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PROJECT AUTHORIZATION

Cooperating Country: Zimbabwe
Project Title: Zimbabwe Business Development
Project Number: 613-0232

1. Pursuant to the Foreign Assistance Act of 1961, as amended, the Foreign
Operations, Export Financing, and Related Programs Appropriations Act, 1989,
Africa Bureau Delegation of Authority (DOA) 551, as amended, and the authority
delegated under 90 State 410437, I hereby authoriza the Zimbabwe Business
Development Project (ZBDP) for the Republic of Zimbabwe (Recipient), involving
planned obligations of not to exceed Five Million Five Hundred and Forty
Thousand United States Dollars ($5,540,000) in grant funds from the
Development Fund for Africa (DFA), over a three-year period from the date of
authorization, subject to the availability of funds in accordance with the
A.I.D. OYB/allotment process, to help in financing foreign exchange and local
currency costs for the project. Except as A.I.D., may otherwige agree in
writing, the planned life of the project is three years from the date of
initial obligation.

2. The project is designed to test the effectiveness of selected
interventions in fostering private sector enterprise growth through
facilitating local and foreign investment and expanded indigenous enterprise.
To achieve this purpose, the Project will test means of assisting policy
reform implementation and providing firm level technical assistance activities
to increase the competitiveness of the private sector and, thus, its
attractiveness to private sector capital.

3. The Project Agreement, which may be negotiated and executed by the
officers to whom such authority is delegated in accordance with A.I.D.
regulations and Delegatior.: of Authority, shall be subject to the following
essential terms and covenants and major conditions, together with such other
terms and conditions as A.I.D. may deem appropriate.

a. ur rigin of mmoditi Nati lit f

Sgrviggs

The source and origin of commodities and nationality of services
financed under the project shall be in accordance with Africa
Bureau DOA 551, Section 5F. Accordingly, commodities financed
by A.I.D. under the project shall have their source and origin in
Zimbabwe, the United States or any other country included in
A.I.D. Geographic Code 935, except as A.I.D. may otherwise agree
in writing.



Except for ocean shipping, the suppliers of commodities or
services shall have Zimbabwe, the United States or any other
country included in A.I.D. Geographic Code 935 as their place of
nationality, except as A.I.D. may otherwise agree in writing.
Ocean shipping financed by A.I.D. under the project shall, except
as A.I.D. may otherwise agree in writing, be financed only on a
flag vessel of the United States.

b. Mﬂmﬂmmmmmmmm
Processing Zone Component ‘

The Project Agreement shall contain, in substance, the following
conditions precedent to disbursement under the Export Processing
Zone (EPZ) component of the Project:

(1) Prior to the disbursement of funds, or the issuance by A.I.D.
of documentation pursuant to which disbursement will be made for
Phase 2 of the EPZ component, the Grantee shall furnish, in form
and substance satisfactory to A.I.D., evidence that it has
established and designated an official Joint Private/Public Sector
EPZ Working Group which shall have the responsibility for
implementation of the EPZ program, including the development and
drafting of legislation, procedures and regulations.

(2) Prior to the disbursement of funds, or the issuance by A.I.D.
of documentation pursuant to which disbursement will be made for
Phase 3 of the EPZ component, the Grantee shall furnish, in form
and substance satisfactorﬁ to A.I.D., evidence that Parliament has
passed EPZ enabling legislation satisfactory to USAID/Zimbabwe.
Alternatively, the Grantee may furnish evidence that the President
of Zimbabwe, through Presidential decree, has created the
equivalent of EPZ enabling legislation satisfactory to

%

Ted D. Morse
Director
USAID/Zimbabwe
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1. roject r nd R

1.1. Recommendations

The Project Development Committee recommends that the Director,
USAID/Zimbabwe, approve and authorize the Zimbabwe Business Development (ZBD)
project (613-0232) at a levzl of US$5.54 million in DFA grant funds over a
three year life of project (1991-1994).

1.2. Project r

In the first decade of Independence, the development policy cf the GOZ focused
on improving equity ~- unintentionally, at the expense of growth. The set of
restrictive policies inherited from the UDI Government, and the new set of GOZ
policies meant to improve equity, effectively choked off productive private
investment, both foreign and local. The consequence was sluggish and ur.even
growth, barely keeping pace with population growth.

The GOZ, however, has ncw emberked on a wide-ranging and thorough set of
reforms that collectively are referred to as the Structural Adjustment Program
(SAP). If implemented as planned, the SAP reforms should lay the foundations
for sustained, broad based economic growth.

USAID/Zimbabwe has identified several areas where focused technical assistance
would assist the GOZ in implementing SAP reforms and incentives, and would
assist the private sector in responding to the challenges and opportunities
presented by the SAP. Given limited Mission resources, and USAID/Zimbabwe's
limited experience in working in the private sector arena, the Mission has
chosen to start with a pilot project, to test the effectiveness and efficiency
of approaches before commitment to full operational support. A pilot project
approach has necessitated particular attention to develop a thorough
monitoring and evaluation system.

As befits a pilot project, the purpose of ZBD Project is to test the
effectiveness of selected interventions in fostering private enterprise growth
through facilitating local and foreign investment and expanded indigenous
enterprise. The goal of ZBD Project is to increase private sector-led economic
growth, that results in increased job creation, foreign exchange earnings, and
broadened indigenous participation in the economy,

The specific components of ZBD can be broken down into two categories. The
first, pilot operational testing components, is the actual pilct project
interventions, and will absorb approximately 75 percent of the project

budget. The second category, analytical components, expands our knowledge of
the private sector, tests project assumptions, or improves the effectiveness
or efficiency of the pilot operational components. The analytical componets
will require less than 15 percent of the budget total project. The components
are:
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I. Pilot Qperational:
A. Export Processing Zones (EPZ). Assess the feasibility of EPZs in

the Zimbabwean context. If found feasible, support development of
the appropriate enabling environment.

B. Business Linkage. Test the effectiveness of technical assistance
to promote subcontracting between small and large firms, and
spin-offs of divisions of large businesses to small independent

businesses.

C. Volunteer Business Adviso:y Services (VBAS). Continue and

strengthen the retired American VBAS program -~ IESC, but
experiment with means to reach smaller and Black-owned

busiresses. Test the feasibility and effectiveness of a local
Zimbabwe Executive Service Corps, and the use of IESC South Africa
volunteers.

II. Analytical Components:
A. Small/Micro-Enterprise Analysis. Analytical work on the

small/micro-enterprise sector in Zimbabwe.

B. Productive Sector Description. Develop a detailed database and

analysis of the productive sector (including public and private
enterprise) and its contribution to the Zimbabwean economy.

C. Implementation Support Research. Discrete analyses that test

project assumptions, expand knowledge of the private sector, or
point to new directions for ZBD and follow-on private sector
activities.

The life-of-project cost of the project over three years is expected to total
US$7,386,000, of which US$5,540,000 will be provided by USAID/Zimbabwe and the
local currency equivalent of US$1,846,000 will be provided by the Government
of Zimbabwe (US$269,000) and participating private entities (US$1,577,200) in
cash or in kind.

1.3. Response to A.I.D./W Guidance

The AID/W Executive Committee for Project Review (ECPR) met on September 28,
1990, to review the PID. Concerns centered on the issue of the sufficiency of
the project's analytical base. The points raised during the AID/W review of
the PID and USAID/Zimbabwe's subsequent reviews of the draft Project Paper and
the project design's response to each concern are discussed in detail in Annex
IT.E. All concerns were reviewed in the final USAID/Zimbabwe review of the
Project Paper and have been determined to be adequately addressed.

The key issue in reviews concerned the appropriate level of analysis for a
pilot intervention. As a result, project activities have been structured as
either (a) operational testing mechanisms to determine the feasibility and
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effectiveness of project interventions in improving the environment for
investment, or (b) analytical studies designed to increase understanding of
various aspects of the private sector and their relationship to enhanced
investment and economic growth in Zimbabwe. The project design considers the
various stages of each pilot activity and phases them accordingly, with 'go"
and '"no-go" decision points.

2. Project Background

2.1, Econgmic Trends

During the first decade of Independence, Zimbabwe's Government grew in size
and in its scope over the economy. The public share of GDP rose from a fifth
to a third; numerous nevw public enterprises were established; pervasive
controls were applied to prices, wages, and industrial relations; and all
foreign currency transactions and investment decision-making were subject to

Government approval.

The economy began to stagnate as investors lost confidence in the business
environment. The central Government's fiscal deficit was in excess of 10
percent of GDP during much of the 1980s. This led to central Government debt
reaching 71 percent of GDP by 198Y, 36 percent of which was external debt.
Total public sector debt was even larger at 90 percent of GDP. Inflation
averaged around 15 percent per annum during the 1980s. Nominal interest rates
averaged 12 percent and hence the real interest rate was negative. The budget
deficit climbed to 12 percent. Inflation rates began to approach 20 percent.
There was a net outflow of capitai with disinvestment exceeding new inflows.
Economic growth averaged less than 3.5 percent annually —- barely adequate to
keep pace with population growth. Unemployment increased from 200,000 eleven
years ago to an estimated 1.25 million in 1991, officially estimated at 26
percent of the workforce. 1In 1989, gross capital formation fell below 11
percent of Gross Domestic Product —-- its lowest level since World War II. The
continued negative net investment has resulted in shrinking, aging, and
often-obsolete capital stock. Exports have stagnated.

2.2. Zimbabwe's Evolving Economic_and Policy Environment

Zimbabwe's stagnating growth must be viewed in its historical context.
Zimbabwe is not a typical Sub-Saharan Africa (SSA) country in many respects.
In most SSA countries, the agricultural sector contributes more than 30
percent of GDP; in Zimbabwe, agriculture only contributes about 15 percent,
Conversely, the Zimbabwean manufacturing sector contributes an exceptional
amount to GDP, 26 percent. 1/ As for external trade, exports and imports now
account for about one half of GDP. This combination of exports and imports
makes Zimbabwe the fifth largest trader in SSA after South Africa, Nigeria,
Cote d'lvoire, Zaire, and Cameroon. Zimbabwe rises to fourth place in Africa
if oil exports are excluded. With ferrochrome and steel making up the bulk of
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the export category, some 40 percent of Zimbabwe's exports are classified as
manufactured goods. Tobacco and gold each contribute about 18 percent to
exports while ferro-alloys contribute another 10 percent. The tight controls
on imports have led to a concentration on investment and intermediate goods,
with few consumer goods allowed. Consumer goods represent about 2~3 percent
of imports, although if non-recorded trade were included that percentage would
likely be higher.

Zimbabwe's economic history is unique relative to its African neighbors, and
has resulted in a peculiar set of circumstances which impact on its present
potential for growth. Beginning with minority White Government's Unilateral
Declaration of Independence (UDI) in 1965, the productive sector in what was
then Rhodesia was faced with a variety of problems. The UN reacted to UDI by
imposing a set of comprehensive economic sanctions —- unmatched in their
stringency until the recent economic sanctions imposed on Iraq in late 1990.
The UN sanctions were implemented fairly rigorously by most of Rhodesia's
traditional trading partners. Although goods did flow in and out of Rhodesia,
some goods simply could noc oe imported or exported bv "sanctions busting".
Those imports that did come in cost far more; the return to Rhodesia for
exports was far less, both because of the necessity of working through
middlemen. Technology transfer, financing, and other "invisible" services
also dried up with sanctions.

As a result of the sanctions, the UDI Rhodesian Front Government headed by Ian
Smith s2w the need to introduce wide-reaching and stringent controls,
especially over access to foreign exchange, marketing, and prices. The main
reasons for the controls were twofold; one, to allocate the scarce supply of
hard currency to areas of priority to the UDI regime and, two, to keep capital
in the country and force companies to maintain business activity and reinvest
profits, even though the business climate became increasingly unfavorable.

The combined effect of the externaliy imposed UN sanctions and internaliy
imposed UDI controls was to create an isolated, inward-oriented autarkic
economy. Initially, however, the economy boomed, as domestic organizations
retooled to serve the local protected market. Import substitution became a
matter of national survival; and, as a result, the country became over-
industrialized. Between 1965 and 1982, the number of industrial products made
in the country increased tenfold, from 600 to 6,000.

By the mid-seventies, the tide began to turn against both the UDI regime and
the Rhodesian economy. The two main factors were Mozambique's independence
and South Africa's reversal of policy of support of Rhodesia. The exodus of
skilled White Rhodesians accelerated with the escalation of the civil war
during the mid- to late-seventies. Many of the remaining Whites were diverted
from their jobs by military call-ups for nearly half of every year. 2/

At independence, the wide-ranging system of state controls over business and
the allocation of resources developed by the Smith regime were retained to
serve the interests of Black nationalism, the Government's new policy of
"Growth with Equity", and the development of a socialist regime. Few firms
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objected, however, to the continuation of the highly restrictive and protected
business environment, which was conducive to firms that had become inefficient
in the world market as a result of controls and sanctions of the UDI period.

The new Government of Zimbabwe (G0Z), however, added on new layers of control
over business. The GOZ introduced laws and regulations that greatly reduced
flexibility in labor force management, and it became very difficult to lay off
workers, even for just cause. The GOZ greatly increased its consumption of
resources in the economy, and therefore had to increase corporate and personal
income taxes. The small corps of civil servants dramatically increased in
size, while its effectiveness and efficieucy dropped. Finally, the GOZ also
vastly increased its role as a direct actor in the economy. Government
purchased shares in agricultural, industrial, and financial enterprises
although almost always on a willing buyer/willing seller basis.

The net effect of the accumulation of restrictive UDI and GOZ economic
prlicies has been discussed above; it has choked off investment, and thereby
limited growth, the ability to create jobs, earn foreign exchange, and enable
emergent Black entrepreneurs to enter the economy. Although the tightly
managed economy has not faltered seriously, the policies have meant that much
of the productive sector's equipment is at the end of its useful life.
Deteriorating and depreciating capital stock is not being replaced. One very
real cost to productive efficiency is the rent-seeking activity that occurs as
a result of the policy to allocate the foreign exchange among many groups. As
might be e .pected, the managed allocation system is imperfect. Numerous firms
do not have sufficient foreign exchange to meet their legitimate needs for
spare parts, etc. As a consequence, much time is spent locating those firms
with unused allocations.

Although there were some attempts at trade liberalization after Independence,
the macroeconomic management of the economy has changed little w.*il recently.
3/ Around 1988, a consensus began to develop within the GOZ that the controls
introduced under UDI and expanded under the GOZ were slowly grinding the
economy to a halt. Since that time, the GOZ has introduced a series of
liberalization and reform measures that have culminated in the recent SAP. A
brief recap of the liberalization initiatives follows.

2.2.1. 1989 Liberalization Initiativesg

GOZ approved a new investment code in April which introduced new incentives,
especially for export-oriented new investments. The major changes were:

-- 100 percent foreign ownership of new investments approved, on a
case-by-case basis; in the past, joint ventures with local partners
were a de facto requirement, even if not required by law.

~- 100 percent repatriation of profits approved, on a case-by-case basis;
in the past, only 50 percent of profits from new investments could be

repatriated.
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~— The definition of what is a domestic company was broadened; therefore
certair onerous restrictions on foreign companies would not now apply
to the formerly "foreign" firms that would now be classified as
"domestic."

—— The Zimbabwe Investment Centre (ZIC) was created, meant to act as a
"one stop shop" for investment approval, and also promote investment.

—— GOZ reduced the value of the Zimbabwe dollar by 8 percert in real
terms.

2.2.2. 1 Liberalization Initiativ

Collective bargaining was introduced in February, eliminating direct state
intervention in labor agreements for all but agricultural and domestic
workers. The Budget and Economic Policy Statement and Finance Bill of July
1990, introduced the broad concepts of new export incentives (EPZs were
specifically addressed), and previewed the SAP, which was introduced in 1991.
Corporate taxes were reduced slightly. Details of the Export Incentives were
introduced in September, the main points of which were:

-— Open General Import License (OGIL) lirt was expanded.

—— Exporters retained for their own use 5 to 7.5 percent of export
earnings.

—— Export Promotion Bonus was increased.

—-—- Export-oriented investments were given certain incentives, such as 100
percent dividend repatriation rights.

~- The authority and mandate of the ZIC were increased.

-- Prices were decontrolled, strict controls remained on only 10
essential goods and services.

—- The Zi::“oiwe dollar was devalued by 12 percent in real terms over the
year.

2.2.3, 1991 Liberalization Initiatives

The SAP was introduced with the release of the document "Zimbabwe —— A
Framework for Economic Reform (1991-1995).'" This document is unique in both
the ficity of reforms to be undertaken and their timing. The main points

can . _..egorized in three areas: 4/
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A. Fiscal/Monetary Policy

GOZ deficit as a percentage of GDP is to be reduced from 10
percent to 5 percent by 1995, through cost savings (reduction in
parastatal subsidies, GOZ workforce), despite revenue reductions
from lower taxes.

Tax burden is to be reduced from 35 to 33 percent of GDP by 1995.
Inflation rate is to be reduced from 20 to 10 percent by 1995.

Interest rates are to be decontrolled.

ign Exchan ntrol, Tr Liberalizati Export Incentives
OGIL for most, if not all, goods and services by 1995. Phased
approach in the following order of liberalization: raw materials,
intermediate goods, capital goods and, finally, profit remittances
and consumer goods.

Tariffs lowered to an average 14 percent by 1995.

Exchange rate maintained to favor exporters.

C. Deregulation and Other Measgures

(1)

(2)

(3)

Investment - (i) ZIC project approval authorities and abilities
are to be strengthened, promotional authority is to be
strengthened, and a mandate has been given to establish Export
Processing Zones; (ii) Dividends and other invisible remittances
are to be decontrolled by 1995.

Price/Marketing -~ (i) Most controls are to be eliminated by 19953
(ii) Agricultural marketing restrictions are to be relaxed by 1995,

Labor - Streamlined hiring and firing regulations are to be
implemented.

(4) Local Authoritieg - Zoning, licensing, and other registration

rules were relaxed.

(5) Iransport - Deregulation permitting greater competition was

accomplished.

2.3. Government of Zimbabwe Policies and Priorities

As noted above, the GOZ has recently initiated a Structural Adjustment Program

(SAP) which

in Zimbabwe.

has a primary objective of increasing the rate of economic growth
The SAP "Framework" is a detailed, internally coherent document
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and, if implemented according to schedule, will go most of the way towards
changing the policy environment favoring private sector-led economic growth.

Many factors favor Zimbabwe's ability to implement the SAP, especially when
compared with other African countries. The country's physical and human
capital is one key factor. Also, Zimbabwe begins the structural adjustment
process with a debt service ratio of about 24 percent —- quite unlike the
experience of most LDCs which, when they finally are forced into structural
adjustment, often find themselves faced with debt service ratios approaching
100 percent.

The SAP "Framework' was not comprehensive. For example, there are no specific
provisions to introduce antitrust measures to break up the monopoly situation
that exists in so many subsectors, no plans to remove the stringent
disinvestment policies, and a lack of specificity on corporate tax rate
reductions. While these omissions are important, they will not prevent the
SAP from having significant impact. The major players in the GOZ and the
private sector are well aware of these gaps, and steps can easily be taken to
incorporate them into the SAP. For example, there are already moves to
establish a Monopolies and Margins Commission.

At the time this Project Paper was written, however, the unresolved issue of
land resettlement presents the potential for a major impact on the investmeat
climate, as well as the financing and implementation of the SAP. Changes have
been made in the Constitution that greatly increase the powers of the GOZ to
acquire agricultural land for resettlement. Previously, the GOZ was empowered
to purchase land only on a "willing buyer/willing seller" basis, at a fair
price, in hard currency, with the courts having the power of arbitration. The
constitutional changes allow the GOZ to acquire land at an "adequate price",
payment subject to the availability of funds, without impartial arbitration
from the courts or any other independent body. The potential impact on the
farming sector could be serious; farmers fearing a buyout on unfavorable terms
with no recourse may be inclined to run down their farms. This would lower
export earnings, reduce the supply of raw materials to industry, reduce the
tax base for Government, reduce the food supply to the nation, and sap
business confidence in all sectors. 5/

Although the land resettlement provisions would probably not be applied to
international firms, the proposed land resettlement measures nonetheless could
conceivably send a cautionary message to potential foreign investors.

Although a matter of concern to USAID/Zimbabwe, the precise impact of the land
resettlement issue cannot be assessed now. The implementing legiglation for
land resettlement has not been adopted by Parliament; it could contain
provisions mitigating many of the above concerns.

The political will of the GOZ, especially at the highest levels, to implement
the SAP is clear. The resources of the civil service to carry out the
reforms, especially the fiscal and deregulatory changes, will have to be
enhanced. The support of the ruling party officials needs to be maintained
through what will undoubtedly be a very difficult time of adjustment.
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The private sector's understanding of the SAP and its ability to respond to
the challenges and opportunities also will have to be supported. Special
programs will need to be developed to facilitate the transition to a
competitive economy. Firms will need to rationalize their operations and
focus only on those product lines that are most competitive. This will
provide opportunities for smaller businesses to take on the production of some
of the discarded lines. Some of these small businesses, in fact, could be
started by the redundant managers and laborers with the knowledge and
experience needed to run the operations. With the right kind of guidance,
Zimbabwean firms, large and small, could rapidly specialize and grow more
efficient.

3. Project Strat nd Rational

3.1. Problem Statement

Since Zimbabwe's Independence in 1980, the economy has experienced a low rate
of economic growth that has barely kept pace with the growth in population.
Slow growth has meant inadequate job creation and foreign exchange earnings.
It also has meant limited ability for emergent Black entrepreneurs to enter
the economy and thrive.

Economic growth, while on average low, has been uneven. The lifting of severe
sanctions, the end of the civil war, and superb agricultural conditions led to
a short-lived boom where GNP grew at 11 percent in 1980 and 10 percent in
1981. The economy stagnated between 1982 and 1987, with GNP lagging
population growth, but it has experienced modest real growth since 1988. The
net effect, however, is that Zimbabweans today, on average, are only
marginally better off than they were at Independence, and worse off than they
were in 1982.

3.1.1. The Cause of the Problem

The fundamental reason behind the sluggish growth of Zimbabwe's economy is a
low rate of investment by the private sector, and especially by the foreign
private sector.

Net capital formation, or investment, has dropped from 14 percent of GDP in
the early seventies (pre-Independence), to 1 percent of GDP in the last
several years. Local private sector investment has been higher than foreign;
not so much because of greater confidence in the economy, but because exchange
controls have prevented export of capital to more attractive locations. Much
of this enforced local investment has been in real estate rather than
productive capacity. Although productive investment, particularly from
domestic sources, has recouped slightly in the past year or two, it is well
below the 20 percent level considered necessary if the economy is to attain a
sufficient growth rate. The private sector's share of investment has dropped
from approximately 60 percent before Independence, to less than half at
present.
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New foreign investment since Independence has been negligible until recent
months, about US$ 50 million. Two U.S. multinationals, Heinz and Cummins
Diesel, account for about half of this figure. The recent trickle of foreign
investment reflects increased optimism in Zimbabwe's economic future.

Moreover, there has been substantial disinvestment from Zimbabwe on the part
of multinationals. Many firms, particularly a large number based in South
Africa, sold their interest to local partners and to the GOZ. According to
CZI statistics, foreign shareholders controlled 52 percent of the productive
assets of the country in 1985; now they control about 25 percent. Much of the
foreign (and to a lesser extent local) disinvestment, however, has come from
allowing plant and equipment to depreciate without replacement and is not
captured in the available statistics.

The primary factors behind inadequate investment, and the resulting sluggish
performance of the economy, are inappropriate Government policies. These
policy factors are summarized below 6/:

A. Economic Policies
(1) Fiscal Policies:

GOZ budget deficits have ballooned, in spite of a high nominal taxation
regime, as a result of:

-— An effort to redress the past imbalances in the provision of vital
social services such as education, health and infrastructure.

—— High level of defense expenditures necessitated by regional and
internal security considerations.

-—- Massive losses from uncompetitive parastatal and other G0Z-owned
enterprises.

-- Bloated civil s=rvice payroll.

The financing of the deficit apparently has not crowded out investment
directly -- possibly because interest rates have been negative in real terms
and there has been a high degree of liquidity in the financial system.

However, with investment demand expected to pick up substantially, the
continued financing of a high budget deficit will impose a constraint on
growth by limiting financial resources available for new productive investment.

Nominal corporate tax rates have been very high (50 percent); although for
larger corporations with allowances and deductions the effective tax rate for
new investment can be closer to 30 percent, and the marginal tax rate is close
to zero. The high nominal business tax rates, and the even higher personal
tax rates (60 percent at the top bracket), however, are a severe barrier to
formality for smaller businesses.
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(2) Price/Wage/Employment Controls

At Independence, the Government maintained the rigid price and wage controls
from the UDI Government, and introduced equally rigid controls on labor hiring
and firing. The COZ maintained price controls to ensure the supply of basic
and essential commodities at '"reasonable" prices, to ameliorate restrictive
trade practices, and to secure remunerative prices for farmers. The price
controls have had the effect of eroding margins, especially for those
dependent on imported inputs, with an adverse effect on returns on

investment. Price controls have also been responsible for periodic shortages
of goods, particularly when a price increase appears to be under consideration.

Minimum wages were introduced to improve the standard of living for the
workforce; maximum wages were introduced to reduce "unfair'" income
differentials. Market wages have normally exceeded minimum wages, and
employers generally seem able to avoid the restrictions on maximum wages.

Stringent regulations on hiring and firing of regular employees were
introduced to protect the worker from arbitrary employer action. They have
had a pernicious impact on business as well as the unemployment rate. Because
of the difficulty of letting go of unnecessary or incompetent employees, many
firms have excessively high payrolls and an unmotivated, inefficient
workforce. As a result, firms have been reluctant to bring on new employees,
resorting to the use of casual labor when needed.

Restrictions on the number of allowable expatriate employees has reduced the
attraction of Zimbabwe for new foreign investment and has reduced the
competitiveness of existing domestic and foreign firms.

(3) Foreign Exchange

Access to foreign exchange, and the pricing of foreign exchange, are
inseparable issues. Because of a consistently over valued currency, exports
have been discouraged and thus foreign exchange earnings have been low. 7/ At
the same time, the over valued exchange rate means that the demand for foreign
exchange greatly exceeds supply. Because of the supply/demand mismatch,
foreign exchange -- whether for imports of raw and intermediate materials,
capital equipment, or invisibles —- has been rationed by the GOZ since UDI
through import licensing and administrative regulations.

Foreign exchange shortages have also meant restrictions on profit
remittances. Firms that invested after independence were allowed to remit 50
percent of profits; firms that were already in Zimbabwe were only allowed to
remit 25 percent.

Although both tine pricing and the process of administering foreign exchange
have been relatively transparent and free of corruption, the problems caused
by the foreign exchange allocation systems have been nonetheless severe:
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—-- Private sector projects requiring foreign exchange, as most do, have
been crowded out by GOZ and parastatal demands for foreign exchange.

—— Investment and business decisions have been made by bureaucrats
rationing essential foreign exchange, and not by entrepreneurs
responding to market forces.

—-— Exports have been less lucrative in local currency terms and are thus
discouraged; imports are cheaper, which discourages market-driven
import substitution.

—-— Inability to replace, let alone modernize, outdated plant and
equipment has resulted in highly inefficient and uncompetitive
production.

—-— Inability to source raw/intermediate materials, resulting in low
capacity utilization, has further reduced efficiency and employment.

—-— Dividend policy discriminates against existing investors; even new
investors face restrictive policies.

~— Managerial time has been spent on "working the system" rather than
attending to marketing, production, and other vital functions.

-— A class of '"briefcase businessmen'" has developed, exploiting
opportunities for economic rent, rather than productive activities.

-— Investment and other business decisions have been based on
administered, not market, price signals.

-— Rules and administration of allocation favor existing businesses,
especially existing exporters, creating high barriers to entry for new
businesses.

(4) Monetary Policy

Since the Government has relied on direct controls to protect the balance of
payments, relatively few monetary and credit policy instruments have been
used. Interest rates have been kept low, and usually negative, in an attempt
to stimulate business development and growth. Negative real interest rates
have penalized savings; but, because of tight controls over capital flight,
savers have had few options, so the supply of funds has been adequate. The
adverse investment climate has meant that demand for funds is low.

Interest rate ceilings, however, have meant the banks have had little
motivation to take greater risks and loan to startups or indigenous businesses.
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(5) Red Tape and Over Regulation

A host of administrative controls and procedures, and their increasingly
inefficient implementation, has slowly strangled the Zimbabwean economy.,
Investment approvals, distribution restrictions, zoning and licensing
regulations, and transport rules have hurt everyone, including the
multinationals, the emerging Black business, and especially the informal
sector,.

B. Other Factors leading to Inadequate Investment

There are a number of other factors that can, at most, only partially be
blamed on the inappropriate policy regime of the GOZ. These are summarized
briefly below:

(1) Lack of Technical Expertise and Market Contacts

Zimbabwe's hostile investment climate, especially its foreign exchange
shortages, has meant that contact with external markets, and external sources
of expertise, has been constrained. Funds to attend trade fairs, visit
suppliers/customers, or subscribe to foreign publications are limited.
Technological expertise embedded in new equipment is usually not available
because new equipment is rarely purchased. Foreign consultants/advisors are
not attracted to operate in Zimbabwe. Multinationals do not find it
attractive (or at times possible) to transfer technology or invest in their
workforce. Domestic education of the workforce is inadequate —— school
leavers are literate and numerate, but with few practical skills and high
expectations.

(2) Country and Region Rigk Factors —— Real and Perceived

Zimbabwe is a relatively remote African country, with a de facto one party
Government that until recently was avowedly Marxist-Leninist, hostile to the
private sector, and scathingly critical of the profit motive and free

markets. In actual practice, however, many of the Government's policies, and
implementation of those policies, have been reasonable and pragmatic; although
this fact has often been drowned out by the ruling party's rhetoric.

The surrounding region poses even more problems. Two of Zimbabwe's immediate
neighbors, Zambia and Mozambique, are in severe economic distress. Mozambique
is still in the grips of a vicious civil war.

The uncertainty over the future direction of South Africa's political and
economic policy is a major factor in determining country risk. Although a
democratic, free-market, nonracial South Africa would provide both a good
market for Zimbabwe and a source of appropriate expertise, it also would
provide stiff competition in regional markets, increasingly act as a magnet
for Zimbabwe's skilled labor, and prove more attractive to foreign investors.
Alternatively, should South Africa plunge into chaos and civil war, then the
investment climate in the whole region would suffer.
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The net effect of country and regional risk factors is to increase the
discount rate (or decrease the net present value of expected cash flows) of
projects sited in Zimbabwe because of the high degree of uncertainty and
perceived risk. A higher discount rate for Zimbabwe means that an investor
might turn down a project in Zimbabwe that would be 'bankable" if sited in
Thailand.

(3) Infrastructure

Much of Zimbabwe's infrastructure, while quite good by African standards, is
deteriorating and is stretched beyond capacity. Internally, much of the
problem is due to inappropriate Government policy. Secondary roads serving
the rural districts are in poor condition. The railway system has been
neglected. The telecommunications network is severely overloaded, quality is
poor, new telephone connections are very difficult to obtain, and spot outages
are frequent.

Externally, moreover, Zimbabwe has suffered significantly from the ravages of
civil war in Mozambique. Renamo rebels fighting the Frelimo Government of
Mozambique have repeatedly sabotaged transport routes. The two closest links
to the Indian Ocean, the Beira and Limpopo (Maputo) corridors, are only now
coming back into operation. The Tete corridor, Zimbabwe's closest link with
Malawi, is still extremely dangerous.

(4) Social Norms

De facto discrimination on the basis of sex or race has hindered investment,
especially in the SME sector. Local cultural norms, whether traditional,
imbued in the public education system, or promoted from state-controlled
media, may also have had a role in discouraging entrepreneurship and hence
investment.

(5) AIDS Epidemic

In early 1991, the Ministry of Health estimated that by 1992, 28 percent of
the workforce will have AIDS. Outside of the tremendous human tragedy that
this statistic represents, it has dramatic implications for the economy -- and
the attractiveness of Zimbabwe for investors. Lowered labor productivity,
increased health costs for corporations and insurance companies, the loss of
scarce skills, and the viability of training programs are a few examples of
these impacts.

3.1.2. The Consequences of the Problem

As discussed above, sluggish economic growth, primarily due to inadequate
productive investment, is the primary economic development problem facing
Zimbabwe. As a consequence of the investment shortfall, there has been
inadequate job creation, foreign exchange shortages, and a narrow distribution
of the productive assets of the country.
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The previous section outlined the constraints to private sector investment in
Zimbabwe; inappropriate GOZ polices have been by far the most important. The
GOZ has recognized these policy shortcomings, at least since 1988, and has
taken a series of steps to overcome them, culminating in the Structural
Adjustment Program for 1991 - 1995 (or, the SAP). If implemented as planned,
the SAP will address most of the policy problems that have constrained
investment and growth in the Zimbabwean economy, but will require substantial
donor financing and technical assistance.

In addition to inappropriate policies, other constraints to private sector
investment, either indirectly related or totally unrelated to GOZ policy, are:

- Technical Expertise and Market Contacts;
- Country and Regional Risk Factors;

- Internal and Regional Infrastructure;

- Social Norms;

- AIDS epidemic.

3.2. Project Response

While recognizing the importance of all constraints to private sector
investment, ZBD Project will focus on only two areas: (1) assisting the GOZ to
determine the feasibility of establishing certain export enhancement policy
reforms and incentives (the EPZ component); and (2) assisting the private
sector to test means of enhancing technical expertise and improving market
contacts -~ especially in ways that will allow firms to take advantage, or
rise to the challenge, of the SAP related reforms (Business Linkage and
Volunteer Business Advisory Service components).

The components were chosen for a number of reasons. First, they are major
constraints to long-term sustainable economic growth. Second, they fall into
areas —— policy reform under the DFA throughout Africa, and prcvision of
technical expertise under a number of programs in Zimbabwe ~— where A.I.D. has
a comparative advantage in offering assistance. Finally, they can be
implemented through a pilot project or operational testing project mode by
which the GOZ, the local private sector, A.I.D. and other donors stand to
learn a great deal about effective ways to encourage private sector
development.

Additionally, A.I.D. pilot project assistance in export policy reform and the
provision of technical expertise will complement the overall donor assistance
program in Zimbabwe. Although a number of efforts by other donors, the
private sector, and GOZ are already under way to resolve the other constraints
to private sector investment discussed above, there has been a lack of
empirically-based, operational testing interventions in areas such as export
policy reform and the provision of appropriate technical expertise to the
private sector.
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3.3. Project Rationale
3.3.1. Support for GOZ Policies and Prioritiesg

The policy framework laid out by the SAP provides the foundation for increased
private sector investment, and therefore increased economic growth. In the
long run the SAP will increase the competitiveness of the local economy and
thus lead to job creation, foreign exchange earnings, and broader indigenous
participation in the economy. Nonetheless, to be acceptable in the short-run,
both politically and developmentally, there must be GOZ, private sector and
donor interventions to encourage immediate impacts in these areas as well.

The reasons why »re discussed in more detail below.

A, reation

The employment situation in Zimbabwe is bleak. Although statistics are not
very reliable, sources currently estimate that 1.5 million out of a population
of less than 9 million are unemployed. Soon, up to 300,000 school leavers per
year will join the workforce; while only 10,000 to 30,000 jobs per year are
created by the formal sector. The rest will have to be absorbed by the
informal sector, the communal lands, or join the ranks of the unemployed. By
the year 2000, assuming population growth rates of over 3 percent, the ranks
of the unemployed could swell to 3.0 million out of a population of 12 million.

Since Independence, job creation in the private sector has been minimal. From
1980 to 1987, mining and agricultural employment has dropped about 15 percent,
and manufacturing employment has not changed. In the commercial farming
sector, the move from labor- to capital-intensive production has meant a loss
of jobs of between 50,000 and 75,000 jobs since Independence. The public
sector's share of employment, on the other hand, has grown over 30 percent
from 1980-1987; this does not include education's share of employment, which
has grown 135 percent in the same period.

With the SAP, growth in public sector employment will not only halt, but
become negative. About 28,000 jobs are scheduled to be cut in the GOZ and
parastatals over the next five years. Job creation in the private formal
sector will accelerate modestly, but with painful beginnings ~- as many as
20,000 jobs will be lost due to the closure of uncompetitive operations.
About 10,000 new private sector jobs per year are expected, not counting an
unspecified amount that will be regained from increased capacity utilization.

On balance, therefore, net job creation from the SAP has been estimated by the
architects of the SAP to be modest over the next four to five years, while
growth in the size of the labor pool will continue and, in fact, accelerate.

The tragedy of rampant unemployment is especially poignant because Zimbabwe
has one of the better educated and more literate work forces in the region --
including South Africa, whose Government has crippled a generation of Blacks'
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chances with its "Bantu" education policies. Education without opportunity,
however, is a recipe for discontent. Part of the problem is that many of the
positions that are open demand skills and experience not found in the
workforce. The inability to fill certain key vacancies with expatriates often
means expansion projects cannot be undertaken which, in turn, means that
potential unskilled jobs are not created.

Increasing unemployment is potentially destabilizing and could jeopardize the
consensus (or acceptance) that seems to have developed for the necessity of
the SAP reforms.

B. Foreign Exchange Earnings

Although the balance of merchandise trade has been positive since 1983,
foreign exchange availability has been a constant and critical constraint to
investment and expansion since Independence. Services, debt repayments,
dividend remittances and other invisibles have kept the current account in
deficit in every year since Independence except 1988. Export growth has not
kept pace with foreign exchange demand -- and this is demand that has already
been severely depressed by controls. Much of the foreign exchange available
has not been directed to productive, export-oriented investment but instead to
inefficient import substitution, and social infrastructure and services.

Under the SAP, exports are expected to increase about 9 percent annually —-
from about 6 percent annually in recent years. Promising sectors include
horticulture, processed foods, textiles, leather goods, metals and certain
manufactured goods. Tourism will also play an increasingly important role in
earning foreign exchange.

The projected growth in exports notwithstanding, the successful execution of
the SAP will require external financing more than US$3 billion. The greater
the acceleration in export earnings, the more secure the progress of the SAP,
and the less Zimbabwe will be depcndent on the ability and desire of donors to
provide funds.

C. Broader Indigenous Participation in the Economy

At Independence, one of the highest priorities of the new Government was to
redress the extreme in balances inherited from the colonial and UDI regimes.
In the areas of education and health services, the GOZ has been highly
successful.

As far as broadening the control over productive assets of the economy is
concerned, success has been more limited. The approximately 100,000 White
Zimbabweans may only have negligible political power, but they octill dominate
most areas of the economy.
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(1) Agriculture

In agriculture, considerable advancements have been made in redistribution,
and not ccinpletely at the expense of production. At Independence, about 6,000

White farmers owned 40 percent of the land —— about 15 million hectares. Now,
about 4,500 White farmers own 33 percent of the farmland —- about 11 million
hectares.

White farmers are still responsible for over 80 percent of marketed output,
although they have shifted away from maize and cotton to other tobacco and
horticultural crops. In contrast, about 750,000 Black commercial and communal
farmers produce about 20 percent of marketed output. These smallholders have
made considerable strides in cotton and maize production, but the
sustainability of these achievements is questionable. The new land
legislation is an attempt to accelerate the pace of resettlement and
distribution; but, as pointed out earlier, this land reform may possibly be at
the expense of a drop in production, reduced food security, environmental
degradation, and the loss of business confidence. Furthermore, land
distribution as a means of promoting greater equity is an option with little
impact, given the amount of land available, pace of resettlement, and
population growth.

(2) Industry

In industry, successes have been more limited. In the past, the GOZ's policy
of encouraging indigenization of industry has been implemented through
increased state control of the economy, not encouraging Black business
development. Indigenization in the Zimbabwe context, therefore, has meant
increasing the direct participation of Government in the economy. The GOZ has
purchased, either directly or through parastatals, shares of a wide range of
firms, especially from emigrating/retiring White residents and South African
firms. A wide variety of parastatals has been created in mining,
manufacturing, finance, and tourism. Nonresident ownership of the larger
manufacturing firms (where statistics are readily available) has dropped from
well over half at Independence, to roughly 25 percent in 1988:

Control of Larger Manufacturing Firms in Zimbabwe. 1988

Local 51 percent
Foreign 25 percent
GOZ/Parastatal 16 percent
Mixed 8 percent

Although precise statistics are not available, it is estimated by a prominent
economist that well over 90 percent of the locally owned manufacturing firms
are White controlled. The commercial and service sectors have seen more Black
success stories.

Increased GOZ participation in the economy has concentrated ownership of
productive assets of the economy. The massive losses incurred by the
parastatal sector have sapped the economy's strength. 8/
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It is true that Black managers in state-owned firms have had increased
opportunities for advancement and responsibility. Unfortunately, those
appointed do not always have requisite skills experience. This kind of
Government intervention in operations has come at the cost of quality,
productivity and profits. If the SAP-mandated reforms are implemented,
parastatals will be commercialized or privatized.

The excessive regulation and red tape that has hampered the informal sector,
placed large barriers to entry into the formal sector, and favored larger and
existing businesses will be reduced by the SAP-mandated reforms. The existing
and emergent Black entrepreneur, however, will especially require assistance
in responding to the changed environment. The ruling party's rhetoric has
moved from indifference towards outright encouragement for indigenous
capitalism. Technocrats in the ministries are interested in helping local
business grow.

The continued inequitable distribution of the productive assets of the economy
is potentially disruptive. If market forces and signals do not result in
change, then there will be political pressure for the state to do so, as is
already happening in the agricultural area. It is not enough for the SAP
process to create jobs and earn foreign exchange; wider distribution of
productive assets and a generally broader indigenous participation in the
economy must result or discontent will result. Compatible with the SAP, such
redistribution needs to be undertaken through market driven mechanisms, not
through credit allocations, nationalization of existing business, or other
statist tools of the trade.

The objective of broadening ownership of productive assets should not be
construed as being incompatible with encouraging foreign investment. Foreign
direct investment is absolutely essential -- to supplement domestic savings,
to introduce new technologies, to help Zimbabwe break into new markets. Black
entrepreneurs can and should benefit from collaboration with appropriate
foreign partners.

3.3.2. Qther A.I.D. and Donor Asgisgtance

Bilateral and multilateral donors have a strong interest in supporting the
private sector in Zimbabwe. However, many are constrained to working only
with GOZ institutions -- and GOZ capabi’ities in this area are limited.
Similarly, NGO budgets and abilities, vutside of large business groups like
CZI, are limited. The for-profit private sector's interest, and actual
support, rarely extends outside of the sphere of narrow business interests,
into what could be termed "enlightened self interest'.

For the purposes of our discussion, non-USAID assistance activities ongoing in
Zimbabwe in support of the private sector are divided into three broad
categories; Small/Micro-Enterprise (SME) assistance, Volunteer Business
Advisory Services (VBAS), and export/investment promotion. Although many
activities overlap categories, the distinction is useful.
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A. Small/Micro-Enterpri M Agsigtan

The SME sector (including formal and informal enterprises) has attracted the
most interest from the donor community to date. In this category we include
all credit, infrastructure, and technical assistance to SMEs, in all sectors
of the economy and areas of the country.

Four major conclusions can be derived from our examination of other assistance
activities in the SME sector:

(1)

(2)

(3)

(4)

A major flaw underpinning all activities in this area is a lack of hard
data on the SME sector. Some of the fundamental characteristics of the
sector —— such as the number of SME enterprises; employee
characteristics; geographic location; backward, forward, and
cross-sectoral linkages —- are poorly understood.

There appears to be more than enough donor funds available to finance
credit facilities or credit guarantees with institutions, private or
public, that are willing to provide credit to SMEs. Also, with the
interest rate decontrol mandated in the SAP, the private financial
institutions will take a much greater interest in serving the larger end
of the SME/informal sector. Equity or venture capital facilities
targeted to the SME sector, on the other hand, are not a current donor
target, and private sector response to the SAP will likely be less
immediate than in the credit area.

No donor has placed a priority on working with the GOZ on the regulatory
and administrative barriers that hinder informals from becoming formal;
or that hinder SMEs from expanding or becoming more profitable. The
World Bank has financed several useful studies in this area, but has not
determined whether more direct support will "e targeted.

Outside of some work in the agricultural sector, assistance activities
have tended to marginalize SMEs by treating them as a separate sector,
rather than attempting to link them to the larger formal sector. There
has been little emphasis on trying to bridge the wide gap between the SME
and formal sectors.

B. lunteer Busin Advi rvi

The major donor vehicle for Volunteer Business Advisory Services is the
retired executive volunteer service programs, such as the A.I.D.-funded IESC
program. At least four other countries have volunteer executive programs in
Zimbabwe: the Netherlands, Germany, United Kingdom, and Canada. All are
patterned closely after the IESC model; but IESC has the widest and deepest
5kill base on offer and charges higher fees to clients. Because of its
expense and the expertise of its volunteers, IESC occupies the high end of the
market.
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CIDA, through SEDCO, has started a retired Zimbabwean executive service
program that will provide free advisory services to smaller businesses.
Interestingly, a local for-profit agency also provides retired consultants for
local businesses, charging a fee.

C. Investment/Export Promotion

Because of the severe foreign exchange shortages, the most common request by
the GOZ and private sector firms to donors interested in supporting investment
or exports is for foreign exchange transfers. Many donors, including A.I.D.,
have agreed to this, but with an increased interest in linking the cash with
policy reform.

On the policy front, the major donor concerned with the issues that underlie
export and investment promotion is the World Bank, which has worked closely
with the GOZ to help structure a credible SAP. The UNDP intends to facilitate
the SAP process by providing technical assistance to the GOZ in macroeconomic
and policy planning. The Bank, of course, is the donor most willing and able
to provide a major part of the foreign exchange financing necessary to
implement the SAP.

Donor interest in export or investment incentive measures has centered around
the Export Revolving Fund, with major support provided by the World Bank and
others. In addition, the IFC has provided specific assistance on structuring
an attractive investment regime, and through the APDF, in providing project
development services. The UNDP, using the Malaysian Investment Centre, has
provided assistance to the Zimbabwe Investment Centre. The UNDP affiliate,
AMSCO, alleviates an important constraint to investment success by supplying
expatriate line managers on a medium term basis while training their African
successors.,

The EEC has developed a highly regarded program of technical assistance to
exporters, the Zimbabwe Export Promotion Program (ZEPP), which has proven very
successful in helping tirms export within the existing policy and incentive
context. ZEPP is a pilot project and its function will be transferred from
the Ministry of Industry and Commerce to an autonomous private/public
institution, Zimtrade. Less comprehensive technical assistance has been
provided by the Nordic countries, through GOZ agencies, in packaging and
marketing for export.

Our review of donor involvement in investment/export activities indicates at
least three gaps. The first such gap is in national export promotion
activities; it is expected, however, that the further EEC funding of ZEPP (or
its successor) will shortly be forthcoming. Second, there are uo vehicles for
brokering foreign private sector capital to local business opportunities; the
SAP reforms will provide more incentive for this to occur in the marketplace,
but given Zimbabwe's position (see Problem Statement discussion), this effort
may need some donor support. Third, no donor at present is focusing on the
EPZ concept, which is unique in that it weaves together policy analysis and
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implementation, the development of export/investment incentives, and
promotional activities. Based on A.I.D.'s experience elsewhere, the World
Bank is likely to become interested in the EPZ concept if it gains momentum
within the GOZ and private sector.

3.4. Project Strat

The ZBD Project strategy is twofold: (1) To test means of assisting the
private sector to meet the competitive challenges, and take advantage of the
new opportunities that will flow from the SAP liberalization, decontrol, and
fiscal/monetary measures; and (2) To test means of assisting in the
implementation of SAP reforms or incentives. This will occur in two ways.
First, ZBD Project components that succeed in accelerating job creation and
broader indigenous participation in the economy will improve the pelitical and
social acceptability of the SAP reforms. Second, ZBD Project components that
succeed in accelerating foreign exchange earnings will help finance the SAP.

USAID/Zimbabwe has chosen a pilot approach for the current life of the ZBD
Project for several reasons:

o Zimbabwe is just embarking on the SAP liberalizations, after nearly a
decade of heavy state control of the economy. The Mission needs to
retain a degree of flexibility to adapt the project portfolio to meet the
ongoing needs of facilitating the SAP process.

o The Mission has limited staff time to devote to private sector project
development and management. Current staff with experience in private
sector project design and implementation is limited -- a contract Trade
and Investment Advisor, and direct-hire Agribusiness specialist and PDIS
vffice chief, all with extensive regional or supervisory responsibilities
that will allow them little time for direct project management.

0 The Mission's private sector strategy has not been refined nor targeted
—-- although this will occur as part of the lessons learned through
implementation of ZBDP, as well as ZIMMAN, and other USAID/Zimbabwe
funded projects.

o The Mission's financial resources are limited relative to the economy and
the dimensions of the development problem, and this resource constraint
necessitates a prudent approach to project development and implementation.

The ZBD Project will be implemented through two broad sets of project
components, gperational testing and analytical.

Operational testing components will test means of achieving pioject purpose
and goals. Each operational testing activity will be phased, with discrete
go/no go decision points. Each operational testing activity will be tracked
carefully by a comprehensive monitoring and evaluation system, which will
assist in the Mission's ability to evaluate the go/no go decision criteria.



- 32 =

Analytical components will enhance the Mission's understanding of the
productive sector of the Zimbabwean economy and its constraints, test
assumptions and analyze constraints, modify ZBD Project components, and to
develop additional private sector project concepts.

Because of the pilot project approach, an important component of the ZBD
Project is the Quick Response Fund, an unprogrammed reserve that will be
available to enhance the effectiveness of the initial ZBD Project components,
operational testing or analytical, or to develop others that meet the project
criteria as discussed below.

3.4.1. riteria for lection of ZBDP Components

USAID/Zimbabwe has developed a rigorous set of criteria to select current
project components and to guide the use of the Quick Response Funds in
identifying potential new project components.

A. Operational Test Component Criteria:

o Components must have potential for measurable impact towards achieving
suitable economic growth —- measured by job creation, foreign exchange
earnings, and broadened indigenous participation in the economy; or the
ZBD Project purpose - an enhanced enabling environment for private sector
investment. This criterion has important implications for project
design. Components that may have tremendous potential, but whose impact
is difficult to measure, or whose impact will not be felt until after the
authorized life of project, have been rejected.

0 Components must have strong interest and support on the part of the GOZ
or the private sector. The Mission does not have the management time nor
funds to develop, sell, and implement project components without the
strong collaboration of the Zimbabwean public or private sector.

o] Components must complement and build on other donor, NGO, GOZ, and
private sector components that are working to the same goal or purpose.
The Mission should not work in areas, regardless of their importance,
that are being served adequately.

o Complement and build on other USAID/Zimbabwe, SARP regional, and AID/W
activities in Zimbabwe. ZBD Project components should not only be
mutually reinforcing, but should complement all A.I.D.-sponsored
activities in Zimbabwe, regardless of funding sources. ZBD Project
components must also be manageable by the experience and skills of staff
and contractor resources available to the Mission.

o Complement and build on A.I.D.'s and the Mission's comparative
advantages, and avoid areas of comparative disadvantage. An example of
comparative advantage is our experience and expertise in working directly
with private sector firms and associations; an example of comparative
disadvantage might be implementing SME credit programs.
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Be feasible, given USAID/Zimbabwe's limited financial resources.
Activities that require large amounts of funding, such as policy reform
based nonproject assistance, infrastructure development, or credit
projects, cannot be undertaken under ZBDP, regardless of their
advisability.

Help the GOZ implement the SAP reforms, or assist the private sector to
take advantage of the SAP opportunities and challenges. Although the ZBD
project components would have some impact in the status quo environment,
they have also been selected by their ability to facilitate the SAP
process.

Contribute to ZBD Project purpose or goal even if SAP is not implemented
on schedule. Of course, timely SAP implementation will greatly enhance
impact of ZBD Project components; conversely, successful implementation of
ZBD Project components will aid in timely implementation of the SAP.

B. Criteria for Analytical Components

Components must enhance the Mission's understanding of the private and
productive sectors of the economy. This understanding is important in
refining current project components, developing new project components,
and refining the Mission private sector strategy.

Build on previous research and analysis. Zimbabwe, for an African
country, has a reasonably complete statistical base, and has been the
subject of a number of surveys and reports. Our analytical efforts must
be designed to build on this base and develop new information and insights
of value to the Mission, as well as to the GOZ, other donors, and the
private sector.

Contribute to the effectiveness or measurability of current and potential
operational testing components under the ZBD Project. The Mission's
resources are too limited to produce documents of general interest not
applicable to our own portfolio.

Explore constraints and assumptions that directly affect the ability of
the ZBD Project to achieve project goal and purpose. For example, the
AIDS epidemic is a potential constraint to achieving purpose and goal, but
its implications are poorly understood.
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4, Proj D ti

4,1 Project jectiv

A low rate of investment by the private sector, and especially by the foreign
private sector, has been identified in the Problem Statement to be the
fundamental cause of inadequate economic growth in Zimbabwe.

The purpose of the ZBD Project, therefore, is to test the effectiveness of
selected interventions in fostering private sector enterprise growth through
facilitating local and foreign investment and expanded indigenous enterprise.
During the life of project, ZBD Project will test means of assisting policy
reform implementation and for providing firm level technical assistance
activities that will increase the competitiveness of the private sector and,
thus, its attractiveness to private sector capital.

Without proper market signals and incentives, economic growth —— even private
sector-led economic growth -- would not necessarily lead to job creation,
foreign exchange earnings, or broadened control of productive assets. 9/

The goal of ZBDP, therefore, is to increase private sector-led economic growth
that results in increased job creation, foreign exchange earnings and
broadened indigenous participation in the economy. The goal of the ZBD
Project is, in essence, also the objective of the SAP.

4.2 Project Components

ZBD Project components are grouped in two general areas: operational testing
components, and analytical components. The project also has established a
Quick Response Fund that will allow a flexible capability to finance
operational testing and analytical components that meec the ZBD Project
criteria.

The following are brief descriptions of ZBD Project components. Complete
descriptions and an assessment of each component can be found in Annex 4,
Detailed Project Discription. Justification for selection of each project
component was based on its fulfillment of the ZBD Project criteria, as
described in Section 3.4.1, Criteria for Selection of ZDBP Components.

4.2.1 Pilot Qperational Testing Components

Each operational testing component was chosen through a careful selection
procedure. The choices were informed by the experience of the successes and
failures of initiatives in other countries, especially Africa, carefully
adapted to the Zimbabwean context.
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The design of these components was based on extensive consultation with both
private and public sector, as well as the donor community. On the private
sector side, individual firms were contacted as well as mainstream
organizations such as CZI and the Chamber of Commerce, as well as newer
organizations, such as ZENA and the IBDC representing emergent and Black
business interests. On the public sector side, the Ministry of Finance,
Economic Planning and Development and Ministry of Commerce and Industry, the
Reserve Bank, and the Zimbabwe Investment Centre were consulted. Donor and
multilateral finance groups consulted include the World Bank, SIDA, ODA, CIDA,
the EEC, the UN organizations, as well as local NGOs such as ENDA and ITDG.

A. Development of a Competitive Export Processing Zone (EPZ) Regime

Analysis undertaken dur:ng project development led to a development
hypothesis: a competitive EPZ regime in Zimbabwe can accelerate investment,
job creation, aad foreign exchange earnings. Moreover, if structured
properly, an EPZ regime could alsc help broaden the participation of
indigenous entrepreneurs in the economy, either as EPZ firms, or as suppliers
and subcontractors to EPZ firms. Phase I of this component, the EPZ
feasibility study, will test this hypothesis. If determined by A.I.D. and the
GOZ to be correct, A.I.D. will assist in EPZ implementation by means of
components undertaken in Phases II and III (all phases are described in detail

below).

The ZBD approach for supporting development of a competitive EPZ regime in
Zimbabwe is based upon the experience of the successes and failures of EPZ
initiatives in Mauritius, Senegal, Cameroon and other African countries, as
well as EPZ experiences worldwide. The design team consulted closely with all
segments of the Zimbabwean private sector, as well as the Ministry of Finance,
Economic Planning and Development, the Ministry of Commerce and Industry, the
Zimbabwe Investment Centre, and the World Bank.

The EPZ component will assist the G0Z, with private sector input, towards the
rapid development of the enabling environment for EPZs. By enabling
environment, we mean the laws, regulations, and institutions necessary for EPZ
development. The ZBD Project will not finance industrial estates and other
necessary infrastructure; this will be undertaken by the private sector,
multilateral financial institutions, and possibly the GOZ. Although A.I.D.
will provide funding for technical assistance, GOZ interest, participation,
and implementation will be critical; equally as important, we expect the
private sector to take a leading role in developing and operating the EPZ
regime.

ZBD activities in the EPZ component have been organized into three phases. An
assessment will be made at the end of each phase to determine whether or not
to proceed with A.I.D. support for the subsequent phases. The three phases
are:

Phase I Feasibility analysis designed to provide the comprehensive analytical

basis for the GOZ and USAID to determine if operational testing
activities in Phases II and III are warranted. If feasible, then
Phase II will be undertaken.
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Phase II Development of competitive EPZ enabling legislation, and the
framework for regulations and streamlined administrative

arrangementg. If legislation developed is acceptable to the EPZ
Working Group, and is adopted by the GOZ, then Phase III will be
undertaken.

Phage III Development of EPZ implementing regulations and pr res.
Specifically, this phase will entail design of institutional

framework; viz., the appropriate authorities for development,
regulation, and promotion of the EPZ, If the regulations,
procedures, and institutional framework recommended are acceptable
to the EPZ Working Group, and implemented by the GOZ, then the
groundwork for the operation of the EPZ by the GOZ will have been
completed.

