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I. EXECUTIVE SUMMARY

A, Political Summary and Policy Environment

Five years ago the Lancaster House Agreement paved the way for the
independence of Zimbabwe. Almost overnight men and women who had fought for
fifteen years against the illegal rule of the UDI1 government became the
political leaders responsible for re-establishing stability, rebuilding
national unity and managing a sophisticated economy.

The basic objectives of the independence war were political and
economic equity. These included majority rule, access to land, improved
health, and educational and employment opportunities. While majority rule
came rapidly in the election which followed the Lancaster House Agqreement,
movement on the political/sociceconomic agenda has been slower as the new
leaders attempt to balance competing and contradictory economic, social and
political forces.

During the ninety years of settler and UDI rule in then Rhodesia,
free enterprise capitalism became synonymous with racial discrimination and
inequities in access to government, jobs, pay, education and health care.
Changes now underway in these areas, often referred to as "restructuring”® or
“transformation® of the economy, were therefore not unexpected. Talk of
socialism and the promise of a one-party state are seen, at times naively, as
the means of ensuring economic and political equity. But Zimbabwe, like the
United States or Kenya, remains a polycentric society characterized by
different ethnic and economic groupings and diverse political orientations.
It is a mixed economy of varied agricultural, mining, manufacturing and other
private business activities., This economic diversity brings with it caution
and pragmatism and any restructuring will, by necessjty, be gradual.

In reality, Zimbabwe is seeking both change and stability.
Particularly on those matters affecting the ecconomy, a healthy pluralism
continues to manifest itself in a slow, consensual approach to change. For
instance, rather than acceding to intense political pressures for immediate
redistribution of land, income and wealth, the new government has focused on
*redistributing opportunity®. 1In this regard, access to education, health and
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1 Unilateral Declaration of Independence made by the Smith government in
1965 just prior to the granting of independence to then Southern Rhodesia by

the British.




training has been expanded to the lonyg neqlected African majority.
Agricultural inputs and markets are now available for previously
disenfranchised small farmers. Pragmatism has prevailed over ideology and the
productive sectors of the economy are supported despite substantial socialist
rhetoric. Private production in agriculture, industry and commerce has been
encouraged. ©Only the clients have changed and the small and disadvantaged how
receive greater government support., As Minister of Finance, Chidzero, said in
1982, "Growth without equity is unacceptable. Equity without growth is
disaster".

The change in leadership occuring with independence has brought much
social development for the poor and rural. But such social programs are
unsustainable without sound growth within the economy. 1In 1980-8l1 growth was
impressive. In 1982-83 unclear investment policy and ill-advised wage
increases began to take their toll. The decline in wage employment
accelerated and drought, foreign exchange shortages and recession put the
economy into a noticable downward spiral. While agricultural policy was
positive, a large budget deficit and poor investment policy tended to
accentuate the recession.

Such ill-advised policies, drought, the disruption of landlocked
Zimbabwe's routes to the sea, and world recession remain potential hazards to
reasonable economic growth. The political fabric in Zimbabwe's body politic
is also worrisome. There is as yet a tenuous and fragile political cohesion
and the announced movement toward a one-party state has caused political
discontent which, if it intensifies, could have serious economic conseguences.

A major challenge to the government is to maintain sensible pursuit
of its long range economic goals within a fragile and fluid political
environment. The proof of the viability of Zimbabwe's mixed economy lies in
its performance. The next few years will be critical and continued
concessional assistance from the West is essential. During this period,
Zimbabwe's friends can contribute more to stability by strengthening the mixed

economy than by gquestioning each and every controversial internal political

development.



B. FKey Constraints to Development

Zimbabwe faces four major groups of constraints to economic growth
and development. These include macro-economic constraints related to the
structure of the economy, fiscal and monetary policy, investment policy and
micro-economic constraints which affect household level production and income.

Key among the structural economic constraints is the general lack of
adequate employment opportunities coupled with surpluses of unskilled workers
and shortages of skilled workers. The chronic foreign exchange shortage and
the reduced level of imported inputs have severely limited output capacity of
existing industrial plant while discouraging investment in new plant, further
constraining employment. Rural productivity is still adversely affected by
the very low level of pre-independence investment in marketing, distribution,
extension, transportation infrastructure and technology into communal lands.
Building productive capacity in communal areas has correctly been a top
priority of the Government. The high population growth rate is a most
important structural coastraint which inhibits efforts to improve per capita
productivity, to increase the proporticn of the labor force employed in the
higher wage modern economy, to provide a larger proportion of small farm
households with productive land, and to sustain gains in health and
educational services,

The analysis of fiscal and monetary policy identifies a number of
important constraints. Exchange rate policies, for instance, have resulted in
sizeable nominal devaluations of the Zimbabwe dollar. BHowever, most
economists feel that further devaluation in real terms, along with decisions
to further loosen exchange controls could help stimulate investment in export
production or efficient import substitution. On the other hand, agricultural
producer pricing policies have been good and have led to substantial movesent
of small farmers into the market economy. But some subsidies persist, adding
to the excessive budget deficit.

In 1981 and 1982, the GOZ announced higher minimum wages that sought
to redress the distortions that existed at independence. In commercial
agriculture, minimum wages were increased by 63% in real terms between 1980
and 1982 and by 22% in the formal sector of the economy. After a shortlived
economic boom in rural areas, due primarily to increased remittances, the

ultimate effect was the loss of jobs. Commercial farm wage employment was 19%
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lower (63,000 jobs) in 1983 than in 1980. 1In late 1982, the GOZ did belatedly
introduce a policy of wage restraint, after recognising the undeniable
tradeoff between higher wages and employment. Though still negative in real
terms, interest rate policies have sought to restrain demand pressure and
interest rates have been increased periodically since 1981.

While government revenue performance has been remarkable, most
experts feel that Zimbabwe is overtaxed. Fiscal policies affecting high
government spending still require attention. Political pressure is
substantial for major expenditure on social programs in education, health as
well as other high priorities such as defence. Nevertheless, government must
impose more stringent fiscal management controls in order to bring the budget
deficit back in line. A reduction of the budget deficit to less than 7% of
GDP is a policy objective for the GOZ, IMF and USAID as well.

Investment policy constraints must be addressed and steps must be
taken to improve the incentive structure for foreign and domestic investment.
Several factors ranging from low savings ratios, the absence of investment
insurance agreements, disincentive taxation, laws governing remittability and
perceived political risk due to government socialistic pronouncements, to¢ name
a few, adversely affect the level of investment in Zimbabwe.

Finally, a look into the household level in Zimbabwe reveals that for
the majority of the population, split families are commonplace. Most families
in the communal areas depend, at least at times, on remittances from relatives
employed in urban areas, commercial farms, mines or elsewhere. Few rural
households obtain adequate income from farming alone. An estimated 70%-80% of
urban households have close ties to homes in rural areas and are thus
attempting to obtain wealth from both agricultrure and wage income. This dual
income strategy is critical to family security. The household level analysis
shows that expanded rural income choices revolve around development and
intensification of agriculture, along with obtaining remunerative off-farm
employment. Thus, increasing the productivity of farming systems in communal
areas will be required if communal residents are to secure the necessary
income to improve living conditions and establish a firm foothold in the
market economy.

The strategy summarized below seeks to relax the constraints impeding

investment, higher agricultural productivity and greater wage employment.



C. Proposed Assistance Strategy

In support of U.S. objectives in Zimbabwe to preserve and maintain
the productive structure and general infrastructure of the economy; to guide
the country toward a successful economic model; and to assist Zimbabwe to
become a stronger economic actor within the region, an "EMPLOYMENT STRATEGY"®
is proposed. The strategy, which flows from the analyses, is based on the
conclusion that poverty in the Zimbabwe context can best be addressed through
increasing farm productivity, employment opportunities and labor
productivity. Over the strategy period, the intent will be to support
programs to increase both off-farm and on-farm income earning opportunities,
to invest in development of skilled human capital and to reduce, over time,
the population growth rate and the number of new entrants into the labor

force. The strategy has three major components:

l. To Enlarge Employment Opportunities in the Modern Sector of the Economy.

Three themes of this element will be emphasized. These are:

- to stimulate new investment and better use of under~utilized
industrial capacity;

- to develop an adeguate supply of qualified manpower; and

- through collaborative atudies and dialogue, encourage economic
policies more conducive to growth, investment and labor absorption.

We will seek to bridge part of the gap between labor supply and labor demand
in the economy. This gap results generally from the high population growth
rate, lagging investment and hence declining demand for labor in the modern

commercial farming and industrial sectors.

2. Tc Increase Productivity and Incomes and Communal Smallholder Farmers.

This element of the Mission's strategy derives from four factors substantiated

by the analysis contained in this document.

- Most of the poor are located in rural areas and cbtain a considerable
portion of their income from agriculture.

- The only viable means of raising the standard of living of
smallholders is through building on what is available.

- Considerable opportunities exist for raising smallholder productivity
- if constraints are eased.
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- Raising productivity and income of smallholders has very important
demand implications for items produced locally, and more off-farm
employment in the rural growth points can be stimulated.

3. To assist the strengthening of Zimbabwe family planning and demographic

instututions that can, over time, begin to reduce the population growth

rate.
The Mission's objective here will be to pursue our employment strategy through
an eventual reduction in the number of new entrants into the labor force each
year. This element will be accomplished in three ways:

- institutional support to strengthen and expand the Zimbabwe National
Family Planning Council (ZNFPC);

- assistance in contraceptive supply on a full cost sharing basis and
possibly contraceptive manufacturing; and

- assistance in defining, planning, and timing integration of family
planning services into the country's primary health care delivery
system.

D. Program Management

The Mission foresees no management-related obstacles to implementing
the proposed strategy. Our fundamental management philosophy remains cne of
directing a largely non~project assistance portfolio with a very small direct-
hire staff, relative to program size. We plan no new projects, other than PRE
activities, for the strategy period. Instead, we will continue the three
sector programs and two projects that are ongoing as our core portfolio. We
will continue to rely on locally hired Zimbabwe professional staff, the use of
local private consultants, public accounting and management firms, and
selective REDSO and other regional personnel support to help manage our
portfolio. The mix of nine direct hire Americans, four Foreign Service
Nationals and seventeen (17} locally employed Personal Service Contractors in
our view, effectively utilizes locally available personnel t¢ manage the
USAID/Zimbabwe program. As long as these skills are available to us no

additional American direct hire staff is anticipated.



II. ANALYSIS

A. Post-Independence Development Performance

. Historical Disparities

The challenges faced by the government of Zimbabwe derive from its
inherited, inequitable structure of access to resources. The ninety years
prior to Independence were a period in which economic policies, legislation,
administration of land rights and public education were used to establish a
structure which ensured cheap labor for the modern sector. Such policies also
built an ever increasing difference in levels of infrastructure, social
services and employment opportunities available to different racial groups.
This led to the co-existence of two economically interdependent bat highly
unequal sectors. Small, poor subsistence agricultural producers stood in
juxtaposition to large modern farms and industry. The contrast was often
stark, with the concentration of poverty and under-development in the communal
areas {formerly Tribal Trust Lands) populated by Africans, while wealth and
modernity were the visible norms in the largely white urban and commercial
farming areas of the country.

In education, there were gross disparities, with availability of
places and investment by government in favour of white urban schools rather
than black rural schools. shortages of urban housing for lower income groups
grew from policies which regarded urban black migrants as temporary city
dwellers whose real "homes® were in the communal areas. Housing that was
built tended to be dormitory-like structures for single workers rather than
families., Family splitting was reinforced by failure to invest in education
and health services for the urban or African commercial farm worker. HNedical
facilities discriminated on the basis of race and ability to pay and different
standards of health care were applied to urban and rural, black and white.
whites could purchase health insurance which protected them. Blacks could not.

The gap in income between white and black was one of the highest in
the world.i Poverty was substantial among the employed as well as amsong the

unemployed and underemployed. Surveys from the 1970's show significant
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1. Republic of Zimbabwe, Report of the Commission of Inquiry into

Incomes, Prices and Conditions of Service. 1982.
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shortfalls between average monthly incomes and poverty datum line requirements

for urban workers. In 1982, there were 274,000 workers on the commercial

farms who constituted 26% of the nation's formal sector wage earners. In

1981, their wages averaged around 2%$60.00 per month, while the minimum

acceptable cost of living for a family of five was up to 2$100.00 per month.
Agriculture

At Independence, Zimbabwe had in place a set of excellent policies
and institutions that supported very productive commercial sector compared to
a much less productive, mainly subsistence, small scale farming sector.

About 40% of the land was reserved for the 5-6000 white commercial farmers and
about 40% for 600-800,000 small scale black farmers, comprising 72% of the
rural population. The commercial farmers controlled the better guality land
on which high productivity, technologically advanced agriculture could be
readily practiced. Three-quarters of the communal lands fell in the
ecological zones considered unsuitable for intensive cultivation. Population
growth, intensive cropping, soil erosion over the years and poor land
husbandry had contributed to soil degradation in many of these areas.

The keys to the success of the "Rhodesian" commercial agricultural
sector were (1) an effective marketing system for the major crops, {2} an
agricultural research network focused on major commercial crops, with well
developed facilities and programs manned by well qualified and experienced
personnel, (3) a supply of credit, (4) a developed extension service, (5)
effective planning to ensure availability of needed inputs involving the
private sector and government, (6) a pool of trained manpower servicing the
sector and (7) a modern industrial and commercial sector providing equipment,
seeds and fertilizer transport and other services. Even as late as 1980 this
supporting infrastructure failed to reach most small communal farmers. Little
research had been done on smallholder crops or on the lower potential communal
areas. Very little credit was available to smaliholders and in most cases
extension did not serve them. Most could not afford hybrid seeds or
fertilizers.

The result was a commercial sector producing some 75% of total
agricultural output and 90% of all marketed output. Prior te Independence,
about 90% of all marketed agricultural produce came from large commercial

farms, 3% from the small commércial sector and only 5-7% from the African
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communal areas. The communal areas were net importers of food and were also
consuming up to 80% of their production.1

Since Independence in April 1980 much has been done to reverse the
starker aspects of this dualism, mostly through large sector public
investments in agriculture, education and health in the rural areas.
Agricultural policy over the past five years has been surprisingly pragmatic,
designed to support and maintain commercial farm output while slowly building
smallholder productive capacity through: (1} price increases for most crops;
(2) addition of new smallholder crops to the list of controlled commodities,
which gives them a guaranteed market; (3} additional buying points in the
communal areas; {4) greater attention to research on lower potential areas,
smallholder crops and smallholder farming systems; (5) a shift in the focus
of extension towards smallholders; {(6) resettlement schemes; and (7)
expansion of the output of trained agricultural manpower.

The programs have been extraordinaryily successful. The number of
smallholders registered with the Agricultural Marketing Authority (ARMA), and
thus able to sell directly to the marketing boards, rose from 134,000 in
1980/81 to over 323,000 in 1984. This is almost one-half of all smallholder
families. C(redit provided to smallholders by the Agricultural Finance
Corporation (APC) rose from 4,400 loans in 1970/80 to 70,852 loans in
1983/84. Market outlets are being brought closer to farmers, with the
location of market collection points no more than 60 km from all farmers and
ultimately within an 8~12 km radius of their farms. Extension in 1979
provided one agricultural advisor for 70 commercial farmers but only one per
1,000 communal farmers. The latter ratio in early 1984 was in the range of
1:850. '

The production response from smallholders already has been notable.
In spite of drought and rising input costs, last year smallholders delivered a
larger quantity and higher percentage (40%) of total maize marketed than ever
before. In 1984/85 smallholders delivered a record tonnage of seed cotton of

what was also a record crop. This year about 45% of Zimbabwe's cotton came

1. Republic of Zimbabwe, Report of the Commission of Inquiry into the
Agricuitural Industry, 1982, especially Table 20.
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from smallholders1 compared to 10% at Independence., Small farmers now
putchase more than one-half of all hybrid maize seed. Fertilizer use by the
same group has risen by over 400% since Independence, despite sharp increases
in cost.

Reasons for these positive developments are more than just incentive
prices. Infrastructure has been well maintained including roads, outlets for
seeds, equipment and fertilizer. Mostly private systems of input delivery and
efficient parastatal marketing provide the means of production when and where
needed and provide farmers with rapid payment for produce. The necessary
technology is available to enable increases in production and there are now
more trained people in extension and research.

Land re-distribution was one of the primary issues of the
independence war and a land resettlement program was proclaimed as a high
priority of the new government. The program is based on the purchase of land
from willing sellers. To date about 306,000 families have been resettled.

This is far short of the announced three-year target of 162,000 families. The
program has been slowed principally by drought, planning and financing
constraints as well as government's conscicus desire not to disrupt commercial
agricultural industry and its capacity to produce food, export and earn
foreign exchange.

Social Services

Government commitment to redress the inherited, inequitable
distribution of social services has been matched with major pregrams in
education, health, housing, water and sahitation. In health, primary and
preventive measures have been emphasized. Within one year, more than 180
rural clinics destroyed or damaged during the war were rebuilt., In September
1980 charges were abolished for patients earning less than 2$150.00 per
month, This resulted in a dramatic increase in outpatient attendance,
particularly in rural areas. With budgetary increases for health, the
population-to~clinic ratio is declining., Benefits are visible, as evidenced

by the increased percentage of mothers who receive ante-natal care and are
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1. *Peasants bring in a Record Cotton Crop," The Herald, Harare,
12/13/1984, p.l.
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more aware of preventive medical practices. In 1984, a survey of mothers
found 87% of children aged 12-23 months to have received at least one
immunization and 42% to be fully immunized. Coaparable data for May 1982
showed figqures of 59% and 25% respectively.1

’ In education, Zimbabwe has done in four years, at least in
quantitative terms, what other developing countries have taken decades to
achjeve. The number of schools has increased from 2,411 at Independence to
4,161, a 73% expansion. Enrollment has climbed from 810,586 to 2.5 afllion
students, a 205% increase, Public expenditures on education have grown from
around 2$100 million to over 2$456 million over this same period. After
peaking at 18% of the national budget in 1983/84 and 9% of GDP, the
percentages declined to 16% and 7.6% respectively in 1984/85. This decrease
indicates a growing concern within government to come to grips with the fiscal
implications of the quantitative gains in education. Thus, the growth in
public investment in education has been paralleled by greater investment of
private resources as communities have been called upon to match government
capital development grants with their own cash and in kind contributions.

Zimbabwe's accomplishments in access to educatjon are impressive. In
1984, nearly all children of primary school age were in schools, in contrast
to about half at Independence. Before Independence, only 12% of the children
who successfully completed primary education {(Grade 7) went on to secondary
education. In 1984, B2% of those who finished Grade 7 in 1983 were enrolled
in Porm I, the first year of secondary school. By 1984, nearly a third of the
secondary school age population was in school.

This sort of numerical achievement has been made possible by a
combination of educational innovations sponsored by government plus greater
community and private self-help. For example, to get more trained teachers

. into the schools as quickly as possible, the government altered teacher
training to a four-year system in which teachers spend one year in residence
at a teacher training college learning basic pedagogical skills, a year in the
classroom, the third year in residence building on their practical and
previous academic training and the final year back in the classroom. Through

this practical program, Zimbabwe has not only been able to rapidly expand its

——

1. Ministry of Health, Zimbabwe, “Report on a Joint Mission to Evaluate
PHC in Zimbabwe." MOH, SIDA, SCF, UNICEF, WHO, June-July 1984.
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supply of trained teachers, but also has used these teachers as vehicles for

introducing curriculum innovations, such as a more practical secondary science
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The Zimbabwe workforce can be generally divided into cossmunal
smallholders, commercial farm workers, mine workers and urban domestic,
industrial and commercial workers. These are not isolated categories. Strong
links exist between the communal farming sector and the modern sector. These
relationships consist of resource and production flows, such as cash and in
kind food stuffs as well as labor and manufactured products.

Post-Independence comparisons of income levels suggest that the urban
poor and mine workers are relatively better off. The worst off are workers
and their families on commercial farms and those living in communal areas.
Most commercial farm workers and communal area farmers have incomes which are
inadequate, by themselves, to meet the nutritional needs of their
families.1 The largest single group of people in poverty are those who
remain tied to agricultural production in the communal areas. Those with
little or no land and who lack remittances from migrants and households headed
by single women and the elderly and infirm are the worst off.

Zimbabwe has no representative pational sample income data for the
smallholder population, so inferences must be made on the basis of data from
smaller surveys, most of which have taken place since Independence.

Average income from small farm production is in the range of 2$250-300 per
year, including both cash and subsistence. Rural families with urban migrants
remitting income from the cities receive (on average) another 2$250 in cash
and kind, thus effectively doubling their income levels. Families in communal
lands qrow only 60-80% of their maize requirements and 50-70% of rural
families have a worker member in the cities or mines. Thus, receipt of a few
hundred dollars in remittances from urban family members each year is critical
to rural survival. These averages however mask great variations in fars
income from place to place, from year to year and within communities. For
instance, income is much higher of late in some cotton-producing areas.

Malnutrition remains a serious problem, particularly among commercial
farm workers and in certain regions of the country such as Binga and the
northern Zambezi valley. Analyses of available data indicate that 15-30% of

the children sampled in communal areas had second to third degree

1. The 1984 CDSS reviewed poverty datum line estimates in detail.

2, Wworld Bank, op.cit., especially Volume 2, Annex 15; and "Social
Analysis and Strategy Considerations for FY 87 CDSS, USAID/Zimbabwe.®
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malnutrition, while on commercial farms the figure, based on weight~for-height
measurements, was 32%. Urban areas showed a total, weighted figure of 8%, and
a limited mine worker sample showed a condition somewhat better than that for
communal areas.l The causes of malnutrition are a function of agricultural
production shortfalls combined with a lack of cash income to purchase other
foods to make up a balanced nutrition intake. Increased income is the
clearest route to improved nutritional status.

Since Independence there may have been some redistribution of income
away from higher income urban households to lower income rural households.
The evidence for this shift comes from the increasing share of the marketed
maize and cotton crops produced by smallholders and the significant increases
in minimum wages for domestic, commercial farm and industrial workers. The
higher wages probably increased slightly the level of remittances. However,
overall trends in real pet capita income and employment are discouraging.
Real per capita income has not grown significantly since the 1960's. The
estimated real per capita income in 1984 will be below the 1979 level and the
lowest level since 1968,

After an immediate post—-Independence surge in employment, the
economic downturn in 1983 and 1984 meant a resumption in the decline in job
opportunities. 1In 1979, there were 984,700 people employed in the modern
sector. This increased to 1,045,900 in 1982. Since then the total employed
in this sector has decreased to 1,033,400 in 1983, The greatest job losses
have come in commercial agriculture and domestic gervice.

Against this backdrop of declining employment opportunities, the
number of new entrants into the labor market continues to expand. At the time
of Independence, the annual number of new job seekers stood at close to
70,000. Today it is nearer 80,000. By the end of the decade it will have
more than doubled to closer to 200,000,

As noted earlier, the post~Independence period has witnessed a
significant broadening of access to education, health and agricultural
services. While these changes are not reflected in an overall improvement in
real per capita incomes and access to employment, they have resulted in

improvements in health and educational status of the vast majority of
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1. An excellent review of available nutritional data can be found in
World Bank, op.cit.
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Zimbabweans. This redistribution of opportunity has created a base upon which
more equitable growth can be eventually realized. Success, however, lies in
stimulating the economy and investment to create greater opportunities for
employment while consoclidating the gains in access to health, education and
agricultural services. This, of course, will have to be done within national
budgetary resource limitations and therein lies one of Zimbabwe's greatest

short run difficulties.

