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PREFACE 

The Government of Zimbabwe is committed to a programme of 
economic policy reform aimed at sustaining higher medium and long- 
term growth and reducing poverty. This requires a recovery of 
investment and improved efficiency. To achieve such recovery, a 
trade liberalization programme aimed at moving away from the present 
system of foreign exchange allocation and a relaxation of domestic 
controls will be implemented over a period of five years. Imports 
will be placed progressively under Open General Import License (OGIL) 
and import taxes will be made more uniform. Labor regulations and 
price controls will be relaxed to improve the business environment 
and stimulate employment. This liberalization programme will be 
supported by appropriate monetary, exchange rate and fiscal policies. 
A programme to reduce the budget deficit (net of foreign grants) from 
over 10% of GDP in FY90/91 to 5% in FY94/95 is being implemented. 
Over this period, losses on public enterprises will be almost 
eliminated, the civil service (excluding education) will be reduced 
in size by 25% and its productivity increased through reform 
measures, and the current high tax burden will be marginally reduced. 

The programme has been designed to protect poor people and 
it will concurrently assist those temporarily disadvantaged by the 
structural adjustment process. Measures will be taken to ensure that 
poor and vulnerable groups have access to basic foodstuffs at 
affordable prices, and that they do not suffer from increased cost 
recovery for social services. Provision has also been made to assist 
workers that lose their jobs in the Government, public enterprises 
and private companies. 

To minimize the levels of external financing required and to 
keep it within manageable limits, every effort will be made to 
maximize export growth and to encourage new foreign direct 
investment. Nevertheless, for the reform programme to be successful, 
substantial financial assistance from the international community 
(external grants and loans) will be needed in order that this 
combined programme of trade liberalization, domestic deregulation and 
budget deficit reduction can be implemented. 
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I. INTRODUCTION AND BACKGROUND 

Introduction 

1. After a decade of considerable social progress but limited per 
capita income growth, the Government of Zimbabwe has embarked on a 
programme of economic policy reform aimed at stimulating investment and 
removing impediments to growth. This programme of economic policy 
reform includes trade liberalization and domestic deregulation, and it 
will be underpinned by appropriate fiscal and monetary policies. This 
document outlines the programme, documenting changes already introduced 
and detailing intended future changes. It briefly reviews the economic 
performance during the 1980s to provide a context to the reform 
programme. This is followed by the government's development objectives 
and strategy for achieving these objectives. In addition, this document 
presents a plan for financing Zimbabwe's investment and foreign exchange 
needs during the transition to a more competitive and open economy. 
Finally, the document concludes with a summary of the implementation 
strategy. 

Economic Backaround 

2. Since independence in 1980, Zimbabwe has made substantial 
achievements in the areas of education, health, population and small 
holder agriculture. In education, primary enrollments rose from 1.2 
million children in 1980 to 2.2 million in 1989, and secondary 
enrollments rose from 74,000 to 671,000. The achievements in health and 
population during the 1980s have also been impressive: i) the percentage 
of children fully immunized has more than tripled from 25% to 86%; ii) 
infant mortality has declined from 86 to 61 per 1000 births; iii) life 
expectancy has increased from 55 to 59 years; and iv) fertility has 
declined rapidly and, consequently, the population growth rate has 
fallen to an estimated 2.8% per annum in 1989 and is still declining. 
Moreover, the redirection of credit, extension and marketing services, 
combined with the maintenance of appropriate producer prices, has led to 
a dramatic upsurge in the marketed output of small farmers. The small 
farmers' share of marketed maize rose from zero in 1980 to more than 70% 
in 1989. 

3 .  These successes, however, have not been matched by economic 
growth and rising per capita income. Growth in Gross Domestic Product 
(GDP) during the 1980-89 period (2.7% per year) lagged behind population 
growth. Also a disproportionate share of this modest growth was in the 
provision of social services and public administration. Fortunately, 
GDP growth in 1988 and 1989 has been much higher, thanks to favorable 
weather conditions in 1988, a cdnsiderable expansion of the 
manufacturing sector related to enhanced availability of imports in 
1989, and the early effects of policy change. 

