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FAoM: ARA/AFR, DR, d-hr W Fechring
Problem: Your signature i: reguested on the Tnitial Environmental

Examination znd *he attacles Action Memorandum Lo the Administrator
recommending authorizavion of the 512,000,000 Froearaum Grant
- {cash) to tlie Guvernment of Zimbabwe.

Discussion: The approval ot the Administrator or his designee is
required Tor a Program Assistance approval Document (PAAD) authorizing
non-project acsistance in exceno of $10,000,000.

Recommendation: That you sign the Initial Eavironmental Examination -
approving a nepative determinaticn, and the Acticn Memorandum to the
Administrator recommending approval of the PAAD,
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AFR/DR: NCohen Wy e
AFR/SA: DCoher, _(draft)

AVR/DP: RStocy - c.7-¢
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ACTION MEMDRANDUM FOR THE ADMOVUISTRATON

‘/"
‘ [ ‘\;) g wg\
THRU: AA/FPC, Mr. Alexander P, Shako -\‘_/\\CL '8

THRU: ES /

FRCM ¢ AA/AFR, Goler T.C%A%Ehvr

SUBJECT: Zimbabwe - FY L0 813 Million Program Grant
Problem: Your approval is required for a Program Grant of

$13 million t¢ the Government of Zimubabwe (GUZ) (rom the Economic
Support Furnd apprepriaticen.

Discussion: The U.S. assistance stralegy in Zimbabwe is

designed to assist the new government in high priority areas
designated by the GOZ. The U.S. has committed itself publicly

to $20.0 million of assistance to Zimbabwe in FY 80 to meet

these priorities, followed by a proposed $25-30 million program

in FY 81. To date $5.0 million of FY 80 funds has been pledged

to the United Nations High Commission for Refugees {(UNHCR) for

the repatriation of refugees, and $2.0 million has been provided

to the GOZ as a bilateral projcct for the rehabilitation of rural
health clinics. The attiched Program Ascistance Approval Document
(PAAD) fepresents the remaining €13 million in funds to be obligated
during FY 80. The Program, which takes the form of a cash transfer,
is designed to assist the GOZ in meeting a shortfall in the budget
support requirements associated with immediale resettlement and
reconstruction program nceds. A review of other donor assistance
available or anticipated indicalies that the GOZ, even with full
immediate access to the U.S. #13 million of assistance, will be

hard pressed to meet the rehabilitation and resettlement require-
ments over the next three monihs from external scurces. In addition,
the projecred GOZ budget defic 't is already excessive, capacity for
additicnal internal borrowing i5 limited, and a substantive increase
in the rate ol inflation scems unavoidable, On the balance of pay-
ments front, a severe foreipgr cxchange shortage is anticipated,
which will be partially alleviated by the proposed cash transfer.

The grant will Le disbursed Lo a GOZ account in a U.S. bank
specified by he GCZ shortly «dter oblfgnLion. Yinancing requests
will be subriilted to AID with'n ixiy duys from Lhe date of
execution of the program grant agreement,  Hecauvse the GOZ's normal
quarterly forcign exchange an:i budgetary requirements exeeod the
full amount ot the grant a«na Pccouse of Lthe urpent requirement for



foreign exchange for the rodeveleprient ropram, initial diu-
bursement will cover *hc {ull ~arcunt of the groant., %he grant
requires that the GOZ estabiich o specintg account which will
centain the local currency cquivalent o0 the UG, dollar grant,
funds from this account will be nsed o support Che GOZ construction
and resettlement program, Spuecifically, the GUZ4's iMinictry of
Finance intends to allocate $5H.% millicn in local currenicy to the
Department of Agriculture for vegetable paciis, summer crop pucks,
and related training and 37.% millien in loceal currercy for
reconstruction allocated for cattile dips, waler suppiies, key roads,
bridges, and schools,

Certain prcvisions of the Voreign Assistance fcet of 1961, as amended
{the "FAA") require that,in Curnishing assistance to any country,
various specified factors shall be taken into consideration. Amung
these provisions are:
620(1) (failure to enter into investment quaranty
prograin);

620(0) . (seizurecs of or sanctions against U.S. fishing
vessels); and

620(u) (status of obligations of a foreign country to
the United Nations).

In connection with the approval ol the interim FY 1980 CYU, these
factors were not taken into consideration with respect to assistance to
Zimtabwe, Sct torth in attachment A are comments on Lhe relevant FAA
provisions un to their effect oo the decision to furnish the assistance
propesed herein to Zimbabwe. VYour approval ‘of ‘he PAAD provides the
occasion for taxing these fucltors into considernticn and making the
required determinations.

Further, :in previcus years, A.1.D. has al.o been responsible for vae
concideration of TAA Secticn 670(3i), dealing with damage to U.S,
property by mob action, and Scctien €70{i)s,dealing with milicur 5
expenditurss by recipient countries. The President,by Executi
Order 121063, hus delegated the responsibility for thesc sections to
the Secrelnrry of State. Thoe O artment o Jta'e has received no
information us to mob damag (o U.S. proooerty in Zimbabec, ‘The
Government of Zimbabwe hag not yot adeplted 2 budet and no infurmat-
ion is available at this time as Lo any militory budget It is unlikely
that the zimbabwian military tudecet would exceed the norm in terms of
defense expenditures. The Dooariment's consideration of these seclions
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ic shown by tne Dcpartiment clearances shown on thig memorandum.

There are no conditions, covenants, or waivers associated with
this Program Grant. Howcver, the GUZ will apree that the funds
provided connol be used tor military cexpenditures. Congress was
notified of the program con April 22 and the fiftecen day waiting
period expired on May 7, 1980. ! have npproved a negative
determination for the Initial Envirommental Examination.

Tr.e State Deuartment's Of{icc of Human Rights has provided their
clearance on this memorandumm. The Prejoct Review Committee met

and recomr:¢nd-d approval of the Program Grant ¢n June 18, 1980.

The AID/W backstop officer fur this program will be Douglas T. Kline,
AFR/DR/SA.

Recommend=:tion: That you sign the attached PAAD thereby
authorizing the proposed I'rogram Grant in the amcunt c¢f $13 million.

Clearance:
Acting DAA
GC: NHolmes\{'(J{N_ ¢
AA/PPC: CPaolillo
GC/AFR: EDrago EAD
HA/HR: DBBowie
AF/EPS: DBorn

"AFR/SA:DACohen (dft)

AFR/DR/SA: DRline:agb:6/25/50

Attachments:

A. FAAD

B. 1IIE

C. Project Papuer
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Dm0 fizoot L PAAL MO, A '
1681 DEPARTUEMT OF STATE 613-K-601
AGENCY FOR 2. COUNTRY
INTERNATIONAL DEVELOPMENT 7imbabwe
R T3 CATRZCRY
PAAD PRCGRAM ASSISTANCE
PPROVAL DOCUMENT Program Grant (Cash)
4. DATZ
¥ June 26, 19280 : ‘
. T0: 8, OYB CHANGE NO,

A/AID, Dcuglas J. Bennet, Jr.

3. OYB INCREASE

7 FROML None
\ \,/l/ TO BE TAKEN FROM:
AA/AFR, Goler T. Butcher
kg

9. APPROVAL REQUESTED FOR COMMITMENT OF: 10. APPROPRIATION « ALLOTMENT

$ 13,000,000 ESF  037-61-698-00-50-01
11, TYPE FUNDING | 12. LOCAL CURRENCY ARRANGEMENT |13. ESTIMATED DELIVERY PERIOD |14. TRANSACTICN ELIGISILITY

OATE

CJroan [XieranT XJINFormat [JForMaAL [INONE 6-26-80 - 9-30-80 6-26-80

1S. COMMODITIES FINANRCED

None .
16. PERMITTED SOURCE 17. ESTIMATED SOURCE
U.S. only: U.S.:
Limited F.W.: Industrialized C_cuntri_e_s_:__
free World: Local:
Cosh: 13,000,000 " Other:

1€. SUAMA ¥ DEECRIPTION

— - —————— ——

The Mugabe-led na:icn of Zimbabwe inher ted a country rich in nat Lral and huean

-
expectations of the majority of the population, 1 to 1.5 millien refugees aac dig=-
placed persons and cdamage to rural infrastructure.

LI .

The justification for this cash transfer is based on balance of payinents and COZ
budget needs as the GOZ begins the process of reviving and developing the eccnomy
alonz more equitable lines.

Since the mid-1970s both per cavita and gross dcmestic product and employment have
fallen. As a result of the war, during the last five years per capita GD? fell
about five percent per annum. Government revenues rely very heavily on sgales =nd
income taxes (over 70 percent of revenues for the period of 1 July 1279 to 30 June
1980) and these have follcwed the downward trend of the economy, now (1579/20)
accounting for only 85 percent of 1976/77 revenuzs. Expenditures, drivcn by in-
creased defense needs, grew 32 percent in rezl terms tfrecm 1976/77 to 1579/40,

with defense's Ch'“n increasing by 109 pexcent 1p real terms. 45 a result, the
Central Government's current account deficit grew from $50 million in 1976/77 tc

19. CLEAM'ANCES DATE I 2. aCTIOM
. Foa
REG,DP ZDoacghua ... 57 26 June &0 ! 3 arerover ) oisaERREVED
t
REG/GC Ebragon L ~.} 26 June 80 |
/\A"PC CPzolillo ;--«.,:'.. - 26 June 80 ll o
ArCTMT IM/C  ASaitis v Lo 246 Juna &0 AUTRORIZIGED SIGNATULE DaATE
Se NI R 24 June S
AERER CC_ Niclmes . 25 June 80
Ay Dt ATRION . fert ut‘:l\—- —_—h Tun Acminictratess 5
AER/WH. Jiwoelivinz 26 Juno 30 TiTLC

P
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PAAD 613-K-601
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18, Summary Description (continued)
$690 million in 1979/80.

The 1980/81 budget, not yet released, will continue the trend to increased deficit
spending. No information is available but, since government revenues are tied closely
to economic performance and many people are assuming a four percent real growth rate
coupled with 12 percent inflation, we can project revenues of $1.1 billion. The
anticipated current account deficit for 1980/81 is $1.0 billion based on a budget of
$2.1 billion, an increase of 30 percent over 1979/80. Much of the increase is apparently
needed to pay for the three armies, which have not yet been demobilized, and to finance
resettlement and development needs. While over time the demnbilization and resettlement
efforts will reduce the drain on budgetary resources, the scale of the budget deficit
implies that there is not likely to be any great immediate "d1v1dend" from the ending

of the war.

With current estimates from balance of payments data indicating that the GOZ anticipates
perhaps $150 million from foreign grants and loans, $860 mllllon would need to be
financed next year to meet budget requirements.

The risk of severe dislocat“nn from continued heavy deficit financing is great. But

in a country where expectation levels have been raised, a continued economic stagnation
is clearly unacceptable. It will take great skill over the next few years to manage
theeconomy in such a way as to rebuild the social infrastructure, resettle large numbers
of people, and expand the productive sectors rapidly. '

Zimbabwe needs massive assistance on the basis of both balance of payments and public
sector budget needs. This $13 million from the U.S. is needed quickly. Without greater.
inflows of foreign capital, Zimbabwe may find it impossib.e to finance the return to
normalcy in the country31de and have the private economy pick up and absorb the large
numbers of unemployed. A slower rate of resettlement and »rovision of public—-financed
infrastructure - in a.period of heightened expectations - would be politically intoler-
able for the Government. As the GOZ attempts to accomplish both objectives, foreign
exchange constraints will become tighter and tighter.