C. Macroeconomic Indicators and Economic Performance

Gross Domestic Product and Emplovment Trends

Zimbabwe's national accounts statistics for the last few years are
still provisional. The available data indicate a rapid recovery of real gross
domestic product {GDP) in 1980 and 1981 after a three year slump during the
intense hostitilies of the late 1970's (see Table 1). This was followed by a
sharp decline in 1982 and 1981] stimulated mostly by world recession and
drought. Real GDP per capita did not quite regain its 1975 level before the

onset of the 1982/3 decline, which left it 15-16% below the 1975 mark at about

055740.1

The 1982-83 decline was mainly the result of three factors:
{1) drought which reduced real agricultural output by almost 30%, (2)
recessionary export demand for minerals, production of which declined by 12%
in four years and (3) a constrictive shortage of foreign exchange for imported
inputs, which reduced capacity utilization and production {(by 5% in 1983) in
manufacturing. Forecasts projected a further small decline in GDP of 1-2% in

1984.2

1. 1983 GNP per capita in US dollars as reported in a memorandum from the
President of the World Bank, "Per Capita Income Guidelines for Operational
Purposes®, dated November 8, 1984. Due to the recent decline in real per
capita income, Zimbabwe has fallen out of the "upper middie-income countries®
into the "lower middle-income" category, making it eligible for assistance
from the World Bank IDA window and for softer terms on World Bank loans.

2. “Modest Recovery likely in 1985, Standard Chartered Economic Bulletin,
Standard Chartered Banks Group, Zimbabwe, Nov. 1984.
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Bowever, of more concern than these short-term setbacks, which can
measurably improve with better weather and an upturn in the world economy, are
longer term trends affecting the labor force and employment. With population
(presently around 8 million) and the labor force (estimated around 2.8
miliion) both growing at well over 3% per year,l the economy, to perform one
of its most basic functions satisfactorily, must provide productive employment
for more than 80,000 new workers (net) each year. Formal (modern) sector
employment, however, has been relatively stagnant. Although it had regained,
by 1982, 6% over its 1%79 low, employment has not yet reached the 1975 peak
level of 1,050,200. ERough estimates indicate that formal (modern) sector
employment has declined as a proportion of the total labor force from 49 in
1975 to 37% in 1983. This suggests that new job seekeras are increasingly
having to rely on employment either in traditional agriculture or in the
informal sector. Of greater concern, it reflects a growing rate of
unemployment and underemployment.

Employment in commercial agriculture dropped by 100,000 workers (28%)
between 1975 and 1963 (Table 2} while an additional 36,000 jobs were lost in
construction and domestic services. During this same period, manufacturing
jobs increased by only 17,000 while employment in public administration,
education and health-related services increased by 61,000, As a perceatage of
the total (formal sector) wage employment, commercial agriculture dropped from
37% in 1975 to 26% in 1983, while employment rose slightly in sanufacturing to
178, in commerce to 14% and more rapidly in services - from 25 to Jit. The
latter was due mostly to the expansion of public administration and educatioa
{see Annex B, Tables 3a and 3b).

From the perspective of the total labor force, however, the
traditional small farm sector still dominates, providing about 60% of all jobs
in 1983. Although not much is known about it, the non-farm informal sector is
thought to be quite small in Zimbabwe, with an estimated 50,000 workers (in

1. Zimbabwe does not publish annual estimates of the labor force, and
estimates of the population growth rate range between 3.0% and 4.0%, pending
further adjustment and analysis of the 1982 census results. See Annex B,
Table 3a for an explanation of the population and labor force used here.
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1380), or about 2% of the total.1 Commercial agriculture employed about 9%
of the working age population in 1983, so that about 70% of all workers
depended directly on the agricultural sector, even though it contriouted only
14% to GDP, In contrast, although the manufacturing sector contributed 23% of
GDP, it employed only 6% of the entire working age population.

Despite its rapid expansion during the late 1970's and early 1980°'s,
public sector employment remained a very modest proportion of the total in
1983, with employment in public administration and education accounzing for

about 3% each.

Wage Rates

Average wages for commercial fars workers remain only 25~33% of those
in the rest of the formal sector, despite the large increases dictated in 1981
and 1982, As noted earlier, estimates of average annual househcld incone
derived from commural farms placed it at about 28$250 in 1978, including apout
2$130 in home consumption of food and Z$120 cash, for an average of 2 adult
work years per farm. This estimate, 23125 per worker, indicates average
comaunal farm earnings were little more than a third of averace wage earnings
in commercial agriculture that same year, when the latter were only 13-20% of
other formal sector wages.2 This gives an idea of the tremendous
disparities in income that exist between those working in smallhclder
agriculture and those working in the fotmal, modern sectors of the economy.

Fifty to seventy-five percent of all small farm households tvpically
include at least one member in the formal wage economy who resits incoce each
month to relatives on the farm. Hence the rigid distinction between the
incomes of peasant cultivators and formal sector wage earners cannot be made.
In Zimbabwe this interdependence of sectors not only describes a necessary

survival mechanism, but it also points to a means of reducing poverty - i.e.,

greater off-farm employment.
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l. Rice, E.B., "Prospects for Employment Outside the Small Farm Sector,®
November 4, 1982, (draft prepared as a background paper for the Worid Bank,
Zimbabwe Aqricultural Sector Study, December 28, 1983, pp.4-6

2. See Annex B, Table 4b for formal sector wage earnings per worker, and
see Rice, op.cit., pp. 24 for a discussion of the estimates of comrunal area

e e o

farm income.
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National income distribution changed between 1980 ard 1983, The
share of indirect taxes in GDP rose from 9% in 1930 to 16% in 1983 as the
rates were raised sharply. while the shave f ¢rose operating profit fell froft
37% to 28% due to poorer profitability in vne private corporate sector. The
share of wages and salaries rose from 55% in 1980 to 60% in 1982 as a result
of the increased minimum wage rate, but then it returned to 55% in 1983,
reflecting a policy shift to wage restraint in 1982 and 1983.1

Savings and Investment

Investment is relatively high as & proportion of GDP, but it has been
on a declining trend since reaching 8% in 1981, falling to 22% in 1983. This
reflects the low level of fcreign investment capital inflows and a slight
decline in the domestic savings ratio, from 21% of GDP in 1981 to 19% in 1983;
still high by developing country standards. The investment which has taken
place has been largely in infrastructure. Ulew direct investment in productive
capacity has been modest, and much of Zimbabwe's capitel equipment is still
obsolescent or in poor repair.

Fiscal Indicators

While real output has declined, the government budget has expanded.
Between 1986/81 (July-June} and 1983/4 governraent revenues increased from 27%
to 36% of GDP while total expenditures and net lending increased from 36% to
50% of GDP. The major portion of this increase was accounted for by current
expenditures. The overall budget deficit was 8% of GDP in 1980/81 and
1981/82, 9.7% in 1982/83, and has been estinmacted to have increased to 11.9% in
1983/84, While the ability to raise 36% of GDP for revenues is unusual for a
developing country, expenditures continue t¢ oulstrip revenues. Except for
1981/82, the major part of the fiscal deficit has been financed from domestic
sources {(both bank and nca-bank), with consequent pressure on both domestic
and import demand. Bringing public sector expenditures under control and
reducing the fiscal deficit is one of the more urgent, and yet apparently more
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1. IMF, August 27, 19%84, op.cit., pp.i-3.

2. IMF, "Zimbabwe - Recent Economic Deveiopmonts,” August 27, 1984, p.l,
and IMF, "Zimbabwe - St&ff Report for the 1954 Avticle IV Consultation,”
August 15, 1984, p. 2
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1
difficult, political tasks for the Government. The last IMF Standby
Agreement was suspended in February 1984 wher a supplementary budget of 2$304
million pushed public expenditures and borrowing well beyond the agreed
program limits.

Domestic Demand and the Balance of Payments

Despite the government's reliance on a :estrictive exchange and trade
system, domestic demand pressures have had a negative effect on the external
balance of payments. The current account deficit increased sharply from 5.8%
of GDP in 1980 to 12.1% in 1981, 13.4% in 1982 and then declined to 9.7% in
1983, with a further modest improvement projected for 1984 and 1985, The
overall balance of payments situation, which was in surplus in 1980, slid into
deficit in 1981, and increased to minus SDR 266 miilion by 1983, Very little
improvement was projected for 1984 and 85. Met fcreign assets have declined
rapidly to minus SDR 285 million in June 1584. Gross foreign assets equal
about two months of imports. Outstanding external public debt has increased
from SDR 456 million in 1979 to 2,535 million in 1984 (preliminary), while the
debt service ratio has risen from zero to 23.7% and a projected 26.9% in
1985.2 (See Annex B, Table 9).

Agricultural, mineral and manufactured products each contribute about
a third to total export earnings. The main agricultural exports are tobacco,
sugar, maize and coffee. The main mineral exports are gold, asbestos, nickel
and copper and manufacturing exports include ferro-alloys, iron and steel
products, cotton lint, textiles and machinery. Since 198] exports have been
hampered by external transportation bottlenecks through Mozambique and South
Africa, shortages of locomotives, freight cars, and skilled transport
personnel, stagnant world demand, unfavorable weather and insufficient foreign
exchange for necessary spare parts and materials. Moreover, in spite of
admirable decisions of the government to permit the currency to fall by 50%
against the U.S. dollar since 1982, the real effective appreciation of the
Zimbabwe dollar has resulted in reduced international competitiveness for
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1. IMF, August 15, 1984, op. cit., pp. 2-4, and August 27, 1984, op. cit.,
pp. 21-33.

2. The discussion in this and the remaining paragraphs of this section
relies heavily on IMF, August 15, 1984, op.cit., pp. 4-5, and IMF, August 27,
1984, op.cit., pp. 43-45.



manufactured goods. About half the 1l percent decline in 1983 exports was due
to the decision to accumulate gold stocks rather than export goid at depressed
prices. {See Annex B, Tables i0a and ©.)

Major imports in 1983 included machinery and transport equipzent
(30%), petroleum and petroleum products {zl%), chemicals (14%) and other
manufactured goods (22%). Imports rose by 26% in 1951 and 3% in 1982; oput
then were reduced by 28% {(in SDR terms}) in 1923 for lack of foreign exchange.
{See Annex B, Tables 1la and b). Following improvements of 24% and l1% in
1980 and 1981, respectively, Zimbabwe's external terms of trade deteriorated

by 3% in 1982 and perhaps another 2% in 1983.

bBuring 1981-1983, the Government undertock a number of measures teo

restrain the qrowth in demand:

- In 1981 interest rates were increased, with the bank rate rising from
4.5% to 9.0% and the commercial bank prime lending rate rising froxs
7.5% to 13.0%. Several consumer lending rates are positive in reail
terms, but the real interest rates con savings Zdeposits, money marxet
funds, and the prime overdraft [ate of commercial banks have rexained
negative. Statutory reserve and liabilities ratio requirements have
been periodically altered to influence bank lending activity. As a
percentage of broad money stock at the beginning of the year, total
domestic credit increased by 26.5% in 1531, 29.2% in 1962 and 17.2%
in 19383. The rate of broad money expansion was 15.,2% in 1981 and 21%
in 1982 but nearly zero in 1983 due to the large decline in foreign
assets. It mushroomed again in 1964, however, increasing by =more
than 30%.1

- There were substantial increases in administered prices in 1982 and
1983, including those for beef, fertilizer, steel, electricity, maize
meail, railway tariffs, bread, milk and vegetable oils. Price
increases have also been approved for a wide rance of products not
directly administered but suybject to approval. The prices cof
petroleum products fully reflect world prices.

- There were no general wage increases in either the private or psblic
sectors in 1982/83, representing a significant change in wage policy
for lower income groups. During 1983784 wage restraints continued,
with adjustments permitted eamounting to an increase of about 5% in
the general wage levei. Restrictions vn new hiring and the filliing
of vacant positions for the Government service were imposed in
1983/84 and have centinued.

- The Zimbabwe dollar was devalued by about 25% in Tecember
1982-January 1983 and has been devalued by smaller amounis since then

- ——————— . —— s T ko T T e Ll 5 e Ak i o Tk o T ol o .

1. "Modest Recovery Likely in 19685%, op.cit.
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on a pericdic basis, both to reduce import demand and to increase th

profitability and /or the competitiveness of exports.

These measures have not, rowever, been sufficient to reduce domestic
demand, particularly in the public sector, to appropriate levels to stabilize
prices and reduce the balance of payments deficit. Desgpite the substantial
administered price increases of 1982 and 1983, several parastatals (the
Agricultural Marketing Authority, the national railway, the airline) and the .
government-controlled iron and steel company (ZISCO) have incurred large
losses which have increased the fiscal deficit. Continuing, albeit lower
subsidies for beef, milk, maize and maize meal have also contributed to this
deficit.l High levels of government borrowing to finance its expenditure,
subsidy and lending programs have been the major contributors to high levels
of domestic demand. The large 1980-81 rise in real wages also increased
demand pressure. Higher wage costs have also put a severe strain on a wide
range of enterprises {(particularly in the mining and manufacturing sectors),
especially as companies are restricted in their ability to reduce the number
of employees. Despite the more flexible exchange rate policy, the real,
trade~weighted, purchasing power parity of the Zimbabwe dollar has risen since
1980 to a level almost equal to that of ;975~77, as the devaluations so far
have not exceeded the differential rates of inflation between Zimbabwe and its
trading partners {See Annex B, Table 8). The devaluations therefore have not
had the full desired effect ot dampening import demand. Combined with the
continued high levels of domestic demand fed by fiscal deficits and high
wages, the balance ¢f payments has remained under intense pressure.

The rate of inflation has also continued to increase, due to these
same high levels of domestic demand. The GDP deflator rose by 8.1% in 1981,
12,8% in 1982 and by 16.4% in 13E3. The consumer price index (average of
high-income and low~income indices) rose by 13.9% in 1981, 14.6% in 1982 and

19.4% in 1983, and was expected to rise another 16-17% in 1984.
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1. See IMP, August 27, 1284, op. cit., p. 73. Commodity and parastatal
subsidies in 1983/84 were estimated at 9.0% of total Central Government
eipenditure and net Jending.



D. Development Potential and Constraicts

Development Potential

Zimbabwe is a country of considerable potential for further econosic
growth. It is rich in natural resources - agricultural, mineral,
hydro—-electric. It has an extensive ftransportation network and agricultural

servicing infrastructure and has aiready developed a dynami¢ manufacturin

[T+]

sector. Exports are diversified encugh to provide scome protection against
price fluctuations for any particular commoclity, wito agricultural and sineral
exports each contributing about a third and manufactured coods another 25%-~30%
of total export earnings {(see Annex B, Table 1¢a ang i0b). Although it has
lost a number of skilled managers, professiona:s and technicians since
Independence through emigration, it still retains an essential core of
gualified people both in and out of government ard intensive efforts, through
several academic and technical training programs, have been nade to inCrease
the pool. The country's development potential is censiderable.

Opportunities for increasing the incomes of the pocr among the vast
majority of Zimbabwean households can be grouped into four categories:
1) increasing off-farm productive employment througn expanded investment in
the modern "formal®™ and non-farm “"informai® sectors of the economy: ({(2)
improving productivity on the small, communal farms while sustaining the

g crreful resettiement onto

w

o]

important commercial farm production; (3) slcw
richer lands; and {4} reducing over time, population growth and the number of
new entrants intc the labor force.

ritical mass in

)

The formal sector has already achieved such &

(4.1

proportion to the rest of the economy that a resurption cf growth o
employment in this sector could be enough te make a significant difference
within a few years time. For example, if modern secior employment generatien
could be maintained at an annual growth rate jJst tnree percentage points
above that of the labor force, that sector would employ 50% of the labor force
within ten years and 67% within twenty years, ztazting from the present level
of around 37%. Short of this, however, emplovrent growth in this sector must
be raised to a sustainable level above the 3-3i 7growih rate of the labor force
itself, at a minimum, for the employment performance of the Zirbabwe economy

to be considered even marginally successful. & slower rate of productive
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employment generation would mean the continued decline, instead of an
increase, of the percentage of the total labor force productively employed,
thereby the failure of the economy to perform one of its most basic functions.

While the non-farm informal sector is thought to be quite small in
Zimbabwe, as mentioned above, employing only around 2% of the labor force, it
is likely to contain some potential for productive employment growth,
particularly in rural areas. Much more needs to be learned about this sector
and its potential.

There is mounting evidence, some of which has been mentioned or cited
above, that post~independence efforts to increase small farm productivity and
marketed production in communal areas are already starting to pay off.
Current yields are still low, on average, compared with potential yields from
already existing technology {although it may regquire more adaptive research).
Investments in supporting infrastructure and services are responding to the
new smallholder clients and most agricultural specialists are convinced
significant increases in communal area productivity are possible.1 These
production increases are unlikely to be sustained for wvery long, however,
unless conservation and land management measures can be effectively
introduced.

While it is too early yet to evaluate the Government's program to
resettle some 162,000 families on more productive farmland, it appears to be a
notable attempt to foster greater equity in land distribution. Resettlement
would have strong justification on environmental grounds alone if it could
relieve population pressures in many communal areas now subject to serious
overcropping. However justified, if resettlement is ill-planned or carried
too far, it could result in lecwer production and empleyment. It has been
estimated that up to 5.5 million hectares of commercial farm land could be
purchased for resettlement without negative impact on commercial production.
Portunately, the government seems to be well aware of the potential negative
effects of a poorly planned and administered resettlement program.
Consequently, thus far, it has moved very slowly and deliberately, resettling
land that is currently underutilized and voluntarily sold. It is also giving

more attention to evaluation and planning.
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1. See, for example, World Bank, Zimbabwe Agricultural Sector Study,
December 28, 1983.




Structural Economic Constraints

While the 2Zimbabwe economy, as it is presently ccastituted, has
considerable potential for employment generaticn in the mecdern sector, there
are several important constraints that are “"structural® in nature, in that
they are either inherited or have develcped over a long period of time and

will regquire patient, long-term efforts to over

O

ome, FOr exampie, the
"self-sufficient" legacy of the UDI period reduced aztent:ion to export
possibilities {which tend to be more labor intensivel and may have led to soae
industries of doubtful competitiveness, Sone continge to receive protection
and government subsidy (i.e., ZISCO)} because of pereeivel national interests.

Like most other developing countries, Zimbzbwe also suffers from
insufficient human capital {people trained in tecknical, professional and
managerial skills) to support the growth of a modera eccnomy. Although it is
relatively better endowed in this regard, lartce numbers of skilled and
experienced people have emigrated, and it will take a long time to develop
adequately trained and experienced replacenents. As little was done during
the UDI period to establish in-country training institutions for Africans,
particularly in technical subjects, the country faces a twenty-vear catch u
in many categories.

The utilization of labor has been reduced in some industries and even
on some commercial farms through the use of capital~inzensive production
techniques, although this is not as much of a problem as in some other
countries. Commercial farming, in particular, is usuaily characterized in
Zimbabwe as being rather labor-intensive.

The current shortage of foreign eXxchange has severely reduced
imported inputs, inhibiting capacity utilizaticn of existing plants, as well
as investment in new plants and equipment - thus reducing employzent still
further. Export earnings {in SDR's) grew by only 7.6% {estinmated) in 1984,
after falling 14% the two preceeding vears largely due to weather-related crop
damage and recessionary demand abread. On the cther hand, demestic demand for
foreign exchange has been extraordinarily high due to {1} the strong, pent up
demand after years of sanctions, (2) the need fc¢r raw materials, spaze parts
and replacement capital equipment, (3) increasing Jebt service requirements
due to inherited debt and high interest short-term borrowing in 19381/82, and

(4) a large requirement for remittances Lo cover pensions payable abroad. The
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latter was a critical part of the Lancaster House settlement. In addition,
the large proportion of foreign investment in the modern economic sectors
places additional demands on available foreign exchange for profit
repatriation.

Current efforts to increase rural productivity are constrained by the
low levels of investment during UDI in appropriate technology (adaptive
research) and in basic marketing, extension, and transportation infrastructure
in communal areas. Consequently, the government has had to start almost from
scratch to build up the productive and marketing infrastructure and services
in the low-income half of the agricultural sector. Most of the communal land
suitable for cultivation has already been brought under the plow, and this
limits the potential for further expansion of the cultivated land area
itself. Continued ernvironmental damage could also reduce the potential for
future productivity. Historically, small farmers have not had much access to
good quality land in commercial farm areas, even though some 5.5 million
hectares of it is idle or not intensively used.

Finally, the high rate of population growth must be mentioned as a
key structural constraint affecting all efforts over the long run to improve
per capita productivity, to increase the propertion of the labor force
employed in the higher wage modern sector, and to provide a larger proportion
of small farm househcids with preoductive land. High levels of investment and
intensive agricultural efforts will be required just to maintain existing
proportionate levels of employment.

Economi¢ policy constraints

Perhaps because it achieved its independence so recently and was able
to observe the undesirabls effects of certain economic policies in neighboring
African countries, perhaps also because it had more technically trained people
in its government and universities, Zimbabwe has, so far, avoided the worst
examples of bad ecconomic policies witnessed in many other African countries,
Yet the political imperatives are similar to those experienced after
Independence elsewhere, i.2., for expanded social services, for improvements
in the general welfare of the poor majority, and for a more eguitable
distribution of land, income and wealth. The economic policies being followed

in Zimbabwe are often contradictory in appearance, as the country strives for
both change and stabilivy, equity and gqrowth, Policies, while pragmatic, are

also complex and do not zlways have the desired effect.



Although the foreign exchange rate has undergone a series of nozminal
devaluations, its real purchasing power parity, in trade-weichted terms, was
higher in mid-1984 than in 1980 and not much below the levels of 1975-77 (see
Table 8). Export volumes increased a disappointing 3% in 1983 and were stiil
11% below the 1974 peak; but they surged ahead by 39% during the first four
months of 1984.1 Given the diversity within the ecopomy, the potential for
further increasing exports should be good. Further de facto devaluation in
real terms, together with either a freeing up of exchange rate conirols, or at
least a commitment to maintain the rate at a slightly underval.ed level, could
help stimulate investment in export production {or ir efficient import
substitution). It would also help to discourage unnecessary imports of
capital equipment and encourage the use of more labor-intensive production
technigques.

while commodity and exchange rate pricing policies have been moving
in the right directions, they have generally not gcne far enough, or else tney
have lagged too slowly behind the changing costs of production, to keep
investment, production and consumption incentives at their optisum levels.
Compared to the recent history of several of Zimbabwe's neighbors, ccommodity
pricing policies have apparently not been major constraints to agricultural
production. Some manufacturing firms, however, hzve suffered froz slow
approval of price increases during recent periods of rapid cost escalation and
some parastatals have incurred losses due to prices set too low to cover their
costs of production.

So long as the Government insists on controlling them, agriculural
producer prices need constant attention and adjustment, particularly in a
pericd of high inflation, if real incentives are to be maintained at
appropriate levels. However, sufficient incentives have been provided for
Zimbabwean farmers to expand production in most crops; although some are
beginning to complain again about a decline in profitability. Significantly,
government is very open to review and negotiate prices with the three private
farmer unions, and a very positive process is in place for the periodic review
of pricing. However, producer pricing is a cemplex area that reguires

continual analysis and monitoring.
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1. "Modest Recovery Likely in 1985," Standard & Chartered Eccnoric
Bulletin, Standard Chartered Bank Group, Zimbabwe, Kov. 1934.