4. Export growth overall, however, has been disappointing, 
increasing by only 3.4% per annum in real terms between 1980 and 1989. 
This slow export performance, coupled with debt service payments rising 
to a peak of 34% of export earnings in 1987, severely constrained the 
growth of imports. Imports actually declined by 0.4% per annum in real 



terms between 1980 and 1988. This contraction of imports, particularly 
during the mid 1980s, severely constrained utilization of existing 
capacity as well as investment in new production capability. 

5. The increase in employment opportunities has been far from 
adequate to absorb the large numbers entering the work force annually, 
with the result that unemployment reached 26% in 1989. There are now 
about 200,000 school leavers each year, but only about 20,000 to 30,000 
new jobs are being created in the formal sector. The bulk of the 
additional formal sector employment during the 1980s was in the 
governmental sector, especially in education, health and public 
administration. This was a deliberate effort to redress historical 
inequities. Unfortunately, it was not matched by employment growth in 
other sectors of the economy, particularly in small scale sector 
enterprises which remained highly constrained. Attention must now move 
to investment in other-sectors of the economy and hence employment 
creation, especially in small scale sector activities. Consideration 
should also be given to a framework within which the informal sector can 
operate. Only then can the nation's need for growth and employment 
opportunities be effectively and sustainably met. 

6. The.centra1 government's fiscal deficit was in excess of 10% of 
GDP during much of the 1980s and this led to central government debt 
reaching 71% of GDP by 1989, 36% of which was external debt. Total 
public sector debt was even larger at 90% of GDP. In FY89/90 central 
government interest payments comprised 6.7% of GDP. Though the overall 
central government deficit (including grants) was then 8.6% of GDP, the 
primary deficit (i.e., net of interest payments) was only 1.9% of GDP. 
Real interest rates will become positive during the course of the 
adjustment process and this will increase the need for a reduction in 
other recurrent expenditures in order to meet the overall fiscal 
targets. 

7. Inflation averaged around 15% per annum during the 1980s. 
Nominal interest rates averaged 12% and hence the real interest rate was 
negative. Nevertheless, limited consumer options and developed savings 
institutions helped to maintain a healthy savings rate of about 20% per 
annum. These savings, coupled with negative real interest rates and low 
private investment demand, allowed the central government to finance its 
fiscal deficits of over 10% of GDP without appearing directly to crowd 
out private iqvestment and without foreign debt exceeding 57% of GDP. 

8. The principal cause of low growth has been the low level of 
investment in the productive sectors of the economy. Investment has 
been barely adequate to maintain the capital stock, let alone to 
increase it and raise productivity. The capital stock has aged, as 
gross fixed capital formation declined to 15% of GDP in the mid 1980s. 
Private investment has fallen even more rapidly, as the share of public 
investment in total investment has risen. Private investment was less 
than 8% of GDP in 1987 compareddwith 12 percent in 1985. This decline 
in investment can be attributed to three basic factors: i) the risks 
associated with unsustainable fiscal deficits; ii) uncertainties and 
high costs associated with the foreign exchange allocation system 
affecting access to investment, intermediate goods and spares; and iii) 
the relatively high cost of doing business in Zimbabwe's highly 
regulated business environment, as a result of price controls, labor 
market restrictions and investment control procedures. 