Because of the seven years of often violent and bloody warfzre, many community services
in the predominantly African-inhabited rural areas had fallen into disrepair, been
closed or destroyed. As an example, of the some 300~odd Government rural health clirniecs,
159 were closed and in need of rebuilding or rehabilitation. More than one-third of

the rural primary schools are closed and several hundred thousand primary school students
are no longer attending class. Some rural roads arz impassable and many cattle dip

tanks have been destroved. More than one million head of cattle - of the national herd
of three million - have died, either short of food or from livestock diseases that
could not be treated because of the war. Among other things, the cattle were used as
draft animals and if they aren't replaced, farmers in the subsistence sector will have
severe problems growing enough food to feed themselves,

In addition to rehabilitation of community services, the Government is.faced with high
costs of repatriating and resettling one to one and half million refugees and displaced
persoans. These people must be transported home and provided with some items in order
for them to begin re-establishing themselves and beccme self-sufficient. -



COMMENTS ON CERTAIN SECTIONS OF THE FOREIGN
ASSISTANCE ACT OF 1961, AS AMENDED,
AS THESE MAY PERTAIN TO ZIMBABWE

Section 620(1)

"The President shall consider denying assistance under this Act to
tne government of any less developed country which, after

December 31, 1966, has failed to enter into an agreement with the
President to institute the investment guaranty program under
section 234 (a) (1) of this Act, providing protection against the
cpecific risks of inconvertibility under ‘subparagraph (A), and
expropriation or confiscation under subparagraph (B), of section
234(a) (1)." )

Zimbabwe became an independent country on April 18, 1980, There
is a clear pota2ntial for United States investment in Zimbabwe.
AFR/SA has been advised that CPIC staff has the establishment of
an investment guaranty program in Zimbabwe under internal discus-
sion and consideration at this time., Considering that Zimbabwe is
a newly independent country, that there has not been sufficient
time to inaugurate an investment guaranty program, and that the
United States intends to precceed with such a program, we do not.
recommend denying assistance to Zimbabwe at this time.

Section 620 (0)

"In determining whether or not to furnish assistance under this
Act, consideration shall be given to excluding from such
assistance any country which hereafter seizes, or imposes any
penalty or sancticn against, any United States fishing vessel on
account of its fishing activities in international waters. The
provisions, of this subsection shall not be applicable in any case
governed by international agreement to which the United States is
a party."

Zimbabwe is a landlocked country with no navy. We consider this
section of the FAA as inapplicable to Zimbabwe.

1



Section 620 (u)

"In any decision to provide or continue to provide any program of
assistance to any country under the Foreign Assistance Act of
1961, as amended, there shall be taken into account the status of
the country with respect to its dues, assessments and other
obligations to the United Nations; and where such country is
delinquent with respect to any such obligations for the purposes
of the first sentence of Article 19 of the United Nations Charter,
the President shall furnish the Committee on Foreign Relations of
the Senate and the Speaker of the House of Representatives a
report setting forth the assurance given by the government of the
country concerned of paying all of its arrearages and of placing
its payments of such obligation on a current basis, or a full
eXxplanation of the unusual or exceptional circumstances which
render it economically incapable of giving such assistance."

Zimbabwe has recently applied for membership in the United

Nations. At this time, we consider this section to be i{napplica-
ble to Zimbabwe,
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1. AIO STAFF FROHM NAIROBI, MBAEANE KND SAL!SBURY HAVE COHMPLETED
DRAFTING FAKD FOR REMAFNING DOLS 13 MILLION FY80 AID TO ZIMBABWE.
FOLLOWIKG tS PART | OF PARD--ECONCHIC JUSTIFICATION. PART I OF
PAAD WilL BE DISPATCHED 13 JUNE FOLLOVING AHMB. KEELEY'S REVIEW.
ACTION: REQUEST AFR/SA IMMEDIATELY ARRANGE PAAD DISTRIBUTION

AHD SCHEDULE PAAD REVIEW TO ALLOW PARD APPROVAL NLT 38 JUME.
PLEASE ADVISE PAAD REVIEW DATE AND ANY AOO!TIONAL {NFORMATION
REQUIRED. .

2. BELOW IS PART | OF PAMD: ECONDHIC JUSTIFICATION.

A. SUMHARY: FROM THE FOLLOWING DISCUSSION IT iS CLEAR THAT
TIMBABVE NELDS HASSIVE ASSISTAMCE ON BOTH BALANCE OF PAYLINTS
AHD DOMESTIC BUDGET SUPPORT GROUNDS. THE PROPOSED US DOLS
13 HILLION ASSISTANCE PACKAGE (WHICH HAS ALREADY BEEN ARNTICIPATED
IN THE DATA EXAHINED) 1S CLEARLY NEEDED AND NEEOED QUICKLY.

SINCE 1874 THE OVERALL BALANCE OF PAYMENTS HAS BEEN IN
DEFICIT EVEN THOUGH THE TRADE BALA.CE HAS BEEN POSITIVE ALMOST
EVERY YEAR SINCE VDI, M 1988/81 THE GOI 1S AGAIN FORECASTIKG
LARGE BALANCE OF PAYHENTS DEFICITS, THE TOTAL DEFICIT COHPARES
VZRY UWFAVOURABLY WITH THE GOLD, FOREIGN EXCHANGE AND BANK
HOLDINGS THAT WOULC BE REQUIRED TO FINKNCE THE DEFICIT WITHOUT
FURTHER INTERNATIONAL BORROWING. THE RESERVES AMOUNT 10 FOUR
HONTHS [HPORT COVERAGE AT 1379 RATES OF iHrORT BUT LESS THAN
THREE HONTHS COVERAGE AT 13980 RATES. THIS LEVEL !S ALREADY
PROBAELY UNACCEPTABLY LOW. FOR AT LEAST THE NEXT SEVERA! YEARS
THERE Will BE SEVERE PRESSURE OH THE ALRELDY LOW FOREJGN EXCHAKNGE
POSITION AND THIS Will UNDOUBTEDLY BE A HAJCR RESTRAINT ON THE
PACT AHD RECOVERY OF DEVELOPHENT OF THE ZIHBABWE ECOHOHY

DECLINING TAX REVENUES COUPLEO WiTH [NCREASED EXPENDITURES
HAVE RESULTED IM A BUDGET DEFICIT OF 2 DOLS 814 HILLION OVER THE
PAST THREE YEARS. IT APPEARS THAT THIS TRENT Will CONTINUE IN
1820781, PRESUHABLY HUCE CF THE IKCREASED DEFICIT WILL ARISE
FROM THE NEED TO PAY THREE ARMIES WHICH ARE SLOWLY BEING DE-
HOBILI2ED, FPOM RESETTLEHENT OF REFUGEES ANO FROM RURAL RECON-
STRUCTICH EXPENDITURES. THi SCALE OF THE BUDGET OEFICIT IMPLIES
THAT THURE 1S NOT LIKELY TO BE ANY GPEAT D!VIDEND FROM ENDING THE
WAR WHICH VOULD ALLOW GOZ TO PUSH ODEVELOPHENT ACTIVITIES

WVRILE |T APPEARS THAT GOZ COUiD AFFORD SOHE INCREASE !N
FORE1Gil BORROWING, THERE 1S LETTLE RCOH FOR DOMESTIC FINANCING
ON THE SCALE REQUIRED. GOVERNHENT WILL BE COMPETING FOR DCHESTIC

INCOMING -
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FUNDS WETH THE PRIVATIE SECTOR AT A TIME WHEW THE LATTER WILL BE
BORROWING TO REHABILITATE OR REPLACE RUH-DOWH EQUIPHENT THAT
HAS DETERIORATED DURING SANCTIONS. THE EFFECT WILL BE T0 DRIVE VP
INTEREST RATES THAT COULD HAHPER PRIVATE INVESTHENT AND CLOW
ECONOMIC RECOVERY. THE INFLATIONARY AND DISLOCATIOHN RISKS TO
THE ECONOHY TROM CONTINUED REAVY DEFICIT FINANCING ARE GREAT.
PAST DISLOCATIONS HAVE BCEN GREAT AND EXPECTATIONS HAVE RISEN;
CONTINUED STAGNATION WiILl BE POLITICALLY UNACCEPTABLE.

A RESOURCE TRANSFER PROGRAM 1S URGENTLY NEEDED TQ
ALLEVIATE BOTH BUDGET DEFICIT AND BALANCE OF PAYHENTS CONSTRAINTS
T0 IHHMEDIATE REFUGEE RESETTLEHENT, RURAL RECONSTRUCT{OH AND
ECONOHMIC RECOVERY. EHD SUNHARY,

_B. HACRO-ECOHOHIC SETTING: f

THE ECONMOHIC RATIC;ALE FOR PROGRAM ASSISTANCE 1S BASED UPON
WHAT 1S EXPECTED TO BE SCVERE BALANCE OF PAYMENTS PROBLEMS AND
EXTRAORD {HARY GOVERNMENT BUGGET DEFICITS DURING THE NEXT SEVERAL
VEARS, BEFORE ANALYZING THE SPECIFIC HACRO-ECONOMIC PROBLERS TO
BE ADDRESSED BY THIS ASSISTANCE, A VERY BRIEF SUHMARY OF THE
HACRO-ECONOHIC SETTING IS PROVIDED.

GROSS DOMESTIC PRODUCT (HARKET PRICES) (GDP} STOQD AT
1 DOLS 2.6 BILLION IK 1379 OR 2 DOLS 360 PER CAPITA (2 DOL § EQUALS
Us DOL 1.57}, IN REAL TERMS GDP HAS GROWN BY ABOUT 2 PERCENT
P.A. BETWEEN 1978 ARC 1979 [CUT KAS I PER CAPITA TERHS STEADfLY
DECLIMED FROM THE HIGH POINT {OF GDP) !N 1974. IN 1875 IN REAL
TERHS PER CAPITA GDP STOOD AT 85 PERCENT OF THE 1374 LEVEL,

HANUFACTURING- IS THE LARGEST CONTRIBUTOR, 2% PERCENT TO GDP
(FACTOR COST). THIS IS FOLLOWED BY AGRICULTURE AND FORESTRY 12
PERCENT, DISTRIBUTION (INCLUDING HOTELS AND RESTAURANTS} 12
PERCENT, PUBLIC ADHMINISTRATION 11 PERCENT, TRAHSPORT AND COMH-
UNICATION 3 PERCENT, AND MINING 8 PERCERT. DURING THE PERIOD

197471978 HANUFACTURING'S SHEARE OF GDP INCREASED BY | PERCENTAGE

POINT, PUBLIC ADMINISTRATION BY 5 POINTS, AND TRANSPORT AND
COHHUNICATIONS BY T POINT. AGRICULTURE AND DISTRIBUTION SHARES
FELL BY 6 AND § POINTS RESPECTIVELY.

UNCLASSIFIED

TELEGRAN  (/




~ UNTEASSIFIED
Department of State

PAGE 01

ACTICH AID-59

'MFQ  RAAF-81 AFSA-03 AFDR-PE6 PPCE-61 PPPB-B2 PPEA-D1 ES-01
SER-31 RRIY-C1 AFDA-£1 PODPR-01 /819 22

SAL1SB 01612 062 OF OA4 1008401 004787 AIG217)

INFO OCT-B1 S$SO-#0 AF-16 EB-B8 AGRE-CO 10-15 CIAE-02
IHR-10 [INRE-B8 /103 V
------------------ 814239 1888561 /10
0 0917162 JuN BB
FH ANMERBASSY SAL JSEURY
TC SECSTATE WASHDC IMHEDIATE 88%
fNHFO AMEHBASSY NAIROBI
AL HBASSY HBABANE
AHEHEASSY PRETORIA

UhkLAS SECTION B2 OF DA SAL{SBURY lSllA
AIDAC

NAIROBI FOR REDSO

FRETORIA FOR AMB. KEELEY

IN 1878, S90, 888 PEOPLE WERE FORHMALLY EMPLOYED tN 1IHBABWE.

OF THIS TOTAL 33 PERCEMT HAOQ AGRICULTURAL JGBS, 15 PERCEMT WERE
EFPLOYED IH MANUFACTURILG AND 1) PERCEHT IN PRIVATE DOMFSTIC
SERVICE. 1IN ADDITION TO FORMAL SECTOR EMPLOYMENT PERHAPS AN
ADDITICHAL TWO MILLION PEOPLE OF WORKING AGE WOULD HAVE HAD T0
FIND OTHER HEANS OF LIVELIHOOD, PROVIDED OVERWHELMINGLY BY
SUBSISTENCE FARMING IN TRIBAL TRUST LANDS.