Assuming that EPZ completes Phase III, then project elements will be:

Inputs provided will be a comprehensive package of short- and long-term
technical assistance activities including studies, workshops/seminars,
briefings, exposure tours, training exercises and in-country technical
expertise.

Qutputs expected will be an analysis of the feasibility of EPZs in Zimbabwe; a
private/public sector working group that acts as the main advocate for EPZ
development; a heightened consciousness of the aspects of successful EPZs on
the part of the GOZ, potential EPZ developers, as well as potential EPZ
investors; EPZ enabling legislation; EPZ enabling regulations and procedures.

EQPS expected are either that EPZ regulations and operating procedures will be
accepted in principle as operational or rejected as not viable by A.I.D. and
G0Z.

B. Business Linkage

The Business Linkage pilot component of ZBD will facilitate the linkage of
small and large businesses in Zimbabwe, to the benefit of both. Business
Linkages can occur in at least three ways:

0 Subcontracting/lLocal Purchase of goods and services by larger firms from

smaller firms;

o Spin-off of operating units from larger businesses, to be set up as
smaller independent businesses. Generally, the parent continues some
relationship with the spun-off business.

0 Joint Purchasing of goods and services, coordinated by the larger
businesses that have expertise, market clout, and financing. 10Q/

It is a project hypothesis that facilitating business linkages will prove to
be a highly cost-effective means of furthering the ZBD Project purpose and
goal -- now, in the current constrained environment, and especially as the SAP
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reforms are implemented. First, enhanced business linkages will increase the
number and strength of indigenous small businesses, thereby widening the
ownership of productive assets and broadening indigenous participation in the
economy. Second, jobs will be created as smaller firms are established and
grow in size. Equally as important, jobs will also be saved from oblivion, if
firms spin off marginal operations rather than close them down. Third,
market-driven business linkages will enhance the competitiveness of both small
and large firms, increasing their ability to export and earn foreign

exchange. Equally as important, foreign exchange will be saved through
efficient, market-driven import substitution.

The design of the ZBD Business Linkage component is based upon the experience
cf the successes and failures of linkage activities elsewhere, particularly in
South Africa. The design team consulted extensively with larger and smaller
firms and their business associations, as well as with the Ministry of
Commerce and Industry, and the World Bank.

ZBD activities in the business linkage component are grouped into two phases,
Diagnostic Assessment and Pilot Operational Testing. An assessment will be
made at the end of Phase I on whether or not to proceed with operational
testing, Phase II. The two phases are described below.

Phase I  Diagnostic Assessment: The diagnostic activities in Phase 1 are:

- Baseline survey of current linkage activities in Zimbabwe and lessons
learned.

- Policy and other external constraints to business linkage.
- Exposure tour of targeted group to business linkage programs in the region,

- Workshop reviewing findings, analysis, and obtaining private and public
sector input.

- Detailed workplan for implementation, including the kinds of assistance
and institutional structures, with USAID/Zimbabwe and workshop input.

Phase II1 OQperational Testing of Business Linkage Assistance component :

The operational assistance activities of Phase II will work with up
to 15 larger firms and up to 20 smaller firms. These activities are:

- Needs assessment for the larger firms: what goods and services can be
outsourced to smaller firms, and what operations should be spun off as

independent units; and how this would be accomplished.

- Needs assessment for the smaller firms; what goods and services could they
produce for larger firms; how this would be facilitated.

- Technical assistance for operational testing facilitation.
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- Pilot Operational Support for Business Linkage, as outlined in the
approved workplan, and modified to accommodate needs as identified above.

The larger firms will be chosen for the pilot project by three basic
criteria. First, is their interest in entering into subcontracting
relationships with smaller firms. Second, is their interest in participating
in this pilot effort. Third, is a significant need for goods and services of
the kind that can practically be provided by smaller firms in Zimbabwe.

Larger firms will be provided assistance in adapting their purchasing and
quality control procedures to smaller vendors, in publicizing their interest
in purchasing goods and services from smaller vendors, in deviring creative
financing and payment schemes for smaller vendors, and other areas identified
in the needs assessment.

Smaller firms will be chosen for the pilot project by two basic criteria.
First, is their interest in entering into, expanding, or improving their
contracting relationships with larger firms. Second, is their potential to
successfully subcontract in areas needed by the larger firms, after receiving
the kinds of technical assistance provided by this component and other sources.

Smaller firms will be assisted in bidding and tendering procedures, quality
control, business planning, costing and pricing, marketing and promotion,
logistics, purchasing, and other areas identified in the needs assessment.

Assuming that the Business Linkage component completes Operational Testing
Phase II, then:

Inputs provided will be a package of short- and long-term technical assistance
activities including the needs assessments, workshop, and advisory services.
Commodities such as a vehicle, computer hardware and sof tware, and other
office equipment may be supplied to the Grantee that will implement pilot
operational support.

Qutputs expected will be increased understanding of the potential,
practicality, and operation of a business linkage initiative in Zimbabwe.
Operational tests of a sample of Business Linkage arrangements, linking small
manufacturing and services firms to larger industrial firms, will be
completed.

EQPS expected are measured performance of a sample of business linkages, based
on results of the Phase II Operational Testing that indicate the extent of
linkage development and associated impact on employment creation and broadened
indigenous participation in the economy.
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c. lunteer Busin Advisor rvi BA

A.I.D. has financed much of the costs of a Volunteer Business Advisory Service
(VBAS) in Zimbabwe since 1985. The VBAS has been implemented through the
International Executive Service Corps (IESC), who provide the expertise of
retired American executives for assignments in Zimbabwe as well as for
research in the United States.

Even in the highly constrained, pre-SAP environment, the IESC program has had
a significant impact on firm level competitiveness, manifested by higher
sales, increased investment, and capability to export. The demand for IESC
services is expected to grow dramatically as the SAP unfolds.

The IESC program was less successful than anticipated, however, in two areas:
assisting smaller, Black-owned businesses (although in the past six months the
trend has changed), and promoting U.S. - Zimbabwe business links. For a
detailed expla ation of why IESC was less than successful in meeting the
targets of reaching small Black-owned business, and promoting U.S. — Zimbabwe
linkages, please refer to the August 1990 evaluation.

Under ZBDP, we will be testing the following six innovations to IESC:

(o]

Qutreach to Small, Black-owned Buginegg. This will be encouraged by

providing additional compensation to IESC for organizing group projects.
Under the current program, IESC receives the same lump payment for all
assignments -- without any compensation for the considerable expenses of
organizing group projects.

Promote Joint Ventures between U.S. and Zimbabwe firms. This will be
achieved through the Joint Venture Service described below. Although this
has been on offer for several years, with nc takers, we believe that as
the SAP reforms unfold, demand will be there.

Use of Regional VBAS. The local IESC Country Director and USAID/Zimbabwe
will examine the political acceptability and feagibility and, if
appropriate, make arrangements with the IESC Project in South Africa to
tap into their base of local retired executives. This will allow IESC a
wider, more appropriate skills base to draw from, as well as provide
substantial savings on travel and overseas costs.

Improve Client Tracking, Monitoring, and Evaluation Systems and Data
Bases. The IESC Country Director's office will be responsible for
managing the new systems with short-term consultant support.

Develop Zimbabwe Briefing Sheets for the VEs, which will outline in basic
terms the trade liberalization and other SAP measures and their likely
inpact on the business environment. The notes shouid include a discussion
of the rapidly changing southern African environment and its likely impact
on Zimbabwean businesses.
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o Expand Volume of Servicegs. As the SAP reforms unfold, firms will be

unleashed to invest, expand, and export. Demand for IESC services,
especially in the areas of marketing, cost reduction, organizational
development, and technology sourcing, is expected to increase dramatically.

In addition, ZBD will:

o Explore the use of local Retired Executives to Form a Zimbabwe Executive

Service Corps. ZBD will finance an assessment using local retired
executives to provide more appropriate and intensive services to small
Black-owned firms. IESC and other organizations/mechanisms will be
considered to address this service requirement.

IESC, under ZBDP, will continue to offer the three basic services, which are:

o Regular Volunteer Executive (VE) projects, under which VEs come to

Zimbabwe for a period averaging 60 days to work with a single client or
group of clients on a hands-on basis to provide assistance in areas such
as management, production, marketing, sales promotion, accounting,
financial planning and a wide variety of technical matters.

o American Business Linkage Exchange (ABLE) projects, which are in-depth low

cost research reports conducted in the United States. ABLE reports give
Zimbabwean businesses strategic business information on U.S. markets,
technology, potential partners.

o Joint Venture Service (JVS) projects, which involve an IESC volunteer

working in the United States on behalf of an overseas client, locating
equipment, technology, or searching for a joint venture client. JVS
projects most often flow from a VE or ABLE project.

Under the current IESC program, A.I.D. had set a small business (less than 50
employees) target -- 25 percent of all VE and ABLE projects. This target has
been dropped for several reasons. First, the real problem is not reaching
small business in general, but reaching small Black-owned business. Second,
the target was unrealistic because of the nature and costs of the services
IESC can offer at present. Under ZBDP, instead of artificial targets, IESC
will be given the proper incentives and tools for the job of reaching
Black—owned small business (group project bonus, local retired executives, and
access to regional VBAS projects).

Inputs provided will be short-term technical assistance to private sector
firms and operational support and equipment for the IESC Country Director's
office.

OQutputs expected will be a VBAS program that can serve the needs of a broad

spectrum of private sector firms through assignments in Zimbabwe and in the

United States. The private sector firms served will be more competitive and
in a better position to invest, hire more workers, and export.
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EQPS expected are net job creation, greater number of viable Black-owned
businesses, and increased foreign exchange earnings. This will occur directly
through the changes made in individual client firms, and indirectly through
the development of a more competitive private sector.

4.2.2 Analytical Components

The analytical components are intended to complete our understanding of the
private sector. 11/ The results of these analytical activities will also
greatly benefit the GOZ, private sector, and researchers concerned with
economic development in Zimbabwe. This is necessary for several reasons:

o To refine and focus A.I.D. interventions.

o To contribute to the effectiveness or measurability of ZBD Project
components.

o To explore constraints and test assumptions that directly affect the
ability of ZBD to achieve project goal and purpose.

The analytical components have been painstakingly designed so that we take

full advartage of research that has been done in the past, and complement
ongoing and future research projects undertaken by other parties.

A. Analysig of the SME Sector 12/

The GOZ, as well as donor agencies, is placing increased attention on the role
of SMEs in generating income and employment in Zimbabwe. Assistance efforts
to date have been handicapped by the lack of comprehensive, up-to-date
information on informal and small-scale enterprises. Most such firms elude
the standard Governmental statistical nets and are typically unobserved. A
few special studies have provided some limited, initial glimpses of these
activities in Zimbabwe.

Some basic parameters of the sector are rnot known. In brief, what is missing
are data on: the actual number of SMEs, the sectors in which they operate,
location, ownership and employment characteristics, income, linkages with each
other and the formal sector, assistance received, perceived constraints,
entrepreneurial character, business history, and firm dynamics.

These kinds of data, and expert analysis of the data, would enable
USAID/Zimbabwe to:

0 Develop a baseline against which the effectiveness of proposed projects or
policies can be evaluated.

0 Determine needs of SMEs, as well as the constraints under which they
operate. This will guide implementation of ZBD components.
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o Target subsectors or geographic areas needing assistance.

o Design project components and subcomponents.

Before the project begins, a Baseline SME Survey will be implemented through a
buy~in to GEMINI, a centrally-funded project operating out of the Bureau for
Asia and Private Enterprise. The GEMINI project has developed a standard
survey methodology for establishing a baseline of SMEs, tested in over 10
other countries in Africa. This standard survey methodology has been adapted
to the purpose and goal of the ZBD Project, and the Zimbabwean context.

Phase I: B lin rv R 1t minar

Phase I of the Analysis of SME Sector will consist of a workshop to
disseminate and analyze the results of the SME baseline survey undertaken
before project implementation. Lie workshop participants will include
researchers, the GOZ, business associations, and other interested parties.

The workshop could be a component of a larger regional conference that will be
hosted in Harare, which will address the SME survey work that has been
undertaken in east and southern Africa over the past several years.

In addition to the dissemination of results, the workshop will help
USAID/Zimbabwe to determine the need for funding further SME research
components, discussed below.

Phase II: Focused SME Regearch

Longitudinal Surveys, tracking a selected sub-sample of firms into the second
and third year, to track firm level SME change, the impact of the evolution of
the SAP and the economy, and assistance efforts.

Subsector Analyses, analyzing one or more subsectors in depth

to elucidate the relevance of the baseline GEMINI survey results. This is
done by a combination of survey, focus group, and desk analyses.

Baseline Regurvey

Although not funded under this project, a Baseline Resurvey will be
appropriate four to five years after project authorization. The Resurvey will
allow us to capture on a more complete basis the changes due to the evolution
of the SAP, the economy, and assistance efforts.

B. Description of the Productive Sector

The GOZ has taken an increasing interest in the role of the private sector as
the lead actor in economic development and growth. A paucity of usable
information on the productive sector, however, has hampered the ability of the
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GOZ -- as well as USAID/Zimbabwe and other donors — to develop appropriate
policies, guide their implementation, and provide technical assistance, credit
or other inputs. Zimbabwean businesses as well are hindered in their analysis
and planning by the lack of usable information.

A wealth of data exists on the productive sector -- embedded in corporate
annual reports, GOZ statistical surveys, donor funded analyses, CZI and other
business association reports, the University of Zimbabwe Business Studies and
Economics departments, and private sources such as the Grey Matter Pvt data
bases. These data need to be collected, analyzed, and placed on a
computerized data base so that usable information is available for use by all
interested parties.

The Description of the Productive Sector will be undertaken by a buy-in to an
AID/W Central Project —— likely to be PEDS —— that can access firms and
individuals that have had experience conducting MAPS. 13/ These firms and
individuals have done similar productive sector descriptions in nearly 20
African and Latin American countries.

It is anticipated that the MAPS Team will consist of an expatriate business
economist, a policy analyst and, if necessary, a survey specialist who will
work together with local subcontractors that will provide local expertise,
contacts, and cost-effective logistical support.

Unlike the informal sector, a firm level survey of the formal sector may not
be neceseary. Pre-existing survey data, from GEMINI and other sources, will
be used, of course. Therefore, the Description of the Productive Sector will
first be developed from secondary sources and interviews with knowledgeable
informants. Only if there is a clear need perceived by the MAPS team and
confirmed by the Mission will Phase II, survey and focus group work, be
undertaken.

The Productive Sector Descriptior data will be placed in a user-friendly
PC-compatible data base to be housed in a G0Z agency or local private business
orgunization. Copies will be made available to other interested parties;
there is a considerable amount of interest in the results on the part of the
GOZ and private business associations.

Phase II ~- Description of the Productive Sector from Secondary Data
The MAPS team will develop a report that will provide a description and

analysis of the productive sector, disagreggated by subsector, ownership, and
geographical location.

o Contribution to GDP, employment, overseas and regional trade, taxes.
o Industrial concentration, competition, and competitiveness.
o Backward, forward, and cross-sectoral linkages —— within the formal

sector and to the informal sector.



- 44 -

0 Trends of growth, investment, productivity, employment, trade,
investment, ownership, and industrial concentration.

o Constraints and opportunities for private sector growth, in the context
of the evolution of the SAP reforms.

To the extent possible, the MAPS team will collect and analyze data over a
20-year period, from 1970 to 1990, from 10 years before majority rule to the
present,

If recommended by the MAPS team, and endorsed by USAID/Zimbabwe, Phase II,
survey and focus group activities, will be undertaken to fill in data gaps
from the secondary data, and better understand managerial/entrepreneurial

perceptions of the results.

Phase II -- Description of the Productive Sector supplemented by Survey and
Focus Group Work

The Survey will {ill gaps in the data gathered and analyzed in Phase I, and
analyze opportunities and constraints facing various types of firms in the
formal and informal sectors, as perceived by the business owners and managers.

The Survey will be carried out using the MAPS team leader, survey specialist,
and local subcontractor, using survey instruaments and sampling techniques that
would be agreed upon with the Mission prior to drafting the detailed terms of
reference. The survey instrument and sampling techniques design would build
on the results of the PSINA, the GEMINI survey, and the World Bank Regulatory
Impact surveys.

The MAPS team will:

Identify the data gaps from Phase I, and determine how a survey will fill
those gaps. This will require a review of the questionnaires, sampling
methodologies, and results of the previous relevant surveys.

With input from the Mission, design a questionnaire and determine a
sampling universe and methodology that will yield the required data with
statistically significant results.

Undertake the survey with local subcontractor support.

Draft a report which describes and analyzes results of the survey data,
making sure that results are placed on the PC compatible computer data
base developed in Phase I.

The results of the Survey, taken together with the earlier analysis of the
structure and role of business in the Zimbabwean economy, will be presented to
business owners and managers in focus groups, the composition of which will be
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determined in a strategy session with the Mission. The focus group
discussions will enrich and validate (or raise questions about) the
interpretation of the results from the studies and surveys.

Specific tasks to be performed by the MAPS Team Leader and Policy specialist
are:

Identify with the Mission the key sectors, actors, etc., to be included
in the focus groups or dialogue seminars and develop a general format for
the groups and seminars;

Prepara synthesized presentations of the data collected in previous
phases that are targeted to specific focus groups;

Organize and conduct feedback sessions; and

Document and disseminate the discussion themes and major conclusions of
each session.

C. Implementation Support Research (ISR)

Focused studies will be undertrken to assist in effective implementation,
maximize the utility of lessors learned, and assist in the design of future
privute enterprise assistance activities. In accomplishing these objectives,
of course, the ISR-focused studies will advance the project purpose and goal.
Although the general nature of the studies can be identified now, detailed
design will be undertaken in collaboration with the GOZ and other implementing
partners.

The topics of the studies are likely to include:

o Feasibility of adopting an agribusiness focus, or agribusiness
subsectoral focus (e.g., horticulture) for current and future ZBD
Operational Testing components. Potential to sharpen the focus to better
achieve the goal and purpose of ZBD Project, and be synergistic with
other USAID/Zimbabwe activities.

o The role of women in productive enterprises in Zimbabwe; the perceived
and actual constraints to women's enterprise and proposals to redress
such constraints. Potential to enhance our achievement of broader
distribution of productive assets and indigenous participation in the
economy.

o Competition and competitiveness: an assessment of firm and industry
competition in Zimbabwe and its impact on competitiveness. Supports
research into an identified gap in the SAP, which may effect the degree
to which we achieve the project goal and purpose.

o Social norms in Zimbabwe, their impact on achieving the ZBD Project
purpose and goals, and recommendations for change. Improves our
understanding of an identified constraint to achieving the project
purpose and goal.
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) The potential for deregulatory components that allow the formalization of
the informal sector. Potential to develop component concepts to enhance
the achievement of wider distribution of productive assets of the economy.

o The impact of the AIDS epidemic on economic growth, investment, and ZBD
components. Increase our understanding of an identified constraint to
achieving project goal and purpose.

o Analyze the investment cost per direct and indirect job created in the
private sector, by sub-sector.

o Track implementation of SAP measures relevant to ZBD achieving the
project purpose and goal.

The Implementation Support Research component will be contracted out to a
local consulting firm that will provide short-term consultancies at the
request of USAID. It will be managed by the PSC ZBD Project Manager, with
guidance from the direct-hire ZBD Project Officer and the contract regional
Trade and Investment Advisor.

4.2.3 ick R nge_ F

Approximately US$160,000 of the ZBD Project budget and any fallout from
nonimplementation or surplus from other components, has been allocated to the
Quick Response Fund which has two major objectives. First, the Quick Response
Fund will modify or strengthen ZBD operational testing or analytical
components so that they better work towards achieving project purpose and
goal. Second, the Fund will assist in developing new private sector project
components, operational testing or otherwise, to implement during the full
course of this or other projects.

The Quick Response Fund will permit a flexible and rapid response to
opportunities that are consistent with the purpose and goals of the overall
project.

Proposals for potential Quick Response Fund activities will be reviewed and
processed by the Project Officer, with technical assistance from the contract
ZBD Project Manager and the regional Trade and Investment Advisor. Each
proposed activity must pass muster when weighed against the Operational
Testing or Analytical component criteria outlined earlier.

In addition, to be eligible for financing from the Quick Response Fund, a
proposed activity must satisfy all of the following criteria:

A. The proposed activity must fit within the stated project purpose and
goal, and otherwise be consistent with the ZBD Project Grant Agreement
between A.I.D. and the Government of Zimbabwe.
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The Quick Response Fund may be used only to finance technical assistance,
training, authorized travel or the procurement of commodities.

The Mission Environmental Officer must certify and the RLA must concur
that the activity will be within the scope of the IEE Categorical
Exclusion approved for the entire project.

The Mission Director, USAID/Zimbabwe, must concur with the inclusion of
the activity, and in particular determine that the proposed activity has
adequate financial and technical planning.

An illustrative listing of Quick Response Fund activities follows:

Existing Components:

Al

EPZ

Support of promotional activities by the EPZ Promotional Authority.
Support of regulatory activities by the EPZ Authority.
Businegs Linkage

Phase III; amplified pilot operational phase that will expand the
services available beyond the limited test group.

VBAS
Increase volume of IESC services.

Implementation Support Research

Add additional studies t!at may arise out of internal needs, GOZ or
private sector requests.

Possible New Components:

AO

Conferences and Seminars Fund

Support for the sponsorship of conferences and seminars of private sector
organizations.

Deregulation and the Informal/SME Sector

Manual of SME incentives in English, Shona, and Sindebele.

Focused action research to identify the costs and benefits of small
business regulation on the books, and draft possible solutions.
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In addition to providing the project with a mechanism to quickly pursue
opportunities consistent with the project purpose, the Fund will also
facilitate reprogramming of funds that may become available under one of the
"phased" project components. Given that ZBD is a pilot project, it is
possible that at least one of the project components will not prove to be a
viable means of achieving project objectives at a "Go - No Go" decision point
and, therefore, will not be funded through all phases. If this occurs,
project funds will be reprogrammed from the discontinued component to the
Quick Response Fund where they will be used to further finance, according to
established selection criteria, activities to respond to targets of
opportunity in support of Operational Testing or Analytical project components.
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Over the three year life of this project, USAID and the host

totaling $5,540,000 and $1,846,203 respectively for activiti

govermment's oontribution will be both from the public (15%)

campanent of the project.

The major budget elements are presented in Table A belov. The A.I.D.
term technical assistance, workshops and study tours, evaluation and
Reasonable allowances have been provided for oontingency and inflati

Plamned abligations by fiscal year are
implementation and oontracting schedule
reflected in Table C. Detailed support.

shown in Table B. The abli
- The host country's contr
ing schedules for all proj

government expect to provide resources
es described in this Paper. The host
and private (85%) sectors. The majority of

budget will cover short~ and lang-
research, and project management.,

gation plan is based on the planned
ibution to the project budget is
ect elements are included jin Annex 3.E.

USE AID (USS) HOST QOINTRY (USS) TOTAL (USS$)
FX Ic Ic FX Ic

OPERATIONAL TESTING COMPONENTS :

EXPORT PROCESSING Z0NE 1,110,715 : 0: 0: 168,110 11,110,715 : 168,110 |

BUSINESS LINKAGE : 407,800 : 145,000 : 0: 400,800 : 407,800 : 545 800 :

VOLINTARY ADVISCRY BUSINESS SERVICES :1,789.753 : 145,000 . 01,194,293 :1,789,753 :1,319.293 :
ANALYTICAL CCMPONENTS , , : : : .

PRODUCTIVE SECTOR DESCRIPTION 30,000 : 0 0 12,50 | 00,000+ 12,500 |

SE SURVEY 250,000 : 0: 0: 70,50 : 250,000 : 70.500

TMPLEMENTATION SUPPORT RESEARGH 339,600 : 0: 0: 0: 339,600 : 0:
QUICK RESPCNSE FND 163,873 : 0: 0: 0: 163,873 : 0
USAID PROJECT MANAGEMENT 0: 151,250 0: 0: 150,250 |
EVALUATION AND MONTTORING 198,100 : 0: 0: 0: 198,100 : 0
AUDIT 56,600 : 0: 0: 0: 56,600 : 0
INFLATION 218,500 : 0: 0: 0. 218,500 1 0
CONTINGENCY 263,809 : 0: 0: 0: 263,809 : 0
PROJECT TOTAL £5,098,750 © 441,250 . 0 11,846,203 15,098, 750 12,287,153 |




- 50 -

TABLE B - PLANNED OBLIGATIONS (UsS)

ACTIVITY : FY 1991 $ FY 1992 : FY 1993 : TOTAL
OPERATICNAL TESTING COMPONENTS
EXPORT PROCESSING ZONE ;26,00 : 34,220 . 550,095 :1,110,715
BUSINESS LINKAGE P 252,150 1 150,750 : 149,900 : ‘552,800 :
VOLUNTARY BUS. ADVISORY SERVICES (1) :1,046,960 : 545,000 : 342,793 11,934,753 :
ANALYTTCAL COMPONENTS
PRODUCTIVE SECIOR DESCRIPTTON : 120,000 : 180,000 . 0: 300,000 :
SE SIRVEY ¢ 110,000 : 140,000 . 0: 250,000 :
IMPLEMENTATION SUPPORT RESEARGH : 0: 339,600 : 0: 339,600 :
QUICK RESPCNSE FIND : 0: 60,00: 103,873 : 163,673 .
USATD PROVECT MANAGEMENT POS0,000 1 50,000+ 51,250 : 151,280 .
EVALUATION AND MONTTORING 20,0000 25,000 © 153,100 : 198,100 :
AUDIT : 0: 0: 56600: 56,60 .
INFLATION : 8,25 81,715 | 66,19 : 241,155 -
CONTINGENCY 81,205 87715 | 66,19 : 241,156
. . . j .
; ; : K :
PROJECT TOTAL +2,000,000 :2,000,000 :1,540,000 :5,540,000 :
Notes:

(1) Comprised of $1 million for IESC and $469%60 for zRcs in yr 1; $400,000 for
IESC and $145,000 for ZESC in YT 2: and $342,793 fOr IESC in yr 3.
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HOST COUNTRY OONTRIBUTTON
FR FY 1991-93

YEAR 1 YEAR 2 YEAR 3 TOTAL

PRIVATE SECTOR
TESC CLIENT OONTRIBUTIONS 405,333 328,980 328,980 1,063,293
ZESC CLIENT QONTRIBUTIONS 0 20,000 30,000 50,000
EPZ EXPOSIRE TOURS 90,610 0 0 90,610
BUSINESS LINKAGE EXPOSURE TOURS 70,800 0 0 70,800
BUS LINK CFFICE, BQUIP, SAL, OPERATNS 0 75,000 155,000  230;000
BUSINESS LINKAGE QONTRACT FEES 0 21,500 45,000 12,500
TOTAL PRIVATE SECTOR 566,743 451,480 558,980 1,577,203

PUBLIC SBECTCR
EPZ — STAFF SALARIES, OFFICE SPACE 12,500 32,500 32,500 71,500
FOR DEV. LAW, REG, EPZA, EPZPA
BUSINESS LINKAGE — PARTICTPATION 2,500 12,500 12,500 217,500
IESC — PARASTATAL & GOVT CLIENT FEES 24,000 21,000 30,000 81,000
PRODUCTIVE SBCTOR DESCRIPTION 2,500 7,500 2,500 12,500
PARTICTPATION

SME ANALYTICAL WORK — PARTICIPATION 1,500 1,500 1,500 22,500
GEN'L INFO DISSEMINATION 1,500 8,000 8,500 24,000
GEN'L OVERSIGHT — SALARIES, SPACE 1,500 8,000 500 24,000
'lU[Mf PUBLIC SECTR 64,000 103,000 102,000 269,000
TOTAL HOST OOUNTRY QONTRIBUTION 630,743 554,480 660,980 1,846,203
AS A PERCENTAGE OF AID FINDING 32 28 43 KX]
PRIVATE SECTCR'S SHARE 29 24 36 28
PUBLIC SECTCR'S SHARE 3 4 1 5
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5. Project Implementation

5.1 n ment Rol nd R nsgipiliti

5.1.1 Role and Respongibilities of A.I.D.

The project will be implemented by a personal services contractor (PSC) under
the overall guidance of the Chief of the PDIS office, who will delegate direct
supervisory responsibilities to a direct-hire Project Officer. The Project
Officer will rely on the contract regional Trade and Investment Advisor for
technical input, especially in the first three to four months of authorized
project life, before the PSC Project Manager is in place.

The Project Officer will be responsible for monitoring implementation progress
against output targets with assistance provided by the PSC Project Manager.
He or she will have the responsibility to:

- resolve implementation problems and prepare periodic implementation
reports and other project documents;

- review and provide administrative approval of vouchers and financial
reports;

- manage and coordinate formal project evaluations and audits;

- prepare and process PIOs and other related contracting documentation for
the procurement of project-funded commodities and technical assistance.

As previously mentioned, due to the significant A.I.D. administrative workload
anticipated, a full-time, local-hire, personal services contract Project
Manager will be required. Despite the relatively small funding level of the
project, the test mode nature of the pilot ZBD will place an especially heavy
burden on Mission management to monitor and assess the progress of the
operational testing components. This workload, in addition to a significant
amount of coordination of analytical teams, necessitates that the Mission hire
a project-funded manager throughout the duration of the activity. The PSC
will be responsible for day-to-day project management, monitoring, and
internal/informal evaluations of the project. As Project Manager, he or she
will be responsible for coordinating of short- and long-term technical
assistance provided under this project, review of vouchers for administrative
approval by the direct-hire Project Officer, drafting of project related
documentation, liaison with local institutions and other project
administration/implementation tasks as directed by the Project Officer. As the
Project Manager gains experience in A.I.D. administrative procedures, he/she
will gradually be assigned tasks of the Project Officer noted above.

An annual implementation plan will be developed by the Project Manager and
with input from the GOZ and cooperating agencies, such as CZI. The Project
Manager will Le responsible for:
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- advising Mission management of technical issues and implementation
progress;

- keeping abreast of other donor activities and maintain a close liaison to
ensure that all donors are cognizant of any problems that could
jeopardize the achievement of global project objectives.

The Regional Legal Advisor, USAID/RSA, will provide legal assistance
throughout the duration of project implementation. He/She will confirm the
satisfaction by the Government of Zimbabwe of Conditions Precedent to
Disbursement and review and approve contracting procecdures and grant
documents. As appropriate, he/she will review and clear project
implementation documentation and advise Mission management if and when legal
issues arise.

To take advantage of low prices and an efficient procurement mechanism,
USAID/Zimbabwe will be responsible, if necessary, for the procurement through
RPOT/Tokyo of any vehicles financed under the project. The Project Officer
will prepare the PIO/C with assistance, as required, from the Regional
Commodity Management Officer, to ensure that all specifications are in
compliance with A.I.D. regulations and the grantee's needs. The PI0O/C, after
completion, will be forwarded to USAID/Zimbabwe Executive Officer for
contracting action. It is not envisaged that A.I.D. will procure any other
commodities because the purchase of any office equipment or other related
items financed under the project will be carried out under either HB 13
procurement rules by the local institution(s) involved in the Phase II
Operational Test of Business Linkages or by contractors conducting the
Implementation Support Research component or various assessments.

The Regional Contracting Officer, REDSO/ESA, will be responsible as an advisor
or procurement agent for all contracts or grants utilized under the project.
RCO will advise the Mission on all buy-in procurements contracted by the
Office of Procurement in AID/W. He/she will either be the contracting officer
or will advise EX0O, USAID/Zimbabwe, on the PSC for the Project Manager.

He/she will be the contracting officer on the technical assistance contract
with a local firm for the Implementation Support Research project component as
well as the grants officer for Phase III of the Business Linkage operational
test activity.

The Controller, USAID/Zimbabwe, will have responsibility for project
accounting and financial accountability. Payments to grantees, contractors,
or consultants under this project will be made by direct payment or
reimbursement, which are discussed in Section 5.2, Methods of Implementation
and Financing. To the extent required, periodic advances may be provided to
non-profit making grantees or contractors in accordance with U.S. Treasury
cash management guidelines.

Due to the significant anticipated involvement with AID/W buy-ins, the Project
Officer, PSC Project Manager and contract Trade and Investment Advisor will
have to stay closely in touch with both the Office of Procurement and the
appropriate AID/W private sector development Project Officers monitoring
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activities like PEDS. This close contact will be necessary to ensure that
buy—-in procedures and contracting deadlines are met and that the various
analytical and assessment teams are scheduled properly and mobilized on time.

5.1.2 Role and Responsgibilities of GQZ

The Ministry of Finance, Economic Planning and Development will serve as the
authorized signatory for the Project Grant Agreement on behalf of the
Government of Zimbabwe (Grantee). An official within the MFEPD, or a
designee(s) of the MFEPD, will act as authorized signatory and Liaison Officer
of the Grantee for all GOZ actions and official correspondence related to
project implementation. The GOZ will furnish a statement of the person or
persons holding or acting in the office of the grantee specified for this
function.

Technical oversight of the project, including responsibility for review of
this Project Paper, is the responsibility of the Ministry of Industry and
Commerce (MIC); specifically, the office of the Under Secretary (Planning and
Policy). MIC will be involved in the development of annual implementation
plans prepared by USAID Project Officer, with assistance from project
contractors and grantees.

The GOZ will be consulted in most aspects of project implementation, and
provided with semi-annual Project Implementation Reports. Specific actions
that need to be taken by the GOZ for the implementation of specific components
are addressed in the following section.

5.1.3 Roles_and Responsibilities of Implementing and
Cooperating Institutionsg

The pilot, phased nature of the ZBD Project notwithstanding, we have a fairly
defined picture of the roles and responsibilities of the implementing or
cooperating institutions, even where we may not have actually selected a given
institution as a partner. A more detailed and refined definition of the roles
and responsibilities of these institutions, and their selection, are part of
the first phases of the various ZBD components. The following description of
roles and responsibilities, therefore, is preliminary, and will be refined in
the course of project implementation.

One of the first steps of project implementation will be an examination of the
consolidation of the Private Sector Advisory Board for USAID/Zimbabwe. The
purpose of the consolidation of the Private Sector Advisory Board will serve
to maximize input from the members, while minimizing the burden on
participants. At present, various divisions and projects within USAID/Zimbabwe
use various uncoordinated committees and boards (IESC, ZIMMAN/training,

€e.g.). If created, the Private Sector Advisory Board (PSAB) as a whole will
give insight into general private sector developments in the economy, and
advise on general aspects of USAID/Zimbabwe private sector project and program
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development. More detailed insight and advice will come from various PSAB
subcommittees. Some of these PSAB subcommittees are already formed, some
would need to be created (EPZ, Business Linkage).

A detailed description of roles and responsibilities follows, on a component
by component basis.

A. Export Processing Zome

Phase I of the EPZ component is an economic and social feasibility assessment
of EPZs in the Zimbabwean context. The study is being undertaken at the
request of, and on behalf of the Economic Policy Unit of MFEPD. The MFEPD has
been given the mandate by the GOZ to undertake the necessary analyses to
determine whether an EPZ regime is advantageous in the Zimbabwean context.

The consultants performing the task, of course, will work closely with the
private sector as well in preparing their analysis.

Before Phase II, Legislative Development, commences, an official
private/public EPZ Working Group will have been convened. This EPZ working
group will serve as the chief advocate and promoter of the EPZ concept in
Zimbabwe. The Working Group will have been officially charged by the GOZ as
responsible for preparing legislative and regulatory draft proposals for
consideration by Parliament, and for gazetting, respectively. The formation
of the EPZ Working Group is a condition precedent for USAID/Zimbabwe funding
of Phase II.

For the EPZ concept to become a reality, the Parliament of Zimbabwe must pass
the draft EPZ legislation (that will have been developed by the specialist
consultants, and refined by the EPZ Working Group). The Parliament, of
course, will consider and decide upon such legislation in its own time. The
procedure is as follows.

The concept for proposed legislation is first discussed in Cabinet. If
Cabinet considers the proposal to have merit, then it is assigned to the
Legislative Drafting subcommittee. This subcommittee prepares a draft, and
submits it for review to the Ministry of Justice (MOJ). The MOJ checks the
proposed legislation to ensure that it does not conflict with other law, and
that it has been drafted in the appropriate format. The Ministry responsible
for the legislation, in this case the MFEPD, then makes final modifications
and submits it for consideration to Parliament. Assuming Parliament is in
session, and the legislation has the strong support of senior politicians,
then the process of adoption can take as little as one month. If the
legislation must be redrafted, and resubmitted, and if one has to wait for
another session of Parliament, then the process could take up to nine months.

It should be noted that the President has the authority to promulgate law by
Presidential decree, without requiring Parliamentary vote.

The enabling regulations (again, drafted by the specialist consultants and
refined by the EPZ Working Group) must be gazetted by the GOZ.
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Implementing regulations may be issued by the line ministry without further
reference to Cabinet, or Parliamentary approval, providing the enabling
legislation has been passed and gazetted. Thus, all that is required is
consensus within the line ministry, in this instance the MFEPD. This process
can take from two to six months, if the implementing regulations are not
controversial.

The Export Processing Zone Authority (EPZA), to be established by the enabling
regulations, will acc as administrator and regulator for the EPZ regime. The
actual form that the EPZA takes is dependent on the outcome of the analysis
undertaken in earlier stages, tempered by the political and administrative
reality in Zimbabwe. The EPZA could be an entirely public sector entity (as
in Taiwan) or, preferably, it could be an autonomous public/private authority
(as in the newer EPZ regimes in Cameroon and Togo). This activity is not
included under the ZBD Project.

The EPZ Promotional Authority (not project funded) will be responsible for
promotion of the EPZ regime to foreign investors. This promotional body could
be an extension of the promotional functions that are slated for Zimtrade or
the Zimbabwe Investment Centre; or, preferably, EPZ promotion would be
undertaken by a private sector nonprofit body such as in Costa Rica or the
Dominican Republic regimes.

B. Busin in

Phase I of Business Linkage is an assessment of the potential for promoting
subcontracting and spinoff. in the Zimbabwean context, especially in the
context of the SAP reforms. Special consultants will undertake the
assessment, but they will receive logistical and some analytical support from
CZI.

Phase II of Business Linkage will facilitate business linkages between a pilot
group of large and small businesses. The action plan generated in Phase I
will make detailed recommendations about how this will be structured. We
anticipate that implementation will be undertaken by a business association,
funded by a grant from ZBDP, that will run the program with a knowledgable
local hire, and be able to call in specialized technical assistance when
necessary. O0I course, one of the more important criteria for selection of the
grantee business association will be its interest in undertaking this pilot
operation, and expanding it if successful.

C. Volunteer Business Advisory Services (VBAS)

Under the VBAS component, IESC Zimbabwe will continue its program of
recruiting and fielding retired American executives to provide managerial and
technical assistance to Zimbabwean firms. IESC Zimbabwe will also be asked to
examine the feasibility and, if judged by IESC Zimbabwe to be politically
acceptable, undertake the same kind of recruiting and fielding of South
African retired executives.
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Because the nature of the ZESC component has not been finalized, it is not
possible to identify an implementing agent. At least four options will be
considered by the feasibility assessment team: one, to implement through
expanding the IESC country office; two, to create a new non-profit
organization; three, to work through SEDCO and leverage the CIDA funding;
four, to set up a fund to defray the costs of using commercial services.

D. SME Analytical Work

The baseline survey results seminar will be undertaken by the GEMINI project
contractor. Longitudinal tracking, subsector analysis, and other SME
analytical work will be undertaken through an AID/W buy-in contract with a
U.S. organization, but will be shaped and guided by institutions who have
expressed a strong interest in the results. These institutions include the
MFEPD, NPA, MIC, World Bank, IBDC, CZI and ZNCC. Research results will be
disseminated freely to all of these interested parties, including copies of
the raw data on computer diskettes.

E. P tiv tor D ription

The analytical work of the Productive Sector Description will be undertaken by
outside consultants, but the results will be also shaped and guided by
institutions that have a strong interest in the outcome. These institutions
include MIC, CZI, IBDC and ZNCC.

As with the SME analytical work component, research results will be
disseminated freely of these interested parties, including copies of the raw
data on computer diskettes.

F. Implementation Support Research (ISR)

The Implementation Support Research component will be contracted out to a
local consulting firm or consortium of local firms that can access and provide
the required expertise to carry out the range of ISR activities. The ISR
consultant will also provide financial assessments of potential project funded
grantees.

5.2 Methods of Implementation and Financing

This project will be implemented using the standard operating procedures which
have been established between the Government of Zimbabwe and USAID for
bilateral grant agreements. Specifically, the project will be obligated by a
grant agreement signed between the Government of Zimbabwe and USAID. The
grant will authorize USAID to negotiate and sign a specific support grant
agreement with IESC who will administer a volunteer business advisory service
for local businesses; buy-ins to several AID/W projects or contracts for
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technical assistance, research, surveys, etc.; a contract(s) negotiated with a
local consulting firm(s) to provide short-term technical assistance; grants or
cooperative agreements with several local associations or institutions to
provide private sector project implementation capability; and a personal
services contract Project Manager to assist the Mission with project
implementation monitoring. Methods of Implementation and Financing are

summarized in Table D below.

TABLE D

METHODS OF FINANCING AND IMPLEMENTATION

ZIMBABWE BUSINESS DEVELOPMENT PROJECT

METHOD OF METHOD OF
ELEMENT IMPLEMENTATION FINANCING TOTAL
PILOT OPERATIONAL COMPONENTS
Export Processing Zone Direct contract Direct reim- $1,110,715
Invitational trvl bursement
Business Linkage Direct contract Direct reim- 552,800
Grant bursement
Voluntary Business Grant Direct reim- 1,934,753
bursement
advance
ANALYTICAL COMPONENTS
Productive Sector Direct contract Direct payment 300,000
SME Survey Direct Contract Direct payment 250,000
Implementation Support Direct contract Direct payment 339,600
Quick Response Fund Direct contract Direct payment/ 163,873
Purchase order advance
Invitational trvl.
Grant
PROJECT MANAGEMENT Personal Services Direct Payment 151,250
Contract
MONITORING & EVALUATION Direct contract Direct payment 198,100
AUDIT Direct contract Direct payment 56,600
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The grant will contain in Annex 1 a detailed project description which will
provide a project narrative, and an overall project budget.

Annex 1 will describe the responsibilities of all parties under the grant and
will be supplemented by a project implementation letter which will amplify
specifically how the project will be administered and implemented.

USAID/Zimbabwe, using the approved workplan as amended by quarterly reviews,
will have complete autho-ity and responsibility for implementing the project.
Day-to-day operational decisions and implementation will be administered by
USAID Project Manager without further review by the other parties to this
project outside of the Mission.

USAID/Zimbabwe will have responsibility for project management and financial
accountability. The project will be administered by the PSC Project Manager
under the direction of the Chief of the Project Developrent and Implementation
Support Office, with technical assistance provided by the Mission's contract
Trade and Investment Advisor.

Payments to grantees, contractors, or consultants under thig project will be
made by direct payment or reimbursement which are A.I.D.~approved methods of
financing. To the extent required, periodic advances will be provided to
non-profit making grantees or contractors in order to facilitate
implementation of project activities. Advances will be limited to the amount
required for immediate disbursing needs in acccordance with U.S. Treasury cash
management guidelines.

USAID/Zimbabwe and the RPOT/Tokyo will be responsible for procurement of the
vehicle under the project. Other minimal project support commodities are
anticipated to be procured by contractors or grantees. Procurement of the
technical services required under this project will be done primarily through
AID/W buy-in contracts, IQCs, grants or cooperative agreements, and a
technical assistance contract with a local firm. The USAID/Zimbabwe Project
Officer and PSC Project Manager will be responsible for preparing the
necessary A.I.D. documentation, i.e., PIO to instruct the contracting/grants
officer accordingly. Upon completion of the applicable document, it will be
forwarded to the cognizant contracting agent for action. The USAID/Zimbabwe
Project Officer will be required to draft the scopes of work for all technical
services needed to implement the project.

It is anticipated that most activities or elements under the project will be
implemented through existing AJD/W buy-in contracts or IQCs. These contracts
provide for work orders to be issued as required for services up to a maximum
ceiling. The Mission does not anticipate requesting services under any of the
contracts which would cause this ceiling to be exceeded.

As this is a bilateral project, the Government of Zimbabwe is responsible for
assuring USAID that at least 25 percent of the total project costs will be
provided by the host country. The host country contribution under this
project will be provided by the private sector, primarily through the VBAS
component, and the GOZ, primarily through in-kind contributions to both
operational testing and analytical components. As a condition of the grant
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to IESC, each private sector firm that receives services under the IESC grant,
on average, must provide for nearly half of the costs of each volunteer; these
are payable in local currency. Emergent businesses will be required to pay on
a sliding scale basis, in relation to their ability to pay.

Non-Federal audits (NFAs) will be provided under the regional indefinite
quantity contracts managed by RIG/Nairobi or under a direct contract awarded
by REDSO/ESA. Evaluation(s) will be handled under either the AID/W or
REDSO/ESA indefinite quantity contracts for evaluation at the end of the
project. Funds have been provided under the audit element for annual
accounting assistance/reviews of IESC to ensure an adequate accounting system
exists to track all contributions and uses of project funds.

5.3 Procurement Plan

Procurements under this pilot project will focus primarily on the provision of
a wide variety of short- to mid-term technical assistance required to:
implement project operational testing interventions, and conduct the
analytical studies. These activities are summarized in Section 4.2 above and
are described further in Annex 4, Detailed Project Description. Due to the
diverse nature of the pilot project interventions included under this project,
technical assistance is envisaged to be sourced from the United States,
Zimbabwe and the region. In accordance with DFA guidance, U.S. procurements
will be utilized to the greatest practicable extent in achieving project
objectives. The project will also finance a local PSC Project Manager who
will monitor and coordinate project activities under the supervision of the
Chief of USAID/Zimbabwe Project Development and Implementation Support

Office. It is envisaged that a small amount of office equipment and a vehicle
may be required to support several of the long-term technical assistance
activities. The exact nature of the required commodities will be related to
the level of administrative and logistical support to be provided by various
organizations housing the technical assistance teams. These organizations,
and their administrative support commodity requirements, will be determined by
the results of project funded institutional analyses. A modest budget
designated for commodity procurement (i.e., a car and office equipment
envisaged for a grantee) on an as needed basis is included under the Buciness
Linkage Component in Annex 3.E, Financial Analysis.

5.3.1 Procurement Entity

A.I.D. direct contracting will be utilized to implement all non-grantee
procurement. The rationale is that the vast majority of the procurements will
be for technical assistance to provide a large number of diverse and
sequential surveys/analyses/studies. Therefore, A.I.D. direct contracting
will provide optimum management control over the process. Also, this is a
pilot project to test the effectiveness of various project interventions in
stimulating investment in Zimbabwe, not an operational project that would
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normally fall clearly under the line manage.ent control of a particular
ministry. The small amount of possible required commodities will best be
procured by A.I.D. direct contractors or grantees since the equipment will not
revert to a GOZ agency after the completion of the project.

The Office of Procurement in AID/W will be the primary procurement agent for
required technical assistance through the issuance of delivery orders against
AID/W buy-ins (and possibly IQCs) with U.S.-based firms experienced in the
specialized area of business development and investment promotion. The buy-in
mechanism will be utilized to the maximum practicable extent to conduct the
required studies and to develop the required drafts of policy and regulatory
documentation under the EPZ component and the Phase II assessment and the
facilitation work under Business Linkage. It is anticipated that a buy-in
under a single project in the APRE Bureau (possibly PEDS) will be utilized to
carry out as many activities as possible, therefore holding to a minimum the
contracting and contract administration actions necessary to achieve project
objectives. In the event that an AID/W buy-in is not the best mechanism to
provide required services, the REDSO/ESA Private Sector Services IQC will be
utilized. It is envisaged that the REDSO IQC will also be utilized to carry
out the Phase I assessment work under ZESC.

An AID/W buy-in with a U.S. firm (most likely under the GEMINI Project) will
also be utilized to carry out the required SME surveys and analyses. Where
applicable, grants will be utilized with U.S. or local NGOs experienced in the
transfer of business related technology (i.e., IESC). In accordance with DFA
guidance, grants or cooperative agreements with U.S. organizations will be
utilized to the greatest practicable extent. Local or regional NGOs would be
utilized if the Mission determines they are the best source of providing the
required expertise on the local business environment. It is anticipated that
a technical assistance contract will be competitively negotiated with a local
or regional firm to provide a variety of short—term consultancies and
financial assessments of project-funded local grantees under the
Implementation Support Research component. Either the RCO, REDSO/ESA or
USAID/Zimbabwe Executive Officer, with the assistance of RCO, will act as the
contracting and/or grants officer for all procurement actions not implemented
by the Office of Procurement in AID/W.

Each project component, classified as either Operational Testing or Analytical
activities, is thoroughly discussed in Annex &4, Detailed Project Description.
Timing, duration and implementation responsiblities for activities are laid
out in Section 5.6, Implementation Schedule.

5.3.2 Pilot QOperational Testing components:

A. Development of Competitive Export Processing Zone

The project will use a buy-in like the Private Enterprise Development Support
(PEDS) Project in the APRE Bureau in order to utilize their proven expertise
in the field, minimize the contracting burden to implement this relatively

small pilot project component and to take advantage of the flexibility of the
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buy-in process to meet project contracting requirements. The buy-in
contractor will implement a three phase program consisting of: Phase I - a
feasibility analysis of an EPZ regime; Phase II - the development of EPZ
legislation; and Phase III - the development of regulations, policies and
procedures necessary for a competitive EPZ regime.

The buy-in mechanism is particularly appropriate because U.S. firms available
through existing AID/W projects have substantial expertise in the field. The
buy-in also provides a mechanism to hire a highly qualified contractor which
otherwise might not be accessed through the normal competititive process due
to the small value nature of the contract. Finally, the buy-in avoids the
complex, time consuming and expensive competitive procurement process required
under HB 14 for A.I.D. direct technical assistance contracts. The speed of
the buy-in will be essential to implement the EPZ intervention at a pace
necessary to provide desired policy reform results, in light of the
anticipated schedule of the Structural Adjustment Program in Zimbabwe. The
time required to advertise and competitively award the required T.A. contract
would cause such a delay in project implementation that the intervention could
lose inuch of its potential impact.

A long-term U.S. advisor has been fully budgeted during year 3 of the
project. The advisor will be hired under a buy-in or technical assistance
contract. An institutional contract will be required as the contractor will
need home office backstopping support for research and other analytical
activities to carry out state of the art field work.

B. Businesg Lin

The Mission will also utilize a buy-in under an AID/W project (most likely the
same as EPZ) to field a consultant team to carry out the first, and part of
the second, phase of the Business Linkage intervention comprised of: I -
Diagnostic Assessment, and II - Needs Assessment of Targeted Large and Small
Firms and technical assistance for operational testing facilitation. The
reasons for utilizing the buy-in mechanism are the same as those for the EPZ
component.

To implement the major Phase II activity, Operational Testing of Business
Linkages, it is envisaged that a grant or cooperative agreement would be
signed with a local institution such as CZI. Local business associations and
institutions have the best contacts with the business community and have the
ability to successfully carry out the the required business linkage
operational testing (a detailed institutional analysis will be carried out
under Phase I of Business Linkages to enhance the Mission's current knowledge
of the capabilities of potential implementation organizations). The grant or
cooperative agreement will fund the costs of a long-term (approximately 1
year) local-hire advisor to manage the activity, several short-term
specialists to be provided by an organization like IESC, limited office
equipment, and a vehicle. The technical assistance will be hired and the
office equipment will be procured by the grantee utilizing HB 13 procedures.
Part of the Phase I assessment is to analyze local NGOs for capabilities to
undertake Phase II activities. Equipment will revert to that organization
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after the completion of the project. For reasons of adequate local service
back-up and availability of spares, it is envisaged that office equipment and
the vehicle will be purchased from the normal A.I.D. Geographic Code 935
sources.,

c. lunteer Busin Advi rvi

(1) Zimbabwe Executive Service Corps (ZESC)

This component, which will investigate alternatives to establish ZESC, is
comprised of two phases: I - Needs Assessment, and II - Operational Testing of
ZESC. Phase I will be contracted through the buy-in to the AID/W project in
the APRE Bureau or a REDSO/ESA IQC. The contractor will conduct the needs
assessment comprised of: a. demand analysis, b. supply analysis, c. analysis
of implementation options, and d. action plan recommendations.

As is the case with all the buy-in or IQC options, the PIO/T requesting the
delivery order will be prepared by the Project Officer, with technical support
provided by the Trade and Investment Advisor of USAID/Zimbabwe. If the Phase
I Action Plan is determined by the Mission to be a viable mechanism to achieve
project objectives and sufficient funding is available, the implementation of
Phase II will be approved by the Mission and will proceed according to the
Action Plan.

Phase II, Operational Testing of ZESC, will be implemented through a grant or
cooperative agreement with a local organization such as CZI, or IESC if
appropriate. A thorough analysis of the capabilities of potential
organizations will be provided under Phase I. Phase I investigative work will
develop sufficient contacts with and information about such organizations to
allow USAID/Zimbabwe to review proposals and, with the assistance of
REDSO/ESA/RCO as Grants Officer, award a project-funded grant or cooperative
agreement,

(2) International Executive Service Corps (IESC)

Based on considerable experience with IESC, a Grant will be signed to continue
their work with medium- to large-size private sector firms. The results of an
A.I.D. evaluation and audit of a past A.I.D.-financed similar activity have
been communicated to IESC so the proposed funding agreement will include this
guidance. REDSO/ESA/RCO will be the Grants Officer. A justification for the
non-competitive award of a grant to IESC is included as Annex 2.D.

5.3.3 Analytical Studies

A, Small and Micro-Enterprise Analysis

Phase I of this project component, a workshop to disseminate survey results,
will likely be implemented through AID/W buy-in contract DHR~-5448-Q-00-9081-00
under the GEMINI Project. If so, PIO/T will be issued by USAID/Zimbabwe to
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the Office of Procurement in AID/W for issuance of a delivery order to
instruct the contractor to conduct the workshop.

B. Description of the Productive Sector

This component, comprised of two phases, will be implemented under the buy-in
to an AID/W project (i.e., PEDS) used for other ZBD Project interventions and/
or the REDSO/ESA Private Sector Services IQC. The buy-in or IQC contractor
will have the required expertise to complete both Phase I - Description of the
Productive Sector, and II - Productive Sector Survey and Focus Group Work. As
in other phased project interventions, project funding of Phase II is
contingent on a USAID/Zimbabwe evaluation of Phase I that indicates a go-ahead.

C. Implementation Support Research

This component, comprised of a number of short term-consultancies, will be
implemented under a technical assistance contract with a local firm that has
extensive experience with and a sound knowledge of the Zimbabwean private
sector. The contractor will carry out various studies on topics of interest
and utility to the Mission, GOZ, private sector and other donors, and will
conduct financial assessments of potential project-funded local grantees. A
PIO/T will be issued to REDSO/ESA/RCO who will assist the Mission with the HB
14 competitive procurement process - from the advertising to the award of the
contract. The evaluation criteria will give consideration to locally-based
firms because experience working in Zimbabwe is an essential requirement to
the achievement of project objectives.

5.3.4 USAID Project Management

A Project Manager will be hired to assist USAID/Zimbabwe with project
implementation. The contractor will be a local citizen or permanent resident
since an intimate knowledge of the Zimbabwean private sector and business
climate will be essential to successfully perform required tasks. The
contractor will be hired as soon as possible after project authorization and
will coordinate and monitor all project activities under the supervision of
the A.I.D. direct-~hire Project Officer for ZBD throughout the duration of the
project. A scope of work is included as Annex 2.C.

5.3.5. Evaluation/Audit

Project evaluation will be comprised of implementation monitoring and a
formal, final evaluation. Several project monitoring activities will be
carried out during project implementation. Right after project authorization,
the Mission will develop a project management outline to act as a road map for
project monitoring. It is envisaged that this activity will be carried out
in-house by the PDIS office. If minor assistance is required, the Executive
Officer of the Mission would be requested to issue small purchase order,
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funded out of the evaluation budget, to a local contractor. A second
monitoring tool will be a data base, established to organize and store project
baseline and performance information, as well as information provided by the
analytical studies. A purchase order, issued by the Executive Officer and
funded from the project evaluation budget, will be used to develop and debug
the data base.

A formal, final project evaluation will be conducted at the end of year 2.5 of
project implementation. It is envisaged that an AID/W or REDSO/ESA IQC will
be utilized to complete the work. The PIO/T will be prepared by the Project
Manager with assistance by the Project Officer.

A final Non-Federal audit (NFA) will be conducted shortly after the PACD. It
is envisaged that the NFA will be procured under an IQC or PSC mechanism, with
the PIO/T prepared by the Project Officer and Controller.

5.3.6 DFA Determination

This project will be financed by resources provided under the Development Fund
for Africa (DFA). Per congressional guidelines set forth in the legislation
authorizing the DFA, all reasonable efforts will be made to maximize U.S.
source and origin goods to the greatest extent practicable. This procurement
plan, which involves only minimal commodity procurements, was reviewed and
approved by the Regional Commodity Management Officer and the Regional
Contracting Officer, REDSO/ESA. Due to local right-hand-drive requirements,
if a vehicle is financed under the project, Code 935 will be utilized by the
Mission for procurement through RPOT/Tokyo on behalf of the grantee (or
possibly the contractor) that will be the recipient. It isg evisaged that
minor procurement of office equipment will be made by a grantee(s) or local
contractor yet to be determined. The eract nature of the office equipment to
be financed under this project cannot be determined until institutional
assessments have been completed under the project that will indicate the
capabilities and resources of potential local project implementing
institutions. However, USAID/Zimbabwe will require that all commodity
procurements be approved prior to project financing. To the extent that U.S.
office equipment can be adequately serviced in country, the Mission will
require U.S. source/origin. Contractors and grantees will be required to
include in their quarterly reports to the Project Officer the project-financed
commodities purchased during the period, the A.I.D. Geographic Code and the
amount. This will allow USAID/Zimbabwe to report required procurement
information to AID/W on a yearly basis in compliance with DFA and Buy America
guidance.