9. Zimbabwe has already begun a programme of policy reform to 
rectify these problems. The initial steps in policy reform have been 
relatively aggressive exchange rate management, a modest reduction in 
the fiscal deficit, new investment guidelines, more flexibility in price 
and wage setting, a foreign exchange retention system and the modest 
expansion of OGIL provisions. There was a 12% real depreciation of the 
Zimbabwe dollar during 1990 following an 8% real depreciation during 
1989. The government has not only announced its intention to reduce the 
fiscal deficit to 5% of G D P  by FY94/95, but has already reduced the 
deficit (excluding grants) from 13.1% of G D P  in FY86/87 to 10.6% in 
FY90/91. This latter figure also includes 1.1% of G D P  as a partial 
write-off of past public sector enterprise losses. Moreover, the 
government has decided that further reduction in the deficit will be 
achieved mainly through expenditure restraint rather than any increase 
in revenue as a share of G D P .  

10. To facilitate an increase in investment, Zimbabwe has over the 
past two years: 

established an Investment Center (ZIC) to streamline 
the investment approval process; 

narrowed the definition of a foreign company, thus 
.reducing the number of firms subject to the additional 
controls applied to foreign firms; 

allowed selected new investments to repatriate up to 
100 percent of profits (50 percent previously), subject 
to a case by case administrative decision. New 
guidelines introduced in October 1990 provide for 100 
percent repatriation of profits, in the case of defined 
export oriented projects; and 

signed MIGA and OPIC protocols. 

11.. To further encourage exports, the government introduced an 
export retention scheme effective from July 1990. This allows exporters 
to. retain 5 or 7.5% of their export earnings, depending on the type of 
goods exported, and use them to import any items (e.g. capital goods or 
materials) needed for their business. In October 1990, the government 
expanded the rpmber of goods which can be imported under OGIL. This 
expansion enables selected material inputs to be imported by registered 
users under OGIL. The liberalized inputs are for use in the packaging, 
textile and cement industries. 

12. The recent easing of its external debt service obligations now 
places Zimbabwe in a better position to move ahead with economic policy 
reforms and to liberalize trade without incurring an unsustainable level 
of external debt. The increased share of export earnings available for 
the import of goods is allowing~capacity utilization rates to rise and 
investment to increase. However, investment in Zimbabwe generally 
requires a large share of imported goods and an ongoing supply of 
imported materials. This raises the need for additional imports and 
consequently for external financing, particularly in the initial stages 
of the liberalization programme. 



11, OBJECTIVES 

13. The fundamental objective of economic reform in Zimbabwe is to 
improve living conditions, especially for the poorest groups. This 
means increasing real incomes and lowering unemployment, by generating 
sustained higher economic growth. In order to achieve this primary 
objective, the economy needs to be transformed to make it more 
competitive and productive. This transformation entails moving away 
from a highly regulated economy to one where market forces are allowed 
to play a more decisive role, while concurrently taking steps to 
alleviate any transitional social hardships which may arise from this 
transition. 

1 4 .  The government has adopted an economic growth target of 5% per 
year by 1995. To achieve this overall growth target in a sustainable 
way, industrial growth will have to be about 5.8% per year, agricultural 
growth about 3.2% per year, and service sector growth about 5 %  per 
annum. Investment will need to rise to 25% of GDP, and exports and 
imports will both need to also increase as a share of GDP. 

15. By 1995, GDP per capita and consumption per capita are 
projected to be rising by about 2% per annum. Consumption per capita 
need not fall even in the early years of the programme, as the initial 
rise in investment can be financed through new foreign borrowing and/or 
other forms of capital inflows. Economic growth will also make it 
possible to sustain social programmes while overall government 
expenditure as a share of GDP falls. Major benefits will come through 
an expansion of non-traditional exports, efficient import competing 
activities and small-scale enterprises. All producers of traded goods 
will benefit from higher relative prices, and smaller local producers 
will benefit from the relaxation of domestic controls and the associated 
increase in their ability to compete. Poorer groups will gain from 
continued support of their human capital and skill development 
(principally through education, health and training activities) together 
with improved employment and entrepreneurial opportunities. 