- 32 -

Another politically complex pclicy area is that of wages. One of the
strongest political imperatives faced by the new government at Independence
was the need to redress enormous inequalities of wealth and income. One
expedient measure was simply to decree higher minimum wages, which was done in
1981 and 1982. This was an especially appealing solution with respect to
commercial farm workers whose income and conditions of work and living were
abysmally low. Minimum wages in commercial agriculture were increased by 63%
in real terms between 1980 and 1982, compared with a 22% overall increase for
the formal sector. The huge increase certainly benefitted those already
enmployed who were lucky enough to keep their jobs. Increased remittances to
rural areas also resulted in a short-lived economic boom in the communal
areas., It did not help those who lost their jobs, however, nor the even
greater numbers who were looking for non-existent jobs. The unfortunate
effect was the accelerated decline in commercial farm wage employment.

The government has since recognized the undesirable tradeoff between
higher wages and employment. Beginning the latter half of 1982 it has
followed a strict policy of keeping further wage increases well below the
general rate of inflation. If wage restraint can be continued over an
adequate period of time, this will eventually restore the incentives to employ
more labor.

The basic cause of low wages is the low productivity of the primary
alternative source of income for the largest portion of the labor force -
smallholder farming. This in turn is largely the result of years of minimal
investment in basic economic and social inf.astructure in the rural areas,
together with insufficient investment in any alternative source of employment
and income. This will take years of hard work, large amounts of capital and
much institution building to correct. It cannot be solved with minimum wage
legislation, however politically attractive the latter may be.

Interest rate pclicies have been designed to help restrain excess
demand pressures and, as a result, have been raised periodically since 1981.
Lending rates to ordinary corporate or private borrowers now range from 13.25%
to 23% and are more closely aligned with the rate of inflation than before.
They are still mostly negative in real terms, however, to the detriment of

domestic savings generation and efficient credit allocation. The Reserve Bank
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has also sought to restrain monetary demand, limit the expansionary effect of
the large budget deficit and permit adequate credit for the productive
sectors, especially agriculture. They have only partially succeeded.

Despite impressive revenue coliection (36% of GDP}, government
spending is still far too high {47% of GDP?), with consequent expansionary
pressure on domestic credit resources and the money supply. There have
obviously been strong political pressures for the programs responsible for
major expenditure increases, such as the rapid expansion of the education and
health systems, subsidized parastatal operations, defence and some food
subsidies. Budget management is now a key policy issue and imposing mofe
stringent spending controls is essential. The necessity to finance such a
large deficit drains savings and investment funds away from the productive
sectors, thus reducing growth and employment. while this has not had much
negative impact in recent years due to excess capacity and slack demand for
investment funds, it can be expected to constrain private sector investment
during a recovery. The relative scarcity of budgetary resources also
restricts the government's financial ability to perform its own basic
functions well. Reduction in the Jeficit, as a percent of GDP, is now a major
agenda item for both the GOZ and the IMF. A new standby with the IMF will not
be concluded without an acceptable plan for budget restraint, and the IMF will
probably insist on a deficit target of no more than 7% of GDP.

. . i
Investment Policy Constraints

Government policies constraining both foreign and domestic investment
are worthy of special mention since this is an area wherein there exists
significant potential for stimulating employment and economic growth., Wwhile
iow prefitability and adverse remittability conditions discourage investaent
in Zimbabwe, the poor investment policy is probably the major negative factor
influencing potential investors. New foreign investment is particularly
constrained by several factors which include:

- the refusal to negotiate bilateral investment insurance agreements
fe.g., a U.5. OPIC agreement),

e i e e e e e ke Al A L . . o -

1. For a more thorough analysis and discussion of the investment climate
and Zimbabwean public policy, see background paper on Public Policy and the
Zimbabwe Economy by Professor Tony Hawkins.
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- a government Investment Committee which screens each potential
investment, often requiring long, protracted negotiations and delays
before a decision is taken,

- regulations precluding foreign companies from purchasing
domestically-owned concerns - the H.J. Heinz acgquisition of the
controlling interest in the locally-owned Olivine Industries being
the exception,

- a ban on foreign investment in the energy sector, unless on a joint
venture basis (with government},

- controls/restrictions over expatriate employment, minimum wage
regulations, regulations precluding labor retrenchment without prior
Government approval,

- the high level of potential political risk in an economy where
profitability of an investment is dependent upon so many variables
determined by government, e.g., pricing, conditions of remittability
of profits and dividends, taxation, access to foreign currency for
imports, employment conditions, etc.,

- concern over short and long~term directions of economic and social
policies, particularly in view of constant socialistic pronouncements.
Domestic investment has also slumped since independence, falling far
short of post-independence targets, averaging a mere 6% of GDP {allowing for
depreciation of net investment in the economy). This slump in domestic

investment can be attributed to:

- low capacity utilization levels,

- high corporate taxation levels,

- depressed import (foreign exchange) allocations for new investments,
- the sharp decline in savings ratios, averaging less than 10% in the

first four years of independence,

- while the savings ratio has averaged just under 10% of GDP, the
budget deficit as a ratio of GDP has averaged just over 10% ~ meaning
that Zimbabwe's entire domestic savings are being used to finance the
Government's budget deficit,

- domestic investors, like their foreign ccunterparts, are also
deterred by the policy environment as it effects employment, wages,
taxes, price controls, etc. and Government public statements of
commitment to socialism.
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Businessmen and potential investors often refer to the Iimbabwean
environment as "too many sticks and not enough carrots®. It has become
increasingly clear to government leaders that, if this environment is to
change and the country is to attract foreign i{nvestmsent and improve domestic
investment performance, the incentive structure must improve. A statesent by
Finance Minister Chidzero to the House of Assembly on January 31, 1985,
suggesting that government plans to take action to improve the investment
climate is welcomed and most encouraging., It is rumored that his Ministry is
presently developing proposals for presentation to Cabinet later this year.
Meanwhile, the Mission has retained as an essential strateqgy objective,
through policy dialogue and program assistance opportunities, the promsotiqn of
an incentive investment climate more conducive to increasing employsent
economic growth.

On balance, government policy performance to date has been mixed.
The government has clearly made some undesirable policy choices since
independence. Some stem froa their attempts to meet pre-independence
expectations of the African majority, particularly in the area of social
services {health and education}, where opportunities and access had been
denied for so long. As previously stated, the financial cost of the massive
expansion of these services is taking its toll on the government and this
problem is now a pre-occupation with GOI policy makers. The fact that both
education's and health's share of the national budget and GDP declined in
1984/85 is indicative of the government's desire to control growth in the
deficit, Other inappropriate decisions with respect to investment, both
foreign and domestic, exchange rates, wage increases and taxation stem from a
variety of reasons, including the lack of timely information upon which to
bagse informed policy choices and political pressure for greater state
intervention into the economy. Regatdlear of the causes, the Mission believes
that the government has demonstrated a willingness and flexibility to
reconsider poor policy options once their negative effects become clear and to
take the necessary corrective measures. Examples include the government's
decision to suspend further wage increases based upon the adverse effects of
the precipitous increases in 1981-82, and positive, albeit inadequate,
movement on exchange adjustments. Most recently, we have been particularly

encouraged by the manner in which the Ministry of FPinance, Economic Planning
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aﬁd Development effectively contained the size of the supplemental budget
request to 3$43 million, compared to 2$304 million last year, despite
tremendous pressure from varicus Government Ministries for large increases.
This successful effort to strictly limit growth in Government spending and to
contain the size of the budget deficit signala greater fiscal discipline among
government decision makers. It should be remembered that this politically
sensitive decision was taken in an election year. When those actions are
considered alongside the favorable agricultural policy environment, we
conclude that the outlook for improved policy performance is good and that

USAID/2imbabwe should stay in the policy dialogue business in Zimbabwe,

Constraints Facing Househo;da1

For the majority of Zimbabwe's population, split families are a way
of life. Nearly all families in communal areas depend, at least at times, on
remittances from relatives employed in urban areas, commercial farms, mines or
elsewhere, and the trend is toward increased migration., Few rural households
obtain an adequate income from farming alone. Small scale farmg are very
heterogeneous and the range in per farm maize income, off-farm inconme,
subsistence production and remittance levels is very large. The same is true
for distribution of land, holding size and cattle ownership.An estimated
7034-80% of urban households have close ties to homes in rural areas.

Households are thus attempting to gain from all sectors of the
economy that can create wealth, and agriculture and wage income are both
important contributors to family security. For mcat of those with land,
agriculture will remain a key part of rural family income earning strategy.
On the other hand, there are limits to the numbers of persons which this dual
rural production/urban remittance atrategy can support. Many Zimbabweans will
have little or no land (even after resettlement) and will be in need of wage
employment as the sole income source. While access to land may have been the
issue which rallied support prior Eo Independence, farmers themselves tend to
cite, as major constraints, 1) shortage of labor, 2) shortage of cattle, 3)
access to credit and cash for inputs, and only after these, 4} shortage of
land. They also cite access tc transport and extension advice, Only the

1. See Background Paper "Social Analysis and Strategy Considerations for
FY 1987 CDSS, USAlID/Zimbabwe," August 1984, for detailed ans_yseis of household
level constraints.
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landless or those on very poor soils tend to place land at the top of the
list, Felt needs appear to be for the resources to make existing landholdings
more productive, and most farmers could not farm more land with the resources
they have.

Production constraints are also affected by the roles of women and
children. Some 80% of Zimbabwean women live in communal areas. With males
absent and children in school, the work falling on women in particular has
increased. With more children away at school, each child contributes less to
the household and farm and recommended agricultural practices often require
more labor. Women must often supplement family income with informal sector
work, which adds a further work burden. At the same time, rural women are
disadvantaged in terms of status, land and property ownership and access to
credit, and adult education assistance. Limitations on women's agricultural
decision-making persist despite their common role as de facto household
heads.1

Cattle provide both draft power and organic fertilizer to the farming
system. The percentage of rural households that own sufficient cattle for
draft is 40%-50% on average. When cattle owners and non-owners are
differentiated, owners are shown to have and crop larger acreages and to get
higher yields and higher incomes., Owners tend to have larger families and
incomes per person tend to be greater. Most non—ovwners tend to borrow or hire
cattle from relatives or others. Membership in farmer organizations
facilitates lending and borrowing of draft power. This improves production
performance through timely ploughing and planting. In the years to come it
will be impossible for all communal area hcuseholds to have access to adequate
numbers of animals, given the existing technology and land base. This points
again to the need for cash to purchase inputs, including fertilizer, which is
costly to small farmers,

For a number of reasons, demand for children has been historically

high in rural areas. There is evidence that production levels of a family

1. The Legal Age of Majority Act of 1982 brought a major change in
Zimbabwean law, under which women are given legal majority status. Although
women now have the same basic legal rights as men, the effect is not felt in
practice, as women and men do not understand, nor fully accept, the
implications of the law, and the courts have yet to fully put it into practice.
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rise as the children get older and can contribute more labotr to the household,
and a distinct upward trend has been recorded in gross income {(on- and
off-farm) as families get larger. Prospects for much reduced family size for
all but the better off families who can afford to hire labor, will very likely
depend on reducing the labor constraint in small farm production. There is
evidence that, even among the better off farmers on large, previously African
Purchase Area farms, the demand persists for family labor because it can be
obtained at a much lower cost than hired labor.

Reduction of the need for children's labor on the farm, the increase
in educational opportunities for children, lessening of the extended family
support network, greater participation by women as well as men in formal
employment and higher education status for women, are all factors which will
reduce, in time, the demand for children among families in rural areas. Any
efforts which effectively increase women's status and broaden their control
over resources are likely to lead, in the long run, to smaller families.
Better educated women tend to marry later, be employed outside the home and
practice contraception effectively. Rising school attendance increases the
opportunity cost of having children. Smaller families are the norm in urban
areas, as would be expected.

Preliminary analysis from an AID-funded contraceptive prevalence
survey suggdests a prevalance of close to 20% and increasing. This indicates a
shift in traditional attitudes toward children., We feel this is a very
positive trend and argues for continued U.S5. support to expand the
institutional capacity for the delivery of family planning programs. Given
the well-established family planning program and its significant potential for
success, support for family planning programs in Zimbabwe should continue to
be an important element of the Mission's strategy for the foreseeable future.

Household level analysis shows that expanded rural income choices
revolve around development and intensification of agriculture, along with
obtaining remunerative off-farm employment. Increasing the productivity of
farming systems in communal areas will be required if communal area residents
are to secure the necessary income to improve living conditions and establish
a firm foothold in the market economy.

Many factors constraining productivity in communal areas can be

addressed through improvements in infrastructure - services, markets and
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access to information - but these must be accompanied by removal of the basic
congtraints. Highest on the farmers' list is the shortage of human labor and
animal power. This points to the importance of continued research to provide
access to more cost effective smallholder farming technology.

Moreover, cash income is a requirement for the majority of farmers if
they are to make investments in improving productivity. The fact that the
land base is, ultimately, limited in its potential to provide resources to a
growing population means that reduced proportions of the population will be
able to participate in agriculture in the years to come. Landlessness has
been estimated at 20%-40% in some areas and will grow rapidly. Well planned
resettlement can help, but will not remove, the constraint. Demographic
trends ensure that in a few years the population in the communal areas will be
what it was or greater than before resettlement. Urbanization will accelerate
and a greater percentage of population will of necessity depend on cash incoae
alone. Emphasis on agricultural production must therefore be matched by
similar emphasis on modern sector job creation.

This will not be easy. Population increases will frustrate
development efforts, as they fuel growth in the labor foice, reduce the per
capita land base and increase the burden on government to provide basic
services. Strong efforts to encourage Zimbabweans to space their children and
achieve smaller families are warranted. Other developments such as increased
income, educational attainment and employment, reinforce the limited demand
for smaller families. More efficient farming practices can reduce the need
for child labor, a determinant of high fertility. Employment and education
for women will help create the context conducive to smaller families. Also,
supplemental women's income and mothers’ educational levels will be directly
supportive of nutritional and health improvement, especially of young
children. Survey after survey in limbabwe shows striking positive

correlations between growing family resources and improved health status.

B. Role of Government in Development

Zimbabwe's first and only development plan was published in November
1982 and was designed to "rid the Zimbabwean society of vestiges of
exploitation, unemployment, poverty, disease, ignorance and social
insecurity.® The main macro-economic targets established for tne three-year

plan period were:
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Real GDP growth of 8% annually, while population was forecast to
increase at 3.3% a year, thereby giving an improvement of more than
4% a year in real income per head.

Formal employment was forecast to grow at 3% annually compared with a
2.9% annual growth rate of the labor force. The main increases were
to come in manufacturing and construction.

At current prices, I$6 billion would be invested during the three
years of which 59% would be public sector and 41% private sector
investment. Investment would average about 23% of GDP during the
plan period, while the share of gross domestic savings in GDP would
average 19%.

Inflation was estimated to average 15% annually.

Exports would almost double, rising 93%, while imports were forecast
to increase 85%. There would be a current account deficit averaging
$760 million annually, but this would be financed by capital inflows
averaging $826 million annually. The debt service ratio was forecast
to average 10.7% annually.

- The investment program would be funded by domestic savings of $3.8
billion (62% of the total) and foreign inflows of $2.3 billion

{38%).

Domestic savings would comprise 77% from the private sector,

with the corporate sector supplying 60% of overall domestic savings

and private households 17%,

The balance of 23% would represent

public sector savings mainly from the parastatals {15% of the total).

The Plan - Performance versus Projections

It is impossible to make an accurate comparison between performance

projections, since five months remain in the plan period and up~-to-date

statistics are not available, but some of the key macro—economic indicators

can be tentatively estimated as shown in the following table:

Sector Plan Target Actual (*estimates)
Real GDP growth 8% p.a. ~1.2% p.a.
Employment 3% p.a. ~1.3% p.a.

Exports +93% +60%

Investment $6.1 billion $2.7 billion
Inflation 15% p.a. 15% p.a.

Debt Service 10.7% p.a. 20% p.a.

The failure to meet the 1982/85 targets is no

surprise. Even before

the plan was published, economists were describing its targets as

unrealistic. Moreover, the world recession and three successive years of

drought accelerated falling GDP over the plan period.

Policymakers focused on

fire-fighting and ad hoc decisions intended to sustain output ¢ "1 employment
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during the cyclical downturn. Many of the government's longer-run policy
objectives have had to be temporarily shelved, pending an upturn in economic
activity and greater revenue flexibility which would enable the adoption of a
more expansionist stance, especially in public sector capital formation and
investments.

Policy was also to blame for the failure to meet targets to the
extent that the authorities fell far short of their external financing target,
partly because the Zimbabwean economic and pelitical environment deterred new
investment. High tax rates, rapid inflation and an active policy of wage
increases (until 1982) reduced corporate profitability, savings and hence
investment.

The government is now working on a new five-year development plan
which, it is believed, will put forward far more modest and realistic targets
with real growth expected to average no more than 4% to 4.5% annually.

Investment Priorities

During the plan period, the major part of public investment funds
were to be devoted to manufacturing (23%), transport and housing {(each 14%)
and agriculture (13%). Policy objectives included decentralisation of
industry through the establishment of growth points in rura} areas,
large-scale rural resettlement with 162,000 families being resettled by
mid-1985 (actual achievement is unlikely to reach 40,000), greater labor
intensity of the economy {(in fact, employment has declined), and increased
local processing of raw materials for greater value added.

A key aspect of policy has been investment designed to increase
self-reliance and reduce dependence on foreign-controlled investments. A few
new parastatals, such as the Minerals Marketing Corporation, were established,
most of them with the specific aim of increasing domestic control over
Zimbabwean resources. This has been accompanied by an acquisition policy of
purchasing foreign-held equity in selected Zimbabwean enterprises, for
instance, in the single pharmacutical company, and joint ventures with foreign
entrepreneurs, such as the Beinz investment.

In some specific sectors Zimbabwean economic pelicy has coincided
with U.S. Government interests, specifically in the promotion of agriculture
and vocational education, but also in respect of the government's willingness,

to encourage and cooperate with private gector interests. Z2Iimbabwean
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authorities have therefore been willing to see U.S. aid channelled towards the
private sector in Zimbabwe.

Less satisfactory has been the government's slow progress towards
subsidy elimination, its stated long-run intention to increase state
intervention and its commitment to new state-owned institutions, and taking
over responsibilities previously handled in the private sector (minerals
marketing, reinsurance, tourism development etc.}.

Development Planning and Policy Implementation

Immediately after independence, development planning capacity was
seriously hampered by a shortage of personnel skilled in aid negotiations and
implementation. The division of responsibilities between two Ministries -
Finance on the one hand and Eceonomic Planning and Development on the other -
was also a problem.

Following the merger of the two ministries in 1982, these
difficulties diminished but implementation capacity has continued to suffer on
three main counts: the shortage of skilled and experienced personnel to
develop bankable projects to the implementation stage; delays in
decision-making within and between government departments and, above all,
financial stringency, which has forced cutbacks in investment programs due to
the lack of funds for local input. Absorptive capacity, however, is still
good and Zimbabwe is characterised as an efficient user of aid. This is
especially true when, as in the cagse of the AID program, much of the
assistance can be channelled through the private sector.

The policy environment is still generally favorable. Where it is
not, as in budget management and the investment climate, we expect to see some
improvement before the beginning of the strategy period.

Also, Zimbabwe still has a significant comparative advantage over
many other sub-Saharan economies in regard to social and economic
infrastructure, health and education facilities, the administrative capability
of the public service, the relative absence of corruption and the geographical
proximity of the South African market.

Zimbabwe's growth performance over the next five years will depend
heavily on the thrust of economic policy after the March 1985 elections. Past
experience suggests that the Zimbabwe government will seek to adopt more

orthodox, mainstream, economic stabilisation strategies in cooperation with
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the International Monetary Fund and the World Bank. Unfortunately, in the
1982/84 period, the government was unable to adhere to the deflationary
program adopted {(partially explained by the world recession and three years of
drought) but also by a political unwillingness to make difficult and
unpalatable decisions in respect of subsidies, transfer payments and
expenditures on the social services.

Prospects for Greater Government Intrusion into the Economy

Most of the instruments for state control and regulation of the

economy were inherited at Independence., Contrary to popular belief, the UDI
government was anything but market oriented. Exchange and price controls;
plus extensive reliance on parastatals were well established by 1980. In
nearly five years of Independence, there has been relatively little expansion
of public sector intrusion into the economy.

Although the government is vocally committed to the establishment of
a socialist economy, Ministers have repeatedly emphasized that this is a
long-term goal and that the private sector will continue to play a vital role
during the transition. Indeed, the 1982/85 Development Plan assumed that not
only would 41% of total investment take place in the private sector, but that
private sector finance would supply 77% of domestic savings.

Some private sector institutions - notably organisations like the
Zimbabwe Naticnal Chambers of Commerce and the Confederation of limbabwe
Industries - have become less influential since Independence, but the
commercial farmers remain an extremely powerful lobby, reflecting their vital
strategic importance to the economy as the providers of food and substantjal
foreign currency earnings.

Since public sector finances are certain to resain under severe
strain for the rest of the decade, it is unlikely that the state will move
towards a socialist economy as quickly as some of the more radical politicians
would like. Given the private sector's crucial economic role, the public
sector's glaring managerial shortcomings and the lack of finance to support a
sustained program of private sector acquisitions, it is likely that a mixed

economy will be maintained for the foreseeable future.
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IIi. DEVELOPMENT ASSISTANCE STRATEGY

A, U.5, Assistance Objectives

Zimbabwe remains as important to U.S. interests today as it was in
1980. With its pivotal geographic position in southern Africa, its extensive
infrastructure and largely private productive capacity, its proven ability to
produce food surpluses and its fragile multi-racial socio-political structure,
continued and significant U.S. assistance is justified. The overriding U.S.
objective is to see Zimbabwe work - to see the country succeed. In this

regard, specific assistance objectives for the strategy period are:

- To preserve and maintain the productive structure and general
infrastructure of the Zimbabwean economy. The unusual balance of
private productive agriculture, manufacturing, mining and service
sectors, with still untapped capacity, provides the best opportunity
for long-term growth, employment and social development.

- Relatedly, to guide Zimbabwe toward a successful post-Independence
economic model. This will mean a clearer definition of the country's
intended mixed economy and visible and sustainable progress toward
the country's objectives of growth with social equity.

- Lastly, to assist Zimbabwe to become a stronger ecconomic actor within
the regjon. A successful multi-racial political model in Zimbabwe
can set a positive example for peaceful change in South Africa. A
successful mixed economy in Zimbabwe can have beneficial spillover
effects within the region and can demonstrate an alternative to
failed Marxist economies in Africa. Continued growth in Zimbabwe's
agriculture productivity, with greater food surpluses, can set policy
examples for Zimbabwe's neighbors and also assist general food
security throughout the scuthern tier of the continent.

B. Assessment of Current Strateqy (FY 1982 - FY 1986}

USAID/Zimbabwe's FY 1984 CDSS submitted and approved in Washington in

June 1982 contained two longer term geoals:

- the marshalling of foreign exchange and domestic resources into the
most competitive growth sectors thus providing a firm basis for
sustainable poverty alleviation and development growth; and

- assisting the government in raising living standards, expanding
agricultural output, rural incomes, and increasing employment
opportunities while narrowing the stark dualism in the economy.
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Since 1982, progress towards these goals has been made.

Highlights include:

- The CIP has been used to underpin the private sector (primarily
mpanufacturing, industry, and commercial agriculture}. Recent
evaluation results firmly substantiate the impact the CIP has had in
keeping numerous industries functioning, easing employment cutbacks
and creating as many as 5,000 new industrial jobs. The private
sector recipients as well as government users of CIP resources have
been forthcoming in their statements of support for the CIP mechanisas
and its appropriateness in the Zimbabwe economic setting.