FROH 1S20 TO 1979 FORMAL SECTOR EMPLOYMENT GREW BY 1.6 PERCENT
PLR ANHUM OR HUCH LESS THAN THE RATE OF POPULATICH GROWTH WNICH
1S IN EXCESS OF THREE PERCENT. FORMAL SECTOR EHPLOYHMENT PEAKED
IN 1975 AT }.C5 HILLION AND HAS DECLIKED EVERY YEAR SINCE.

THUS SINCE THE MID 1928°S, BOTH P/C AND GDP AND EMPLOYMENT
HAVE FALLEN. 1T IS AGAINST THIS BACKGROUND OF FIVE YEARS OF
STAGHATION AND OECLINE IN WHICH PER CAPITA GDP FELL BY ABOUT §
PERCENT P.A. THAT THE PRESEHT PROGRAM ASSISTANCE !S PROPCSED. AS
INDICATED BEFORE, THE SPECIFIC ECONOMIC JUSTIFICATION IS BASED
0% CALAKCE OF PEYHEKTS AND RUDGET SUPPCRY HEEDL AS THE GOVERKHMENT
OF I1MBABWE BEGINS THE PROCESS OF REVITALIZING AMD DEVELOPING THE
ECONOMY ALOHG MORE EGLUITABLE LINES.

C. BALANCE OF PRYMENTS - RECENT PERFORMANCE

THE OVERaAil BALANCE 1N ZIMEREVWE'S BALANCE OF PAYMERTS BETWEER
1866 AND 1379 WAS A CREDIT CF 1 DOLS 36 HILLION, GUT SINCE 3823
THE OVERALL BALANCE HARS BEEN IN DIFICIT 8Y I COLS 83 HILLION. THE
BIGGEST DEFICIT, 1 DOLS 56 MILLIOR OCCURRED IK 1877 WHILE IN
1978 THE OVERALL BALANCE SHCWID A DEFICIT OF 7 DOLS 21 MiLL!OM

SINCE UOI ZIWBABWE'S TRADE BALANCE (IHCLUDING IHTERNAL FREIGHT
BUT NCT EXTERNAL SHIPPING COSTS} HAS BEEN POSITIVE EACH YEAR WiITH
THE EXCEFTICK OF 1968. THE HIGH POINT VAS REACHED {N 1S78 WHEN
THE KET TRAGE BRLANCE WAS 1 DOLS 178 HILL!OK., 1IN 1878 THE BALANCE
FELL TO 2 CCLS S& MILLION.

THE SERVICES, INVESTHENT INCOHE AND TRANSFER ITEMS ARE
VIRTURLLY ALWAYS IR A DEFICIT POSITION. SERVICES, PRIHARtLY
EXTERKAL FREIGHT aND INSURANCE AND FOAEIGN TRAVEL, REACHED A
NET DEBIT POSITION CF 7 DOLS 135 HILLION ii 1978 AFTER AVERAGING
ABOUT 15188 MILLION THE PREVICUS FOUR YEARS. INVESTHENT INCOME
SHOWED THE GREATESY DEBIT BALAKCE, 1352 HILLION, (N 1876 (1§58
MILLION tn 1978), MET TRANSFER, PRIMARILY GRANT'S FUNDS, SHOWED
THE B1GGEST DEBIT BALAWCE 2526 HILLION N 1975, LN 1379 THE KET
DEFICIT WAS 1519 MILLION,

CUMULATIVELY THE MET DEBITS OF THESE THREE ITENS HAVE
TYPICALLY EXCEEDED THE PCSITIVE TRADE BALANCE WITH THE RESULT
THAT THE CURRENT ACCOUNT BALANCE HAS SEEN NEGATIVE SEVEM OF THE
PAST AINE YEARS. IN 1875 TSE NET CURFENT ACCOUNT BALAMNCE WAS
IH CEFICIT BY ZS121 KACLICH WHILE fM 1979 (T WAS 1S1i0 MILLION.

THE BALANCE OM CAPITAL ACCOUL™ HAS TYPICALLY BEEN POSITIVE
VITH THE CAPITAL INFLOW IN THE EARLY 1976°S SPURRED BY "OTHER
CAPITAL TRANSACTION,® AND iH 1878 AND 1579 BY HET IRFLOWS BY

INCOMING
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GOVERHHERT FROM SOUTH AfRICA.  THE CAPITAL ACCOUNT BALAMCE M
1979 WAS 1N SUAPLUS BY 13183 HILLIOM,

AT THL END OF 1579 THE GOLD AND FOREIGN EXCHANGE HOLDINGS OF
THE RESERVE BANK STOCD AT 23187 MILLIOK. THE BAHKING SYSTER
HELD AH AGDITIONAL 1331 HILLICH IH GOLO AKD FOREIGH ASSETS.
D. BALANCE OF PAYHENTS - PROJECTIONS

I8 1980 AND 1981 THL GOZ FORECASTS A BASIC COMTVINUATION OF THE
BALANCE OF PAYMENTS TRENDS OF THE 1966-78 PERIOD. A RAPID
EXPANSION OF EXPORTS LED OY MIMERALS, PARTICULARLY GOLD, AKD
SIIEABLE INCREASES IH IHPORTS SPURRED 8Y A BACKLCG OF DEMAMD
FROH SANCTIONS FOR CAPITAL GOGDS REPLACEMENT IS FORECAST LEAVING
THE TRADE BALANCE MEAR ITS 1579 LEVEL, THE LIFTING OF SANCTIONS
1S EXPECTED TO HMAKE {HPORTS S PERCENT CHEAPER AHD THE ABILITY TO
SELL DIRECTLY RATHER THAN THROUGH THIRD COUNTRY HIDDLEHEN COULD
LEAD TO AS HUCH AS A 15-28 PERCENT IKREASE iH RETURN FROH
EXPORTS. GOOD EXPORTS ARE FORECAST TC INCREASE TO 13867
KILLION, A 4B PERCENT INCREZSE OVER 1879; GOODS IMPORTS ARE
EXPECTED T0 BE 13844 HILLION, AN INCREASE OF 48 PERCENT., WHEN
THOSE ITEMS ARE COMBIMED WITH THE SHALLER RE-EXPCRT AHD INTERHAL
FREIGHT ITENS, THE BALANCE OF TRAOE iS EXPECTED TO BE IH SURPLUS
BY 1394 MILLION. FOR 1981, EXPORTS OF 181,188 HILLION AND IHPCRTS
OF 75992 MILLIOK WILL LEAVE A TRADE BALAHCE SURPLUS OF 1%73
HILLION VMEK ADJUSTED FOR THE SHALLER ITEHS.

THE "SERVICES® AND *IMVESTHENT IMCOME™ ITENS ARE EXPECTED
T0 BE SIMILAR TO THE LEVELS OF THE 1978°S. THE SERVICES OEFICIT
WILL IHCREASE, DUE TO THE EXPANOED TRAOE-INDUCED }MZREASE M
EXTERNAL FREJGHT AND [NSURAHCE OUTTLOWS, TO 15175 HILL!OH IH 1380
AND 13208 MILLION IN 1881. ThE HET OQUTFLOW FROH IHVESTIIEHT IHCOKE
IS FORECAST TQ BE 2556 MILLION IN 1988 AMD 1364 HILLIDM IN 1941,

HET TRANSFERS ARE EXPECTED TO EECOME A SURPLUS JTEM FOR THE
CIRST TIME StHCE 1968, WHOLLY AS A RESULT OF EXPECTED FOREIGH AID
IKFLOW TO THE GOI. THESE INFLOWS ARE AHWTICIPATED TO BE I$556
HILLION 1K 1988 AHD 1355 HILLION 1M 1981 LEADING YO A NEY
TRANSFER SURPLUS OF 1330 HMILLION AND 2328 MILLION i 1380 AND
1981, RESPECTIVELY

THE RESULTIHG HET DEFICIT OH CURRENT ACCOUNT {H 1388 1§
EXPECTED TO BE 18185 MILLION 14 1388 AND 13162 HILLIDH IH 1981,
THE CAPITAL ACCOUNT BALAHCE WHILE IN SUKPLUS 1S EXPECTED TO BE
HUCK ShACLER THAN THE CURRENT ACCOUNT DEFICIT. THE 1988 CAPITAL
BALANCE 1§ EXPECTED TO BE 1338 HILLIOH ARISIHG FROM (HFLOWS TO
GOVERNHENT OF 1545 HILLIOR.  (THIS AHD THE 1881 FIGURE COUHT
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ONLY BCRROVING FROH CURRENTLY KHCUN SOURCES.) IR 1881 THE
SURPLUS OH CAPITAL ACCOUKT IS EXPECTED TO SHRINK 10 1522 MILL1IOH
AS THE {HFLCW FROM FOREIGN EDRROWING BY PUBLIC AUTHORITIES (OR
POKER E)FPANSION AND ELECTRIFICATION OF THE RAILWAYS) WILL BE MORE
THAN CFFSET BY HET GOVERNMENT OUTFLOWS WHICH ARE CURRENTLY FORE-
CAST 1C EE 21546 MILLION. THE RESULTING TOTAL CAP{TAL AND CURRENT
TRANSECTIONS BALANCE 1S A DEFICIT OF 2368 MILLION IH 1588 AND
18141 HILLION IN 1981,

THE TOTAL DEFICIT OF 28203 MILLION FOR 1980/81 COMPARES VERY
UNFAVCRABLY WITH THE 4879 LEVEL OF CFFICIAL GOLD AND FOREIGN EXCHANGE
RESERVES OF 13187 HILLION AND BANKING SYSTEH HOLO!KGS OF 233}
MILLIOH THAT WOULD BE REQUIRED TO FIKAWCE THE DEFICIT WITHOUT
FURTHER INTERHATIONAL BORROWING

HORLOVER, THERE ARE A FEW POTERTIAL DEBIT ITERS HOT INCLUDED
IN TaE 1888 AHD 19E1 ESTIHATES WHICH COULD PARTIALLY OFFSET INCREASED
FCREIGH CORROWING. MDST IHPORTANT 1S THE FACT THAT PAYMENTS ON
GOVERNHENT-CWED DEBT TO THE U.K. (BITH PUBLIC AND PRIVATE) HAVE
GELH EXCLUDED FROM THE ESTIMATES SIMCE TRE GOI AND THE U.X. HAVE
NOT YET WORKED OUT REPYAMENT ARRAHGEHENTS. BY JUNE 1880,

OVERDUE AND CURRENT PAYMENTS CCULD EXCEED 23110 HILLION. N
ADCITtON, FOCD IMPCRTS FOR 1538 AMOUNTING 10 PERHAPS 135 MiLLiICH,
HAVE KCT BEEN INCLUDED [N IHPORT ESTINATES.

THE OFFIC!AL RESTRVES AMOUNT TO FOUR HONTHS 1MPORT COVER
AT 1879 RRTES CF IMPORTS EBUT LESS THAN THREE HONTHS COVER AT 1988
[oPCRT RATES.  THIS LEVEL IS PROBABLY ALREADY UNACCEPTABLY LOW anO
ENY FURTHER REOUCTIONS 1W RESERVES WOULD FURTHER EXACERBATE THIS
UHREALTHY LTATE DF AFFAIRS.

INCREASED FOREIGH ECHROWING EY GOVERNMEKT WILL UNDOUBTEDLY
INCREASE OVER THE CURRENT KMOWN LEVEL PARTICULARLY IH 398}, THUS
REDUCING THE OVERALL DEFICIT 10 EE FINANCED BY HET FOREIGH EXCHANGE
FLOWS. AS ¥ILL BE SEEN BELOW THE CURRENT EXTERNAL DEBT POSITION
OF THE COVERMMENWT 1S SUFFICIENTLY COHFORTABLE TO ALLOW MORE
EXTENSIVE BORROMING. NEVERTHELESS FOR AT LERST THE NEXT SEVERAL
YEARS THERE WILL BE SEYERE PRESSURE O THE ALREADY LOW FOREIGN
EXCHANGL POSITION OF THE GO AHD TH1S PRESSURE WILL UNDOUETEOLY
B[ A NAJOR RESTRAINT ON THE PACE OF RECOVERY AND DEVELCPHENT OF
THE ZIHEABWE ECOKOHY.