111. STRATEGY 

A.  KEY AREAS OF ADJUSTMENT 
I 

16. The recovery of investment and improvement in its efficiency, 
which are needed to generate sustained growth and employment, require 
the implementation of appropriate fiscal and monetary policies, gradual 
liberalization of the trade sector and the progressive deregulation of 
domestic controls. These measures will need to be supported by active 
sectoral policies, by initiatives to ameliorate the impact of the 
adjustment on the poor and by careful monitoring of programme 
implementation. This strategy is a continuation and hastening of the 
reform programme already begun (see para 9-11). 

17. Reduction in the budget deficit will be a crucial element of 
the government's programme for the achievement of the growth objectives. 
Public expenditures are planned to be reduced mainly by a combination of 
reduction of public enterprise deficits and rationalization of public 
sector employment. The central government deficit, which represents 
about 10% of GDP, will be reduced to 5% (excluding grants) by FY94/95. 
Monetary instruments will be used to help contain inflation and 



aggregate demand, and to mobilize savings and encourage an efficient 
allocation of investable funds. 

18. Trade liberalization will be completed by 1995. By then there 
will be free access to foreign exchange for virtually all imports. This 
trade liberalization process will be accompanied by appropriate exchange 
rate management and by the introduction of tariff rates in the order of 
10-30%. Surtax will be gradually eliminated. Prices will be 
progressively decontrolled as items are subject to international 
competition, and regulations on domestic trade, investment and 
production will be relaxed to facilitate the emergence of new 
businesses. 

(i) Fiscal and Monetarv Policies 

19. The deregulation and reform of the economy will be underpinned 
by appropriate fiscal and monetary policies. Adjustments in fiscal 
policy will allow an increase in resources for the productive sector. A 
more active use of monetary policy combined with the increased use of 
indirect policy instruments will mobilize and channel savings into the 
most productive uses while reducing the rate of inflation. These 
reforms, supported by an active exchange rate policy, will be 
implemented flexibly to ensure that the progressive deregulation of the 
economy is consistent with a sustainable external position. 
Specifically, the external current account deficit is projected to peak 
at 6.4% of GDP in 1992 and to decline to 4.0% of GDP in 1995, and the 
debt service ratio is projected to decline from about 24% to less than 
20% by 1995. 

20. Fiscal Policies. The deficit of the central government will be 
reduced to 5% of GDP (excluding official grants) by FY94/95. This 
compares to an estimated deficit of 10.4% of GDP in FY90/91. Given 
Zimbabwe's relatively high tax ratio, this target will be achieved 
mainly through a containment of recurrent expenditure. Indeed, a reform 
of the tax system to improve equity and resource allocation will result 
in a decline in the tax ratio from its present level of about 35% of GDP 
to about 33% at the end of the programme. Part of the adjustment will 
also be achieved through improved cost recovery which will increase non- 
tax revenues. The deficit of the public sector (central government and 
public enterprises) will decline by more than the central government 
deficit, sincy some public enterprises that currently run large 
operating losses will generate profits by FY94/95, while others will be 
expected to break even. 

21. In light of the reemergence of external imbalances since 1988 
and the recent acceleration of inflation, the fiscal adjustment will be 
front loaded. Specifically, the central government budget for F'Y91/92 
will include policy measures to reduce the budget deficit by 2% of GDP 
ie. to 8.2% of GDP (excluding grants). The front loading of the fiscal 
adjustment is also intended to telease resources early in the programme, 

- - 

to support the restructuring of production in the private sector. 

2 2 .  The cut. iri net' recurrent expenditure (i. e. including increased 
cost recovery) over the programme period is to be achieved by the 
virtual elimination of subsidies to public enterprises (3.7% of'GDP in 
FY90/91), a reduction in the civil service wage bill (from 16.5% of GDP 
in FY90/91 to 12.9% of GDP in FY94/95, which was the level prevailing in 
FY86/87), increased cost recovery and general expenditure restraints. 