5.3.7 Gray Amendment

The procurement plan of this project has been developed with full
consideration of maximally involving Gray Amendment organizations in the
provision of goods and services. The project will be implemented using A.I.D.
direct contracts, as well as grants. It is envisaged that A.I.D. direct
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contracts with U.S. firms will be under AID/W buy-ins, therefore removing Gray
Amendment contracting considerations from the Mission to AID/W where the
contracts were let. All other contracts will either be with non-U.S. firms
and/or will be well under the US$500,000 threshkold. Nonetheless, the Mission
will give every consideration to contracting or subcontracting with Gray
Amendment firms. A further discussion of Gray Amendment considerations and
the Certification by the Director, USAID/Zimbabwe, is included as Annex 1.E.

5.4 Monitoring and Evaluation Plan

The purpose of the ZBD Project is to test the effectiveness of selected
interventions in fostering private sector enterprise growth through
facilitating local and foreign investment and expanded indigenous enterprise.
The project's goal is to increase private sector-led economic growth that
results in increased job creation, foreign exchange earnings and broadened
indigenous participation in the economy. ZBD has been developed as a pilot,
"learn-by-doing" set of operational test interventions to explore ways of
achieving the project purpose and goal. The analytical components will
provide the necessary analytical base {or the project's operational test
components, will complete our understanding of the productive sector of the
Zimbabwean economy and will provide input into the Mission's Private Sector
Development Strategy.

The ZBD monitoring and evaluation (M&E) system is designed to test the
project's operating hypothesis: that ZBDP's operational test components —-
Export Processing Zone, Business Linkage, and Volunteer Advisory Business
Services —- are viable means to achieve the project purpose and contribute to
the project goal. To test this hypothesis, the M&E system will provide a
framework for responding to project management's information needs in a timely
manner. A detailed set of questions has been developed for the project's
empirical components (see Annex V) to guide management's decision-making
during project implementation and to provide a basis for formulating
recommendations regarding follow-on project activities.

The monitoring and evaluation functions are closely linked by the Decision
Point Evaluations central to ZBDP's implementation strategy. Implementation
of each project component is divided into distinct phases, with each phase
being followed by a 'go/no go" decision point. At these points,
implementation progress will be assessed and a decision taken on whether to
proceed or not with subsequent component activities. Criteria for the
decision-point evaluations provide an analytical framework within which
management can perform these evaluations. The project's monitoring system
will provide the specific information required for the evaluations.

The following sections describe the monitoring and evaluation strategies in
detail, and the number, purpose, and timing of decision-point and other
evaluations.
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5.4.1 Monitoring Plan

The monitoring system is a fully integrated component of the project.
Specifically, the system will:

(i) provide administrative information to project management for

~-  tracking ZBD Project input disbursement and use; and
-- monitoring the project implementation timetable;

(ii) provide project management with feedback relative to ZBDP's
development goal and purpose, assisting management to monitor

~-  the substantive (development-oriented) results of project activities;

-- key indicators of the project goal and purpose;

—-— changes in important assumptions which may affect achievement of the
project purpose;

—— key elements of the project's exogenous environment (political,
social, economic) tc guide project implementation.

Information generated through the monitoring system will provide the basis for
informal ongoing evaluation, for formal progress evaluations, and, ultimately,
for long-term impact evaluations to be conducted well after project completion.

A. Administrative Monitoring
Tracking of ZBD Project inputs will be the responsibility of the Project

Manager, under the supervision of the Project Officer. The Project Manager
will monitor the delivery of inputs by ensuring that contracts/grants and
disbursements have been accomplished in a timely manner, noting slippage from
the project implementation schedule. Outputs consist primarily of
assessments, workshops, tours, and drafts of legislation and regulations. The
Project Manager will, in conjunction with the Project Officer who has ultimate
responsibility, ensure that all the outputs are provided on schedule, that the
required quality is provided and that resulting information is disseminated to
Mission management for decision-making and to the local community, as
appropriate. The Project Officer, with the assistance of the Project Manager,
will ensure that all "go/no go'" decisions are made promptly under the
operational test components and that formal evaluations are carried out on
schedule and in accordance with Mission approved scopes of work.

As stated above, responsibility for monitoring project implementation schedule
will rest with the Project Officer and the Project Manager. Feeding into this
process will be the ZBD detailed workplans specifying: (i) realistic
implementation timetables; (ii) USAID/Zimbabwe inputs —— and disbursement
timing -- required to keep to the schedules; and (iii) assumptions concerning
local conditions which, if proved false, could require revisions to the
timetables.
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Quarterly reports will compare actual implementation progress with the
detailed workplans developed at project initiation. Any discrepancies (delays
or accelerations) should be explained and implications for project
implementation considered. Where required, recommended mitigative actions
should be included in the reports. Changes in assumptions about the project's
operating environment should be discussed in deteil as well as recommended
actions which could be taken to increase the probability of the assumption's
occurring (see "tracking important assumptions" below).

(1) Project Goal- and Purpose-Level Monitoring

At the core of ZBDP's monitoring system is a mechanism for providing project
management with analytical feedback relative to the project's development goal
and purpose. The system will track the status of key goal, purpose, and
output indicatovs (as defined in Annex 4), including progress towards the
end-of-project-status (EOPS) indicators outlined in Annex 2.A, Logical
Framework. Two key monitoring tools will be used for these purposes.

Project Management Information Outline. The first project monitoring tool is
a detailed outline of management's information needs rclative to the project's

development objectives (see Annex 5, Detailed Monitoring and Evaluation
Plan). The outline defines management's questions and the mechanisms for
generating the requisite information; the outline format for each project
component is as follows:

—_— key information users;

—-—- management's key questions at the project goal, purpose and output levels
to be addressed through component activities:

—-- indicators to answer the management questions;

-- objectives and expected outputs for each component activity;

—— detailed decision-point evaluation criteriaj

—-- where necessary, suggested data collection methodology and data sources.

Firm-level Database. The second project monitoring tool is a firm-level
database, to be created during project implementation, which will help
establish a project baseline for goal, purpose, and output indicators defined
at the firm level. The database will facilitate micro-analyses which will, in
turn, contribute to the macro-analyses necessary to determine purpose-level
and long~term goal-level project impacts.

The firm has been selected as the unit of analysis for several reasons.

First, Business Linkage, VBAS, SME Survey, and the Productive Sector
Description all have the firm as the target for intervention and are expected
to generate quantitative, firm-level data. Second, many indicators at the
project purpose level relate to the firm. Finally, data collection costs
related to smaller units of analysis, such as the household or individual, are
beyond the scope of the project to absorb.

The computerized firm-level database will contain descriptive information of
firms surveyed under the project and/or firms participating in
project-sponsored activities. The database structure will be the model for
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firm-level data collection within the project, for monitoring change over time
within the firms, and for tracking firm-level project impacts. As the project
progresses, the database will be updated and changes over time of data related
to key indicators will be recorded.

While details of the content and structure of the database will be developed
during project implementation, variables for each firm will likely include:
name; location; size; initiation and/or formal incorporation dates; primary
and secondary business activity; sex/race of proprietor; number/sex of
employees at start/currently/maximum number/minimum number; forward/backward
linkages (nature/source of inputs, location/type of product outlets).

Short-term technical assistance will be commissioned to develop guidelines for
the database content, format, and structure. The contractor will ensure that:
(1) the database is MS-DOS compatible and utilizes one of the standard
relational database/statistical software packages (e.g., Paradox, dBase IV,
SPSS/PC); (ii) the format and content of the database is consistent with the
information needs of each project component; and (iii) the requisite hardware
and software to conduct analyses with the database are in place locally.

To monitor th tantive (development-orient results of project
tivities, management will need answers to key questions. For the
operational testing components, the goal-, purpose-, and output-level

questions are as follows:

(a) Development of a Competitive EPZ Regime:
Goal-level Management Question: To what extent can a competitive EPZ regime

in Zimbabwe contribute to increased economic growth of the type which will:

—-— create jobs;

-- increase foreign exchange earnings; and

—-—- broaden participation of indigenous entrepreneurs in the economy (either
as EPZ firms or as suppliers/subcontractors to EPZ firms)?

Purpgse-level Management tion: To what extent can a competitive EPZ
regime in Zimbabwe improve the enabling environment for private sector
investment in Zimbabwe?

Qutput—-level Management Questions:

Phase I -- Is there a need for and demand for EPZs in Zimbabwe? Would EPZs in
Zimbabwe be internationally competitive? What actions would be required to
develop a competitive EPZ regime? What would be the composition, mandate, and
authorities of an EPZ Working Group? By Decision Point 1, is the Working
Group operational?

Phase II -- Once the need for and competitiveness of an EPZ regime in Zimbabwe
has been established, what form will competitive EPZ enabling legislation
take? What will be the framework for EPZ regulatory policies and
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administrative/institutional principles? By Decision Point 2, has competitive
EPZ legislation been enacted (or will be enacted within an acceptable
timeframe) by Parliament?

Phase III -- Once the EPZ legislation and a preliminary policy framework are
developed, what will be the detailed regulations and operat’~g procedures for
implementing a competitive EPZ regime? What form will the »menting
regulatory and promotional institutions take? By decisiou . at 3, has GOZ
adopted a competitive set of EPZ regulations and procedures?

(b) Business Linkage:
Goal—~level Management Question: To what extent can business linkages —-

sub-contracting and spin-off arrangements -- between large and small
businesses in Zimbabwe:

—-- broaden control of productive assets by increasing the strength of
indigenous Black-owned businesses;

—— create jobs as smaller firms are formed or grow in size;

—-- save jobs through spin-off arrangements;

-—- increase foreign exchange earnings by enhancing firm export
competitiveness; and

-~ save foreign exchange through efficient, market-driven import

substitution?
Purpose-level Management Question: To what extent are business linkages —-
sub-contracting and spin-off arrangements —- between large and small

businesses in Zimbabwe's industrial sector a viable means to increase private
sector investment and employment by enhancing the competitiveness of both
business linkage partners?

tput-level Management tion: If business linkages can increase private
sector investment in the current environment, what form should a program of
operational support take which would facilitate the establishment of
productive business linkage arrangements in Zimbabwe's industrial sector?
What project inputs would be required?

(c) Volunteer Business Advisory Service:

(1) Zimbabawe Executive Service Corps:

Goal-level Management Question: To what extent can a Zimbabwe Executive

Service Corps contribute to:

—-— broadened control of productive assets by increasing the strength of
indigenous Black-owned businesses;
-— create jobs as smaller firms grow in size?
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Purpose-level Management Question: To what extent would activities of the

ZESC contribute to increased investment by enhancing the competitiveness of
small Black-owned businesses?

Qutput-level Management Questions: If the activities of the ZESC would

contribute to increased investment in the current environment, what form
should a program of operational support take which would facilitate the
implementation of a pilot ZESC program? What project inputs would be required?

(2) International Executive Service Corps (IESC):
Goal-level Management Question: To what extent do IESC basic services ——

Volunteer Executive, ABLE, and JVS projects —— contribute to:

—-- job creation resulting from improved efficiency and increased
profitability of participating firms,

—- increased foreign exchange earnings by expanding capability to
export and by enhancing firm competitiveness?

Purpose—-level Management Question: To what extent do IESC basic services

contribute to increased private sector investment by developing the
competitive advantage of competing firms?

t-level Man nt tion: Which IESC program innovatious enhance the
contribution of Volunteer Executive, ABLE and JVS projects to the project
purpose and goal?

The monitoring system will also track changes in important assumptions which

may affect achievement of the project purpose. Based on passed experience and
familiarity with local developments, it is expected that the assumptions
specified in the project's logical framework have a strong probability of
occurring. Nevertheless, should any of the assumptions prove false, project
management would need to adjust the project implementation strategy
accordingly. The monitoring system will rely on two information sources to
keep management fully abreast of the status of project assumptions. First,
contractors' and grantees' quarterly reports will contain assessments of
observed discrepancies between the assumptions and current reality. Second,
ZBDP's Implementation Support Research component includes several studies
designed to identify important nuances about the assumptions. With the
information from contractors' reports and the special studies, management will
be in a position to redirect project implementation accordingly. If
additional information is required before action decisions can be taken, this
will be obtained through further work under Implementation Support Research.

5.4.2 Evaluation Plan

Using the information collected through the project monitoring system, the
evaluation system will:
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-—- evaluate the output of each activity, as it is completed, to assess its
achievement of component cbjectives (as defined in Annex 5);

-- evaluate the collective outputs of the empirical components to accept or
reject the project's operating hypothesis -- that ZBDP's empirical
components (Export Processing Zone, Business Linkage, and ZESC) are
viable means to achieve the project purpose and contribute to the project
goal;

-- evaluate the effect of changes in project assumptions on achieving
project outputs and purpose.

Evaluations will be of two types: component-level and project-level. The
elements of each are discussed in the following sections.

A. Component-Level Evaluation

ZBD is a test of several means to achieve the project purpose and contribute
to the project goal. As such, the desirability and feasibility of proceeding
with the tests must be periodically assessed during project implementation.
The evaluation mechanism at the component level is designed to help management
assess the pros and cons of proceeding with the next steps in the components.,

Two types of evaluations will be conducted at the project compcnent level.

Decigion-Point Evaluations: Incorporated into the implementation strategy of
each component are "go/no go" decision points where progress is assessed and a
decision taken on whether to proceed or not with subsequent component
activities. Criteria for the decision-point evaluations provide an analytical
framework within which management can make these decisions.

Project Data Reviews: Prior to each decision-point evaluation, a preliminary
review will be conducted to ensure that the data required to carry out the
evaluations are available. This will involve a review of the decision-point
criteria, and of the data being collected through the monitoring system. If
data are deficient, provisions should be made to fill the gaps. The reviews
should be ongoing, but should be finalized one month before the respective
decision~point evaluation. The PSC Project Manager and the Project Officer
will conduct the reviews and summarize the findings in memos to Mission
management.

The ZBD Implementation Schedule (Section 5.6) specifies the timing of
decision-point evaluations relative to component activities; the purpose of
the evaluations is presented below.

(1) Development of a Competitive EPZ Regime

Two Decision-Point Evaluations will be conducted as part of EPZ
implementation: one following Phase I —— Feasibility Analyses; and one
following Phase II —- Developing EPZ Enabling Legislation/Consciousness
Raising. Criteria to be met at Decision-Point One include: (i) an established
need for and competitiveness of a Zimbabwe EPZ regime; and (ii) an operative
EPZ working group. Among the Decision-Point Two criteria is a competitive EPZ
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law enacted (or to be enacted within an acceptable timeframe) by Parliament.
Detailed criteria are presented in Annex 5.

The Decision-Point One Evaluation will be conducted by the Project Officer,
with input from the feasibility analysis contractor. Due to the technical
nature of the Decision-Point Iwo Evaluation criteria, a third-party contractor
will be engaged for that evaluation.

(2) Business Linkage

Decision-Point Evaluation: Following implementation of Phase I —- Diagnostic
Assessment, a formal evaluation will be conducted to decide whether or not to
proceed with Phase II -- Implementation. Criteria to be met include: (i)
sufficient demand and pctential for a business linkage program; (ii) binding
constraints to business linkage which are within the scope of the project to
address; and (iii) assumptions about the project operating environment still
hold. Specific Decision-Point criteria are presented in Annex 5.

The Decision-Point Evaluation will be conducted by the Project Officer, with
input from the contractor.

(3) Zimbabwe Executive Service Corps

Decision-Point Evaluation: A formal decision-point evaluation will follow
completion of Phase I -- Needs Assessment. Criteria to be met include: (i)
sufficient demand and potential for a ZESC program; (ii) a viable workplan for
implementing the pilot program.

The Project Officer will conduct the evaluation, with input from the
contractor.

(4) International Executive Service Corps

Quarterly reports of the grantee will be assessed by the Project Manager and
Project Officer, with summaries passed to Mission management for informal and
formal reviews such as semi-annual PIRS. Of special importance will be IESC
progress in responding to recommendations of the April 1991 Deloitte and
Touche financial assessment of IESC operations.

B. Project-level Evaluation

At Project Year 2.5 (six months before end-of-project), a formal evaluation of
project activities to date will be conducted. The evaluation will: (i)
compare expected with actual outputs and analyze any discrepancies; (ii)
assess current status of end-of-project-status indicators and analyze any
discrepancies; (iii) determine the current desirability and feasibility of the
ZBD purpose and goal; (iv) determine whether the project's operational
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hypothesis —-- that ZBDP's operational test components are viable means to
achieve the project purpose and contribute to the project goal —— is true or
false; and (v) make recommendations to USAID/Zimbabwe concerning additional
funding for project activities.

For the operational test components, much of the technical assessment required
for the project evaluation will have been completed at the various component
decision points. For the analytical components, a full technical assessment
will be required. The component-specific issues to be addressed by the
evaluation are discussed in the following paragraphs.

(1) EPZ:

Assuming EPZ activities were not eliminated at the two decision points earlier
in the project, by Year 2.5 it is expected that the component will have
completed its preparatory phases and be poised to embark upon pilot
implementation of the EPZ regime. The 2.5-Year Project Evaluation will assess
Phase III performance, and make recommendations to USAID/Zimbabwe concerning
operational support for pilot implementation (not included under this
project). Criteria for making these judgements include: (i) EPZ operating
regulations adopted by GOZ which are consistent with the spirit of the EPZ
law; and (ii) an established EPZ regulatory authority with the necessary G0Z
mandate to proceed with pilot EPZ implementation. Detailed evaluation
criteria are presented in Annex 5.

(2) Business Linkage and ZESC:

Assuming activities were not eliminated at decision points earlier in the
project, by Year 2.5 it is expected that both the business linkage and ZESC
pilot programs will have been in an operational testing phase for at least one
year. The project evaluation will: (i) compare the Business Linkage and ZESC
pilot programs' workplans with actual program achievements and analyze any
discrepancies; (ii) assess the contributions of the respective pilot programs -
to achieving project purpose and goal; and (iii) make recommendations
regarding the justification for continued operational support for the Business
Linkage and ZESC programs under a follow-on project, including recommended
adjustments to the current implementation strategies.

5.5 Audit Schedule

Non-Federal Audits (NFAs) will be provided under the regional indefinite
quantity contracts managed by RIG/Nairobi or under a direct contract awarded
by REDSO/ESA (see Section 5.6, Implementation Schedule for details on timing
required administrative arrangements).
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5.6 Implementation Schedule

The schedule of implementation actions has been divided into ten principal

areas.

Proposed

Dates Activity

1. Initial/General

06/90 Project Paper completed

07/91 Project authorized

07/91 Project Grant Agreement signed

07/91 Initial Condition Precedent satisfied

05/92 Condition Precedent for EPZ Phase II
satisfied

01/93 Condition Precedent for EPZ Phase III
satisfied

07/94 PACD (7/31/94)

2. USAID Project Management

06/91 Advertisements placed

09/91 Evaluation of applications completed

11/91 Contract for PSC Project Manager completed

01/92 Project Manager on board at USAID

Responsible
Organizati

USAID/Zimbabwe
USAID/Zimbabwe
USAID/Zimbabwe, GOZ
USAID/Zimbabwe, GOZ

USAID/Zimbabwe, GOZ

USAID/Zimbabwe, GOZ

USAID/Zimbabwe
USAID/Zimbabwe

USAID/Z/EX0O or
REDSO/ESA/RCO

USAID/Z/PDIS



Proposed
_Dates

- 76 -

Activity

3. Export Processing Zone

a. Phage I
09/91

11/91

11/91-2/92
04/92

05/92

05-06/92

b. Phase II

06/92

08/92

09-12/92

09-12/92

01-03/93

c. Phage III

01-03/93

04-06/93

07/93-07/94

08-93-07/94

PI0/T(s) for all activities completed

Buy-in/IQC delivery orders completed

Feasibility study carried out
USAID reviews feasibility study with GOZ

Workshop conducted

Decision Point 1

PIO/T(s) for all activities completed

Buy-in/IQC delivery orders completed

Drafting of legislation completed

Consciousness raising carried out

Decision Point 2

PIO/T(s) for short- and long-term TA
under buy~-in and/or IQC completed

Delivery orders for short- and long-
term TA completed

Drafting of legislation completed

Long-term TA performs in-country

Responsible

Organization

USAID/Z/PDIS

AID/W/MS/OP
or REDSO/RCO

Contractor
USAID/Z2, GOZ
Contractor, GOZ
Private Sector

USAID/Z

USAID/Z, GOZ

USAID/Z/PDIS

AID/W/MS/OP
or REDSO/RCO

Contractor, GOZ
EPZ Working Group

Contractor, EPZ
Working Group

USAID/Z, GOZ, EPZ
Working Group

USAID/Z/PDIS
AID/W/MS/OP
or REDSO/RCO

Contractor, GOZ
EPZ Working Group

Contractor
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Activity

4. Business Linkage

a. Phase I
09/91

11/91

11/91-3/92
04/92

b. Phase II

07/92

09/92

11/92

PI0/T(s) for technical assistance
under buy-in and/or IQC completed

Delivery orders for technical assistance
completed

Diagnostic assessment completed

Decision point

Grant completed with local private sector
business organization

PIO/T for needs assessment and facili-
tation under buy-in or IQC completed

Delivery orders for technical assistance
completed

5. VYolunteer Businegs Advisory Services

07/91

08/91-7/94

02/92

04/92

05-07/92
07/92
08-10/92

11/92-7/94

Negotiate IESC grant

IESC performs under grant, under A.I.D.
purview

PIO/T for ZESC assessment under
buy-in or IQC completed

Lelivery order for technical assistance
completed

ZESC assessment carried out
Decision point
Negotiate ZESC grant agreement

ZESC grantee performs under A.I.D. purview

Responsible

Organization

USAID/Z/PDIS

AID/W/MS/OP
or REDSO/RCO

Contractor

USAID/2

USAID/Z, NGO

USAID/Z/PDIS

AID/W/MS/OP
or REDSO/RCO

USAID/Z, IESC

IESC, USAID/Z

USAID/Z/PDIS

AID/W/MS/OP
or REDSO/RCO
Contractor

USAID/Z

USAID/Z, NGO

Grantee, USAID/Z
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Proposed

_Dates Activity

6. Small/Micro-Enterprise Analysis

a. Phase I

07/91 PIO/T for SME conference under
GEMINI buy-in completed

09/91 Delivery order for technical assistance
completed

11/91 SME conference carried out

b. Phage II

02/92 PIO/T for subsector assessment under
GEMINI buy-in completed

05/92 Delivery order for subsector assessment
under GEMINI buy-in completed

05-07/92 SME subsector assessment carried out

05/92 PIO/T for longitudinal survey under
GEMINI buy-in completed

05/92 Delivery order for longitudinal survey
TA under GEMINI buy-in completed

05-07/92 SME longitudinal survey carried out

7. Implementation Support Research

11/91 PIO/T for competitive procurement of local

contractor completed

06/92 HB 14 contract negotiated and signed

07/92-7/94

ISR contractor performs under USAID/Z purview

Responsgible
Qrganization

USAID/Z/PDIS

AID/W/MS/OP

Contractor

USAID/Z/PDIS

AID/W/MS/OP

Contractor

USAID/Z/PDIS

AID/W/MS/OP

Contractor

USAID/Z
RESDO/RCO,
contractor

Contractor,
USAID/Z
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8. Pr tiv

02/92

05/92

07-10/92

11/92

02/93

04-05/93

9. Evaluation
07-10/91

01/92

05/92

07-09/92

09/93

12/93

02/94
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Activity

tor D ription

PIO/T for assessment under buy-in or IQC
completed

Delivery order for descriptive work
under buy-in or IQC completed

Descriptive work carried out

PIO/T for diagnostic survey under
buy-in or IQC completed

Delivery order for diagnostic survey
under buy-in or IQC completed

Diagnostic survey carried out

Project Management outline (in-house)

PIO/T completed for procurement of local
contractor to develop data base

Contract for data base development signed
Data base developed and de-bugged
PIO/T for final evaluation under

IQC completed

Delivery order for final evaluation
under or IQC completed

Final evaluation carried out

Responsible

Organization

USAID/Z/PDIS
AID/W/MS/OP
or REDSO/RCO
Contractor
USAID/Z/PDI1S
AID/W/MS/OP
or REDSO/RCO

Contractor

USAID/Z
USAID/Z/PDIS
USAID/Z/EX0
local contractor

USAID/Z/PDIS
local contractor

USAID/Z/PDIS

AID/W/MS/0OP
or REDSO/RCO

Contractor
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Proposed Responsible
Dates Activity Organizatio
10. Audit
05/94 PIO/T for final audit under USAID/Z/PDIS
IQC completed
07/94 Delivery order for final audit AID/W/MS/QP
under IQC completed or REDSO/RCO
09/94 Final audit carried out Contractor
6. Project i ri

6.1 Technical Analysis

This analysis provides a technical assessment and justification for project
interventions, organized by project component:

A. Export Processing Zones

B. Business Linkages

C. Volunteer Business Advisory Services
D. Small Micro-Enterprise Analysis

E. Productive Sector Description

A. hy th rt Pr ing Z nent w t

The design team weighed the EPZ component against the ZBD Project criteria.
The results of some of the more important criteria reviewed are summarized
below:

o Have potential for measurable impact towards achieving the ZBDP goal ——
m r i reation, foreign exchan rnin n r n ntrol

of the economy; or the ZBDP purpose -—-— an enhanced enabling environment
for private sector investment; during the life of the ZBD Project.

EPZs have had dramatic impacts on attracting foreign and local investments in
countries that have implemented them successfully. We are confident that the
entire package of EPZ incentives will be in place, and that investors will
have received approval to operate under EPZ regime, before the end of project
life.
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The SAP framework document outlined the GOZ's plans for EPZ development, to
quote: "The Zimbabwe Investment Centre has also been given responsibility for
an extensive promotional role, e.g., overseeing the establishment of free
trade zones (FTZ), export processing zones (EPZ), and Bonded Warehouse
Operations (BWO)".

The private sector has been a vocal supporter of EPZs in Zimbabwe since early
July 1990, when the CZI President announced the intention to form an EPZ
working group. Individual CZI members have also expressed strong support for
EPZs, both as potential developers or as potential exporters. ZENA and IBDC
have also indicated strong support for the EPZ, as long as the needs of the
indigenous businesses are considered.

o Complement an il n _other AID/Zim W ARP region nd Al
components in Zimbabwe.

The Mission has already played an important role in educating the public and
private sectors about the potential of EPZs through consultancies arranged
before and during project design. Also, AID/W underwrote the costs of private
and public sector attendance at the October 1990 Mauritius Conference on EPZ
Development Strategies, and USAID/Zimbabwe funded the travel and per diem of
local private and public sector leaders.

o] Help the GOZ implement the SAP reforms, or agsigt the private sector to

tak vant f the SAP rtuniti n hallen

EPZs in Zimbabwe are intended to quickly eliminate in part of the country,
either in an industrial estate or bonded managed warehousing pilot setting,
the many trade and economic growth-inhibiting policies that have became
institutionalized in the Zimbabwean economy.

While the GOZ is clearly committed to the five-year timetable to implement the
SAP, it is a difficult political and economic process fraught with many
dangers and pitfalls. The SAP-mandated changes will have profound effects
upon prices, incomes, and production, and will be threatening to some segments
of the GOZ, private sector, and the population at large. By jump-starting job
creation, EPZs can enhance the political acceptability of the SAP. By
jump-starting foreign exchange earnings, EPZs can assist the GOZ to finance
the SAP,

Many of the incentives in a typical EPZ package go far beyond what has been
mandated in the SAP framework document, or what has been intended for future
reforms for the economy at large. If the more far ranging SAP reforms are
implemented along with an EPZ regime, this would greatly increase the
likelihood of backward and forward integration of EPZs into the local economy.
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o r i t B r r 1l even if SAP is not implement
on schedule,

If the SAP reforms are not implemented on schedule, then establishing an EPZ
regime could still be feasible. The impact would be lessened, particularly on
the backward linkages to the local economy.

B. hy the Puysin Link mponent w lect

The best way to justify the Business Linkage Component as part of ZBD is to
match it against the ZBD operational testing component project criteria.

o v tential f m rable im t towar hieving the ZBD
economic growth —- r i reation, forei xchan rnin
and broadened control of the economy; or the ZBDP purpose =—- an enhanced
enabling environment for private gsector invegtment; duyring the life of the

ZBD proiject.

The Business Linkage component will have a clear and measurable impact on
broadening control of the economy. This will flow directly from enhancing the
enabling environment for investment, for both large and small businesses.
Business Linkage may also create or save jobs, which will be easily measured.

o Have strong interest and support on the part of the GOZ or the private
sector.

The GOZ, especially the MCI, has strongly endorsed the business linkage
concept. MCI, in fact, is working with UNDP on developing a business
incubator concept as another strategy.

The privatz sector has strongly endorsed the business concept.

CZI, in fact, has made it the center part of their SME development strategy.
Some factions of the IBDC, however, have in the past expressed concerns that
institutionalized racialism may prevent business linkage efforts from having a
real impact. In the opinion of the design team, institutionalized racialism
has not prevented the success of business linkage projects in South Africa,
the United States, or other countries with a long history of legal and de
facto racial discrimination. Large businesses are concerned with the
reliability of small business; this is true anywhere in the world, and is why
donor intervention to bridge the gap is warranted.

o Complement and build on other donor, NGQ, GOZ, and private sector

components that are working to the same goal or purpose.

SME projects have attracted an increasing amount of interest and funding from
the GOZ and the donor ccmmunity. USAID/Zimbabwe's strategy is focuses on
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forging business linkages between small and large firms, and rely on other
efforts to facilitate access to credit, training, and other necessary inputs.

o Complement and il n other USAID/Zim W ARP regional nd AID
components in Zimbabwe,

Business Linkage participants will benefit from the ZIMMAN project training
resources —— and if the SME construction sector training project is undertaken
by ZIMMAN, it will benefit from the Business Linkage activities.

o Complement and build on A.I.D.'s and the Mission's comparative advantages.

n voi r f mparativ i vant .

A.I.D. has long experience in fostering business linkages, and USAID/Zimbabwe
will benefit greatly from ongoing business linkage activities being undertaken
by USAIDs in Botswana, South Africa, Swaziland, and Kenya.

o Be f i iven AID/Zim we's limit financial r r .

The business linkage component will be undertaken by a contractor, with only
general oversight from USAID/Zimbabwe.

o Help the GOZ implement the SAP reforms, or assist the private_ sgector to
tak vant ft AP rtuniti n hallen

Business Linkages will help large and small firms be more competitive, and
take advantage of the SAP opportunities and challenges.

C. hy th lunteer Busin Advigor rvi m t
was Selected

The best way to evaluate the VBAS component is to match it against our
criteria for operational testing components. It comes out quite favorably, as
the following review of the more important criteria indicates.

o Have potential for measurable impact towards achieving the ZBDP goal of
economic growth —— measured by job creation, foreign exchange earnings,
and broadened control of the economy; or the ZBDP purpose —--_an enhanced
enabling envirgnment for private sector investment: during the life of the

ZBD project.

On the goal level, the VBAS component will have an impact on earnings of
foreign exchange, creating jobs, and broadening control of the productive
assets of the economy. Considering individual firms, it is possible that a
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successful assignment may accomplish none of the above —- but by increasing
firm level competitiveness and productivity, this will be accomplished at the
macroeconomic level.

On the purpose level, the VBAS component is expected to have a significant
impact on improving the enabling environment for private sector investment.
Not only will firms be helped to make investment decisions, but they will also
be more competitive and profitable businesses, and therefore better able to
attract financing, either from retained earnings, the er:tepreneurs' savings,
other shareholders, or financial institutionms.

o Have strong interest ¢nd support on the part of the GOZ or the private

sector,

The IESC component of the VBAS has strong support from the private sector, and
the direct participation of business on the Advisory Board. The ZESC concept
was proposed in a general form in the August 1990 evaluation of the IESC. The
GOZ, especially the Ministry of Industry and Commerce, strongly endorses the
ZESC idea. The IESC Advisory Board, made up entirely of businesspeople, also
strongly endorses the concept. Use of regional volunteer business advisory
services, in partlcular, IESC South Africa, is a natural extension of the
concept of using local retired executives.

o Complement and build on_other donor, NGO, GOZ, and private sector
componentg that are working to the same goal or purpose.

At least five othe. donor agencies run services patterned afte: the IESC
model. Demand for all the VBAS services greatly exceeds sucply, however.
Furthermore, IESC operates in a special niche -- more expensive services, but
more specialized or experienced assistance. Analagous to the ZESC concept,
CIDA has started its own local retired advisory service. The design team does
not see a conflict with pursuing the ZESC option, for two main reasons:
First, the demand for retiree business advisory services very likely will
exceed the capacity of the CIDA operation. This is certainly true for the
international executive services —— five donors oper. te these, and demand is
not saturated. Second, the CIDA se.. . _. - «mpl 1ented through SEDCY,
who have not to date been an effective medium for prov ‘ing responsive,
market~driven advisory services.

A for-profit agency offering retirees as consultants has been in operation in
the Harare area for over a year. The Mission is not interested in setting up
ZESC to act as unfair competition to this service. In fact, one potential
option would be to establish ZESC as a cost sharing fund that would underwrite
the costs of the commercially provided service for the target SMEs.

It should be noted that if the Phase I assessment does in fact not recommend
that Zimbabwe Business Development Project proceed with the pilot operational
stage, then the ZESC concept will be dropped.
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o Complement and build on other USAID/Zimbabwe, SARP regional, and AID/W

components in Zimbabwe,

One of the more exciting aspects of VBAS would be the support that it could
lend to facilitating the Business Linkage subcontracting and spin-off
operations. In South Africa, the local IESC program, using only local
retirees, has been modified to do just that. An IESC volunteer is acting as
ar honest broker in negotiations between a Cape Town firm and the employees of
tiie firm that wish to buy out a local installation. Another IESC volunteer is
undertaking the feasibility study to ensure that the spun-off operation will
be viable. A third party financial institution has agreed to finance 80
percent of the shares sold to the employees.

VBAS VEs could also complement the training support businesses are receiving
under ZIMMAN II, or rural based groups seeking to develop natural resource
based businesses receiving assistance under the Zimbabwe portion of the NRMS
project.

The Mission has six years of experience with IESC in managing an executive
service corps type of project. It is one of the few areas where the Mission
has demonstrated ability with a private sector project. The ZESC component
would be a fairly straightforward project to manage, easily within the
capabilities of the contract Project Manager.

o Help the GOZ implement the SAP reforms, or assist the private sector to

tak vant ft P rtuniti n llen

VBAS could well be utilized to assist the GOZ to implement the SAP reforms.
For example, IESC may be used to undertake scoping or feasibility studies in
preparation for the commercialization or privatization of parastatals -- IESC
has, in fact, received request:; of this nature.

VBAS will definitely assist the private sector to take advantage of the SAP
opportunities and challenges, by increasing their competititive edge.

D. Why the SME Survey and Analyses are Included

The GOZ, as well as donor agencies, is placing increased attention on the role
of SMEs in generating income and employment in Zimbabwe. This heightened
interest stems from the desire to generate jobs outside the existing formal
sector to help accommodate the anticipated wave of unemployed school leavers
-~ up to 300,000 a year by the end of the century -- school leavers that will
not find employment in existing formal sector businesses.
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The GOZ and donors are continuing to develop programs of support for SMEs.

The World Bank and EEC, for example, are planning new project activities
targeting credit to SMEs. Financial institutions are also interested in small
business; today's marginal small customer is tomorrow's profitable large
customer.

Assistance efforts are handicapped by the lack of up-to-date information on
informal and small-scale enterprises. Most such firms elude the standard
Governmental statistical nets and are typically unobserved. A few special
studies have provided some limited, initial glimpses of these activities in
Zimbabwe.

In brief, what is missing are data on: the number of firms, the sectors in
which they operate, location, ownership and employment characteristics,
income, linkages with each other and the formal sector, assistance received,
perceived constraints, entrepreneurial character, business history, and firm
dynamics.

This kind of data, and expert analysis of the data, would allow:

o The development of a baseline, against which the effectiveness of proposed
projects or policies can be evaluated

0 Determination of needs and constraints
o Target subsectors or geographic areas for assistance

o Design of project components and subcomponents

The data would also test certain pre-conceptions of the smail sector in
Zimbabwe; e.g., is the perceived limited number of small enterprises in
Zimbabwe due to the undercounting of such enterprises — a phenomenon that is
found in much of the world -~ or whether there are indeed relatively few small
enterprises in the country - a situation that has been found to exist, for
example, in Lesotho.

Although the baseline survey has been funded out of PD&S funds, the results
will play an integral role in the development and implementation of the SME
Analysis component, as well as the Productive Sectcor Description component.

E. Why the Productive Sector Description is Included

The specific objectives of the Productive Sector Description are as follows:

1. To provide USAID/Zimbabwe and others with current, reliable data on the
structure of formal and informal business, by sector and subsector (e.g.,
leather goods manufacture as a subsector of industry) on GDP, employment,
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tax revenue generation, regional growth, productivity, linkages, and
industrial concentration that will guide decisions by the Mission
regarding targeted assistance to the Zimbabwean private sector.

2. To inform USAID/Zimbabwe and others on the perceptions of a wide spectrum
of business owners and managers regarding constraints and opportunities
for private sector growth and development that will suggest areas of
priority for Mission strategy.

3. To provide USAID/Zimbabwe and other interested parties with the raw
material to evaluate a range of program and project options in such areas
as: (a) support for direct service delivery programs to small and micro
enterprise and to the informal sector; (b) encouragement of deregulation
and policy reform; (c) stimulation of cooperation and policy dialogue
between the private sector and the GOZ; and (d) the promotion of linkages
such as supplier contracts between large and small manufacturing firms.

4. To identify for USAID/Zimbabwe and others, an array of local institutions
that have the commitment and potential capacity to suppo.t private sector
development efforts over the longer term, and to suggest how these
institutions might be strengthened to become more effective.

This description and analysis of the structure and role of the various
industrial, primary, and service sectors of the Zimbabwean economy will be
undertaken after the GEMINI comprehensive SME survey. This will ensure a
broader data base and more in-depth knowledge on the part of the GOZ, the
Mission and others, of structural factors such as concentration or
fragmentation of certain sectors which will in turn permit a more informed
dialogue as plans for a longer-term private sector program begin to
materialize.

6.2 Social Soundness Analysis

The social soundness analyses undertaken during Project Paper development
informed and guided project design. Together with other analyses, the social
soundness analyses led the design team to drop certain components included in
the PID, and modify other components. Due to the pilot nature of the project,
the social soundness analysis presented below provides only a limited
assessment of social impact and feasibility of the present ZBD components.
Additional analyses are incorporated into Phase I assessment activities under
each operational testing component of the project. The complete analysis in
Annex 3.B will provide to the interested reader detailed background on some of
the design team's decisions in the context of the Zimbabwe socio-economic and
socio-cultural environment. A summary of this analysis follows.
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6.2.1 The Socio-Economic Context
A, rview

As a result of Government's commitment at Independence to give priority to
education, Zimbabwe's vopulation has one of the highest education levels in
Africa. Paradoxically, in making tremendous progress in educating the masses,
the GOZ is nuw faced with a severe unemployment bottleneck. The Labor Force
Survey (LSF) of 1986/87 estimst~d that one-third of the unemployed in that
year were Form IV (secondary sctiol) graduates, compared with only 11 percent
in 1982.

By all accounts, high unemployment is one of Zimbabwe's most critical
socio-economic problems. Approximately 7.2 percent of the total labor force
were unemployed in 1986-87, 16 percent if communal farmers are excluded.
Current unemployment estimates range as high as 30 percent. Nearly eight in
ten of the unemployed are concentrated in urban areas.

Black Zimbabweans comprise 95 percent of formal sector employment. For some
occupations, particularly among the professional and managerial groups, Whites
remain a significant minority.

B. Business Environment

Reactions from the business community towards the policy changes mandated by
the SAP reforms are as diverse as the business community itself. A number of
firms function profitably under the currently protected and monopolistic
economic production and distribution structures and will therefore be
reluctant to compete in a free market environment. At the other end of the
spectrum are businesses poised to take the utmost advantage of liberalized
trade policies. Firms in the textile, clothing, and footwear industries, for
example, are extremely efficient and competitive producers of current overseas
fashions. Managed by younger, more progressive and dynamic managers, these
firms are economically fit and adept at producing and selling their wares in a
competitive market. Many do not expect employee retrenchments in a
liberalized economy because they currently maintain an optimal work force. On
the contrary, as they import new equipment, some expect to hire more employees.

A politically charged issue in the current business environment is that of the
distribution of wealth. The pre-Independence concentration of economic and
decision-making power persists today. While statistics conflict on the
percentage of White- versus Black-owned businesses, it is clear that Whites
still control a disproportionate number of these firms.
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6.2.2 io—Cult ibili

A. Business Linkages

The political and economic incentives for big business to create business
linkages and sub-contract production activities to smaller, independent firms
are quite powerful. Major corporations wish to be seen as supporters of
Government's ''growth with equity'" policy by assisting smaller businesses in
breaking into new markets. A further incentive in a liberalized economy will
be the economic necessity for businesses to streamline their own operations to
face competition in the new market. The parent firm would then sub-contract
an independent firm for the service formerly provided by the in-house division.

Most likzly, early business linkage (or sub-contracting) opportunities will be
found in the manufacturing or high technology sectors. Traditionally, these
have been strongholds for White businessmen. Black-owned small enterprises
tend to be concentrated in the commercial sectors, so the project may be an
important tool to encourage indigenous businessmen to start up small-scale
manufacturing enterprises to supply large firms with items such as component
parts. Without special programs such as ZBD to encourage disadvantaged
Black-owned firms to enter into business linkages, it is likely that the
majority of successful sub-contracting agreements in Zimbabwe would bé between
White-owned firms. By definition, a pilot project cannot have an equitable
distribution of benefits. Those firms which will participate in business
linkage agreements will be trail-blazers -— those willing to take the lead.
Once A.I.D. assesses the experience gained through this project, it will be in
a stronger position to reach a wider and more equitably distributed segment of
the population.

Where a large firm has taken the decision to spin off one of its divisions, it
may wish to offer support to the division's line manager to take o.r»: the
operation as a private enterprise. Careful asssessment of the line manager's
entrepreneurial skills would be critical to the success of the new enterprise
as an excellent line manager may not necessarily make a successful
entrepreneur.

B. Export Processing Zones
(1) Incorporating a Sociological Pergpective

Detailed feasibility analyses and impact assessments should be conducted in
Phase I of the project's EPZ component. Relevant social concerns should be
incorporated into each study. A comparative analysis of EPZ experience
worldwide should include an assessment of social impacts. In designing the
policy regime, measures mitigating potentially negative social impacts should
be incorporated and indicators through which their impact can be tracked
should be specified.
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(2) Ownership Distribution

A frequent criticism of EPZ programs is that the wealth they create ends up
concentrated in the hands of a few. Experience shows that this is not
necessarily true. Creative EPZ policy frameworks developed in other countries
have in fact facilitated a broader ownership.

In short, examples of EPZ programs which have incorporated distribution
concerns can be found. The investigative surveys of Phase I might contain
case studies of worldwide EPZ program efforts to address the issue of
ownership distribution. Both successess and failures should be documented.

C. VYoluntary Business Advisory Services

This pilot project will test the effectiveness of a new Zimbabwe Executive
Service Corps (ZESC), as well as several innovations in a program such as the
current A.I.D.-funded IESC program. Faced with increased competition
reflected in the GOZ's current liberalization program, many firms will require
technical assistance on capital investment decisions, market analysis,
advertising, etc., areas in which IESC can provide experienced volunteer
executives. Hence, incentives for firms to seek IESC assistance are strong.

Based on experience, the Mission has determined that the IESC volunteer
executive program is not the best vehicle for reaching small businesses. ABLE
activities of IESC, on the other hand, have tended to support much smaller
businesses than those supported by volunteer executives. The majority of ABLE
projects implemented to date have been feasibility studies for new ventures,
while the remainder have supported existing small businesses interested in
expanding their operations. Approximately 20 ABLE projects have been
completed thus far, many of them for Black entrepreneurs. Alternatively, the
option (presented in the 1990 IESC evaluation) of finding support among local
working or retired executives sheuld be considered and tested through ZESC.

6.2.3 Gender Considerationg
A. Historical Context

Women's current status in Zimbabwean society derives from the combined
influences of traditional customs, colonial law, and post-Independence legal
reforms. The colonial state recognized two co-existing bodies of law, the
General Law applicable to all citizens and the colonial customary law
applicable only to Africans. Under colonial customary law, women were reduced
to the perpetual status of minors, entrenching their traditionally subordinate
position in the family and society.

With Independence, new legislative measures were passed aimed at removing "all
customary, social, economic and legal constraints'" that inhibited women's full
participation in the country's development. Despite these legal
breakthroughs, pre-Independence customs are still very strong and, in reality,
the great majority of women remain economically dependent on men.
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B. Women in the Work Force and Private Sector

Ninety percent of female employment in this sector is concentrated in seven
occupational groups: medical technicians, teaching, clerical, sales/shop
assistants, domestic, agriculture, and textiles. The 1981 Equal Pay for Equal
Work Regulations are rarely enforced and many women still earn lower wages
than their male counterparts.

As in most African countries, the majority of women involved in business are
found in the informal sector and women's labor predominates in communal
agriculture. Despite laws supporting equality for women, their participation
in the modern sector and, more particularly, in business has evolved
differently than that of their male counterparts.

C. Implementati trategi

Because of the added cultural traditions of male dominance, constraints to
reaching the target group and facilitating an equitable distribution of
benefits are magnified when designing strategies for reaching women.
Nevertheless, there are interventions, outlined below.

The VBAS component of the project might consider ways to encourage VBAS
Volunteers to focus on the technical and managerial needs of women. Business
linkage could place particular emphasis on identifying partnerships involving
women. To assess socio-economic impact of new jobs created by export
promotion efforts, A.I.D. could develop a monitoring and evaluation system to
determine impact on employee, household, expenditure patterns, and on
socio-economic indicators such as fertility rates, children's health and
nutrition.

6.2.4 Participants and Beneficiaries
A. Participants

For business linkages, a small group of corporate leaders and owners/operators
of emerging enterprises from Zimbabwe's manufacturing and commercial sectors
will be the primary participants. Participants in the development of export
processing zones will be leaders of GOZ ministries representing the public
sector and business leaders representing the private sector. Volunteer
executives and local client firms will participate in IESC and ZESC activities.

B. Beneficiaries

Beneficiaries of business linkage activities will most likely be established
firms in the manufacturing or high technology sectors and their small
enterprise partners. Additional beneficiaries will be the unemployed who
secure newly-created jobs when the financial position of participating firms
improves and operations expand. The ultimate beneficiaries will be the EPZ
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firms and their employees. Corporations will benefit through the full range
of EPZ incentives. The unemployed who secure much needed jobs in EPZ firms
will be obvious beneficiaries. The IESC program benefits two types of firms:
larger White-owned corporations through the Vol-unteer Executive program, and
smaller business or emerging entrepreneurs through the ABLE program. Users of
the MAPS and Small-Scale Enterprise survey results will benefit through their
enhanced capacity to more accurately target their programs.

6.3 Economic Analysis

Since Independence in 1980, Zimbabwe has made substantial achievements in the
areas of education, health, population and small holder agriculture. The
Government of Zimbabwe's equity successes, however, have not been matched by
economic growth. Since 1980, the economy has grown at an average annual ra._e
of 3.3 percent -- marginally above the estimated rate of population growth.
Accordingly, there has been no material improvement in real living standards.

During the 1980s, the economic growth depended heavily on public sector
spending. About 40 percent of growth in (DP between 1980 and 1989 emanated
from education, public administration, health, and transport.

Net investment (gross fixed capital formation less depreciation) fell from
13.5 percent of GDP at the height of the "sanctions boom" in the early 1970s,
to a low point of 1 percent during the 1987-1989 period. Since the
depreciation calculation -- 3.5 percent of the estimated capital stock —- is
extremely conservative, it is probable that the capital stock has been
declining since 1987 and possibly even longer.

The primary factors behind the inadequate rates of investment, and the
resulting sluggish performance of the economy, are inappropriate Government
policies of the past (many of these policies, of course, have already been
modified, and many more will be in the course of implementing the Structural
Adjustment Program -- this will be discussed in detail later). These
inappropriate policies, and other factors over which the GOZ has had less
control, have already been analyzed in section 3.1.1, "The Cause of the
Problem".

6.3.1 The Structural Adjustment Program

The GOZ has recently initiated a Structural Adjustment Program (SAP) which has
a primary objective of increasing the rate of economic growth in Zimbabwe.

The SAP "Framework' is a detailed, internally coherent document, and if
implemented according to schedule, will go most of the way towards changing
the policy environment favoring private sector-led economic growth.

The "Framework for Economic Reform'" has identified the key macro-economic
constraints in Zimbabwe and made provisions for the necessary policy actions
to address them over the five years of the program. Many donors, including
ourselves, have referred to it as the best such program that they have seen
from sub-Saharan Africa. Specifically, it deserves to be commended for the
following reasons.
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~ It spells out a detailed timetable for reform against which performance
can be evaluated.

- It recognizes that reform is a process, not an event.

- It recognizes that reform at the macro-economic level must be accompanied
by specific sectoral initiatives to "operationalize the package' and
produce an impact on the economy.

- It recognizes that the Government's role in the economy as a producer, a
regulator and a claimant on resources must be reduced and that controls
have been largely counter-productive.

— Through its commitment to the establishment of a fully operational Open
General Import Licensing System by 1995, the Government has implicitly
recognized the importance of a market-determined excinange rate that
provides a real incentive to exporters.

The SAP, for all its virtues, is not comprehensive. For example, thers are no
specific provisions to introduce antitrust measures to break up the monopoly
situation that exists in so many subsectors, no plans to remove the stringent
disinvestment policies, and a lack of specificity on corporate tax rats
reductions. While these omissions are important, they will not prevent the
SAP from having significant impact. Furthermore, the major players in the GOZ
and the private sector are well aware of these gaps, and steps can easily be
taken to incorporate them into the SAP.

At the time this Project Paper was written, however, the unresolved issue of
land resettlement presents the potential for a major impact on the investment
climate, as it adds significantly to country risk. Resolution of the land
resettlement issue will also undoubtedly have an impact on the financing and
implementation of the SAP.

The political will of the GOZ, at least at the highest levels, to implement
the SAP is clear. The interest and ability of the civil service to carry out
the reforms, especially the fiscal and deregulatory changes, will have to be
strengthened. The support of the ruling party officials needs to be
maintained through what will undoubtedly be a very difficult time of
adjustment.

Many factors favor Zimbabwe's ability to implement the SAP, especially when
compared with other African countries. The country's physical and human
capital is one key factor. Also, Zimbabwe begins the structural adjustment
process with a debt service ratio of about 24 percent —— quite unlike the
experience of most LDCs which, when they finally are forced into structural
adjustment, often find themselves faced with debt service ratios approaching
100 percent.

The private sector's understanding of the SAP, and its ability to respond to
the challenges and opportunities also will have to be supported. Business
confidence already seems to have turned a corner; domestic investment rates
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seem to be greatly increased in the past year. Nonetheless, special programs
will need to be developed to facilitate the transition to a competitive
economy. Firms will need to rationalize their operations and focus only on
those product lines that are most competitive. This will provide
opportunities for smaller businesses to take on the production of some of the
discarded lines. Some of these small businesses, in fact, could be started by
the redundant managers and laborers with the knowledge and experience needed
to run the cperations. With the right kind of guidance, Zimbabwean firms,
large and small, could rapidly specialize and grow more efficient.

6.4 Ingtitutional/Adminigtrative Analysis

6.4.1. Export Processing Zoneg

For the EPZ component, the three identifiable key players are the MFEPD's
Policy Analysis Unit, the ZIC, and the Ministry of Commerce and Industry. On
the private sector side, the CZI and the other business groups will play a key
role, particularly in Phases II through IV.

The MFEPD Policy Analysis Unit will take the lead in Phase I, the economic and
social feasibility analysis. This Unit has proven its capability to undertake
highly sophisticated policy analysis; it had the lead responsibility in
producing the highly acclaimed SAP Policy Framework document. The Unit is
more than capable of helping guide the work done in Phase I, absorbing the
results, and making recommendations.

If Phase I is positive, and EPZs have been fully accepted as a policy
instrument on the part of the G0Z, then the ZIC will take the lead in
implementation, from the public sector viewpoint. The ZIC has begun to build
its strength in investment analysis and promotional activities, and the EPZ
component will provide specialized assistance where and when necessary. It
should be noted that, even now, the ZIC staff are recognized as higbly
competent and efficient.

The Ministry of Commerce and Industry's role is less defined, but as the lead
ministry for ZBDP, and one with a great interest in the success of the EPZs,
their guidance and input will prove invaluable to this component. The
Permanent Secretary and the Under Secretary (Planning and Policy) are expected
to take a particularly strong role. Both individuals are experienced,
dedicated civil servants with a long track record of successful collaboration
with donors, including USAID.

6.4.2. Businegs Linkage

Because an analysis of the appropriate institution to house the Business
Linkage component is part of Phase I of the implementation process, an
institutional analysis of this component is premature.
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6.4.3 Zi \ tiv rvi E

Because an analysis of the appropriate institution to house the ZESC component
is part of Phase I of the implementation process, an institutional analysis of
this component is premature.

6.4.4. Analytical Research Components

The analyses and data bases of the analytical research components will be used
and maintained by USAID/Zimbabwe. Other institutions, however, particularly
Government ministries and the private business associations, have expressed
strong interest in "ownership" of the results. Although dissemination of the
results is not a specific goal of ZBDP, USAID/Zimbabwe will make every effort
to do so. Because the ZBD purpose or goal is not dependent on the
institutional capability of the recipient organizations, an institutional
analysis is not required.

6.5 Financial Analysisg

Refer to self-explanatory Financial Tables in Annex 3.E.
7. ndition venants and Negotiating Status

7.1 Conditions Precedent to Initial Disburgement

Prior to the first disbursement, or the issuance by USAID of documentation
pursuant to which disbursements will be made, the Grantee shall furnish, in
form and substance satisfactory to USAID, a statement of the name of the
person holding or acting in the name of the Grantee, and of any additional
representatives, together with a specimen signature of each person specified
in such statement.

7.2 Conditions Precedent to Dishursement of Funds under the Export

Pr ing Zon E m nt

7.2.1 (Condition Precedent to Phase II

Prior to the disbursement of funds, or the issuance by USAID of documentation
pursuant to which disbursement will be made for Phase II of the EPZ component,
the Grantee shall furnish documentation, in form and substance satisfactory to
USAID, that it has established and designated an official EPZ working group
which shall have the responsibility for implementation of the EP2Z program,
including the development and drafting of legislation, procedures and
regulations.
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7.2.2 Condition Precedent to Phage III

Prior to the disbursement of funds, or the issuance by USAID of documentation
pursuant to which disbursement will be made for Phase III of the EPZ
component, the Grantee shall furnish evidence that Parliament has passed EPZ
enabling legislation satisfactory to USAID Mission to Zimbabwe.
Alternatively, the Grantee may furnish evidence that the President of
Zimbabwe, through Presidential decree, created the equivalent of EPZ enabling
legislation, in form and substance satisfactory to USAID Mission to Zimbabwe.

7.3 Notification

When USAID has determined that the conditions precedent specified above have
been met, USAID will promptly so notify the Grantee.

7.4 Negotiating Status

The aforementioned conditions precedent have been discussed with the
Ministries of Finance, Economic Planning and Development, as well as Industry
and Commerce, who have agreed with them in both form and content.
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Endnotes:

l. A strong case can be made that Zimbabwe is in fact over-industrialized;
the cumulative impact of sanctions which forced widespread import
substitution, and subsequent policies of control and protection, have
continued to encourage inefficient import substituting industrialization.

2. The few far-sighted Rhodesian firms that trained and developed Black
managers were far less affected by White emigration and the military call-ups.

3. Since 1983 the GOZ has introduced certain export incentives, such as the
Export Revolving Fund, that have had genuine but limited successes. The
consensus for change that appeared to emerge around 1988 recognized that the
"band aid" approaches were not enough and that fundamental reform was

necessary.
4. See the SAP Policy Matrix.

5. The constitutional amendment does not limit its definition of property
that can be acquired by the GOZ in the national interest to commercial
farmland; in principle, all property, including intellectual property, is fair
game for acquisition by the Government according to the new rules of the game.

6. Some of these factors discouraging investment are anaiyzed in greater
depth in section 2.2, "Zimbabwe's Evolving Ecunomic and Policy Environment,"

7. One indication of the overvalued nature of the Zimbabwe dollar is its
value on the parallel market -- roughly Zim $1.00 equals US $0.20, slightly
more than half of the official rate of about Zim $1.00 equals US $0.33.

8. In Zimbabwe, parastatals are firms specifically incorporated as
parastatals under special law —- just because the GOZ owns some fraction of
the shareholder's equity of a firm does not make it a parastatal., Many firms
with substantial state ownership, even control, are allowed to operate on a
relatively commercial basis and are profitable.