- Agricultural productivity has been significantly enlarged in
smallholder areas, Over the strategy period, the marketed production
of small farmers has increased for several key crops, including maize
(from 9% in 1978 to 40% in 1984), and cotton {from 19% in 1978 to 40%
in 1984). Research is being increasingly directed to commsunal
farming areas. Aqricultural education is being expanded at the
agricultural training institutions to meet needs of smallholders and
institutional credit for communal and settlement farmers has been
increased from 2$1.6 million in 1979-80 to $30 million in 1983-84.
Data also reveal a large increase in fertilizer consumption in
communal areas. Tonnage used by communal farmers has increased froa
B% in 1978-79 to 23% in 1983-4, suggesting a shift to improved
technology.

- Notable progress has been made in human resources development to
improve educatjon gquantitatively and qualitatively and in
building/strengthening local training institutions to help the
country meet the critical manpower constraints.

- Over 3,000 primary and secondary schools destroyed during the
liberation struggqle have been reopened.

- The number of secondary schools have increased from 177 mostly urban
prior to independence, to more than 1100 mostly rural in 1984,
reflecting the GOL's desire to broaden access of education in rural
areas.

- Over 150 Zimbabweans have received training under the AID manpower
training program in agriculture, engineering, science, health,
administration and education.

- Institutional capacity to train primary and secondary school teachers
has been significantly expanded. The number of students enrolled in
primary teacher training colleges increased from 2,000 at
independence to over 4,000 in 1984. The increase for secondary
teacher training was from over 800 to more than 3,200. This increase
is due in large measure to the construction of the A.1.D. financed
Belvedere Teacher Training College which is also developing new
curricula materials.



- 46 -

In 1983 AID and the GOZ signed a $45 million sector assistance
program aimed at sustaining significant progress made to date in
addressing the its human resources constraints. A key focus of this
program is to identify and institute ways to achieve GOZ education
and human resources objectives in the most efficient manner
possible. Thus, aside from assisting educational planning,
curriculum development and expending technical education and
vocational training, a major objective will be to improve budget
planning and management so that cost per completer can be contained.
It is too early in the program to assess likely effectiveness on this
key issue. However, the growing reliance on community resources to
complement government resources is a step in the right direction,

Less progress has been made in expanding employment in rural and
modern sectors over the strateqy period. Drought and recession have
plagued the country over the last three years. Beyond the limited
employment creation that can be attributed to the C.I.,P., attention
has been focussed on averting employment cutbacks and keeping
important industries functioning. A Small Enterprises Development
Corporation (SEDCO) has been established with AID assistance which
will focus on assisting small and emerging entrepreneurs.

The population qrowth rate problem is gaining national attention and
promising family planning institutions are developing. The national
family planning program has been strengthened significantly with AID
assistance and by 1986, family planning services will be available
nationwide. A contraceptive prevalence survey is presently in its
final stages and the results of the female survey are expected to
reveal a prevalence of about 15%-20% and increasing. The GOZ is
formulating a national family planning policy which will be
incorporated into the first five-year development plan of the country.

A,I.D. housing guaranty loans of US$50 million along with A.I.D.
local currency funds allocated for staff housing for rural workers
have helped to ease the critical housing problem. The U.S, dollar
Housing Guaranty loans have also helped the GOZ meet critical foreign
exchange needs.

A policy dialogue has been maintained with the GOZ in a number of
crucial areas. C.I1.P. and sector grant assistance have given AID
entree for quiet yet effective discussions with the GOZ on
devaluation, food subsidies, the budget deficit, agricultural pricing
policies, education policy and to a lesser extent small enterprise
development. Most notable policy achievements have been more in the
areas of agricultural producer prices, housing and population wherein
AID has worked closely and effectively with the GOZ and other donors
to smooth the way for investment of resources and the establishment
of positive government policies in these sectors. We have had less
effect on the budget deficit and investment policies.
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- Donor cgordination efforts have been adequate, given the short
history of donor involvement in Zimbabwe. An effective donor
coordination mechanism which features intimate government
participation is evolving, There is considerable scope for
improvement and an important objective of present and future AID
activities will be to improve donor coordination and collaboration
where feasible.

A retrospective look at the FY 1984 CDSS suggests that although the
strategy objectives were ambitious, progress has been made. Much of this can
be attributed to AID's selection of a non-project assistance mode. But such
must also be attributed to the generally favorable pelicy environment in some
key sectors, such as agriculture, and the GOl's desire to see a marked
improvement in available opportunities for the majority living in rural
areas. In implementing this strategy, an important lesson learned is the
effectiveness of a subtle policy dialogue process which quietly seeks to
educate and persuade. This approach has resulted in increased receptivity to
our ideas and suggestions and has led to some policy adjustments. This
limited success notwithstanding, there are a number of areas vhere greater
progress is essential e.g. reducing the size of the budget deficit, more
realistic exchange rate regimes and the adoption of policies that stimulate
and promote domestic and foreign investment if the GOZ expects to seriously
meet the challenge of development. The strategy set forth in the pages that
follow will continue to emphasize policy dlalogue as one of its key elements.

Our strategy for the FY 1987 - 1990 period will, in its key aspects,
continue the general directions established during the previous strategy
period. The major adjustment will be to focus on the important intersectoral
linkages that we believe have a braring on employment. This more concentrated
approach is based upon the Mission's realistic consideration of likely funding
levels over the strategy period, qovernment priorities and our analysis of the

key development constraints.

C. Elements of Proposed Strateqy (FY 1987 - FY 1990)
Our analysis clearly suggests that poverty in Zlimbabwe is best solved

by increasing productivity and employment. We are proposing an "employment
strategy” intended to increase both off-farm and on-farm income-earning

opportunities, to invest in human capital, and to reduce over time the number
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of new entrants into the labor force, The centerpiece is productive

employment and the strategy will have three major components:

1. TO _INCREASE EMPLOYMENT OPPORTUNITIES IN THE MODERN SECTOR OF THE
ECONOMY ,

This principal element of our strategy has three complementary
themes, which are designed to enlarge the economy's potential for employment

fn the modern sector and to assure a more employable human capital base:

- to stimulate new investment and better use of underutilized
industrial capacity, which will encourage labor demand and job
creation,

- to assist the GOZ to develop an adequate supply of gqualified and
skilled manpower,

- through collaborative studies and dialogue, to encourage economic

policies more conducive to growth, investment and labor utilization.

Taken together, these employment strategy themes will address the
growing gap between labor supply and labor demand within the Zimbabwean
economy. This alarming trend has been shown to result in part from population
growth and in part from lagging investment, and hence declining demand for
labor by the modern commercial farming and industrial sectors. As pointed out
in the analysis, wage employment provides support for all urban and most rural
households, provides cash for purchase of farm inputs and will be the only
source of income for a growing proportion of the population in years to come.
High levels of domestic and foreign investment are going to he required if
sufficient jobs are to be generated and an unemployment crisis averted. At
the same time, new labor entrants must be qualified to fill modern sector jobs
and participate in more productive agriculture. More qualified personnel must
be available to fill management and technical positions.

USAID/Zimbabwe will support this element of its strategy through both
a continuation of current non project activities and suppott for selected, new
activities, especially those which emphasize investment and employment

growth., The specific program areas to which resources will be directed are:

a. Commodity Import Program: We will continue provision of foreign exchange

to permit the private sector, including commercial farms, to obtain
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necessary imported inputs. One of the major reasons for the decline in

egployment in the last few years has been the inability of the modern

_sector to obtain the necessary foreign exchange to replace old, worn out

equipment or to purchase raw materials. To increase capacity utilization
as well as fuel new investment, the strategy calls for continuation of
this program both as a separate CIP and as a portion of the education and
agriculture sector programs (BEST, ZASA). A comsprehensive 1984 evaluation
of the CIP showed very positive tesults of the CIP in fueling investment

and in creation of employment.

Basic Education and Skill Training {BEST), ZIMMAN and Agriculture

Training: Support for basic education programs that prepare new labor
entrants for modern sector jobs and training for farmers, extension
agents, researchers, farm managers, etc., will be continued. The focus
will be on strengthening and reinforcing the already established
Zimbabwean training institutions through ongoing assistance in the
education sector and agriculture sector programs. With institutional
capacity for developing more relevant learning and instructional systeas
for basic education and vocational skills training established during the
early years of the sector program, the emphasis in the CDSS planning
period will be on staff development for those training institutions using
both technical assistance and participant training. Through both BEST and
ZASA, we will be strengthening the University of Zimbabwe's Agriculture
and Education faculties, Belvedere and ZINTEC teacher training colleges,
Chibero and Mlezu Agriculture training colleges and the five technical
colleges in Harare, Masvingo, Bulawayo, Gweru and Mutare. In the latter
case, we plan to emphasize private sector linkages with the technical
colleges so that private jndustry can better assist with curriculum
planning, equipment for training and the provision of lecturing staff.
Our resources will be used in part to develop closer ties between public
training and private sector labor demand, sc that the output of the
technical colleges is more employable.

Similarly, the ZIMMAN project will continue its efforts in
strengthening local institutional capacity to train higher level manpower

in the areas of agriculture, engineering, administration/management and
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health. The project will increase the investment in the University of
Zimbabwe's staff development program, particularly in the fields of
health, engineering, science, business administration and economics. 1In
addition, the project will be altered to enlarge the capacity of the
non=-profit, private institutions to train professional and technical
manpower. Although there has been a major expansion in enrollments at the
University of Zimbabwe and the various technical colleges under the public
sector, at least half of all post-school training opportunities are in the
private sector. It is proposed that ZIMMAN resources be utilized to
strengthen this capacity and develop closer complementary ties between

public and private sector training.

Policy Dialogue, Monitoring and Adjustment: The Mission will seek through

several studies to try to help improve the general investment and
employment climate. These policy areas include exchange rates, consumer
pricing, taxation, foreign exchange and budget management and interest
rates., Also important are ways in which wage, labor and industrial
relations policies affect the demand for labor. For example, the
inability of firms to alter their workforces in response to the market and
to ups and downs in business cycles has probably increased the direct
costs of labor intensive production. The Mission propeses to strengthen
research capacity in economic pelicy, both within the government and at
the University of Zimbabwe, and to wotrk with the Confederation of Zimbabwe
Industries and the Chamber of Commerce to carry out several studies on
labor demand, pricing policies and small enterprises. A U.N.-financed tax
commission will report its findings next year and is likely to recommend
tax changes designed to sti ulate more domestic investment. An informal
government/private sector working group is being convened to study
employment. The Mission may quietly finance some working papers for the
group. As the IMF is reviewing exchange controls and budget management
with the GOZ, the Mission will monitor the negotiations but intends to
play only an indirect role in this policy dialogue. We will, however,
work within the education sector to bring needed efficiencies and better
management of the education budget, the largest single iter in the

national budget.
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d. PRE Progqrars. Through assistance from PRE, and in cooperation with a

local merchant bank, the Mission plans to assist in the establishment of a
private export trading company. A PRE-funded feasibility has been
completed by Price Waterhouse and Equator Bank. An American venture
capital project is under consideration which could result in investment of
$30-50 million in un—invested local surpluses owned by several American
companies. As some foreign exchange will be needed, depending on the
final project selection, a PRE loan will be considered. With Embassy

assistance we will continue to encourage the GOI to sign an OPIC agreement.

e. Housing Guaranty Proqram: Activities which improve housing for the

growing urban labor force and open up access to home ownership for low
income families will receive continued support through the Housing
Guaranty Program. Emphasis will be on full cost recovery of capital and
recurrent housing costs. Our housing program can make a significant
contribution to employment in the construction industry, help provide
suitable shelter for the increasing number of households seeking
employment in the cities, and ia intended to strengthen the role of

private building societies in extending assistance to low-income families.

2. TO INCREASE PRODUCTIVITY AND INCOMES OF COMMUNAL SMALLHOLDER PARMERS.

The second element of our proposed strateqgy is to increase
productivity and income of smallholders. This portion of the strategy ezmerges
from four factors substantiated in our foregoing analysis of the Zimbabwean
economy :

First, most of the poor are located in rural areas and derive a
considerable proportion of their income from agriculture. Although
remittances and off-farm income are important, agricultural enterprises remain
the main source of livelihood. This is particularly true for the least
well-off members of this group -~ the rural women.

Second, the only viable method of raising smallholder's standard of
living is to build on what is available. The large numbers of people
involved, the education and skill base of this group and the lack of other

alternatives for the majority dictate programs aimed at people where they are.
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Third, opportunities exist to raise smallholder production. While
the natural rescurce base limits the potential, in some areas, there is
considerable scope for raising output if constraints can be relaxed. For
example, yields in many emallholder areas are much, much lower than those
attained by commercial farmers in similar agro-ecological zones. Yet the
essential infrastructure, such as private seed distributiocn, farm implement
manufacturing, fertilizer companies and effective marketing, are all in
place. The recent response by smallholders to mmarketing and production
incentives suggests the push needed may not be that difficult.

Finally, raising productivity and income of smallholders has very
important demand implications for products produced locally, and more off-farm
employment in the rural growth points can be stimulated. Considerable
upstream and downstream growth in the agriculture industry and food processing
sectors is possible. It is not an exaggeration to predict that greater output
and improved productivity in small-scale agriculture may be the most important
engine for future growth in a large part of the modsrn sector of the economy.

The modest input proposed from AID will not snable a measurable
impact on all the constraints to increasing farmer productivity and income.

Of necessity, and in recognition of U.S. expertise and what other donors are
doing, it is proposed to concentrate U.$. rescurces on a limited number of
constraints. The mechanism to be employed is continuation of an agriculture
sector support program that includes local currency as well as foreign
exchange. The local currency will be generated by a commodity import
mechanism included in the program.

The specific constraint areas where resources will be directed are:

- Technical assistance for research and manpewer development. This
aims to address the re ated constraints of insufficient trained
manpower in key teaching/research areas and the lack of necessary
technology suited to smallholders, A contract with Michigan State
University and Pennsylvanla State is already in place to provide the
necessary technical assistance.

- Programs providing qreater access to the means of improved
productivity, i.e., reliable input supply. If smallholders cannot
obtain fertilizers, seeds, tools, et¢. to maximize the effect of
available technology the development of the technology means
nothing. The access to inputs within reasonable distance when needed
is particularly important. With local currency financing marketing
and input supply depots are being located in many rural areas. AID
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will begin to work with the private farmers unions and input supply
companies to utilize to where possible more private channels for
extension and technology transfer.

Training activities to increase the numbers and skills of
agriculture/rural development support personnel. Quantities of these
people have been inadequate, considering the numbers of smallnolders
to be reached. We will support the enlargement of certificate an
degree level agriculture training institutions at Mlezu, Chibero and
the University Faculty of Agriculture. Levels of women's enroliment
at these institutions will continue to increase.

Programs aimed at maintaining and improving the ratural resocurce
base. Over=-population and overgrazing ate already causing severe
erosion and land degradation problems in many areas. Since land
pressure will increase even more in the future, it is vital that
programs are developed/instituted to arrest the decline, Sustained
productivity is the target.

Planning for agriculture/rural development. Effective and efficient
use of the limited resources available requires careful planning anrd
management. In Zimbabwe where new programs to reach new target
groups are being organized this is particularly important.
Unfortunately the pool of planners is somewhat iasufficient to do the
job needed in all areas. ZASA will provide short-term technical
assistance for selected planning.

Programs that reduce the drought vulnerability of smallholders. 7Two
types of activities are needed - irrigation to use water that
normally runs off and the provision of technoclogy to enable better
use of rainfall through more timely planting, etc. Modest efforts in
both areas need to be expanded, Irrigation in many comgunal areas
could also expand opportunities for mcre cff-f{arm employment.

Agricultural research focused on producrivity improving technoloqy
and high value crogs. While manpower :s & problem the focus of
research alsc needs to be correct if smallholders are to be able to
use results. Farming systems efforts and programs aimed at
production constraints identified by smallholders, especially farm
labor, need to be expanded. Simultaneously, because land holdings
are small, efforts are n- ded *o identify high value creps that can
be successfully grown to provide higher incomes. In these efforts
methods of maximizing the use of indigencus farming expertise will be
developed and supported. Zimbabwe is fortunate to have a good pool
of expertise and people on which te buiid. Unfortunately, these
resources are not always used to the maximun i.e. commercial farmer
skills are not transferred to communal farmers. The private sector
is not called on to do as much as it might. tilizing these
resourcas which are Zimbabwe-proved and tested is & cost-effective
methodlpf achieving results.
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3. TO ASSIST IN THE STRENGTHENING OF ZIMBABWEAN INSTITUTIONS THAT CAN OVER
TIME BEGIN TO REDUCE THE POPULATION GROWTH RATE.

An eventual reduction in Zimbabwe's population growth rate supports
an employment strategy through a reduction in the numbers entering the labor
force each year. As family planning objectives are met, it is also expected
that improvements in nutrition, health and hence worker productivity,
particularly in the communal areas, can also be realized.

From an institution building perspective, this element of the Missiocn
strategy will continue to strengthen and expand the services of the Zimbabwe
National Family Planning Council (ZNFPC). The ZNFPC enjoys government support
at the highest levels and is regarded by many external observers as the best
national family planning institution in sub-Saharan Africa. During 1984,
ZNFPC was gazetted as a statutory body which will function under the general
direction of the Ministry of Health. INFPC's enacting legislation also
established an interministerial executive committee which will provide policy
guidance for the Council. This committee is comprised of Secretaries from the
Ministries of Health (Chairman}, Agriculture, Youth, Community Development and
Womens Affairs, Lands and Resettlement and the Ministry of Finance Economic
Planning and Development (MFEPD).

' The Central Statistical Office within MPEPD is also assisting the
Council to develop and promulgate a national population policy statement. The
GOZ's objective is to incorporate this policy statement into the first
five-year national development plan, expected to be published later this
year. The GOZ's very positive steps over the past year to institutionalize
the support structure and build a policy for national family planning have
already resulted in considerable improvement and receptiﬁity of ZINFPC's
operations. Government's emphasis on and support for voluntary family
planning programs in Zimbabwe cle rly reflects its appreciation of the
important role such a program plays in achieving national development and
growth objectives.

AID resources will be directed toward the following program elements:

a. Continued support for and expansion of the various activities of the

Zimbabwe National Family Planning Council. The specific program areas

that AID will support are;
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Further expansion of the community-based proqram of contraceptive
distribution. The target of increasing the numbet of trained
Community Based Distributors from 3GC in 1982 to almost 700 by 1986
will be met. By 1987 new objectives for CBD's will be to have total
coverage of the country - particularly in remote communal areas where
services are not yet provided. New CBD's will receive the necessary
training, supplies and supervision to deliver contraceptive methods
to family planning clients.

Training of general health personnel to deliver some family planning
services. Considerable effort will be given to the training of
nurses, medical assistants, medical students, doctors, pharpacy
students, and other health persconnel in family planning. Much of
this training is being conducted at ZNFPC facilities but family
planning content is also to be included in the curricula of other
medical training institutions,

Increasing awareness of the importance and benefits of family
planning through public information, education and communication
{IE&C} campaigns. This program will focus heavily on men and
adolescents principally within secondary schools. Resources will
train key IE&C personnel and support the development and
dissemination of IB&C brochures, films and slide presentations on
family planning as well as radio and television spots and posters.

Further strenqthening of the management capability of the INFPC,
Emphasis will be placed upon improving capacity for policy
formulation and planning of ZINFPC programs at the national, district
and provincial levels. Participation in and exposure of Zimbabwe
family planning policy makers and managers to informational
conferences, workshops, seminars and the like will be emphasized.
The objective will be to promote the exchange of information and to
expose Zimbabwe officials to other programs.

Continued enlargement of the research and evaluation capability
within various ZNFPC offices., Although the Zimbabwe Family Planning .
program is well developed and increasingly effective, prior to AID's
involvement in 1982 no attention was paid to research and

evaluation, This is reqarded as a very critical need and a range of
activities will be included. Initial evaluation efforts will
include: (1) assurin an effective logistics and supply system for
ZNFPC to track contraceptive usage and supply requirements:; (2}
developing a managem:nt information system for the INFPC (3)
strengthening the financial management functions of the ZKFPC through
further training of its personnel and installing a computerized
accounting system. {4} assessing the usefulness and effectiveness of
various IELC techniques and {5) exploring methods for integrating
family planni 3 Into the nation's primary health care service.
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Assistance in contraceptive supply on a cost sharing basis with the GOZ.

This will include possible assistance in the form of feasibilitiy studies

_to explore potential for contraceptive manufacturing in Zimbabwe. Over

the last eighteen months there has been a significant increase in
contraceptive demand. When the AID project was designed in 1981, it was
not envisaged that AID would become involved in the supply of
contraceptives since few AID supplied methods were in use in Zimbabwe at
the time. However the demand situation has now changed dramatically and
several oral contraceptives available through A.I.D. are now in use in
Zimbabwe. To help meet this growing demand and to maintain momentum of
the project, AID will assist the ZNFPC over the next few years with
contraceptive supplies. AID assistance will be contingent upon the GOGZ
sharing, on an increasing basis, the foreign exchange costs of procuring
contraceptives,

AID and the government will also explore the feasibility of private
manufacturing of contraceptives in Zimbabwe to both help meet local demand
and export to other countries in the region. At first glance, the idea
appears promising and if successfully launched, will contribute directly

to the Mission's employment and productivity strategy objectives,

Work with the Ministry of Health to clearly define the pace and manner in

which family planning services are to be inteqrated into the primary

health care delivery system. This will also include an effort to enlarge

the role of PVO's in the delivery of family planning services and

encourage their invelvement and participation. Our efforts will focus on:

- short-term technical experts to assist the GOZ in developing
integration plans.

- adding basic primary health care tasks {e.qg. taking blood pressure,
hygiene and nutrition) to the work of the ZNFPC, particularly the
community based workers who have the greatest contact with mothers
and infants. The CBD's can algo assist in health referral work.

- Providing the government access to and information on the various
approaches to integration in other developing countries as well as
evaluation data.



D. Recurrent Cost Implications of Strategy

The foregoing strategy is proposed giving full consideration to
recurrent government expenditures and the Mission's own desire to discourage
unneccesary expansion of the civil service. Particular care is and will
continue to be taken to assure that our major sector programs in agriculture
and education do not increase recurrent budget requirements. On the contrary,
the objective which permeates both these programs is the development and
introduction of more cost effective and cost efficient measures that result in
cost savings., For example: the assistance being provided to the examination
branch in the Ministry of Education under the BEST program has two
objectives, The first Is to decrease the dependency on external marking of
the secondary examinations. This is estimated to cost about $4.0 rillion a
year. Not only will domestic marking of the examination save foreign
exchange, it will also reduce the annual recurrent costs associated with
examination marking. The second is to improve the overall capacity of the
branch to administer and process the various primary and secondary level
examinations. Rather than considering a linear expansion of the branch whichr
would involve the hiring of more clerical staff, it was estmated that
considerable savings in recurrent costs would be achieved by greater
automation of the various administrative and processing functions.