The reduction will be partly offset by compensatory expenditures 
required to alleviate the burden of adjustment on the poor and 
unemployed, and to compensate civil servants made redundant. In the 
event that the proposed provision for social and compensatory payments 
is inadequate to protect the most vulnerable segments of the population 
and to achieve the desired reduction in the civil service, additional 
allocations will be made along with further adjustments elsewhere in the 
budget. In the case of education and health, a restructuring of 
expenditures will also protect the services used by the poorer segments 
of the population. 

23. The programme of action necessary to phase out subsidies to 
public enterprises is described in the section below. The reduction in 
the civil service wage bill will be achieved through a reduction of 25% 
of the number of civil servants (excluding education) over the next 4 
years and a restrictive wage policy. A task force at Ministerial level 
has already been appointed by the President to identify areas of 
duplication among government ministries. The task force is expected to 
complete its work in early 1991. Efficiency units will be established 
by the end sf January 1991. The units will work with the Ministries of 
the Public Service, and Finance, Economic Planning and Development, and 
will assist Ministries in streamlining their structures by identifying 
areas of redundancy and duplication, thus increasing efficiency in the 
government sector. Average salaries in the public sector will be 
allowed to fall in real terms. However, existing provisions allowing 
for differential wage adjustments by sector or function will be employed 
to ensure that this policy does not result in shortages of specific - 
skills in the civil service. In addition, Government will examine 
regulations governing civil service wages with a view to making 
provision by the end of 1991 for retaining a highly qualified civil 
service via differential wage increases for individuals based on merit. 

24. The cut in recurrent expenditures will be accompanied by a 
public sector investment programme that is consistent with the targeted 
reduction in the public sector deficit. A transparent project 
evaluation mechanism will be developed and put in place by July 1991. 
The public sector investment programme will be monitored by the National 
Planning Agency and a review will be carried out annually to ensure that 
it is consistent with sectoral priorities and investments necessary to 
support the restructuring of the economy. 

25. public Enterprises. The programme will include a series of 
measures aimed at eliminating the large budgetary burden of the public 
enterprise (PE) sector and making the PEs more efficient. The programme 
will take a sector-wide approach to the problem and will include the 
progressive reduction of direct and indirect transfers from the 
government to the PEs. Direct subsidies and transfers will be reduced 
over the period from their FY90/91 level of around 2$629 million, 
(including 2$300 million as a write-off of past operating losses) to a 
maximum of 2$40 million by FY94/95. Much of this reduction will come in 
the first two years, with the subsidy falling to about Z$360 million in 
FY91/92 and 2$130 million in FY92/93. All indirect subsidies, 
representing foregone fiscal revenues in the form of customs duty and 
other tax exemptions, subsidized loans, and non-payment for government 
services etc., will be eliminated. 



26.  All PEs have been classified according to the type of action 
required to achieve the aims of the programme. The classification 
includes : 

- public service monopolies--to remain in government hands, 
but to be rehabilitated as commercially viable enterprises; 

- viable commercial entities operating in a competitive 
environment--to be operated on a commercial basis; 

- non-viable commercial or industrial entities--to be 
liquidated; 

- entities with a social role which duplicates that of another 
entity--to be closed or merged; 

- entities with a valid social role--to be maintained in 
government hands and rehabilitated, with any remaining 
subsidy to be small and transparent. 

27. Measures will also be taken to improve the adverse policy 
environment within which PEs have operated. Administered prices will be 
replaced by market-determined prices for PEs operating in a competitive 
environment and by tariff setting mechanisms for the public utilities. 
PE boards and management will be subject to more flexible regulations 
and compensation provisions in the hiring and firing of labor, in 
setting pay scales and in procurement policy. Measures will be taken to 
commercialize the activities of some of the agricultural marketing 
boards and to introduce competition with the boards which are at present 
monopolies. 