9. In Zimbabwe, much economic growth has been in capital-intensive industries
controlled by the same narrow group of entrepreneurs. Operating under massive
protection, these enterprises have neither created many jobs, earned (or
saved) foreign exchange, nor broadened control of productive assets of the
economy.,

10. Joint Purchasing arrangements will not be directly supported by the ZBD
Business Linkage component.

11. Although ancillary to this project, an important spinoff of this increased
understanding of the private sector will prove invaluable in the process of
developing, refining, and implementing USAID/Zimbabwe private sector strategy.
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12. SME, as used in this Project Paper, includes both formal and informal
small enterpriscs.,

13. MAPS, '"Manual for Action in the Private Sector', is described in Annex
Four.
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FOR THE MISSION TC ENGAGE IN PILOT LEVEL ACIIVITIES,

CUIDANCES

Ae TTCHNICAL ANALYSIS OF rEOPOSED INTFRVENTIONS. THE
ECPR, WITE CONCZURIENCE OF THE MISSION TEPIESNTATIVE,
CONCLUDZD TEAT THYIS SYIULD S A PILOT ACTIVIIY AND IHAT
THZ PP SYOULD CONTAIN AN APPIOPRIATE AVALYTICAY BASTS,
CAST SHOULD ®E TA‘EN TYAT THL FULL EXTZaT OF I-.
MISSTON 'S KNOWLEDZCT OF A PARIICJLAR 3UPSSCTOS Is
REFLECTED I% THE FP, IN AODITION THE PKOJECT PAPFR
SHOULD JUTLINZ THZ VARIOJS STAGES OF EACH PILOT ACTIVITY
AN DISCUSS THE DPHASING OF TIESE STAGES. TH: pp SHIYLD
ALSC CONSIDER HO4 MANY OF THE PRCPOSED ACTIVITIES THE
MIZSION HAS THE CAPACITY To IMPLEYENT SHOULD THE
ANALYSES INDICATE THAT ALL ARE WORTH PURSYUING.

IT SOYT PORTIIN OF THE PSOJECT CONSISTS or 4 S5“RIZS OF
TO-BE~-DETEIMINED SJ2-ACTIVITIES, THT Pr COULD tEET
SETTION 611¢A) (1) REQUIKZ 1iNTS FOR ADEQUATZ PLANNING BY
ESTABLISHING CRITERIA FOR SUBACTIVITY SELECTIDN (AND

SXPLAINING HO4 THZY WILL RESULT IN ACHIEVIMEINT OF
PRCJECT PURPOST), ESTABLISHING P#0CEDY®TES ©p3
SUSACTIVITY SELECTION AND RIVIZW, AND LISTING
TLLUSTRATIVE SUB-ACTIVITIZS, COSTED OUT, Al LEAST
TOTALING THE SARMARYED AMOUNT., THIS USE OF CRITERIA MAY
BE ESPECTALLY APPROPRIATE FOR THE STUDIES COMFONENT OF
THT PROJECT, TO EN3IURE TAAT 611(A)(1) ADZQUATE PLANNING
RECUIREMENTS ARE MPT, IT IS IMPORTANT THAT THE RLA BE
INVOLVED TARLY IN PROJECT VISIGN,

THT PP SHOULD ALSC EXAMIVE WHETHE® THERE ARE ANY SECTIDN
611(A)(2) ISSUES. 611(4)(2) PROVIDES THAT IF THER: Ak
ANY LESISIATIVE CHANZES WHICE ALE NEZCESSARY FOR ORDZRLY
ACCOMPLISHMENT OF THE PROJZCT PURPOSE, AID JUST HAVE A
REASONABLT EASIS (WITH SUPPORTING FACTS) FOR CONCLODING,
PRTC0R TO OBLIGATICN, THAT Tuc CHANGES WILL B:
ACCOMPLISHED IN TIMS FOx ORDZRLY ACHEIVEMEWT CF THE
PROJECT PURPOSE., RESTRUCTURING TME PROJECT AS A PILOT
ACTIVITY, AS DESCRIBED ABOVE, MAY SUBSTANTIALLY REDUCE
THE LIKELIHOOD OF 611(A)(2) PIOBLEMS.

51, DECHNICAL ASALYSIS OF RSJECTED INTZAVENTIONS. THE
PI2 PROPOSZS THAT PROJSCT ACTIVITIES FOCUS ON S4ALL
BUSINESS DEVELOPMENT IN THE (URBAN) MANUFACTURING 5TCTOR
AN QT THY ITIVENT DROVITION TN/BY LARAFR CoMPAiIAC.
JHTLT T ID PRIZENTS R CLER MATROZCONOSIC AT SOCIAL
SATIONALS P07 THF SRIPISE) TMPUAIT3 (I.4. Jom S2TRTION)
IT DOT3 KOT HTSCUSS EXBLTCTTLY WEAT OTHER TNVZSTRMENTS In
ol ry STB-SECTORS WERE CONIDFRS, AVD :2J3CTEg.  po:
TYAMPLE, HOULD T4VISTMENTS IN RURAu-BASES AGS1USTAESSES

2/¢ UNCLASSIFIED STATE  418437/42
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HAYE A SIGNIFICANTLY LOWER COST/BENEFIT RATIO? WOULD
INVESTMENT IN THE TOURISM SECTOR GENERATE LESS JOB3S? IN
SETTING THE ECONOMIC FRAMEWORF IN THE PROJECT PAPER, THT
MISSION SHOULD PRESENT A TULL RATIONALE FOR TH<Z PROPOSED
FOCUS.

Co TFUTIRE ACTIVITIES, THF MISSICN WAS ENCOURAGED TO
UNJERTAXE THE INITIAL MAPS AND GEMINI SURYEY A3 S00N AS
POSSTBLE, THIS T©XFRCISE SHOULD ASSIST THE MISSTON Ty
JOFNTIFVING YEELEY 3TCTO: STUOICSS, WYICH IN TURy 5..C20Lc
REVIAL THE LINDS CF INSTIIUZIONAL DYNAMIC STULIES THaT
4R NTES5ED,

4. THZ FOLLOVING ISIUES 4E:F RESCLVED PRICR TO 7ur =C?2
MIETING AND 1I5SIO0N AGKFEY T GUIDANCE F=0P03P0; '

As PARTICIZATION OF KOST COUNTRY ENTITIES., T HAS
APPARENT ®20M DISCUSSIONS WITH TA4E MISSION
REPRISENTATIVE THAT THS PID KAD EEEN DIVELOPED WITY 4
GRTAT DTAL OF PARTICIPATION BY GOVIINMEINT AND THE
PPIVATE SSCTOF. THE ECPR INCOURAGED THE MISSION T3 TAZE
THIS PARTICIPATORY P20CFS3 ONE STEP FURTHER BY
FATILITATING TO THE EXTONT POSSI3LE, THE PASTICIPALIION,
AND M2RZ TMP0°TANTLY, THE LZADERSATE OF GRANIEES AND
ATVIFICTARIZS [N THE CONCIPTIALIZATION, DiSIGN AND
"MPLEMENTATION OF PROJECT ACTIVITIES. THE MISSION IS
SPECIFICALLY REQUESTED T) INCLUDZ IN THE PP UNJER ZACY
PROJECT ACTIVITY, AN ANALYSIS OF TnZ ADMINISTRATIVE AND
OUTREACYH CAPABILITY OF THE ENTITY (GOVERNMENT PRIVATS
SSCTOR, OR NONGOVETNMENTAL O:GANIZATION) RZ52045ISLF FOx
FAVAGINT THE ACTIVITY. 1IN AOCDITION, THE DISCUSSION
SHOULD INDICATE WHICH SYALL BUSIVESS ORGANIZATTIONS ATLL
PARTICIPATE IN THE PROCESS, AND HOW THLY WILL BE ABLE TO

2/1 JNCLASSIFIED STATZ 412437/27
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UNGLAY SECTTON r 84 STATE 418437
’ ' ‘ Annex I.B:

PARTICIPATE. FOR EXAMPLE, WILL INDIVIDUAL GRANTEES Page 5 of 8
PROMOTE SEMINARS ’ WORKSHOPS, ETC.? '

3. LAUTEVBTRG, TY4% LAUTENBERS AMENDMENT PROMIBITS TYr
USE OF PROJECT FUXDS QUOTE TO PROCJRES DIRECTLY
FEAST3TLITY STUDIFES OR PRETEASISILITY STUVIZS F0R, O3
PROJECT PRIFILES OF POIZNTIAL INVESTMENT IN, T:E
MANUFACTURE UNQUOTE OF CERTAILN COMMODITIES FOR EXPCRT To
TI= U.S. OR TO THIRD COUNTXITS IN COMPTTITION 4ITY I,S,
FXT0T5, I ALSO PRCHIEITS J3S: of THESE FyXDS U0OTE 70
ASSIST DIRECTLY IN TAE %3TABLISHYENT OF FACILITIES
SPICIFICALLY DESICEZD FOR Tar JANUEACTCRZ UNDUOTZ oF
SUTT TOMMOOTTIZS.  THUS, T-SRD OARS SCVERAL PaRTS T2 [HE
LAUTEN3ZRG TEST THT TYPI OF ACTIVITY (2.3, FZASIBILITY
STHDY) ASSTSTANCI AS DIFCCT O% INJOIRECT, CORMODIIY, AND
Y2227 TMPACT,  WHILE THT PIJ JIES NOT GIVE DZTATLS
PICARDING THESS LAST THRSE I23TS, CEATAIN OF THE TY?zZS
C® ACTTIVITIES SUGGEST THAT FJURTHER EXAMINATION UNDZR
LAUTZINAERG YAY BE NECSSSARY. THE3E INCLUDE, WITHQUT
LIMITATION (1) THE JOINT VENTURZ PROMOTION COMPONENT,
AITCH ANTICIPATES THAT ITS ASSISTANCE WILL RESULT 1IN
SICNIFICANT NZd INVESTMENT IN PRODUCTION £0 EAPORT, AND
(2) THE COMPONENTS ESTABLISYING 4 SMALL BUSINESS

IV TJ3ATOR 4ND TXPORT 2R0CISSING 2°8E., IS T2 INTENT
CEtT TZDA TISFLY FINANCE TVE FEASTEILIIY ANALYIES AND
ATO FINANCE ONLY T4E COMPREHENSIVE SURVEY OF EXISTING
SMALL BUSINESSES? BECAUSE THESE TESTS ARE COMPLICATED,
IT IS IMPORTANT THAT THE RLA BE INVOLVFD IN THIS
PULSTION AT AN EZARLY POINT IN PP DESIGN, T3 HELP Tag PP

SI¥PLIFY APPLICATION OF LAUITCNBZAZ AS MUCYH &S ?J3518LE,

Co TUNDRAISING ACTIVITIES. THE PP SHOULD ESSYJRE THAT
THT PROPOSEID ASSISTANCE TJ CZI FOR FUNDRAISInG FOR 2=DA
STAY WITH.N THE Z{CEPTION, STT FORTH IN OM3’3 NOV. 18,
1938 LETTS®’ T) CIRCULAR A-122°S DISALLOYANCE ©OF
YUNDRAISING COSTS. THIS EXCEFTION IS THAT UNDER Hz 12
A.T.D, MAY FINANCE THE COSTS 9F TA T AND TRAINING OF
INDIGENJUS OVERSEAS ORGASIZATIONS IN THZ METHOUS AND
TECHNTQUES OF FUND2AISING' TO INCREASE THEZ IR
CAPARILITIZS TO RAISE CAPITAL, THRCJUGH MEITHONS SUCH A
SEMINARS AND WOR-SHOPS IN FUNDRATSING TECHNIQU:ZS,
ASSISTANCE IN PRODPCSAL WARITING, AND ADVICE OV THE
FUWDRAISING I¥DUSTRY IN GENERAL, INCLYUDINZ METHODS Of
STLECTINT PITENTIAL DONO23S, PRESENTINZ 230POSALS TO 3SUCH
DOMORS AND CONTRACTING WITH FUNDRAISING AGENTS. A COPY
OF THIS LETTER WAS GIVEN TO USAID/HARARE -PDO. MISSION
SHOULD ALSO CONSULT WITH RLA ON THIS POINT EAXLY IN pP
DEVELOPMENT.

Ds GENDER ISSUES, THE MISSION HAS SUBMITTED A SOW FuRr
A TENDER SP?ECIALIST T7 PIRFORM 4 SOCIAL SOUNDN =SS
ANITYSTS AS PA2T 99 742 9203007 DA2IZ DESIN. N
BOTTTINY THT MYSSTON AND PPC/.ID KAVE WCRTED T4l A
TEVIIR-3PTCIALTST WILL ASSIS™ I4 —ic °?0FCED "MAL.
STALT TNTER2275Z 3URVEY,

e FUTURZ 273 FUNDING LIVZL5. LANGUAGE IN THL 2ID

2/4 UNCLASSIFIED STATE 41¢4437/33
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SUGGESTS THAT THE 0YB FOR THE BILATERAY PROGRAJ IN
ZIVBABWE WILL BE INCREASED IF THE GRZ SUCCESSFULLY
TMPLEMENTS POLICY REFORM MEASURES. THE ECPR R:IMINDED
THE MTSSION T=AT ¥O DECISIONS IN THIS REGARD HAVE BE:zN
TAYEN. STAVDING FROGRAM GJIDANCE REMAINS VALID,.
THEREFORE, CART SHOULD BE TAx:N THAT T#Z #rOJECT NOT BE
DEPENDENT YPON AN INCREASED CYB OR A LARGE NPA FOLLOX-ON
EFSORT,

Fe MHCST COUNTRY CONTRISUTION, s9E FP SHOULD INCLUDT A
DETATLED B8UDSET FOR THE 25 PERCENT HOST COUNTRY
CONTRIBJTICY y4ICH DETAILS WHAT THI HOST COUNTRY WTIL
CONTRIPUTI. NIW AUIDANZE 9N 037 COUNTRY ZONTRISBUTIONS
TS CIRCULATING FOR CLEARANCE. ThT GUIDANCI I> LIATLY TO
3T TAIRLY RISID A32UT ALLOWASLE =037 COUNTRY
TONTRIBITIONS AND MONTTLRTHG THZIR REC:IPI, T
PAPER SHOJLD ALSO CONTAIN A DISCUSSION OF BrOJ
“ATAGEMENT SYSTEMS FOR MONITORING COUNTERPART

e
<CT

-

?33JECT

CONTRIBUTIONS SINCE THEY ARE LIKELY TO COME FROM A
/ARITTY OF SOURCES,., THE HOST COUNTRY CONTRIRUTION
"ONTAINED OX THE TACE SYEET FALLS SLISHTLY SYORT 9F 25
JESCENT OF THT TOTAL PROJECT COST, ANI SHOULD 3F RAISED
(O EQUAL 23 PzRCeNT,

‘e PROJZCT “ANAGEYENT. THE ECPx SUPPOSTED THE MISSION'S
'ROPOSAL THAZ A SARP-FUNDED 3USINESS ADVISOR P3C MANAGE
'ROJECT ACTIVITIES., THIS IS BASED ON THZ ASSUMPTION
HAT THE PSC WILL SPEND MORE THAN 58 PFRCENT OF HIS/HER
I"E ON ACTIVITIES THAT ARZ NN TxT SA2T QUOTZ PROGRAYME
'F ACTION UNQUOTE. TO MEIET THE STATUATORY TERMS OF THE
ARP TARMAIK THAT EAXMARCED FUNDS 3% USED F2R QUITE
CTVITIES SUPPORTED BY SADCC UNQUOTE EARMARKL-FJNDED

3/ INCLASSTFIF) STATE 4ig¢37/23
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ACTIVITIES HAVE ESSENTIALLY HAD TO BE ON THE SADCC QUOTE  Annex I.B.
PROGRAMME OF ACTION UNQUOTE. WHILE, GIVEN THE PILOT Page 7 of 8

NATURE OF THIS EFFORT WE EJXPECT THAT THE pSC WILL BE 1IN
THT BEST POSITION TO IDENTIFY POTENTIAL SUCCESSES FOR
RE-IONAL REPLICATION, THIS WJULD NOT CUALIFY THYE ESC FOR
SARP FUNDING,

H, IEE, THE PID DISCUSSION OF THE IECOMMENDED
ENVIRONMENTAL THRESHOLD D=CISIOAS CONTAINS TWO
COVTRADICTORY POINTS. (1) IT STATES, INCIOFRECTLY, TH4T
%Y SIGNING THE FID TACESHEET, THE MISSTON DIRECTCR
TOICURS IV A NEGATIVE DTERAINATION, WITHOUT AnY
SUFP0RTING NARFATIVE, AND (2) 1T THEN STATES THAT AN IEC
ATLL BE CONDUCTED DUYRING 21 DESIGN, IMPLICITLY
REQVESTING A DEFTRRAL OF THZI 17D UNTIL THZ rP S5TAGT, Iy
ORTIR FOR AN IEE TO 3% APPRIVED, THf AISSION MUST Sug9IT
TH: COMPLETED IEE, WITH SUPFORIING NARRATIVE, TO T4z
SUZCAU 'S ZNVIRONYINTAL OFFICSR. THE MI>SSION ASEEED TO
STND IN AN IEE REQUESTING A CATEGORICAL EXCLUSION -FCR TA
AND TRAINING., IF ANY PORTION MUST BE DEFERRED (FOR
INSTANCE, IF THE PROJECT WILL INCLUDE ASSISTANCE TO THEZ
PHYSTCAL PART OF THE BUSINESS INCUBATORS), IT SHOULD
TOXTAIN A RIQUIS™ FOR A DEFZ3®AL FOR TrhAT PORTION, WITH
A SUPP0ITING EXPLANATIOR ASD ANTICIPATED TINMZ (PFIOR TO
PP FINALIZATION) WHEN THAT PART CF THE IEE WILL BE
SUSMITTED, DETEIMINATION., 1IN ORJER FOR AN IIE TO BE
APPROVED, THE MISSION MUST SUBMIT THE COMPLETED IIE TO
THE BUREAU ‘S ENVIRONMENTAL OFFIC:R. THE MISSION AGREED
TO SEND IN AN IEE RFQUESTINGZ A CATESGORICAL EXCLUSION.

Te GRAY AMENDMENT CONSIUERATIONI, WSTILE T4 2Iu
INCICATED THAT FI=™S ILIGIELZ FOR PREFEKENTIAL

CONSTDERATION UNDER GRAY AMENDMENT PROVISICNS 4ILL ZE

TN TIURAGED TD 9ARTICIPATE IN ¥AOJICT PArER DISISN AND IN
SUZSZQUENT PROJECT IMPLEMENTATION ACTIVITIES, ThE
“ISSTON IS RTMINDZID THAT THE INVOLVMENT OF U.S.
DISADVANTAGED ENTERPRISES IN THE DESIAN AND
IMPLEMENTATION OF USAID/ZIMBABWE ACTIVITIES OVER THE
PAST SEVERAL YEARS YAS 3EEN, AT BEST, MINIMAL. THIS
PRCOJECT AFFORDS THZ MISSION WIIE AN OPPORTUNITY IO
TMPROVE ITS PERFORMANCE ON 5FRAY AMENDMENT CONTRACTIN T,

TN ADDITION, A.T.D. IS REQUIRED TO INCLUDE I~ ANY
TONTRACT IN EXCESS 97 $533,422 (UJLESS THE PRIME
CONTRACTOR IS ALKZADY A DISADVANTAGED ENTERPRISE), A
PROVISION REQUIRING THAT NOT LESS THAN TEN PERCENT OF
THT DOLLAR VALJE OF THE CONTRACT BE SUBCONTRACTED TO
DISADVANTAGED ENTERPRISES.

AF? MINORITY/SMALL BUSINESS ADVISOR WILL 5E HAPPY TO
PROVIOE MISSION WITH NAMES OV DISADVANTAGED ZNTERPHISSS
THAT POSSESS THr ZX2%RTTSE T PARTICIPATE IN EITHER
PTSIGN DR IMPLTMSNTATIOY IF ThI, ACTIVI®:,

To THE ELDZ UNDTZTTI0D (2. 25) muprm 7y INTENT WAS ™)

CFLIGATT FUYNDS wITH Ti% GOJ &ND IC COMMIT (NOT MQELIZATET)
TY"M THUR0UGH DIREC™ A.TI.0. CoariAlT,

4/4 UNCLASSIFIED SIATE 41C437/34
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X, SOME ELEMENTS OF THE MAPS SCCPE OF WORK (ANNEX B)
READ AS IF THEY ARE MO3IF APPROPRIATE FOR PD AND S,
FATHER THAN PROJECT, FUNDING, IN THAT THEY ARE FRAMED IN
TEeMS OF PIOVIDING ASSISTANCE TO A.I.D. IN MEETING 175
"WN PLANNING AND ANALYTICAL REQUIRMENTS, RATHER THAN
ASSISTANCE TO 7ZIMBABWE, THI LXPR SUGZISTS THAT ThZ SOW
3T REFRAMED TO MAKE IT APPROPRIATE FOR PROJECT FUNDING.

Se SUBJECT TO THE GUIDANCE CCNTAINED HEKEIN, NMISSION
AUTHOSRITY TC APPROVE THE PP AND AUTHORTZE Th: PRCJz=Cr
PEY DOA 571 I3 HEZERY CONTIRMTD. PLEasT SIND 22:/20) A
TJO7Y JQF THZ PP, THE PROJECT AUTYIRTIATIION AND SURPORTING
LOTUMENTS (INCLUDING ACTICN NME.CRANDUM AND MISSION
TTSUES PAPER FOR ECPI-TYPE REVIEW) UPON COvPLETION, PpC2
I STON SCHEDULE, WE ANTICIPAIE SC:IPT OF JOCIMENZA TION
IN FIBRUARY 1391, BAKER

BT

42437

NNNY
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5C(1) - COUNTRY CHECKLIST

Listed below are statutory criteria

applicable to the eligibility of countries to
receive the following cate¢ories of assistance:
(A) both Development Assistance and Economic
Support Funds; (B) Development Assistance
funds only; or (C) Economic Support Funds

only.

COUNTRY ELIGIBILITY CRITERIA APPLICABLE TO
BOTH DEVELOPMENT ASSISTANCE AND ECONOMIC
“TMDORT FUND ASSISTANCE

1. Narcotics

a. Negative certification (FY
1991 Appropriations Act Sec. 559(b)): Has
the President certified to the Congress
that the government of the recipient
country is failing to take adequate
measures to prevent narcotic drugs or
other controlled substances which are
cultivated, produced or processed
illicitly, in whole or in part, in such
country or]transported through such
country, from being sold illegally within
the jurisdiction of such country to United
States Government personnel or their
dependents or from entering the United
States unlawfully?

b. Positive certification (Faa
Sec. 481(h)). (This provision applies to
assistance of any kind provided by grant,
sale, loan, lease, credit, guaranty, or
insurance, except assistance from the
Child Survival Fund or relating to
international narcotics control, disaster
and refugee relief, narcotics education
and awareness, or the provision of food or
medicine.) If the recipient is a "major
illicit drug producing country" (defined
as a country producing during a fiscal
Year at least five metric tons of opium or
500 metric tons of coca or marijuana) or a
"major drug-transit country" (defined as a
country that is a significant direct

No

N/A

Annex I.C
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source of illicit drugs significantly
affecting the United States, through which
such drugs are transported, or through
which significant sums of drug-related
profits are laundered with the knowledge
or complicity of the government):

(1) does the country have
in place a bilateral narcotics agreement
with the United States, or a multilateral
narcotics agreement?

(2) has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR) determined
and certified to the Congress (without
Congressional enactment, within 45 days of
continuous session, of a resolution
disappreving such a certification), or has
the President determined and certified to
the Congress on any other date (with
enactment by Congress of a resolution
approving such certification), that (a)
during the previous Year the country has
cooperated fully with the United States or
taken adequate steps on its own to satisfy
the goals agreed to in a bilateral
narcotics agreement with the United States
or in a multilateral agreement, to prevent
illicit drugs produced or processed in or
transported through such country from
being transported into the United States,
to prevent anda punish drug profit
laundering in the country, and to prevent
and punish bribery and other forms of
public corruption which facilitate
production or shipment of illicit drugs or
discourage prosecution of such acts, or
that (b) the vital national interests of
the United States require the provision of
such assistance?

C. Government Policy (1986
Anti-Drug Abuse Act of 1986 Sec. 2013(b)). N/A
(This section applies to the same
categories of assistance subject to the
restrictions in FAA Sec. 481(h), above.)
If recipient country is a "major illicit
drug producing country" or "major
drug-transit country” (as defined for the
purpose of FAA Sec 481(h)), has the
President submitted a report to Congress

Annex I.C
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listing such country as one: (a) which,
as a matter of government policy,
encourages or facilitates the production
or distribution of illicit drugs; (b) in
which any senior official of the
government engages in, encourages, or
facilitates the production or distribution
of illegal drugs; (c) in which any member
of a U.S. Government agency has suffered
or been threatened with violence inflicted
by or with the complicity of any
government officer; or (d) which fails to
provide reasonable cooperation to lawful
activities of U.S. drug enforcement
agents, unless the President has provided
the required certification to Congress
pertaining to U.S. national interests and
the drug control and criminal prosecution
efforts of that country?

2. 1Indebtedness to U.8. citizens
(FAA Sec. 620(c): 1If assistance is to a
government, is the government indebted to
any U.S. citizen for goods or services
furnished or ordered where: (a) such
citizen has exhausted available legal
remedies, (b) the debt is not denied or
contested by such government, or (c) the
indebtedness arises under an unconditional
qgquaranty of payment given by such
government or controlled entity?

3. #8eizure of U.8. Property (FAA
Sec. 620(e)(1)): If assistance is to a
government, has it (including any
government agencies or subdivisions) taken
any action which has the effect of
nationalizing, expropriating, or otherwise
seizing ownership or control of property
of U.S. citizens or entities beneficially
owned by them without taking steps to
discharge its obligations toward such
citizens or entities?

4. Communist countries (FAA Secs.
620(a), 620(f), 620D; FY 1991
Appropriations Act Secs. 512, 545): 1Is
recipient country a Communist country? If
so, has the President: (a) determined
that assistance to the country is vital to
the security of the United States, that
the recipient country is not controlled by

No

No

No
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the international Communist conspiracy,
and that such assistance will further
promote the independence of the recipient
country from international communism, or
(b) removed a country from applicable
restrictions on assistance to communist
countries upon a determination and report
to Congress that such action is important
to the national interest of the United
States? Will assistance be provided
either directly or indirectly to Angola,
Cambodia, Cuba, Iraq, Libya, Vietnam, Iran
or Syria? Will assistance be provided to
Afghanistan without a certification, or
will assistance be provided inside
Afghanistan through the Soviet-controlled
government of Afghanistan?

5. Mob Action (FAA Sec. 620(j)): No
Has the country permitted, or failed to
take adequate measures to prevent, damage
or destruction by mob action of U.Ss.
property?

6. OPIC Investment Guaranty (FAA
Sec. 620(1)): Has the country failed to Yes
enter into an investment guaranty
agreenent with OPIC?

7. Beizure of U.8. Fishing Vessels
(FAA Sec. 620(0); Fishermen's Protective No
Act of 1967 (as amended) Sec. 5): (a) Has
the country seized, or imposed any penalty
or sanction against, any U.S. fishing
vessel because of fishing activities in
international waters? (b) 1If so, has any
deduction required by the Fishermen's
Protective Act been made?

8. Loan Default (FAA Sec. 620(q);
FY 1991 Appropriations Act Sec. 518
(Brooke Amendment)): (a) Has the No
government of the recipient country been
in default for more than six months on
interest or principal of any loan to the
country under the FAA? (b) Has the
country been in default for more than one No
year or interest or principal or any U.S.
loan under a program for which the FY 1990
Appropriations Act appropriates funds?



9. Military Bquipment (FAA Sec.
620(s)): If contemplated assistance is
development loan or to come from Economic
Support Fund, has the Administrator taken
into account the percentage of the
country's budget and amount of the
country's foreign exchange or other
resources spent on military equipment?
(Reference may be made to the annual
"Taking Into Consideration" memo: "Yes,
taken into account by the Administrator at
time of approval of Agency OYB." This
approval by the Administrator of the
Operational Year Budget can be the basis
for an affirmative answer during the
fiscal year unless significant changes in
circumstances occur.)

10. Dipicmatic Relations with U.8.
(FAA Sec. 620(t)): Has the country
severed diplomatic relations with the
United States? 1If so, have relations been
resumed and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

11. ©U.N. Obligations (FAA Sec.
620(u)): What is the payment status of
the country's U.N. obligations? If the
country is in arrears, were such
arrearages taken into account by the
A.I.D. Administrator in determining the
current A.I.D. Operational Year Budget?
(Reference may be made to the "Taking into
Consideration" memo.)

12. International Terrorism

a. Banctuary and support (FY
1991 Appropriations Act Sec. 556; FAA
Sec. 620A): Has the country been
determined by the President to: (a) grant
sanctuary from prosecution to any
individual or group which has committed an
act of international terrorism, or (b)
otherwise support international terrorism,
unless the President has waived this
restriction on grounds of national
security or for humanitarian reasons?

Annex I.C
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N/A

No

dimbabwe,s UN
obligations are
fully paid.

No

No



b. Airport Security (ISDCA of
1985 Sec. 552(b). Has the Secretary of
State determined that the country is a
high terrorist threat country after the
Secretary of Transportation has
determined, pursuant to section 1115(e) (2)
of the Federal Aviation Act of 1958, that
an airport in the country does not
maintain and administer effective security
measures?

13. Discrimination (FAA Sec.
666(b)): Does the country object, on the
basis of race, religion, national origin
or sex, to the presence of any officer or
employee of the U.S. who is present in
such country to carry out economic
development programs under the FAA?

14. Nuclear Technology (FAA Secs.
669, 670): Has the country, after August
3, 1877, delivered to any other country or
received nuclear enrichment or
reprocessing equipment, materials, or
technology, without specified arrangements
or safeguards, and without special
certification by the President? Has it
transferred a nuclear explosive device to
a non-nuclear weapon state, or if such a
state, either received or detonated a
nuclear explosive device? If the country
is a non-nuclear weapon state, has it, on
or after August 8, 1985, exported (or
attempted to export) illegally from the
United States any material, equipment, or
technology which would contribute
significartly to the ability of a country
to manufa-'..-re a nuclear explosive device?
(FAA Sec. _.0E permits a special waiver of
Sec. 669 for Pakistan.)

15. Algiers Meeting (ISDCA of 1981,

Sec. 720): Was the country represented at

Meeting of Ministers of Foreign

airs and Heads of ‘Delegations of the
Non-Aligned Countries to the 36th General
Assembly of the U.N. on Sept. 25 and 28,
1981, and did it fail to disassociate
itself from the communique issued? If so,
has the President taken it into account?
(Reference may be made to the "Taking into
Consideration" memo.)
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the time of approval of
the Agency OYB.



16. Military Coup (FY 1991
Appropriations Act Sec. 513): Has the
duly elected Head of Government of the
country been deposed by military coup or
decree? If assistance has been
terminated, has the President notified
Congress that a democratically elected
government has taken office prior to the
resumption of assistance?

17. Refugee Cooperation (FY 1991
Appropriations Act Sec. 539): Does the
recipient country fully cooperate with the
international refugee assistance
organizations, the United States, and
other governments in facilitating lasting
solutions to refugee situations, including
resettlement without respect to race, sex,
religion, or national origin?

18. Exploitation of Children (FY
1991 Appropriations Act Sec. 599D,
amending FAA Sec. 116): Does the
recipient government fail to take
appropriate and adequate measures, within
its means, to protect children from
exploitation, abuse or forced conscription
into military or paramilitary services?

COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO DEVELOPMENT ASSISTANCE ("DA")

1. Human Rights Violations (FAA Sec.
116): Has the Depdrtment of State
determined that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? If so, can it be
demonstrated that contemplated assistance
will directly benefit the needy?

2. Abortions (FY 1991 Appropriations
Act Sec. 535): Has the President
certified that use of DA funds by this
country would violate any of the
prohibitions against use of funds to pay
for the performance of abortions as a
method of family planning, to motivate or
coerce any person to practice abortions,
to pay for the performance of -involuntary
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steriiization as a method of family
planning, to coerce or provide any
financial incentive to any person to
undergo sterilizations, to pay for any
biomedical research which relates, in
whole or in part, to methods of, or the
performance of, abortions or involuntary
sterilization as a means of family
planning?

COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO ECONOMIC SUPPORT FUNDS ("ESF")

Human Rights Violations (FAA Sec.
502B): Has it been determined that the
country has engaged in a consistent
pattern of gross violations of
internationally recognized human rights?
If so, has the President found that the
country made such significant improvement
in its human rights record that furnishing
such assistance is in the U.S. national
interest?

N/A

Annex I.C
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SC(2) - ABS8ISTANCE CHECKLIST

Listed below are statutory criteria
applicable to the assistance resources
themselves, rather than to the eligibility of
country to receive assistance. ‘This section
divided into three parts. Part A includes
criteria applicable to both Development
Assistance and Economic Support Fund resource:
Part B includes criteria applicable only to
Development Assistance resources. Part C
includes criteria applicable only to Economic
Support Funds.

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO
DATE?

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

l. Host Country Development Efforts
(FAA Sec. 60l1(a)): Information and
conclusions on whether assistance will
encourage efforts of the country to:
éa) increase the flow of international
irade; (b) foster private initiative and
competition; (c) encourage development an
use of cooperatives, credit unions, and
savings and loan associations;
(d) discourage monopolistic practices; (e
improve technical efficiency of industry,
agriculture, and commerce; and (f)
strengthen free labor unions.

2. U.8. Private Trade and Investmen

(FAA Sec. 601(b)): Information and
conclusions on how assistance will
encourage U.S. private trade and
investment abroad and encourage private
U.S. participation in foreign assistance
programs (including use of private trade
channels and the services of U.S. private
enterprise).
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iatives and competition,
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3. Congressional Notification

a. General requirement (FY 1991
Appropriations Act Secs. 523 and 591;
FAA Sec. 634A): If money is to be
obligated for an activity not previously Yes, Congress has
justified to Congress, or for an amount in been properly notified.
excess of amount previously justified to
congress, has Congress been properly
notified (unless the notification
requirement has been waived because of
substantial risk to human health or

welfare)?
b. Notice of new account
obligation (FY 1991 Appropriations Act
Sec. 514): If funds are being obligated N/A

under an appropriation account to which
they were not appropriated, has the
President consulted with and provided a
written justification to the House and
Senate Appropriations Committees and has
such obligation been subject to regular
notification procedures?

C. Cash transfers and
nonproject sector assistance (FY 1991
Appropriations Act Sec. 575(b)(3)): If
funds are to be made available in the form N/A
of cash transfer or nonproject sector
assistance, has the Congressional notice
included a detailed description of how the
funds will be used, with a discussion of
U.S. interes{.s to be served and a
description of any economic poolicy
reforms to be promoted?

4. Engineering and Financial Plans
(FAA Sec. 611(a)): Prior to an obligation
in excess of $500,000, will there be: (a) Yes
engineering, financial or other plans
necessary to carry out the assistance; and
(b) a reasonably firm estimate of the cost
to the U.S. of the assistance?

5. Legislative Action (FAA sec.
611(a)(2)): If legislative action is
required within recipient country with N/A
respect to an obligation in excess of
$500,000, what is the basis for a
reasonable expectation that such action



will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

6. Water Resources (FAA Sec. 611(b);
FY 1991 Appropriations Act Sec. 501): If
project is for water or water-related land
resource construction, have benefits and
costs been computed to the extent
practicable in accordance with the
principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962, et
seq.)? (See A.I.D. Handbook 3 for
guidelines.)

7. Cash Transfer and Sector
Assistance (FY 1991 Appropriations Act
Sec. 575(b)): Will cash transfer or
nonproject sector assistance be maintained
in a separate account and not commingled -
with other funds (unless such requirements
are waived by Congressional notice for
nonproject sector assistance)?

8. Capital Assistance (FAA Sec.
611(e)): If project is capital assistance
(e.g., construction), and total U.S.
assistance for it will exceed $1 million,
has Mission Director certified and
Regional Assistant Administrator taken
intoc consideration the country's
capability to maintain and utilize the
project effectively?

9. Multiple Country Objectives (FAA
Sec. 601(a)): Information and conclusions
on whether projects will encourage efforts
of the country to: (a) increase the flow
of international trade; (b) foster private
initiative and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations; (d) discourage monopolistic
practices; (e) improve technical
efficiency of industry, agriculture and
commerce; and (f) strengthen free labor
unions.
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N/A
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iatives and competition,
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10. U.8. Private Trade (FAA Sec.
601(b)): Information and conclusions on
how project will encourage U.S. private
trade and investment abroad and encourage
private U.S. participation in foreign
assistance programs (including use of
private trade channels and the services of
U.S. private enterprise).

11. lLocal Currencies

a. Recipient Contributions
(FAA sSecs. 612(b), 636(h)): Describe
steps taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

b. U.8.-Owned Currency (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release?

C. 8eparate Account (FY 1991
Appropriations Act Sec. 575). If
assistance is furnished to a foreign
government under arrangements which result
in the generation of local currencies:

(1) Has A.I.D. (a)
required that local currencies be
deposited in a separate account
established by the recipient government,
(b) entered into an agreement with that
government providing the amount of local
currencies to be generated and the terms
and conditions under which the currencies
so deposited may be utilized, and (c)
established by agreement the
responsibilities of A.I.D. and that
government to monitor and account for
deposits into and disbursements from the
separate account?
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The project will encourage
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(2) Will such local
currencies, or an equivalent amount of
local currencies, be used only to carry Yes
out the purposes of the DA or ESF chapters
of the FAA (depending on which chapter is
the source of the assistance) or for the
administrative requirements of the United
States Government?

(3) Has A.I.D. taken all
appropriate steps to ensure that the
equivalent of local currencies disbursed Yes
from the separate account are used for the
agreed purposes?

(4) If assistance is
terminated to a country, will any Yes
unencumbered balances of funds remaining
in a separate account be disposed of for
purposes agreed to by the recipient
government and the United States
Government?

12. Trade Restrictions

a. Burplus Commodities (FY 1991
Appropriations Act Sec. 521(a)): If
assistance is for the production of any
commodity for export, is the commodity No
likely to be in surplus on world markets
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
similar or competing commodity?

b. Textiles (Lautenberg
Amendment) (FY 1991 Appropriations Act
Sec. 521(c)): Will the assistance (except
for programs in Caribbean Basin Initiative
countries under U.S. Tariff Schedule
"Section 807," which allows reduced
tariffs on articles assembled abroad from
U.S.-made components) be used directly to
procure feasibility studies,
prefeasibility studies, or project
profiles of potential investment in, or to
assist the establishment of facilities
specifically designed for, the manufacture
for export to the United States or to
third country markets in direct
competition with U.S. exports,’ of

No
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textiles, apparel, footwear, handbags,
flat goods (such as wallets or coin purses
worn on the person), work gloves or
leather wearing apparel?

13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c)(3)): Will
funds be used for any program, project or No
activity which would (a) result in any
significant loss of tropical forests, or
(b) involve industrial timber extraction
in primary tropical forest areas?

14. PVO Assistance

a. Auditing and registration
(FY 1991 Appropriations Act Sec. 537): If
assistance is being made available to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.?

Yes

Yes

b. Funding sources (FY 1991
Appropriations Act, Title II, under
heading "Private and Voluntary
Oorganizations"): If assistance is to be
made to a United States PVO (other qhan a
cooperative development organization), Yes
does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

15. Project Agreement Documentation
(State Authorization Sec. 139 (as
interpreted by conference report)): Has This requirement will
confirmation of the date of signing of the be met.
project agreement, including the amount
involved, been cabled to State L/T and
A.I.D. LEG within 60 days of the
agreement's entry into force with respect
to the United States,; and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by this
provision).



16. Metric Bystem (Omnibus Trade and
Competitiveness Act of 1988 Sec. 5164, as
interpreted by conference report, amending
Metric Conversion Act of 1975 Sec. 2, and
as implemented through A.I.D. policy):
Does the assistance activity use the
metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
programmatic stages, and from the earliest
documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
volume, capacity, mass and weight),
through the implementation stage?

17. Women in Development (FY 1991
Appropriations Act, Title II, under
heading "Women in Development"): Will
assistance be desighed so that the
percentage of women participants will be
demonstrably increased?

18. Regional and Multilateral
Assistance (FAA Sec. 209): Is assistance
more efficiently and effectively provided
through regional or multilateral
organizations? If so, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
programs.

Yes

Yes

Yes

Yes

No
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19. Abortions (FY 1991
Appropriations Act, Title II, under
heading "Population, DA," and Sec. 525):

a. Will assistance be made
available to any organization or program
which, as determined by the President,
supports or participates in the management
of a program of coercive abortion or
involuntary sterilization?

b. Will any funds be used to
lobby for abortion?

20. Cooperatives (FAA Sec. 111):
Will assistance help develop cooperatives
especially by technical assistance, to
assist rural and urban poor to help
themselves toward a better life?

21. U.B8.-Owned Foreign Currencies

a. Use of currencies (FAA Secs.
612 (b), 636(h); FY 1991 Appropriations Act
Secs. 507, 509): Describe steps taken to
assure that, to the maximum extent
possible, foreign currencies owned by the
U.S. are utilized in lieu of dollars to
meet the cost of contractual and other
services.

b. Release of currencies (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release? )

22. Procurement

a. Small business (FAA Sec.
602(a)): Are there arrangements to permit
U.S. small business to participate
equitably in the furnishing of commodities
and services financed?

b. U.8. procurement (FAA Sec.
604 (a)): Will all procurement be from the
U.S. except as otherwise determined by the
President or determined under delegation
from him?
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N/A
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C. Marine insurance (FAA Sec.
604(d)): If the cooperating country
discriminates against marine insurance
companies authorized to do business in the
U.S., will commodities be insured in the
United States against marine risk with
such a company?

d. Non-U.8. agricultural
procurement (FAA Sec. 604(e)): If
non-U.S. procurement of agricultural
commodity or product thereof is to be
financed, is there provision against such
procurement when the domestic price of
such commodity is less than parity?
(Exception where commodity financed could
not reasonably be procured in U.S.)

e. Construction or engineering
services (FAA Sec. 604(g)): Will
construction or engineering services be
procured from firms of advanced developing
countries which are otherwise eligible
under Code 941 and which have attained a
competitive capability in international
markets in one of these areas? (Exception
for those countries which receive direct
economic assistance under the FAA and
permit United States firms to compete for
construction or engineering services
financed from assistance programs of these
countries.)

f. Cargo prererence shipping
(FAA Sec. 603)): Is the shipping excluded
from compliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that at least
50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical
assistance is financed, will such
assistance be furnished by private
enterprise on a contract basis to the
fullest extent practicable? WwWill the
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facilities and resources of other Federal
agencies be utilized, when they are
particularly suitable, not competitive
with private enterprise, and made
available without undue interference with
domestic programs?

h. U.8. air carriers
(International Air Transportation Fair
Competitive Practices Act, 1974): If air
transportation of persons or. property is
financed on grant basis, will U.S.
carriers be used to the extent such
service is available?

i. Termination for convenience
of U.8. Government (FY 1991 Appropriations
Act Sec. 504): 1If the U.S. Government is
a party to a contract for procurement,
does the contract contain a provision
authorizing termination of such contract
for the convenience of the United States?

j. Consulting services

(FY 1991 Appropriations Act Sec. 524): 1If
assistance is for consulting service
through procurement contract pursuant to 5
U.S.C. 3109, are contract expenditures a
matter of public record and available for
public inspection (unless otherwise
provided by law or Executive order)?

k. Metric conversion
(Omnibus Trade and Competitiveness Act of
1388, as interpreted by conference report,
amending Metric Conversion Act of 1975
Sec. 2, and as implemented through A.I.D.
policy): Does the assistance program use
the metric system of measurement in its
procurements, grants, and other

business-related activities, except to the

extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
programmatic stages, and from the earliest
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documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
volume, capacity, mass and weight),
through the implementation stage?

l. Competitive SBelection
Procedures (FAA Sec. 60l1(e)): Will the
assistance utilize competitive selection
procedures for the awarding of contracts,
except where applicable procurement rules
allow otherwise?

~3. Construction

a. Capital project (FAA Sec.
601(d)\: If capital (e.g., construction)
project, will U.S. engineering and
professional services be used?

b. Construction contract (FAA
Sec. 611(c)): If contracts for
construction are to be financed, will they
be let: on a competitive basis to maximum
exten!: practicable?

c. Large projects,
Congressional approval (FAA Sec. 620(k)):
If for construction of productive
enterprise, will aggregate value of
assistance to be furnished by the U.S. not
exceed $100 million (except for productive
enterprises in Egypt that were described
in the Congressional Presentation), or
does assistance have the express approval
of Congress? )

24, U.8. Audit Rights (FAA Sec.
301(d)): If fund is establishe solely by
U.S. contributions and administered by an
international organization, does
Comptroller General have audit rights?

25. Communist Assistance (FAA Sec.
620(h). Do arrangements exist to insure
that United States foreign aid is not used
in a manner which, contrary to the best
interests of the United States, promotes
or assists the foreign aid projects or
activities of the Communist-bloc
countries?

Yes

Yes

N/A

N/A

N/A

N/A

Yes
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26. Narcotics

a. Cash reimbursements (FAA
Sec. 483): will arrangements preclude use
of financing to make reimbursements, in
the form of cash payments, to persons
whose illicit drug crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Will
arrangements take "all reasonable steps"
to preclude use of financing to or through
individuals or entities which we know or
have reason to believe have either: (1)
been convicted of a violation of any law
or requlation of the United States or a
foreign country relating to narcotics (or
other controlled substances); or (2) been
an illicit trafficker in, or otherwise
involved in the illicit trafficking of,
any such controlled substance?

27. Expropriation and Land Reform
(FAA Sec. 620(g)): Will assistance
preclude use of financing to compensate
owners for expropriated or nationalized
property, except to compensate foreign
nationals in accordance with a land reform
program certified by the President?

28. Police and Prisons (FAA Sec.
660): Will assistance preclude use of
financing to provide training, advice, or
any financial support for police, prisons,
or other law enforcement forces, except
for narcotics programs?

29. CIA Activities (FAA Sec. 662):
Will assistance preclude use of financing
for CIA activities?

30. Motor Vehicles (FAA Sec.
636(i)): Will assistance preclude use of
financing for purchase, sale, long-term
lease, exchange or guaranty of the sale of
motor vehicles manufactured outside U.s.
unless a waiver is obtained?
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31. Military Personnel (FY 1991
Appropriations Act Sec. 503): Will
assistance preclude use of financing to
pay pensions, annuities, retirement pay,
or adjusted service compensation for prior
or current military personnel?

32. Payment of U.N. Assessments (FY
1991 Appropriations Act Ssec. 505): Will
assistance preclude use of financing to
pay U.N. assessments, arrearages or dues?

33. Multilateral Organization
Lending (FY 1991 Appropriations Act Sec.
506): Will assistance preclude use of
financing to carry out provisions of FAA
section 209(d) (transfer of FAA funds to
multilateral organizations for lending)?

34. Export of Nuclear Resources (FY
1991 Appropriations Act Sec. 510): Will
assistance preclude use of financing to
finance the export of nuclear equipment,
fuel, or technology?

35. Repression of Population (FY
1991 Appropriations Act Sec. 511): Will
assistance preclude use of financing for
the purpose of aiding the efforts of the
government of such country to repress the
legitimate rights of the population of
such country cont:-ary to the Universal
Declaration of Human Rights?

36. Publicity or Propoganda (FY 1991
Appropriations Act Sec. 516): Will
assistance be used for publicity or
propaganda purposes designed to support or
defeat legislation pending before
Congress, to influence in any way the
outcome of a political election in the
Inited states, or for any publicity or
propaganda purposes not authorized by
Congress?

N/A

N/A

N/A

N/A

Yes

No
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37. Marine Insurance (FY 1991
Appropriations Act Sec. 563): Will any
A.I.D. contract and solicitation, and
subcontract entered into under such
contract, inciude a clause requiring that
U.S. marine insurance companies have a
fair opportunity to bid for marine
insurance when such insurance is necessary
or appropriate?

38. Exchange for Prohibited Act (FY

1991 Appropriations Act Sec. 569): Will
any assistance be provided to any foreign
government (including any instrumentality
or agency thereof), foreign person, or
United States person in exchange for that
- foreign government or person undertaking

-any action which is, if carried out by the
United States Government, a United States
official or employee, expressly prohibited
by a provision of United States law?

CRITERIA APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY

1. Agricultural Exports (Bumpers
Amendment) (FY 1991 Appropriations Act
Sec. 521(b), as interpreted by conference
report for original enactment): If
assistance is for agricultural development
activities (specifically, any testing or
breeding feasibility study, variety
improvement or introduction, consultancy,
publication, conference, or training), are
such activities: (1) specifically and
principally designed to increase
agricultural exports by the host country
to a country other than the United States,
where the export would lead to direct
competition in that third country with
exports of a similar commodity grown or
produced in the United States, and can the
activities reasonably be expected to cause
substantial injury to U.S. exporters of a
similar agricultural commodity; or (2) in
support of research that is intended
primarily to benefit U.S. producers?

Yes

No

N/A
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2. Tied Aid Credits (FY 1991
Appropriations Act, Title II, under
heading "Economic Support Fund"): Will DA
funds be used for tied aid credits?

3. Appropriate Technology (FAA Sec.
107): Is special emphasis placed on use
of appropriate technology (defined as
relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the smaill
farms, small businesses, and small incomes
of the poor)?

4. Indigenous Needs and Resources
(FAA Sec. 281(b)): Describe extent to
which the activity recognizes the
particular needs, desires, and capacities
of the people of the country; utilizes the
country's intellectual resources to
encourage institutional development; and
supports civic education and training in
skills required for effective
participation in governmental and
political processes essential to
self-government.

5. Economic Development (FAA Sec.
101(a)): Does the activity give
reasonable promise of contributind to the
development of economic resources, or to
the increase of productive capacities and
self-sustaining economic growth?

6. Bpecial Development Emphases (FAA
Secs. 102(b), 113, 281(a)): Describe
extent to which activity will: (a)
effectively involve the poor in
development by extending access to economy
at local level, increasing labor-intensive
production and the use of appropriate
technology, dispersing investment from
cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using appropriate U.s.
institutions; (b) encourage democratic
private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (d)
promote the participation of women in the
national economies of developing countries
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and the improvement of women's status; and
(e) utilize and encourage regional
cooperation by developing countries.

7. Recipient Country contribution
(FAA Secs. 110, 124(d)): Will the
recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to which
the assistance is to be furnished (or is
the latter cost-sharing requirement being
waived for a "relatively least developed"
country)?

8. Benefit to Poor Majority (FAA
Sec. 128(b)): If the activity attempts to
increase the institutional capabilities of
private organizations or the government of
the country, or if it attempts to
stimulat:e scientific and technological
research, has it been designed and will it
be monitored to ensure that the ultimate
beneficiaries are the poor majority?

9. Abortions (FAA Sec. 104(f); FY
1991 Appropriations Act, Title II, under
heading "Population, DA," and Sec. 535):

a. Are any of the funds to be
used for the performance of abortions as a
method of family planning or to motivate
Or coerce any person to practice
abortions?

b. Are any of the funds to be
used to pay for the. performance of
involuntary. sterilization as a method of
family planning or to coerce or provide
any financial incentive to any person to
undergo sterilizations?

C. Are any of the funds to be
made available to any organization or
program which, as determined by the
President, supports or participates in the
nanagement of a program of coercive
abortion or involuntary sterilization?

Annex 1.C
Page 24 of 35

Yes, the Host Country will
provide 257 of project cost:

Yes

No

No

No



d. Will funds be made available
only to voluntary family planning projects
which offer, either directly or through
referral to, or information about access
to, a broad range of family planning
methods and services?

e. In awarding grants for
natural family planning, will any
applicant be discriminated against because
of such applicant's religious or
conscientious commitment to offer only
natural family planning?

f. Are any of the funds to be
used to pay for any biomedical research
which relates, in whole or in part, to
‘methods of, or the performance of,
abortions or involuntary sterilization as
a means of family planning?

g. Are any of the funds to be
made available to any organization if the
President certifies that the use of these
funds by such organization would violate
any of the above provisions related to
abortions and involuntary sterilization?

| 10. Contract Awards (FAA Sec.
601(e)): Will the project utilize
competitive selection procedures for the
awarding of contracts, except where
applicable procurement rules allow
otherwise?

11. Disadvantaged Enterprises (FY
1991 Appropriations Act Sec. 567): What
portion of the funds will be available
only for activities of economically and
socially disadvantaged enterprises,
historically black colleges and
universities, colleges and universities
having a student body in which more than
40 percent of the students are Hispanic
Americans, and private and voluntary
organizations which are controlled by
individuals who are black Americans,
Hispanic Americans, or Native Americans,
or who are economically or socially
di§advantaged (including women)?
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No
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12. Biological Diversity (FAA Sec.
119(g): Will the assistance: (a) support
training and education efforts which
improve the capacity of recipient
countries to prevent loss of biological
diversity; (b) be provided under a
long~-term agreement in which the recipient
country agrees to protect eccsystems or
other wildlife habitats; (c) support
efforts to identify and survey ecosystems
in recipient countries worthy of
protection; or (d) by any direct or
indirect means significantly degrade
national parks or similar protected areas
or introduce exotic plants or animals into
such areas?

13. Tropical Forests (FAA Sec. 118;
FY 1991 Appropriations Act Sec. 533(c)~-(e)

& (9)):

a. A.I.D. Regulation 16: Does
the assistance comply with the
environmental procedures set forth in
A.I.D. Regulation 16?

b. Conservation: Does the
assistance place a high priority on
conservation and sustainable management of
tropical forests? Specifically, does the
assistance, to the fullest extent
feasible: (1) stress the importance of
conserving and sustainably managing forest
resources; (2) support activities which
offer employment and income alternatives
to those who otherwise would cause
destruction and loss of forests, and help
countries identify and implement
alternatives to colonizing forested areas;
(3) support training programs, educational
efforts, and the establishment or
strengthening of institutions to improve
forest management; (4) help end
destructive slash-and-burn agriculture by
supporting stable and productive farming
practices; (5) help conserve forests
which have not yet been degraded by
helping to increase production on lands
already cleared or degraded; (6) conserve
forested watersheds and rehabilitate those
which have been deforested; (7) support
training, research, and other actions

N/A

N/A

N/A
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which lead to sustainable and more
environmentally sound practices for timber
harvesting, removal, and processing; (8)
support research to expand knowledge of
tropical forests and identify alternatives
which will prevent forest destruction,
loss, or degradation; (9) conserve
biological diversity in forest areas by
supporting efforts to identify, establish,
and maintain a representative network of
protected tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or degradation,
and by helping to identify tropical forest
ecosystems and species in need of
protection and establish and maintain
appropriate protected areas; (10) seek to
increase the awareness of U.S. Government
agencies and other donors of the immediate
and long-term value of tropical forests;
(11) utilize the resources and abilities
of all relevant U.S. government agencies;
(12) be based upon careful analysis of the
alternatives available to achieve the best
sustainable use of the land; and (13)
take full account of the environmental
impacts of the proposed activities on
biological diversity?

C. PForest degradation: will
assistance be used for: (1) the
procurement or use of logging equipment,
unless an environmental assessment
indicates that all timber harvesting
operations involved will be conducted in
an environmentally sound manner and that
the proposed activity will produce
positive economic benefits and sustainable
forest management systems; (2) actions
which will significantly degrade national
parks or similar protected areas which
contain tropical forests, or introduce
exotic plants or animals into such areas;
(3) activities which would result in the
conversion of forest lands to the rearing Xo
of livestock; (4) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for No
logging or other extractive industries)
which pass through relatively undergraded

No

No
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forest lands; (5) the colonization of
forest lands; or (6) the construction of
dams or other water control structures
which flood relatively undergraded forest
lands, unless with respect to each such
activity an environmental assessment
indicates that the activity will
contribute significantly and directly to
improving the livelihood of the rural poor
and will be conducted in an
environmentally sound manner which
supports sustainable development?

d. Bustainable forestry: If
assistance relates to trcpical forests,
will project assist countries in
developing a systematic analysis of the
appropriate use of their total tropical
forest resources, with the goal of
developing a national program for
sustainable forestry?

e. Environmental impact
statements: Will funds be made available
in accordance with provisions of FAA
Section 117(c) and applicable A.I.D.
regulations requiring an environmental
impact statement for activities
significantly affecting the environment?

14. Energy (FY 1991 Appropriations
Act Sec. 533(c)): If assistance relates
to energy, will such assistance focus on:
(a) end-use energy efficiency, least-cost
energy planning, and renewable enerqgy
resources, and (b) the key countries where
assistance would have the greatest impact
on reducing emissions from greenhouse
gases?

15. Bub-8aharan Africa Assistance
(FY 1991 Appropriations Act Sec. 562,
adding a new FAA chapter 10 (FAA Sec.
496)): 1If assistance will come from the
Sub-Saharan Africa DA account, is it: (a)
to be used to help the poor majority in
Sub-Saharan Africa through a process of
long-term development and economic growth
that is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) to be used to promote
sustained economic growth, encourage
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private sector development, promote

individual initiatives, and help to

reduce the role of central

governments in areas more appropriate

for the private sector; (c) to be

provided in a manner that takes into

account, during the planning process, Yes
the local-level perspectives of the

rural and urban poor, including

women, through close consultation

with African, United States and other

PVOs that have demonstrated

effectiveness in the promotion of

local grassroots activities on behalf

of long-term development in

Sub-Saharan Africa; (d) to be

implemented in a manner that requires

local people, including women, to be

closely consulted and involved, if

the assistance has a local focus; Yes
(e) being used primarily to promote

reform of critical sectoral economic

policies, or to support the critical

sector priorities of agricultural

production and natural resources,

health, voluntary family planning Yes
services, education, and income

generating opportunities; and (f) to

be provided in a manner that, if

policy reforms are to be effected,

contains provisions to protect

vulnerable groups and the environment Yes
from possible negative consequences

of the reforms?