As in the above example, recurrent cost implications are carefully weighed
in deciding which activities will receive support under BEST and ZASA. These
implications are reviewed by the two icint AID and government working groups
which manage these programs. The working groups have representation from the
sections of the Ministry of Finance, Economic Planning and Development which
have responsibility for assessing recurrent cost implications. Each proposal
submitted for funding by the various implementing ministries must address this
issue to the satisfaction of the Ministry of Pinance, Economic Planning and
Development and AID, This consideration of recurrent cost implications is
also applied to all other aspects of the Mission's program and will remain an

important determinant in the allocation of resources over the strateqy period.
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E. Strateqy Benchmarks

Within the next two years, the viability of the FY 1987 CDSS will be
measured by assessing movement along several socioeconomic benchmarks. These
benchmarks reflect the extent to which Zimbabwean policy is effectively laying
the basis for sustained economic growth as reflected in growing employment and
income levels. The challenge faced by Zimbabwe is to consolidate the equity
gains since independence with sustained economic gtowth that increases
employment opportunities and real income per capita.

In developing these benchmarks, it is important to recognize the
weakness in Zimbabwe's socioeconomic data base. Many statistics on income,
employment and population are only estimates or have been derived from sample
survey data with fairly wide margins of error. For these reasons, the
assessment will be based on the movement and direction of change in these
benchmarks rather than their absolute levels. _

Another caveat is in ordex. Although the benchmarks are listed as
separate indicators, they are not necessarily mutually exclusive, but rather
interdependent. For example, decreases in the rate of inflation are likely to
be dependent on control of the rate of growth in the deficit financing of
government recurrent expenditures. While we have listed hoth as indicators,
movement on one is likely to be reflected in change in the other, albeit
perhaps with a time lag.

There are four categories of benchmarks. These are fiscal and
monetary policy, investment promotion, general policy climate and demographic
change. These are outlined below.

Fiscal and Monetary Policy

- Greater price stability through a reduction in the 1980~85 average
inflation rate of 12,5%.

- Lowering the deficit as a percentage of GDP from 12,2% in 1983/84

toward 7%.
- Decrease in the 17% annual rate of growth in money supply.
- Reversal of the trend toward greater share of GDP accounted for by

the public sector, which increased from nearly one-third at
independence to one-half in 1984-85,

- Reduction of cubsidies from the current 5,2% of GDP,
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Decrease in the share of the national budget allocated to defense
from current level of }3%.

Increase in rate of savings from 8% of GDP in 1983 through an
increase in the real interest rate from the present negative rate of
7!7‘.

Investment Promotion

Increases in minimum wages kept significantly below rate of increase
in inflation.

Improvement in competitiveness of Zimbabwean exports through further
exchange rate adjustments.

Increase in the gross return on capital investments from the current
13%.

Increase in the rate of capital formation.
Increase in the remittability of profits.

Reduction in the effective profit tax rate of 56.3%.

General Policy Climate

De-émphasis on government requlation and control of industry and the
economy to a policy of employment and investment promotion.

Maintain an incentive agricultural policy environment conducive to
increased productivity on communal and commercial farms.

Demographic Change

Increase in the contraceptive prevalence rate from the current rate

of 15-20%, paving the way for an eventual reduction in the population
growth rate and decline in new entrants to the labor force.

Qther Donor Assistance and Colliaboration

Magnitude of Donor Aid

Although the U.5., was the first to provide economic assistance to the

new nation of Zimbabwe with a grant of US$2 million on independence day, large
scale economic assistance to.Zinabwe effectively began with the commitments

made at the Zimbabwe Conference on Reconstruction and Development (IIhCDRD} in
March 1981. At this conference, attended by scme eighty delegaticns, external
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assistance pledges topped two billion Zimbabwe dollars1 and were almost
equally divided between grants and loans. Most funds were earmarked for the
Government's Public Sector Investment Program (PSIP).

By March, 1984, donors had committed approximately US$1.8 billion
(2$2.03 billion) with an estimated 40/60% grant/loan split (see chart). Nearly
60% of the aid committed has been in the form of project assistance, program
support and direct cash transfers available in foreign exchange to finance

imported requirements e.g. equipment, matefials. technical assistance and

training.
External Aid, ZIMCORD - 3/1984
Total committed 3 Grant %L Loan %
Total 2030 100 804 40 1226 60
Bilateral 1268 - 62 685 54 583 46

Multilateral 762 38 119 16 643 84

Donor assistance, AID's included, duriny the first two years of
independence was heavily focused on the reconstruction and rehabilitation of
the country's infrastructure =~ schools, clinicse, hospitals, rcads, bridges,
dip tanks, etc. - destroyed or damaged during the war. Some of the assistance
was provided in flexible cash grants for quick disbursement during the
reconstruction pericd. However, since many donors were required to provide
aid through the more traditional project assistance mode, disbursements for
much of the ZIMCORD funds have been sglow.

The focus of donor assistance began shifting in 1982/83 to the longer
term development cdncerns and many donors started committing resources to also
help with drought relief. The government succesefully appealed to donors
during the three years (1982-84) of economic recession, to convert some funds
already earmarked for project aid to commodity imports, cash transfers, and
other forms of quick dispersing program s-cistance. This was needed to
provide scorely needed foreign exchange for food and essential raw material
imports. Moreover, many donors were open to commodity import programs

following the successful model set by AlID.

- - . s S S M e 4 ey ok i » ———— - -

1. In 1984 dollars, the value of ZIMCORD pledges amounted to U.S.$1,776
billion or 28$2.018 billion
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Leading other domors to ilimbabwe from 1980 through July 1984 by level
of commitments in U.S8. dollars were: IBRD ($460 million), U.K. ($282
million), EEC ($125 million}, Prance ($113 million), Germany ($99 million),
Kuwait ($52 million), Sweden ($25.9 million), and ADB ($68 million).

Donor Collaboration

The AID program in Zimbabwe has been planned to take into account the
areas of interest and the activities of other donors. For instance, AID has
no active program in primary health, not because it is unimportant but because
it is a sector adequately covered by other donors. The same is true for
energy and fuelwood. There is close collaboration at sector and project level
and care is taken to insure that AID programs are compatible with and
complement the programs of other donors.

AID has effectively taken the lead in program assistance in Zimbabwe
and our sector grants and commodity import programg have been used by
government as models for other donors. AID, along witl. UNDP, has assisted the
GOZ in establishing a better system for tracking and accounting for donor
assistance. The government took advantage of an AID offer to finance a study
by Price Waterhouse of its procedures for accounting for and end use reporting
of donor funds. Many of the recommendations of _his report, including the
pteparation and use of new procedural manuals, have been implemented. The
government has also called upon the UNDP to provide long- term technical
assistance to the Ministry of Pinance Economic Planning and Developzent
{MFEPD) to help streamline and restructure the functioning of this key
ministry responsible for all external assistance,.

Since independence, there has been steady improvement in donor
coordination. The present UNDP Resident Representative holds monthly working
sessions for donors. These sessions are not the usual informal luncheon
meeting but are well attended gatherings where substantive discussions take
place. Often, key gover -ment officials partici ate and make presentations at
these sessions. Over the last year, these B tings proved extremely useful
when the government and donors exchanged information on the drought and food
aid commitments. With the opening of the World Bank resident office later
this year, the level an effectiveness of donor coordination is expected to
increase. A more forma. Consultative Group would be very useful, particularly

as Zimbabwe enters a difficult period of policy dialogue and adjustment with
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the IMF., Cooperation for Development in Africa (CDA) has not functioned well
in Zimbabwe. Local CDA representatives;cgntinue‘t?_recgiyg few, if any,
instructions from their home capitals and local CDA meetings have not been
held since 1982, when AID hosted two such get-togethers.

Administration of External Aid

The Ministry of Finance, Economic Planning and Development (MFEPD)
plans and coordinates external assistance and the sectoral ministries and
parastatals are the implementing agencies. When external aid began flowing
into Zimbabwe it encountered a government inexperienced in dealing with the
ﬁyriad of procedures and regulations that attend foreign assistance. Systens
had to be quickly developed and administration of the significant aid levels
has not been as efficient as desired. It has been estimated that less than
fifty percent of total aid commitments had been disbursed by the end of 1984,
Bilateral donors have the best disbursement ratio, 60%., The recent analysis
undertaken by UNDP concludes that those donors which have a high percentage of
commodity aid or equipment and materials transfers have had a relatively
-higher disbursement ratio.

Cash transfers to provide balance of payments or budgetary support
such as OPEC leoans or bilateral grants from the U.S;, U.K. and other countries
for the post-independence reconstruction program were disbursed quickly and
absorbed immediately. Multilateral financing from organizations such as the
ADB, BADEA, EEC and IBRD, which is generally targetted for specific projects
and programs, has not moved as quickly. This is due to complex procedures for
project formulation and financial commitment and detailed disbursement
procedures coupled with the government's inability to fulfill such
reguirements quickly.

Efforts to improve the efficiency and speed with which external
development assistance is used are continuing. The government convened a
meeting of all donors late in 1983 to identify constraints to aid utilization
and propose solutions. Several of the measures proposed have been instituted
and an advisor in aid monitoring and information systems development has been
recruited for the MFEPD. BAID will also continue to assist in this effort to
improve absorptive capacity through a follow-on study on ald accounting

procedures to be done by Price Waterhouse.
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G. Program Implementation and Resource Requirements

Despite requirements for policy adjustment in several areas of the
economy and some slippage in government administrative capacity, an
easentially non-project mode of assistance is still appropriate for Zimbabwe.
Program assistance here enables rapid disbursement of foreign exchange, mostly
through the private sector where substantial liquidity means easier generation
of local currency. Z2imbabwe dollars have substantial local utility and can
purchase a wide range of goods and services because of the diverse
manufacturing, agricultural and industrial sectors of the economy. This
further justifies a largely non-project approach.

Government capability to manage the various program elements is
considered good-to-adequate in those primary ministries with whom we work,
such as Finance, Agriculture, Bducation, BHealth and Bousing and Construction.
While some project planning and decision-making is less efficient now than in
1981, mechanisms have been put in place to provide the necessary planning and
decision-making help. For instance, ZASA and BEST resources are allocated by
interministerial committees on which A.I.D. project managers sit. CIP foreign
exchange is allocated to the private sector (80%) by another well-established
interministerial committee under the direction of the Ministry of Trade and
Commerce. This committee is now well aware of A.I.D. procurement regulations,
source origin requirements and commodity eligibility requlations. Because of
the very high private sector demand for CIP resources, disbursements can
usually take place between 12-18 months after Letters of Credit are opened.
Public sector CIP (20%) disbursements usually take longer because of
competitive bidding and award review. All public sector use of CIP foreign
exchange is decided upon by the Ministry of Pinance, Economic Planning and
Development, since public sector use also generates local currency and
assurance of adequate public budget coverage is essential,

Local currency generated by the two sector programs, agriculture and
education, is programmed for specific sub-projects by the respective
interministerial working groups according to criteria outlined in the two
PAAD's. CIP-generated counterpart is programmed in general to support the
CDSS strategy elements with the joint approval of the Ministry of Pinance and
A.I.D. A compesite listing of all local currency projects as of the end of FY
1984 is provided in Table 4. Lest the impression be left that the project
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management workload is light in the Mission, it should be noted that there are
57 active local currency-funded projects.

The general management approach of this Mission is to maintain larger
units of management, rely on government capacity where the policy framework
suggests that resources will be well invested, and to maintain a very small
U.5. Direct Hire Staff. The limited U.S. staff will, of necessity, work
outside their specialities and will need to cover a range of areas assisted
only by locally-recruited professional Zimbabwean staff and TDY support from
REDSO and other Southern African Missions. For instance, the Mission's Human
Resources Development Officer will manage the education sector program, handle
all participant training, backstop all PVO activities, direct all assistance
to small enterprises and monitor the local currency-funded Community
Development Fund. The Deputy Director is responsible for Mission management,
liaison with the JAO, security and local personnel. At the same time he
manages the population and Housing Guaranty programs and also carries the
Program Officer portfolio until the latter position is filled early in 1985,

Direct Hire Staff

With the addition of a Program Officer position, bilateral Mission

staffing will remain at only eight Direct Hire positions as follows:

Mission Director

Administrative Secretary

Deputy Director

Program Officer

Human Resources Development Officer
Agriculture Development Officer
Supply Management Officer
Controller

Local Staffing

The Mission is now in a full implementation phase and the management
workload has increased substantially, especially with local currency
projects. Rather than loocking to additional USDH staff, the Mission has
turned to recruiting and training more Zimbabwean professional staff. As a
general rule, each Division {(Agriculture, Human Resgurces, Supply Management,
Controller's Office, Program Office) will be staffed by one American, one
Zimbabwean secretary and at least one local-hire professional. Accordingly,
through the proposed strategy periocd 1987-1990, local staffing, both direct
hire (45 and personal service contracts {15), will be as follows:

»
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Position D.H,
Program and Housing Assistant

Buman Rescurces Assistant
Agriculture Assistant

Office Manager

Pinancial Analyst X
Voucher Examiner

Voucher Examiner

Cashier X
Administrative Assistant (SMO)
Administrative Assistant (HRDO)
Administrative Assistant (Deputy Director)
Secretary (ADO)

Secretary {Controller}

C & R Clerk X
Receptionist

Chauffeur

Chauffeur

Janitor/Gardener

Janitor/Gardener

E I ] E A o xnux‘

Resources Required for the Strategy Period

Zimbabwe has been an effective user of the $361 million obligated
since Independence in April 1980. It is unfortunate that bilateral levels
have declined over FY 84 and 85, just when the economy is trying to recover
from the effects of both drought and world recession. There would be greater
possibility of success of an employment strategy, as put forth in this
document, if ESF levels were somewhat greater than the $28 million received in
FY 1985. Given its positive agricultural peolicies, we continue to believe
that Zimbabwe should be considered for future year funding under EPI. Barring
any unforeseen drought, Zimbabwe should be able to provide not only its own
basic food grains, but also export some maize within the region. Therefore,
we are not proposing any PL 4B0 in future years.

Resource requirements by funding accounts are shown in Table 6. This
Table reflects the increased importance of Housing Guaranty and PRE resources

as part of the Mission's efforts to fuel local investment and employmwent.
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LOCAL CURRENCY FURDED PROJECTS (FY 1980 -~ 1984}

ONGOING ACTIVITIES

SECTOR/PROJECT TITLE

AGRICULTURE/RURAL DEVELOPMENT

1.
2.
3.

13.
14.
15.
16,
17.
18,
17.
18.
1g.
20,
21.
22,
23.
24.

Gokwe Farming System Study

Cotton Training Center at Kadoma
Chibero Agricultural College
Vegetable Training/Agritex

Chegutu Bulk Storage

Norton Bulk Storage

Mlezu Agriculture Training Institute
Sanyati Cotton Ginnery
Water Program Development

Rural Afforestation
Rural Service Centers
Cooperative Development -

Revolving Leoan Fund

Faculty of Agriculture Expansion (UZ)
AGRITEX (MINAG) Communications
Chibero College

Irrigation Development

Cooperative Credit
Cooperative Marketing and Supply
Open Wells Test
Rutenga Mapping
Small Farmer Research
Underground Water Investigations
Natural Resources Extension Education
Fporestry Commission
Pilot Ranching Scheme
Henderson National Dairy Research

EDUCATION AND HUMAN RESOURCES

1.
2.
3.
4.
5.
6.
1.
8.
9.
i0.
11.
1z,
13,
14.

Decentralization/Strengthening Ed. Planning
Localization of Examinations
Administration/Processing Examinations
Belvedere Teachers Training College
Agricultural Training at Teachers Colleges
Upgrading Secondary Teachers

Zimbabwe Integrated National Teachers Course
Vocational/Technical Secondary Teachers Kits
Primary School Arts/Crafts

Distance Education Materials

National Education Centre

Hostels for University of Zimbabwe

National Literacy Campaign

District Council Primary Schocls

AMOUNT

(2%)

394, 000
1,163,000
702,759
121,378
5,400,010
5,200,000
161,949
1,700,000
1,400, 000
128,000
4,000,000

7, 80C, 000
4,900,000
391,000
1,565,000
2,000, 000
2,000,000
2,000
196,000
502,000
57,000
400,000
100,000
150,000
500, 000
76,500

684, 000
100, 000
100,000
17,114,999
45,000
200, 600
1,863,000
4,100,000
100,000
2,000,000
2,600, 000
3,000,000
2,600,000
11,553,962

TABLE 4

AMOUNT
(z8)

40,914,596
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L

SECTOR/PROJECT TITLE

EDUCATION {continued)

15. Govt. Rural Secondary Schools

16. Mission Primary/Secondary Schools

17. 2imbabwe Foundation for Bd, Production
18. National Vocational Trainipg Centre

19. Mutare Technical College

20, Masvingo Technical College

21. Gweru Technical College

22, MANDATA Fund/Vocational Training

23, Public Service Provincial Training Centre

POPULATION/ HEALTH
1. Binga District Hospital Expansion
2. Child Spacing - Spilhaus Center

LOW COST BOUSING

l. Rural Housing

2. UNDP/USAID Low Cost BHousing
3. Cooperative Staff Housing
4. National Household Survey

PRIVATE SECTOR DEVELOPMENT
1. Small Enterprise Development Corporation
2. National Community Development Pund

TOTAL ONGOING

AMOUNT
(z8)

8,332,604
4,736,354
2,280,000
8,135,000
6,250, 000
4,250,000

500, 000

447,000
2,607,831

1,000,000
1,500,000

980, 999
2,600,000
1,500,000

220,000

5,000, 000
1,000,000

TABLE 4a

(z8)

83,599,750

2,500,000

5,300,999

6,000,000

138,315, 345
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LOCAL v TS (FY 1980 - 1984)

B. COMPLETED ACTIVITIES

SECTOR/PROJECT TITLE

AGRICULTURE

1. Summer Crop Pack

2. Extension Assistants Housing

3. 1Irrigation Reconstruction

4., Winter Seed Packs

5. Water Supplies

6. Roads and Bridges

8. Dipping Services

9, C.M.E.D.: Bulldozers

10. Water Development Peasibiljty

11. Intensive Resettlement - ‘
First Year Crop Inputs

12, Commission of Inquiry into Agricultural
Industry-Research Assistant

13. Rural Marketing Depots

14. Tarpaulins

15. Extension Staff Training

16, Grant to UNHCR

17. Maize under WFP

EDUCATION
1. Survey of Community Based Ttaining‘bfogtaps

2. Extension Staff Training
3. Vehicles for Schools

POPULATION/HEALTH

1. Gweru Medical Training Schoeol
2. Bulawayo Medical Store
3. Binga District Hospital

TOTAL COMPLETED

AMOUNT
(28)

2,000,000
411,000
1,040, 600
962,277
324,141
974,859
300, 000
425,880
333,833

238, 845
8,366

400, 000
46,000
677,375
3,000,000
5,000,000

—————— s ——————

20,000
677,375
160, 000

420,000
1,500,000

1,000,000

TABLE 5

AMQUNT
(z8)

16,142,576

857,375

_ 2,920,000

19,919,951
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STATISTICAL TABLES ARNEX B
TABLE NO. NAME
1. Gross Domestic Product, 1975-1983,
2. Composition and Growth of Gross Domestic Prcject, 1975-1983.
la. Modern Sector Wage Employment by Industry, 1965-1975.
3b. Distribution of Modern Sector Wage Employment by Industry,
1965-1975,
4a. Modern Sector Wage Earnings by Industry, 1965-1975,
4b. Modern Sector Wage Earnings per Worker by Industry, 1965-1975.
5. Direction of Trade, 1981-1983.
6a. Nominal Exchange Rates of Major Trading Partners, 1975-1964.
6b. Nominal Exchange Rate Indices of Major Trading Partners,
1975-1984.
6c. Trade-Weighted Poreign Exchange Rate Index, 1975-1984,
7a. Consumer Price Indices of Major Trading Partners, 1975-1984.
7b. Trade-Weighted Foreign Consumer Price Index, 1375-1984.
8. Real, Trade-Weighted Poreign Exchange Rate Index, 1975-1984.
9. Baiance of Payments, 1978~1985.
10a. Exports by Principal Product, 1978-1983.
10b. Percentage Composition of Exports by Principal Product,
1978-19483.
1la. Imports by Principal Product, 1978-1983.
1ib, Percentage Composition of Exports by Principal Products,
1978-1983.
12, Prices of Principal Agricultural Products, 1980/81-1984/85.
13, Area under Cultivation for Major Crops, 1979/80-1983/84.
14. Value of Agricultural Production and Sales, 1975-1983.
15a. Volume Index of Manufacturing Production, 1975-1983.
15b. Volume and Value of Mineral Production, 1979-1983.
16. Economic Classification of Central Government Expenditure and

Net Lending, 1979/80-1963/84.

17. Punctional Classification of Central Government Expenditure and
Net Lending, 1979/8B0-1983/84,



TABLE NO. NAME

18, Summary of the Overall Operations of the Central Government,
1979/80~-1983/84.

19. Limited Public Sector Deficit, 1930/81-1983/84.

20, Commercial Bank Advances by Sector, 1979-1983.

21. Monetary Survey, 1979-1984,.
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ANNEX C
PUBLIC POLICY AND THE ZIMBABWE ECONOMY

Introduction

As a backdrop to the discussion of public policy in the
Zimbabwe economy since Independence in 1980, the data in Table COCne
provide a 20 year perspective in terms of output, employment, income
per capita and prices. The data in the table are put forward with
some reservations given the relative weakness of the data base itself,
the need to link different indices of economic performance, the
unreliability of population estimates, the essentially provisional
nature of post-1982 figures and the fact that the 1984/5 figures are
estimates and forecasts.

However, Table One does underline the seriousness of the
problems facing the Zimbabwe Government in respect of the stagnation
of per capita income over 20 years -~ much of which was a per{od of
political instability -- and the declining ratio of employment to
total population, Per capita incomes, estimated at constant 1980
prices, are shown to have increased 29% between 1965 and 1974 when a
peak of Z $556 ( 1980 prices ) was reached. Income per head fell for
the rest of the seventies, declining 23 % to return to 1965 levels by

1979.

Independence in 1980 produced two years of rapid growth,
largely the result of the one-off effects of the ending of the war,
the lifting of economic sanctions and the excellent 1980/81
agricultural season. But these positive effects were outwelghed 1in
the 1982/4 period by the impact of the world recession on the Zimbabwe
economy, three successive drought years and an economic policy
environment that failed to inspire business and investment confidence
either at home or abroad. Following good rains in 1984/5 and in the
light of the international economic recovery, Zimbabwe is expected to
return to positive real growth in 1985 for the first time since 1981.
However, real per capita incomes 1in 1985 will be effectively no
different from their 1965 and 1979 level, while employment, as a ratio
of total population will have declined to a low point of 12,4%.

A feature of the table is the increase in the inflaticon rate
since 1979. Inflation, as measured by the GDP deflator,is estimated to
have averaged 12,5% during the 1980/85 period.

Leaving equity considerations on one side, the clear
challenge to the Zimbabwe Government 1s that of securing an economic
growth path that ensures some improvement 1in per capita living

i standards, after a generation of stagnation, greater price stability
and, above all, a much faster rate of job creation. :

The fortunes of the Zimbabwe economy since independence have
been determined largely by exogenous influences. The over-riding
impression from the data in Table One 1is that economic pclicies
adopted by the Government had little positive impact on economic
performance, but may -- for reasons discussed 1n the main body of the
paper -- have had a significant negative impact insof - as investment,
output growth and employment generation are concerned.