28. The legal framework, which at present allows excessive 
government intervention in PE operations, will be overhauled to ensure 
that boards of directors are concurrently given autonomy and 
responsibility to operate in line with their mandates. The respective 
roles of ministries, boards of directors and management will be clearly 
defined in a study to be completed by April 1991. These new rules of 
business are to be introduced once the necessary legal changes have been 
enacted. At the same time, accountability will be improved, with the 
designation of a central unit for monitoring PE performance, the 
creation of a,computerized performance monitoring system and improved 
audit requirements. The monitoring system to be implemented by August 
1991 will be used as the basis for an incentive programme for PE 
managers. Independent mechanisms for the regulation of the monopolies 
will be created. 

29. Comprehensive programmes for improving efficiency and 
commercialization and to ensure efficient management of all PEs will be 
prepared and implemented as a matter of urgency. These programmes will 
be like that being implemented for NRZ and will begin with priority 
action programmes for ZISCO, Air Zimbabwe, PTC, ZESA, ADA and AMA which 
will be prepared during the first half of 1991. The NRZ, ZISCO, Air 
Zimbabwe and AMA alone constituted about three-quarters of the total PE 
losses in FY90/91. Moreover, these have strategic links with and 
important effects on the rest of the economy, through either the 
provision of infrastructure or the supply of key inputs. Such 
programmes will subsequently be prepared and implemented for all PEs 
remaining in the government portfolio by FY93/94. 



30. The major aims of PE reform will be efficiency improvements and 
economic development through the attraction of foreign investment, 
technology and know-how, and the harnessing and encouragement of local 
entrepreneurial skills. Another important aim will be the generation of 
revenues from sales and leases. The programme will include the full 
range of options available including outright sale of shares and assets, 
leasing and management contracts and the contracting out of services. 
Mechanisms such as employee stock option plans, management and employee 
buy-outs, debt-equity swaps and the creation of portfolio investment 
funds will be used as appropriate, and the Zimbabwe Stock Exchange will 
be utilized to mobilize investment and savings from Zimbabwean 
entrepreneurs and small investors. 

31. Monetary Policv and Financial Sector Reform. The recent 
acceleration in inflation and the deterioration in the balance of 
payments have been associated with rapid expansion of domestic credit 
and monetary aggregates. During the programme, monetary and credit 
policy will aim at reducing the rate of inflation to 10% by 1995, 
consistent with the fiscal and balance of payment targets. Given that 
the relationships between key economic variables are likely to change 
during the adjustment period, particularly as the economy is 
progressively decontrolled, the Reserve Bank will need to exercise 
considerable judgement in the formulation of monetary policy. 

32. Recognizing that the existing direct methods used to control 
credit and money supply need to be changed in a more market-oriented 
economic environment, the government will move to indirect methods of 
control. The process has already begun. In October 1989 the government 
introduced a Base Lending Rate (BLR), administered on criteria more 
indicative of market conditions. Minimum interest rates on demand 
deposits and saving accounts were prescribed, instead of maximum rates. 
This was done in order to enable the rates on deposits to move upwards 
in response to market forces, while at the same time assuring a minimum 
return on savings for small depositors. The rates on fixed deposits of 
commercial and merchant banks, except for fixed deposits of the Post 
Office Saving Bank and building societies, were left to be determined by 
the market. At the same time, the discount rate was raised to 9% to 
encourage banks to trade discountable paper in the secondary market, 
rather than with the Reserve Bank. 

33. As tie fiscal deficit is brought under control, the government 
is determined to eliminate, in stages, the present system of 
administered interest rates by 1995. During FY91/92 the BLR will be 
determined by reference to the relevant adjusted foreign interest rate 
in addition to existing criteria, such as adequacy of rate of return and 
monetary stance. This will become the actual minimum lending interest 
rate without any add-on upper limit. The gradual interest rate 
liberalization will be completed with a switch to indirect methods of 
operating monetary policy and by abandoning the announcement of the BLR 
by the end of 1993. Open market operations will become the primary 
instrument for money market intervention to regulate monetary aggregates 
and interest rates. By then, the government will refrain from the 
present policy of setting interest rates on government stock of all 
maturities, allowing rates to be determined by market forces. 