16. Debt-for-Nature Exchange (FAA
Sec. 463): If project will finance a
debt-for-nature exchange, describe how the
exchange will support protection of: (a) N/A
the world's oceans and atmosphere, (b)
animal and plant species, and (c) parks
and reserves; or describe how the exchange
will promote: (d) natural resource
management, (e) local conservation
programs, (f) conservation training
programs, (g) public commitment to
conservation, (h) land and ecosysten
management, and (i) regenerative
approaches in farming, forestry, fishing,
and watershed management.
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17. Deobligation/Reobligation
(FY 1991 Appropriations Act Sec. 515): If
deob/reob authority is sought to be
exercised in the provision of DA
assistance, are the funds being obligated
for the same general purpose, and for
countries within the same region as
originally obligated, and have the House
and Senate Appropriations Committees been
properly notified?

18. Loans

a. Repayment capacity (FAA Sec.
122(b)): Information and conclusion on
capacity of the country to repay the loan
at a reason ble rate of interest.

b. Long-range plans (FAA Sec.
122(b)): Does the activity give
reasonable promise of assisting long-range
Plans and programs designed to develop
economic resources and increase productive
capacities?

C. Interest rate (FAA Sec.
122(b)): If development loan is repayable
in dollars, is interest rate at least 2
percent per annum during a grace period
which is not to exceed ten years, End at
least 3 percent per annum thereafter?

d. Exports to United States
(FAA Sec. 620(d)): 1If assistance is Ffor
any productive enterprise which will
compete with U.S. enterprises, is there an
agreement by the recipient country to
prevent export to the U.S. of more than 20
percent of the enterprise's annual
production during the life of the loan, or
has the requirement to enter into such an
agreement been waived by the President
because of a national security interest?

13. Development Objectives (FAA
Secs. 102(a), 111, 113, 281(a)): Extent
to which activity will: (1) effectively
invoive the poor in development, by
expanding access to economy at local
level, increasing labor-intensive
production and the use of appropriate
technology, spreading investment out from
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The project's goal is to
increase economic growth
of the kind that broadens
indigenous ownership of
small firms.



cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using the appropriate U.S.
institutions; (2) help develop
cooperatives, especially by technical
assistance, to assist rural and urban poor
to help themselves toward better life, and
otherwise encourage democratic private and
local governmental institutions; (3)
support the self-help efforts of
developing countries; (4) promote the
participation of women in the national
economies of developing countries and the
improvement of women's status; and (5)
utilize and encourage regional cooperation
by developing countries?

20. Agriculture, Rural Development
and Nutrition, and Agricultural Research
(FAA Secs. 103 and 103A):

a. Rural poor and small
farmers: If assistance is being made
available for agriculture, rural
development or nutrition, describe extent
to which activity is specifically designed
to increase productivity and income of
rural poor; or if assistance is being
made availabie for agricultural research,
has account been taken of the needs of
small farmers, and extensive use of field
testing to adapt basic research to local
conditions shall be made.

b. Nutrition: Describe extent
to which assistance is used in
coordination with efforts carried out
under FAA Section 104 (Population and
Health) to help improve nutrition of the
people of developing countries through
encouragement of increased production of
crops with greater nutritional value;
improvement of planning, research, and
education with respect to nutrition,
particularly with reference to improvement
and expanded use of indigenously produced
foodstuffs; and the undertaking of pilot
or demonstration programs explicitly
addressing the problem of malnutrition of
poor and vulnerable people.

N/A

N/A
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c. Food security: Describe
extent to which activity increases
national food security by improving food
policies and management and by
strengthening national food reserves, with
particular concern for the needs of the
poor, through measures encouraging
domestic production, building national
food reserves, expanding available storage
facilities, reduc1ng post harvest food
losses, and improving food distribution.

21. Population and Health (FAA Secs.
104(b) and (c)): If assistance is being
made available for population or health
activities, describe extent to which
activity emphasizes low-cost, integrated
delivery systems for health, nutrition and
family planning for the poorest people,
with particular attention to the needs of
mothers and young children, using
paramedical and auxiliary medical
persor.nel, clinics and health posts,
commercial distribution systems, and other
modes of community outreach.

22. Education and Human Resources
Development (FAA Sec. 105): If assistance
is being made available for education,
public administration, or human resource
development, describe (a) extent to which
activity strengthens nonformal education,
makes formal education more relevant,
especially for rural families and urban
poor, and strengthens management
capability of institutions enabling the
poor to participate in development; and
(b) extent to which assistance provides
advanced education and tralnlng of people
of developing countries in such
disciplines as are required for planning
and implementation of public and private
development activities.

23. Energy, Private Voluntary
Organizations, and Belected Development
Activities (FAA Sec. 106): If assistance
is being made available for energy,
private voluntary organizations, and
selected development problems, describe
extent. to which activity is:

N/A

N/A

N/A

N/A
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a. concerned with data
collection and analysis, the training of
skilled personnel, research on and
development of suitable energy sources,
and pilot projects to test new methods of
energy production; and facilitative of
research on and development and use of
small-scale, decentralized, renewable
energy sources for rural areas,
emphasizing development of energy
resources which are environmentally
acceptable and require minimum capital
investment;

b. concerned with technical
.cooperation and developmernt, especially
. with U.S. private and voluntary, or

regional and international development,
organizations;

C. research into, and
evaluation of, economic development
processes and techniques;

d. reconstruction after natural
or manmade disaster and programs of
disaster preparedness;

e. for special development
problems, and to enable proper utilization
of infrastructure and relcted projects
funded with earlier U.S. assistance;

f. for urban development,
especially small, labor-intensive
enterprises, marketing systems for small
producers, and financial or other
institutions to help urban poor
participate in economic and social
development.

N/A

N/A

N/A

N/A

N/A

N/A
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CRITERIA APPLICABLE TO ECONOMIC SUPPORT
FUNDS ONLY

1. Economic and Political stability
(FAA Sec. 531(a)): Will this assistance
promote economic and political stability?
To the maximum extent feasible, is this
assistance consistent with the policy
directions, purposes, and programs of Part
I of the FAA?

2. Military Purposes (FAA Sec.
531(e)): Will this assistance be used for
military or paramilitary purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609): If commodities
are to be granted so that sale proceeds
will accrue to the recipient country, have
Special Account (counterpart) arrangements
been made? (For FY 1991, this provision
is superseded by the separate account
requirements of FY 1991 Appropriations Act
Sec. 575(a), see Sec. 575(a) (5).)

4. Generation and Use of Local
Currencies (FAA Sec. 531(d)): Will ESF
funds made available for commodity import
prograas or other program assistance be
used to generate local currencies? If so,
will at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
of FAA sections 103 through 106? (For FY
1991, this provision is superseded by the
separate account requirements of FY 1991
Appropriations Act Sec. 575(a), see Sec.
575(a) (5).)

5. Cash Transfer Requirements (FY
1991 Appropriations Act, Title II, under
heading "Economic Support Fund," and Sec.
575(b)). If assistance is in the form of
a cash transfer:

a. Beparate account: Are all
such cash payments to be maintained by the
country in a separate account and not to
be commingled with any other funds?
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b. Local currencies: WwWill all
local currencies that may be generated
with funds provided as a cash transfer to
such a country also be deposited in a
special account, and has A.I.D. entered
into an agreement with that government
setting forth the amount of the local
currencies to be generated, the terms and
conditions under which they are to be
used, and the responsibilities of A.I.D.
and that government to monitor and account
for deposits and disbursements?

c. U.8. Government use of local
currencies: Will all such lncal
currencies also be used in accordance with
FAA Section 609, which requires such local
currencies to be made available to the
U.S. government as the U.S. determines
necessary ior the requirements of the U.S.
Government, and which requires the
remainder to be used for programs agreed
to by the U.S. Government to carry out the
purposes for which new funds authorized by
the FAA would themselves be available?

d. Congressional notice: Has
Congress received prior notification
providing in detail how the funds will be
used, including the U.S. interests that
will be served by the assistance, and, as
appropriate, the economic policy reforms
that will be promoted by the cash transfer
assistance?

DRAFTER:GC/LP:EHonnold:5/17/91:2169J

N/A

N/A

N/A

Annex I.c

Page 35 of 35



ANNEX 1.D

INITIAL MIROMTFAL BXAMINATION

Country: Zimbabwe
Project Title! Zimbabwe Business Development (613-0232)
Funding: Proposed Life of Project Mnmding - $4.5 Million (DFA)

.Life of Project: Three Years (FY's 1991+94)

Activit scription:

The project is intended to foster private enterprise erth

facilitating local and foreign ifivestment and nded indigeijous
entreprensurship, It consists of a set of technical assist and
training sctivitios that wiil contribute to the success of th
Government's recently announced economi¢ structural adjustmeny and trade
1iberalization programs, Project-funded activities will include!
tectmicel assistance for business development, technical assigtance and
training for investoment promotion, and studies and analyses.

Environmentsl Action Reconmendedt

Postitive Determination

Categorical Bxclusion X

Negative Determination

Discussion:

The project qualifies for s categoricsl exclusion in accordanée with

Section 216.2(c)(2) of the gﬁ of Pederal Regulations relating to
technical assistance and training -séction to development of
host government capscity for future planning (sub-section xiv). The

project does not include activities directly affecting the enylronment,

Detersination!
Ted D. Morse, Missiop\Diregtor, USAID/Zimbabwe

Approved!

Date; A /f ?ﬂ

Bureau Pnvir ntal Officer's Recommendationt .

Approveds i~ N
Disapproved:

Rte; g AFR/GC Clearance: |\m Y e craer

\Ql} |€




Cray Amendment Considerations
Discussion:

The Gray Amendment (Section 579 of P.L. 101-167, the Foreign Operations,
Export Financing and Related Programs Appropriations Act, 1990) requires AID
to ensure participation in AID projects by business concerns which are owned
and controlled by socially and economically disadvanteged individuals,
historically black colleges and universities, colleges and universgities having
a student body in which more than 40 percent of the students are Higpanic
American, and private voluntary organizations which are controlled by
individuals who are socially and economically disadvantaged, including women,
(referred to herein as Gray Amendment entities).

The requirements of AIDAR Notice 90-2, implementing Section 579 of the Foreign
Assistance Appropriations Act requires that for any contract in excess of
$500,000 (except for a contract with a disadvantaged enterprise) not less than
10 percent of the dollar value of the contract must be subcontracted to Gray
Amendment entities, unless the contracting officer certifies that there is no
realistic expectation of U.S. subcontracting opportunities or unless the
administrator approves an exception. This provision applies to buy-ins as
well as project specific contracts.

Certification:

Elements of this project are appropriate for minority or Gray Amendment
organization contracting. The procurement plan of this project has been
developed with full consideration of maximally involving Gray Amendment
organizations in the provision of required goods and services. The Mission
will make every effort to identify disadvantaged enterprises, particularly
women and minority-owned firms, which can handle studies and analyses planned
in the project. Where possible, qualified Gray Amendment firms will bergiven
consideration for direct contracting by the Mission as well as consideration
under buy-in options for services required.

Furthermore, the Mission will, in the case of any contract in excess of
$500,000 funded from amounts covered by the Gray Amendment, include a
provision requiring that no less than 10 percent of the value of the contract
be subcontracted to Gray Amendment entities unless the contracting officer
certifies that there is no realistic expectation of U.S. subcontracting
opportunities, or unless the prime contractOff;s a Gray Amendment entity.

B )y

Ted D. Morse, Director

Date:_@({f/fy ._5;‘ /9%

Clearance:
RLA: Keene/Spielman fax of 6/19/91

W






NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

REARS OF VERIFICATION

ASSUMPTI1ONS

DUTPUTS

b.

C.
d.

b,

b.

EP2

Feasitility ane analytical
work completed.

Ispieaenting 1nstitutions 1n
place and EF] consciousness
raised,

Legalization of EP1,
Environaent for operational
EPY 1n place.

Business Linkage

Increased understanding of
existing Business Linkages
and therr constraints,
Increased understanding of
need and oppartunities for
Business Linkages,
Operational Testing of
sasple of Business Linaiges.

VBAS

Increased understanding of
requiresents to establish

IESC progras and potential
benefits to be provided.
Transier of techaical expertise
to lisbabee private sector.

Analytical Studies
Increased understanding of
productive sector,
Increased Understanding of
SHE sector.

Increased understanding of
various toptcs under [SR.

Quick Response Fund
Flexible support for project
coaponents and flexable
reprograssing sechanise.

EP?

Feasibility analysis complete.
EP! working group established
and exposure tours, workshops,
sesinirs, training conducted.
EPL leqislation adopted.

EPl requlations ang operating
procedures drafted.

Business Linkages

Baseline Survey, constraints
analysis, exposure tour 1aple-
sentation recosaendations

and workshop coapleted.

Needs assesssents cospletsd

of large and ssall fyres.
Standara cossercial perforsance
statistical paraseters, 1.e,
profitability sales revenue,
etc., tatlored to 1ndividual
fires observed.

VBAS

Needs assessaent cospleted.
VEs, ABLEs, Joint venture
packages detailed 1n Grant
SO¥ completed.

Anaivtical Studies
Surveys, analyses and studies.

Quick Response Fund
Cospletion of activities.

C.

~

b.

C.

12

AID reviem of analyses and AlD
project evaluvation,

AID liaison with working group
and relevant 607 officials,
AID odservers at workshaps,
sealnars and sinutes fros sane.
Exposure tour trip reports.
AID project evaluation,

AID review of docuaentation on
legislation. AID evaluation.
AlD review of requlatory and
procedural docusents. AlD
evaluation.

+ Business Lintage

AID review of syrvey, analyses
and other appropriate docusenta-
tion. AID observer at and
sinutes of workshop. Exposure
tour trip reports. Consodity
arrival accounting by Srantee.
AID review of assessaents.

AID project evaluations.
Accounting and Financial
records of fires 1nvoived in
operational test. Grantee
performance reports, AID
project evaluation.

VBAS

AID revien of assessaents ang
contractor/Grantee performance
reports,

Brantee perforsance reports.
Liaison between AID and Srantee.

Analyticel Studies

AID review of cospleted analyses.

Final project evaiuation.

Quick Response Fund

AID review of assessaent and
contractor/qgrantee reports.
Project aonitoring and final
evaluation.

MACS Accounting reports.
Contract docuaentation and

perforsance reports by contractors,

Due to phased nature of project
Coaponents, *6o Ahead® decisions

sust be justitied at each "Go-Mo-6o°

decision point during project
iaplesentation; outputs will de

reduced 1n unsuccessful cosponents

that are discontinued.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIAKLE INDICATORS

INPUTS

1. EP2

2. Long and short ters techaical
assistance,

b. Studies, workshops, seainars,
briefings, exposare tours,
tratning,

2. Business Linkages

¢. Long and short terss technical
assistance

b. Needs assessaent, workshop,
ddvisory services,

€. Office equipsent and vehicle

3. VBAS

a. Short ters technical assist-
ance (IESC)

b. Brant Support (JESC)

4. Analytical Studies

a. Short teras teciinacal assist-
ance

b. Long-tera technical assist-
ance contract, to provide
short-ters consultancies

5. Quick Response Fund

Interventions to be detersined
according to project criteria
in support of project purpose.

(14
Tisely expenditures and AlD
direct contracting

Business Linkages

Tisely expenditures and 81D direct

contracting/signing of grants.

VBAS

Tiaely expenditures and ALD
direct contracting (2ESC)/
s1gning of & Grant (JESC and
1E5C)

Analytical Studies
Tisely expenditures and AID
direct contracting

Quick Response Fund
Expenditures i1n cospliance
with project proqrassing
criteria,

BEANS OF VERIFICATION

5.

EPL
MACS Accounting resorts.
Contract docusentation and

perforaance reports by coatractors.

Business Linkages
MACS Accounting reports.
Contract docusentation and

perioraance reyorts by contractors/

Grantees,

VBAS
MACS Accounting reports.
Contract docusentation ang

perforsance reparts by contractors/

Srantees.

Analytical Studies
BACS, contractor pertoreance
reports

Guick Response Fuynd
MALS regorts, project
sonitoring, contractor
perforeance reports

ASSUNPTIONS

Required funds w1l be available.

€ 3o € a3eq
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Article I, Objective:

The Project Manager will be responsible for management and implementation of
the Zimbabwe Business Development Project. The Project Manager will algo
serve as a principal liaison officer with the local business community and a
technical resource person to the Mission on the planning for and development
of private sector activities in the Mission's project/program portfolio.

Article II. ilit :

The contractor will provide leadership and guidance for the timely and
successful implementation of the ZBD project.

The contractor will be responsible for all aspects of ZBDP implementation.
This includes, but is not limited to,

* developing the necessary écopes of work and PIO/Ts for ZBDP contractors,
* liaising with the AID/W central project officers for all buy-ins,

* liaising with the GOZ, and ZBDP implementation entities (contractors,
grantees, etc), and other interested private sector entities.

* reviewing contractor proposals and deliverables where appropriate,

4 organizing and managing the internal ZBD project development committee,
' and the external Private Sector Advisory Board (the latter in
coordination with ZIMMAN project management),

* preparation of all project related implementation documentation and
official correspondence,

* day to day project monitoring and management of informal evaluations,

The contractor will produce and present the necessary internal USAID/Zimbabwe
documentation for ZBDP, under supervision of the ZBD Project Officer. This
includes, but is not limited to, the Project Implementation Orders, Letters
and Reports, Congressional Notifications, and review of vouchers. ‘

Note:

In recognition of the fact that individuals with required qualifications are
in very high demand in the local economy, alternatives to pay a competitive
salary will be investigated.



-2 -

The contractor will stay current with private sector developments in Zimbabwe
and the region, including other donor projects, and brief the mission,
especially where it may directly affect ZBDP implementation or effectiveness.

The contractor will asgist in preparing for the scheduled final ZBDP
evaluation and audit.

Article III. Administrative Relationship

The Project Manager will report directly and be supervised by the direct hire
Project Officer who has responsibility for ZBDP. He/she will also be provided
technical guidance by the Regional Trade and Investment Advisor.

Article 1V. Work Plang

The project manager will be required to develop with his or her supervisor an
Annual Work Plan. The work plan will detail strategies and schedules for the
completion of key project implementation activities.

Article V. Terms of Performance

It is envisaged that the contract period will be approximately 2 years,
subject to review of performance after the first year. USAID/Zimbabwe will
retain an option to renew the contract for up to one year, subject to the
needs of the Mission and the availability of funds.

Article VI. Qualifications:
Acadei ‘¢

Undergraduate degree in business, economics, or related discipline from a well
regarded program; overseas would be a plus.

Prefer a Masters level degree in business, economics, or related discipline,
especially from an well regarded overseas university (note: specialized
undergraduate degree not required if candidate has specialized masters level
degree).



Work Experience:

At least two years work experience in an industrial, financial, or
commercial business; overseas work experience a plus.

Alternatively, at least two years experience in an organization serving
the business community (e.g., chamber of commerce, or small enterprise
development corporation).

Experience in the following considered a plus —- subcontracting, foreign
investment or export promotion, policy analysis, business advisory
services.

Experience with USAID systems and procedures a plas.

Zimbabwe Permanent Resident or Citigzen only:

USAID/Zimbabwe has made a multi-year commitment to the ZBD Project, and
therefore expects to achieve a degree of continuity from the Project
Manager. A strong preference will be given to a permanent Zimbabwe
resident or citizen with a commitment to the country, who would be
interested in staying in this position for at least several years.
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ACTION MEMORANDUM TO THE COGNIZANT GRANTS OFFICER

Subject: Justification for Noncompetitive Award of a Grant to the
International Executive Service Corps (IESC)

FROM: Jim Harmon, PDO

Discusgion:

IESC is a private, non-profit organization that provides business advisory
services through its corps of retired volunteer executives and technical
experts. The organization was founded in 1965 and, to date, has completed
over 11,500 projects in more than 80 countries. IESC is funded by grants from
AID, by client contributions and by contributions from sponsers in the U,S,.
and abroad. Headquartered in Stamford Connecticut, the organization has a
resource bank of about 10,000 retired executives and a council of local
business leaders in each country of operations who help direct the activities
of that particular branch. IESC's misgion is to help businesses in developing
countries to upgrade management skills, improve basic business technologies
and promote better trade relations around the world.

In achieving its mission, IESC provides four basic services, which are:

Volunteer Executives (VE) - who offer in-country management or technical
expertise directly to client firms.

ABLE projects which are in-depth information services giving clients
access to technology sources, marketing opportunities and funding
availability.

Joint Venture Feasibility Fund (JV) which encourages joint ventures
between U.S. companies and firms in developing countries.

Diagnostic projects where a volunteer spends two to three weeks with a
client to pinpoint problems and opportunities.

IESC has operated in Zimbabwe under AID financing since September 13, 1985,
when $100,000 was provided through a subgrant, authorized under a bilateral
grant between the Governments of the United States and Zimbabwe. The
subgrant, with a PACD of September 30, 1986, provided funding for the
establishment of a local office, coverage of operating expenses, and the
provision of per diem and travel for volunteer executives. Under this initial
subagreement, IESC successfully achieved the stated purpose of the program to
provide low cost technology transfer and management expertise to Zimbabwe in
the form of VEs and supply information through ABLE projects.

The IESC subgrant was subsequently amended four times to bring total project
funding to $560,000 and extend the PACD to September 30, 1990. These
amendments reinforced the the need for IESC to target small businesses (less
than 50 employees) for VE assistance. To date the IESC program in Zimbabwe
has completed over 80 VE projects, with a number of companies having more than
one VE. Since 1988, 11 ABLE projects have also been completed. Although
eligible for funding, no JVs have been completed.
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IESC has a long and successful history of providing managerial and technical
expertise to the Zimbabwean business community; similar PVO assistance has not
been generally available. No other American organzation has provided in the
past or is currently planning to provide low cost, experienced volunteer
business advisory services (VBAS) in-country. Although a Peace Corps program
is now being established, their volunteers are usually much less experienced
than IESC personnel and are provided on a long term basis, not for short term
consultancies required by IESC clients. Other countries have VBAS programs in
Zimbabwe, including the Netherlands, U.K. and Germany. However, none of them
provide the breadth or depth of IESC's corps group of volunteers or services.
The other VBAS programs are less expensive than IESC, some as little as one
fifth of the cost of IESC. On the other hand, demand for IESC VEs greatly
exceeds supply, even with the relatively high fee structure. Clearly the
market is clamoring for IESC services and is willing to share a large share of
the costs.

One of the most salient characteristics of IESC assistance in Zimbabwe is the
numbce of client requests for repeat consultancies. Out of the total number
of over 80 VEs to date, nearly twenty have been repeats. In addition to an
obvious vote of confidence in the quality and value of IESC services, this is
indicative of the fact that the business community values the working
relationship developed over the years with IESC. IESC understands important
variables such as the types of firms comprising local business community,
business support organizations, regulatory environment, level of technical and
managerial sophistification, and labor force. Since the funding to be
provided under ZBDP will assist the same target group that included past
beneficiaries, it is highly likely that a number of local firms will desire to
continue their client relationships with IESC. Furthermore, the Government
of Zimbabwe repeatedly expressed its desire to continue the relationship with
IESC by approving 5 subgrants which provided AID funded assistance between
1985 and September 1990. The GOZ reinforced their desire to continue the
relationship during ZDBP project design and preliminary reviews of the project
paper. The IESC Private Sector Advisory Board have also requested on numerous
occasions that AID continue to support and expand IESC services in Zimbabwe.

An August 1990 program evaluation concluded that "In general, IESC has
achieved its purpose and and it has provided substantial assistance to a broad
range of clients within the established productive sector." The evaluation
noted that the program had assisted in increasing employment and turnover, and
had demonstrated a positive impact on production streamlining, cost cutting,
improved quality control and and better safety measures. The major
shortcoming of the program was that it had not met USAID expectations in
respect of assistance to small businesses. Only the relatively minor ABLE
program had been consistently been used by small businesses. The evaluation
consultants concluded that the program deserved continued USAID support to
ensure its sustainability and that there could be a requirement for an
increase in support if the evaluation recommendations to target small
businesses were effectively implemented.
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Major evaluation recommendations and their current gtatus are summarized below:

Recommendation

USAID should consider funding a
small business development director.

The IESC advisory business council
should be expanded to include one or
two heads of African-owned businesses.

The client should be given a greater role
in the selection process of volunteers.

VEs should be given a briefing sheet on
the Zimbabwe business climate to enhance
preparation for assignments.

IESC should establish a data base to
improve program effectiveness.

An audit should be completed to give
IESC and AID a better picture of IESC's
financial condition and actual costs.

Encourage group projects with additional
USAID funding to better utilize VE's time.

Evaluations should be conducted every
two years and evaluation impact forms
should be utilized by IESC.

Status

To be included in ZBD funded
program.

Implemented by IESC.

IESC now provides the recommended

2 or 3 CVs to clients.
To be included in 2BD funded
program.

To be included in ZBD funded

program.

Deloitte report completed in
April 1991, with recommendations
that accounting systems be
improved. Recommendation to be
implemented under proposed ZBDP
grgnt agreement.

Bonus for group projects to be
included in ZBD grant agreement.

Evaluations and use of forms to
be included in ZBD grant
agreement,

The above discussion illustrates that IESC has a long and successful record in

providing managerial and technical expertise in Zimbabwe,

and has established

a valuable working relationship and trust within the business community

through its over 80 interventions to date.

otherwise, has this amount of experience or
Further, IESC has been evaluated
provide a valuable and cost effective servic

Zimbabwe.

No other organization, U.S. or
demonstrated competence in

by USAID and has been found to

e. IESC has also been responsive

to AID programmatic guidance; IESC has either implemented recommendations from
USAID assessments or will carry out the remainder in the program to be funded

under ZBD.
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Under ZBDP, it is envisaged that a grant with IESC will be funded at a level
not to exceed the budgeted amount of $1,752,000, which has been based on a
level of effort, and mix of tested and innovative interventions desired by the
Mission. In view of this mix of interventions, IESC will prepare a proposal
without knowledge of the level of ZDB budgeted funding and submit the document
to USAID for review. If negotiations are successfully completed under the
guidance of REDSO/ESA/RCO, a grant agreement will be prepared for signature by
the Director, USAID/Zimbabwe.

Authority:

Handbook 13, Chapter 2.B.3 states that "Competition is not required for
assistance awards for which one recipient is considered to have exclusive or
predominant capability, based on experience, specialized facilities or
technical competence, or based on an existing relationship with the
cooperating country or beneficiaries."

Handbook 13. Chapter 2.B.4 states that "Noncompetitive awards must be
justified in writing by the technical office. Justifications shall be based
on one of the exceptions in para 2.B.3 above and shall provide sufficient
evidence to clearly show that the exception is proper. The justification
shall be submitted to tle Cognizant Grant officer for review."

This is that justificaton.

Clearance:

Don Greemberg, TIA (draft)
Donald Keene, RLA (Keene/Spielman fax of 6/19/91)
Richard Womack, RCO  (Womack/Harmon fax of 6/20/91)

Mary Lewellen, CONT (draft)
Patricia Buckles, CPDIS (draft)
Steve Spielman, DD (draft)

v
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Response: All project components are thoroughly analyzed, utilizing the whole
of the Mission's and specialist contractor's knowledge on Export Processing
Zones, Business Linkages, Volunteer Advisory Services and areas covered by the
analytical studies. However, the ZBD is a pilot project with a focus on
testing interventions and learning in each of the project components, so the
analytical and knowledge base is not the same as that of an operational
activity designed to deliver specific outputs and impact. Project management,
implementation monitoring and financing have been sufficiently planned for
each project component, with specific selection criteria, an illustrative list
of interventions, and an adequate budget developed for Response Fund
activities.

Response: In accordance with ECPR guidance, the project is row designed as a
pilot activity that will determine which interventions have the greatest
impact in improving the enabling environment for private sector investment in
Zimbabwe. None of the project components is dependent on infrastructure
financing. Furthermore, the pilot EPZ component, the only activity that deals
with regulatory changes, is not dependent on regulatory changes. Instead, the
EPZ intervention will assist the GOZ in the establishment of the desired EPZ
regulationsL

Response: Section 6.4, Monitoring and Evaluation, provides a comprehensive
set of questions that the project will attempt to answer. A detailed
methodology to provide the answers is contained in Annex 5, Monitoring and
Evaluation Plan.

- Jhe project purpose should be refocused under a pilot project along the

1i f_testing the feasibility of or identifyicg tl timal :
teri iv i rowth through facilitating invest

expanded indigenous enterprise.

Response: The project purpose has been redefined to provide for a test
implementation mode to identify efficient and effective interventions for
improving the environment for private sector investment in Zimbabwe.

U~
A\



Annex 2.D
Page 2 of 8

Responge: All project components are structured as either: (a) operational
testing mechanisms to determine the feasibility and effectiveness of project
interventions in improving the enabling environment for investment or (b)
analytical studies designed to increase understanding of various aspects of
the private sector and their relationship to enhanced investment and economic
growth in Zimbabwe. It is envisaged that the analytical studies will provide
major inputs for the Mission's Private Sector Development Strategy.

—- Technical Analysis of Proposed Interventions. The ECPR. with concurrence
of the ssion representative, provided g ance :

a. Pilot Project. ZBD should be a pilot project, with an appropriate
analytical basis, and should include the full extent of the Mission's

knowledge of a particular subsector.

Response: The project has been designed as a pilot activity that incorporates
the whole of the Mission's knowledge of Export Processing Zones, Business
Linkages and the transfer of technical expertise to the local business
community through Business Advisory Services. The need to expand this
knowledge and identify/test effective project interventions is the rationale
behind the operational testing mode of the project. The analytical studies
component will enhance the Mission's knowledge of various aspects of the
private sector, with a view toward the establishment of a Private Sector. In
addition to AID, the GOZ private sector awd other donors will benefit from the
increased knowledge of the Zimbabwe private sector. The project will provide
for appropriate dissemination of results of analytical studies to targeted
beneficiaries

The analytical foundation of the PP has been strengthened and expanded in
several areas. First the macroeconomic environment in which the project
interventions will operate, and the basic problem of slow economic growth and
a lack of investment is described and analyzed in Section 3, Project strategy
and Rationale and the Economic Analysis. Project interventions that will
enhance the enabling environment for increased investment are described :in
Section 4.0, Summary Project Description and are assessed in detail in Annex
III.A, Technicai Analysis. The linkage between insufficient investment and
inadequate growth is discussed in Section 2.1.1 cause of the problem.
Criteria for selection and rejection of project interventions is detailed in
Section 3.4.1.

b. Phased Activities. The project paper should consider the various
stages of each pilot activity and discuss the phasing of these
activities.
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Response: The rationale for the phasing of each operational testing project
component is discussed in Section 5, Summary Project Description and Annex III
(A), Technical Analysis. The mechanism of implementing the operational tests
in phases, with "go" or "no go" decisions made before moving on to a
subsequent phase, was carefully considered by the design team and found to be
very practicable. For instance, if phase 1 of a component testing phase
indicates the activity is not a viable means to enhance the enabling
environment for investment, the component will not be continued. Careful
consideration was also given to A.I.D. management workload that would be
required to implement and monitor the project in the event that ail activities
satisfied project criteria at each ""g0 no-go" decision point and were carried
out to completion. To ensure adequate AID project management, a full time PSC
project manager for ZBD will be employed. The PID concern that the project
contained too many components was addressed by dronping certain activities
such as Entrepreneurial and Motivation and co-rporate Social Responsibility.

c. 611(A)(1) Issues. If the project consists of a series of

to-be-determined sub-activities, the PP could meet 611(A)(1)
requirements for adequate planning by establishing criteria for
sub-activity selection, prccedures for sub-activity selection and
review, and listing illustrative activities, costed out to total the
budget element amount.

Response: The Quick Response Fund will finance activities to be determined in
support of Operational Testing and Analytical studies project components.
611(A)(1) requirements have been met because a clearly defined set of
selection criteria for these activities, described in Section 4.2.3. will be
used to screen all Quick Response Fund activities for project funding. An
illustrative listing of these activities is included in Annex 4, Detailed
Project Description.

d. 611(A)(2) Issues. If any legislative changes are required for the
orderly accomplishment of the project purpose, A.I.D. must have a

reasonable basis (with supporting facts) for concluding, prior to
obligation, that the legislative changes will be accomplished in a
timely manner. Structuring the project as a pilot would substantially
reduce the likelihood of 611(A)(2) problems.

Response: In accordance with ECPR guidance, the project has been restructured
as a pilot activity. Requirements of 611(A)(2) are no longer an issue since
none of the ZBD components is dependent on changes in legislation. The Export
Processing Zone component, the only ZBD intervention related to legislation,
will develop new changes in EPZ enabling legislation. Since the purpose of
the EPZ component is to establish the legislation, implementation of the
activity is not dependent on the legislative change.

e. Technical Analysis of Rejected Interventions. In setting the economic
framework for the project, the PP should present a full rationale for
the focus. The PID did not discuss explicitly what other investments
were considered and rejected.
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Responge: The rationale for the project interventions which were considered
and rejected is discussed in detail below. In conjunction with the analysis
for components included in the project (see Annex 3.A, Technical Analysis)
this section provides a complete rationale the focus of the project.

(1) Entrepreneurial Motivation

Responding to requests from the GOZ as well as from CZI, the design team
carefully considered an entrepreneurial motivation component for secondary
school students. In brief, the concept was to work through a contract with
Junior Achievement, a U.S. based NGO. In selected pilot schools, students
aged 14-18 would form mini-corporations, usually after school, under the
guidance of Volunteer Advisers from business. The students would sell stock,
elect officers, produce and market products or services, and liquidate all in
about 15 weeks. Through this experience, the students would learn first hand
what it meant to be a businessperson, and consider it as a possible career
choice.

The Entrepreneurial Motivation component was rejected for several reasons:

0 The Mission does not have a sufficient understanding of the influence of
the ordinary school curricula, social norms, and other countervailing
phenomena on the impact of a "one-off" Entrepreneurial Motivation
intervention. To gain this understanding would entail a major analytical
effort, for which the mission has neither time nor skills.

o The intervention was believed to be unable to achieve measurable results
on employment, foreign exchange earnings, or broader distribution of
productive assets within the life of project.

(2) Technical Assistance to Evaluate Investment Proposals

This component was initiated by a request from the Zimbabwe Investment Centre
(ZI1C), an autonomous government organization with the authority to expedite
and promote investment in Zimbabwe. At ZIC's request, this component was
withdrawn from consideration under the ZBD project. If ZIC requests
assistance in this or any area in the future, consideration can be given for
assictance to be delivered either through the ZBDP Quick Response Fund,
ZIMMAN, or other appropriate vehicle.

(3) Corporate Social Responsibility

The Corporate Social Responsibility compunent was initiated, to a large
extent, by a request from CZI. In brief, the Corporate Social Responsibility
combined elements of the Business Linkage component, with activities meant to
raise corporate consciousness about charitable contributions of funds,
expertise, and equipment for '"social investment" projects. To quote the
report prepared by the consultant for the project paper,

\>
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"The main underlying principle of Corporate Social Responsibility is that
a company acknowledges its symbiotic relationship with the wider society
in which it trades. It then develops policies, backed by a variety of
resources to achieve impacts on selected socio-economic problems. These
problems usually have some relationship to tne interests of the business
because CSR programs are more likely to be motivated by a principal of
'enlightened self-interest' than pure philanthropy."

The Corporate Social Responsibility component was rejected, primarily because
of the inability to translate the general notion of CSR charitable
contributions into concrete project activities that would further the goals
and purpose of ZBDP. However, an important element of CSR, Business Linkage,
was refined and developed, and is now a key component of ZBDP.

(d) Business Incubator

The idea for a business incubator, that is, a physical facility combined with
hands-on technical assistance to nurture emergent entrepreneurs until they
could operate on their own, was explored in some detail at the concept paper
and PID stage of ZBD project development. There are numerous examples of
operating business incubator projects in the United States, and regionally, in
South Africa.

Incubators, of course, are but one means to the end of facilitating SME 1
enterprise development. The capital costs of such facilities are high
relative to the number of SMEs they are able to help. This has two
implications. First, it makes incubators a less attractive option in a
project with limited funds. Second, even if incubators are "succe sful", the
high capital costs makes replicability of the project option less clear.

In ZBDP, incubator initiative has been included as one of the possible options
under the Business Linkage component. Specifically, if our needs assessment
indicates that an incubator is an essential ingredient to our pilot activity,
then we will explore if the other independent initiatives to create incubators
are appropriate (e.g., the Anglo-American Msasa facility, the UNDP/SEDCO
project). 1If the other incubator facilities are appropriate, but need
additional assistance, Business Linkage funds could be used for this
assistance. Alternatively, ZBDP funds be used for creation of the incubator.

f. Future Activities. The Mission was encouraged to undertaka the

initial MAPS and Gemini surveys as soon as possible.

Responge: The preliminary phase of the Gemini study will be carried out prior
to authorization of project funding to ensure expeditious implementation. The
MAPS study, included under the analytical project component, Description of
the Productive Sector, will be implemented expeditions.

G\
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g. Participat . The ECPR encouraged the
Mission to facilitate to the extent possible, the participation and
leadership of grantees and beneficiaries in the conceptualization,
design and implementation of project activities. The Mission was
specifically requested to include in the PP an analysis of the
administrative and outreach capability of each organization
responsible for implementing each activity.

Response: The project envisages the leadership of a number of business
associations (local and U.S.) and other local institutions in the
implementation of the project. However, except for IESC which has been the
subject of an AID evaluation and financial assessment, all other potential
entities for project implementation responsibilities will be assessed for
administrative and outreach capabilities during the initial part of the
operational testing components.

h. Lautenberg. The Lantenberg Amendment prohibits the use of project
funds to "to directly procure feasibility or prefeasibility studies
for, or project profiles of potential investment in, the manufacture"
of certain commodities for export to the U.S. or to third world
countries in competition with U.S. exports. It also prohibits use of
these funds "to assist directly in the establishment of facilities
specifically designed for the manufacture" of such commodities.

Response: The design team, including RLA, believes that no Lautenberg
prohibitions exist under ZBD. First, although the project will support the
establishment of laws and regulations to allow for the establishment of an
Export Processing Zone, no specific Suppori of identifiable export commodities
will be provided. Second, other project components are not envisaged to have
any impact on exports from Zimbabwe that affect US exports. Since the project
does not support any specific exports, it is not appropriate or possible to
apply the Lautenberg testing with respect to the following criteria identified
by the ECPR: 1) direct or indirect assistance, 2) type of commodities and 3)
export impact. Third, the project will not fund any manufacturing facilities.

i. Fundraising Activities. The PP should ensure that proposed assistance

to CZI for fundraising stay within the exception, set forth in OMB's
November 18, 1988 letter, to the Circular 122 disallowance of
fundraising costs.

Responge: While the project does not envisage any assistance to organizations,
to develop their fundraising capabilities, special care will be given to
ensure that any project financing will be provided in strict compliance with
HB 13 guidance.

j. Gender Issues. The Mission submitted a SOW for a gender specialist to
perform a Social Soundness Analysis as part of the project design. In
addition the Mission and PPC/WID have agreed that a gender specialist
will assist in the proposed Small Scale Enterprise Survey.
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Response: A gender specialist prepared the Monitoring and Evaluation Plan and
Social Soundness Analysis of the project paper and other specialists will
participate in the preparation of Small and Micro-Enterprise analytical work
and an EPZ feasibility study.

k. IEE. The PID contained two contradictions regarding approval of the
IEE - one reference to approval at the PID stage and another to
approval at the PP stage.

Response: The Mission submitted the completed IEE to the Bureau's
Environmental Officer for approval. A categorical exclusion, approved *v the
Bureau's Environmental Officer and signed by the Director of USAID/Zimbaowe,
is included in the project paper as Annex 1.D.

1. Gray Amendment Considerations. The project affords the Mission with

the opportunity to improve its performance on Gray Amendment
contracting. In addition, AID is required to include in any contracts
in excess of $500,000 a provision requiring that 10% of the dollar
value of the contract be subcontracted to disadvantaged enterprises.

Response: The project will be implemented using direct contracts as well as
grants. It is envisaged that AID direct contracts with U.S. firms will be
under buy-ins or IQCs, therefore removing Gray Amendment contracting
considerations from the Mission to AID/W or REDSO/ESA where the contracts were
let. All other contracts will either be with non-U.S. firms and /or will be
well under the $500,000 Gray Amendment threshold. Nonetheless, the Mission
will give every consideratioh to contracting or subcontracting with Gray
Amendment firms (see Gray Amendment discussion and certification in Annex I.E).

m. OYB Funding Levels. Care should be taken that the project not be

dependent on an increased 0YB or a large NPA follow-on effort.

Response: The project design considers only currently approved funding levels
in financing the implementation of the activity and the achievement of the
project purpose. No follow-on NPA effort is anticipated or required to
achieve project objectives.

n. Host Country Contribution. The PP should contain a detailed budget

for the host country contribution that details what the host country
will contribute.

Regponse: The budget details a host country contribution in excess of 25% of
total project costs.

o. Project Management. The ECPR supported the Mission's proposal that a
SARP-funded business advisor PSC manage project activities, provided
that the advisor spend more than half his/her time on the "SARP
Programme of Action."
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Response: After further analysis of AID project management requirements, the
design team believes that a full-time local PSC is necessary to adequately
coordinate, monitor and manage the complex set of operational tests and
analytical studies included under the project. Therefore, the PSC will be
funded entirely under the project.

P. MAPS Scope of Work. The SOW should be framed to make it more

appropriate for project funding, not for PD&S as contained in the PID.

Responge: MAPS is now clearly appropriate for project (not PD&S) funding as
it has been designed to provide substantial benefitsg to the GOZ and other host
country organizations, as well as AID and other donors.



Annex 3.A - TECHNICAL ANALYSIS

This analysis provides a technical assessment and justification for project
components, organized by project component:

A. Export Processing Zones

B. Business Linkages

C. Volunteer Business Advisory Services
D. Small Micro-Enterprise Survey

E. Productive Sector Description

A. Export Processing Zones and Their Relevance to ZBDP
Al. Basic Concepts of Export Processing Zones

A free trade zone (FTZ) can be defined as a designated area, physically or
administratively located outside the national Customs territory, wherein
unrestricted trade is permitted with the rest of the world. Merchandise may
be moved in and out of these zones free of Customs duty, stored in warehouses
for varying periods, and repacked for re-export and transhipments.

Export Processing Zones (EPZs) are a relatively recent free trade zone
innovation. Like FTZs, EPZs are outside the customs territory, but they are
different in that they are explicitly designed to facilitate the processing,
manufacture, and assembly of goods and services destined for export markets.
As such, sponsoring countries have found EPZs to be a greater source than FTZs
of job creation, foreign exchange earnings, and transfer of technology.

E2. The Basic Incentive Package for EPZs

To create an effective EPZ program, a government must be willing

to offer an attractive legislative and regulatory environment to both foreign
and domestic investors. The following incentives are typical of EPZ programs
worldwide:

o Full exemption from Customs duties, import an export taxes, and other
levies on imported capital equipment, raw materials, intermediate goods,
and supplies used in EPZ manufacturing, as well as the exportation of
zone products. In addition, zone purchases and sales are not subject to
sales taxes, transaction taxes, value-added taxes, or the like.

o Income Tax relief, including corporate tax holidays for a defined
period. Some locations such as Uruguay, Egypt, Jamaica and Honduras
offer tax holidays in perpetuity. Premium locations such as Mauritius
and Ireland impose a 10- 15 percent flat rate on corporate profits.

o} Unrestricted repatriation of capital, dividends, and profits. Many
foreign investors will not even consider locating in countries without
such guarantees.

\‘o?')
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Freedom from exchange controls. The type of foreign investors that
invest in EPZ are unwilling to operate unless they are guaranteed
immediate access to hard currency. This is vital, as investors are
hesitant to risk exposure to devaluation, and Central Bank whims. Costa
Rica's EPZ program stagnated for a number of years in part due to Central
Bank control of EPZ firms' foreign exchange accounts. Many countries
allow EPZ firms to hold foreign exchange accounts.

Regulatory Relief. Because the majority of EPZ firms are small or medium
sized (by developed country standards), they cannot readily afford to be
drawn into long and expensive bureaucratic review periods. A crucial
aspect of successful EPZ programs is the simplification and streamlining
of various approvals, permits, licenses, etc. that are required. This
includes expedited investment approval, issuance of expatriate work
permits, on-site custom inspection. Usually, no import or export
licenses are required for zone firms.

Permission to utilize expatriste managers. In countries with shortages
of skilled management persocnel, this clause is particularly important.
Most EPZ host countries allow for 10-20 percent of a firm's labor force
to be expatriate.

Exemption from import restrictions and price controls. EPZ firms have
proven most successful where they have right to obtain raw materials,
equipment, and supplies from the suppliers they prefer, even if a given
government considers a locally made produc’. to be of similar quality and
price. Similarly, EPZ firms expect market prices, rather than
government-set prices, to prevail in the sale and purchase of goods and
supplies.

Permission to establish firms with 100 percent foreign ownership. While
some investors may prefer a joint venture arrangement to take advantage
of a local partner's superior in-country knowledge and contacts, many
foreign investors require the close control inherent in a fully-owned
venture.

Recent Innovations in EPZ Programs

Beyond the core incentives discussed above, a number of innovations have been
made recently, some of particular relevance to Zimbabwe. These include:

(o)

Private sector development and management of EPZs. Private sector owned
and managed zones have exhibited a much higher success rate than their
public sector counterparts due to the better facilities and services
offered. In addition, private capital can lead to a faster start-up and
a reduction in government expenditures for the development of zone
facilities and infrastructure. Zone developers are often granted the

eame inrantivra nenbama w~ TN £ .t .
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o Private provision of utilities. In the Dominican Republic and elsewhere,
zones are allowed to offer private electricity and telecommunications
services. This has clearly improved the level of service, reduced
operating costs for the EPZ tenants, and allowed for quicker
connections. In Zimbabwe, the availability of private telecommunications
service could reduce international telecommunications costs to as little
as one tenth of current rates.

o Flexibility in choosing locations. While EPZ industries traditionally
have been found in industrial-estate style zones, a number of EPZ
countries are allowing firms with zone status the alternative of
operating as a single-factory zone. This flexibility is viewed
positively by potential investors who may wish to locate close to the
source of domestic raw materials, or inexpensive labor pools. The
single-factory status EPZ has worked very successfully in Mauritius and
Costa Rica.

o Ability to sell a percentage of production locally. Although EPZs are
targeted for exports, a number of countries allow firms to sell a limited
percentage to the local market, paying full duty as imports to prevent
unfair competition to local producers. This gives firms flexibility;
e.g., a rejected order can be sold locally instead of destroyed. It also
increases the potential for developing forward linkages to the local
economy. Mauritius has taken this one step further; EPZ firms can sell
freely on the local economy in selected sectors.

o Indirect exporter incentives. Many countries offer partial incentive
packages to firms selling to the EPZ firms. These benefits can take the
form of reduced duties, income taxes, etc. These kinds of incentives
increase backward linkages to the economy, and generate additional
foreign exchange for the country. They also increase the flexibility of
sourcing for the EPZ firms.

E4. Establishing EPZs in Zimbabwe

Given the present investment incentives in Zimbabwe, the granting of just a
few of the typical EPZ incentives would be a substantial improvement.
However, for Zimbabwe to reach its full economic potential, the incentives
offered would need to match the extremely attractive EPZ incentive packages
available in a number of countries —- including the new African EPZ programs
in Togo and Cameroon ~- to attract significant amounts of private investment.
Otherwise, if a diluted incentive package is offered, Zimbabwe can expect to
see a smaller, less dynamic program, which is largely confined to local
investment.

As with any country, Zimbabwe faces constraints as well asg advantages in
efforts to create a successful EPZ regime. Zimbabwe's obstacles include the

following:
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Zimbabwe is a landlocked country and thus suffers from relatively
expensive surface/sea freight transportation to Europe. The cost of
shipping a 20 foot container of apparel goods to Western Europe is 20
percent more expensive than from Mauritius and nearly three times the
cost from Togo to Western Europe.

Transportation infrastructure leaves much room for improvement. Of the
railroad's 250 diesel locomotives, only 126 are reportedly operational;
the system requires 198 locomotives to function properly. The lack of
locomotives, and the ensuing inability to trangport sufficient amounts of
coal, led to frequent power outages last year. Similarly, road
transportation is hindered by the fact that 62 percent of all trucks are
over 10 years of age. The lack of foreign currency makes it difficult to
obtain both spare parts and tires. Due to the upsurge in horticulture
exports, the national air freight carrier is finding it increasingly
difficult to meet demand. Finally, Zimbabwe's natural ports —- in
Mozambique -- are plagued by a series of constraints.

Telecommunications, though adequate for international phoue calls is
unreliable for local communications. In addition, there is a huge
backlog for telephone service; in Harare, it is reported that 24,300
await phone installation.

An onerous labor code makes it difficult to terminate the employment of
unproductive workers. This inflexibility decreases productivity and
reportedly discourages 70-80 percent of all employers from expanding
staff. As such, the labor code can be seen as a mechanism constraining
long-term employment. generation.

Skill shortages are increasingly being felt by locai manufacturers for
mid-level positions. Shortages are particularly acute for engineers,
accountants, electrical fitters, and machine tool operators. The quality
of vocational training is said to be low.

Wage and price controls have introduced a number of structural rigidities
into the Zimbabwean economy.

Lack of foreign exchange. This factor is commonly referred to by
Zimbabwean manufacturers as the greatest cons'raint to development.
While the Export Revolving Fund has eased th: availability of foreign
exchange for raw materials and components, for companies currently
exporting, it remains exceedingly difficult for manufacturers to obtain
the necessary capital equipment to expand and update operations.

Despite the recent reduction of Zimbabwe's corporate tax rate to 45
percent, Zimbabwe's tax rate remains uncompetitive with global free zone
programs. In addition, Zimbabwe's high personal tax rates prove as a
disincentive to local entrepreneurs, and will be a deterrent to the
attraction of foreign investment.
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The private sector, though strong by African standards, has been weakened
by long~term protection. More than 6,000 products are manufactured in
Zimbabwe, and while this diversity allows the country to redunce imports,
consumer costs are higher due to the relative absence of economies of
scale.

Despite recent government moves to allow the private sector to play a
more important role in the Zimbabwean economy, the government's attitude
towards the private sector remains somewhat ambivalent. In addition, the
GOZ appears somewhat wary of foreign investors and strongly encourages
them to take minority equity positions.

Businessmen complain of unnecessary red tape and difficulties in dealing
with government officials on a wide spectrum of matters. The 90-day
approval process at the Zimbabwe Investment Centre, although a marked
improvement over past procedures, can still be seen as uncompetitive and
onerous when compared to the default mechanisms present in many EPZ
programs.

Lack of overseas promotion activity and experience. The Investment
Centre, formed in 1989, has a mandate to perform this function but has
been unable to do so due to lack of human and financial resources.

The above obstacles are not insurmountable. The labor code, wage and price
controls, distribution of foreign exchange, and tax rates will be modified,
over time, by the SAP-mandated policy and legislative reforms. The quickening
of the approval process and the strengthening of skilled labor and overseas
promotion can be defused through institutional development. Transportation
and telecommunications obstacles —- though costly -—- can be improved.

These problems are balanced by Zimbabwe's many strengths:

o

The government is gradually changing its economic orientation to more
market-oriented policies as evidenced by the signing of double-taxation
treaties, agreements with MIGA and OPIC, the decontrolling of prices, the
reduction of tax rates, the greater use of the 0GIL import mechanism, and
the creation of the Investment Centre.

Zimbabwe offers one of the most literate and skilled labor forces in
Africa. Illiteracy is estimated at only 26 percent. With a minimum wage
of less than US$0.60/hour, labor costs can also be seen as relatively
competitive.

The Zimbabwean banking system is one of the most highly developed on the
African continent with 5 commercial banks, 4 merchant banks, 6 finance
institutions, 3 building societies and a Post Office savings bank.

The country also possesses a relatively well-developed infrastructure by
African standards. The quality of electricity and water provision is
said to be excellent and the road system is extensive and in fairly good
condition.

¢
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o Air freight and telecommunications rates are more competitive than other
African EPZ countries.
(¢] Labor-management relations are generally good and cooperative.
o Zimbabwe boasts one of the strongest and most dyne rivate sectors in
Africa.
o Zimbabwe has one of the most developed manufacturing sectors in Africa,

accounting for 26 percent of GDP. In contrast, the manufacturing sectors
of two-thirds of African nations contribute less than 10 percent of GDP.

o An healthy export sector is emerging in Zimbabwe. From 198G-9,
manufactured exports tripled despite the fact that investment levels fell
from 15.5 percent of GDP to 10.7 percent. According to recent CZI
statistics, 48 percent of all manufactured goods are exported. Since
1985, exports to the European Community in such typical EPZ industries as
textiles, apparel, and leather goods have increased by more than 50
percent. If these firm's managers are able to export in such a
constrained environment, this bodes well for the success of EPZs.

o) Zimbabwe has an extremely diverse base of natural resources, with a large
number of minerals and the capacity to produce a wide range of
agricultural products.

The Phase One of the EPZ component, the Feasibility Study, will more
thoroughly examine the economic and social feasibility of establishing EPZs in

Zimbabwe.
E4. Why the EPZ component was selected for ZBDP.

The design team weighed the EPZ component against the ZBD Project criteria.
The results are summarized below:

EPZs have had dramatic impacts on attracting foreign and local investments in
countries that have implemented them successfully. We are confident that the
entire package of EPZ incentives will be in place, and that investors will
have received approval to operate under EPZ regime.



Annex 3.A
Page 7 of 18

Successful EPZ's create jobs and earn foreign exchange. In Ireland, the first
modern EPZ, the Shannon Airport zone created 8000 jobs in ten years, and
accounted for 20 percent of the country's manufactured exports. In Taiwan,
five years after the zone regime was established, EPZ firms employed more than
70,000 and exported over USD 1.5 billion. Over the past decade, more than
two-thirds of all new manufacturing and assembly jobs created in the Caribbean
Basin -~ more than 250,000 —- have been located in EPZg. Given our ZBD
Project timetable, however, there may not be significant job creation or
foreign exchange earnings in the life of project.

o) v t in rship on the part of the GOZ or the private

GOZ interest in EPZs seems to have been sparked by the 1988 visit of President
Mugabe to the Freeport, Bahamas zone. The President declared in 1989 that
Zimbabwe would consider establishment of an EPZ program. As part of the
annual budget address of July, 1990 Senior Minister Chidzero took a step
further by stating that "Government has accepted the concept of EPZs...The
concept will be concretised during the course of the year and appropriate
incentives introduced.

The SAP framework document further elaborated the G0Z's plans for EPZ
development, to quote: "The Zimbabwe Investment Centre has also been given
responsibility for an extensive promotional role, e.g., overseeing the
establishment of free trade zones (FTZ), export processing zones (EPZ), and
Bonded Warehouse Operations (BWO)"

Conversations with the Ministry of Finance and Economic Development Office of
Policy Planning, with the deputy Governor of the Reserve Bank and acting head
of the ZIC, and the Ministry of Industry and Commerce have confirmed these
public statements of interest.

The private sector has been a vocal supporter of EPZs in Zimbabwe since early
July 1990, when the CZI President announced the intention to form an EPZ
working group. Individual CZI members have also expressed a strong support
for EPZs, both as potential developers or as potential exporters. ZENA and
IBDC have also indicated strong support for the EPZ, as long as the needs of
the indigenous businesses are considered.

o] m t i G ivat t
components that are working to the same goal or purpose,

The GOZ has asked for support in development the EPZ concept; other donors,

the NGOs, and the private sector have neither the expertise or the desire to
support this request. The most important complementary activity, of course,

is the SAP; the relationship between EPZs and the SAP have been analyzed above.

\35\
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QIND L CIICTH RINC : 3Ol
components in Zimbabwe,

The mission haz already played an important role in educating the public and
private sectors about the potential of EPZs through consultancies arranged
before and during project design. Also, USAID underwrote the costs of private
and public sector attendance at the October 1990 Mauritius Conference on EPZ
Development Strategies.

The EPZ ccnponent could serve as a replicable model for the planned regional
Enhanced Export Competitiveness project. The AFR/MDI funded support for a
proposed hard currency venture capital fund, and the APRE/I funded support for
the Loan Portfolio Guaranty program, both would work towards insuring local
investor access to the EPZ regime.

0 Complement and build on AID's and the misgion's comparative advantage,

AFR/MDI and OPIC have collaborated for several years on the African Export
Processing Zone initiative. The first two programs, in Cameroon and Togo,
have just become operational. AFR/MDI, and its contractors (used in design of
this component), have built an impressive base of experience and expertise.

Furthermore, the contract Trade and Investment Advisor, who will be available
to the mission until October 1992, has had extensive experience in designing
export promotion programs capitalizing on EPZ environments (Indonesia and
Mauritius).

Existing contractual mechanisms, whether the REDSO IQC for private sector
services, or the APRE Private Enterprise Development Support project, or
others, will allow USAID/Zimbabwe to tap into the experience base developed by
AFR/MDI and others.

Jelp the

EPZs in Zimbabwe are intended to quickly eliminate in part of the country,
either in an industrial estate or bonded managed warehousing pilot setting,
the many trade and economic growth inhibiting policies that have became
institutionalized in the Zimbabwean economy.