E. GOVERNMENT FINANTIAL POSITION

GOVERKMENT REVENUES RELY VERY HEAVILY ON IMCOME AND SALES
TAXES WHICH IN 1979783 UULY 1, 1379 - JUNE 30, 1880) WILL ACCOUNT
FOR GVER 18 PERCENT OF REVENUES. THESE TAXES WILL TEND YO HOVE" IN
THE SAME DIRECTION ARD AT THE SAME PACE AS THE ECOLOMY. THUS
ViTH T#I ACTUAL REDUCTICN 1IN GDP OVER THE LAST SEVERAL YEARS TAX
SEVIKUES HAVE FALLEN IN REAL TERMS, THE LEVEL OF 13616 HiLLION
EAPECTED IH 1875780 BEING ONLY 86 PERCENT OF 1976/17 REVEHUES

GN THE CTHER HAKD, EXPENDITURES, FUTLED EY DEFENSE NEEDS
HAVE SROMN IN REAL TERMS BY 22 PERCENT OVER THE 1976/77 - 1578/80
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PERIOD 710 A 1973,20 ANTICIPATED LEVEL OF I3:,0%5 MILLION. DURIHG
THIS PERIOD DEFEHSE E)PEMDITURES JHCREASED FR2IT 1298 MILLION 14
1976711 T0 AN {STIHATED 28276 KiLLi0H M 1§73/88, A (0% PERCHET
fNCREASE 1K REAL TERRS

THESE TRENCS HAVE CAUSED THE GOVERMEENT BUDGET ACCOUAT
DEFISIT TO GROV FROM 2360 HILLION IN 18767171 10 AN ESTIHATED
18439 MILL 10N M 1979780, THE TOTAL DEFICIT DURING THIS PERICD
WAS 25514 MILLION OR 35 PERLENT OF 1579 GOP.

WHILE THE 3980/81 BUDGET 1S STILL UHAVAILABLE, FROM THE FEV
PIECES OF iNFORHATION PROVIDED {T WOULD APPEAR THAT AT (EAST FOR
THE COMING YEAR TH1S TREMD WiLL AGCELERATE. CAP{TAL EXPEHDITURES,
VHICH HAD BEEM EXTREMELY LOW DURING THE WAR YEARS, ARE EXPECTED
T0 INCREASE FROM 1364 MILLION (N 1973/80 10 73150 HILLION IH
1980/81 AS THE REEUILGING OF THE ECONOMY BEGINS IN EARWESY, THE
ANTICIPATED GOVERNHEKT BUDGET ACCOUMT DEFICIT FOR 1940/81 1S
13652 HILLION, MO (MFCAHMATION 1S AVAILABLE 4 EXPECTED REVEKUES
RHD RECURRENT EXPEMDITURES AND TRANSFERS. HOWEVER, SiHCE
GOVERHMENT REVENUES ARE CLOSELY TIED TO ECONOMIC PERFORMAHCE,
ASSUHING A 4 PERCENT REAL GROVIH RATE, WHiCH MAHY EXPECT, AWD A
12 PERCENT RATE OF INFLATION, GOI REVENUES wOULD BE ABOUT 13128
HILLION, TH'S WOULD IMPLY A TOTAL BUDGET OF 131,370 HILLIOH,

AR INCREASE OF 30 PERCEMT OVER 1979/88 AND A RECURRENT BUDGET &HD
TRANSFER OF 181,220 MILLION (24 PERCENT IHCREASE). PRESUMABLY
HUCH OF THE INCREASE WILL ARISE FROM THE WEED TO PAY FOR THREE
ARKIES, WHICH WiLL HOT YET HAVE REEN DEHOBILILED ANC FOR THE
RESETTLEKENT OF REFUGEES

VHILE OVER TIHE THE DEMOBILITATION AND RESETTLEMEMT EFFORTS
WILL REDUCE THE DRAIN ON DUDGETARY RESOURCES, THE SCALE OF THE
BUDGET DEFICIT 1HMPLIES THAT THERE 15 MOT LIKELY TO B6E ANY GREAT
*DIVIDEND" FROM THE EMDING OF THE WAR WiICH WOULD ALLOY
GOVERNHMEMT 10 PUSH OTHER OEVELOPHEMT ACTIVITIES. HUCH OF THE
KCDUCED WAR SPEROING WILL HAVE TO BE EQUATED WITH REDUCED
BUDGET DEFICITS.

VITR CURRENT ESTIHATCS FROM BALANCE OF PAYMENTS DATA IHDICAT-
IRG THAT THE GOl AHTICIPATES PERMAPS 318D KILLICM FROM FORE!GH
GREKTS AND LOANS, 13596 HILLION WOULD HEED TO BE FINAKCED FROH
DOMESTIC SOURCES

WHILE PREVIOUSLY 1T WAS IND!CATED THAT THE GOZ COULD AFFORD
TO IHCREASE 1TS FOREIGH BORROWING AS WILL BE DEMCHSTRATED BELOW,
THERE 1S LITTLE ROODH FOR DOMESTIC FINAHCE Ol THE SCALE REQUIRED.
F. CEKIRAL GOVERNMEHT PUELIC DEBT

TOTAL GROSS PUBLIC DEBT OF THE CEMTRAL GOVERNMEMT STOCD AT
151,5%8 HILLION AT THE EMD OF 1975. SIHKING FUMDS £..0 DEBT
REDEMPTION FUNDS FOR REDEEMING STOCKS AHD EONDS AMOUNS TO ABOUT
1859 HILLICH SO THAT UNCOVERED 6ROSS PUBLIC DEBT AMOUMTIS TO
181,495 HiLL1OH
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HLY BORROWING FRCH CURRENTLY KHOWN SOURCES.) IN 1981 THE
SURPLUS €4 CAPITAL ACCOUNT 1S EXPZCTED TQ SHKINK TO 1322 MILLION
AS THE INFLCW FRCH FCREIGH BORROWI'S BY PUBLIC AUTHORITIES (FOR
POWER EXFLNS!CN AKD ELEGCTRIFICATION OF THE RAILWAYS) WiLL BE MO
THEN CFFSET BY MET GOVERNMENT OUTFLOWS WHIGH ARE CURREMTLY FORE-
CAST TC EE 1346 HILLIOK. THE RESULTING TOTAL CAPITAL AND CURRENT
TRAKSECTICKS BALANGE IS A DEFICIT OF 1868 HILLIOK (N 1S&C AND
TUHAL HILLION I 1881,

THE TOTAL DEFICIT OF 15289 MILLION FOR 1388/81 COMPARES VERY
SNFERVORABLY WITH THE 1879 LEVEL OF OFFICIAL GOLD AND FOREIGH EXCHANGE
RESLAVES OF 13197 MILLION AND BANKING SYSTEH HOLDINGS OF 1531
HILLICN THAT WOULD BE REQUI.ED TO FihauCE THE DEFIZIT WITHOUT
FURTHER INTERNATIGNAL BORROWING.

KORECVER, THERE ARE A FEW POTENTIAL DEBIT ITEMS NDT INCLUDED
N THE 1588 AND 1381 ESTIMATES WHICK COULD PARTIALLY OFFSET (NCREASED
FOREIGH BORKOWIHG. EDST IHPORTANT (S THE FACT THAT PAYHENTS OM
GOVERNMENT-OMED DEBT 10 THE U.K. (BOTK PUBLIC AND PRIVATE} HAVE
BEEN [XCLUDED FROM THE ESTIMATES SINCE THE GOI AND THE U.K. MAVE
NOT YET WORREO OUT .cPYAMENT ARRANGEMENWTS. BY JUNE 1380,

OVERDUE &tD CURRENT PAYHENTS COULD EXCEED 28118 MILLION. 1IN
£DDITION, FOSO IMPORTS FOR 1985 AMOUNTING TO PERHAPS 155 MILLION,
HEVE KOT BEEM INZLUGED [N IMPORT ESTIMATES.

TME OFFiCIAL RESERYES AMOUNT TO FOUR HCHTHS IMPORT COVER
AT 1878 RATES OF IHPORTS BUT LESS THAN THREE MONTHS COVER AT 1988
IMPCST RETES. THIS LEVE' 1S FROBABLY ALREADY UNACCEPTABLY LOW AND
ANY FURTHER FEOUCTIONS !H RESERVES UQULD FURTHER EXACERBAYTE THIS
ULnEALTHY STATE OF AFFAIRS. :

INCREASED FOREIGN BCRROWING BY GOVERNMENT WilL UNDOUBTEOLY
{HCREASE OVER THE CURRENT KNOMN LEVEL PARTICULARLY IN 1981, THUS
REDUSING THE OVERALL DEFICIT 7O BE FINANCED BY HET FOREIGH EXCHANGE
FLOWS. AS WILL BE SEEN BELOW THE CURRENT EXTERNAL DEET PASITION
OF THE GOVERNMENT 1S SUFFICIENTLY COMFORTABLE TO ALLOV HORE
EXTENSIVE BORRUMiLG. NEVERTEELESS FOR AT LEAST THE WEXT SEVERAL
YEARS THERE VILL BE SEVERE PRESSURE €Y THE ALREADY LOW FOREIGN
EXCHANGE POSITION OF THE GOL AHD THIS PRESSURE WILL UNDOUBTEDLY
BE A KAJOR RESTRAINT ON THE PACE OF RECOVERY AND DEVELOPHENT OF
THE 2IMBABWE ECONOMY
€. GOVERNLEKT FINANCIAL POSITION

GOVERMMENT REVENUES RELY VERY HEAVILY ON INCOME AND SALES
TAKES WHICH IW 1578/82 (JULY 1, 1979 - JUNE 30, 1360} WIlL ACTOUNT
FGR OYER 78 FERCENT OF REVENUES. THESE TAXES WILL TEND TG HOVE IN
TEE SAME DIFECTION 2ND AT THE SAME PACE AS THE ECONOMY. THUS
ViTd THE ACTUAL FEDUCTION !N GDP OVER THE LAST SEVERAL YEARS TAX
REVEKGES HAVE FALLEN 13 REAL TERMS, THE LEVEL OF 23E)6 MILLION
ENPECTED 1% 1979/80 BEING ONLY 86 PEZCENT CF 1976/17 REVEKUES

Ol THE OTH{® HAND, EXPENDITURES, FUELED BY DEFENSE NEEDS,

HASE GROWY (N aEAL TERMS BY 22 PERCENT OVER THE 1976/17 - 1879780

< em  UNLLASSIRIED S
Department of Staie

N

INGOMING
TELEGRAM

SALISB 03632 03 OF 04 1D08S11 pE47108 AIDZ1IYE
PERIOD YO A 1979/86 AMTICIPATED LEVEL OF 131,459 MILLION. DURIKG
THIS PERIOD DEFENSE EXPENOITURES INCREASED FRCI! 1298 KILLION M
1876777 10 AN ESTIHATED 13276 HILLION IN 1973780, A 109 PERCKEY
INCREASE N REAL TERHS

THESE TRENDS HAVE CAUSED THE GOVERMHENMT BUDGET ACCOUKT
CEFICIT TO GROW FROH 2360 HILLION 1M 1976777 10 AN LSTIMATED
15439 HILLION IN 1879/80. THE TOTAL DEFICIT QURING THIS PER:CD
WAS 13914 MILLION OR 35 PERCEWT OF 1379 GDP,