TABLE ONE

Income,Output and Employment in the Zimbabwe Economy 1965/1985

YEAR GDP Per Capita Inflation Employment Ratio Of
1980 prices GDP.Constant % p.a. population
Z $ million Prices 23 employed

1965 1 755 430 1,0 748 000 18,3 %
1966 1 785 422 - 735 000 17,4 %
1967 1 930 440 1,0 751 00C 17,1 %
1968 1 969 432 1,5 790 000 17,4 %
1969 2 250 478 3,5 836 000 17,7 %
1970 2 336 479 3,7 853 Q00 17,5 %
1971 2 616 517 2,7 891 000 17,6 %
1972 2 867 546 4,5 953 000 18,2 %
1973 2 959 . 544 6,0 998 000 18,3 %
1974 3 136 556 | 16,0 1 040 000 18,4 %
1975 3 132 536 7,0 1 050 000 18.0 &%
1976 3 106 518 8,0 1 033 000 17,2 %
1977 2 884 460 9,0 1 012 000 16,1 %
1978 2 858 440 5,5 986 000 15,2 %
1979 2 900 430 16,0 985 000 14,6 %
1980 3 206 458 13,5 1 010 000 14,4 %
1981 3 679 508 9,0 1 038 000 14,3 %
1982 3 648 486 12,0 1 046 000 13,9 %
1983 3 500 452 15,0 1 033 000 13,3 %
1984* 3 465 433 13,5 1 000 Q0O 12,9 %
1985%* 3 600 434 13,0 990 000 12,4 %
Notes

Assumed rate of population growth is 3,5% annually.

* = fporecast/estimate



GROWTH WITH EQUITY

At independence, the new Government inherited a
much-distorted economy with unacceptably large imbalances between
urban and rural living standards and between the economic and social
infrastructure in white-dominated areas and that 1in the black
communal areas. Much of the economic growth achieved during
sanctions had been import-substitution-inspired with the result that
the ratios of exports and imports to GDP were drastically reduced.
Table Two )}

TABLE TWO

Foreign Trade Ratios

YEAR IMPORT RATIO EXPORT RATIO
1965 36% 48,0 %
1979 22% 28,0 ¢
1983 22% 23,5 ¢

s ———— .

The new administration committed itself to a * Growth
with Equity " strategy. designed to simultaneously 1increase living
standards and improve the highly inequitable pattern of both income
and wealth distribution.

Central to this strategy was a much-enhanced role for
public policy generally and for the public sector in particular.
Government ‘s frequently-stated long-run goal is the establishment of
a one-party socialist state, in which the role of the private sector
would be reduced.

THE PUBLIC SECTOR

The public sector, accounting for between 35% and 40% of
GDP, comprises three distinct elements :
(a) Central Government,
(b} Local Government, and
{c) A substantial and fast-growing parastatal sector.

GOVERNMENT PARTICIPATION IN THE ECONOMY

Since independence, there has been a marked trend towards
increased government intervention and participation in the economy.
This has taken five main forms :




(i) Rapid growth in public sector spending and public sector
investment programmes. Structural constraints, however, have resulted
in substantial under-spendings on capital account with the result that
public sector investment targets have not been met.

(ii) The adoption or extension by the state of a wide range of
regulatory policies in respect of employment, wages, investment and
pricing decisions. Adherence +to these regulations has frequently
necessitated prolonged negotiations with Government departments and
resultant delays in decision-taking in the private sector. Regulatory
policies have facilitated substantial Government influence  over
private sector decisions.

(iii) Large-scale expansion by the parastatal sector in the form
of new parastatals and/or wider influence for existing institutions.

(iv} Direct investment by the state in a number of private sector
enterprises giving the Government either effective control or
joint-venture status, with a powerful minority stake.

{v) Increased wutilisation of interventionist fiscal, monetary
and exchange rate policies along with enhanced reliance upon direct
controls -- especially exchange controls.

National income accounts are not available for the period
since 1982, but it is obvious that in the post-independence period,
the share of the public sector in GDP which averaged 30% in the 1970s
and early 1980s has increased and is probably closer to 40% today.
Since independence, the Government has established a number of new
parastatals, the most important of which 1s the Minerals Marketing
Corporation, which 1is responsible for the sale of all minerals
including steel and ferrochrome, but excluding gold whose sales are
handled by another parastatal, the Reserve Bank of Zimbabwe. At a
conservative estimate, when the activities of the state-owned
Agricultural Marketing Authority are taken into account, the state has
direct control over some 55% to 60% of total exports as well as
licensing powers over all imports.

The main parastatals established since independence are

(i) The Minerals Marketing Corporation of Zimbabwe.

(ii) The Zimbabwe Development Bank

(iii) The Small Enterprises Development Corporation ( SEDCO )
(iv) The Zimbabwe Reinsurance Corporation

{v) The Zimbabwe Mining Development Corporation

{vi} The National 0il Company of Zimbabwe Ltd.,

(vii) The Zimbabwe Mass Media Trust

In addition, the Government bought out the minority
shareholders in the Zimbabwe Industrial Development Corporation, which
has been active 1in taking over small and medium-sized manufacturing

businesses since 1982.



FISCAL POLICY

The growth 1in the relative importance of fiscal policy is
reflected in Table Three showing the increased proportionate
significance in GDP of Government spending and revenue.

All the indicators reflect not 3Jjust an increase in the
relative impact of fiscal measures on the economy, but also a growing
element of the " crowding out " of private sector investment financing
by the public sector. The savings ratio for Zimbabwe ( defined as the
Gross Fixed Capital Formation minus the current account balance of
payments deficit ) has averaqged 15% of GDP over the past decade. Table
three shows that more than half of these savings are needed to fund
the public sector deficit.

Despite this, " crowding out " has not been a problem, if
only because private sector investment levels have been seriously
depressed. This 1s reflected in estimates of the rate of capital
formation in the economy since independence. These suggest that in the
1980/84 period total investment averaged 16% of GDP while, assuming a
depreciation factor of 3,5%, the ratio of net investment was of the
order of 12,5% of GDP over the period.

Furthermore, there is no evidence to suggest that depressed
investment levels are the direct consequence of excessive public
sector funding in the capital market, Instead, the
admittedly-fragmentary evidence suggests that private sector
investment has been deterred by the policy environment ( especially
tax rates, foreign remittance regulations and frequent Ministerial
forecasts of a " socialised " economy ), by the foreign exchange
bottleneck ( almost all investment having a substantial foreign
currency content |} and by the the existence of substantial excess
capacity in both mining and manufacturing.

However, as and when private sector investment demand
recovers, there 1is a very real danger of a crowding out situation
developing, especially in the light of the government ‘s heavy national
debt funding program during the rest of the century. The rolling over
of existing domestic debt obligations -—- excluding foreign
borrowings -- will absorb $2,5 billion between now and the turn of the
century. In addition, the public sector will need to step up its
investment program to " catch up " the major capital underspendings
forced on the authorities by a much-strained budgetary situation since
1982.

Indeed, the combination of these problems and the severe
foreign currency constraint on investment spending suggests that a
sustained increase 1n private sector investment is dependent upon both
substantial and continuing injections of foreign capital to help close
the domestic savings gaps and the external foreign exchange gap. This
might well take the form of increased reinvestment of retained profits
by transnational corporations, -- a possibility accentuated by the
recent trend towards agglomeration of investment holdings in the hands
of a limited number of foreign-dominated firms, flowing partly from
dis-investment by South African companies and also by medium-sized ({
often family-controlled ) domestic firms.
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TABLE THREE

L

FISCAL INDICATORS 1980/85

FISCAL YEAR + 1980/81 1984/85
As ratios of GDP F3 3

1. Public Expenditure ‘ 35,6 46,9

2. (Recurrent) . 31,5 38,7

3. (Capital) 4,0 8,0

4. Revenue (Taxes and fees) 26,4 35,0

5. Budget deficit 7.9 11,0

6. Net borrowing requirement 7,6 8,0

7. Totaf borrowing requirement 10,3 13,0
NOTES

1.

e
W

+

1]

Public expenditure recurrent spending + net lending + central government

investments,

wages/salaries, purchase of goods and services and

[}

Recurrent spending

transfer payments.

Capital spending = central Government capital expenditure + net lending

to parastatals etc + investments by the state.

Revenue = taxes on income and expenditure + fees, judicial fines etc.,
Basic budget deficit = Public spending - revenue ~ aid grants

Net Borrowing requirement = basié deficit - aid loans

Total borrowing requirement = net borrowing requirement + refinancing of

maturing loans.

= forecast

fiscal year = July 1 to June 30

e i T g T (e kX

o



PUBLIC EXPENDITURE

The pattern of post-independence public expenditure 1is
illustrated in Tables 4 and 5. Table 5 drawing on International
Monetary Fund data provides a comparison of Zimbabwe's public
expenditure profile during the 1980/85 period with that of a number of
African countries ( ranging from 19 to 25 depending on the item
concerned } for 1977.

Table 5 shows a significantly higher proportion of recurrent
to total spending in Zimbabwe relative to the " African average™,
highlighting the strong consumption element in aggregate demand. This
is explained, partly by the high level of defence spending -- itself
an understandable aftermath of the war, =-- but aiso by the
significantly higher level of transfer payments in Zimbabwe. The lower
level of capital expenditure is partly a reflection of the larger and
more sophisticated private sector, responsible for at least half total
investment, which 1in turn has meant lower absolute levels of public
investment. At the same time, capital expenditure 1is more readily
susceptible to spending cuts and this element has borne the brunt of
Zimbabwe ‘s cost-savings programmes since 1981/2.

The much higher ratio of transfer payments to aggregate
government spending reflects high levels of annual interest payments
on the national debt, domestic and foreign, with such interest
charges absorbing 14% of total expenditure in the 1984/5 fiscal year.

Two other crucial items under the transfer payments heading
are grants to private schools, averaging 10,3% of overall budget
expenditure in the 1980/85 period and the heavy -- and still growing
-- burden of subsidies, which averaged 8,3% of total spending during
the period ( Table & ). Despite the grant support for the private
schools, education spending as a ratio of the total budget 1is not
materially above the African average -- 17,4% as against 13,4%.
Pension payments absorb a further 3,9% of annual budgets. { Table S5 }.

The excessive level of transfer and subsidy payments 1is
further underlined when a comparison is made in terms of GDP. The
average ratio of transfer payments, including subsidies, to GDP for 21
African countries in 1977 was 4,5%, while in Zimbabwe ( 1980/85 } the
average has been 19%. This not only puts Zimbabwe well in front of
most developing economies, outside as well as within Africa, but also
alongside such prosperous, developed economies as West Germany (
19,58 )}, 1Italy {( 21,4% }, the United Kingdom ( 19,1% ) and Israel (
23,5% ) and well ahead of the United States, Canada and Switzerland.



COMPARATIVE PUBLIC SPENDING PATTERNS

8

TABLE FOUR

AFRICAN COUNTRIES 1977

70,0
27,0

14,7
3,7
29,0

10,0

15,4

8,7

ITEM ZIMBABWE 1980/85

Ratio of total spending %

Recurrent 84,7

Capital 15,3

Transfers/Subsidies h2,4

Interest charges 9,7

Wages/Salaries 26,0

Defence 15,8

Education 17,4

Agriculture 6,6

Sources: |IMF data and Zimbabwe Government Financial Statements.
TABLE FIVE

Creakdown of Transfer Payments 1980/85

ITEM

Private School grants
Subsidies

Pension payménts
Interest payments

Other transfers

10,3%

8,7%
3,9%
9,7%
3,8%

RATI10 OF TOTAL BUDGET EXPENDITURE



A partial explanation is that although Zimbabwe 's spending
on education is not far above the average for Africa in terms of its
proportion within the government budget, as a ratioc of GDP, Zimbabwe
is devoting 7,6% of national income to education compared with 3,9%
for Africa as a whole. This, of course, results from public spending’s
large relative share of GDP.

A further explanation is that the average African country
in 1977 was devoting 1,1% of GDP to interest payments compared with
4,5% in Zimbabwe -- admittedly during a period of significantly-higher
interest rates. Furthermore, this ratio has more than doubled in four
years from 2,8% in 1980/81 to 6,2% in 1984/5.

An additional explanatory factor is the difference in time
frames. The IMF data refers to 1977 since which time, interest,
subsidy and transfer payments have risen in many African countries
reflecting the rise in interest rates and efforts by governments to
counter deflationary pressures in their economies.

International comparisons aside, what is crucial is that --
assuming an unchanged policy environment,-- educational and
debt-service expenditures will impose an increasing burden on the
public purse for the rest of the century. This comment flows from the
twir considerations of the age structure of population on the one hand
and the rapid rate of population growth on the other, while the
increase in debt-service costs 1s the inevitable consequence of
enhanced levels of public sector borrowing at a time of high naominal
interest rates.

It has been estimated that, with an unchanged education
policy, government education spending will have to 1increase at an
annual rate of 9% ( at constant prices )} for the next 10 years. With
real GDP unlikely to grow at much above 4,5% annually, this means that
by 1995, education’s share of GDP will exceed 12%.

Table seven shows that with the exception of defence, gll
the major functional items of public sector spending have been growing
faster than GDP, whose current-prices growth rate averaged 13,5% over
the period, compared with 26% for debt-service payments, 37% for
agriculture and 20% for education.

However, the Table 7 data must be interpreted cautiously
since the 1984/5 figures refer to budget estimates rather than actual
realised expenditure. It is therefore possible that the lower spending
on defence and education forecast in the 1984 budget may not be
achieved and indeed, in recent years, it has been the norm to announce
substantial supplementary appropriations mid-way through the fiscal
year.
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TABLE SIX

Z{MBABWE: REVENUE AND EXPEND!TURE OF CENTRAL GOVERNMENT 1979/80--1984/85

Fiscal year July 1 to June 30, 2 $ millions.

YEAR 79/80 80/81 B81/82 82/83 83/84 84/85 Annual Growth
$m $m $m $m. $m $m %

EXPENDITURE:
RECURRENT 971 1 137 1 4b9 1 820 2 233 2 323 19%
Wages/Salaries (316) (375) (473) (558) {(621) (670) 16%
Goods/Services (284 (224) (290) (352)  (434) (L4ok) 7,5%
Transfers:
Interest {70) (100) (142) (200) (271)  (372) Loy
Private School
grants (56) (125) (183) (239) (285) (265) 36,5%
Subsidies (85) (106) (138) (156) (237)  (313+) 30%
Other (161) (208) (223) (315) (385) (300) 13%
CAPITAL 55 65 122 192 208 241 35%
NET LENDING 24 31 | 102 197 165 233 57%
INVESTMENTS - 49 5 -2 57 63 n.a
Total Spending 1 050 1 283 1 681 2 247 2 628 2 811 22%
REVENUE
Taxes and Fees 676 951 1 359 1 765 1 940 2 100 25%
Grants - L9 5 24 57 63 n.a
Total Revenue 676 1V 000 1 364 1 789 1 997 2 163 26%
BASIC DEFICIT 374 283 317 458 631 648 11,5%
Deficit as % of :

GDP 13% 8% 7,5% 10% 12,2%  11% n.a.

= Budget estimate

+ = excludes $125m carried over into 1985/6
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TABLE - SEVEN

Functional Expenditure Patterns 1980/85

ITEM 1980/81 1981782 1982/83 1983/84% 1984/85 Growth Rate
Z$ m. Z%m, Z%m 2%m, Z%m. 2 p.a.
Debt-Service 268 343 528 524 673 262
Education 217 310 397 beb k56 203
Defence 232 290 345 415 352 1
Agriculture 64 94 139 217 225 372
Transport 77 106 106 147 146 17%
Health 77 106 123 139 131 1523

Functional Expenditures as ratios of GOP and Total Public Spending

Debt Service
Ratio of GDP 7,4 8,1 11,3 10,0 11,2
Ratio of Budget 20,9 20,4 23,5 20,0 24,0

Education

Ratio of GDP 6,0 7.3 8,5 9,0 7.6
Ratio of budget 16,9 18,4 17,7 17,7 16,2
Defence

Ratio of GDP 6,4 6,9 7.4 8,0 5.9
Ratio of budget 18,1 17,3 15,4 15,8 12,5
Agriculture

Ratio of GDP 1,8 2,2 3,0 h,2 3,8
Ratio of budget 5,0 5,6 5,7 8,3 8,0
Transgort

Ratio of GDP 2,1 2,5 2,3 2,8 2,4
Ratio of budget 6,0 6,3 b, &4 5,6 5,2
Heal th

Ratio of GDP 2,2 2,5 2,6 2,7 2,2

Ratio of budget 6,0 6,3 5,1 5,3 k,7
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Three items -- debt-service, defence and education --
between them account for one-quarter of GDP and more than half of
aggregate government expenditure. While the relative magnitude of
defence spending should decline in the late 1980s, the debt-service
burden will remain obstinately high, and might even increase beyond
20% of the total budget and 10% of GDP. Unless the government
restructures education policy, the burden of such spending is likely
to reach unmanageable levels by the mid-1990s, and maybe even sooner

than that.

PUBLIC EXPENDITURE : SUMMARY

The salient features of public expendiure policy in
Zimbabwe since independence can be summarised as follows

(1). Public sector spending has grown faster than GDP with
the result that the ratio of public expenditure to GDP rose from
35,6% in 1980/81 to a forecast 46.9% in the 1984/5 fiscal
year.Recurrent spending has grown at 19,5% annually as against 13,5%
for GDP, with the transfers element expanding at 23% annually and
debt-service payments at 26%.

(ii). The share of recurrent spending in the total budget at
almost 85% has necessitated reductions in public sector capital
formation. Indeed, the main impact of public spending cuts has been

on capital account.

{(iii).Zimbabwe is spending far more on transfer payments --
notably interest on public sector debt, subsidies and grants to
schools -- than the average African economy, though total spending
on education at 17,4% of the budget is only marginally above the
1977 African average of 15,4%.

(iv). Since 1980, there have been some disquietening
increases in the proportion of debt-service payments to GDP, 1in
particular, but also in education spending’s share of GDP. In
1980/81 these two votes represented 13,4% of GDP, but by 1984/5
this had risen to 18,8% -- a 40% rise.

(v). Looking ahead, its difficult to see any reversal of
these undesirable trends, unless or until there is a major change in
education policy =-- publicly ruled out by the Prime Minister in
January 1985 -- and reduced reliance on deficit financing to fund
recurrent spending which has been a disturbing feature of fiscal

policy since 1982.
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REVENUE

Revenue from taxation has expanded at nearly double the GDP
growth rate since 1980 --- 24% annually as against a GDP growth rate
of 13,5%. As a result, the share of taxes in GDP has risen from 21,5%
in 1980/1 to a peak of 33,7% in 1982/3, falling to 31% { forecast!} in
1984/5. Over the period, the average tax/GDP ratio was 30%.

Revenue buoyancy is explained by the combination of rapid
economic expansion 1in the early part of the period, new revenue
measures and higher rates of tax.

Since 1980, B88% of total revenue -- excluding international

aid -- has been obtained in taxes, with the balance being income from
property and fees charged for government services, Jjudicial fines
etc.,

Table Eight shows that there are five main sources of tax
revenue -- corporate income tax on profits, personal 1income tax,
sales tax, customs duties and excise duties.

TABLE EIGHT

Tax Revenue 1980/85

Tax Ratio of Total Average annual growth
Tax Income 1980/85 rate 1980/85

Personal Income Tax 27,1% 20,5% p.a.
Company profits Tax 21,2% 15% p.a.
Sales Tax 23,5% 21,5% p.a.
Customs Duties 13,4% 51% p.a.
Excise Duties il1,1% 35% p.a.

- - -

Since 1980, there has been a marked shift towards indirect
taxes. Direct taxes accounted for 56% of total tax revenue in 1980/81
but only 45% ( forecast } in 1984/5. In part, this reflects cyclical
influences -- notably the decline in company tax revenue from $365
million in 1982/3 to an estimated $321 million in 1984/5. This is the
result of declining corporate profitabilty, which more than offset
increased rates of company taxation.
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The basic rate of company tax has remained unchanged at 45%
since independence, but a 15% surcharge, ( originally 10% ) and a
drought surcharge of 10% in 1984 has raised the effective tax rate on
profits to 56.25%.

Personal income tax is levied at rates ranging from 14% to
45% for single taxpayers and from 10% to 45% for married taxpayers
These rates are also subject to surcharges raising the effective
marginal rate to 63%. Although individual taxation is the major source
of government revenue, it 1is collected from a relatively small
proportion of wage earners since the level of abatements 1is high
relative to average wages.

In April 1984, in an effort to broaden this tax base, a new
Lower Level income tax at the rate of 2% was imposed on individuals
earning more than Z$100 monthly, but who are not liable for PAYE (
Pay-As-You-Earn ) income tax in the normal manner. This tax 1is
expected to raise $20 million in a full year.

The second explanation for the relative increase in indirect
taxes is the imposition of higher customs and excise duties along with
an enhanced 1import volume leading to increased revenue from import
taxation. Revenue from customs duties grew at an annual average rate
of 51% while that from excise duties expanded at 35% annually.

The major source of customs revenue is the duty on
petroleum, accounting for more than half the total while most of the
balance of customs revenue is collected in the form of the 20% duty on
imports, excluding petroleum and government imports.

The rapid growth in excise revenue 1is partly explained by
the 1984 decision to collect sales duties on tobacco, beer and soft
drinks, at factory level as an excise duty rather than at retail level
as a sales tax.

The net effect of tax changes since 1980 has been to
substantially increase the burden on individuals. Table Nine shows
that the ratio of total wage income being absorbed in personal income
tax, and in sales,customs and excise duties, increased nearly 50% over
the period.



15

TABLE NINE

Tax Ratios of Wage Incomes 1980/85

YEAR Ratio of Wages paid in taxes
1980/1 30 8
1981/2 37 %
1982/3 40 %
1983/4 44 %
1984/5* 44 %
Average 1980/5 39 §

* = forecast

. ——— - — . -

THE BUDGET BALANCE

Despite the rapid expansion in government revenues, which
far outpaced GDP growth, the basic budget deficit has increased -- at
an average annual rate of 23%. {Table Six ). The ratio of the budget
deficit to GDP rose from 8% in 1980/81 to a peak of 12,2% in 1983/4
and is forecast to dip slightly to 11% in 1984/5. whether this 11%
target is attained will, of course, depend on the extent to which
1984/5 budgetary projections are met.

A budget deficit of this magnitude has far-reaching, adverse
ramifications for the economy. These include the spillover of the
budget deficit into the current account of the balance of payments,
the need to finance this deficit using both domestic and foreign
capital, the inflationary implications of the resultant money supply
growth flowing from so substantial a budget deficit and the long-term
effects in respect of a growing national debt and associated
debt-service burden. The financing of the budget deficit since 1981 is
illustrated in Table Ten :
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TABLE TEN

Financing the Deficit

YEAR Deficit Foreign Domestic Domestic
Finance Non-Bank Bank
Z $ m. Z$S m. Z8 m. Z$ m.
1981/2 317 220 110 { =13 )
1982/3 467 50 311 106
1983/4 631 51 382 198
1984/5* 648 126 315 207

* = forecast

—— A —— s - — — — —

The Table shows that during the four fiscal years, foreign
borrowing to fund the budget deficit amounted to $447 million ( about
18% of Zimbabwe’s total external obligations ), while bank borrowing
by the Government, which directly increases the money supply, amounted
to $497 million. It is likely too that the authorities would have been
forced to rely to an even greater extent on bank borrowing
domestically had it not been for the one-off effect of statutory
increase in the required asset portfolios of pension funds and
insurance companies. In September 1983, these institutions were
required to hold 60% of Government and quasi-government paper in their
portfolios compared with 50% previously. For non-life insurance
companies, the increase was from 25% to 30%. This has temporarily
enabled the authorities to sell a larger volume of governent stock in
the domestic capital market while these institutions are increasing
their holdings of official paper.