While the GOZ is clearly committed to the five year timetable to implement the
SAP, it is a difficult political and economic process fraught with many
dangers and pitfalls. The SAP-mandated changes will have profound effects
upon prices, incomes, and production, and will be threatening to some segments

‘

Q°
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of the GOZ, private sector, and the population at large. By jump-starting job
creation, EPZs can enhance the political acceptability of the SAP. By
jump-starting foreign exchange earnings, EPZs can assist the GOZ to finance
the SAP.

Timing of the SAP will be critical, and sustained belief in the long-run
benefits of the effort will be required for the program to be successful. It
is in this context that a rapidly and successfully implemented EPZ program can
demonstrate the efficiencies to be derived through the elimination of the
various regulations that have come to stifle the Zimbabwean economy and
threaten it with eventual declining growth rates. While the entire economy
cannot be expected to move to such a high degree of deregulation as the ideal
EPZ, especially on the capital account side, the example of the EPZ should
provide encouragement as the country moves through the process of freeing-up
its economy. And, while there are exceptions, the more rapid the structural
adjustment process, the more likely its success.

Many of incentives in a typical EPZ package go far beyond what has been
mandated in the SAP framework document, or intended for future reforms for the
economy at large. EPZ incentives that 80 beyond what most countries are
prepared to do under structural adjustment are:

- Minimal corporate income tax schemes; ranging from tax holidays in
perpetuity to levels of about 15 percent. The SAP reforms do no specify
target tax rates, but implies corporate tax rates may be reduced to the
low 30 percent level.

- Exemption from most local kaxes

- Right to conduct transactions in foreign currency, including holding
local foreign exchange bank accounts

- Streamlined customs procedures

If the SAP reforms are implemented along with an EPZ regime, this would
greatly increase the likelihood of backward and forward integration of EPZs
into the local economy.

If the SAP reforms are not implemented on schedule, then establishing an EPZ
regime could still be feasible. The impact would be lessened, particularly on
the backward linkages to the local economy.

\\
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B.  The Business Linkage Component's Relevance to ZBDP

The best way to justify the Business Linkage Component as part of ZBDP is to
match it against the ZBDP operational testing component project criteria.

o v t W, Aachieving the ZBDP goal of
economic growth ==_meagured by job creation, foreign exchange earnings,
nomy; or the ZBDP purpose -- an enhanced

and broadened control of the eco
n n nvi ment vegt 3

the ZBD project,.

The Business Linkage component will have a clear and measurable impact on
broadening control of the economy. This will flow directly from enhancing the
enabling environment for investment, for both large and small businesses.
Business Linkage may also create or save jobs, which will be easily measured.

o Have strong interest and support on _the part of the GOZ or the private
sector,

The GOZ, especially the MCI, has strongly endorsed the business linkage
concept. HCI, in fact, is working with UNDP on a business incubator concept
as another strategy.

The private sector has strongly endorsed the business concept.

CZ2I, in fact, has made it the center part of their SME development strategy.
Some factions of the IBDC, however, have expressed concerns that
institﬁtionalized racialism may prevent business linkage efforts from having a
real impact. In the opinion of the design team, institutionalized racialism
has not prevented the success of business linkage projects in South Africa,
the United States, or other countries with a long history of legal and de
facto racial discrimination. Large businesses are concerned with the
reliability of small business; this is true anywhere in the world, and is why
donor intervention to bridge the gap is warranted.

o Complement and build on other donor, NGO. GOZ, and private sector
nen t worki t r_pur

SME projects have attracted an increasing amount of interest and funding from
the GOZ and the donor community. USAID/Zimbabwe's strategy is focus on ’
forging business linkages between small and large firms, and rely on other
efforts to facilitate access to credit, training, and other necessary inputs.

o Complement and build on other USAID/Zimbabwe, SARP regional, and AID/W
components in Zimbabwe,

Businqss Linkage participants will benefit from the ZTMMAN project training
resources -- and if the SME construction sector training project is undertaken
by ZIMMAN, it will benefit from the Business Linkage activities.
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AID has long experience in fostering business linkages, and USAID/Zimbabwe
will benefit greatly from ongoing business linkage activities being undertaken
by USAIDs in Botswana, South Africa, Swaziland, and Kenya.

o MMW.MMML&L{MMM .

The business linkage component will be undertaken by a contractor, with only
general oversight from USAID/Zimbsbwe.

o MLMmuhmmmwummhudmm

take advant t

Business Linkages will help large and small firms be more competitive, and
take advantage of the SAP opportunities and challenges.

o Contribute to ZBDP purpose or goal even if SAP is not implemented on
schedule,

Although interest on the part of large firms, and capability on the part of
small firms, will be diminished if the SAP reform timetable slips, the
Business Linkage component will still contribute towards ZBDP purpose and goal,

C. Volunteer Business Advisory Services and their Relevance to ZBDP

Background

AID has supported the International Executive Service Corps (IESC) in Zimbabwe
since 1985. 1IESC provides the expertise of retired American executives for
assignments in Zimbabwe as well for research in the United Statee.

IESC Zimbabwe has offered three basic services, which are:

o tiv projects, under which VE's come to
Zimbabwe for a period averaging 60 days to work with a single client or
group of clients on a hands-on basis to provide assistance in areas such
as management, production, marketing, sales promotion, accounting,
financial planning and a wide variety of technical matters.

o) American Business Linkage Exchange (ABLE) projects, which are in-depth
low cost research reports conducted in the United States. ABLE reports
give Zimbabwean businesses strategic business information on U.S.

markets, technology, potential partners.
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o Joint Venture Service (JVS) projects, which involve an IESC volunteer
working in the United States on behalf of an overseas client; locating
equipment, technology, or searching for a joint venture client. JV§
projects most often flow from a VE or ABLE project.

Even in the highly constrained, pre-SAP environment in Zimbabwe, the IESC
program was found to have a significant impact, according to an outside
evaluation conducted in August 1990. The IESC Zimbabwe program will continue
to be funded as a separate project, or may be folded into the ZIMMAN project.

A major shortcoming of the IESC program in Zimbabwe, according to the 1990
evaluation, is that it did not meet USAID expectations with respect to
assisting established small businesses. (Smail is defined as those with less
than 50 employees.) It should be pointed out that IESC was never intended to
serve as a resource for informal sector or micro enterprises. Many factors
have contributed to this shortcoming. First, the retired American IESC
country director have skills and orientation that makes them more comfortable
dealing with larger businesses. Second, and related, is the fact that the
Country Director's generally find it difficult to cross racial, language,
class, and cultural barriers to reach the local black business. Third, the
average cost per assignment to an IESC client will soon reach USD 12,000.
While this is payable in local currency, it still is far beyond the means of
most lccal black businesses. Fourth, the needs of many local businesses
cannot be solved in the short, intensive assignments undertaken so well by
IESC. They often require less intensive assistance, but undertaken over a
year or more. Fifth, there is often a mismatch between the kinds of skills
and experience that IESC Ves can bring, and the needs of established local
small businesses.

It is clear that the IESC program, as currently structured, is only marginally
capable of assisting SMEs in Zimbabwe. Other models will have to be explored,

An underutilized resource —- retired Zimbabweans

Zimbabwe is unique in Africa in the number of retirees with appropriate
skills. Many of these retirees are attempting to subsist on a small pension,
and would be delighted to find ways to earn extra money. Their skills are
often more appropriate to small business; and because they are resident in
Zimbabwe, they can provide continual support over a long period of time.

Clearly, it would be folly to neglect this resource. CIDA, working through
SEDCO, has already organized and financed Consulting Assistance to Small
Enterprises (CASE), a program where retired Zimbabwean executives are paid a
nominal fee, to provide services to small firms for free. There are a number
of potential problems with CASE. First, the level of fees that retired
Zimbabwean executives are paid by the CASE program may be insufficient to

O
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attract retirees in certain critical skill areas (especially manufacturing).
Second, the CASE program will be implemented through the parastatal Small
Enterprise Development Corporation (SEDCO), which may not be the right
organization to provide market driven technical assistance on a timely basis.

More interestingly, a local firm has started te provide local retired
executives as consultants -— on a for profit basis. According to the
proprietors, they are able to pay sufficiently to attract qualified retirees
in any discipline. Furthermore, being a for profit organization, this local
firm has the motivation and incentives to provide high quality, timely,
technical assistance. Even full-time, at their highest fees, this local
organization could supply expertise at less than half of ‘the cost of an IESC
volunteer. Thesge fees, however, still may be out of the reach of the local
SMEs.

ZBDP will analyze the best means of tapping the resource pool of retired
Zimbabweans for providing technical assistance to local SMEs. One possible
option is the establishment of a nonprofit Zimhabwe Executive Service Corps,
either attached to the local IESC office, or established independently.
Another possible option might be that AID establish a fund to share the costs
of the for-profit service for small, black owned businesses. This option
would strengthen market networks, not undercut or preempt them.

T2 best way to evaluate the VBAS component is to match it against our
criteria for operational testing components. It comes out quite favorably, as
the following review of the more important criteria indicates.

On the goal level, the VBAS component will have an impact on earnings of
foreign exchange, creating jobs, and broadening control of the productive
assets of the economy. Considering individual firms, it is possible that a
successful assignment may accomplish none of the above -- but by increasing
firm level competitiveness and productivity, this will be accomplished at the
macroeconomic level,

On the purpose level, the VBAS component is expected to have a significant
impact on improving the enabling environment for private sector investment.
Not only will firms be helped to make investment decisions, but they will alsc
be more competitive and profitable businesses, and therefore better able to
attract financing, either from retained earnings, the entrepreneurs'’ savings,
other shareholders, or financial institutions.

AVARN
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o mumwmmmmmzmuumm
sector,

The IESC component of the VBAS has strong suppert from the private sector, and
the direct participation of business on the Advisory Board. The ZESC concept
was proposed in a general form in the August 1990 evaluation of the IESC. The
GOZ, especially the Ministry of Industry and Commerce, strongly endorses the
ZESC idea. The IESC Advisory Board, made up entirely of businesspeople, also
strongly endorses the concept. Use of regional volunteer business advisory
services, in particular, IESC South Africa, is a natural extension of the
concept of using local retired executives.

0 Complement and build on other donor, NGO, GOZ, and private sector

componentsg that are working to the same goal or purpose,

At least five other donor agencies run services patterned after the IESC
model. Demand for all the VBAS services greatly exceeds supply, however.
Furthermore, IESC operates in a special niche —- more expensive services, but
more specialized or experienced assistance. Analagous to the ZESC concept,
CIDA has started its own local retired advisory service. The design team does
not see a conflict with pursuing the ZESC option, for two main reasons:.
First, the demand for retiree business advisory services very likely will
exceed the capacity of the CIDA operation. This is certainly true for the
international executive services —- five donors operate these, and demand is
not saturated. Second, the CIDA service will be implemented through SEDCO,
who have not to date been an effective medium of providing responsive, market
driven advisory services.

A for-prefit agency offering retirees as consultants has been operation in the
Harare area for over a year. The mission is not interested in setting up ZESC
to act as unfair competition to this service. In fact, one potential option
would be to establish ZESC as a cost sharing fund, that would underwrite the
costs of the commercially provided service for the target SMEs.

It should be noted that if the Phase One assessment does in fact not recommend
that USAID/Zimbabwe proceed with the pilot operational stage, then the ZESC
concept will be dropped.

o Complement and build on other USAID/Zimbabwe, SARP regional, and AID/W

components ip Zimbabwe,

One of the more exciting aspects of VBAS would be the support that it could
lend to facilitating the Business Linkage subcontracting and spin-off
operations. In South Africa, the local IESC program, using only local
retirees, has been modified to do just that. An IESC volunteer is acting as
an honest broker in negotiations between a Cape Town firm and the employees of
the firm that wish to buy out a local installation. Another IESC volunteer is
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undertaking the feasibility study to ensure that the spun-off operation will
be viable. A third party financial institution has agreed to finance 80
percent of the ghares sold to the employees.

VBAS VEs could also complement the training support businesses are receiving
under ZIMMAN II, or rural based groups seeking to develop natural resource
based businesses receiving assistance under the Zimbabwe portion of the NRMS

project,

o Complement and build on AID' s and the mission's comparative advantages,

and avoid areas of comparative disadvantage.

The mission has six years of experience with IESC in managing an executive
service corps type of project. It is one of the few areas where the mission
has demonstrated ability with a private sector project. The ZESC component
would be a fairly straightforward project to manage, easily within the
capabilities of the contract project manager.

Help the GQZ implement the SAP reforms, or agsist the private gector to
take advantage of the SAP opportunities and challenges,

VBAS could well be utilized to assist the GOZ to implement the SAP reforms.
For example, IESC may be used to undertake ecoping or feasibility studies in
preparation for the commercialization or privatization of parastatals -- IESC
has, in fact, received requests of this nature.

VBAS will definitly assist the private sectok to take advantage of the SAP
opportunities and challenges, by increasing their competititive edge.

o Contribute to ZBDP purpose or goal even if SAP is not implemented on
schedule,

Depending what reforms slip, and to what degree, the expected opportunities
available to the more established SMEs will not be realized. Nonetheless, the
ZESC component will help the SMEs with the projects that are feasible in the
current environment.

D.  SME Survey and Analyses and their Relevance to ZBDP

Background

The GOZ as well as donor agencies are placing increased attention on the role
of SMEs in generating income and employment in Zimbabwe. This heightened
interest stems from the desire to generate jobs outside the existing formal
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sector to help accommodate the anticipated wave of unemployed school-leavers
~= up to 300 thousand a year by the end of the century -- school leavers that
will not find employment in existing formal sector businesses.

The GOZ and donors are continuing to develop programs of support for SMEs.

The World Bank and EEC, for example, are planning new project activities
targeting credit to SMEs. Financial institutions are also interested in small
business; today's marginal small customer is tomorrow's profitable large
customer,

Assistance efforts are handicapped by the lack of up—-to-date information on
informal and small-scale enterprises. Most such firms elude the standard
governmental statistical nets and are typically unobserved. A few special
studies have provided some limited, initial glimpses of these activities in
Zimbabwe.

We do have a fairly good handle on the constraints facing SMEs in Zimbabwe.
In general, they are not terribly different than those facing SMEs anywhere
else in the world:

1 excessively complex and restrictive legal and regulatory framework which
discourages expansion of informal activities and their formalization.

2 inadequate access to credit
3 inadequate technical expertise and market contacts
4 inadequate inf#astructural support, particularly transport, worksites,

and storage

5 problems in obtaining suitable and affordable tools, machinery, and raw
materials,

Item 1 is a policy reform issue; items 2-5 are either caused or exacerbated by
a poor policy regime.

What is unusual in Zimbabwe is the importance of item 1; the degree to which
the very tight degree of regulation w«nd control has stifled the SME sector, to
the point where it appears to play a relatively minor role in the economy.
This realization alone, however, is an insufficient base on which to build
project activities.

In brief, what is missing are data on: the number of firms, the sectors in
which they operate, location, ownership and employment characteristics,
income, linkages with each other and the formal sector, assistance received,
perceived constraints, entrepreneurial character, business history, and firm
dynamics.
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This kind of data, and expert analysis of the data, would allow:

o The development of a baseline, against which the effectiveness of
proposed projects or policies can be evaluated.

o] Determination of needs and constraints
0 Target subsectors or geographic areas for assistance
o Design of project components and subcomponents

The data would also help address resolve certain conceptions of the small
sector in Zimbabwe; e.g., is the perceived limited number of small enterpriges
in Zimbabwe is due to the undercounting of such enterprises -~ a phenomenon
that is found in much of the world - or whether there are indeed relatively
few small enterprises in the country - a situation that has been found to
exist, for example, in Lesotho.

Although the baseline survey has been funded out of PD&S funds, the results
will play an integral role in the development and implementation of the SME
Analysis component, as well as the Productive Sector Description component.

E. The Productive Sector Description and its Relevance to Zimbabwe
The spe&ific objectives of the Productive Sector Description are as follows:

1. To provide USAID/Zimbabwe and others with current, reliable data on the
structure of formal and informal business, by sector and subsector (e.g.,
leather goods manufacture ag a subsector of industry) on GDP,; employment,
tax revenue generation, regional growth, productivity, linkages, and
industrial concentration that will guide decisions by the Mission
regarding targeted assistance to the Zimbabwean private sector.

2. To inform USAID/Zimbabwe and others on ‘the perceptions of a wide spectrum
of business owners and managers regarding constraints and opportunities
for private sector growth and development that will suggest areas of
priority for Mission strategy.

3. To provide USAID/Zimbabwe and other interested parties with the raw
material to evaluate a range of program and project options in such areas
as: (a) support for direct service delivery programs to small and micro
enterprise and to the informal sector; (b) encouragement of deregulation
and policy reform; (c) stimulation of cooperation and policy dialogue
between the private sector and the GOZ; and (d) the promotion of linkages
such as supplier contracts between large and small manufacturing firms.
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4, To identify for USAID/Zimbabwe and others, an array of local institutionsg
that have the commitment and potential capacity to support private sector
development efforts over the longer term, and to suggest how these
ingtitutions might be strengthened tc become more effective.

This description and analysis of the structure and role of the various
industrial, primary, and service sectors of the Zimbabwean economy will be
undertaken after the GEMINI comprehensive SME survey. This will ensure a
broader data base and more in-depth knowledge on the part of the GOZ, the
Mission and others, of structural factors such as concentration or
fragmentation of certain sectors which will in turn permit a more informed
dialogue as plans for a longer-term private sector program begin to
materialize.

In undertaking the Prcductive Sector Description, USAID/Zimbabwe will utilize
some of the techniques that have been developed by the Africa Bureau in the
course of refining the Manual for Action in the Private Sector (MAP5G). MAPS
taken as a whole is a methodology for gathering and analyzing data on the
private sector, as well as a means of generating and evaluating strategies
that may be pursued by USAID missions for private sector development.

In its full expression, the MAPS process includes five phases: (I) an
"Articulation" phase designed to make explicit the current USAID private
sector strategy in relation to: overall Mission strategy, GOZ policy, and the
roles played by other donor organizations; (II) a "Description" or mapping
phase intended to identify the role and performance of the private sector in
relation to the national economy; (III) a "Diagnostic" phase in which survey
data on perceived opportunities and constraints to private sector growth are
collected and analyzed; (IV) a “Dialogue'” phase in which the findings of the
previous phases are presented and discussed among groups of business persons
as well as among USAID staff; and (V) a "Strategy" phase in which options are
generated and evaluated against criteria developed in discussions with Mission
personnel.

Under ZBDF, only the Description and Diagnostic phases will be funded, because
they have a relevance and an audience beyond USAID/Zimbabwe. The mission may
decide to undertake the Articulation and Strategy phases of MAPS using PD&S or
other sources of funding.
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The Social Soundness analyses undertaken during project paper development
informed and guided project design. Together with other analyses, the gocial
soundness analyses led the design team to drop certain componentsg included in
the PID, and modify other components. Due to the pilot nature of the project,
the social soundness analysis presented below provides only a limited
assessment of social impact and feasibility of the present ZBDP components.
Additional analyses are be incorporated into Phage I ascessment activitieg
under each operational testing component of the project. This analysis will
provide the interested reader detailed background on some’ of the design team's
decisions in the context of the Zimbabwe socio~economic and socio-cultural

income. As a result of Government's commitment at Independence to give
priority to education, Zimbabwe'sg population has one of the highest education
levels in Africa. Paradoxically, in making tremendous progress in educating
the masses, the G0Z is now faced with a severe unemployment bottleneck. As
early as 1983, a tracer survey of secondary school leavers found that of 72%
who entered the labor market, 72% were still unemployed after eight months.
(No other comprehensive tracer surveys of high school graduates has been
undertaken since then). The Labor Force Survey (LSF) of 1986/87 estimated
that one-third of the unemployed in that year were Form IV (secondary school)
graduates, compared with only 11% in 1982.

By all accounts, high unemployment is one of Zimbabwe's most critical
socio-economic problems. Approximately 7.2% of the total labor force were
unemployed in 1986-87, 16% if communal farmers are excluded. Current
unemployment estimateg range as high as 30%. Nearly eight in ten of the
unemployed are concentrated in urban areas.

Black Zimbabweans comprise 5% of formal sector employment. For some

occupations, particularly among the professional and managerial groups, whitesg
remain a gignificant minority.

1.2 The Private Sector and Stryctuyral Adjustment

changes mandated by the SAP will be ag diverse as the business community
itself. A number of firms function profitably under the currently protected
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in fact, reliant on the current protectionist policies for their very
survival, and are strongly resistant (albeit not publicly) to the lifting of
monetary and import controls. The main reason for this is fear of
competition. If and when trade liberalization becomes a reality, many of
Zimbabwe's industrial conglomerates would be ill-equipped to face competitjon
from lean, efficient firms, whether local or international. The speed at
which they can restructure themselves before losing market share will
determine their success or failure in a freer market Clearly, internal and
regional forces are already pushing Zimbabwe's businesses to confront change:
SADCC activities, eventual competition from a free South Africa, G0z
negotiations with the Wnrld Bank on structural adjustment, etc. However, as
one entrepreneur, poised to compete, put it: 'Doctors always advise patients
te shed excess weight in the interest of their health; yet it often takes
nothing less than a massive heart attack to force the patient into & changed
lifestyle'. Unfit corporations may may need a shock before they will break
old habits.

Zimbabwean business has been sheltered from internal competition as well.
Government licensing and other regulations continue to be effective barriers
to market entry for emerging businesses. For example, one entrepreneur
recently applied for a license to manufacture a particular drug loca.ly and
needed an allocation of foreign exchange to import raw materials. Government
sought advice from current drug manufacturers as to the prudence of allocating
scarce forex to the new endeavor. Not surprisingly, established businesses
advised against the allocation, citing the underutilization of their existing
manufacturing fe-ilities due to a shortage of raw materialg. The appllication
was denied. On . .e one hand, the argument of established tusiness has gome
basis in truth -- many of their facilities are underutilized. However, no

to its potential for making more effective use of scarce forex resources than
the established firm. The latter firms may be producing inferio: but
over-priced products. The shortage of foreign exchange for imported raw

problem but is not the gole cause of their ofrerating inefficiencies. Again,
the reluctance of established businezs to res*r~vr' e for a competitive market
is evident.

At the other end of the spectrum are businesses poisea .o take the utmcst
advantage of liberalized trade policies. Firms in the -2xtile, ~<lothing, and
footwear industries, for example, are relatively efficient and competitive
producers of current overgeag fashions. Managed by younger, more progressive
and dynamic managers, these firms are economically fit and adept at producing
and selling their wares in a competitive market. Many don't expect employee
retrenchments in a liberalized economy because they already maintain an
optimal work force. On the contrary, as they import new equipment, some
expect to hire more employees.

A politically charged issue in the current business environment is that of the
distribution of wealth. The pre-independence concentration of ecunomic and
decision-making power persists today. By one estimate, a dozen men hold more
than 70 percent of the directorships of all public companies in Zimbabwe.
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The racial distribution of power and wealth among large and medium business
owners is also an issue. While statigtics conflict on the percentage of
white~ versus black-owned businesses, it is clear that whites still control a
disproportionate number of these firms. AID recently commisgioned a training
needs assessment survey of the formal sector. Representatives from an
illustrative sample of one hundred firms from the mining, horticultural,
construction, agri-business, and textile industries were interviewed. Company
ownership broke down as follows (ownership for four firms was not available):

Public companies 12
Government owned 2
Subsidiary of foreign firm 6
White owned 56
Black owned 9
Other races owned 11

Furthermore, company representatives interviewed for the survey were 62%
white, 22% black and 12% other races. Consequently, in maintaining barriers
to market entry, this inequitable distribution is perpetuated.

2.0 Socio-Cultural Feasibility
2.1 Business Linkages

The political and economic incentives for big business to create business
linkages and sub-contract Production activities to smaller, independent firms
are quite powerful. Major corporations wish to be seen asg supporters of
Goverrment's "growth with equity" policy by agsisting smaller businesseslin
breaking into new markets. As long as Government retains tight control over
foreign exchange allocation, it has considerable leverage over big burinesss.
A further incentive in a liberalized economy will be the economic necessity
for businesses to streamline their own operations to face competition in the
new market. Large businessec currently retain in-house capacity (through
subsidiaries or internal divisions) to cover all production needs which, in a
competitive market, could be procured outside the firm. 1In a deregulated
trade environment, it might be in the economic self-interest of many firms to
consolidate their expertise by shutting down unwanted divisions. The parent
firm would then sub-contract with an independent firm for the service formerly
provided by the in-house division. The project paper identifies two areas in
which the large firms can support small businesses while acting in their own
self- Interest: through suppoert and supplier contracts offered to
entrepreneurs wishing to procure units of their businesses being spun off due
to restructuring; and through sub-contracts offered to small and emerging
businesses.

The approach any given firm will take towards contracting with or spinning off
small businesses will depend upen the current financial profile of the firm
and the sophistication and experience of its CEO and senior managers. The
business community is extremely diverse along these lines. Some may be
willing to attempt sub-contracting partnerships within the current economic
environment; others will require incentives. Still others may have no
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economic need to consider sub-contracting; their attention may focus on
upgrading capital equipment and producing more efficiently for a competitive
market. All will act in what they perceive to he their best interest; donors
can play an informational and facilitative role,

Most likely, early business linkage (or sub-contracting) opportunities will be
found in the manufacturing and mining sectors. Traditionally, these have been
strongholds for white businessmen. Black-owned small enterprises tend to be
concentrated in the commercial sectors, so the project may be an impertant
tool to encourage indigenous businessmen to start up small gcale
manufacturing, assembly or service enterprises.

This historical stratification presents a dilemma not only for the project,
but for GOZ as well. On the one hand is Government's stated policy of "growth
with equity". On the other hand ig the need to create sustainable jobs gs
quickly as possible. Smaller firms in the manufacturing and high technology
sectors which are closest to having the capacity to execute a sub-contract are
more likely than not to be white— owned. Without special programs such ag ZBD
to encourage disadvantaged black-owned firms to enter into business linkages,
it is likely that the majority of successful sub--contracting agreements in
Zimbahwe would be between white-owned firms.

By definition, a pilot project cannot have an equitable distribution of
benefits. Those firms which will participate in business linkage agreements
will be trail-blazers -- those willing to take the lead. Onre AID assesses
the experience gained through this project, it will be in a stronger position
to reach a wider and more equitably distributed segment of the population.

As inlmuch of Africa, school leavers tend to seek employment in beaucratic
structures rather than applying their education to generating revenue. This
tendency away from enterprise has important implications for the project.
Options for spin-off companies are a case in point. Where a large firm has
taken the decision to spin off one of its divisions, it may wish to offer
support to the division's line manager to take over the operation ag a private
enterprise. Careful asssessment of the line manager's entreprencurial skills
would be critical to the success of the new enterprise. An excellent line
manager may not necessarily make a successful entrepreneur. The respective
skills are vastly different.

2.2 Export Processing Zones
2.2.1 n t ci 1P tiv

Detailed feasibility analyses and impact assessments should be conducted in
Phase I of the project's EPZ component, incorporating relevant social
concerns. A comparative analysis of EPZ experience worldwide should include
an assessment of social impacts. Amerig the issues to be considered is the
extent to which governments supporting EPZs have ensured that EPZ development
and implementation costs did not become public costs. Similarly, an
assessment of potential social impacts of an EPZ in Zimbabwe should be
included. The study should identify key social and economic indicators which
should be tracked through the program's monitoring and evaluation component.
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In designing the policy regime, measures mitigating potentially negative
social impacts should incorporated and indicators through by which their
impact can be tracked should be specified. The introductory briefing for
public and private sector representatives should address social concerns as an
integral part of the deliberations. Finally, a social scientist should
participate in the exposure tour to assess firsthand social fssues affecting
the success or failure of EPZs.

2.2.2 Ownership Distribution

A frequent criticism of EPZ programs is that the wealth they create is
concentrated in the hands of a few. Experience shows that this is not
necessarily true. Creative EPZ policy frameworks developed in other countries
have in fact facilitated a broader ownership of industrial estates. In
Barbados, for example, one firm owns the basic infrastruture and allowg
smaller firms to build single rent spaces, thereby distributing ownership. In
Zimbabwe, two CZI-members are incorporating as a publicly traded firm. If the
firm were to buy into an industrial estate, the ownership would be broadened.

Non-equity-sharing collaborative arrangements offer opportunities for
distributing benefits beyond the direct owners of EPZ firms. Through such
arrangement an EPZ firm issues a production license to a local firm and
provides for guaranteed buy-back. For example, Levi Strauss might license a
local firm to manufacture jeans under its label. The local firm would use
inputs provided by Levi or inputs secured independently for which it would be
granted duty draw-backs. Both firms profit and the licensed firm retaing its
independence.

Turkey has adopted a "build;operate—transfer" concept to transfer ownership to
indigenous firms.

In short, examples of EPZ programs which have incorporated distribution
concerns can be found. The investigative surveys of Phase I might contain
cagse studies of worldwide EPZ program efforts to address the issue of
ownership distribution. Both successess and failures should be documented.

2.3 VYoluntary Business Advisory Serviceg

This pilot project proposes to test the effectiveness of a new Zimbabwe
Executive Secvice Corps as well as several innovations in a program such as
the current AID-funded IESC program. However, the analysis herein discusses
the IESC program, which will also provide insights into the pilot project
business advisory services component.

The effectiveness of and demand for the IESC program is well documented in the
1986 and 1990 project evaluation reports. The program's success is reflected
in the willingness of clients to pay fees of up to z$ 80,000 to support
volunteer executives and in requests for repeat engagements. Many clients

(¥U
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reported higher sales, more efficient operations, and improved capability to
export. The number of firms participating in the program is expected to rise
is response to the implementation of GOZ's trade liberalization program.
There ias already been a five-fold increase in the number of inquiries to the
IESC Country Director since GUZ released a broad outline of the trade
liberalivation program. Faced with increased competition, firms will require
technical assistance on capital investment decisions, market analysis,
advertiging, etc, areas in which IESC can provide experienced voluateer
executives. Hence, inceutives for firms to seek IESC assistance are strong.

The 1986 and 1990 evaluavions of IESC/Zimbabwe concluded that the program has
not met original expectations for assisting small businesses. This conclusion
holds for white-owned, well-established, financially secure small businesses
as well as for black-owned businesses. Only two black-owned small businesses
have participated in the program since its inception.

Based on experience, the Mission has determined that the IESC volunteer
executive program should not be seen ag a way of targeting small businesses.
The facts supporting this conclusion are summarized as follows:

—— IESC's roster of retired executives are most experienced in the
manufacturing or specialized/high technology sectors where few small
enterprises (black- or white-owned) are found;

-~ The fees IESC must charge clients to cover the volunteer executive's
expenses are beyond the capacity of small enterprises to pay;

—— Most IESC country directors and volunteers come from backgrounds in large,
sophisticated, American companies, making it difficult for them to cross
the racial, language, class, and cultural barriers to reach local, small,
black- owned businesses.

ABLE activities, on the other hand, have tended to support much smaller
businesses than those supported by volunteer executives. The majority of ABLE
projects implemented to date have been feasibility studies for new ventures,
while the remainder have supported existing small businesses interested in
expanding their operations. Approximately twenty ABLE projects have been
completed thus far, many of them for black entrepreneurs.

While the rationale for eliminating the small-business target for the IESC's
volunteer executive program may well be justified, there is clearly room for
expanding the number of small and emerging businesses reached through the ABLE
program. This might be accomplished thrcugh referrals to IESC from the
newly-created Small-Business Development Unit and/or through an expanded
outreach program within IESC itgelf. Alternatively, the option (presented in
the 1990 IESC evaluation) of finding support among local working or retired
executives might be reconsidered. Support to small businesses should be
facilitated through the experimantal Zimhahwo Fxecutive Service Corps
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3.0 Gender Considergtiong

3.1 Historical Context

Women's current status in Zimbabwean soclety derives from the combined
influences of traditional customs, colonial law, and post-independence legal
reforms. Historical notes draw heavily on Batezat, Elinor and Margaret Mwalo.
Women in Zimbabwe. SAPES Trust, 1989. The colonial state recognized two
co-existing bodies of law. The general law, which was applicable to all
citizens, and colonial Customary law, applicable only to Africans. The latter
system was an attempt to codify pre-colonial customs and traditions, but in
fact it was a distortion of these customs. Under colonial customary law,
women rere reduced to the perpetual status of minors, entrenching their
traditionally subordinate position in the family and society. The inability
of the rigid colonial customary law to adapt to changing social circumstances
led to further deterioration of women's status.

With independence, new legislative measures were passed aimed at removing "all
customary, social, economic and legal constraints' that inhibited women's full
participation in the country's development. The Legal Age of Majority Act of
1982, for example, put an end to the minority status of women. It enabled
them to: (i) own property in their own right; (ii) contract a marriage without
parental or family consent; (iii) become guardians to their children (whether
born in or out of wedlock); and (iv) sue and be sued as individuals.

Despite these legal breakthroughs, pre-independence customs are still very
strong. While women own land in urban areas, where legal property deeds are
recognized, social norms rooted in rural traditions restrict thei-
opportunities to do so. In patriarchal Shona and Ndebele societ.»., land was
communally owned but controlled and distributed by the male heads of society.
Men had primary rights to the land while women had only use rights. For
example, it is not uncommon for a husband/father to hold the title to property
purchased jointly with his wife/daughter. Consequently, the wcian is left
without the collateral required by banks to gualify for a loan. In reality,
the great majority of women remain economically dependent on men. While there
are no legal sanctions for such dependence, it remains deeply entrenched in
the attitudes of men, and, unfortunately, women themselves. Moreover, many
women are unaware of their post-independence legal rights.

3.2 Women in the Work Force and Private Sector

The 1986/87 Labor Force Survey estimated that less than 4% of those employed
in the formal sector (i.e. in registered establishments) owned their own
business; 87.5% were wage earners. Statistics disaggregated by gender on
women's involvement in Zimbabwe's private sector are scanty at best. In the
formal sector, women comprise roughly 25% of the labor force. Ninety percent
of female employment in this sector is concentrated in seven occupational
groups: medical technicians, teaching, clerical, sales/shop assistants,
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domestic, agriculture, and textiles. The 1981 Equal Pay for Equal Work
Regulations are rarely enforced and many women still earn lower wages than
their male counterparts.

Women hold approximately 14% of administrative and managerial positions in the
formal sector; no statistics concerning numbers of registered women-owned
businesses are available, although the numbers are clearly small. Similarly,
black Zimbabweans, both male and female, hold disproportionately few
managerial and proprietary positions vis a vis the white minority.

Statistics on the informal gector are unreliable. However, like in most
African countries, the majority of women involved in business are found in the
informal sector.

Women's labor predominates in communal agriculture ~— 61% of communal farmers
are women. Of the remaining 39% (males), 75% are less than 25 or greater than
46 years of age.

A group of Zimbabwean business women have organized themselves into an
advocacy group -- Women in Business. The group is very new and has yet to
define its priorities or develop a working strategy. It also is having
difficulty coping with the national mandate it gave itself. Several donor
organizations, including CIDA, are working with the group. The effort is
encouraging, but the group is a long way from serving as an advocate for
emerging businesswomen.

In short, despite laws supporting equality for women, their participation in
the modern sector and, more particularly, in business has evolved differently
than that of their male counterparts.

3.3 MM&M&E—WMMQ

Because of the added cultural truditions of male dominance, constraints to
reaching the target group and facilitating an equitable distribution of
benefits are magnified when designing strategies for reaching women.
Nevertheless, there are interventions which would address the particular need;
of women. They are outlined below as they relate to the projects components;
some have been discussed in the socio-cultural feasibility section.

3.3.1 IESC.

The number of female clients assisted through the IESC program is close to
nil. The project might consider ways to encourage IESC Volunteers to focus on
the technical and managerial needs of women. For example, the Country
Director could establish links with women-in-business groups in the U.S., such
as Women's World Banking. They have a wealth of experience in the particular
problems women in business face. Since women- owned businesses tend to be
smaller, they would best be targetted through the ABLE program.
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3.3.2 Business Linkages

In reviewing business linkage or sub-contracting programs in Africa and around
the world, particular emphasis should be placed on identifying partnerships
involving women. Their gimilarities and differences to Zimbabwean
opportunities should be assessed. A female representitive of the business
community should sit on the coordinating committee for the Small Business
Development Unit.

3.3.3 Small/Micro- Enterprise Study. All data should be

disaggregated by gender. A special follow-up study to track female
respondants should be commissioned.

3.3.4 Export Processing Zones.

A literature review would be useful to identify the impacts on women of
selected EPZ's around the world. To agsess socio-economic impact of new jobs
created by export promotion efforts, AID could develop a monitoring and
evaluation system to determine impact on employee, household, expenditure
patterns, and on socio-economic indicators such as fertility rates, children's
health and nutrition.

4.0 Partici { Beneficiari
4.1 Participants

For business linkages, a small group of corporate leaders and owners/operators
of emerging enterprises from Zimbabwe's manufacturing and commercial sectors
will be the short-term participants. As the concept becomes more widely
accepted, more leaders will participate, as will smaller firms who will become
the sub~contracting partners with big business, and local training
ingtitutions whose services will be required for skill training of emerging
entrepreneurs.

Participants in the development of export processing zones will be leaders of
GOZ Ministries representing the public sector and business leaders
representing the private sector. As EPZ's become a reality, public sector
employees assigned to the EPZ operation team will participate. They will
include employees of the EPZ regulatory body and customs officials, to name
but a few. Local and foreign training institutions will become involved when
their services are needed to train the operation's staff. From the private
sector, participants will include the corporations and their affilliates
contracted by GOZ for the physical development of the EPZs. The EPZ firms
themselves, their sup_liers and employees will be the ultimate participants.

Volunteer executives and local client firms will participate in IESC and ZESC
activities.

{\(
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4.2 Beneficiaries

Initial beneficiaries of business linkage activities will most likely bde
established firms in the manufacturing or high technology sectors and their
small enterprise partners. These have been the traditional domains of white
businessmen. As the concept gains wider acceptance, a more diverse group of
firms could benefit. Additional beneficiaries will be the unemployed who
secure newly-created jobs when the financial position of participating firms
improves and operations expand.

Early benefits from the EPZ program will go to consulting firms in the form of
contracts to implement various components of the Phase I studies and later
development of enabling legislation and regulations. The ultimatec
beneficiaries will be the EPZ firms and their employees. Corporations will
benefit through the full range of EPZ incentives. The unemployed who secure
much needed jobs in EPZ firms will be obvious beneficiaries. They can expect
to earn higher wages than they would in the local economy. However, precisely
who these employees will be (e.g. agricultural migrants, immigrants, etc.)
will remain in question until worker profiles can be generated.

The IESC program benefits two types cf firms: larger white-owned corporations
through the velunteer executive program, and smaller business or emerging
entrepreneurs through the ABLE program.

Users of the MAPS and Small--Scale Enterprise survey results will benefit
through their enhanced capacity to more accurately target their programs.



Annex 3.C Economic Analysis

Since independence in 1980, Zimbabwe has made substantial achievements in the
areas of education, health, population and small holder agriculture. The
Government of Zimbabwe's equity successes, however, have not been matched by
economic growth. Since 1980, the economy has grown at an average annual rate
of 3.3 percent — marginally above the estimated rate of population growth.
Accordingly, there has been no material improvement in real living standards.

During the 1980s, the economic growth depended heavily on public sector
spending. About 40 percent of growth in GDP between 1980°and 1989 emenated
from education, public administration, health, and transport.

Net investment (gross fixed capital formation less depreciation) fell from
13.5 percent of GDP at the height of the "sanctions boom" in the early 1970's,
to a low point of 1 percent during the 1987-1989 period. Since the
depreciation calculation --3.5 percent of the estimated capital stock —— ig
extremely conservative, it is probable that the capital stock has been
declining since 1987 and possibly even longer.

The private sector's share of investment has dropped from approximately 60
percent before independence to less than half of this share at present.

Net foreign investment since independence has been negligible until recently;
about USD 50 million. Two U.S. multinationals, Heinz and Cw.wins Diesel,
account for about half of this figure. Moreover, this hss been subgtantial
disinvestment from Zimbabwe on the part of the multinationals. Many firms,
particularly a large number based in South Africa, sold their interests to
local partners and the GOZ. According to CZI statistics, foreign shareholders
controlled 52 percent of the productive assets of the country in 1985; nor
they control about 25 percent. Much of the foreign (and to a lesser extent,
local) disinvestment has come from allowing plant and equipment to depreciate
without replacement, rather than the more dramatic incidents of selling
assets.

A recent trickle of new foreign investment reflects an increased optimism in
Zimbabwe's economic future, as does the far more significant increase in
domestic private sector investment. Nonetheless, investment rates appear to
be well below the 20 percent level considered necessary if the economy is to
-attain a sufficient growth rate.

The primary factors behind the inadequate rates of investment, and the
resulting sluggish performance of the economy, are inappropriate government
policies of the past (many of these policies, of course, have already been
modified, and many more will be in the course of implementing the Structural
Adjustment Program —- this will be discussed in detail later). These policy
factors are summarized below:
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1. Policy Factors that have accounted for inadequate investment

a) Fiscal Policies —- Budget Deficits and High Tax Rates

GOZ budget deficits have ballooned, in spite of a high nominal taxation
regime, as a result of:

- An effort to redress the past imbalances in the provision of vital social
services such ag education, health and infrastructure.

- High level of defense expenditures necessitated by tegional and internal
security considerations.

- Massive losses from uncompetitive parastatal and other GOZ— owned
enterprises.

- Large civil service payroll.

The financing of the deficit apparently has not crowded out investment
directly —- possibly because interest rates have been negative in real terms
and there has been a high degree of liquidity in the financial system.

However, with investment demand expected to pick up substantially, the
continued financing of a high budget deficit will impose a constraint on
growth by limiting financial resources available for new productive investment.

Nominal corporate tax rates have been very high (50 percent); although for
larger corporations with allowances and deductions the effective tax rate is
closer to 30 percent, and the marginal tax rate is close to zero. The high
nominal business tax rates, and the even higher personal tax rates (60 percent
at the top bracket), however, are a severe barrier to entry into the formal
sector by smaller businesses.

b) Price/Wage/Employment Controls

At independence, the Government maintained the rigid price and wage controls
from the UDI government, and introduced equally rigid controls on labor hiring
and firing.

The GOZ maintained price controls to insure the supply of basic and essential
commodities at "reasonable" prices, to ameliorate restrictive trade practices,
and to secure remunerative prices for farmers. The price controls have had
the effect of eroding margins, especially for those dependent on imported
inputs, with an adverse effect on returns on investment. Price controlsg have
also been responsible for periodic shortages of goods, particularly when a
price increase appears to be under consideration.

Minimum wages were introduced to improve the standard of living for the
workforce, maximum wages were introduced to reduce "unfair" income



Annex 3.C
Page 3 of 13

differentials. Market wages have normally exceeded minimum wages, and
employers generally seem able to avoid the restrictions on maximum wages.

Stringent regulations on hiring and firing of regular employees, were
introduced to protect the worker from arbitrary employer action. They have
had a negative impact on business as well as the unemployment rate. Because
of the difficulty of dismissing unnecessary or incompetent employees, many
firms have excessively high payrolls, and an unmotivated, inefficient
workforce. As a result, firms are reluctant to bring on new employees,
resorting to the use of casual labor when needed.

Restrictions on the number of allowable expatriate employees has reduced the
attraction of Zimbabwe for new foreign investment, and has reduced the
competitiveness of existing domestic and foreign firms.

c) Foreign Exchange —- Access and Pricing

Access to foreign exchange, and the pricing of foreign exchange, are
inseparable issues. Because of a consistently over-valued currency, exports
have been discouraged and thus foreign exchange earnings have been low. (One
indication of how overvalued the Zimbabwe dollar is to see how it is valued on
the parallel market -- roughly Zim $1 = US $0.20, slightly more than half of
the official rate, about Zim $1 = USD $0.33.) At the same time, the
overvalued exchange rate means that the demand for foreign exchange greatly
exceeds supply. Because of the supply/demand mismatch, foreign exchange —-
whether for imports of raw and intermediate materials, capital equipment, or
invisibles -- has been rationed by the GOZ since UDI through import licensing
and administrative regulations.

Foreign exchange shortages have also meant restrictions on profit
remittances. Firms that invested after independence are allowed to remit 50
percent of profits; firms that were already in Zimbabwe are only allowed to
remit 25 percent,

Although both the pricing and the process of administering foreign exchange
have been relatively transparent and free of corruption, the problems caused
by the foreign exchange allocation systems are nonetheless severe:

- Private sector projects requiring foreign exchange, as most do, have been
crowded out by GOZ and parastatal demands for foreign exchange.

- Investment and business decisions are made by administrative rationing of
essential foreign exchange, and not by entrepreneurs responding to market
forces.

- Exports are less lucrative in local currency terms and are thus
discouraged; imports are under priced, which discourages market driven
import substitution.

X
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- Inability to replace, let alone modernize, outdated plant and equipment
results in highly inefficient and uncompetitive production.

- Inability to source raw/intermediate materials, resulting in low capacity
utilization, further reduces efficiency and employment.

- Dividend policy discriminates against existing investors; even new
investors face restrictive policies.

- Managerial time is spent on "working the system'" rather than attending to
marketing, production, and other vital functions.

- A class of "briefcase businessmen" hag developed, exploiting
opportunities for economic rent, rather than productive activities.

- Investment and other business decisions are based on administered, not
market, price signals.

- Rules and administration of allocation favor existing businesses,
especially existing exporters, creating high barriers to entry for new
businesses.

d) Monetary Policy - Negative Real Interest Rates, Interest Ceilings

Since the government has relied on direct controls to protect the balance of
payments, relatively few monetary and credit policy instruments have been
used. Interest rateg have been kept low, and usually negative, in an attempt
to stimulate business development and growth. Negative real interest rateb
have penalized savings, but because of tight controls over capital flight,
savers have had few foreign investment options and the supply of funds has
been adequate. The adverse investment climate has meant that demand for funds
is low.

Interest rate ceilings, however, have meant the banks have had little
motivation to take greater risks, and loan to startups or indigenous
businesses.

e) Red Tape and Over Regulation

A host of administrative controls and procedures, and their increasingly
inefficient implementation, has hampered the Zimbabwean economy. Investment
approvals, distribution restrictions, zoning and licensing regulations, and
transport rules have hurt everybody including the multinationals, the emerging
black business, and especially the informal sector.

2. Other Factors that have lead to Inadequate Investment
There are a number of other factors that can, at most, only partially be

associated with the inappropriate policy regime of the GOZ. These are
summarized briefly below:
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a) Technical Expertise and Market Contacts

Zimbabwe's hostile investment climate, especially itsg foreign exchange
shortages, has meant that contact with external markets, and external sources
of expertise, has been constrained. Funds to attend trade fairs, visit
suppliers/customers, or subscribe to foreign publications are limited.
Technological expertise embedded in new equipment is usually not available
because new equipment isg rarely purchased. Foreign consultantg/advisore are
not attracted to operate in Zimbabwe. Multinationals do not find it
attractive (or at times possible) to transfer technology or invest in their
workforce. Domestic education of the workforce is inadequate ~-- school
leavers are literate and numerate, but with few practical skills and high
expectations.

b) Country and Region Risk Factors —- Real and Perceived

Zimbabwe is a remote African country, with a de facto one party government
that until recently did not focus its attention facilitating private sector
investment. Based on a fear of exploitation, the government was, from time to
time, also somewhat critical of the profit motive and free markets. In actual
practice, however, many of the government's policies, and implementation of
those policies, has been reasonable and pragmatic.

The surrounding region poses even more problems. Two of Zimbabwe's immediate
neighbors, Zambia and Mozambique, are in severe economic distress. Mozambique
is still in the grips of a vicious civil war.

The uncertainty over the future direction of South Africa's political and
economic policy is a major factor in determining country risk. Although a
democratic, free-market, nonracial South Africa would provide both a good
market for Zimbabwe and a source of appropriate expertise; it also would
provide stiff competition in regional markets, increasingly act as a magnet
for Zimbabwe's -killed labor, and prove more attractive to foreign investors.
Alternatively, should South Africa plunge into chaos and civil war, then the
investment climate in the whole region would suffer.

The net effect of country and regional risk factors is to increase the
discount rate (or decrease the net present value of expected cash flows) of
projects sited in Zimbabwe, because of the high degree of uncertainty and
perceived risk. A higher discount rate for Zimbabwe means that an investor
might turn down a project in Zimbabwe that would be '"bankable'" if sited in
Thailand.

c) Infrastructure

Much of Zimbabwe's infrastructure, while quite good by African standards, is
deteriorating and is stretched beyond capacity. Internally, much of the
problem is due to inappropriate government policy. Secondary roads serving
the rural districts are in poor condition. The railway system has been
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neglected. The telecommunications network is severely overloaded, new
telephone connections are very difficult to obtain, and spot outages are
frequent,

Externally, moreover, Zimbabwe has euffered significantly from the ravages of
civil war in Mozambique. Renamo rebels fighting the Frelimo government of
Mozambique have repeatedly sabotaged transport routes. The two closest links
to the Indian Ocean, the Beira and Limpopo (Maputo) corridors, are only now
coming back into operation. The Tete corridor, Zimbabwe's closest link with
Malawi, is still extremely dangerous.

d) Social Norms

De facto discrimination on the basis of sex or race has hindered investment,
especially in the SME sector. Local cultural norms, whether traditional,
imbued in the public education system, or promoted from state-controlled media
may also have had a role in discouraging entrepreneurship and hence investment.

e) AIDS Fpidemic

In early 1991, the Ministry of Health estimated that by 199Z, 28 percent of
the workforce will have AIDS. Outside of the tremendous human tragedy that
this statistic represents, it has dramatic implications for the economy -- and
the attractiveness of Zimbabwe for investors. Lowered labor productivity,
increased health costs for corporations and insurance companies, the loss of
scarce skills, and the viability of training programs are a few examples of
these impacts.

3. Zimbabwe's Evolving Economic and Policy Environment

The problem of a low economic growth rate in Zimbabwe needs to analyzed in the
context of an unusual economic and political environment. Zimbabwe is not a
typical Sub-Saharan Africa (SSA) country in many respects. In most SSA
countries, the agricultural gector contributes more than 30 percent of GDP; in
Zimbabwe, agriculture only contributes about 15 percent. Conversely, the
Zimbabwean manufacturing sector contributes an exceptioi:al amount to GDP, 26
percent. (A strong case can be made that Zimbabwe is in fact over-
industrialized; the cumulative impact of sanctions which forced widespread
import substitution, and subsequent policies of control and protection that
have continued to encourage inefficient import substituting industrialization.)

As for external trade, exports and imports now account for abou: one half of
GDP. This combination of exports and imports makes Zimbabwe the fifth larecest
trader in SSA after Nigeria, Cote d'Ivoire, Zaire, and Cameroon. Zimbabwe
rises to third place in Africa if oil exports are excluded. With ferrochrome
and steel making up the bulk of the export category, some 40 percent of
Zimbabwe's exports are classified as manufactured goods. Tobaccc and gold
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each contribute about 18 percent to exports while ferro-alloys contribute
another 10 percent. The tight controls on imports have led %o a concentration
on investment and intermediate goods, with few consumer goods allowed.
Consumer goods represent about 2-3 percent of imports, although if
non-recorded trade were included, that percentage would likely be higher.,

Zimbabwe's economic history is unique, relative to its African neighbors, and
has resulted in a peculiar set of circumstances which impact on its present
potential for growth. Beginning with Unilateral Declaration of Independence
(UDI) in 1965, the productive sector in what was then Rhodesia was faced with
a variety of problems. The UN reacted to UDI by imposing a set of
comprehensive economic sanctions —— unmatched in their stringency until the
recent economic sanctions imposed on Iraq in late 1990. The UN sanctions were
implemented fairly rigorously by most of Rhodesia's traditional trading
partners. Although goods did flow in and out of Rhodesia, some goods simply
could not be imported or exported by "sanctions busting". Those imports that
did come in cost far more; the return to Rhodesia for exports was far lesgs,
because of the necessity of working through middlemen. Technology transfer,
financing, and other "invigible" services also dried up with sanctions.

As a result of the sanctions, the UDI Rhodesian Front government headed by Ian
Smith saw the need to introduce wide-reaching and stringent controls,
especially over access to foreign exchange, marketing, and prices. The main
reasons for the controls were twofold; one, to allocate the scarce supply of
hard currency to areas of priority to the UDI regime, and two, to keep capital
in the country, and force companies to maintain business activity and reinvest
profits, even though the business climate became increasingly unfavorable.

The combined effect of the externally imposed UN sanctioqs and internally
imposed UDI controls was to create an isolated, inward-oriented autarkic
economy. Initially, however, the economy boomed, as domestic organizations
retooled to serve the local protected market. Import substitution became a
matter of national survival; and, as a result, the country became over-—
industrialized. Between 1965 and 1982, the number of industrial products made
in the country increased tenfold, from 600 to 6,000.

By the mid-seventies, the tide began to turn against both the UDI regime, and
the Rhodesian economy. The two main factors were Mozambique's independence,
and South African's reversal of policy of suprort of Rhodesia. The exodus of
skilled white Rhodesians accelerated with the escalation of the civil war
during the mid to late seventies. Many of th. remaining whites were diverted
from their jobs by military call-ups for nearly half of every year. (The few
far-sighted Rhodesian firms that trained and developed black managers were far
less affected by white emigration and the military call-ups.)

At independence, the wide-ranging system of state controls over business and
the allocation of resources developed by the Smith regime were retained to
serve the interests of black nationalism, the government's new policy of
"Growth with Equity", and the development of a socialist regime. Few firms
objected, however, to the continuation of the highly restrictive and protected
business environment, which wag conducive to firms that had become inefficient
in the world market as a result of controls and sanctions of the UDI period.
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The new Government of Zimbabwe (60Z), however, added new layers of control of
business. The GOZ introduced laws and regulations that greatly reduced
flexibility in labor force management, and it became very difficult to lay off
workers, even for cause. The GOZ greatly increased its consumption of
resources in the economy, and therefore had to increase corporate and personal
income taxes. The small corps of civil servants dramatically increased in
size, while its effectiveness and efficiency dropped. Finally, the GOZ also
vastly incrcased i*s role as a direct actor in the economy. Government
purchased shares i+ agricultural, industrial, and financial enterprises —-
although a most al ays on a willing buyer/willing seller basis.

The net effect of the accumulation of restrictive UDI and-GOZ economic
policies has been discussed above; it has choked off investment, and thereby
limited growth, the ability to create jobs, earn foreign exchange, and enable
emergent black entrepreneurs to enter the economy. Although the tightly
managed economy has not faltered seriously, the policies have meant that much
of the productive sector's equipment is at the end of its useful life.
Deteriorating and depreciating capital stock is not being replaced. One very
real cost to productive efficiency is the rent-seeking activity that occurs as
a result of the policy to allocate the foreign exchange among many groups. As
might be expected, the managed allocation system is imperfect. Numerous firms
do not have sufficient foreign exchange to meet their legitimate daily needs
for spare parts, etc. As a consequence, much time is spent locating those
firms with unused allocations.

Although there were some attempts at trade liberalization after independence,
the macroeconomic management of the economy has changed little until
recently. (Since 1983 the GOZ has introduced certain export incentives, such
as the Export Revolving Fynd, that have had genuine, but limited successes.,
The consensus for change that appeared to emerge around 1988 recognized that
the "band aid" approaches were not enough, and that fundamental reform was
necessary.)

In 1988, a consensus began to develop within the G02 that the controls
introduced under UDI and expanded under the GOZ were slowly grinding the
economy to a halt. Since that time, the GOZ has introduced a series of
liberalization and reform measures that have culminated in the recent
Structural Adjustment Program (SAP). A brief recap of the liberalization
initiatives follow.

1989 Liberalization Initiatives

GOZ approved a new investment code in April, which introduced new incentives,
especially for export oriented new investments. The major changes were:

- 100 percent foreign ownership of new investments can be approved on a
casc-by-case basis; in the past, joint ventures with local partners were
a de facto requirement, even if not required by law.
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- 100 percent repatriation of profits could be approved on a case-by-case
basis; in the past, only 50 percent of profits from new investments could
be repatriated.

- The definition of what is a domestic company was broadened; which means
that certain onerous restrictions on foreign companies now would not
apply to the formerly "foreign" firms that would now be classified as
"domestic."

- The Zimbabwe Investment Centre (ZIC) was created, meant to act as a "one
stop shop" for investment approval, and also promote investment.

GOZ reduced the value of the Zimbabwe dollar by 8 percent in real terms.

1990 Liberalization Initiatives

Collective bargaining was introduced in February, eliminating direct state
intervention in labor agreements for all but agricultural and domestic workers.

The Budget and Economic Policy Statement and Finance Bill introduced in July
gave the broad concepts of new export incentives introduced later in the year
(EPZs were specifically addressed); and previewed the SAP, which was
introduced in 1991. Corporate taxes were reduced slightly.

Export Incentives were introduced in September, the main points of which were:
- Open General Import License (OGIL) list was expanded.

- Exporters retained for their own use 5 to 7.5 percent of export earnings.

- Export Promotion Bonus was increased.

- Export oriented investments were given certain incentives, such as 100
percent dividend repatriation rights.

- The authority and mandate of the ZIC were increased.

- Prices were decontrolled, strict controls remained on only 10 essential
goods and services.

The Zimbabwe dollar was devalued by 12 percent in real terms over the year.