WHILE THE 1980/281 BUDGET 15 STILL UNAVAILABLE, FROK THE FEW
PILCES OF INFORMATION PROVIDED T WOULD APPEAR THAT AT LEAST FCR
THE COHIUG YEAR THIS TREND WILL ACCELCRATE. CAPITAL EXPEHDITURES,
WAICH HAD BEEM EXTREMELY LOW DURING THE WAR YEARS, ARE EXPECTEC
10 INCREASE FROH 1364 MILLION IM 1975/80 TO 13156 HILLION IH
1880781 AS THE REBUILDING OF THE ECONOMY BEGINS IN EARNEST.
ANTICIPATED GOVERNMENT BUDGET AZCOUMT DEFICIT FOR 1080/81 1S
18650 HILLION, HO IMFCRMATION {S AVAILABLE ON EXPECTED REVEHUES
AND RECURRENT EXPEMDITURES AKO TRANSFERS. HOWEVER, SIHCE
GOVERNHENT REVENUES ARE ) OSELY TIED TO ECONOMIC PLRFORHAHCE,
ASSUMING A 4 PERCEHT REAL GROWIH RATE, WVHICH HANY EXPECT, AMD A
12 PERCENT RATE OF INFLATION, GOZ RTVEMUES WOULO BE ABOUT 18728
MILLION, THIS WOULD [MPLY A TOTAL BUDGET OF 134,370 HILLION,

AM INCREASE OF 38 PERCENT OVER 1373/88 END A RECURREMT BUDGET AND
TRANSFER F 181,220 HILLION (24 PERCENT JHCREASE). PRESUHABLY
HUCH OF THE INGRIASE WILL AR!SE FROM THE HEED TO PAY FOR THREE
ARHIES, WHICH WILL NOT YET HAVE BEEW DEMOBILIZED AHD FOR THE
RESETTLEMENT OF  REFUGEES

WA1LE OVER TIME THE DEHOBILIZATION AND RESETTLEMENT EFZORTS
VILL REDUCE THE DRAIN ON BUOGETARY RESOURCES, THE SCALE OF THE
BUDGET DEFICIT {HPLIES THAT THERE IS HOT LIKELY TO BE ANY GPEAT
"DIVIDEND™ FROM THE ENDIRG OF THE WER WHICH NOULD ALLOW
GOVERNMENT 10 PUS: OTHER DEVELOPHMENT ACTIVITIES. HUCH OF THE
REDUCED WAR SPEMDING WilL HAVE TO BF EQUATED WITH RELUCED
BUDGET DEFICITS.

VITH CURRENT ESTIHATES FROH BALANCE OF PAYMEHTS DATA IMDICAT-
ING THAT THE GOZ AMTICIPATES PERHAPS 23180 HILLION FROH FOREIGH
GRANTS AMD LOANS, 23558 MiLLiON WOULD HEED TO BE FINMANCED FROH
DOHESTIC SOURCES

UILE PREVIOUSLY IT WAS INDICATED THAT THE GOZ COULD AFFORD
1O INCREASE 1TS FORE!GH BORROWING AS WILL CE DEHOKSTRATED BELOV,
THERE 1S LITTLE ROOM 7FOR DOMESTIC FIMAMCE ON THE SCALE REOUIRED.
F. CENTRAL GOVERHMEHT PUBLIC DEST

TOTAL GROSS PUBLIC DEBT OF THE CENTRAL GOVERNMENT STCOD AT
181,558 HILLION AT THE EHD OF 1373, SINKIHG FUNDS AND DEBT
REDEMPTION FUNDS FOR REDSEMING STOCKS AND BOKDS AMCUNS YO 4BOUT
1355 HILLION SO THAT UNCOVERED GRCSS PUBLIC DEBT AHOUNTS 10
151,495 HILLION
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AS IMDICATED ASOVE THIS DEST POSITICN HAS EXPANDED RAPIDLY,
M0RZ THAN DOUELING FRCM 15696 HILLION !N 1975, WITH BORRGWING
OF REJUT 134T0 MILLION AND PERKAPS RALF OF THE 1578/88 DEFICIT
SVILL TG BE INCLUDED BY JULY 1981, THIS DEBT POSITION COULD STAND AT
182,228 MILLION.  WHEN ADDED J9 TdE GRESS PUBLIC DEBT OF LOCAL
FOTHORETIFS (23282 MILLiOi AT YTHE EMD OF 1878} TOTAL GOVERKHENT
0EST wOULD AP QAT A SEVEL EQUAL TQ TOTAL GDP.

EXTERKAL DEBY REPRESENTS OHLY A RELATIVELY SHALL PORTION
(FBLT 28 PERCL«TI OF CENTRAL GDVERNHENT PUBLIC DCBT; AT THE END ©F
1¢€79 THE GDZ HAD EXTERKAL BGRROWINGS CUTSTANDING OF 18235
RILLIOH OF WHICK APPROXILATELY 1S118 MILLION IS PAST OUE.

THE REMALINING EXTERNAL DEET 1S VERY SHORT 7ERHM WITH OHLY ABOUT
1825 HILLICH RAVING A HATURITY DATE OF 1985 CR BEYOND. THESE
FIGUAES EXTLULE [NTEREST ACCRUALS WHICH COULD PERHAPS AMOUNT
TD AN ACDITIONAL 23100 HILLICN.

DATA ON CEST CERVICIKG 1S 40T AVAILABLE BUT A VERY ROUGH
ESTIMATE OF THE DEBT SERVICING FOR 1981-83 WOULD PUT THE DEBY
SERVICE RATIO AT ABDUT 18 PERCEMT WHICH WOULD RAPIDLY FALL FROH
1582 ONWARDS BECAUSE OF THE VERY SHORT TERH NATURE OF GOI DEBT
THIS YOULD LEAVE SOHECOOM FOR MEDIUM TERN INTERNATIONAL
COMMIRCIAL pMD CDHCESSICNAL DONOR LCANS WITHOUT UKDULY DRAIRING
EXPCRT EARNINGS FOR DEBT SERVICING, THE CURRENT EXTERKAL DEBT
CUTSTENDING CARRIES VERY LOW IKTEREST, THZ AVERAGE RATE PROSABLY
€ TrE GRDZR CF 4 rIRCENT,

0% THE NOMESTIC BORRCWING SICE, THE PICTURE IS QUITE DIFFERENT
DDHMESTIC CENTRAL GOVERNMENT DEBT AS OF THE END OF 187% STOOD AT
184,182 HILLION. TR!S LHTERMAL DEBT IS SOMEWHAT LONGER- TERH IN
STRUCTURE WITH PERHAPS 18425 MILLION COMING DUE [N THE 198p-85
PEEIOD. INTEREST PAYRETYS OH T0TAL CENTRAL GDVERNHENT DEBT
LMOUNT 1C ABOUT 7 PERCEMT OF TOTAL GOVERMHMENT EXPENDITURES

THE ABILITY €F THE COZ TO CONTINUE BORROWING OCHESTICALLY
AT WHAF WZULD APPEAR TO BE AN ACCELERATING RATE WITHOUT HAVING A
<ERIOUS IFFACT CH THE ECONOHY 1S DOUBTFUL. N THE PAST HEAVY
20MESTIC BORROWING WAS ACCOMPLISKED WITH LITILE IHPACT OM THE
£CONCHY BECAUSE THE BAKXING SYSTEM WAS DXTREHELY LIQUIC, AND
WITH THE {CONOMIC UNCERTAIHTIES PREVAILING IN THE LAST SEVERAL
TEARS, THIRE WAS LITTLE PRIVATE COHPETITION WITH GOVERNHENT FOR
THE USE COF FUNDS. DURING THE 157¢-73 FERIOD INTEREST RATES
REEAINED QUITE STABLE AND ALTHOUGH THE MONEY SUPPLY GREWV AT
DGUELE DIGIT RATES (1D FERCENT P.A. FOR K1 AND 12 PERCEKT P.A
f0r K1) RETAIL PPICES GREW BY CNLY & PERCEMT P A AS IHDICAIED
BEFOSL REAL GOP FELL CURING THE PERIOD. EVEN WITH AN INCREASE IH
HINIEYH LIGUID ASSET RAY105 REQUIRED OF THE BAMKING SYSTER N
=16-137¢ N ANTICIPATION OF AN ECOLCHMIC “PSUFLE, BY THE END OF
1379 £2CESS LICUID ASLFY HOLDINGS OF DnialHG INSTHIUTIONS
STILL STOOD AT 7133i78 HILUICNM.

ACCELETATED GOVERKMENT BORROVING [N 1580 WILL MO DOUBT BEGIR
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TL FIND HORE COMPETITICH FOR FUNDS FROW THL PRIVATE SECTOR. THE
ECCIONY 1S EXPICYED TO CXPERIENCE REAL GROWIH CF AGOUT & PERCENT
P.A. IH 1280 AND HEAVY PRIVATE PORROWING FOR THE ATHABILITATICN (R
REPLACTHENT CF RuN-COWN EJUIPIIHT AND INFRAS.AUCTURE WiLL BE
ESSENTIAL IF ECONOMIC PERFCRMANCE 1S TO IHPROVE.

THE EFIECT OF THIS NEW COHPETITIOF FOR FUNDS Will BEGIN TO DRIVE
UP INTERESY RATES. WHILE CURRENT INTZREST RATEZ ARE LCW BY WOALL
STAKDARCS, 1ME DAMRKC FOR FUNDS WILL LIKELY 3€ SUCH THAT IHTEREST
RATES COULL BU ORIVES TO LEVELS THAT BEGIN TO HAHPER PRIVATE
INVESTHENT ANC ~OuLD THEN SLOW THE BAOLY MLEOED SCONCHMIC RECOVERY.

THE IHCLATIONMRY RISKS OF MASSIYE DEFICITS IS OBVIQUS. WHILE
THE PREVIOUSLY PENTIONED REDUCTION 1N IHPORT COSTS AS A RESULY OF
THE LIFTING OF SANITIONS WILL ALLEVIATE INFLATIONARY PRESSURES TO
CCNE EXTENT, Y4315 WHLL DE & IEH}ORARY, OHE-TIKE EFFECT WHICH
WilL QUICKLY Bt SWAHPED BY OTHER PRESSURES. AS PRICES RISE,

THERE Will BE FURTHER PRESSURE FOR INCREASED GOVERNHENT SPEMDIKG
ON SUESIDIES Wil1C4 CURRENTLY ACCCUNT FOR ABOUT 18 PERCEMT OF
TOTAL EXPEHO!ITURES.

THUS THE RISK OF SEVERE LISLDCATION 1M THE ECONOMY FROM
CONTIHUED HEAVY DEFICIT fiMANZE ARE GREAT, BUT IN A SETTIHG WHERE
PAST ECONIMIC DISLCCATION HAS REEN GREAT AND WHERE EXPECTATION
LEVELS HAVE BEEN RAISED, CONTINLED ECONOMIC STAGHATION VILL BE
IRTOLERAZLE, 1T WILL TAKE GREAT SKILL OVER THE HMEXT SEVERAL YEARS
FOR THE ECOHOHY 70 BE MAMAGED IK A WAY THAT ALLOWS THE REBUILOING
OF $OCIAL IMFRASTRUCTURE, THE RAPID RESETTLEFENT GF LARGE MUMBERS
OF PEOPLE, AMO TRE RAPID EXPANSICH OF THE ECONOHY’S DIRECTLY
PRODUCTIVE SEGTORS.

FROM THE ABOVE DISCUSSION, 1T IS CLEAR THAT ZIMBABWE NEEDS
HASSIVE ASSISTANCE O4 BOTH BALANCE OF PAYHMENTS 4HD OOMESTIC
BUDGET SUPPORT GROLNDS. THE PKCPOSED US $13 nILLIOH ASSISTANCE
PACKAGE, WHICH HAS ALREADY EEEN AMTICIPATED INK THE DATA USED IH
THE FOREGOIHG DISCUSSION, 1S CLEARLY HEEDED AKD REEDED QUICKLY.
1T 1S, HOWEYER, ECUALLY CLEAR THAT IT IS AN (HADEGUATE AMDUMT
RELATIVE TO THE SHORT TERM MEEDS OF Z1MBABWE.

