-71%. Considering the current levels, of 

month-on-month inflation the target of 10% is very ambitious and will require fiscal discipline (and 

market discipline) and strict adherence to new measures from the RBZ.  
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The graph below shows the 2020 inflation trend month-on-month. 

 
Source: ZIMSTAT 
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3. New monetary policy measures 
A host of new measures have been introduced together with maintenance or enhancement of the 

existing policies. The diagram below summarises the Bank’s focus: - 

 
Source: Reserve Bank of Zimbabwe - National Strategic Focus 

 

The main changes are as follows: - 

3.1 Interest rate increases 
Bank policy rate for overnight accommodation is up from 30% to 40% and medium term interest rates 

for the production sector up from 25% to 30%. The Bank did this to discourage speculative borrowing 

in view of the current liquidity constraints. 

The impact is expected is to reduce speculative borrowing. This may also result in a slight 

strengthening of the currency and reduced inflation as generally those are the overall effects of 

increasing interest rates. Banks will also see positive effective interest income if the interest rates 

exceed inflation.  

The downside is that the cost of finance is expected to increase thus discouraging borrowing from 

financial institutions particularly in relation to a forecasted inflation of 10%. With companies already 

reeling from the impact of the COVID 19 this could have a negative effect on economic growth 

projections. Facilities should be put in place to assist businesses to access cheaper financing, but with 

restrictive measures to ensure these facilities are not abused for speculative purposes. Other 

mechanisms can also be taken up with facilities indexed against the exchange rate or other metrics. 
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3.2 Statutory reserves 
There has been an increase in statutory reserves for demand or call deposits from 2.5% to 5% while 

the reserves for time deposits have been maintained at 2.5%. The idea is to facilitate or incentivise 

long term lending.  

 

The maintenance of 2.5% for time deposits is welcome but interest rates (and establishment fees) for 

long term facilities will also be key in determining whether the productive sector will be able to access 

the long term loans of preferably three to ten years. 

 

3.3 Reducing reserve money growth 
Maintaining the conservative monetary target framework in 2021 is another key element. This will be 

achieved by reducing the quarterly reserve money growth from the 25% quarterly target in 2020 to 

22.5% per quarter in 2021. This is meant to safeguard the relative stability being experienced. This is 

an achievable target considering 2020 figures were 18.6% per quarter on average. This is also 

paramount as money supply is one of the most important factors in driving inflation and exchange 

rates. The other pertinent factors are productivity and confidence.  

 

3.4 Withdrawal limits and mobile money transactions  
The ZWL withdrawal limit is up to Z$2,000 while mobile money transactions remain capped at Z$5,000 

per transaction but with a weekly limit of Z$35,000. A new Z$50 note will be introduced, and the Bank 

has reiterated that there will be no increase of money supply due to the Z$50 but are merely adding 

an alternative transacting method.  

 

The Z$2,000 withdrawal limit is welcome while the stringent limits on mobile money need to be 

monitored and reviewed in line with the cost of goods and services. The new Z$50 note ties in with 

the withdrawal limit increase and the tight control on monetary supply is commendable. The only 

concern is perceptions among the populace which may cause an initial shock and push the parallel 

rate, therefore confidence is again an important factor. 

 

3.5 Foreign currency auction review 
The auction is to be maintained through the new 40% surrender rate (up from 30%) as well as the 20% 

on domestic nostro sales and the 15% contribution from the fiscus. The Bank has committed to 

constantly review and improve the auction.  

The 40% surrender portion, as has been mentioned will assist in the long term sustainability of the 

auction and relaxation of the 60-day mandatory liquidation period is welcome. However, the Bank 

should consider introduction of an efficient and effective mechanism to allow exporters to access their 

foreign currency on the auction should they be undergoing capital intensive operations, re-tooling or 

face any other challenges. 
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It is also important to increase local production to reduce the pressure on the auction particularly on 

two components i.e. raw materials and agricultural produce (maize, soya, wheat). Agricultural 

produce is a low hanging fruit and will save the country significant amounts of foreign currency and 

more so if there is value addition of the produce which is also part of some of the raw materials being 

imported. 

 

3.6 Block funds/foreign legacy debt 
The Bank is putting in place a definitive programme for accounting and extinguishing of foreign 

exchange obligations under the blocked funds and foreign exchange legacy-debt framework. This 

framework will be designed to ensure that it is not inflationary and takes into account local and 

international audit requirements. 

Again, this is welcome. Some entities had modified opinions or reporting of such as a key audit matter. 