1991 Liberalization Initiatives

The Structural Adjustment Program (SAP) was introduced with the release of the
document "Zimbabwe -- A Framework for Economic Reform (1991-1995)." This
document is unique in both the specificity of reforms to be undertaken, and
their timing. The main points can be categorized in three areas (see Annex 7,
the SAP Policy Matrix):
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Fiscal/Monetary Policy

GOZ deficit as a percentage of GDP was reduced from 10 percent to 5
percent by 1995, through cost savings (reduction in parastatal subsidies,
GOZ workforce), despite revenue reductions from lower taxes.

Taxes were reduced from 35 to 33 percent of GDP by 1995.

Inflation rate was reduced from 20 to 10 percent by 1995,

Interest rates were decontrolled.

Foreign Exchange Decontrol, Trade Liberalization, Export Incentives
OGIL for most, if not all, goods and services by 1995. Phaged approach,
in the following order of liberalization: Raw materials, intermediate
goods, capital goods, and finally profit remittances and consumer goods.

Tariffs lowered to an average 14 percent by 1995.

Exchange rate maintained to favor exporters.

Deregulation
Investment

2IC project approval authorities and abilitieg were strengthene:
promotional authority was strengthened, and a mandate was given
establish Export Processing Zones.

Dividends and other invisible remittances decontrolled by 1995,
Price/Marketing

Contrcls were eliminated by 1995,

Agricultural marketing restrictions were relaxed by 1995,

Labor

Streamlined hiring and firing regulations were implemented.
Local Authorities

Zoning, licensing, and other registration rules were relaxed.
Transport

Deregulation permitting greater competition was accomplished.
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4, Implementing the Structural Adjustment Program

The GOZ has recently initiated a Structural Adjustment Program (SAP) which hasg
a primary objective of increasing the rate of economic growth in Zimababwe.
The SAP "Framework" is a detailed, internally coherent document, and if
implemented according to schedule, will go most of the way towards changing
the policy environment favoring private sector-led economic growth,

Many factors favor Zimbabwe's ability to implement the SAP, especially when
compared with other African countries. The country's physical and human
capital is one key factor. Also, Zimbabwe begins the structural adjustment
process with a debt service ratio of about 24 percent ~- fuite unlike the
experience of most LDCs which, when they finally are forced into structural
adjustment, often find themselves faced with debt service ratios approaching
100 percent.

The "Framework for Economic Reform" has identified the key macro-economic
constraints in Zimbabwe and made provisions for the necessary policy actions
to address them over the five years of the program. Zimbabwe's economic
reform program is exceptionally well designed and thought out. Many donors
including ourselves, have referred to it as the best such program that they
have seen from sub-Saharan Africa. Specifically, it deserves to be commended
for the following reasons.

- It spells out a detailed timetable for reform against which performance
can be evaluated.

- It recognizes that reform is a process, not an event,

- It recognizes that reform at the macro-economic level must be accompanied
by specific sectoral initiatives to "operationalize the package" and
produce an impact on the economy.

- It recognizes that the Government's role in the economy as a producer, a
regulator and a claimant on resources must be reduced and that controls
have been largely counter-productive,

- Through its commitment to the establishment of a fully operational Open
General Import Licensing System by 1995, the Government has implicitly
recognized the importance of a market determined exchange rate that
provides a real incentive to exporters.

It remains to be seen how the program will be implemented in practice. Much,
particularly in regard to the implementation of the OGIL, depends upon the
support received from the donor community,

At the recent donors meeting in Paris the donors (bilateral and muiti-lateral)
pledged some U.S.$700 million for the first year of the program's operation -
with the U.S8. pledge amounting to U.S.$40 million of this. While this
U.S.$700 million is sufficient in total, its composition may be focused too
much on projects witn an insufficient amount being made available as
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cash in support of the OGIL system. The OGIL system is the substantive
centerpiece of the entire reform program and a slowing of its implementation
could have unfortunate results. Donor support for this system is accordingly
absolutely critical.

The SAP is not comprehensive. For exsmple, there are no specific provisionsg
to introduce antit~ust measures to break up the monopoly situation that exists
in so many subsectors, no plans to remove the stringent disinvestment
policies, and a lack of specificity on corporate tax rate reductions. While
these omissions are important, they will not prevent the SAP from having
significant impact. Furthermore, the major players in the GOZ and the private
sector are well aware of these gaps, and steps can easily be taken to
incorporate them into the SAP.

At the time this project paper was written, however, the unresolved issue of
land resettlement presents the potential for a major impact on the investment
climate, as well as the financing and implementation of the SAP. Changes have
been made in the constitution that greatly increase the powers of the GOZ to
acquire agricultural land for resettlement. Previously, the GOZ was empowered
to purchase land only at a "willing buyer, willing seller" basis, at a fair
price, in hard currency, with the courts having the power of arbitration. The
constitutional changes allow the GOZ to acquire land at an "adequate piice",
payment subject to the availability of funds, without impartial arbiftration
from the courts or any other independent body. The constitutional amendment
does not limit its definition of property that can be acquired by the GOZ in
the national interest to commercial farmland. Tn principal, all property,
including intellectual property, is fair game for acquisition by the
government according to the new law. The potential impact on the farming
sector could be adverse; farmers fearing 4 buyout on unfavorable terms with no
recourse may be inclined to run down their farms. This would lower export
earnings, reduce the supply of raw materials to industry, reduce the tax base
for government, reduce the food supply to the nation, and sap business
confidence in all sectors.

Although the land resettlement provisions would probably not be applied to
international firms, the proposed land resettlement measures nonetheless could
send a chilling message to potential foreign investors. The impact of the
land resettlement issue cannot be assessed now; the implementing legislation
for land resettlement has not been adopted by Parliament. This implementing
legislation, in fact, could address most of the concerns raised by the
generality of the constitutional amendment.

The political will of the GOZ, at least at the highest levels, to implement
the SAP is clear. The interest and ability of the civil service to carry out
the reforms, especially the fiscal and deregulatory changes, will have to be
strengthened. The support of the ruling party officials needs to be
maintained through what will undoubtedly be a very difficult time of
adjustment.

The private sector's understanding of the SAP, and its ability to respond to
the challenges and opportunities also will have to be supported. Business
confidence already seems to have turned a corner; domestic investment rates
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seem to be greatly increased in the past year. Nonetheless, special programs
will need to be developed to facilitate the transition to a competitive
economy., Firms will need to rationalize their operations and focus only on
those product lines that are most competitive. This will provide
opportunities for smaller businesses to take on the production of some of the
discarded lines. Some of these small businesses, in fact, could be started by
the redundant managers and laborers with the knowledge and experience needed
to run the operations. With the right kind of guidance, Zimbabwean firms,
large and small, could rapidly specialize and grow more efficient.



Annex 3.D Institutional/Administrative Analysis

Export Processing Zones

For the EPZ component, the three identifiable key players are the MFEPD's
Policy Analysis Unit, the ZIC, and the Ministry of Commerce and Industry. On
the private sector side, the CZI and the other business groups will play a key
role, particularly in Phases Two through Four.

The MFEPD Policy Analysis Unit will take the lead in Phase I, the economic and
social feasibility analysis. This Unit has proven its capability to undertake
highly sophisticated policy analysis; it had the lead responsibility in
producing the highly acclaimed SAP Policy Framework document. The Unit ig
more than capable of helping guide the work done in Phase One, absorbing the
results, and making recommendations.

If Phase One is positive, and EPZs have been fully accepted as a policy
instrument on the part of the GOZ, then the ZIC will take the lead in
implementation, from the public sector viewpoint. The ZIC has begun to build
its strength in investment analysis and promotional activities, and the EPZ
component will provide specialized assistance where and when necessary. It
should be noted that even now, the ZIC staff are recognized as a highly
competent and efficient.

The Ministry of Commerce and Industry's role is less defined, but as the lead
ministry for ZBDP, and one with a great interest in the success of the EPZs,
their guidance and input will prove invaluable to this component. The
Permanent Secretary and the Under Secretary (Planning and Policy) are expected
to take a particularly strong role. Both individuals are experienced,
dedicated civil servants with a long track record of successful collaboration
with donors, including USAID.

Business Linkage

Because an analysis of the appropriate institution to house the Business
Linkage component is part of Phase One of the implementation process, an
institutional analysis of this component is premature.

Zimbabwe Executive Service Corps (ZESC)

Because an analysis of the appropriate institution to house the ZESC component
is part of Phase One of the implementation process, an institutional analysis
of this component is premature.

Analytical Research Components

The analyses and data bases of the analytical research components will be used

and maintained by USAID/Zinbabwe. Other institutions, however, particularly
government ministries and the private business associations, have expressed

strong interest in "ownership" of the results. Although dissemination of the

results is not a specific goal of ZBDP, USAID/Zimbabwe will make every effort

to do so. Because the ZBDP purpose or goal is not dependent on the

institutional capability of the recepient organizations, an institutional

analysis is not required. (
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ANNER 3.E - PINANCIAL TABLES
CINBABVE BUSINESS DEVELOPNERT PROJECT

CONSOLIDATED BUDGET
FOR PY 1991-93

-----------------------------------------------------------------------------------------------------------------------------

PILOT OPERATIONAL COMPOKERTS:

EXPORT PROCESSING ZONB 316,400 334,220 550,095 1,110,715
BUSINESS LINKAGE 252,150 150,750 149,900 552,800
VOLONTARY BUSINESS ADVISORY 815,793 571,981 546,980 1,934,753

T LI L0690 L6 506

ANALYTICAL COMPOKENTS:

PRODUCTIYE SECTOR DESCRIPTION 0 120,000 180,000 300,000
SNE ANALYTICAL HORK 110,000 10,000 10,000 250,000
IMPLEMENTATION SUPPORT REBSEARCH 0 169,800 169,800 339,600
QUICK RESPONSE PUND (QRF) 26,987 49,474 87,412 163,873
T T

PROJECT MANAGEMENT (LOCAL HIRE PSC) 41,250 55,000 35,000 151,250
MONITORING AND EVALUATION (1) 36,600 42,450 99,050 198,100
AUDIT 0 0 56,600 56,600
INPLATION {2) 42,075 18,184 98,242 218,501
CORTINGSRCY (3) 18,562 82,092 103,154 263,808
TR UL s e s

ZBDP PROJECT TOTAL-----=-==-evcemece- ) 1,649,817 1,723,951 2,166,232 5,540,000

---------------------------
--------




PHASE 1 -- ENABLING ENVIRONMENT STUDY

COMPARATIVE ANALYSIS (4)
COMPREHENSIVE ASSESSMENT (5)
EVALUATION OF CONPETITIVEKESS (6)
SCENARIO DEVELOPMENT (4)
ECONOMIC ANALYSIS (4)

SOCIAL ANALYSIS (4)

ACTION PLAN DEVELOPMENT (7)
FORMAL BRIEFING (4)

PHASE 1 SUBTOTAL

PHASE 2 -- DRAFT LEGISLATION &
CONSCIOUSNESS RAISING

A. DRAFT LEGISLATION

DRAPT LEGISLATION

RECOMMENDED REGULATORY POLICIES
RECOXMENDED REGULATORY STRUCTURES
PORMAL BRIEFING

B. CONCIOUSNESS RAISING

IN COUNTRY WORKSHOP (8)
EXPOSURE TOUR (9)

PHASE TWO SOBTOTAL:

PHASE THREE - REGULATORY DEVELOPMERT

SHORT-TERM TECHNICAL ASSISTANCE

IMPLENENTIRG REGULATIONS {6)

OPERATING PROCEDURES -RESERVE BANK ({5)
OPERATIRG PROCEDURES -- EPZA (10)

LONG-TERH ADVISOR

PHASE THREE SUBTOTAL

EPZ TOTAL

ZIMBABWE BUSIKESS DEVELOPMENT PROJEC?

EXPORT PROCESSING ZONE
PoR 1991 - 1993

1EAR )

14,150
56,600
10,750
14,150
14,150
14,150
28,300
14,150

YEAR 2

L2 — K — K — N — I — Y W

YEAR 3

[— 2 — N — 2 — N — I — Y — Y 3
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14,150
36,600
10,750
14,150
14,150
14,150
28,300
14,150

--------------------------------------------

226,400

L— 2 — N — W —

28,300
28,300
28,300
14,150

53,950
181,220

[ — N — Y — I — ]

226,400

28,300
28,300
28,300
14,150

53,950
181,220

334,220

10,750
56,600
141,500

281,245

350,095

550,095

334,220

10,750
36,600
141,500

181,245

530,095

1110715
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ZINBABWE BUSINESS DEVELOPMENT PROJECT
BUSINESS LINKAGE

FoR 1991 - 1993

TEAR 1 1BAR 2 TEAR 3 TOTAL

PHASE ONE -- DIAGROSTIC ASSESSMERT

BASELINE SURVEY (7) 28,300 0 0 28,300

CONSTRAINTS ARALYSIS (7) 28,300 0 0 28,300

EXPOSURE TOUR (5) 141,600 0 0 141,600

ACTION PLAN (4) 14,150 0 0 14,150

WORKSHOP (7) 39,800 0 0 39,800
SUBTOTAL PHASE ONE 252,150 0 0 252,150

PHASE TWO -- PILOT OPERATION

PACILITATIOR SUPPORT -- IKITIAL ASSESS, 0 10,750 84,900 135,650

ONGOING (11

CAR AND OFPICE EQUIPMERT 0 25,000 10,000 35,000

GRANT POR PILOT OPERATIONAL SUPPORT 0 §5,000 95,000 110,000
SUBTOTAL PHASE TWO 0 150,750 149,900 300,650

TOTAL BUSINESS LINKAGE 252,150 150,750 149,900 952800.0



VOLUNTEER EXECOTIVES (12)
JOINT VENTURE SERVICE (13)
ABLB (14)

LESC

COUNTRY DIRECTOR'S OFFICE
PY 1990 CosTs (15)

GROUP ACTIVITIES (16}

TOTAL ¥BAS

ZINBABWE BUSINESS DEVELOPMENT PROJECT
VOLUNTEER BUSINESS ADVISORY SERVICES
POR 1991 - 1993
YEAR |
337,225
34,358
43,750
46,960
165,500

190,000

YBAR 2
230,873
34,358
43,750
85,000

150,000
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YERR ]
230,873
34,357
43,750
60,000

150,000

TOTAL

828,970
103,073
131,250
191,960
465,500

190,000

----------------------------------------



PHASE 1 -- ANALYSIS OF SECONDARY
SOURCES (17}

PHASE 2 -- SORVBY OF LARGE
ENTERPRISES (18)

TOTAL COMPORENT

PHASE ONE -- SEMINAR, DISSEMINATION OF
SURVEY RESOULTS ARD PLAW

PHASE TWO -- FURTHER SME ANALYTICAL
WORK (19)

SUBSECTOR ANALYSIS
LONGITUDINAL SURVEYS

TOTAL COMPORENT

ANALYTICAL S-T TECHNICAL
ASSTISTARCE (20)
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LIMBABWE BUSINESS DEVELOPMENT PROJECT

UBSCRIPTIOR OF THE PRODUCTIVE SECTOR OF ZIMBABWE
POR 1991 - 1993

TEAR 1 YEAR 2 TEAR 3 TOTAL

0 120,000 0 120,000

0 0 180,000 180,000

----------------------------------------

----------------------------------------

ZINBABWB BUSINESS DEVELOPMENT PROJECT

SME ANALYTICAL WORK
POR 1991 - 1993

YEAR ] YEAR 2 YEAR 3 TOTAL

20,000 0 0 20,000

90,000 0 0 90,000
0 10,000 10,000 140,000

--------------------------------------------

IMPLEMENTATION SUPPORT KESEARCH
POR 1991 - 1993

YEAR 1 YEAR 2 YEAR 3 T0TAL

0 169,800 169,800 339,600

SOIISSZENS SoESSSESEE  Snmcwmmems ememacomon
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TBAS -- SUPPORTING CALCULATIONS
C0STS PER VOLONTEER
REGULAR VOLUNTEER ERECUTIVE
LOCAL  OVERSEAS
C0sTS  CoSTS T0TAL
RECRUITHERT (21) 0 3,300 2,300
TRAVEL T0 INT'L GATBWAY (22) 0 1,000 1,000
INTERNATIONAL TRAVEL (22) 11,000 0 11,000
PER DIEN ENRODTE 70 ZIMBABWE (23) 0 500 500
FIELD SUPPORT (21) 0 750 750
PER DIE IN COUNTRY (24) 5,265 0 5,265
CONTINGENCY POR IBSC OH 0 1,000 1,000
T0TAL
16,265 5,50 21,815
CLIENT CORTRIBUTION (25) 10,908
USAID CONTRIBOTION (26) 10,908
JOINT VENTURE SERVICE VOWUNTEER
EXECOTIVE
LOCAL  OVERSEAS
C0STS  COSTS T0TAL
RECRUITHERT (31) 0 2,500 2,500
TRAVEL 70 IAT'L GATEWAY (22) 0 | 1,000 1,000
INTERNATIONAL TRAVEL (22) 1,000 0 11,000
PER DIEM EFRODTE TO ZIMBABWE {23) 0 500 500
PIELD SUPPORT (21) 0 1,000 1,000
PER DIEN IN COUNTRY (37) 1,755 0 1,755
IESC OFERHEAD 0 1,000 1,000
U.5. TRATEL (22) 0 1,750 1,750
U.5. PER DIEN (28) 0 2,400 2,400
TOTAL 12,755 10,150 22,905
CLIENT CONTRIBUTION 11,453
OSAID CONTRIBUTION 11,453
ABLE PROJECTS LOCAL OVERSEAS
U.S. RESEARCH AND OFERHEAD COSTS 3,500 3,500
CLIENT CONTRIBUTION 1,750 0 1,750

USAID CONTRIBOTION 0 1,750 1,750



ZIMBABWE EXECUTIVE SERVICE CORPS
PHASE ONE - NEEDS ASSESSHENT

CONSULTANT {29)
VBAS VE (30)

PAASE TWO -- PILOT OPERATIOR

DIRECTOR
EQUIPMENT AHD VEHICLE
TRAVEL

TOTAL ZESC
IESC COUNTRY DIRECTOR'S OFFICE

PROGRAM DEVELOPMENT OPPICER
PROGRAM/MARKETING/EVALUATION
OTHER EXPENSES
ONE TINE STARTOP COSTS
BRIEFING SHEET
5 DAYS €250
PRINTING

CLIENT DATABASE DEVELOPMENT
CONSOLTANT--SPECS
1 DAYS 0250
COMPUTER/SOFTWARE
DATABASE SET-UP
5 DAYS 0200
TRAINING
5 DAYS 0200

DEVELOPNENT IMPACT ASSESSMENT
3 DATS 0250

TOTAL COUNTRY DIRECTORS OPPICE
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1EAR ] YEAR 2 YEAR 3

42,450
4,510

0 50,000 50,000
0 25,000 3,000
0 10,000 3,000
46,960 85,000 60,000
1EAR | YEAR 1 YEAR 3
25,000 25,000 25,000
20,000 20,000 20,000
105,000 103,000 105,000
1,750
1,250
500
12,500

500
10,000

1,000

1,000
1,250 1,250

165,500 150,000 150,000

;ﬁx\



GENERAL ASSUMPTIONS POR PINANCIAL
STATEMENTS

SHORT-TERM 7.A. COST PER MONTH
SALARY (§300 * 22)
1QC MULTIPLIER--2.5
DAILY RATE
PER DIEK (31 # 117)
AIR FARE
COMMUNICATIONS
REPORT PREPARATION/PRINTING
SECRETARIAL ASSISTANCE
DBA INSURANCE

OTHER

EXPOSURE TOUR
AIRPARE (20 PEOPLE 2000)

PER DIEN (20 @ 150 & 15DAYS)

WORKSHOP
CORFERENCE PACILITIES
PER DIEN (25 PERSORS €100 @ 3 DAYS)
SECREATARIAL sUPPORT

REPORT PRINTING/BRIEFING MTLS

6,600
16,500
3,621
5,000
200
500
2,000
200
n

TOTAL 28,300

40,000

45,000
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LORG-TERM TECHNICAL ASSISTANCE ADVISOR
-- W0 YEARS, EXPATRIATE

SALARY

DIFFERENTIAL

BEREFITS {30% OF SALARY)
HOUSING

UTILITIES

FPURRISHINGS

SECURITY

TRAVEL TO/FROM POST

PER DIEM TO/PROX POST
HHE

UAB

EXCESS BAGGAGE
EDUCATION ALLOWANCE

pov
HEDICALS/PASSPORTS/ETC
IN-COUNTRY TRAVEL/PER DIEK
OVERHEAD

FIXED FPEE

T0TAL

YEAR 1

80,400
§,040
24,120
18,000
6,000
15,000
6,000
10,000

800
14,400
3,900

880
12,000
2,300
1,000
3,000
61,812
13,393
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YEAR 2

80,400
8,040
34,120
18,000
6,000
0
4,800
10,000
800
14,400
3,900
880
12,000
1,500
1,000
5,000

57,552
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Endnotes:

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)
(22)
(23)
(24)
(25)
(26)
(27)
(28)
(29)
(30)

Person-months of technical assistance for monitoring and evaluation are
2, 1.5 and 3.5 respectively during years 1-3.

Inflation is estimated at 2.8%, 5% and 5% respectively during years 1-3.
Contingency is approximately 5% of the total project budget each year.
0.5 person months.

2.0 person months.

2.5 person months.

1.0 person months.

1.5 person months.

3.4 person months plus travel costs,

5.0 person months.

2.5 and 3.0 person months respectively in years 2 and 3.

30 VEs in year 1 and 23 in years 2 and 3.

3 Joint Ventures in each of years 1-3,

25 ABLEs in each of years 1-3,

19 VEs at $10,000 each.

4 Group Activities per year at $2,000 each,

Based on J.E. Austin fax of 2/91.

Based on J.E. Austin letter cf 11/20/90, with appropriate modifications.
Level of effort based on discussions with Dr. Mead of Michigan State U.
4 studies in each of years 2 and 3 at 1.5 person months per study.

Based on information from IESC HQ in Stamford, CT.

Based on historical, actual costs,

2 days at $250 per day.

45 days at $117 per day.

Based on historical, average client contribution,

Residudl for AID funding.

15 days at $117 per day.

24 days at $100 per day.

Based on 1.5 person months.

gased on Ve of 30 days average length at $117 per day plus plane fare at
1000.

doc:c:annex3e
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Annex 4 -- Detailed Description of Project Components

A. Development of a Competitive Export Processing Zone Regime

‘Phasé-One: Feasibility Analysis of an EPZ regime in Zimbabwe

The initi%] PPhse of USAID assistance will consist of funding -for a detailed-
feasibility analysis that will include the following elements. The feasibility
analysis will be produced under the direction of the Ministry of Finance and
Economic Planning, with input from an informal inter-ministerial working group
including Reserve Bank, ZIC, and the Ministry of Commerce and Industry.

The feasibility analysis will include:

Comparative analysis of the historical development, policy evolution, economic

impact and physical configuration of successful and unsuccessful EPZs in East
Asia, Africa, Middle East and Latin America. Presentation of "lessons
learned" in terms of the EPZ policy framework; ownership and management ;
administration of the EPZ package; and especially, a focus on the relationship
of EPZs and broader economic policy liberalization programs.

Comprehensive assessment of the Zimbabwe investment environment. This will be

done by an evaluation cf the policy and institutional framework affecting
export-oriented activities, with a special focus on the SAP, as well as by an
assessment of the cost and competitiveness of the economic factors of
production, infrastructure and basic services.

valuation of t ven of an EPZ regime in Zimbabwe. This will
entail an assessment of potential demand for EPZ facilities from interviews
with foreign and local firms, and an analysis of the competitive threat posed
by regional developments such as the vpening up of South Africa, and new EPZ
initiatives now underway in Kenya, Maragascar, Mozambique and elsewhere.

Development of recommended EPZ scenarios for further analyses and

consideration. This will require the identification of likely initial sites
for an EPZ industrial estate(s).

Economic apnalysig of the potential economic impact of the EPZ scenarios in
Zimbabwe, including impact on local and foreign investment, foreign exchange

earnings, and job creation. The analysis will also address indirect benefits;
€.g., the estimated number of jobs created outside the EPZ for every job
created in the EPZ. A cost/benefit analysis of the economic impacts of the
various EPZ scenarios will be undertaken.

Social analysis of the various proposed EPZ scenarios, including but not
limited to an examination of the impacts on women, the family, indigenous
entrepreneurship.

i
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Development of action plan for EPZ implementation, if in the consultants

opinion at least one of the proposed EPZ scenarios is feasible; i.e., both
makes economic sense and can be successfully undertaken in Zimbabwe. The
action plan will include recommendations on the composition, mandate, and
authorities of the EPZ Working Group. It will also include recommendations
for the GOZ on alternative sources of financing for technical assistance and
infrastructure development, such as OPIC, the World Bank, the African
Development Bank.

Formal Briefing on the conclusions of the foregoing analysis and
recommendations for USAID, GOZ, and private sector representatives. This will

give a chance for input and final revisions of the feasibility analysis.

kkkkkk Decision Point One H*nknx

USAID with the GOZ will jointly determine to proceed with other phases based
on positive determination of two criteria. One, the feasibility analysis of
Phase One work establishes the need for and competitiveness of a Zimbabwe EPZ
regime. Two, the GOZ will designate a Zone Working Group with composition,
mandate, and authorities based on the recommendations of Phase One.

Phase Two: Development of competitive EPZ enabling legislation, outline
framework for regulations and streamlined administrative arrangements. Raige
consciousness about EPZ possibilities.

Phase Two activities will be undertaken with the guidance and consultation of
the EPZ Working Group. Phase Two activities can be divided into two
categories, development of the enabling environment, and consciousness raising.

Phase Two Enabling Environment activities include:

Development of Draft EPZ legislation specifically designed to offset

Zimbabwean competitive disadvantages and to meet the threat of international
competition. Explicit attention will be paid to local entrepreneurs' access
to the EPZ, whether as exporters to the zone firms, or as EPZ firms in their
own right,

Qutline of 1nm t 13 to implement the legislation.
Again, explicit attention will be paid to local entrepreneurs' access to EPZ
benefits.

Qutline of recommended adminigtrative and ingtitutional structures to

implement the EPZ legislation and regulations. This will include the outlined
structure and functions of the EPZ Promotional Authority, and the EPZ
Regulatory Authority.



Annex &4

Page 3 of 36
Seminar conducted on the results, allowing a broader range of input into the
final draft legislation and recommendations.
Phase Two Consciousness Raising Activities will include:
- work tieg where private and public sector

representatives will be exposed to the views of leading EPZ users, companies
and investment promotion experts on their locational and other requirements
for EPZs. The workshop will also provide a orientation to potential EPZ
developers that will focus on providing a detailed checklist of activities
entailed to develop an EPZ, and the development of a strategy to maximize
participation of emerging Zimbabwean entrepreneurs.

The workshop will encompass both policy and practical issues for
implementation of the EPZ regime. The private sector's participation is
essential; at the earliest stages, prospective zone users and developers need
to be provided with practical information about what EPZs can - and cannot -
accomplish. A well-informed and motivated private sector has in other
countries proven to be an essential force ia ensuring Governmental commitments
to world-class EPZ regimes.

The In-country wcrkshop would emphasize such topics as the following:
0 core elements of the incentives package of successful EPZ locations;

o examples of EPZ successes/failures;
o status of EPZ initiatives in South Africa and other regional competitors;

0 various approaches taken to the development of EPZ infrastructure and
support services, and their impact.

o various approaches taken to include local entrepreneurs in participating
in the EPZ, whether as EPZ firms, or exporters to the zone firms.

Exposure tour for key public and private sector’ individuale, especially-the
EPZ Working Group, to highly successful (and perhaps unsuccessful) EPZ
locations in Asia, the Caribbean Basin and elsewhere. The Exposure Tour,
following the incountry workshop, would visit three leading examples of EPZ
success, and if warranted, a visit to an EPZ failure. The terms of private
participation in such a tour wiil be determined by the EPZ Working Group in
consultation with USAID. Prior to the exposure tour, an orientation briefing
will be conducted in-country. The focus of the briefing will be to profile
the zone destinations being visited and to provide other introductory
materials.

The tour will have the following objectives: (a) introduce public and private
sector counterparts to their counterparts in other countries; .p) allow the
participants to hear first-hand from EPZ developers, operators of EPZ



Annex 4
Page 4 of 36

factories and others, the reasons for the success of EPZs in their countries;
and (c) glean first-hand the "lessons learned" through briefings by government
representatives involved in regulating and promoting the EPZ regimes. For
prospective EPZ users in Zimbabwe, an effort would also be made to arrange for
meetings in other countries with zone tenants engaged in comparable activities
(e.g. electronics assembly, data capture, and telecommunications services).

*kkk%  Decision Point Two #Awawk

Before continuing with Phase Three activities, the draft legislative package
developed in Phase Two must be incorporated as law. Until legislation is
adapted, no further activities can be undertaken. When legislation is
adopted, then USAID, with the input of the EPZ Working Group and an
independent consultant tesm (if necessary), will determine:

— the extent to which the EPZ legislation is comprehensive, provides a
liberal package of incentives required, and is private-sector oriented;

- the extent to which the EPZ program has the necessary support from the
highest levels of the public and private sectors.

In evaluating the quality of the EPZ law, the following criteria will be
used. These criteria are indicative of '"ideal" legislation, and will not be
interpreted rigidly.

1. Are the eligibility conditions for EPZ incentives liberal?

—- Is EPZ status available to both existing and new single factories as well
as industrial estates?

= Are there any restrictions on location of EPZ factories?

~ Are existing firms eligible to convert into single-factory EPZs, or do
they have to set up a separate subsidiary?

~ Is the eligibility for EPZ status narrowly defined, and not open to all
manufacturing and service enterprises with export value-added?

~ How restrictive is the criteria for eligibility?

— Are there any difference in the treatment of local and foreign firms?
Joint ventures? Large versus small investments?

~ Are EPZ developers eligible for EPZ benefits?

2. Does the law favor private sector-led development?

- Are EPZ industrial estates developed by both local and foreign private
sector encouraged?

— Do private developers receive EPZ benefits?

— Is the GOZ role in development of EPZ industrial estates discouraged (or
prohibited), and/or limited to provision of land, external infrastructure?

~ Is the private provision of on-zone telecommunications, electricity and
other services (independent of GOZ monopolies) allowed?
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Are backwards linkages to domestic suppliers encouraged by incentives for
indirect exports?

3. Is there a competitive package of "formal" incentives?

- Tax abatement?

~ Import and export duties, taxes exemptions?

Freely held foreign exchange earnings; freedom from foreign exchange
controls?

- Unrestricted repatriation of profits and capital?

— No restrictions on expatriate employment?

- Special labor clauses that guarantee worker rights (to organize into
unions, collectively bargain, strike, etc), but allow for wages to be set
freely through collective bargaining; freedom from mandatory wage
increases); streamlining of hiring, firing and lay-off procedures.

4. Does the law mandate streamlined institutional arrangements and regulatory
procedures for implementation?

~ Automatic investment approvals (default clause; maximum review period;
transparent criteria, etc)

~ One license requirement for EPZ benefits

~ Freedom from regulatory requirements such as import/export licensing;
price controls, etc

—- Streamlined Customs inspection and control procedures

- Independent, one-stop investment approvals center with private sector
majority on Board.

5. Does the law positively encourage local and indigenous entrepreneur's
access to EPZ benefits?

Are there foreign exchange access facilities for local firms without
external funds?

Are sales to the EPZ firms treated as exports for the purpose of export
incentives?

Phase Three: Implementing the Policy Framework —-— Development of

regulations, procedures, and institutions necessary for a
competitive EPZ regime.

Phase Three builds on the overall policy framework and strategic direction for
EPZ development outlined in the previous phases. The activities focus on
various implementation activities designed to operationalize the regime.
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At the beginning of Phase Three, a long-term advisor will be engaged to
provide continuous in-country support for the EPZ Working Group. The advisor
will provide practical insights and guidance regarding the design and
implementation of an EPZ incentives regime, and coordinate the short-term
consultancies undertaken during this period.

Ideally, the long term advisor will have the following qualifications:

- experience in the drafting of - EPZ- regulations and operational procedures
in countries with successful zone programs;

—- experience with liberalization of foreign exchange controls and with
streamlining of Customs procedures; and, if possible,

- working experience in a national EPZ administering authority or
investment/export promotion organization.

The activities to be undertaken under the supervision of the long term advisor
include:

m&mrﬁimmmmmmmmw Upon
passage of the EPZ law, among the most important initiatives is to draft and
finalize a comprehensive set of implementing regulations that detail the
operating regulations for all aspects of EPZ operations in Zimbabwe. The
implementing regulations detail and extend the general provisions of the EPZ
law, and contain the following:

~ detailed procedures and requirements for application by potential EPZ
users and developers to receive EPZ status;

- outlining of the criteria and procedures for evaluation of EPZ
applications;

- standards and requirements for zone infrastructure development;

=~ physical, labor, health and other standards for EPZ enterprises;

- reporting and other compliance requirements for EPZ users and operators;

=~ customs procedures for imports and exports; and

~ foreign exchange regulations and procedures.

alled design a evelopme erating g edures, and assigtance
t nt t The
establishment of the EPZ Regulatory Authority is among the most important
activities of the project. This activity will encompass the design,
development of internal procedures, institutional development,
and assistance in operating the EPZ Regulatory Authority. Depending on the
findings of the previous phases of the work effort, either a new entity to
regulate the EPZ regime, ensure compliance with the EPZ law, evaluate EPZ user
and developer applications and grant EPZ status will be established, or an
existing entity - such as ZIC - will be re-configured to function in this role.

«
““V}'
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With the active assistance of the long-term advisor, short-term technical
assistance will be provided in a number of areas:

- assistance in the formation of the Board of Directors of the organization;

~ assistance in drafting and implementation of the articles of incorporation;

— prepare detailed design of organizational and management structure, and
assignment of responsibilities and functions;

- identify sources of financing and prepare budget;

~ identification of site and physical requirements;

- development of zone operating and compliance procedures;

- development of evaluation criteria for EPZ user and operator applications;

- formulation of relevant application forms and review procedures;

~ determination of fees and other assessments on developers and users to
supplement EPZA operating expenses;

- development of long-range planning and data collection capabilities;

- dissemination of information to local businesses; and

—- provide assistance in hiring and training of local staff.

Z - What Li in t ture?

The following activities are not included under this pilot project, but are
included to illustrate possible future activities for which this EPZ
intervention will lay the grourdwork. When the regulations and procedures
have been adopted, the EPZ Working Group will assess the extent to which the
detailed implementing procedures and institutional development have proceeded
according to the spirit and intent of the EP?Z legislation. To that end, an
evaluation process might use the following criteria:

— how restrictive are the implementing regulations in terms of the ease of
applying and receiving EPZ designation? Do any elements of the
regulations contradict the intent of the law?

- how restrictive are the Customs and Reserve Bank procedures? Do any
elements of the procedures contradict the intent of the law?

~ has implementation of the regulations been realized in a timely manner?

~ to what extent does the EPZ Regulatory Authority design, organizational
structure, and Board of Directors composition favor an impartial,
non-discretionary system of approvals?

tion t Z Regime

If an operational support phase were to be carried out by the GOZ, a long term
advisor might have primary responsibility for activities undertaken,
coordinating short term specialized technical assistance as necessary. The
long term advisor could be attached to the EPZ Regulatory Authority, although

A\
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he or she might also develop a defined, part-time working relationsnip with
the EPZ Promotional Authority, Customs, Reserve Bank, and other agencies;
supplementing his/her expertise with short term consultancies as needed.

Operational support would concentrate on the following objectives in support
of the national EPZ program:

pUpMm = DX QY o A0CX 5 =19 | ! 2

following activities would be undertaken directly by the long term advisor:

—  Support of EPZ Applications Review Process (including help in conducting
routine background checks on foreign investors, and preparation of
approval/disapproval recommendations to EPZ Regulatory Authority board);

~ Implementation of Regulatory Reporting, Monitoring, and Enforcement
Mechanisms (including data gathering surveys of EPZ user activity,
monitoring of compliance with public health and safety issues, and
recommendations on appropriate penalties in cases of noncompliance);

- Development of EPZ Regulatory Authority "Trouble-shooting" Capabilities On
Behalf of EPZ Developers and Enterprises (in their dealings with other
Governmental bodies);

-  Support of EPZ Regulatory Authority Office Policies/Procedures
Implementation;

~ Preparation of EPZ Regulatory Authority Staff Training Courses (e.g. on
conducting surveys of EPZ firms, and promoting technical training linkages
and/or sourcing relationships on the part of EPZs with Zimbabwean
institutions and entrepreneurs);

- Liaison with Private EPZ Developers and Users (including interaction with
private sector associations of EPZ users and/or developers regarding
priorities for simplification of EPZ-related policies and procedures).

In addition, a short technical assistance would be required to supplement the
long term advisor, most likely in the following areas:

=  Short courses and workshops in the areas of survey techniques and EPZ
linkages development.

- Adaptation of packaged software to prepare EPZ Regulatory
Authority-customized management, financial, and statistical information
systems.
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The length and scope of short—term consultancies would depend in large part
upon the experience and aualifications of the individual engaged as Long-Term
Advisor, and on the in-house experience and capabilities of the individualsg
holding permanent positions in the EPZ Regulatory Authority.

niz td related t \ 7 The long>term advisor could be
respongible for:

~ Arrangement of Training for Reserve Bank Staff; and
-~ Preparation of Training/Orientation Workshops as Requested by Other
Ministries and Parastatals.

The long term advisor would use short term assistance for the actual
training. The short term advisors engaged to provide training services mugt
have prior operational experience in the implementation of Customs, central
bank, and related EPZ regulations in other countries.

Support to the designated EPZ Promotional Authority respongible for national

investment/export promotion to prepare EPZ-gpecific promotional materials, and

to train staff on successful EPZ-related techniques used by counterparts in
other countrieg N

The long term advisor could assist in:

- Fostering consultations between the EPZ Promotional Authority and private
EPZs regarding promotional strategies (to encourage complementary rather
than duplicative marketing efforts);

= Implementation of EPZ Investor Tracking System (to ensure timely followup
of leads and monitoring of reasons vhy investor prospects ultimately
decide to locate/not locate in Zimbabwe);

- Monitoring of EPZ Competitors in Region (maintaining an up to date data
base on the successes/failures of other EPZ initiatives in the region);

~ Development of Promotional Materials for High Potential EPZ Sectors;

— Identification of Priority Advertising Channels to Promote EPZ -
Opportunities;

—~ Development/Implementation of a Strategy for Generating Publicity on EP2Z
Activity;

— Identification of Priority EPZ-oriented Industry Shows and Trade Fairs for
Investment Center Presence; and
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- Liaison with Zimbabwean Commercial Attaches and Other Promotional
Representatives Overseas (to keep them up to date on the status of the
status of the Zimbabwe EPZ activity.)

Short-term technical expertise would be necessary for preparation of
promotional materials (brochures, information kits, videos and an interactive
computer-based presentation), and for customization of investor-lead tracking
systems and data bases to allow monitoring of EPZ-oriented firms.

B. Business Linkage

ZBDP activities in the business linkage component have been broken down into
three phases. An assessment will be made at the end of Phase Two on whether
or not to proceed with support for operational support, phase three. The
three phases are:

Phase One: ti t: ] isti in rangemencs,

The activities will be underlaken by a consultant team contracted by
USAID/Zimbabwe:

Starting with the data set generated by the GEMINI baseline survey undertaken
as part of project preparation, the contractor will undertake a survey of
existing linkage arrangements.

There are a number of corporations in Zimbabwe already initiating business
linkage activities. Anglo-American has helped a beverage producer set up a
business supplying their mines, and plans to establish an "incubator" for
their suppliers. Hunyani Paper contracts out cleaning; Lyons Brooke Bond does
the same for the sorting of confectionery groundnuts.

The baseline survey will investigate the following:

o Institutions that have attempted to facilitate the linkage process, what
they are doing, what can be learned from their successes and failures.

o Larger firms (limited to the industrial sector) that have attempted to
reach out to smaller firms to form business linkages by
subcontracting/local purchase programs, what specific activities they are
doing, what can be learned from their successes and failures.

o Larger firms (limited to the industrial sector) that have attempted to
spin off marginal operations, what can be learned from their successes and
failures
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o Impact of existing business linkage activities identified sbove on firm
and job creation, and foreign exchange savings/earnings.

o The experiences of women-owned business as sub-contracting partners.

o The conclusions that can be drawn as to the effect business linkage
arrangements have had on improving the competitiveness of participating
firms, directly stimulating investment, job creation within the firms, and
on reducing foreign exchange expenditures or increasing exports by
participating firms.

0 Identification of high potential large and small firms to go on the
exposure tour, attend the workshop, and act as the first pilot
participants.

2. Constraints Analysis - Policy and other Factors

The consultant will identify, analyze, and prioritize the policy and external
constraints that impede the development of business linkages. Examples of
these include:

Labor Legislation Employers are required to apply to the Ministry of Labour,
Manpower, and Social Welfare to retrench workforce; this may apply even to
spin-offs which could in fact increase net employment.

Irade Union resistance Trade Unions may resist spin-off operations which will

reduce membership, and may appear to be a back door means of retrenchment.

Irade Association ruleg Trade Associations can enforce restrictive trade

practices on their members. For example, CIFOZ rules prohibit members from
subcontracting to nonmembers work in excess of Zim $ 100 thousand.

Finance Implementing subcontracting/local purchase and spinoff arrangements
may challenge the financial community's capability or interest.

The consultant will analyze. the policy. and external constraints currently
affecting the viability of business linkages now, and what can be expected
with the implementation of the SAP.

3mu—m“r—tﬁ_hu&m&m&me_zmxm;_mg_m

The consultants will organize interested members of the targeted group of
firms on an exposure tour to business linkage programs in the region. Key
visits will be to the Small Business Development Corporation subcontracting
program in Johannesburg, and the IESC South Africa spin-off project in the
Capetown area.

4
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4. Action Plan Developmnut: Detailed set of Recommendations for Business
Linkage Implementation

The consultant will recommend, in detail, the kinds of inputs (technical
assistance, commodities) that are required to successfully undertake a linkage
program between the targeted small and large businesses. These
recommendations should specify:

o Technical Assistance -— Firm Specific. What are the priority areas of
assistance to small and large firms? What is the mix of long/short term
technical assistance, and skills, that will be required? How should data
bases/publications of suppliers/purchasers be developed? Should
individual firm Meet the Buyer events be supported?

o t r iate to Zimbabwe.l/ Should assistance
be focused in one organization, or diffused across several? Can we work
with existing institutions, do new ones need creating, or should a short
term contract office be established? How can the "pioneer" firms
identified be supported to leverage their resources to assist other
firms. Should Purchasing Clubs, made up of purchasing professionals (such
as the Zimbabwe Institute of Purchasing Agents) be established? Should a
Sourcing Service be established, providing an interface between smaller
suppliers and larger purchasers ~- or should a more intengive Business
Link organization be established that will act as a sourcing service, but
also provide direct assistance to smaller firms. Should such a Business
Link service negotiate and manage contracts on behalf of smaller
businesses? How can IESC volunteers or ZESC retirees -- if available —-
be utilized?

o 2QliQy_ﬁgﬁ_ﬁ;;g;ngl_ﬂgga;gain&sl What are the key policy and external
constraints to business linkages, and how should they be resolved?

o Financing Who should finance what services -~ USAID/Zimbabwe, business
associations, individual firmg, other donors? How should the financing be
structured?

The consultant will design, organize, and run a workshop for the targeted
small and large firms; USAID and other donors; CZI, ZNCC, IBDC, ZENA, and
other interested business organizations; financial institutions; and
appropriate government institutions such as SEDCO and the Ministry of Industry
and Commerce.

1. The need for institutional structures in Zimbabwe appropriate for the
unique Zimbabwean context cannot be overemphasized. Models appropriate to
Indonesia, Ireland, or even South Africa -- no matter how successful in their
own country -~ need to be carefully adapted to local conditions.
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The workshop will provide a forum for input from the public and private
sector. The consultant will modify analysis, conclusions, and recommendations
based on this input from the conference, and develop as well a draft technical
request for proposal for the technical assistance and commodity inputs
recommended for USAID/Zimbabwe.

In addition, the participants at the workshop are likely to form the core
group for implementation.

Lttt Decision Point One #%#x%

USAID/Zimbabwe will need to evaluate the recommended workplan to make a
decision on whether to fund operational support, Phase Two. First, the
mission will decide if implementing the workplan will continue to meet the ZBD
project criteria for operational testing components. Second, the mission will
determine whether USAID/Zimbabwe support is necessary for this to occur.

Phase Two: Implementation: Pilot Operational Support of Business Linkage
1. Needs Assessment of Larger Firms

A group of 10-15 industrial firms will be targeted for an in- depth needs
assessment by an expert consultant. The firms will be selected jointly by
USAID and CZI, according to their interest in participation, potential for
creation or expansion of business linkage activities, and potential to act as
a "leader" for the rest of the corporate community. CZI, in a recent survey
of its membership, found that 70 out of 240 firms interviewed were very
interested in the business linkage concept. Based on a preliminary review of
industrial corporations during project paper design, it is envisioned that at
least 3 of these larger firms would be candidates for spin-offs, as well as
for subcontracting/local purchase activities,

First, the consultant will identify what goods and services could be supplied
or contracted out to smaller firms. From our intecrviews during project paper
design, examples cited included services such as catering or cleaning;
products such as uniforms, overalls, signage, squeegees. The consultant will
identify and analyze the purchasing procedures -- codified or de facto —— in
these larger firms that help or hinder the business linkage process. The
include the use of prequalified lists, post tender negotiations, inflexible
tender documentation requirements, or delaying payments to all but "essential
suppliers. The consultant will analyze information flow —-— e.g., how these
firms find out about suppliers; how purchasing, development, and production
divisions are coordinated; how specifications are given to suppliers.

Second, the consultant will identify operaticns that could be successfully
spun off as independent enterprises, possibly with current management as
owners. The analysis will require the development of mini business cases,
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with projected capital needs and pro forma cash flow statements —— as well as
projected net impacts on jobs and foreign exchange earnings/savings. For
potential spinoffs, the consultant will need to explore how spinoffs might be
structured (e.g., ESOPs or management buyouts) and means of financing.

Finally, the consultant will analyze potential management retraining needs --
the production specialist that is heading an in-house operation may not have
the requisite managerial skills to run an independent operation.

2. Needs Assessment of Smaller Firmg

A group of 10 - 20 smaller firms will be selected for an intensive needs
assessment. Selection will be made by the consultant using the results of
Phase One of the SME Survey (GEMINI baseline survey), and with input from CZI,
USAID/Zimbabwe, the targeted larger firms, other business associations (such
as the ZNCC, IBDC, ZENA), and small business development organizations such as
SEDCO. The firms will be chosen based on their interest in business linkages,
their potential to be a competitive supplier, and their fit with the needs of
the targeted larger firms. Women owned firms that meet the above criteria
will receive preference.

First, the consultant will assess the capability of the smaller firms to
produce the types of goods and services required by the targeted larger firms.

Second, the consultant will identify the constraints faced by the smaller
firms to supply these goods and services on a competitive basis. Some of
these constraints will likely be deficiencies in:

The order chain -- costing, pricing, quoting, follow through, delivery
Quality control

Management systems and procedures

Marketing and promotion

Startup and working capital

3.- Facilitating Business Linkages

After the pilot group needs are fully established, a combination of technical
and limited commodity assistance to facilitate business linkages and spinoffs
will be financed by USAID/Zimbabwe.

O 000 oOo

The final output of the Phase One assessment is a detailed action plan, based
on an exhaustive analysis of the Zimbabwean environment informed by
international experience. This action plan will be refined by the firm level
analyses of the needs and interests of the large and small firms that will
participate in our initial pilot groups. The grantee will use the action
plan and needs assessments to shape the necessary types of assistance and
organizational structures required to facilitate subcontracting relationships
and spinoffs.
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For the sake of planning and budgeting, it is envisioned that ZBDP will
underwrite the costs of a long term expatriate advisor, most likely provided
through a grant to a local NGO, with short term specialists as required from
IESC and otherwise, and costs of a vehicle and office equipment. Office space
and secretarial support will be provided by the host institution.

C. Volunteer Business Advisory Services (VBAS)

A.I.D. has supported Volunteer Business Advisory Service (VBAS) in Zimbabwe
since 1985. The VBAS was implemented through the International Executive
Service Corps (IESC), who provides the expertise of retired American
executives for assignments in Zimbabwe as well for research in the United
States.

1. IESC Background
IESC in General

IESC is a non-profit organization which was founded in 1965 and to date has
completed over 11,500 projects in more than 80 countries. IESC recruits
retired Volunteer Executives (VEs) to work directly with the client firms for
an average length of service of 10 weeks.

Organized and directed by U.S. business executives, IESC is funded by grants
from the U.S. Agency for International Development, by client contributions
and by contributions from sponsors in the U.S.A. and abroad. It is
headquartered in Stamford, Connecticut. The nrganization has a resource bank
of about 10,000 retired executives, and in each country a council of local
business leaders who help to direct the activities of their particular branch.

IESC's mission is to help businesses in developing countries upgrade
management skills, improve basic business technologies and promote better
trade relations around the world. IESC volunteers have worked in all economic
areas including agriculture, agribusiness, industry sub-sectors, banking
andfinance, education and health care, mining, construction and transport.

The volunteers have brought expertise:in management, administration, planning,
engineering, quality control and sales.

IESC in Zimbabwe

The IESC operation in Zimbabwe, operating since 1985, is headed by a full—time
volunteer Country Director (CD). The incumbent CD is a retired American
executive with long experience as a VE in other countries before assuming his
position in Zimbabwe in 1988. The CD operates out of his house, and is
supported by a part-time receptionist/secretary.
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The CD's responsibilities are:

o

(]

Promote and explain the IESC program to potential clients

Work with clients to clarify and refine the assignment requested, and
negotiate fees.

Work with IESC headquarters to ensure the client receives a VE with the
appropriate experience.

“"Work with the VE and client in country to ensure that the client receives

services requested.

Report to USAID/Zimbabwe

The CD is assisted in this by a high-powered IESC Advisory Council, consisting
of prominent white and black executives in large and small businesses.

IESC Zimbabwe has offered three basic services, which are:

(o)

Regular Volunteer Executive (VE) projects, under which VE's come to
Zimbabwe for a period averaging 60 days to work with a single client or
group of clients on a hands—on basis to provide assistance in areas such
as mznagement, production, marketing, sales promotion, accounting,
financial planning and a wide variety of technical matters.

American Business Linkage Exchange (ABLE) projects, which are in-depth low

cost research reports conducted in the United States. ABLE reports give
Zimbabwean businesses strategic business information on U.S. markets,
technology, potential partners.

Joint Venture Service (JVS) projects, which involve an IESC volunteer

working in the United States on behalf of an overseas client; locating
equipment, technology, or searching for a joint venture client. JVS
projects most often flow from a VE or ABLE project.

Even in the highly constrained, pre-SAP environment in Zimbabwe, the IESC
program was found to have a significant impact, according to an outside
evaluation conducted in August 1990. In brief, the evaluation team found:

The program from the clients' perspective has been highly successful,
reflected in the willingness to pay fees of up to Z$ 80 thousand, requests
for repeat engagements, and expressions of satisfaction made to the
evaluation team. Many firms reported higher sales, increased investment,
more efficient operations, and an improved capability to export.

The program from USAID's perspective was also successful, resulting in
increased employment, the potential for higher export revenues, and a more
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competitive private sector. Unfortunately, there was insufficient hard data
to quantify impact, let alone to a meaningful cost-benefit or
cost-effectiveness analysis,

Another shortcoming of the IESC program is the failure to promote U.S. -
Zimbabwe business 1linkg through the ABLE and JVS; this is primarily due to the
poor investment climate in Zimbabwe -- JVS has proved highly successful in
countries with more liberal policies such as Turkey, Dominican Republic, and
Thailand.

VBAS under ZBDP ~- continuation of IESC services, but testing new innovations
Under ZBDP, most components of VBAS will continue to be implemented through a
sub-Grant Agreement with the International Executive Service Corps (IESC).

We will be testing six new innovations to the IESC program, which are:

Innovation QOne: Smal lack- B n tr

A major shortcoming of the IESC program in Zimbabwe, according to the 1990
evaluation, ig that it did not meet USAID exXpectations with respect to
assisting small business (those with less than 50 employees). Many factors
have contributed to thig shortcoming, including the skillg and orientation of
the country director, the lack of an outreach program, the difficulty of
selling a project to a smaller business, and the skills of the IESC retired
volunteers.

Under the current IESC program, AID set a small businessg (defined as less than
50 employees) target —- 25 percent of all VE and ABLE projects. This target
will be dropped, for several reasons. First, the real problem is not reaching
small business in general, but reaching small black-owned business. Second,
the target was unrealistic, because of the nature and costs of the traditional
services IESC can offer at present are often not appropriate for small,
black-owned business. Third, the local IESC office was not adequately
compensated for the extra time required to reach the smaller, black-owned
business.

Under ZBDP, instead of artificial targets, IESC will be given the proper
incentives and tools for the job of reaching black owned small business.

Although small businesses taken individually may be difficult for IESC to
reach, group projects, where a number of small firms split the cost of a
specialist VE, can be highly cost-effective. Group projects, however, are far
more difficult to put together. Under the current program, IESC receives the
same lump payment for all assignments ~- without any compensation for the
considerable expenses of organizing group projects.,
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Under ZBD, USAID will make an additional USD 2 thousand cost reimbursement for
projects involving three or more clients. These supplemental payments funds
will be used by IESC to provide services to smaller clients unable to pay the
full fees, or to provide additional VE's beyond vhat has been budgeted in ZBD.

Mwmmmmmwdnmmbﬂ_ﬁma

The IESC Joint Venture Service, described above, has been on offer to
Zimbabwean firms since 1988 —- but with no takers to date. As the SAP reforms
are implemented and the economy opens up, Zimbabwe will become an increasingly
attractive location for American investment. Local entrepreneurs will be
increasingly interested in joint ventures — and increasingly able to attract
joint venture partners. We expect that the IESC Joint Venture Services (JVS)
will become increasingly relevant and demanded by Zimbabwean firms -- but if
not, funds budgeted for JVS assignments will be illocable to ordinary VE and
ABLE projects.

Improve Management nitori nd Ev tion t « The IESC Country
Director's office will be strengthened, to allow it to undertake the
expanded volume and breadth of activities, and to introduce proper
monitoring and evaluation systems.

o Expand Volume of Services. As the SAP reforms unfold, firms will be
unleashed to invest, expand, and export. Demand for IESC services,
especially in the area of marketing, cost reduction, organizational
development, and technology sourcing is expected to increase dramatically.

Innovation Three: quwﬁmwml
and Data Base, '

The 1990 evaluation of IESC's impact on individual businesses and the
Zimbabwean economy was constrained by inadequate baseline and post-VE data.
Also, the ability of IESC to track progress, follow-up on clients, issue
reports, and develop usable market intelligence is handicapped by the lack of
an adequate database.

ZBDP will provide funding for IESC/Zimbabwe to hire a full-time local hire
program development officer, who will be tasked with the development of an
adequate monitoring and evaluation system and data base, that will include the
development of:

ient ment f . Baseline, 6 month, 12 month, and 18 month
assessment forms will be developed to gather information on clients and
the impact of the VE assignment. This will enable IESC and USAID to track
the development impacts, which is not currently possible with the quantity
and quality of information gathered by IESC for recruitment and reporting
purposes. Short term technical assistance for a local consultant under
contract to IESC is budgeted for setup, and training of the Program
Development Qfficer.
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Client Interviews. The client assessment forms will be used at the time
the VE agreement is negotiated with the client(s), and in followup
interviews, 6, 12, and 18 months after the VE's assignment. These
follow-up interviews will be conducted by an IESC staff program specialist,

Computerized Client Databagse. A database will be created to enable IESC

to maintain the client assessment data, as well as to facilitate their own °
budgeting, client follow-up, and marketing efforts. Short term technical
assistance has been budgeted for a local consultant under contract to IESC
for specification of the hardware and software, procurement, development

of this system, and training of the IESC staff in its use.

Innovation Four: Zimbabwe Briefing Sheet

The August 1990 evaluation of IESC noted that many of the VE's had a difficult
time adapting to the Zimbabwean environment, and could have been better
prepared had they known more about the country in advance. The project will,
therefore, fund short term technical assistance for preparation of a Zimbabwe
briefing sheet.

In addition to the standard information on modes of behavior, business climate
and practices, etc., the Briefing Sheet should include notes on the business
behavior that results from extreme foreign exchange rationing and tight
regulations, such as:

=~ 0ld machinery stock that often resembles what a VE saw as an apprentice,
often 30 years out of date;

- Raw material and parts overstocking/shortages because of the lack of
flexibility in reordering;

- Emphasis on repair, rather than replacement;

- The production orientation, rather than market orientation, of many
businesses, because of shortages and the sellers market.

The briefing notes should outline in basic terms the trade liberslization and
other SAP measures, and their likely impact on the business environment. The
notes should include a discussion of the rapidly changing Southern African
environment, and its likely impact on Zimbabwean businesses. Finally, ZBDP
will also budget funds for up to updates of the Briefing Sheets by a
consultant, as and when needed.

Inngvation Five; Expansion of VBAS services under ZBDP

Under the current, highly constrained environment in Zimbabwe, industrial
expansion and new investment has been limited. Regulations encouraging
monopolistic/oligopolistic structures, price controls, and chronic shortages
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of inputs have created a sellers market, where: consumers will buy what is
available, despite high prices and low qualityi.