34. During the transition to a fully market-determined interest 
rate policy, the authorities will enforce monetary restraint through 



greater recourse to reserve requirements and to some extent through 
operations in Treasury Bills and other eligible paper, at the same time 
as phasing out the use of Reserve Bank.Bills. To strengthen reserve 
requirements as a monetary policy instrument, these will be segregated 
from the liquid assets ratio and unified into one ratio to be applicable 
to all types of deposits. The liquid assets ratio will be used only for 
prudential purposes and not as a monetary policy tool. Effective 1991, 
liquid assets will be redefined to exclude private bills and acceptance 
paper and the ratio will be reduced to an appropriate level. 

35. Active steps will be taken to make the financial sector an 
efficient instrument of development in a competitive economy. To this 
end, new legislation will be put into place during 1991, which will lay 
the legal foundation for the emergence of new money market instruments 
and financial services, and will set effective prudential norms for 
banks and other financial institutions. The legislation will also aim 
to eliminate credit market segmentation and strengthen supervisory 
mechanisms. 

36. While the efficiency of the financial sector will be 
considerably enhanced by the entry of new banks and other financial 
institutions, both domestic and foreign, a gradual approach will be 
adopted. The focus up to 1993 will be on increasing domestic 
competition between financial institutions and the introduction of a 
limited number of new entrants. As experience is gained and as a 
supervisory mechanism is put firmly in place, Government will move 
towards an open entry policy. 

37. The government will develop further the Stock Exchange Market. 
To undertake appropriate and close monitoring of trading on the Stock 
Exchange, a Security Exchange Commission will be set up, in 1991, as a 
regulatory body. 

(ii) Trade Liberalization 

38. The government is committed to a phased process of trade 
liberalization to move from the present foreign exchange allocation 
system to a market based system by 1995. The programme, which started 
in October 1990, is being phased over five years to allow stronger. 
sectors to benefit from the removal of constraints on their export 
performance wbile permitting weaker sectors to adapt and new investment 
to take place as opportunities arise. This programme includes expanding 
the OGIL system, tariff reform, supportive exchange rate policy and 
improved export provisions. 

39. With the exception of a few goods, to be excluded only on the 
grounds of defense, safety or overwhelming public interest, all items 
will be importable through the OGIL system by 1995. The progressive 
expansion of an unrestricted OGIL is planned to facilitate the 
development of export-oriented dctivities and the gradual introduction 
of a competitive environment for local industries. However, the entire 
business community will have to face import competition within five 
years and hence should plan their activities accordingly. The 
government's clear time-bound commitment, coupled with rapid early 
expansion of OGIL and the concurrent relaxation of price and investment 
controls, is designed to increase investment and improve overall 
economic efficiency. 



40. Again, the programme of trade liberalization is already 
underway. To allow local industries time to adjust and modernize, two 
basic categories of OGIL have been introduced--one is unrestricted, the 
other has end use (user specific) restrictions. Maintaining the user 
specific category in the early years of the programme will facilitate 
the strengthening of export performance and prepare industry to face 
external competition. The first goods placed on OGIL will be largely 
raw materials, irrespective of whether or not they are domestically 
produced, to allow existing industry to increase its capacity 
utilization. This will be followed by intermediates. Capital equipment 
will initially be made available from special lines of credit under the 
supervision of the ZIC. In the middle years of the programme, capital 
goods will be added to the list of unrestricted OGIL. Final consumer 
goods will be placed on OGIL only in years four and five of the 
programme, to minimize the dislocation to existing industry and 
employment, while still ensuring that these industries restructure and 
become competitive within five years. The share of imports to be under 
OGIL in each of the five years of the programme is summarized in Table 
1. This summary has been derived from a more detailed sequence based on 
6-digit SITC categories. These targets will be achieved by 
progressively placing SITC categories on OGIL over the first four years. 
In year five, this list will be abolished and all goods will 
automatically be on unrestricted OGIL unless included in a small 
negative list. The schedule provided in Table 1 will be closely related 
to the timely realization of the funding required by this programme, 
Thirty percent of goods will be on unrestricted OGIL by the end of 1991. 