We are looking forward to this as resolution of this issue will improve audit opinions. ICAZ contributed 

to the suggested framework proposed to the RBZ through the PAAB and we are also ready to further 

support the Bank on this initiative, an offer that the Governor indicated that they will take the Institute 

up on. 

 

3.7 Minimum capital requirement 
These will be maintained as mentioned under 2.3 but with a 31 December 2021 deadline. 

This will bring stability to the financial sector. We fully support the minimum capital requirements as 

it reduces the chances of distress for financial institutions. The Bank should ensure that requirements 

are met and there is no further extension to the deadline.  

 

3.8 Compliance with SI65A of 2020 – Savings interest rates 
The Bank will monitor compliance with SI65A of 2020 which requires every banking institution to pay 

interest on call, demand, savings deposits and mobile banking trust accounts at rates prescribed under 

the regulations (mobile banking trust accounts, interest due must be credited on a monthly basis 

based a customer’s daily closing balance during each month).  

 

This was introduced in March 2020 it was meant to allow accrual of interest on funds held in the 

aforementioned accounts. Compliance to this and all regulations is important for the banking sector. 

The SI has rates that are a function of the prevailing Treasury Bill yield on TBs of equivalent tenor. 

Providing a return should encourage long term deposits and ultimately lending. 

 

3.9 Monitoring of authorised dealers on the auction  
The bank will monitor authorised dealer or banks on the FCAS to prevent abuse through the arbitrage 

opportunities. Authorised dealers should make use of KYC and customer due diligence. 

This is an important consideration. The disparity between the parallel rate and auction rate provides 

for an opportunity for abuse of the auction system hence the Bank through the Financial Intelligence 

Unit and Exchange Control Inspectorate has be to diligent. It will be preferred to see narrowing of the 



10 
 

gap between the two rates and hence eliminate the arbitrage opportunity. This will also improve the 

current situation were most entities have modified opinions owing to the existence of the formal and 

parallel rates coupled with the gap between the two rates. 

 

3.10 Establishment of a Fintech Regulatory Sandbox 
This will allow entities to list their financial products, services or solutions in a controlled environment 

effective 1 March 2021. The regulatory sandbox will change the nature between RBZ and financial 

services providers toward a more open and active dialogue. ICAZ can come in to assist on this 

framework and provide input prior to the launch of the Regulatory Sandbox. It may also enable the 

regulator to revise and shape the regulatory and supervisory framework with agility. The Governor 

committed to take up ICAZ’s offer. 

 

4. Economic outlook 
The Bank presented measures that are expected to support the proposed economic growth. Key 

matters are: - 

- Targeting 7.4% economic growth after two consecutive declines 

- Targeting 10% inflation 

- The above are to be premised on the new and enhanced measures as well as reduced imports 

on the back of a bumper harvest and increased productivity hence improve the balance of 

payments 

 

5. Other areas, statistics, global developments 
The policy has annexures which also highlight key factors. 

- Imports were up 5% to USD4.7 billion from USD4.5 billion. Food import were also up from 

USD194 million to USD592 million. The agricultural sector is a quick win as an area of import 

reduction. As mentioned, value addition will further reduce imports of some raw materials. 

- Gold price went up by about 20% and yet exports in terms of value were down 6%. Greater 

transparency and formalisation of the small scale sector should see further improvement over 

and above the splitting of Fidelity Printers which the refining arms part owned by the mining 

sector. 

- Diaspora remittances up USD1 billion from USD635 million. More relaxation and liberisation 

will see more inflows from the diaspora coming through formal channels. 

- Banking sector liquidity very high, significantly above the 30% minimum showing that access 

to borrowing is still subdued. Review of conditions to access financing is key. 

- Significant interest threshold was reduced from 10% to 5% and hopefully this will improve 

access to cheaper funding. 

- The shareholding which can be held in any financial institution by an ordinary company 

increased from 10% to 25%. 

- The disclosure of interest form now provided. This should improve transparency. 

- There are additional prudential limits for lending to insiders and their related parties, meant 

to improve transparency. 
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6. Conclusion  
The RBZ envisages a market friendly investment climate, conducive financial system, credible national 

institutions and a sense of responsibility and accountability among all. The targets set in the MPS are 

achievable but require diligence and the cooperation of all stakeholders in the economy as well as fine 

tuning of the auction system.  

 

For more information on this and related matters, kindly contact the ICAZ Technical Manager, Owen 

Mavengere, on email, owenm@icaz.org.zw or technical@icaz.org.zw  
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