Even in these constrained circumstances, the IESC program has proven to be a
highly valued tool for certain private sector.firms. The impact of the
program on employment and corporate efficiency. has been significant. At the
current level of USAID/Zimbabwe funding, demand for IESC services exceeds
supply, based on the willingness to pay of client firms; these factors alone
justify continuing and expanding the program.:

The Zimbabwean economic policy environment, hoyever, is not static. Changes
sweeping Zimbabwe and Southern Africa will mean that demand for IESC services,
and their contribution to the attainment of UBAID development objectives, will

increase dramatically.

Foremost amongst these changes is the advent of the Structural Adjustment
Program, especially the trade liberalization component. Trade liberalization
will mean that companies have much greater access to foreign exchange for
foreign investment and inputs, enabling them to serve export and domestic
markets more competitively. It also means that Zimbabwean firms will be newly
exposed to competition from imports, and from:foreign firms operating in
Zimbabwe, the likes of which they have not seen since the advent of the
Unilateral Declaration of Independence (UDI)im 1965.

In fact, merely the announcement of the broad outlines of the trade
liberalization program by Senior Minister ChidZzero resulted in a five fold
increase in inquiries to the IESC country office.

Given the urgent imperative of Zimbabwean industries to adopt modern
technology and manufacturing techniques and tai develop marketing skills
heretofore unnecessary in the Zimbabwean domestic marketplace, focused
technical assistance is particularly appropriate at this time.

The Zimbabwean private sector also recognizes .that the competitive onslaught
anticipated from a post-sanctions South Africa-will not be confined to the
home market. Some of the regional markets for Zimbabwean exports heretofore
closed to South Africa, such as Kenya or Tanzania, will shortly become fair
game for South African exporters. Overgeas, in niches where Zimbabwe is still
competitive, such as horticuiture, South African competition will also
threaten Zimbabwean export market shares.

Faced with increased competition and opportunity, Zimbabwean firms will
require access to world class technical assistance in analyzing new markets,
in making capital investment decisions, revamping operations, preparing
advertising campaigns, etc. IESC can provide ithis type of assistance, highly
cost-effectively.

As Zimbabwe moves into the SAP, there is likely to be a shift in demand for
specific types of VE's, with increases expected in the following areas:

“h

"l) J
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o Marketing. Research, analysis, pricing, promotion, advertising.
o Cost Reductjon. Cost controls, organizational efficiency.
o Iechnology Choice. Equipment specification, process/production

techniques, sourcing, training.

o Q;gﬁgigg&igggl_dgyglgpmgn_. Management techniques, worker motivation,

quality assurance.

o Joint Venture Services Partner search and selection (see Innovation Three)

Finally, with an increasingly open economy, Zimbabwe will become a more
attractive location for American iavestment, and local entrepreneurs will be
increasingly interested in joint :entures - and increasingly able to attract
joint venture partners. We expect that the IESC Joint Venture Services (JVS)
will become increasingly relevant and demanded by Zimbabwean firms —-- but if
not, funds budgeted for JVS assignments will be allocable to ordinary VE and
ABLE projects.

nnovat ix —— i 1 VBAS

In South Africa, IESC is run as an entirely autonomous program from IESC
headquarters in Stamford, CT (USA), or other IESC offices in the region., The
country director, and the approximately 80 VEs, are all South African sitizens.

The IESC project in South Africa offers great potential to Zimbabwe
entrepreneurs. First, the mix of skills in the VE talent bank complement the
U.S. VEs, and may be especially appropriate for the smaller and black owned
enterprises IESC is attempting to reach. Second, their proximity means that
response time is quicker, and return visits are scheduled more easily. Third,
their proximity means expenses will be far lower, resulting in savings to the
client, as well as to USAID/Zimbabwe. Preliminary estimates are that a six
week assignment for a South African VE would cost far less than US $10
thousand, offering a signficant savings when compared with the over US $20
thousand cost of an American VE.

The South African IESC country director is enthusiastic about the use of his
VEs for Zimbabwe, and the region. He believes that offering a retiree the
chance of an international assignment will prove helpful in the process of
recruiting new local VEs.

Under the grant agreement negotiated with IESC, the Zimbabwe IESC country
director will be instructed to enter into an agreement with the IESC South
Africa office that will formalize an arrangement to obtain South African VEs
for use in Zimbabwe. Of course, if South African VEs are used, then

Q/?) t{
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USAID/Zimbabwe would make a payment to the IESC South Africa office, not IESC
headquarters; this concept has been endorsed by the head of IESC African
programs.

Immediately before the ZBDP project paper was authorized, IESC headquarters
announced their interest in opening a regional office in Southern Africa;
preferably in Johannesburg. One of the goals of this office would be to
coordinate the use of South African volunteers for the whole region. Because
this regional office is still very much in the planning stage, the IESC
Zimbabwe program under ZBDP will make separate arrangments with IESC South
Africa. These arrangments, if recessary, could be modified if and when a
regional office is opened in Johannesburg. This strategy-was discussed with
the head of 1ESC African programs, and he concurred.

Administrative Changes to IESC

To respond to the increased workload, the IESC Zimbabwe country program will
be strengthened by bringing on a full time local hire Program Development
Officer, and by access to short term technical assistance under contract. The
Program Development Officer will assist the Country Director, but focus
especially on the development of Monitoring, Tracking, and Evaluating Systems;
and the assessment of a local retired executive program.

Finally, IESC clients interviewed in the 1990 (and 1986) evaluation complained
that they were not given an adequate input into the VE selection process; nor
were they given a chance to initiate contact with the VEs before they left the
United States. IESC will be required to document that the client had input
into the selection process, and was able to contact the VE before departure
from the U.S., by a memo to the file. |

In addition to the six innovations to IESC described above, ZBDP will also
fund the assessment and pilot operation of a Zimbabwe Executive Corps,
described below.

Zimbabwe Executive Service Corps

ZBDP will fund a needs assessment of the Zimbabwe Executive Service Corps
(ZESC), in Phase One of this component. This will be undertaken by an
independent consultant(s) in conjunction with the a representative of IESC
South Africa. IESC South Africa, as a purely local organization, uses only
retired South Africans as volunteers, and also works only with black owned
businesses.

If deemed necessary by USAID/Zimbabwe, ZBDP will fund the implementation of
the ZESC in Phase Two. The modalities of this will be determined as part of
the needs assessment. The Two Phases are described below.

Phase One: Needs Assessment of ZESC

The needs assessment is broken down into four parts; demand analysis, supply
analysis, institutional options, and action plan for implementation.
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Part One: Demand Analysis

a) The contractor will review what is known about the needs of larger or more
established SMEs for technical assistance. This review will rely heavily on
work financed by donors, most importantly the PSTNA commissioned by
USAID/Zimbabwe, but also assessments undertaken by CIDA, EEC, the Fredrich
Naumann foundation and others. SEDCO could provide important input as well.

b) The contractor will characterize the timing requirements for assistance,
broken down by type of assistance. For example, firms that need marketing
assistance may require a retiree for one or two days a month for a year or
more. On the other hand, firms that have a production problem may need a
retiree for an intensive three week period for diagnosis, another two week
period for installation of new equipment.

c) The contractor will determine the ability and willingness of the larger or
more established SMEs to pay for retiree services. This kind of determination
is not easy, and we expect that any fee structure based on thig determination
will be modified with market experience.

Part Two:  Supply Analysis

a) The contractor will determine the number of retirees in Zimbabwe, their
skills and experience, broken down by skill categories relevant to our target
group's needs. CIDA and SLDCO should have information on this that should be
reviewed before undertaking any field work ~- go will commercial agencies, but
they may be less willing to share information to a potential competitor.

b) The contractor will determine the interest of the retirees to participate
in a ZESC program, and gauge what the fees will be necessary to attract
qualified retirees, by sector of expertise. Specialized manufacturing skills,
for example, are likely to be far more expensive than simple bookkeeping
skills.

c) The contractor will assess the strengths and weaknesses of the competition
in supplying demanded services to our target group of larger, more established
SMEs. In the mission's knowledge, this competition appears to be limited to
the CIDA funded SEDCO program, and to a Harare-based for profit agency.

Part Three: Analysis of Implementation Options

If the supply and demand analysis undertaken in the first two parts of Phase
One indicate an unmet need for a ZESC program, the consultants then need to
analyze implementation options. Examples of the options are:

- Private, nonprofit service such as IESC. Within this option, there are
several sub-options. ZESC could be placed under the umbrella of the local
IESC office, and would benefit from the experience and infrastructure
already developed. ZESC could also be placed with other existing
nonprofit groups, or an entirely new organization could be established.

(73]
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- Cost sharing Fund. Instead of setting up a new service, a fund could be
established that would share the costs, for qualified for cost sharing of
commercially provided services. An advantage of the cost sharing fund is
allowing market forces to proceed unhindered.

~ Public sector implementation. CIDA has chosen to implement its CASE
program through the parastatal SEDCO. This option seems unlikely to be
the most effective at this point.

Part Four: Action Plan Recommendations

The contractor will develop an action plan, with budgets (breaking down local
and forex costs) and timetable, for implementing the ZESC. The action plan
will specify the institutional home, recommended fee structures (for client as
well as retiree), sectors of focus, and other relevan* issucs.

kkdekkdokkkkokkkikkhk Decigion Point One *Afikikikiokkkink

At this point, USAID/Zimbabwe must evaluate the action plan recommended by the
contractor team, and make three decisions. First, the mission must decide
whether the implementation of the action plan (with modifications as
necessary) would advance the purpose and goals of the ZBD project —
particularly on the purpose, and on the goal of broadening the distribution of
productive assets of the economy. Next, the mission would evaluate the extent
that USAID funding is necessary for implementation. Finally, the mission will
evaluate progress to date and determine whether project funding of Phase II is
justified.

Phase Two: Operational Testing of ZESC

Phase II will be implemented under a grant or cooperative agreement with a
local commercial institution or association classified as an NGO. An analysis
of the capability of potential organizations will be provided under Phase I of
this component so no further description organization that will implement this
activity is possible at this time. Implementation of ZESC may require a mix
of local and external technical assistance, support for establishment of a
local office, and other commodities such as a car. These requirements will be
specified in the approved implementation action plan.

D. Comprehensive SME Sector Survey
A preliminary survey phase of this component was completed prior to

authorization of this project, but a summary of this activity is included here
as background information.
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The SME Preliminary Survey

Using PD&S funding as a preliminary activity to this project, a cumprehensive,
country-wide as well as more focused surveys and analyses of SMEs (both
informal and formal enterprigses) will be funded. It will be implemented
through a buy-in to GEMINI, a centrally funded project operating out of the
Bureau for Asia and Private Enterprise.

The GEMINI project has developed a standard survey methodology for
establishing a baseline of SMEs, tested in over 10 other countries in Africa.
This standard survey methodology has been adapted to the purpose and goal of
the ZBD project, and the Zirbabwean context. Under the standard GEMINI
baseline, and in the SME preliminary surveys, two types of survey instruments
are used. For all enterprises in the chosen geographic areas, a limited
amount of basic informaticn will be generated with the first survey
instrument; data collected will include employment and type of activity in
which the firm is engaged. Such information will permit global estimates of
the types, size and location of emall enterprises in Zimbabwe to be made.
Concurrently, a second survey instrument will be administered to a sample of
these firms to generate more detailed information on such items ag
entrepreneurial characteristics, perceived constraints to profitability or
expansion, growth performance and other characteristics to be determined by
USAID/Zimbabwe.

Under the SME preliminary survey, GEMINI coverage will include the two major
urban centers, Harare and Bulawayo, along with a stratified sample of smaller
urban centers and rural towns, as well as a sample of rural enumeration
areas. The types of enterprises to be included in the survey will be those
with 50 employees or less that operate fro¢ & fixed location. Manufacturing,
trade and services will be covered, but not on- farm activities.

During the GEMINI pre-project mission in late April, the mission and MSU
researchers, together will local researcher input, will finalize survey
instrument design.

GEMINI's standard baseline survey methodology will be modified in the
following ways:

0 Design and ownership of analyses. GEMINI researchers will be directed
to select the appropriate GOZ, private sector organizations and other
donors to assist in the design of the survey instruments; and to explore
options for developing local ownership of the data sets and even continued
survey work . USAID/Zimbabwe ig one, but by no means the principle
audience for data generated by the GEMINI survey. Furthermore, if
USAID/Zimbabwe decides not to stay involved in the SME sector, we may
decide not to continue with the GEMINI work —- but we would want to
facilitate transfer of ownership to those institutions who do need the
data and analysis. Consultants will collaborate closely with each of the
principle users of the survey data to ensure that, wherever possible,
questionnaire elements are tailored to meet the specific data requirements
of the broader audience.

) nfz?
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0 Research Coordination. The GEMINI work will be scheduled to ensure
close coordination with survey and other analytical work done on the SME
sector being undertaken concurreatly by CIDA and the World Bank. CIDA has
commissioned a review of the literature on the SME sector, and a workshop
for local researchers and donor, that will provide invaluable input for
design of the GEMINI baseline survey instrument and downstream analyses.
The GEMINI baseline survey, in turn, will provide essential input for the
development of a sample frame for the World Bank's RPED survey work.
(RPED -- Regional Program for Enterprise Development is a major
Africa-wide analytical effort funded by the World Bank. In Zimbabwe
(along with Cameroon one of the first two countries selected for work),
RPED will examine the relationship between policy and-SME dynamics.) The
RPED subsector analyses, and focused regulatory impact survey work, may
allow GEMINI to focus more deeply on issues of specific interest to ZBDP,

0 Careful Review of SME Literature. The design of the survey instruments,
and the analysis of results, will emphasize on pre—-survey analysis of
existing data and literature. Unlike many of its neighbors, Zimbabwe has
a long history of social and statistical research. A review and analysis
of secondary source material will serve to inform the design of GEMINI
survey instruments, in some cases may be tested by the survey instrument,
and finally will serve as comparative indicators to evaluate the
reliability of GEMINI survey data. The GEMINI rcview of literature will
build on the CIDA commissioned work mentioned above.

Based on the results of this preliminary survey, project analytical
interventions on the Small/Micro-Enterprise Sector have been developed. It is
envisaged that the Preliminary SME Survey might cultivate an interest might in
developing an existing component of the project; e.g., longitudinal surveys in
selected industrial subsectors to feed into implementation of business linkage
project. Alternatively, the interest might be to initiate a new component;
e.g., subsector analysis of horticulture producers to explore expand the
business linkage component to the horticultural/agribusiness area. Finally,
the research might work for the development of new project initiatives; for
example, nonproject assistance in support of SME deregulation.

Phase One: Workshop to disseminate results of GEMINI SME survey, and Lo
determine next steps for SME research.

Phase One of the Analysis of SME Sector will consist of a workshop to
disseminate and analyze the results of the SME baseline survey undertaken
before project implementation. The workshop participants will include
researchers, the GOZ, business associations, and other interested parties,

In the fall of 1991, a regional conference will present the results of CEMINI
SME survey work that has been undertaken in east and southern Africa over the
past several years. If possible, the Phase One workshop will be an integral
part of that conference. The exposure of the interested Zimbabwean
participants to the lessons learned, unanswered questions, and next steps
will be invaluable.

o~

fI)
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In addition to disseminating results, the workshop will help USAID/Zimbabwe to
determine the need for funding further SME research components, discussed
below. Again, the possibility of linking the workshop with the regional
conference offers exciting possibilities.

Phase Two: Focused SME research

Before GEMINI Preliminary SME Survey results are available, and analysis of
its data in conjunction with outside input is completed, it is not possible to
specify the nature of Phase One Focused SME Research. We expect that the
focused SME Research will follow one or more of the following paths.

Longitudinal gurveys, tracking a selected sub-gample of firms into the second

and third year, to track firm level SME change, the impact of the evolution of
the SAP and the economy, and assistance efforts.

The longitudinal surveys will serve to document change that has occurred at
the level of the enterprise. A secondary objective will be to provide
ingights into the forces that have led to these changes. Building on the
information collected in the baseline survey, the longitudinal survey will
collect the following types of information from the stratified random sample
of enterprises: levels of activity of the enterprise (employment, output,
inputs, wages); entrepreneurs perceptions and significance of major changes
that have taken place in the environment in which they operate or hope to
expand.

analyzing one or more subsectors in depth
to elucidate the relevance of the baseline GEMINI survey results. This is
done by a combination of survey, focus group, and desk analyses.

The detailed survey instrument design for the Longitudinal Surveys, or the
methodology for the Subsector Analyses, will be finalized after the Workshop
of the Preliminary SME Survey, with the input of the GO0Z, private sector, and
the donor and research communities.

*%%* Decision Point One ***x*

At this point, USAID/Zimbabwe will decide on whether to continue with the SME
Analytical work in a follow-on project by continuing with the focused SME
research of Phase One, or comnissioning a Resurvey -- Phase Two to be funded
under a separate activity. The final evaluation of Preliminary SME Survey
will provide the means for this decision.

The criteria for continuing with Phase One or entering Phase Two (neither
component included under this project) are as follows. First, is there a
compelling need for the survey to further our understanding of the sector, and
more impoqtantly, is it necessary for further testing or full implementation
of project components? Second, can we work with other donors to leverage our
ZBDP resources (the World Bank may be a potential source at this point)?
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Although there is no funding under this project, a Baseline Resurvey would be
redone four to five years following project authorization. The Resurvey would
allow us to capture on a more complete basis the changes due to the evolution
of the SAP, the economy, and assistance efforts. The Resurvey might not look
at all the localities covered in the first survey; if, for example, there is
considerable homogeneity found the firgt time in a certain stratum and there
is no reason to believe these areas have developed in different ways, then the
Resurvey could look at only some of the locationg surveyed the first time
around. In any event, this would involve nearly the same level of effort as
the original baseline survey.

E. Description of the Prcductive Sector
Background

Unlike the SME sector, the job of collecting the data on the large formal
sector is far easier, because:

0 Publicly held companies file annual reports with valuable information

0 The local press, particularly the Financial Gazette, provides excellent
business and financial coverage of larger firms

0 The sheer number of firmg ig less, enabling more cemplete sampling of the
universe of the formal sector

0 Larger firms are registered with the GOZ, and the GOZ maintaing
statistical series on income, employment, etc.

¢ Larger firms are far more likely to be members of trade associations, that
also collect a wealth of information on their members and the economy at
large.

0 A burgeoning private sector information services firms, such as Grey

Matter Pvt, are beginning to provide proprietary business and economic
information.

secondary sources and interviews with knowledgeable informants. Relevant
Pre-existing survey data, such ag that from GEMINI and the PSTNA, will be

Methodology of the Description of the Productive Sector - the MAPS process

The Description of the Productive Sector will be undertaken by a buy- in to an
AID/W Central Project -- likely to be PEDS —- that can access firms and

WA
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MAPS is really two things; first, a methodology for gathering, analyzing, and
compiling data on the private sector; and second, a process of generating and
evaluating strategies that may be pursued by USAID missions for private sgector
development. The MAPS process typically has five stages:

I. Articulation

A review of USAID mission private sector strategy, implementation. and
relation to overall mission strategy, government policy, and other donor
organizations. Done in close collaboration with the USAID mission staff.

D ipti

A description or "mapping" of the productive sector —— €.g., contribution to
the economy, constraints and opportunities. This is obtained from secondary
sources.

III. Diagnosis

A survey of the productive sector firms, supplementing data obtained in the
Description phase, and exploring managerial/entrepreneurial perceptions.

1V, Dial

Focus group sessions, testing the results of description and diagnosis
phases. Participants are representatives from the formal sector, government,
and USAID staff.

trat

The USAID mission private sector strategy is developed and refined, informed
by the results of previous phases. USAID mission staff participate
intensively.

The MAPS process has been tested and refined in over 20 African and Latin
American countries; including South Africa, Lesotho, Swaziland, Botswana in
the Southern African region.

For USAID/Zimbabwe, however, the MAPS process will be modified in two
important ways. '

0  ZBDP will not fund the strategy articulation and development stages of
MAPS (stage I. Articulation and stage V. Strategy); because these are
in-house exercises, whose primary beneficiary is USAID/Zimbabwe, and whose
primary purpose is strategy and project development. The mission may,
however, undertake these stages using Project Development and Support
funds.

o Because of the wealth of data on the formal sector in the economy, ZBDP

will first develop a Description of the Formal Sector using secondary data
sources —- that is, we will adapt MAPS stage II, "Description'. Only if

V
AN
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deemed necessary will ZBDP funds be used to undertake a Phase Two - — which
will be adaptations of MAPS stage III. Diagnosis and stage IV. Dialogue.

ZBDP Phase One —- Description of the Productive Sector Desk Study (MAPS stage
II. Description)

The Phase One Description team will consist of an expatriate business
economist and a policy analyst, who will work together with a local
subcontractor that will provide local expertise, contacts, and cost-effective
iogistical support.

The MAPS team will deovelop a report that will provide a description and
analysis of the formal sector, disagreggated by subsector, ownership, and
geographical location. The MAPS team will undertake to:

Estimate the quantitative contribution made by the formal and informal
private sector and parastatal contributions to the national economy in the
areas of employment, share of GDP, trade, foreign exchange, taxes, and
investment.

Specify the importance of each sector and subsector to the national
economy (e.g., job creation per dollar of investment), by geographic
region and by type of ownership including indigenous ownership (where
these data are available from secondary sources).

Analyze the structure of key sectors of the economy, including an analysis
of the number of firms by size and of the relative concentration of
fragmentation of each key industrial sector;

Analyze backward, forward, and cross-sectoral linkages within and without
the formal sector.

Identify the major trends in growth of output, employment and foreign
trade in the key business sectors over a twenty-year period to determine
those industries that appear to have the greatest potential for job
generation and exports.

Review the role of public policy and finance, particularly with respect to
the current regulatory environment and the prospects for de-regulation
under the policy of trade and economic liberalization.

Analyze the data on industry structure and public policy for implications
on present and future barriers to industry and on industrial linkages,
particularly among large and small firms.

Assess quality of data used —— identify major data gaps and
contradictions, reliability, specify mechanisms or approaches for filling
these gaps (or resolving the contradictions).
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Create a computerized data base, accessible to the nonspecialist, which
will be retained at USAID, and distributed to interested parties as well.

Recommend updating and maintenance procedures, develop terms of reference.

e Ak e e Decision Point One AR R A e s ek o o

As part of the Description Phase, the MAPS team will recommend adaptations of
the Diagnosis and Dialogue stages of the MAPS methodology (if deemed
necessary) to complete understanding of the formal sector: USAID/Zimbabwe
must decide, at this point, whether or not to continue with phase Two.

Phase Two -- Description of the Productive Sector —- Survey and Focus Group
work

Survey -~ (MAPS Diagnosis)

The Survey will fill gaps in the data gathered and analyzed in Phase One, and
analyze opportunities and constraintsg facing various types of firms in the
formal and informal sectors, as perceived by the business owners and managers.

The Survey will be carried out using the MAPS team leader, survey specialist,
and local subcontractor, using survey instruments and sampling techniques that
would be agreed upon with the Mission prior to drafting the detailed terms of
reference. The survey instrument and sampling techniques design would build
on the results of the |PSTNA, the GEMINI survey, and the World Bank Regulatory
Impact surveys.

The tasks to be performed by the MAPS Team, consisting of a Team Leader and a
Survey Specialist, are as follows:

Identify the data gaps from the Description phase, and how a survey will
fill those gaps —-- will involve a review the questionnaires, sampling
methodologies, and results of the previous relevant surveys.

With input from the Mission, design a questionnaire and determine a
sampling universe and methodology that will yield the required data with
statistically significant results. Some of the more important gaps are
likely to be entrepreneurial /managerial perceptions regarding the policy
and enabling environment, including areas such as the following:

Labor issues: effect of labor laws on firm hiring/firing practices, labor
skills mix, gender mix, use of part time/full time labor; labor skill
shortages; general labor productivity;

Legal environment; regulations on business registration, subcontracting
practices, marketing and distribution channels, other restrictions;
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Credit and banking: formal and informal sources and uses of credit;
effect of monetary restrictions on investment decigions;

Fiscal/monetary policies: general distribution of the tax burden; effect
of tax policies on business operations;

Support structures: sources of information on markets. capital sources,
linkage mechanism; availability of support services such as T.A. and
training.

Undertake the survey with local sukcontractor support-

Draft report which describes and analyzes results of the survey data,
making sure that results are placed on PC compatible computer data bage
developed in Phase One.

Focus Groups -- (MAPS Dialogue)

The results of the Survey, taken together with the earlier analysis of the
structure and role of business in the Zimbabwean economy, will be presented to
business owners and managers in focus groups, the compoeition of which will be
determined in strategy session with the Migsion. These focus group
discussions will enrich and validate (or raise questions about) the
interpretation of the results from the studies. The groups will also act as
sounding boards to assess private and public sector commitment to particular
program or project options, and to help generate a wider menu of options for
addressing the constraints and taking advantage of the opportunities
identified. ‘

Specific tasks to be performed by the MAPS Team Leader and Policy specialist
in this phase are:

Identify with the Mission the key sectors, actors, etc. to be included in
the focus groups or dialogue seminars as well ag the general format (for
example, in RSA it was decided to concentrate on only three sectors of
black business: transport, construction, and small manufacture);

Prepare synthesized bresentations of the data collected in previous phases
that are targeted to specific focus groups;

Organize and conduct feedback sessions;

Document and disseminate the discussion themes and major conclusions of
each session.

E. Implementation Support Research (ISR)

Focused studies will be undertaken to assist in effective implementation,
maximize the utility of lessons learned, and assist in the design of future
private enterprise assistance activities. 1In accomplishing these objectives,
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of course, the ISR focused studies will advance the project purpose and goal.
Although the general nature of the studies can be identified now, detailed
design will be undertaken in collaboration with the GOZ and other implementing
partners. The topics of the studies are likely to include:

0 Feasibility of adopting an agribusiness focus, or agribuginess
subsectoral focus (e.g., horticulture) for current and future ZBDP
Operational Testing components. Potential to sharpen the focus to
better achieve the goal and purpose of ZBDP, and be synergistic with other
USAID/Zimbabwe activities.

0 The role of women in productive enterprises in Zimbabwe; the perceived and
actual constraints to women's enterprise and proposals to redress such
constraints. Potential to enhance our achievement of broader
distribution of productive agsets and indigenous participation in the
economy.

0 Competition and competitiveness: an assessment of firm and industry
competition in Zimbabwe and itg impact on competitiveness. Supports
research into an identified gap in the SAP, which may effect the degree to
which we achieve the project goal and purpose.

0 Social norms in Zimbabwe, their impact on achieving the ZBDP project
purpose and goals, and recommendations for change. Improves ocur
understanding of an identified constraint to achieving the project purpose
and goal.

0 The potential for deregulatory components that allow the formalization of
the informal sector. Potential to develop component concepts to enhance
the achievement of wider distribution of productive assets of the economy,

o The impact of the AIDS enidemic on economic growth, investment, and ZBDP
compouents. Increase our understanding of an identified constraint to
achieving project goal and purpose.

0 Analyze the investment cost per direct and indirect job created, by
sub-gector.

o Track implementation of SAP measures relevant to ZBDP achieving the
project purpose and goal.

The Implementation Support Research component will be contracted out to a
local consulting firm that will provide short-term consultancies at the
request of USAID. It will be managed by the contract ZBDP project manager,
with guidance from the direct hire ZBDP Project Officer and the contract
regional Trade and Investment Advisor.
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F. Quick Response Fund

Approximately three percent of the ZBD project budget has been allocated for
the Quick Response Fund (QRF). In addition, the QRF will be funded by any
surplus resulting from nonimplementation of phases of other components, or due
to overestimation of the budget. The QRF will have two objectives. First, it
will modify or strengthen ZBD operational testing or analytical components so
that they better work towards achieving project purpose and goal. Second, it
will assist in developing new private sector project components, operational
testing or otherwise, to implement during the full course of project.

The Quick Response Fund will permit a flexible and rapid tresponse to
opportunities that are consistent with the purpose and goals of the overall
project.

A potential Quick Response Fund activity will be proposed by the Project
Officer, with technical assistance from the contract ZBD project manager and
the regional Trade and Investment Advisor. Each proposed activity must pass
muster when weighed against the OPerational Testing or Analytical component
criteria outlined earlier.

In addition, to be eligible for financing from the Quick Response Fund, a
proposed activity must satisfy all of the following criteria:

1. The proposed activity must fit within the stated project purpose and goal,
and otherwise be consistent with the ZBD Project Grant Agreement between
AID and the Government of Zimbabwe.

2. The Quick Response Fund may be used only to finance technical assistance,
training, authorized travel or the procurement of commodities.

3. The Mission Environmental Officer must certify and the RLA must concur
that the activity will be within the scope of the IEE Categorical
Exclusion approved for the entire project.

4. The proposed activity shall not violate any U.S. law or AID regulations,
particularly the Lautenburg Amendment or any other U.S. legislation
concerned with protection of U.S. industry, exporters or exports.,

5. The Mission Director, USAID/Zimbabwe must concur with the inclusion of the
activity, and in particular determine that the proposed activity has
adequate financial and technical planning.

An illustrative listing of Quick Response Fund activities follows:

Posgible Quick Response Fund Activities

Existing Components:
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Support of promotional activities by the EPZ Promotional Authority
Training and Technical Assistance
Support of regulatory activities by the EPZ Authority

Training and Technical Assistance, perhaps some commodities

Business Linkage

Phase III; amplified pilot operational phase that will expand the services
available beyond the limited test group to the general public,

Training and Technical Assistance, perhaps some commodities.

VBAS

Expand availability of IESC services to third year.

Increase volume of IESC services..

m tat h

Add additional studies that may arise out of GOZ or private sector
requests; e.g., privatization, the impact of RSA on the economy,

Possible New Components:

Conference and Seminars Fund

Support for the sponsorship of conferences and seminars of private sector
organizations.

Deregulation and the Informal/SME Sector

Focused action research to identify the costs and benefits of small
business regulation on the books, and draft possible solutions.

In addition to providing the project with a mechanism to quickly pursue
opportunities consistent with the project purpose, the Fund will also
facilitate reprogramming of funds that may become available under one of the
"phased" project components. Given that ZBD is a pilot project, it is
possible that at least one of the project components will not prove to be a
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viable means of achieving project objectives at a "Go -~ No Go" decision point
and, therefore, will not be funded through all phases. If thig occurs,
project funds will be reprogrammed from the discontinued component to the
Quick Response Fund where they will be used to further finance, according to
established selection criteria, activities to respond to targets of
opportunity in support of Operational Testing or Analytical project components.,
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MONITORING AND EVALUATION OF OPERATIONAL TEST COMPONENTS::
PROJECT MANAGEMENT INFORMATION OUTLINE

I. Content and Users

The overall plan for project monitoring and evaluation is laid out in Section
5.4 of the Project Paper. This annex detailg the questions project management
will need to answer for informed decision-making and the mechanisms for
generating this information during project implementation.

The key users of the information generated through the ZBDP monitoring system
are identified below.

All ZBDP Components:

—— ZBD Project Officer/ZBD Project Implementation Committee: Management
must ensure that project activities are moving towards achieving project
goal, purpose, and outputs; it also needs information to feed into its
decision-point evaluations. The sub-contractor for project monitoring
will need to track information availability to conduct its project data
reviews, scheduled before each decision-point evaluation.

—= ZBD Project implementation contractors: The contractors need information
to guide implementation progress; the contractors also must track
non-routine information of which the Project Officer must be made aware
to facilitate decision-making.

EPZ:

-— EPZ Working Group: Will require technical information as input into the
development of draft EPZ legislation, regulations, and procedures.

== GOZ: Will need periodic reports from the Working Group to inform GOZ
policies towards EPZs} and to clarify from the onset the criteria
USAID/Zimbabwe will use in deciding on continued support to EPZs.

Business Linkage and ZESC:

—-- Business support groups and other groups through which ZBDP might seek to
ingtitutionalize the Business Linkage and ZESC pilot programs: These
groups will need information to assess the demand and feasibility of the
pilot programs and, as such, their interest in taking ownership of the
programs.
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The information plan format for each project component is as follows:

-~ management's key questions at the project goal, purpose and output lzvels
to be addressed through component activities;

—— 1indicators to answer the management questions;

—— objectives and expected outputs for each component activity;

-— detailed decision point evaluation criteria;

-~ where necessary, suggested data collection methodology and duta sources.

ITI. Project Components

A. Development of a Competitive Export Processing Zone Regime

Goal-level Management Question: To what extent can a competitive EPZ regime

in Zimbabwe contribute to increased economic growth of the type which will:

-~ create jobs

—— increase foreign exchauge earnings

—-— broaden participation of indigenous entrepreneurs in the economy (either
as EPZ firms or as suppliers/subcontractors to EPZ firms)?

Purpose-level Management Question: To what extent can a competitive EPZ

regime in Zimbabwe improve the enabling environment for private sector
investment in Zimbabwe?

tput-— t :

Phase 1. 1Is there a need for and demand for EPZs in Zimbabwe? Would EPZs in
Zimbabwe be internationally competitive? What actions would be
required to develop a competitive EPZ regime? What would be the
composition, mandate, and authorities of an EPZ Working Group? By
Decision Point 1, is the Working Group operational?

Phase 2. Once the need for and competitiveness of an EPZ regime in Zimbabwe
has been established, what form will competitive EPZ enabling
legislation take? What will be the framework for EPZ regulatory
policies and administrative/institutional principals? By Decision
Point 2, has legislation been enacted (or will be enacted within an
acceptable timeframe) by Parliament?

Phase 3. Once the EPZ legislation and a preliminary policy framework are
developed, what will be the detailed regulations and operating
procedures for implementing a competitive EPZ regime? What form
will the implementing regulatory and promotional institutions take?

Component Activities

The activities under ZBDP's Export Processing Zone component are divided into
three distinct phases:
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Phase 1. Feasibility analyses

Phase 2. Developing the EPZ Enabling Legislation and
Consciousness-Raising

Phase 3. Implementing the Policy Framework

In this section, global objectives and outputs are defined for each phase of
the EPZ component; these are followed by the objective for each activity
within the phase. Questions to be addressed at the activity-level are
specified in sufficient detail within the detailed project description (Annex
1).

Each phase is followed by an evaluation Decision Point (explained in Section
5.4, Monitoring and Evaluation Plan). At these points in the implementation
process, project management will decide whether or not to proceed with the
subsequent phase. Decision Point criteria are defined in this annex after the
information needs for each phase.

Phase 1 -~ Feasibility Analysis
Objectives:

1. To establish the need for and competitiveness of an EPZ regime in
Zimbabwe

2. To provide a comprehensive analytical basis for the design of a
competitive EPZ legislative framework and streamlined administrative

arrangements;
3. To define viable EPZ development scenarios and determine their

economic and social feasibility;

4. To develop a feasible action plan for EPZ implementation;

5. To form an EPZ working group with the necessary mandate to develop
and implement an EPZ regime.

Output: Synthesis report addressing the Phase 1 objectives in general and the
activity objectives in particular, and which answers the Phase 1 output-level
management questions defined above.

Activity 1 -~ Comparative Analysis of EPZ Experiences Worldwide

Objective: To compare and contrast the experience and "lessons learned" of
successful and unsuccessful EPZs worldwide, and to analyze the relevance of
these experiences to the Zimbabwe context.

Activity 2 —~ Comprehensive Assessment of the Zimbabwe Investment Environment
Objectives: To evaluate the policy and institutional framework affecting
export-oriented activities; to assess the cost and competitiveness of the

economic factors of production, infrastructure and basic services.

Activity 3 -~ Competitiveness Evaluation
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Objectives: To assess the potential demand for EPZs in Zimbabwe; to assess
the competitive threats posed by regional developments.

Activity 4 -~ Development of Recommended EPZ Scenarios

Objective: To define a number of EPZ scenarios which: (i) could potentially
meet Zimbabwe's objectives for EPZ development; (ii) would be internationally
competitive; and (iii) would provide the basis for the economic and social
analyses (Activities 5 and 6).

Activity 5 -~ Economic Analysis

Objective: To prepare cost/benefit analyses assessing the potential direct
and indirect economic impacts of the EPZ scenarios developed in Activity 4.

Activity 6 -- Social Analysis

Objective: To assess the potential direct and indirect social impacts of the
EPZ scenarios developed in Activity 4,

Activity 7 —— Action Plan

Objective: Develop an action plan based on the EPZ scenario(s) selected as
viable after completing Activities 4, 5, and 6.

Activity 8 -~ Formal Briefing

Object:ive: To discuss and finalize the conclusions of the EPZ feasibility
analysis, with input from USAID, GOZ, and private sector representatives.

Decision Point 1 Evaluation Criteria

The decision on whether to proceed with Phase 2 will be based on the following
criteria:

1.The feasibility analysis establishes the need for and
competitiveness of a Zimbabwe EPZ regime,

2. At least one EPZ scenario has been developed which isg
economically sound, socially acceptable, and can be
successfully undertaken in Zimbabwe.

3. A feasible action plan for EPZ implementation has been
defined which is acceptable to GOZ and which is compatible
with the ZBDP purpose and goal.

4, GOZ has established an EPZ Working Group with the

composition, mandate, and authorities necessary to proceed
productively with Phase 2.

e
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Phase 2 -~ Development of Competitive EPZ Enabling Legislation and
Consciousness-Raising

Objectives: To develop and formally enact competitive EPZ enabling
legislation; to develop the framework for regulations and streamlined
administrative arrangements; to sensitize the EPZ Working Group and a
supporting core of key public and private sector individuals on policy and
practical issues related to the development of a competitive EPZ regime in
Zimbabwe.

Qutputs:

1. Competitive EPZ legislation enacted (or scheduled to be enacted
within an acceptable timeframe) by Parliament.

2. Recommended framework of key regulatory policies to implement the
EPZ leg%slation.

3. Recommended framework of administrative and institutional principals
necessary to implement the EPZ legislation.

4. A well-informed EPZ Working Group and supporting core of key public
and private sector individuals with a practical understanding of
EPZs, and who are committed to developing a world-class EPZ regime
in Zimbabwe.

Activity 1 -~ Development of Draft EPZ Legislation

Objective: To draft EPZ legislation which: (i) contains liberal eligibility
conditions for EPZ incentives; (ii) favors private sector-led development;
(iii) contains a competitive package of "formal" incentives; (iv) mandates
streamlined institutional arrangements and regulatory procedures for
implementation; and (v) positively enconrages local an indigenous
entrepreneurs' access to EPZ benefits.

. Activity 2 -~ Recommendations on framework of key regulatory and promotional
policies, and institutional structures

Objectives: To develop a framework of key regulatory and promotional policies
to implement the EPZ legislation; to develop recommendations on the
institutional locus for administering, regulating, and promoting the EPZ
regime.

Activity 3 -- Seminar
Objective: To discuss and finalize the draft EPZ legislation, recommended

regulatory and promotional policies framework, and recommended institutional
and administrative framework.
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Activity 4 —— In-Country Workshop on EPZ Opportunities

Objective: To expose and sensitize the EPZ Working Group and other public and
private sector representatives, including potential EPZ developers and zone
users, on policy and practical issues for implementation of the EPZ regime.

Activity 5 -~ Exposure Tour

Objective: To deepen the exposure and sensitization process of the in-country
workshop (Activity 5) for key public and private sector individuals through
vigits to successful (and perhaps unsuccessful) EPZ locations worldwide.

Decision Point 2 Evaluation Criteria

The decision on whether to proceed with Phase 3 will be based on the following
criteria:

1. An EPZ law which is comprehensive, provides a liberal package of
incentives, is private-sector driven, and has been enacted (or will be
enacted within an acceptable timeframe) by parliament.

2. The EPZ program has the necessary support from the highest levels of
the public and private sectors.

3. The EPZ working group continues to operate with sufficient mandate
and authorities to proceed productively with Phase 3.

Phase 3 -- Implementing the Policy Framework

Activity 1 -- Developing the Implementing Regulations
Activity 2 -~ Drafting of Operating Procedures

Objectives: To further develop, formalize and operationalize the EPZ
framework: the implementing reguiations of the EPZ law; the operating
procedures for the Reserve Bank and other authorities.

Outputs:

1. Comprehensive set of implementing regulations which details and
extends the general provisions of the EPZ law, detailing the operating
regulations for all aspects of EPZ operations in Zimbabwe.

2. A Reserve Bank Regulations Handbook detailing: (i) regulations for
monitoring foreign currency domiciliary accounts; (ii) reporting
procedures for repatriation of dividends and capital; (iii) other issues
as necessary.
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Year 2.5 Evaluation Criteria

The decision on whether to recommend operational support for pilot
implementation of the EPZ regime, not funded under ZBD's current budget, will
be based on the following criteria:

1. The EPZ Working Group has drafted EP2 implementing regulations and
Reserve Bank procedures which are: (i) consistent with the spirit of the
EPZ law; (ii) sufficiently unrestrictive in terms of the ease of applying
and receiving EPZ designation.

2. GOZ has adopted EPZ operating regulations and procedures consistent
with those drafted by the EPZ Working Group.

3. The EPZ Regulatory Authority has been established which: (i) has the
necessary GOZ mandate to implement the EPZ operating regulations and
procedures; (ii) has an organizational structure and Board of Directors
favoring an impartial, non-discretionary system of appro*als.

B.  Business Linkage
Goal~level Management Question:To what extent can business linkages --
sub-contracting and spin-off arrangements —— between large and small

businesses in Zimbabwe:

-~ broaden control of productive assets by increasing the strength of
indigenous black-owned businesses;

—= create jobs as smaller firms are formed or grow in gize;

-= save jobs through spin-off arrangements;

—-- 1increase foreign exchange earnings by enhancing firm export
competitiveness; and

—— save foreign exchange through efficient, market-driven import

substitution.
r -level M ion: To what extent are business linkages —-
sub-contracting and spin-off arrangements —-- between large and small

businesses in Zimbabwe'sg industrial sector a viable means to increase private
sector investment by
enhancing the competitiveness of both business linkage partners:

~= increased number and strength of indigenous small, black- owned businesses
- Indicators for competitiveness

QuLpuL:lgzgl_Mﬁnﬁggmgn&_gugﬁgiggﬁ: If business linkages can increase private

sector investment in the current environment, what form should a program of
operational support take which would facilitate the establishment of
productive business linkage arrangements in Zimbabwe's industrial sector?
What project inputs would be required?
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Component Activities
Phase 1 -- Diagnostic Assessment
Activity 1 -- Feasibility and Baseline Survey

Objective: To assess experience to date with business linkage arrangements in
Zimbabwe's industrial sector, including an analysis of the lessons learned
from both successful and unsuccessful linkages.

Cutputs:

1. Draft report addressing the objective and management/study questions and
containing the following (the final report will be a synthesis of the findings
of Activity 1 and Activity 2 (constraints analysis):

-~ description of survey methodology;

--  survey results;

-—- analyses responding to the study questions, and including -~
baseline status for goal-level and purpose-level indicators

-~ assessment of demand and feasibility of a business lirkage program

2. Computerized database of firms surveyed, in the format of the project's
firm-level database.

Project Management/Study Questions:

1. What are the nature and history of sub-contracting arrangements in
the industrial sector in Zimbabwe?

—- What are the characteristics (as defined by the project's firm-level
database) of the partner firms for current and dissolved partnerships?

-~ What have been the changes over time of these characteristics? Can the
changes be causally or indirectly linked to the sub-contracting
arrangements?

-— Who initiated the sub-contracting arrangements, and why?

-~ What are/were the terms of the sub-contracts?

~— What was the process/time frame for operationalizing the sub-contract?

=~  Which product/service do/did the sub-contracts involve?

2., How extensive is the practice of sub-contracting in the industrial
sector in Zimbabwe?

3. What has been the experience with women-owned business as
sub-contracting partners?

4., What constraints have firms faced in developing business linkages?
(Note that constraints to business linkage is addressed further in the
constraints analysis (Phase 1, Activity 2) the needs assessments (Phase 2,
Activities 1-2).
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-= Where sub-contracting arrangements have been terminated, what were the
reasons?

=— Where large or small firms explored options for sub- contracting and
abandoned the effort, why did they do so?

-~ What are the purchasing procedures -- codified or de facto —— which help
or hinder the business linkage process (e.g. the use of prequalified
lists, post~tender negotiations, inflexible tender documentation
requirements, delaying payments to all but "essential suppliers')?

-—- What are/have been the social and economic constraints to sub-contracting
(e.g. labor legislation, trade union resistance, trade association rules, " -
financial constraints) at the firm level?

5. What conclusions can be drawn as to the effect sub- contracting
arrangements have had on improving the competitiveness of participating
firms, on job creation within the firms, and on foreign exchange
expenditures by participating firms?

6. What conclusions can be drawn concerning sub- contracting's
contribution to wider ownership of productive assets?

7. What is the history, nature and extent of spin—off businesges within
the industrial sector in Zimbabwe? Information similar to that collected
in relation to sub- contracting firms -- Questions 1-6 above —- ig
required.

-~ What are the advantages and constraintg —- financial, managerial,
cultural -- to shifting ownership of independent enterprise to the
current managers; how might the constraints be alleviated (e.g.
management training)

Data Collection Methodology: Secondary analysis of the GEMINI data set as a
starting point to identify existing and dead small enterprises which have been
sub-contracted by larger firms. Case studies to provide in-depth descriptions
of indicative types of current and dissolved linkage arrangements;
intermediate survey methods to determine the extent to which case studies are
representative the universe of sub-contracting and spin-off arrangements;
secondary data analysis and rapid survey techniques to quantify the extent of
sub-contracting and spin-offs in Zimbabwe.

Activity 2 — Constraints Analysis

Objective: To identify, analyze, and prioritize the policy and external
constraints that impede the development of business linkages.

Output: Final report responsive to Activity 2 objective and study questions,
with particular reference to goal- and purpose- level management questions
This report should synthesize Activity 1 and 2 findings.
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Project Management/Study Questions:

1. What are the binding policy, social, economic, and external
constraints hindering business linkages? Are there particular
constraints to participation of women-owned businesses in business
linkage arrangements?

2, How do the policy and external constraints currently affecting th
viability of business linkages relate to the implementation of the
Structural Adjustment Programme?

Data Collection Methodology: Secondary data analyses and key informant
interviews to establish the backdrop of constraints faced by firms; use of
firm-level data collected as part of the baseline survey and needs assessmer
to assess the implications of these constraints in the firm-level operating
environment.

Activity 3 -- Exposure tour

Objective: To determine the extent to which the experiences in the region wi
business linkage are relevant to Zimbabwe and to draw upon these experiences
in developing a pilot business linkage program for Zimbabwe.

Output: Final report addressing the objective and project management/study
questions for Activity 3.

Project Management/Study Questions:

1. What are the similarities and differences between the Zimbabwe target
firms and business linkage partners observed in the region; e.g. firm histor
and characteristics?

2. What are the similaritiecs and differences between the policy, economic,
and social environmente of Zimbabwe and those observed during the tour? Wha
are the implications of these similarities and differences on adapting
elements of regional business linkage strategies to Zimbabwe?

3. Through what types of institutional structures do the business linkage
programs operate? What characteristics of the institutions would make them
adaptable or inappropriate to the Zimbabwean context?

Data Collection Methodology: Comparative analysis of the characteristics of
the target business linkage firms in Zimbabwe and firms currently engaged in
business linkages in the region; comparative analysis of the respective
policy, economic, and social environments within which business linkage
will/does function. Data from Activities 1-4 will define the Zimbabwe
context. Comparable data relative to existing business linkuge programs in
the region could be obtained as follows: (1) exploratory phone
interviews/faxes/letters before the tour to identify a small sample of

(¢
R

V
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business linkage partners in the region; (ii) questionnaire to these firms
requesting data comparable to that in the project's firm-luvel data base;
(iii) during tour, open-ended interviews addressing the project
management/study questions.

Activity 4 —- Detailed recommendations and workplans for Phases 2 and 3

Objective: To formulate detailed strategies for implementing the synthesis
workshop and pilot business linkage program.

Outputs:

l. Draft report containing: (i) synthesis of findings and analyses of
Activities 1-5, with particular attention to goal- and purpose-level
project management questions; (ii) revised set of goal- and purpose-level
indicators, including current values/status and recommended benchmark
values; (iii) implementation plan for the synthesis workshop (Business
Linkage, Phase 2); and (iv) recommended strategy for implementing a pilot
business linkage program (Business Linkage, Phase 3).

2. Draft technical request for proposal for the technical assistance
and commodity inputs recommended for USAID/Zimbabwe.

Project Management/Study Questions:

1. Through what new or existing institutional structures will the
Business Linkage program be implemented? How will information to monitor
the impacts of business linkages be managed?

2. What assistance will be required to implement the pilot business
linkage program, e.g. short- and long-term technical assistance,
management training, data collection and management?

3. What information will be required to track the contribution of the
pilot Business Linkage program to the project goal and purpose? How can
the key indicators be modified and refined to provide answers to goal-
-and purpose-~level management questions? What benchmarks can be
established for the key indicators?

4, Who should finance what services; e.g. USAID/Zimbabwe, business
associations, individual firms, other donors? How should the financing
be structured, disbursed, and monitored?

Data Collection Methodology: Synthesis of the findings of Activities 1-5;
focus groups to obtain input on draft workplans.

Decision Point Evaluation Criteria

The decision on whether to proceed with Phase 2 will be based on the following
criteria.
D
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The project's purpose and goal relative to business linkage still hold;
results show sufficient potential for achieving the project purpose and
goal; results show sufficient demand for project activities.

The binding constraints to business linkage identified in the constraints
analysis are within the scope of the project to alleviate.

Assumptions about the project operating environment still hold; if not,
any negative implications for project implementation are acceptable.

Phase 2 —— Implementation

Activity 1 —- Needs Assessment for Larger Firms

Objective: To assess the needs of large firms as business linkage partners,
and to select up to 15 industrial firms to participate in a pilot business
linkage progvam.

Output: Final report addressing the objective and management questions for
Activity 3 and containing the following:

description of needs assessment methodology;

criteria for selecting target firms, among which should be: (i)
capability; (ii) level of commitment to participate; (iii) leadership
role within the corporate community;

needs assessment results;

comparative analysis of the characterigtics of target firms, including
baseline data collected for the project's firm- level database.

Project Management/Study Questions:

1. What goods and services could be supplied or contracted out to
smaller firms?

What is the intormation flow pertaining to purchasing (e.g. how the firms
find out about suppliers; how purchasing, development, and production
divisions are coordinated; how specifications are given to suppliers)?

What are the purchasing procedures which help or hinder the business
linkage process (see questions posed for Activity 1, Baseline Survey)?

How might new workable sub-contracts be structured?

2. What operations could be spun off successfully as independent
enterprises?

What are the advantages and constraints —- financial, managerial,
cultural -- to shifting ownership of independent enterprise to the
current managers; how might the constraints be alleviated (e.g.
management training)
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-~ How might spin-offs be structured (e.g. employee stock option plans,
management buy-outs) and financed?

Data Collection Methodology: Secondary analysis of Feasibility and Baseline
Survey data sets. Case studies for each firm, including the following: (i)
projected capital needs and pro forma cash flow statements; (ii) projected net
impacts on jobs and foreign exchange earnings/savings; data comparable to
those collected for case study firms in the feasibility and baseline survey
(Business Linkage -- Activity 1) and compatible to the firm-level database.

Activity 2 —- Needs Assessment for Smaller Firms

Objective: To assess the needs of small firms as business linkage partners,
and to select up to 20 smaller firms to participate in a pilot business
linkage program.

Output: Final report addressing the objective bnd management questions for
Activity 3, and containing the following:

—— description of assessment methodology;

-~ criteria for selecting participating firms, among which should be: (1)
potential to be a competitive supplier; (ii)level of commitment to
participate; (iii) fit with the needs of participating larger firms;

-~ needs asgessment results;

~— comparative analysis of the characteristics of target firms, including
baseline data collected for the project's firm- level database.

Project Management/Study Questions:

1. What is the capability of smaller firms to produce the types of
goods and services required by the targeted larger firms?

2. What are the constraintsg faced by smaller firms to sLply goods and
services on a competitive basis to larger firms (e.g. deficiencies in:
the order chain —- costing, pricing, quoting, follow-through, delivery;
quality control; management systems and procedures; marketing and
promotion; start-up and working capital)?

Data Collection Methodology: Case studies for each target firm including data

comparable to that collected for case study firms in the baseline survey
(Business Linkage —- Activity 1).

C. Volunteer Business Advisory Services (VBAS)
1. IESC
Goal-level Management Question: To what extent do IESC basic serviceg —-—

Volunteer Executive, ABLE, and JVS projects —- contribute to:
—-— job creation resulting from improved efficiency and increase
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profitability of participating firms, and
~- increased foreign exchange earnings by expanding
competitiveness.

Purpose-level Management Questions: To what extent to IESC basic
services contribute to increased private sector investment by developing the
competitive advantage of participating firms?

Output-level Management Question: Which of the IESC program innovations
enhance the contribution of the Volunteer Executive, ABLE, and JVS projects to
the ZBDP purpose and goal?

Component Activities

Unlike the other ZBDP empirical components, the basic VBAS prograh
successfully passed through its pilot implementation phase prior to ZBDP. New
to the program are six pilot innovations to the original implementation
strategy, the effectiveness of which will be tested through ZBDP,

This section defines the IESC component objectives and outputs, followed by
the project management questions and the decision point evaluation criteria
associated with each innovation.

There are two types of innovations, defined in Component Objectives 1 and
2, respectively: substantive (development- oriented) innovations, and
organizational innovations. Project management questions and decision point
evaluation criteria are relevant only for the former. The latter are required
to facilitate the execution of the development-oriented innovations, but will
not make direct contributions per se to the project purpose and goal.

Component Objectives:

1. To determine the extent to which the following innovations to the
original IESC implementation strategy enhance the program's impact on the ZBDP
purpose and goal:

-~ Increase cost-sharing from the private sector
Promote joint ventures between U.S. and Zimbabwe firms
~— Expand IESC services

2, To maximize service delivery efficiency by effecting in-house
adjustments to the program implementation strategy as follows:

~= Improve client tracking, monitoring, and evlaution systems
and data bases
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-— Refine the volunteer selection process to involve more fully
both the client and the volunteer

Output=r:

1, Periodic discussion/working papers for each innovation which address
the respective management questions (where relevant) and the
component objective.

2. Computerized database of partipating firms, in the format of the
project's firm-level database.

3. Operational system for tracking clients and for monitoring and
evaluating the impact of IESC interventions.

4. Operational system whereby clients anc prospective volunteer
executives, facilitated by the IESC Country Director, match
themselves to their mutual benefit.

Project Management Questions:
Innovation 2 -- Increase cost-sharing from the private sector

1. From past and current data records, what is the demand elasticity
for volunteer executive services across the range of firm sizes?
What standardized fee scale can be developed given these findings?

2. If more funds are generated from larger firms, how should they be
used to reach more firms of all sizes? How should ZESC and IESC
activities be coordinated?

. Decision point Evaluation Criterion: The demand for VE services among
large firms is sufficiently inelastic that the fees to these firms can be
increased.

Innovation 3 -~ Promote joint ventures between U.S. and
Zimbabwe firms

1. What groundwork can be laid in anticipation of SARP reforms to
prepare for potential joint venture opportunities?

2.  Are there any prospects for joint ventures within the current
economic climate?
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Decision Point Evaluation Criteria: The economic environment has become
sufficiently liberalized to make local enterpreneurs interested in joint
ventures and able to attract joint venture partners, at least one joint
venture possibility has been identified and seriouly explored.

Innovation 6 —- Expand IESC services

‘1. What background work might be done in anticipation of SARP reforms
to identify firms which might make the best use of volunteer inputs
in marketing, cost reduction, technology choice, and organizational
development? Where necessary, how can clients be educated as to the
importance of these skills in a competitive market?

2. What opportunities can be cultivated to organize group projects
around one or more of these themes?

Decision Point Evaluation Criteria: There is sufficient demand for the
new services to warrant the necessary input from the local IESC office.

2. Zimbabwe Executive Service Corps

Goal-level Management Question: To what extent can a Zimbabwe Executive

Service Corps contribute to:

—- broadened control of productive assets by increasing the strength of
indigenous black-owned businesses;
-- create jobs as smaller firms grow in size.

r ~lev n ¢ To what extent would activities of the
ZESC contribute to increased investment by enhancing the competitiveness of
small black-owned businesses?

Qutput-level Management Questions: If the activities of the ZESC would

contribute to increased investment in the current environment, what form
shouid a program of operational support take which would facilitate the
implementation of a pilot ZESC program? What project inputs would be required?

Component Activities
Phase 1 —- Needs Assessment of ZESC

Activity 1 -- Demand Analysis

Activity 2 —— Supply Analysis
Activity 3 -- Analysis of Implementation Options
Activity 4 — Action Plan Recommendations

T
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Objectives: To explore the possibilities for matching small indigenous
businesses' needs for specialized technical expertise with the talents of
local executives; to develop a pilot ZESC program compatible with the small
business demand and the supply of local executives.

Outputs:

1. Synthesis report containing:

—— a description of survey methodology;
~=  the results of the demand and supply analyses;
-~ an analysis of implementation options and a recommended plan of action

for pilot implementation of a ZESC program.

2, Tentative list of potential participating executives, including a
description of their employment history and specialized skills.

3.| Tentative list of small businesses interested in employing the services
of a local executive, including an indication of the type of service required.

4.  Computerized database of small businesses surveyed, in the format of the
ZBDP firm-level database.

Decision Point Evaluation Criteria

The decision on whether to proceed with Phase 2, Implementation, will be
based on the following criteria:

—-— Results of the needs assessment show sufficient demand for project
activities among small businesses, and sufficient supply of Zimbabwean
executives willing to participate in the program.

—— Results show sufficient potential for contributing to the project purpose
and goal.

~= A vorkable action plan has been developed which is acceptable to
USAID/Zimbabwe.
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