A particularly disturbing aspect of the budgetary situation
is 1illustrated in Table Eleven, which shows the extent to which
deficit financing has been used to fund recurrent  government
spending.
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TABLE ELEVEN

The recurraent budget deflicit

YEAR Recurrent Revenue Recurrent
spending deficit
ZS m. Z% m. ZS m.
1980/1 1 137 1 000 137
1981/2 1 449 1 364 85
1982/3 1 820 1 789 41
1983/4 2 233 1 997 236
1984/5* 2 323 2 163 i6d
* = forecast

while borrowing to finance capital investment programs, net
lending to parastatals and the refinancing of maturing debt is
acceptable, it 1s clearly undesirable as a means of funding subsidies,
interest pavments, wages and salaries and current purcnasn: of <coods
and services. Yet - in the five vyears under review,scwme .,53% of
recurrent spending, amounting to $6%9 miliion, was <Iinanced
domestic and foreign borrowing.

The need to resort to borrowing, f{oreign as wel
domestic, o finance «current expenditures underlines the cr:
nature of Zimbabwe’'s present fiscal difficulties. As Tabie E
shows, larger-scale bank borrowings to fund the recurrent deficit
become necessary since 1983 with adverse repercussions oOn the
inflation rate and on the ability of the authorities to keep the
growth rate of the money su,. - in line with the underiying growth
poptential of the economy. Indeed, since 1983, while GDP growth - &
real terms - has averaged 2% annually -- the money suppiy { M2 | ha
increased at an average annial rate of 17%. Central Banx figure
indicate that two-thirds of money supply growth in the 1980,/83 per
was the result of increased public sector borrowing.
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FISCAL POLICY : AN ASSESSMENT

Although fiscal policy since 1980 has been both active and
interventionist, it is impossible to detect any <c¢oherent, underlying
fiscal strategy other than a " good housekeeping " approach designed
to raise as much revenue as possible to meet burgeoning expenditure
commitments. The new administration inheriting a heavy defence bill
and committed to large-scale social services spending, allowed public
sector expenditure programs to outpace revenue availability.

The gap was partially closed through the expedient of tax
increases to the extent that by 1983/4, 44% of personal sector income
from wages and salaries was being collected in taxes compared with 30%
in 1980/1.In essence, fiscal policy has been tightly constrained by a
fast-expanding funds requirement that left policymakers with virtually
no reoom for manoevre.

The Government s committment to subsidy-reduction
notwithstanding, subsidy payments have been an increasing ratio of GDP
(Table 12}.

TABLE TWELVE

Subsidies in the Zimbabwe Economy 1980/85

YEARS 1980/1 1981i/2 1982/3 1983/4 1984/5*
Food Subsidies ) 73,5 100,5 125,6 150,5 149,7
National Railways 36,0 37,6 28,0 24,0 31,3
ZISCO Steel - - - 52,0 76,0
Air Zimbabwe - - - -~ 18,0
Exporters 5,6 - 2,5 10,0 15,0
Assistance to Industry - - - 20,0 5,3
Reserve Bank of Zimbabwe - - - 10,0 13,6
Zimbabwe Broadcasting - - - 3,0 3,7
Total 106,1 138,1 156,1 269,5 312,6
Ratio of Total Budget 8,3% 8§,2% 6,9% 10,3% 11,1%
Ratio of GDP 2,9% 3, 3% 3,3% 5,2% 5,2%

*= forecast



If the $125 mililion 1in subsigies i -~% shou.d have been
provided for in the 1984,5 budget, { $69 mililion {fo0oa subsidies,S$40
million for the National Rallways and $16 million for A:r 2:mhaowe
is added into the 1984/5 figure, total subsidy payments the r2ich
5446,6 million or 7,4% of forecast GDP.

- Subsidies are part of the administration s program to check
consumer inflation and limit wage 1increases, to boOst exporis ¢ via
the ster}l and transport subsidies and the export incentives !, to

. avoid price rises in the parastatal services sector { notapi:y &the
railways and national airline }, and to bolster those industries which
are uncompetitive under present economic conditieons.

The authorities introduced a new subsidy in mi1G-1%84 -- for
gold producers -- which graphically illustrates their thinking. The
aim of the gold price suppeort program 1s

to bolster both employment and output at a time of a falliing ©ruliicn
price on world markets and aiso, through subsidisation, increase goid
exports. Gold producers are being paid a guarantoec price ¢f I S$3%4¢ an
ounce for their qoid when the horzd marXxet price 1§ bDelow tnat  Level.,
When the bullicn price rises above Z$503, gold producers are reguired

to pay 25% of the " premium " to cover the previous.y-obtained subs:idy
suppert.

The steady decline in bullicn praice since the
gold-subsidy program was announced has d to the overa.. ie¢vel c¢f
subsidies. In January 198%, the S‘b5‘4y was averagins 2820 an cunce
which would cost the Treasury 285,35 million annuailv.

To the extent that tne) are necessary tC achieve a srooin
transition from one pricing pollcy regime to another, Oor to boister an
industry during a temporary c¢yclical sectback, subsidies can e
justified, but their continued appiication ne:T o©oniy JIreates orice
distortions within the econemy, sending o©Out misieading Si1gnals Lo
producers and consumers allxe, but has aiso imposed a severe and

growlng burden on ithe taxpayer.

it 18 clear that urgent and ¢ffective aciign 13 necess
reverse the trend towards 1ncreased subsidies., This wili i
: upward adjustment of consumer prices for food products, a
restructuring of the steel industry and a ravision c¢i Dricing e
in the natiocnal airiine and raiiways.
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POLICY NEUTRALITY

Since 1980, fiscal policy has been constrained by the
government s political committments, especially those in respect of
education and health, income redistribution ( wvia the subsidy
mechanism ), defence and the demobilisation of former combatants --
at a cost in terms of demobilisation gratuities of $150 million.

This left virtually no room for manoevre on the
revenue-raising side with the Treasury being required to raise
substantially-increased revenues to finance rapidly-increasing
spending programs. As a result, virtually no measures have been
introduced to encourage savings, to induce investment, to generate
jobs or to improve the balance of payments -- the main exception being
the revival of the export incentive scheme,.

In a policy sense, fiscal policy has been neutral, though
the steep rise 1in the proportion of incomes paid in taxes has had a
deflationary impact on ocutput and emplioyment which must also have had
favourable ramifications for the balance o©f payments. The chief
preoccupation of the Treasury has been with keeping the budget deficit
within acceptable 1limits, while at the same time nmeeting the
government ‘s political priorities. The Treasury’ s failure to maintain
this difficult balance was reflected in the collapse in February 1984
cf the IMF standby agreement following supplementary expenditure
estimates of $304 million which pushed public sector spending and
borrowing well beyond the previously-agreed IMF program limits.

Fiscal policy inertia is unlikely to continue beyond 1986.
The Commission of inquiry into 2imbabwe’s public finances is due to
report early in 1986 and may submit a preliminary report before then.
This report is expected to recommend changes to the existing
discriminatory system of taxation of married women, to recommend
substantial simplifications of the tax code and suggest the adoption
of a tax on under-utilised land based on the productive potential of
farm land.

While none of these measures would have a major favourable
impact on revenue, the land tax would represent an important policy
iniative designed to achieve favourable supply-side effects through
enhanced land utilisation and, almost certainly, a more eguitable
pattern of land distribution.

However, this could also have negative implications for the
level of agricultural productivity, and result in large-scale land
purchases by the state from ( white ) commercial farmers wishing to
dispose of " under-utilised " land. This, in turn, could create a new
and severe financial burden in the form of land purchase costs.



Unless or untii there are majer new policy initatives
in the realm of public spending -- and these may ©bLe IortnrIoting
after the 1985 elections, --Zimbabwe's fiscal posit.on wiil

b XA

remain under severe strain. Recent criticism cof the IMF -- which
has urged the Zimbabwe government to rationalise its expenditure

on education -- and the outright public rejection of IMF
suggest .ons by the Prime Minister does, however, suggest that 1o
radical change of direction 1s currentiy contemplated.

There are also no signs of any sustalned eifort by
pelicymakers to integrate spending on education with an
associated program of job-generation. The fact that there are
fewer people in employment in 1985 than in 1275, daring which
time the popuiation increased by more than one mi.:igon pecple,
underscores the urgency of an integrated eccncmic crogran
designed to generate jobs for the estimated 8C (40 annual
school-leavers.

Economic recovery from recession in 19856 wiii De

w
reflected 1n 1increased public sector revenue, but the high rate
of inflation, rapid population growth, government’'s commitments
to expanded social welfare programmes, especialiy in educaticn
and the need to both maintain and improve the scocial and economic
infrastructure are likely to mean that publ:ic expend:itur Wil
grow at least as rapidly as revenue, leaving littie i
for tax reductions unless major cuts in the underiying .
recurrent public spending can be achieved as a resu::l
restructuring of existing public spending programs.
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TABLE THIRTEEN

Central and Local Government Debt 1975,/1984

YEAR Total Debt Ratio of GDP Foreign Ratio
; of total
Z% m % 2
1975 896 47% 13,5%
1979 1765 69%‘ 24,7%
1980 2170 68% 22,5%
1981 2476 62% 24,5%
1982 2908 65% 33,9%
1983 3309 67% 34,5%
1984 3750 68% 32,9%

MONETARY POLICY AND INTEREST RATES

Throughout the post-independence period, the real interest
rate on savings has been negative. Table 14 shows the relationship
between interest rates on 12-month deposit and the average inflation
rate, measured by the Consumer Price Index for both higher and lower
income groups.

The prime overdraft lending rate of commercial banks, which
has been pegged at 13% since 1981, has also been negative in real
terms, which ought to have marginally stimulated domestic investment
given the tax breaks available for capital formation on the one hand
and the fact that interest payments on loans are tax-deductible.

The negative real return on savings helps explain the recent
steep fall in savings ratios 1in Zimbabwe ( Table 19 }. Table 15
provides confirmatory data showing that the growth rate of savings in
the financial institutions has been slower than that of GDP with the
result that the ratio of financial savings to GDP fell from 50,7% in
1979 to 44% in 1983. A further decline 1is likely to have taken place
during 1984.
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TABLE 14

-

INFLATION AND DEPOSIT RATES

MAX {MUM RATES PAYABLE FOR 12 MONTH DEPOSITS

YEAR COMMERC AL FINANCE BUILDING POS B MERCHANKT INFLAT ION
BANKS HOUSES SOQCITIES BARKS RATE
y 2 P 3 % P 3
* 1980 4,25 5,25 4,75 3,25 4,5 8,5
1981 12,0 9,13 9,75 7,5 14,0 14,0
1982 10,5 9,13 3,75 7,5 10,75 14,5
1983 14,0 9,13 9,75 7.5 13,0 19,75
1984 8,75 9,13 9,75 10,00 13,0 16,5
TABLE 15

SAVINGS IN ZIMBABWEAN FINANCIAL INSTITUTIONS

YEAR TOTAL SAVINGS RATIO OF GDP REAL INTEREST RATE
Z §$ MILLIONS 3 S
1573 1 292 50,7 -4,25
. 1580 1 518 47,3 -2,0C
1981 1767 k#,2 -4,00
" 1982 2 043 43,8 -5,75
1983 2 159 hh, 0 -7.7

* Real interest rate is inflation rate minus 12 months commercial bank ceposit

rate.
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The most representative money market interest rate -- the
90-day rate on NCDs -- also remained negative in real terms throughout
the 1980/84 period. It rose from 4,5% in 198C toa high of 15% at the
end of 1983, before falliing to average 9% during 1984, The return on
Government stock issues has also been lower than the 1inflation rate
throughout the post-independence period.

Negative real interest rates of this magnitude must have
been a deterrent to saving, though it 1s not possible to quantify
their impact on savings rates.

However, there is no evidence to suggest that negative real
interest rates have stimuiated investment in the economy. Indeed,
although real interest rates have been negative, net investment rates
have remained low. It does seem likely though that savings ratios have
been adversely affected by the negative real return available.

There are two powerful reasons for favouring a higher
interest rate structure 1in Zimbabwe. Firstly, it would stimulate
savings and secondly, rationalise credit utilisation in the economy.
It 1is often argued that positive real interest rates would 1ncrease
the cost of capital relative to that of labor in the economy, thereby
encouraging labor-intensive production technigues. But this assumes
that alternative production techniques that economise on capital are
readily available, which wvery frequently is not the case given the
modern bias towards labor-saving innovations, and implies aiso that
entrepreneurial bias against labor-intensity can Dbe overcome through
efficient pricing of the factors of production.

In Zimbabwe, there are strong grounds for believing that
this may not happen, since state regulations on hiring and firing
labour have substantially raised the implicit, as distinct from the
explicit, cost of employing labour. This trend towards increasing the
implicit cost of 1labor may be intensified by new labor legislation
being enacted in 1985.
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NON-FINANCIAL PUBLIC ENTERPRISE

Nonfinancial public enterprises in Zimbabwe account for a
minimum of 15% of GDP. A disquietening feature of their o¢perations in
recent vyears has been their escalating losses. {-ese lcsses fall into
two main categories -- those 1incurred by the agricultural marketing
boards and those 1incurred by the National Railways ol 2imbabwe, Ailr
Zimbabwe and Zisco Steel. ( Table 16 )

TABLE SIXTEE

PUBLIC ENTERPRISES LOSSES

YEARS 1980 1981 1982 1383 1984

Z$ m. i85 m. s m. Z§S m. s m.
Agricultural Boards 18,1 45,5 81,3 122,9 144.4
National Railways 32,9 41,1 55,6 59,¢ 45,8
Air Zimbabwe (G,03) (0,36) 4,4 16,3 17,
Zisco Steel (1,8) 19,3 44,2 5¢,0 73,38
TOTAL 48,9 105,5 185,5 Z288,2 282,2
Ratioc of GDP ' 1,5% 2,6% 4,2t 5,2 3.3

I T L

In the period from 1981 to 14984, the

1N rf

otai licsses of the
parastatal sector totalled $860 million or 57 cf the eccnomy s net
savings. This illustrates the severity of the burden on the eccnom:
arising out of the unsuccessful trading operations of the parastatals.

Some parastatals ~- notably the Posts and Telecommunications
Corporation, the Electricity Supply Commission and the Minerais
Marketing Corporation -- have earned surpliuses in recent wvears, but the
public enterprise secteor as a whole is a major drain n  the econemy s

savirgs and a serious burden on the taxpayer.

The causes of poor financlial performance are many. State
enterprise has often been saddled with <controiled prices intended to
subsidise the final consumer, especlaily in the focd secter. In ra:il
transport, the national railways has long been used as a means of hidden

subsidy for agriculitural and mineral exporters.
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The airline’s losses are of more recent origin and can be
explained in terms of reliance on high-cost fuel-inefficient aircraft
and relatively 1low load-factors on long-haul international flights.
The steel industry, dependent on export markets taking some 75 & of
its output is poorly placed geographically to compete in international
markets. The Jansen study of manufacturing in Zimbabwe found that the
steel industry had a domestic resource cost ( DRC } ratio of 3,62 -—-
easily the most unfavourable in the entire industrial sector. A DRC
ratio of below unity means that local industry has a comparative
advantage internationaily; but the steel 1industry figure of 3,62
implies that the industry is massively inefficient internationally.

Parastatal deficits would be supstantially reduced if the
Government were prepared to eliminate food subsidies, and the position
would also be improved 1if past losses could be written off thereby
reducing the heavy burden of interest charges in the parastal sector.
But even 1if the situation in respect of the agricultural marketing
boards could be resolved along these lines, Air Zimbabwe, the National
Railways and Zisco would continue to incur substantial losses. In the
case of Zisco, reduction in the scale of activities, new eguipment and
a changed product range are required, while for the NRZ steps should
be taken to eliminate transport subsidies.

STATE PARTICIPATION

In addition to <creating new -- and more extensive --
parastatals, the Zimbabwe Government has increased state participation
in the economy by way of active investment in the private sector. This
has taken two main forms :

{1) Direct investment, sometimes on a joint-venture basis, with
private sector interests -- e.g., the joint-venture with Heinz in
the purchase of Ciivine Industries or the purchase of a
controlling stake in CAPS Holdings ( pharmaceuticals )} or Zimbank
{ the country’s second largest commercial banking group).

(i1} Indirect investment in the private sector via a parastatal,
using the Industrial Development Corporation, the Mining
Devel opment Corporation or even the Mass Media Trust as the
vehicle for acquiring ef{fective control.



The main lnvestments in the private sector since 198C are

{i). A 43% share 1n Zimbabwe Newspapcrs purchased f{rom the Argus
newspaper group in South Africa, giving the =z.ate an effective
monopoly in daily newspaper 1industry and 3 of the weexly

newspaper sector.

{ii}. A 61% share of the equity in Zimbank purchased from the
Netherlands Bank of South Africa Ltd.

(iii). A 42,6% controlling interest in the Stock Exchange
corpany CAPS Holdings, of the largest domesticalliy-con
manufacturer of pharamceuticals.

{iv). A 49% share in Olivine Industries { manufacturer of soapns,
cooking oi;s etc }, in a joint-venture with Heinz which ha Si%.

(v) A 47% share in the Bank of Credit and Commerce Zimbabwe |
held by the Bank of Credit and Commerce group interraticraily !.

(vi) A 40% share 1in Wankie Ceoliery Company Ltd { Zigmpabd
coal producer )}, purchased from the South Africa Anglic American
Corporation. This gives the state effective control.

(vii) Contrel of MTD Mangula ( Zimbabwe s main copper mining
group), acquired from The South African Messina group by the
Mining Development Corporation.

{viii) Control of Kingstons Ltd -- previously 60% owned by CNA
Investments of South Africa -- was acquired by the Mass Med:a

Trust in 1984. Kingstons operates a chain of retail booxselliers
and stationery outlets in the main centres.

(ix) Joint ventures with the Rennies Group in the Harare Heliday
Inn and with Sheraton Hotels for the management o¢f the Harare
Conference Center.

To these ma jor investments must be aa
often-unpublicised activities of the Industria: o
Corporation {IDC}. The 1IDC was estabiished 1in 1964 as a
r  equity
stake. This minority stake has been purchased by the state. The
IDC has followed an active investment strategy in recent years,
frequently taking over companies in financial distress or
purchasing the minority stakes cf {oreign investers wishing o
divest their Zimbabwean interests.
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Three features of the state’ s investment policy should be

emphasised. First, there is no evidence at all to suggest a coherent
underlying strategy of public investment in the private sector. Most
of the investments were undertaken because the existing owner (
Netherlands Bank, Argus Newspapers , The Margolis family in respect of
Olivine } wished to dispose of their interests and this offered the
state an opportunity to acquire a powerful stake in a viable, and 1in
the case of banking, coal and newspapers, a strategically-vital,
industry.

Frequently, the state has purchased shares 1in private
enterprises in order either to prevent closure and financial collapse,
or to inject fresh capital for expansion purposes. This latter reason
-- capital injection -~ explains the Wankie purchase since private
sector investors were unwilling to put up funds for the colliery’s
expansion program. Several of the IDC’'s investments were companies in
financial distress, while the state take-over of MTD Mangula was
designed to both avoid eventual closure and provide a platform for
expansion.

The policy of participation has thercfore been essentially
ad hoc rather than a carefully-planned assault on the commanding
heights of the economy.

A second crucial aspect has been the state’s willingness to
purchase shares at mutually-agreed valuations or at market valuations.
Indeed, a major criticism of the Mangula participation was the
Government ‘s decision to purchase the assets at a book valuation
rather than at a much-lower market valuation.

A further positive feature of the investment programme -- to
date -- has been the state’'s willingness to leave operational controi
in the hands of existing management. To that end, the state has signed
management contracts with Anglo American Corp ( Wankie ), with Messina
Transvaal Development Company ( Mangula ) and with the Netherlands
Rank of South Africa ( Zimbank ). In the case of Qlivine Industries,
the existing management team was retained as was also the case at CAPS
Holdings. However, there have been major managerial changes at
Zimbabwe Newspapers, and there is evidence 1in some of the
state-controlled enterprises that existing managers see these
management agreements as essentially short-run and anticipate an
active " Zimbabweanisation " of management before very much longer.

It 1is «clear too that the state could have invested in the
private sector on a far larger scale given access to adequate finance.
A number of mining groups, for instance, would have been willing to
divest given a reasonable price for their assets ( which the state
certainly did pay in the Mangula case ) and given reasonable terms
under which the proceeds could be remitted. It is likely too, that a
number of South African-controlled industrial companies would have
been happy to divest under similar conditions, but Government’s

strained finances have -- to date -- precluded a more activist policy
in this field. That said, it 1s clear where the government s
preferences and intentions lie =--- 1n the direction of greater

participation.
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REGULATORY POLICIES

The adoption of a broad range of regulatory polica
state has 1its origins in three main influences. Fir
government 's innate mistrust of a foreign-dominated, white- a
and capitalist-oriented private sector. Secondly, 1its inher:tance o
comprehensive range of direct controls over most aspects of busin
decision-making -- controls that not only ensured that the stat
"manage " the economy, but also provided the opportunity of ro
patronage in the context of the award of foreign currency
price 1increase approvals etc., Third, the political philoscphy

’ new administration with its belief 1n capturing the " command
heights " of the economy and imposing a system of centra :

o oo in
3 M~ o fun

-

* United States research 1into regulatior nighliights two xey
conclusions :

(a) that regulatory programmes have substantial costs as well as

benefits

(b) that the evaluation of such costs and benef: 18 an essent:ially
subjective exercise, determined by the persowai preferences, the
objectives and the constraints perceived by the analyst.

Despite this, there 1s widespread agreement ascngst
economirsts and business leaders that the net 1impact of Z:mbabwean
reqgulatory policies is overwhelmingly negative. A persistent
complaint is that the emphasis has been upon reguliat:ion rather than
promoticn. Thus,. 1labour legislation 1i1s designed not 0 Doost
job-generation but toc avoid job-losses. Price contrels are cdesignhed to
slow inflation, without due regard to the 1mpact on Investrent, on
output and on employment. Exchange controls are designed to defend an
overvalued currency ignoring the adverse impiicat:icons f{for iIc¢raign
investment. Similarly, i1mport controis are intended to achieve a
satisfactory current account palance, without due regard bpeing pa:d to
the impact on input costs and prices and on the cover-protectien ¢I the

manufacturing sector.

Quantification of these negative effects 1s difficuit, but
the Jansen study of manufacturing industry in Zimbabwe { 1981 ', found
that 60% of industry was uncompetitive in comparative advantage terms.
The extent of underpricing 1in the farm sector 1s refiected in the
heavy subsidisation of the agricultural marketing ooards. The
over-valuation o©f the exchange rate 1s underlined by the severity of
the direct controls reqguired to maintain that exchange rate, bv

Zimbabwe 5 lack-lustre export performance since irdependence and by
. the fundamental imbalance on the current account o©of the palance of
payments.
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Employment Regulations

The failure of the minimum wage program and of policies
designed to prevent retrenchment 1is reflected in the steep fall in
employment and in the -- predictable -- inverse relationship between
real wage increases and employment. ( Table 13 ).

TABLE THIRTEDN

Employment and Earnings Growth 1979/83

Average Annual Growth Rates

SECTOR Empioyment Growth Real Earnings Growth
Agriculture ~-6,0 % p.a. +12,3 % p.a.

Mining nil +6,4 % p.a.
Manufacturing +4,5 % p.a. +3,5 % p.a

Services +6,8 % p.a. -1,0 % p.a

All sectors +1i,2 % p a +4,7 % p.a.