WITHOUT GREATER IHFLOWS OF FOREIGH CAPITAL 1IN THE SKCRT RUN,
LIMBAZVE MAY WELL FIHD 1T IHPOSSIBLE TO FINANCE THE RETURM TO
NORMALtTY IN THE COUNTRYSIDE ANOD AT THE SAME TiiMc HAVE THE PRIVATE
ECOMOHY PICK UP RAPIBLY TO BEGIK TO ABSORB THE LARGE MUHBERS OF
UHEMPLOYED. STARVING THE PRIVATE SECTOR COULD LEAD TQ &N
INCREASED OUTFLOW OF WHITES AMD A SLOWER RATE OF PESSTTLERERT BHD
PROYISICH CF PUBLIC SECTOR-FINANCED IMFRASTRUCTURE, IK A PERICD
OF HETGHTENED EXPECTATIONS, WOULD BE POLITICALLY {NTOLERABLE FOR
THE NEW GOVERNMEWT. AS THE GO7 ATTEMPTS 7O ACCOMPL!SH BOTK
CBJECTIVES, FORZIGN EXCHANGE CONSTRAIHTS WIL' BECOME WICTTASiHGLY
BIHDING.

DAVIOOW

UNCLASS IF1ED
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ACTION MEMORANDUM FOR THE ASSLSTANT ADMINISTRATOR FOR AFRICA
i)nﬂfw Lrw;vy

FROM: AAA/AFR/DR,a@ﬁﬁﬁ”ﬁ' Koehring

Problem: Your signature is request-: on the attached Action

Memorandum to the Administrator reccrmending an increase in

the FY 80 Program Grant to the Governmeant of Zimbabwe from ‘
$13 million to $20 million from the Eccnomic Support Fund (ESF)
appropriation.

Discussion: The approval of the Administrator or his designee
is required for a Program Assistant Approval Document (PAAD)
authorizing non-project assistance in excess of 510,000,000.

Recommendation: That you sign the Action Memorandum to the
Administrator recommending approval of the PAAD.

Attachment: a/s

Clearances: .
AFR/SA:MVDagata < JA 1 "\
AFR/DR/SAP:DKline ¥
GC/AFR:EDxragon L .} )
AFR/DR:NCohen <G~ __
ATR/DP:RAStacy &, )

o

Drafted: AFR/éEERWrin:mon:9/4/80 {(X-20560)



ACTION MEMORANDUM FOX THE ADMINISTRATOR

THRU '3'
THRU : -AA/PPC Mr. Alexand "
FROM  : - AA/AFR Goler T. Butcher by,

SUBJECT:;;Zimbabwe -~ FY 80 Program Grant

%

-

Problem: Your approval is required for an increase in the 2 Program Grant to the
Government of Zimbabwe (GO0Z) from $13 million to $20 million from the Eponomic
'S§§§3§f‘?ﬁhd (ESF) appropriation. It is planned that the full $7 million

increase will be obligated in FY 80.

Discussion: On_June 27, 1980, you authcrized a Program Grant to the Government

- of Zimtabwe in the amount of $13 million. The Program Grant was designed to
assist the GOZ in meeting massive budgetary requirements. The Government's

budget deficit is estimated at $750 million for the period ending June 30, 1981

in the context of an economy with a GDP of $3.5 billion (1979). The_Program Grant
amendment requires the GOZ to provide the dollar equivalent in local currency for
1mme@§§te resettlement and reconstructicn program needs. Emergency resettlement
assistance has been estimated at $110 million and rural rehabilitation/reconstruc=—
tion requirements have been estimated at $300 million over the next 2 to 3 years.
These estimates are additional to reconstruction/rehabilitation of basic infra-
structure. For example, one analysis places the immediate reconstruction/
rehabilitation requirements of the railroad, alone, at cver $300 million. Donor
commitments fall far short of needs. The analysis prepared in_June for the $13
million program grant (Tab_A) remains tt the same, fully justifying the increment

of $7 million we are proposing herein.

The entire $13 million of the initial program grant has been_ disbursed to the

GOZ and they will complete ! their disbursement shortly. The Government of Zimbabwe
has moved rapldly on the resettlement and rehabilitation activities to which the
Government's local currencies are being applied. District authorities are con-
tracting for road and bridge comstruction. Vegetable crop packs (seeds, tools,
and fertilizer) have already been distributed to some 70,000 returning families.
Returning families will also be provided basic grain packs for the fall planting

season.

As in the initial grant, the funds made available under the grant amendment will
be disbursed to a GOZ account in a U.S. bank. The GOZ will be required to place
an equivalent amount in local currencies in the spec1al account established pur-
suant to the grant agreement. Local currencies from this special account will

be used to supnort the GOZ resettlement, reconstruction and rehabilitation pro-
grams. Specifically, the local currencies will be allocated among the Department
of Agricultural Development (Devag), Division of District Administration, and
Ministries of Commerce, Health and Social Services. The GOZ local currency will
permit the purchase of locally made farm and construction implements to be used

SR
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by Devag and District Administration personnel, repair of mission schools and
clinics in conjunction with Tribal Trust Lands anu District Council schowols

and clinics, reestablishment of a revolving loan fund by Commerce to help rural
small enterprises get back on their feet, reconstruction of "master" farmer (4
to 5 hectares of land per family) farms in African Purchase Areas by the Devag,
reconstruction of staff liousing for Devag and Health personnel to allow vhem to
live at their projects/clinics, and provide additional financing for refugee
resetilement and feeding programs operated by the Ministry of Social Services.
The latter needs had been provided for partially by a grant this fiscal year

to the UNHCR for repatriation and resettlement of Zimbabwean refugees. The
second tranche of that grant ($2 million) has been deobligated and applied to
this program grant,

There are no conditions, ceovenants, or waivers associated with this program grant
amendment . The GOZ will agree, however, that the A.I.D. funds cannot be used for
military expenditures. Congress was notified of the program on August 14 and the
fifteen day waiting period expired on August 29, 1980, A negative determination
for the Initial Environmental Examination was“médé'for the original program grant
and is applicable to the amendment.

The State Department Office of Human Rights has cleared this memorandum. The
AID/VW backstop officer for this program will be Douglas T. Kline, AFR/DR/SAP,

Recommendation: That you_sign the attached 'PAAD amendment (Tab B) and cable
(Tab_C), thereby authorizing the proposed increase in the Program Grant from
$13 million to $20 million. The grant amendment will be 51gned upon recelut of
your autnorization and advice of allotment. ’

Attachments:
A. PAAD Approved June 27, 1980
B. PAAD Amendment
C. Cable informing Field of your
Decision

A"
AFR/SA: HVFarnham/MVDagata mon:9/5/80

cetyped: 9/9/8

Clearances:

GC/AFR:EAD&?%k
GC:NHolmes LA .
AFR/DP:RAStacy“%, ) 7 /57 &
HA/HR:BBowie \.8hlee £~ Date a/qlga
AF/EPS:DBornY [ 4&\8- Date 9/4(p
AFR/DR/SAP:DTK1lin Date ¢ /»/2?
AFR/DR:JWKoehring ywe Date fi/.cy et
DAA/AFR:WHNorth | Dete glinp
& i

L=



. PAADC HD.

Al DEPARTMENT OF STATE 613-K-601
r AGENCY FOR 2. COUNTRY
INTERNATIONAL DEVELOPMENT 74 mbabwe
3 CATEGORY
PAAD PROGRAM ASSISTANCE
APPROVAL DOCUMENT Program Grant (Cash)
‘e CATE -
June 26, 1980
s T0: 6 LvE CHANMGE MO )
A/AID, Douglas J. Bennet, Jr. e e e
Y. FRCM ] hone

AA/AFR, Goler T. Butcher

¥ AL PROvAL REQUESTED FOR COMMITIMINT OF -

$ 13,080,000

1. TYPE FUNDING

12. LOCAL CURRENCY aRRANGEMENT

TTleoan TXGRANT ) INFORMAL [ 1FORMAL T JNONE

)

i

13 ESTIaATED CELIVERY PERIOD

6-26-80 = 9-30~80

10 BE TARKEN FROM

10 u:pqopnu'l oN - ALLOTME"T

037- 61-698-00-50-01

‘ (’

14. TRANSACTION CLIGIBILITY

OsTE
6-26-80

i COMMCODITIES PINANCED

None

t1¢. FERMITTED SOURCE

17. E3TIMATED SOVRACE

U.S. only: —— U.S.:

Limired ;. W.: Industrialized C_gunfries:
Free World: _ Local: ) T
Cash: 13,000,000 Other:

16, SUMIMARY DESCRIPTION

The Mugabe-led nation of Zimbabwe inherited a country rich in natural and human

resources, but one with severe budgetary and balance of payments problems, heightened

expectations of the majority of the population, 1 to 1.5 million refugees and dis-
placed persons and damage to rural infrastructure.

The justification for this cash transfer {s based on lLalance of payments and GCOZ
budget needs as the GOZ begins the process of reviving and ceveloping the economy

along more equitable lines.

Since the mid-=1970s both per capita and gross domestic product and cmployment have

fallen
about five percent per annum.
incone

1980) and these have followed the downward trend of
accounting for only 85 percent of 1976/77 revenues.

As a result of the war, during the last five years per capita GDP fell
Government revenues rely very heavily on sales and
taxes (over. 70 percent of revenues for the period of 1 July 1979 to 30 Jure

the economv, now (1979/80)
Expenditures, driven bty in-

creased defense needs, grew 32 percent in real terms from 1976/77 to 1979/80,

with defense's share incrcasing by 109 percent in real terms.

As a result, the

Central GCovernment's cutrrent account deficit grew from $90 million in 1976/77 tc

i9. CLEALRANCES DATE ‘ 2¢ &2CIsON
REG DP EDonoghue ({M 26 June 80 ;| APPROYED { loisapprovLD
REG/GC Ebragon 2;43 26 June 80 )
AA/PC CPaolillo 26 June 80 4/ - Q/[é\qu
AXGANT ‘F\f/C ASmit\%{" 26 June 80 AUTS on/ztu SIGHATURE oATe
ARAMR GC _NHolmes 26 June 80
AACRRRE  AFR/SA HFarf¥s 26—Jume—3() — Administrator. .. —
AFR/Di: JWKoehring_thzﬁ- 26 June 80 e

CLAS «FICATION:



PAAD 613-K-~601
Page 2

18. Summary Description (continued)
$690 million in 1979/80.

The 1920/81 budget, not yet released, will continuc the trcnd to:increased deficit
spending. No Information 1is available but, since government revenues are tied closely
to economic performance and many people are assuming a four parcent real growth rate
coupled with 12 percent inflation, we can project revenuer of $1.1 billion. The
anticipated current account deficit for 1980/81 is $1.0 billion based on a budget of
$2.1 billion, an increase of 30 percent over 1979/80. Much of the increase is apparently
needed to pay for the three armies, which have not yet been demobilized, and to finance
resettlement and developrient needs. While over time the demobilization and rcsettlement
etforts will reduce the driain on budgetary resources, the scale of the budget deficit
implics that there is not 'ikely to be any great immediate ''dividend" from the ending

of the war,

With current estimates fron balance of payments data Indfcating that the GOZ anticipates
perhaps $150 million from foreign grants and loans, $860 milllon would need to be
financed next year to meet budget requirements.

The risk of severe dislccation from continued heavy deficit financing 1s great. PBut

in 4 country where expectation levels have been raised, a continued economic stagnation
is clearly unacceptable. It will take great skill over the next few years to manage

the econonmy in such a way as to rebuild the social infrastructure, resettle large numbers
of pecple, and expand the productive sectors rapidly.

Zimbabwe needs mzssive assistance on the basis of both balance of payments and public
sector budget needs. This $13 million from the U.S. is needed quickly. Without greater
inflows of foreign capital, Zimbabwe may find it impossible to finance the return to
normalcy in the countryside and have the private economy pick up and absorb the large
numbers of unemployed. A sluwer rate of resettlement and provision of public-financed
infrastructure - in a period of heightened expectations - would be politically intoler-
able for the Government. As the GOZ attempts to accomplish both objectives, foreign
exchange constraints will tecome tighter and tighter.

Because of the seven years of often violent and bloody warfare, many community services
in the predominantly Africer~inhabited rural areas had fallen into disrepair, been
closcd cr destroyed. As an example, of the some 300-odd Government rural health clinies,
159 were closed and in nced of rebuilding or rechabilitation. More than one-third of

the rural primary schools are closed and several hundred thousand primary school students
are no longer attending class. Some rural roads are impassable and many cattle dip

tanks have been destroyed. More than one million head of cattle - of the national herd
of throe million = have died, elther short of food or from livestock dlscases that

could not be treated because of the war, Among other things, the cattle were used as
draft animals and if they aren't replaced, farmers in the subsistencesertor will have
severe problems growing cenough  food to feed themselves.

In addition to rehabilita:tion of community services, the Government is faced with high
costs of repatriating and vesettling ore t- one and hall miilien refurces and displaced
persens These pevple must be transported home and provided with some {ters in order
for them to begin re-ectiablishing themeeives and beceme self-sufficient.



ADD 613-K-601
Page 3

The U.S. $13 million program grant to the GOZ will be™r  sursed in one tranche. The
0Z will provide equivalent in Zimbabwean dellars, paid into a special account. The
uCZ has tentatively proposed these L/C resources be used by the Office of Development
Agriculture (Devag), equivalent of $5.5 million, and the Divislon for Districe
Administration, equivalent of $7.5 million, f{or gencral reconstruction/resettlement
activities.

The funds allocated to Devag will provide winter vegetable packs, summer crop packs, and
training for participating farmers.

-- A total of 225,000 summer crop packs good for half a hectarc each of maize,
sorghum or millet will be distributed for planting in November.

-=- Seventy thousand farmers and their {families will recelve winter crop packs of
seed/fertilizer designed to provide them with between 1.5 and 2 kgs of vege-
tabples daily for the nine month period until the 1981 harvest comes in.

-~ Jevag wants to incure that the pecople rcceiving® the packs use them properly.
To handle this, Devag proposes short field trainingy courses with follow-up
visits by extension staff. Devag hopes to recach over 350,000 farm families
in the first year.

Other inputs to help resettlement proceed smoothly, such as food, are included in other
preposed reconstruction/resettlement programs.

The Division of District Administration, like Devag, has been assessed by the PAAD team
as having an effective and functioning system of rank ordering, adequate planning,
procurenent and Implementation capabilities, and an impressive record of achievement
during the war years. ‘Theilr reconstruction program in the former Tribal Trust Land

areas over the next five vears is estimated to cost more than $130 million. The GOZ ~
has indicated funds allocated to District Administration will be used for activities such
as rehiabilitating or recoastructing boreholes/water supply, cattle dips, roads, bridges,
and schools.

The G07 will determine timing and amount of funding for various aspects of the Devag and
District Administration programs. i

It is concelvable that during the program shortfalls may arise {n other critical parts
of the ©0Z reconstruction and resettlement effort ocutside of the Devag and District
Administration programs. In order to meet such contingencies, the azreement will
permit reallocations of special account funds con a casc-by-case basis with AID-W/AFR
concurrence.

The beneficiaries of the lucal currency funded programs will be numerous. Under Devag's
progran more than 250,000 fomilies will be assisted. Under the District Adeinistration
prograrms the target group consists of refugees and displaced persons returning to and
people who continued living in the Tribal Trust Lands during the conflict. Most
estimates state there are about 195,000 refugee families (and 60,000 individuals), that
a.: many as 750,000 people way have been di:splaced persons and that as many as several
wii'lien more people stayed in the TTLs duriny the conflict. Most of them should

berefit in some fashion from the activities carried out thiyough the District Administra-
ticn progroms.




CLASSIFICATION: UNCLASSIFIED

AlD 1120-% . 1. PAAD NO.
(o-ae) DEPARTMENT OF STATE 613-K-601, Amendment 1
AGENCY FOR 2. COUNTRY
INTERNATIONAL DEVELOPMENT 7 imbabwe
3. CATEGO"Y
PAAD PROGRAM ASSISTANCE 5
P Grant h
- APPROVAL DOCUMENT rogram Grant (cash)
4. DATE
August 28, 1980
8. TC: 8, OYB CHANGE NO.

A/AID, Douglas J. Bennet, Jr.

s FROM}
¥

AA/AFR, Goler T. Butche
e

- CYB INCAZAIE

plus $7 million

TO 8E TAKEN FROM:

9. APPROVAL REQUESTED FOR COMMITME

s 7,000,000

T OF:

10

» APPROPRIATION = ALLOTMENT

ESF, 037-61-698-00-50-01

1. TYPE FUNDING

Cvoan [(BcRanT ] inrorMaL [TJroamaL [CINONE

12. LOCAL CURRENCY ARRANGEMENT

13. ESTIMATED DELIVERY PERIOO

.8/28/80 - 9/30/80

14, TRANSACTION ELIGIBILITY

PATE  8/28/80

18. COMMODITIES FINANCED

None

186. PERMITTED SCURCE

17. €5TIMATED SOURCE

U.S. only: U.S.:

Limited F.W.: Industrialized Countries: -
Froe World: Local:

Cash: 9/ ,000,000 Other:

18. SUMMARY DESCRIPTION

This amendment authorizes the increase in the dollar value of the Zimbabwe Program

Grant by $7 million, to a new total of $20,000,000.

The Government of Zimbabwe con-

tinues to face a large budget deficit and the country is facing a foreign exchange

gap.

The case for financial support set forth in PAAD prepared in June remains

compelling in the interest of political and economic stability in Zimbabwe.

A.I.D. will increase its program grant by $7 million to a new total of $20 million.
This will provide the Government with additional, scarce foreign exchange.

For its part, the GOZ will be required to provide the Zimbabwean equivalent of §7
million for the special Reconstruction/Rehabilitation account, and then disburse
those local currencies for the following activities:

purchase of locally prcduced farm and construction equipment for use on

resettlement projects carried out by thp Department of Agricultural

Development (Devag), and the Division of District Administration.

The

eee/2

19. CLEARANCES -

ReG/pp_: RAStacy Z7].

PYi2

REG/GC : EADragon ST .
AA/PC APShalgcow CHIEYEER ( / el e M//M
BPESAX FM/PAD:TDQ‘HQZGhone) 2/5/8'0 b ~——XCTHORIZED SIGNATURE T oateE’
WRZRX  GC:NHolmes N\~ A1) go
EIOEEPR  AFR/SA:MVDagata )L (¥ w/ YO Administrator

AFR/DR:JKoehring 4w f 80 TITLE

CLASSIFICATION:
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items, which will be titled and controlled by Devag and District
Administration, will include plows, water pumps, farm and atility
trailers: and cement mixers;

Beconstruction of mission schools and clinics in conjunction with
the Division of District Administration's reconstruction plans.

Provision of funds for a revolving loan fund of the Ministry of
Commerce designed to help local small-businessmen re-establish their
stocks and stores through the provision of credit. The Ministry of
Commerce will.also supply advisory services to the small businessmen
in areas such as stock inventory and accounting.

Devag's scheme to help African '"master" farmers, who own on the
average 4 to 5 hectares of land, resettle and begin farming again
on their properties in the former TTLs; these are farmers one step
up from the subsistence level.

Reconstruction of Devag and Health staff housing at reconstrurtion
project sites, so that Devag/Health staff can live at the project
site. This is necessary in order to have maximum project impact.
At present, Devag/Health staff are commuting daily from Salisbury
and other towns to work on projects, with a loss of effectiveness.

Support to the Ministry of Social Services for its refugee resettle-
ment and feeding programs.



ATL/AFR/SAGHFARRHAT (110N
03/048/60 EXT 24229
A/ATID IDUBINNET JR.

AT /AFR/SACTIVDAGATA AID/GC/AFRIEADRAGON
AiP/\'/“FP GTBUTLHER LAID/DAA/AFR BINORTH
ATD/AFR/DR/SAP:DIZLINE {DRAFT} STATE/AF/EPS:DYWATERIMAN {DRAF
IMMEDIATE SALISBURY
PRIORITY NALROBI. MBABANE
AIDAC-. NAIROBI FOR REDSO/EA: FROM THE ADMINISTRATOR
£.0. 120L5: N/A
TAGS:

SUBJECT: INCREASE IN ZINMBABUE PROGRAM GRANT

RCF: SALISBURY 2283

1. T HAVE AUTHORIZED THE INCREASE IN THE ZIMBABYE PROGRAP
GRANT IN THE AMOUNT OF SEVEN MILLION DOLS TO A NEW TOTAL OF
20 NILLION DOLS.

2. ANBASSADOR KFELEYa. OR HIS DESIGNEE. IS AUTHORIZED TO
STGiH THE GRANT AGREEMENT AMEMDMENT WITH THE GOVERNHMEINT OF

ZINBABUWE WHEN YOU AREZ INFORMED BY SEPTEL THAT THE ALLOTMENT

FOR

THE SEVEN MILLION DOLLARS HAS BEEN ESTABLISHED. YY

UNCLASSIFIED

T}

DUB 13-
i

MVD .0
EAD ;i--

GTB [
UHRP,



ACTION MEMORANDUM FOR THE ADMINISTRATOR
THRU ¢t ES
THRU : AA/PPC, Mr. Alexander Shakow

FROM

AA/AYR, Goler T. Butcher ¥ Cotg ,

SUBJECT: Zimbabwe ~ FY 80 Program‘crant

Problem: Youraapproval is required for an incrdase 4a tha Program Grant to the
Government of Zimbaowe (GOZ) from $13 milliom to $20 million from the Economie
Support Fund (ESF) appropriation. It 1s plamned that the full $7 milliom
increase will ba obligated in FY 80.

Discussion: Omn June 27, 1980, you autho-ised e Program Grant to the Government
of Zimbabwe in the amcunt of $13 milliou. The Progrsm Grant was designed to
assist the GOZ in meeting massive budgetary requirvements, The Government's
budget deficit is estimated at $750 million for the period ending Juns 30, 1981

in the context of an economy with a GDP of $3.5 billion (1979). The Program Grant
smendment requires the GOZ to provide the dollar squivalent in loeal eurrency for
immediate resettlement snd raconstructicm program needs. FEumargency resettlement
assistance has been estimated at $110 million and rural rehabilitation/reconstrue-
tion requirements have been estimated at $300 million over the next 2 &o 3 years.
These estimates are additional to reeconstruction/rehabilitaticn of basic infra-
structure. For example, one anslysis placea tha immediate reconstruction/
rehabilitation requirements of the railroad, alone, at over $300 million. Domor
commitments fall far short of needs, The analyeis prepared im June for the $13
million program grant (Tab A) remains the same, fully Justifying the increment

of $7 million we are proposing herein.

The entire $13 million of the initisl program grant has basen disbursed to the

GOZ and they will complete their Jdisburmement shortly. The Government of Zimbabwe
has moved rapidly or the resettlement and rehabilitation activities to which the
Government's local eurrencies are being applied. District authorities sge con-
tracting for road and bridge constructicn. Vegetable crop packs (seeds, tools,
and fertilizer) have already been distributed to some 70,000 returning families.
Returning families will also be provided basic grain packs for the fall planting

season.