———— e — ———— -

The table shows that rapid real earnings growth ( as in
agriculture and mining ) has been associated with stagnant and falling
employment, while Jjob-generation has been fastest in the services
sector and in manufacturing where real wages have fallen or increased
only marginally.

Although intended to protect workers, legal procedures
designed to preclude retrenchment have been found in industrial
countries to be counter-productive. 0Of <critical importance to
Zimbabwe, given the country’s deepening employment crisis is European
evidence suggesting that such legislation encourages firms to
minimise job-creation at all times in an effort to avoid being forced
to employ such labor during a cyclical downswing.

The European evidence suggests tco that legislation of this
kind generates long-run unemployment since when redundancies occur,
such workers are unlikely to be re-employed once demand recovers,
Overtime bans -- such as in Zimbabwe -- encourage firms to invest in
labor-saving equipment and to maintaln spare capacity to meet
increased demand when it arises without taking on extra workers for
short periods. As a result, it 1s 1ncreasingly accepted that
labor-market rigidities of this kind 1increase unemployment -- the
exact opposite of what policymakers intended.
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Price controls resulting 1in falling rorofizability are a
major deterrent to 1nvestment and to  job-generatica. Fragmentary
evidence of the profitability of stock excharnge-listed companies in
Zimbabwe suggests that pre-tax profits fell 33% petweer 1981 and 1983
while the national income accounts show gross operatirg rrofits, as a
ratio of national income, slipping from 37% in 1980 -- and a peax cof
45% in 1974 -- to 30% in 1%B2. A further decline is ii1kely to have

occurred in 1983/4.

Assessment

The over-riding picture of state intervention and regulation
that emerges is one of undue emphasis on contrels with inadegquate

attention being devoted to i1ncentives and to promotional programs. The
solutions - which loock to be politically unacceptable in the current
environment -- include greater resort to marxket-criented pricing
policies in place of direct administrative controls, a reduced burden
on central government by reversing the present trend towards greacter

state participation, and decentralisation of decision-taking with:
the paratatal sector, thereby allowing managers to respend more
flexiblv and more rapidiy to market signals.

Management is a key constraint -- a major resource
bottleneck -- on the public sector. Pay and job-satisfacticon
differentials have resulted in a drift of skillied manager:a. perscnnel
away from central and local government to the private sector and, in
some instances, the parastatals where remuneration 1s petter than 1in
government administration. It therefore maxkes littie sense to expand
the public sector -- where managerial skilis are a scarce resource --
at the expense of the private sector which 1s better able ©Coth to

attract and train managerial personnel.

worla Bank research ( notably Ramgeorali hAgarwa:a : Price
Distortions and Growth in Developing Countries. Worid Bank Werxing
Paper No. 575 ), finds ar inverse roiationship bDetween price
distortions { agricultural under-pricing, over-valued exch ange rates,
negative real 1interest rates, statutory wage minima 2tc ., } and
economic growth. It demonstrates also that prics distertions do not
impreove economic egquity and may even damage 1t. There :1s evidence too,
showing that export-led growth -- stimulated by a competitive exchange
rate -- 1is considerably more emplo,men*—lﬂhen51ve than a oolicy of

impert substitution.
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THE INVESTMENT ENVIRONMENT

Slow growth and poor economic performance in African
countries is attributed to three main factors

(a) basic constraints 1n terms of a narrow natural resource base,
adverse climatic conditions, rapid population growth, low educational
standards etc.,

(b) inappropriate policies and,

(c) institutional weaknesses resulting in inefficient economic
management.

Tmprovement of Zimbabwe’ s long-term productive potential is
dependent on easing the underlying constraints on the economy, but
short and medium-term performance could be enhanced significantly by a
combination of a more appropriate policy framework, faster response to
structural economic change and more effective policy-implmentation

In Sub-~Saharan Africa as a whole, average returns on
investment have declined since the 1960s despite some easing of the
underlying constraints. The World Bank has noted :

"It 1s hard to escape the conclusion that deteriorating econonric
management has been a major -- in some countries -- the major
cause". ( World Bank : Towards Sustained Development in
Sub-~Saharan Africa Washington, 1984 ).

Some idea of the low productivity of capital in Zimbabwe in
the recent past can be gleaned from macroeconomic data suggesting that
net investment in the 1970s calculated at constant 1975 prices, after
allowing 3,5% for annual depreciation, approximated $1,6 billion, but
over the same period real GDP rose an estimated $400 wmillion,
suggesting a very high capital-output ratio of four to one.

* If a longer-run view 1s taken, the position is better, with
net investment ( 1975 pr:ces ) at an estimated $2,5 billion from 1965
to 1982 during which time real GDP increased by $1 billion to give a
much more acceptable degree of capital productivity and a
capital -output ratio of 2,5.

The incremental capital-output ratio was very low ( around
1,5 1} 1in the late 1960s and early 70s. There was considerable excess
capacity in the economy in the mid-1960s which facilitated rapid GDP
growth with relatively modest levels of net investment. From 1974 to
1979, net investment fell sharply as did real GDP and at the time of
independence, the economy was, once again, operating with a
substantial degree -- around 25 % -- of excess capacity.
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From 1980 to 1982, 1t again became possible to secure majcr
output gains with modest levels of net investment and :inh inCremental
capital output ratio fell to around unity. But as capaci:ty ut:iisation
increased, reaching 95% 1in 1981, so the scope for further productivisy
gains was reduced. The combination of three drought years and the
world recession resulted in declining GDP in the 1982,84 per
the result that by the start of 13583, the degree ¢

od with

-
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CApaTITY
utilisation was estimated at only around 80%.
»
*
PROFITABILITY
The admittedly-limited data indicates a c:iose, put
predictable, correlation between capacity utilisation and

profitability. At times of high capacity utilisation, such as tae
1970/75 period when utilisation averaged 95%, the gress return on
capital in the Zimbabwe economy averaged 16%, and in 19817
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capacity utilisation was 90%, gross profitability exce=ded 13%. This
compares with 10% in the late 1960s, when capacity utilisat.on was 3%
and with a gross return of 12% in the 1876/79 periocd when capacity
utilisation approximated 78%. {(Table 18 ).
TABLE EIGHTEEN
Profitability and Capacity Utilisation
PERIOD CAPACITY GROSS5 RETURN PRCFIT SHARE
UTILISATION O CAPITAL IN GZP
average % average % average %
1965/7¢C 75 % 10 % 32 %
1971.'75 85 % 16 3% 42 %
. 1976779 78 3% 12 % 8 3

1986.82 90 % 13 % 37 %

The fact chat a sharp increoase in capacity utiilsation appears not tc
have a material impact on .72::tability in the 1980762 rpericd -- as
against the 976/79 phase -- highlights <the post-independence
pressures on proflts in the form of sharpliy-increased iabour ¢ests, 1n
particular. Thus, at the peak of the post-independence bocom in 198],
the share of GDP going to profits at 38% was well below the 46% share
going to profits at the height of the UDI boom in 1974. But :in 1381,

60% of GDP went to wages and salaries compared with 50% :n 1974.
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International profit compariscons show that the gross rate
of return in six OECD countries { US, UK, West Germany, France and
Canada ) 1in the early 1970s averaged 15% compared with 16% in
Zimbabwe. Given the substantially greater risk on investment in a
developing economy, this gross return was simply not high enough.

By 1982, the average gross return for the same six OECD
countries had fallen to 12% -- aproximately the same return as in
Zimbabwe. However, tax rates in Zimbabwe had risen sharply in the
interim period and, after adjustiung for depreciation as well as tax,
the return on investment in Zimbabwe in tho 1980s is estimated at no
more than half the gross return of 13%. For an international company,
required to reinvest at 1least 50% of 1its after-tax earnings in
Zimbabwe and pay 20% witholding tax on dividends, the remitted rate of
return was therefore unlikely to have exceeded 3% prior to the March
1984 exchange control measures which placed a temporary ban on profit

and dividend remittances. Such a low remitted rate of return is
obviously a major disincentive to foreign investment -- the more so
now that foreign remittances have been temporarily suspended
altogether.

In fact, estimates suggest that the actual remitted rate of
return on foreign investment in Zimbabwe during the 1981/83 period was
no more than 2,5% annually. This 1s based on an estimated
foreign-owned capital stock of more than 2$4 billion and annual
remittances averaging $100 million.

FOREIGN INVESTMENT

Recent estimates of foreign ownership of the Zimbabwe
capital stock suggest that earlier assessments probably overstated the
degree of foreign ownership. One very rough assessment suggests that
one quarter of the total capital stock 1is owned by the central
Government while a further 15% 1is owned by parastatals. Of the
balance, about 10% represents the stock of privately-owned housing and
the remaining 50% is owned by business enterprises and individual
entrepreneurs - particularly in agriculture, industry and
distribution.

Foreign investors own approximately half of this remaining
balance -- i.e. only about 25% of the total capital stock and half the
private sector-owned capital stock, excluding housing. The degree of
foreign ownership varies considerably from sector to sector, ranging
from as high as 80% in mining to around 33% 1in the services sector.
In agriculture, foreign ownership is low -- no more than 20% -- while
in manufacturing it is relatively high at about 60% of the total.

However, the estimate that about half the private sector
capital stock is owned abroad underlines the importance to Zimbabwe of
re-establishing foreign business investment confidence. Direct
investment in Zimbabwe from abroad since 1980 has been disappointing.
Central Bank data for the 1980/83 period show long-term private sector
net capital infows of only $56 million -- a negligible amount when set
against a capital stock in excess of Z$20 bitlion.
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But low profitability and adverse remittabiiity conditicns
do not provide a full explanation for Zimbabwe's lack-lustre
investment performance. The policy environment for foreign investors
has been unattractive not Jjust because profitabilizy has been
depressed and remittability restricted,

but alsc due to :
{a). Zimbabwe s failure to negotiate i1investment insurance

agreements -- for instance, with OPIC.

(b}. the need to satisfy the Government Foreign Investment
Committee, often involving protracted negotiations,

(c). regulations precluding foreign companies from purchasing
domestically-owned concerns -- varied 1n at least one case o
al low H J Helnz to acquire a controliing stake in the

locally-owned Olivine Indusries,

{d). the ban on foreign investment in the energy sector, uniess
on a joint-venture basis,

(e) controls over expatriate employment,minimam wage recu;ab‘o”s,
regulations precluding labor retrenchment without pri
Ministerial approval, etc

{f). The high level of perceived political risk in an ec
where the profitability of an investment is dependent up
many variablies directly determined by Ministers and
advisers, especially price and mark-up levels, condit
remittability of profits and dividends, taxation, a
foreign currency for imports, employment conditions etc.,
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(g). Concern over the long-run direction of econonic and sccial
policies given repeated assertions that Zimbabwe s uitimate goal
is the establishment of a one-party socialist state.

DETERMINANTS OF DOMESTIC INVESTMENT

It is not only the level of foreign investment in the
economy that has been a disappointment since i1ndependence. JoOmestic
investment lavels too have fallen far short of target. Indeed, after

allowing for depreciation net investment in the Zimbabwe economy -- by
the private and public sect~rs combined -- has averaged a mere 6% of
GDP. This compares very un. . cuirably with 13% net investrment achieved
at the peak of the UDI boom in 1871 ;7% Explanatory factors for this

situation 1include :
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(i). Capacity wutilisation levels. As noted above, these were
higher in the first half of the 1970s, as also was profitability.

(ii}. Corporate taxation was lower, and the degree of state
intervention -- whije still high -- was well below that of the
1980s.

(iii}.Import allocations for new investments were substantially
higher which is a key influence given the extent to which capital
investment 1s dependent on imported machinery and equipment.
Import volumes in the 1971/5 averaged 108 annually { Central
Statistical Office External Trade volume index, 1964 = 100 ),
while 1in the 19806/83 period, the same 1index averaged 107

annually. Bearing in mind the larger volumes of raw materials,
intermediate goods and final cosumption items being imported
since 1980, there must have been a significant decline in the

volume of capital good imports.

{iv). The sharp fall in savings ratios. The savings ratio |
defined as gross fixed capital formation less the current account
external payments deficit ), averaged less than 10% in the first
four years of independence compared with 17,5% during the 1970s.
{ Table 19 ).

(v). If the savings data from the table is compared with the
budget deficit data ( Table Six ), it will be seen that since
1980 the savings ratio has averaged just under 10% of GDP while
the budget deficit as a ratio of GDP has averaged just over 10%.
In other words, the country’s entire domestic savings are being
used to finance the Goverment budget deficit leaving nothing over
for private sector investment.

(vi) Domestic investors, like their foreign counterparts, are
also deterred from investing by the policy environment in respect
of employment, wages, taxes, price controls etc and by the
Government ‘s public committment to socialism.

(vii) Although the domestic rate of return on investment is
effectively double the remitted rate of return on foreign

investment, the real level of profitability is low. Zimbabwean
company accounts are not inflation-proofed and with the high
rates of inflation experienced since the late 1970s, reported

profitability significantly exceeds real profitabiiity. 1983/4
profit figures for companies 1listed on the Zimbabwe Stock
Exchange show a pre-tax margin on total turnover of 6%. This is
a most unattractive rate of return when set against a prime
borrowing rate of 13%, and a cost of equity capital estimated

to be in the region of 20% to 25%.



37

TABLE NINETEEN

Savings Ratios in Zimbabwe 1970/1583

YEAR GROSS CURRENT SAVINGS SAVINGS
CAPITAL ACCOUNT NET RATIOC OF
FORMATION DEFICIT GDP
Z$ m. 2% m. 25 m. %
1970 175 13 162 i6 ¥
1971 222 55 167 i4 %
1972 256 + 2 258 19 %
1973 330 15 315 22 3
1974 418 80 338 19 %
1975 467 121 346 i8 3
1976 409 + 5 414 20 %
1977 375 10 365 17,6 %
1978 348 +30 378 i7,5 1
1979 396 74 322 iz2z,6 %
1980 525 157 368 il,> ¢
1981 800 440 360 11 3
1982 350 533 417 9 3
1983+ 850 450 400 8 3

* = estimated
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{viii} Price controls are a major constraint con investment. Firms have
been kept waiting for a year and more for a response from the Ministry
of Trade and Commerce to a request for a price increase. The recent
experience of the sugar industry where major fluctuations in
profitability have resulted from the timing of price-rise approvals,
underlines the extent of uncertainty in investment decision-making in
Zimbabwe under the existing policy framework. A key factor in the
Heinz decision to invest in Zimbabwe was the Government s decision to
allow factory-gate price increases -- without which the investment may
well not have occurred.

THE INVESTMENT ENVIRONMENT: CONCLUSION

The Zimbabwean investment environment has been summarised as
: " Too many sticks and not encugh carrots ". Indeed, this comment
applies not just to those factors influencing investment, but also to
the econcmic policy environment as a whole. Incentives to save, to
invest, to work harder, to employ more people, etc ., are virtually
non-existent, but at the same time, business decision-makers are
nedged around with onerous and far-reaching obligations and hurdles

that must be surmounted before business decisions can be implemented.

One exception to this - since 1983 - has been the adoption
of incentives to exporters, both in the form of the 9% export
incentive to 1industrial exporters, not shared by the mining and
agricultural sectors, and the recent apparent shift in policy in
import allocations to favour exporters. Industrialists, who say that
exporting is a marginal exercise from a profit viewpoint, see three
main advantages to be attained from exporting. These are lower unit
costs, arising from greater volumes, output demand that ensures
maintained plant employment, and the very real benefit of increased
import quotas.

It has been argued that agricultural pricing policy since
1981 has been incentive-coriented, but in fact producer prices have, on
the whole, failed to keep pace with cost escalations and, in any
event, beginning in 1985, it is intended to abolish the system of
announcing pre-planting producer prices, thereby eliminating this
incentive altogether. Maize growers believe that this could well lead
to a reduced area under mailze in the commercial farming sector in
1985/6.
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IMPROVING THE INVESTMENT ENVIRONMENT

Programs to improve the investment climate come under two
heads :

{(i). First, those that require a change in political direction.

(ii). Secondly, those that are mainly technical -- in the
economic sense -- though they would still, of course, have
political implications.

POLITICAL CHANGE

It should be emphasized that some cf the reguir
changes are very unlikely to occur 1in the existing politica

(a). Public Expenditure

It is evident from a wide range of economic indicators
discuss2d in this paper, that public spending on consumption
recurrent expenditure )} has been allowed to grow too rapidiv at <tne
expense of public sector 1investment, on the one hand, and of an
unrealistically heavy tax burden on the other. It is obvious to¢ that
althougsh no serious " crowding out " problem has arisen as yet, this
will become a phenomenon of the later 1980s, as and when private
sector investment demand recovers.

The sharp decline in savings ratios since the middgle-738s is
another indication of swollen consumption spending 1n both the public
and private sectors, but especially the former. The hich propeortion of
domestic savings being used to fund the recurrent budget deficit, and
specifically directed towards subsidies, is a serious problem.

The essentially political nature of the problem has been
recently highlighted by Prime Minister Mugabe s criticism of IMF
advice that Zimbabwe rationalizes 1its education spending. It has been
estirated that -- in constant dollars -- education spending over the
next decade will 1ncrease at double the rate of GDP growth. In nv
event, a policy that will produce hundreds of thousands of unempleoved
" O Level " -- and even " A Level " and University -- graduates 1is
untenable in the long run.
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A perturbing feature of the Zimbabwean econcmic landscape
since 19274 is the steady decline in the ratio of the population
employed in the money economy. The supply-side emphasis on upgrading
the quality of the labour force must be integrated with a demand-side
programme to generate Jjobs. The existing imbalance in public sector
spending on consumption is a positive dis-incentive to Job-creation
because it directly reduces public sector investment demand and has a
similar indirect effect on the private sector, via the deflationary
impact on consumer demand of excessive tax rates, the deterrent to
savings of high tax rates and high inflation {partly created by state
credit-creation), high corporate tax rates and, eventually, a crowding
out effect.

The need is for a public expenditure strategy that reduces
the ratio of recurrent to capital spending, specifically by lowering
the proportion of the budget devoted to defence, to education and to
transfer payments, especially subsidies.

From a strictly economic viewpoint, the existing policy
whereby deficit-finance is used to fund vrecurrent expenditure 1is
undesirable to the extent that it means that a debt-burden is being
created for future Finance Ministers. Already, servicing public debt
is the largest single item in the budget and substantially higher than
in most African economies.

(b).Subsidies

The arguments for and against the removal of subsidies are
inherently political because of their 1i1mplications for living
standards, 1inflation and for Jobs in the state-supported sector --
especially Zisco steel. Not only do subsidies impose a major burden on
the taxpayer, but they are alsoc an important price-distortion facter
within the economy. Despite frequent public promises that subsidies
will be reduced, the net impact c¢f policy in recent years has been to
slow the growth of food subsidies but to impose a new burden in the
form of growing financial support for Air Zimbabwe, Zisco and, {
through the gold price assistance scheme, )} the mining sector.

{c)}.Policy Orientation

It 1s ironic that Zimbabwe should ke swimming against the
economic tide to the extent that it continues to move towards greater
state participation and intervention in the economy, at a time when
throughout the world, including centrally-planned economies, the clear
trend is towards less intervention and more reliance on market forces.



The overwhelming evidence in Third Worid econom:i€s 18 thac
state entecrprise becomes a financial burden on the state. This s
vividly 1illustrated in Zimbabwe in the rapid growth of subsidies. It
would be unrealistic to expoct a government with socialist tendencies
to embark on a program of privatisation, but it might not b2 tco much
to hope f{or a policy (rameworkx ~rphasising decentralisaticn of
decision-making ( within parastatals . and greater reliance cn mar<et
signals and influences. Without such a change, the adverse impact of
price distortions within the economy will only increase.

There 1s no doubt too that the growth o©f stz = regulatcory
policies, documented above, allied with socialist rhetoric, has d -
and continues to have -- adverse ramificaticns Icr invesimont
sentiment at home and abroad. It 1is noteworthy <hat the recent
Business International investment conference on Africa rated IiTtacwe
in 12th place { out of 43 )} in terms of political risx. It was notabie
too that Botswana and Malawi -- two countries 1in the region with a
free-market orientation were ranked ahead of Zimbabwe { fcurcth and
sixth respectively }.

It 1is oftern argued that investors shouald iudge The
Government on 1ts policies rather than i1ts rhetoric. h“ie this 1s a
valid argument, it should not be overlicoked that by publicising the
rhetoric of state 1intervention and central-planning, there is the
danger that investors will be deterred from even gilving Sericus
censideration to investment in Zimbabwe.,

(d) .Foreign Investment
It seems obvious from an analysis th o©of CZimbabwe's

recently~declining savings and investment ratios and serious balance
of payments dificulties, that a more " open-door™ poiicy towards
foreign investment 1s an attractive option. For Zimbabwe to once again
become attractive to the foreign investor, policy changes wculid seen
to be necessary. An obvicus case 1is Zimbabwe s reluctance --
essentially political -- to sign the OPIC agreement. A second
political element is the country s unwililingess, tc date, to estab:iish
an investment code.

The temporary ban on profit and dividernd remittances |

which does not apply to post-197% foreign investments such as ne

Heinz investment in Olivine ), has obviocusly had an adverse =ffect on

foreign 1investor sentiment, ~but even more 2rious -- in the

- medium-term -- must be the very low remitted rate cf return on fcreign
. investment in Zimbabwe.

) A changed policy orientation -- including a mcre positive

¢ attitude at the top towards foreign investors =-- 1s essentiai 1if

Zimbabwe 15 to be able to ciose the external foreign exchance" and
internal " savings " gaps which currently constrain investment and
job~generating orograms.,
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ECONOMIC POLICY

The programme outlined in the Transitional Development Plan
{1982/5 ) has not been successfully implemented. Real income which was
supposed to increase more than 25% over the three vyears will have
fallen by at least 5% and most, if not all, of the other targets in
the plan have not been met.

There is, therefore, a prima facie case for re-examining
economic policy, despite frequent assertions that the failure to reach
plan targets was ©purely the result of the world recession and three
successive droughts.

The areas where reforms are required can be summarisced under
the following headings :

(i). The role of Government versus the private sector.

{ii). The role of regulations and intervention versus 1incentives
and promotion :

(1ii). Policies to stimulate greater wutilisation of domestic
resources -- especially labor -~ which, more often than not,
imply a lower effective exchange rate.

(iv). Export promotion.
(v). Policies to secure more balanced regional development

(vi). Strengthened investment promcoction measures -- for domestic
as well as foreign investors.

(vii}. A streamlining of procedures in respect of price controls,
import controls, investment approvals, labor force and wage
decisions etc.,

All these 1issues should be examined against a backdrop of
increased reliance on market, as distinct from administrative,
mechanisms. This implies, as suggested above, a more flexible
exchange rate policy to ensure that there 1s no appreciation in
the real effective exchange rate ( as there has been since 1983
}); it 1lmplies higher nominal interest rates on deposits to secure
a real return for savers ; 1t implies a shift away from policies
designed to improve 1income distribution via minimum wage
legislatiop towards policies designed to generate jobs, albeit
probably at lower average wage levels; 1t implies the adoption of
policies favouring labor rather than capital intensity -- not
just price-related policies, but also a reduced level o¢f state
intervention in the employer-ecmployee relationship.

v
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Three overriding themes should be emphasized :

(a). Greater reliance on market forces, thereby reducing the
burden of bureacracy.

{(b). Increased emphasis on managerial efficiency which in turn
means decentralised decision-making, especially in the parastatal
sector.

(c). A greater willingess to use incentives and promotional
policies rather than regulation, direction and controls.

Japuary 1985