As in the initial grant, the funde made availasble under the grant amendment wilil
be disbursed to a GOZ account in a U.S. bank. The GOZ will be required to place
en equivalent amount in local currencies in the special account established pur-
suant to the grant agreement. Local currencies from this special account will

be used to support the GOZ resettlement, recomstruction and rehabilitation pro-
grams. Specifically, the local currencies will be allocated among the Department
of Agricultural Development (Devag), Division of District Administration, and
Ministries of Commerce, Health and Social Services. The GOZ local currency will
permit the purchase of locally made farm and construction implements to be used
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by Devag and District Administration personnel, repalr of mission schools and
clinics in conjunction with Tribal Trust Lands and Nistrict Council schools
and clinics, reestablishment of a revolving losa rund by Commerce to help rural
small enterprises get back om their feat, reconstruction of ''master" farmer (4
to 5 hectares of land per fam{ly) farms ia African Purchase Areas by the Devag,
reconstruction of staff housing for Devag and -Health personnel to allow them to
live at their _rojects/clinica, and provide additionsl financing for refugee
resettlement and feeding programs operated by the Ministxy of Social Servieaes.
The latter needs had been provided for partially by a grant this fiscal year

to the UNHCR for repatriation and resettlement of Zimbabwean refugees. The
gecond tranche of that grant ($2 million) has been deobligated an”’ applied to
this program grant,

There are no conditionas, eovenantas, or waivers assoclated with this program grant
amendment. The GOZ will agree, however, that the A.I.D. funds cannot be used for
military expenditures. Congress was notified of the progrzam oa August 14 and the
fifteen day waiting period expired on August 29, 1980. A negative determinatcion
for the Initial Environmental Ezamiaatioﬁ wvag made for the origimal program grant
gand is 8p‘p11¢3b1& to the amendmes

The State Department Offica of Buman Rights has cleared this memo
AID/W backstop officer fov this program will be Douglas T, Kline, AFR/DR/SAP.

Recommendation: That you sign the attached PAAD amsndmant (Tab B) and cable
(Tab C), thereby authorizing the proposed imerease in the Program Grant from
$13 million to $20 million. The grant amendment will be signed upon receipt of
your authorization and advice of allotmame.

Attachments:
A. PAAD Approved June 27, 1980
B. PAAD Amendment .
C. Cable informing Field of your
Decision

AFR/SA:HVFarnham/MVDagata:mon:9/5/80
retyped: 5/9/80

Clearancas!
GC/AFR:EADragon Date
GC:XHolmasg Date
AFR/DP:RAStaey Date.
BA/HR :BRowle Dage
A¥/EPS :DBozn Datea
AFR/DR/SA?P:DTK1ine Date
AF¥R/DR:JWKoehring Date

DAA/AFR tWHNoxth Data




CLASSIFICATION: UNCLASSIFIED

AL 1120« 1 1. PAAD NO.
(5-681 DEPARTMENT OF STATE 613-K-601, Amendment 1
AGENCY FCR 2. COUNTRY
INTERNATIONAL DEVELOPMENT 7imbabue
3. TATEGORY
PAAD PROGRAM ASSISTANCE ;
_ P Grant 1
- APPROVAL DOCUMENT rogran Grant (cash)
4. DATE
August 28, 1980
8. TO: 6. OYB CHANGE MO,

A/AID, Douglas J. Bennet, Jr.

"« FROM)

AA/AFR, Goler T. Butche

8. OYD INCREASE

plus $7 million

TO BE TAKEN FPROM:

9. APPROVAL REQUESTED FOR comm'r?n r\r oF:

s 7,000,000

10. APPROPRIATION = ALLOTMENT

ESF, 037-61-698-00-50-01

1. TYPE FUNDING 12. LOCAL CURRENCY ARRANGEMENT

Clroan (A eranT KjinrormaL O rorman [CJNONE

13, ESTIMATED DELIVERY PERIOD

8/28/80 - 9/30/80

14. TRANJACTION ELIGIBILITY

°ATE  8/28/80

18. COMMODITIES FINANCED

None

18. PERMITTED SOURCE

17. ESTIMATED SNI'RCE

U.S. enly: .S,

Limited F.W.: Industrialized Countrier: - .
Free World: Local:

Cosh: 9/ ,000,000 Other:

18. SUMMARY DESCRIPTION

This amencment authorizes the increase in the dollar value of the Zimbabwe Program
Grant by $7 million, to a new total of $20,000,000. The Government of Zi. Sabwe con-
tinues te face a large budget deficit and the country is facing a foreign exchange
gap. The case for financial support set forth in PAAD prepared in June remains
compelling in the interest of po.itical and economic stability in Zimbabwe.

A.I.D. will increase its program grant by $7 million to a new total of $20 million.
This will provide the Government with additional, scarce foreign exchange.

For its part, the GOZ will be required to provide the Zimbabwean equivalent of §7
million for the special Reconstruction/Rehabilitation account, and then dlsburse
those local currencies for the following activities:

-- purchase of locally produced farm and construction equipment for use on
‘resettlement projects carried out by the Department of Agricultural
Divelopment (Devag), and the Division of District Administration.

The

19. CLEARANCES ‘
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items, which will be titled and controlled by Devag and District
Administration, will include plows, water pumps, farm and utility
trailers and cement mixers; :

Beconstruction of mission schools and clinics in conjunction with
the Division of District Administration's reconstruction plans.

Provision of funds for a revolving loan fund of the Ministry of
Commerce designed to help local small-businessmen re-establish their
stocks and stores thiough the provision of credit. The Ministry of
Commerce will also supply advisory services to the small businessmen
in areas such as stock inventery and accounting.

Devag's scheme to help African "master' farmers, who own on the
average 4 to 5 hectares of land, resettle and begin farming again
on their properties in the former TTLs; these are farmers one step
up from the subsistence level. :

Reconstruction of Devag and Health staff housing at reconstruction
project sites, so that Devag/Health staff can live at the project
site. This is necessary in order to have maximum project impact.
At present, Devag/Health staff are commuiting daily from Salisbury
and other towns to work on projects, with a loss of effectiveness.

Support to the Ministry of Social Services for its refugee resettle-
ment and feeding programs.
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ACTION MEMORANDUM FOR THE ADMINISTRATOR

THRU : ; 'us_)

ll‘l

THRU  : -AA/PPC Mr. Alexanddy) S kg&t' —
FROM AA/AFR Goler T. Butcher Ly

SUBJECT::;21mbabwe - FY 80 Program Grant

aat =

e T4,

Problem: Your approval is required_for an increase in the Progran Grant to the

Government of Zimbabwe (50Z) from $13 million to $20 milljon from the Economic
'quport Fand (ESF) apgroprlatlon It_is planned that the full $7 million

increase will be obligated in FY 80.

Discussion: On_June_27,_ 1980, you_ authori;ed_a_?rogrém Grant to the Government

of Zimbabwe in the amount of $13 million. The Program Grant was designed to
assist the GOZ in mesting massive budgetury requirements. The Government's

budget deficit is estimated at $750 million for the period ending June 30, 1981

in the context of an economy with a GDP of §$3.5 billion (1979) The Program Grant
1mm dlate resettlement “and recoﬁétfuctlon program i needs. Emergency resettlement
assistance has been estimated at $11C million and rural rehabilitation/reconstruc-
tion requirements have been estimated at $300 million over the next 2 to 3 years.
These estimates are additional to reconstruction/rehabilitation of basic infra-
structure. For example, one analysis places the immediate reconstruction/
rehabilitatinn requirements of the railroad, alone, at over $300 million. Donor
commitments fall far short of needs. The analysis_pcepared in_June for the $13

million program grant (Tab_A)_ remains t thP > same, fully justifying tt the Ihcrement

- — e = e o e = e ——

of $7 million we are proposing herein.

The entire $13 million of the initial program grant has_been disbursed to the
GOZ and they will complete thelr “disbursement shortly. The ‘Government of Zimbabwe

— — .

has moved rapldly on the resettlement and rehabilitation activities to which the
Government's local currencies are being applied. District authorities are con-
tracting for road and bridge construction. Vegetable crop packs (seeds, tools,
and fertilizer) have already been distributed to some 70,000 returning families.
Returning families will also be provided basic grain packs for *»a fall planting

Season.

As in the initial grant, the funds made available under the grant amendment will
be disbursed to a GOZ account in a U.S. bank. The GOZ will be required to place
an equivalent amount in local currencies in the special account established pur-
suant to the grant agreement. Local currencies from this special account will
be used to support the GOZ resettlement, reconstruction and rehabilitation pro-
grams. Specifically, the local currencies will be allocated among the Department
of Agricultural Development (Devag), Division of District Administration, and
Ministries of Commerce, Health and Social Services. The GOZ local currency will
permit the purchase of locally made farm and construction inplements to be used

~ hiﬂﬁiq{‘
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by Devag and District Administration personnel, repair of wmission schools and
clinics in conjunction with Tribal Trust Lands and District Council schools

and clinics, reestablishment of a revolving loan fund by Commerce to help rural
cmall enterprises get back on their feet, reconstruction of ''master” farmer (4
to 5 hectares of land per family) farms in African Purchase Areas by the Devag,
reconstruction of staff housing for Devag and Health personnel to allow them to
live at their projects/clinics, and provide additional financing for refugee
resettlement and feedin< programs operated by the Ministry of Social Services.
The latter needs had been provided for partially by a grant this fiscal year

to the UNHCR for repatriation and resettlement of Zimb ibwean refugeas. The
second tranche of that grant ($2 million) has been deobligated and applied to
this program grant.

There_are no conditions, covenants, or waivers ‘associated with this program grant
amendment. The GOZ _will agree, however, that th ‘the A.I.D. funds cannot be used for
mllltagy expendltures Congress was notified of the pr program on August l4 and the
fifteen day waiting period expired on August 29, 1980. A negative determination

for the Initial Environmental Examination was made for the original program grant

and is applicable to the amendment.

The State Department Cffice of Human Rights has cleared this memorandum. The
AID/W backstop officer for this program will be Douglas T. Kline, AFR/DR/SAP.

Recommendation: That you_sign the attached PAAD amendment (Tab_B) and cable
(Tab_C), thereby authorizing_ the proposed increase in_the Program Grant from
$13 million to $20 million. The grant gmendm¢nt w1ll be 51gned upon recelpt of

- - —— e e e =

your authorization and advice of allotment.

Attachments:
A. PAAD Approved June 27, 1980
B. PAAD Amendment )
C. Cable informing Field of your

Decision e
AFR/SA:HVFarnham/}Vlagata:mon:9/5/80
retyped: 9/9/80.
f Clearances: P
GC/AFR: nAD %&1 Date
GC:NHolmes Date
AFR/DP:RAStacy~7, 5 Date_z;ﬁ/&if;

HA/HR:BBowie .4 iturfn- Date's/e{zo
AF/EPS:DBorn¥ _ (£+L3¢ Date  9i1{jv
—~ .. AFR/DR/SAP:DTKlinel — D?te‘?oo/z)
AFR/DR:JWKoehring uwe< Date /.« il

DAA/AFR:WHNorth ? [ Date q 1 LD




UNCLASSIFIED

AID/AFR/SACHFARNHAN:NON
09708760 EXT 2u4dag
A/ZAIDIDJSINNETA JR.

AIL/AFR/SAIHVDLGATA AID/CGC/AFREADRAGON

AID/AA/AERIGTBYTCHER MID/DAL/AFRBHNORTH
ALID/AFR/DR/SAP:DYLINE {DRAFT} STATEAAF/EPS i DWATERIAN {DRAFTY
IMMEDIATE SALISBURY
PRIORITY NATROBI. N3ABANE
AIDAC. MNAIROBI FOR REDSO/CASY FROH THE ADNINISTRATOR ‘ e
) DJB__\;A-’"
£.0. L20L5: N/A ne(y”
TAGS: | AVD .22
. : EAD S
"SUBJECT: TINCREASE IN ZIMBABWUE PROGRAM GRANT . FJ o
. St
REF: SALISBURY 2283 ‘ UHNC¢{ ‘
2

1. I HAVE AUTHORIZED THE INCREASE IN THE ZINBABWT PROGRAM
GRANT IN THE AMOUNT OF SEVEN MILLION DOLS TO A NEUW TOTAL OF
20 MNILLION DOLS.

2. AMBASSADOR KEELEY. OR HIS DESIGNEE. IS AUTHORIZED TO
SIGHN THE GRAWT AGREEMENT ANEMDMENT UITH THE GOVERNNZNT OF
ZINMNBABUWL WHEN YOU ARE INFORNED BY SEPTEL THAT THE ALLOTNMENT
FOR THE SEVEN MILLION DOLLARS HAS BEEMN ESTABLISHED. W¢

29

UNCLASSIFIED