Table 1. SCHEDULE OF IMPORT LIBERALIZATION 
(cumulative % of total) 

Minimun Share of  Imports on OGlL 
OGIL - unrestricted 6 6 30 45 60 75 85 - end use specific 14 18 20 25 15 10 0 - total 20 24 50 70 75 85 85 

Minimun Share of Six digit SITC categories 
on OGIL at end of the period 

on OGIL - unrestricted 30 45 60 75 85 - end use specific 20 25 15 10 0 - total 50 70 75 85 85 

41. As the foreign exchange allocation system is phased out, 
tariffs will be the only principle source of modest protection for local 
producers. Almost all tariff rates will be in the range of 0 to 30% 
from 1991 onwards. The surtax, which is currently a flat 20% across the 
board, will be reduced to 10% by 1993. By 1993 the overall structure of 
taxes on imports will be reviewed, with a view to eliminating the surtax 
and concurrently raising the minimum customs duty to 10% by 1995. This 
would provide more uniform nominal import protection and hence a more 
productive allocation of scarce domestic and foreign exchange resources 
(see Table 2). The import tax, which is equivalent to sales taxes on 
domestically produced goods, will change only as sales taxes are 
changed. 



Table 2. SCHEDULE OF TARIFF REFORM 

Customs duties - c o n s w r  goods - raw materiels - intermediates 
investment goods 

surtax 20 15 10 5 0 

Sales tax - general - capital  goods 

Average to ta l  - tax on imports 

42. The average customs duty will increase from about 9% to 13%, 
while the average nominal protection (i.e. customs duty plus surtax) 
will fall from 19% to 14% over the 5 years of the programme. Final 
consumer goods will have customs duties in the range of 20% to 30%. with 
only 100 of the roughly 5,000 6-digit SITC codes having rates in exeess 
of 30%. Intermediates, raw materials and capital goods will be subject 
to customs duties of about 15%, 10% and 10% respectively. The envisaged 
structure of customs duties by 6-digit SITC category is summarized in 
Table 3. 

Range Percentage of Number of 
( %  1 6 digit SITC 6 digit SITC 

categories categories 

10 59.7 
11-20 16.5 
21- 30 21.1 
31-40 2.0 
41-50 0.3 
51 and above 0.6 

Total 100.0 5,011 

43. Over the course of the programme, government and public 
enterprises imports will become subject to taxation. This, together 
with an increase in the minimum customs duty from 0 to 10% and the 
abolition of the industrial drawback, will allow the surtax to be phased 
down without a commensurate reduction in the average rate of total tax 
on imports. Meanwhile, the effective rates of protection will fall 
because of the phased removal of foreign exchange controls and the 
reduction in surtax. 

The average effective surtax is now only about 13%, not the nominal 
20%, because government and parastatal imports are tax free. 



44. The Government recognizes that import liberalization needs to 
be underpinned by an appropriate exchange rate policy. The average real 
exchange rate against Zimbabwe's major trading partners has already 
fallen by 20% over the past two years (including 12% over the past 12 
months). This has already increased market incentives for exporters and 
made local producers more competitive vis-a-vis imports. Government 
policy is to maintain an exchange rate regime which will continue the 
existing resource shift in favor of export sectors and sustain export 
competitiveness. This will support exports and promote efficient import 
competition. 

4 5 .  The growth in exports during the latter part of the 1980s was 
mainly due to the export provisions which were established. These 
export incentives include: the Export Revolving Fund, Export Promotion 
Programme, Export Retention Scheme, Incremental Export Bonus Scheme, 
Export Incentive Schemes, and Import Duty Drawbacks and Rebates. The 
Export Incentive Scheme which provides a 9% tax free subsidy to selected 
exports (primarily manufacturing) will be phased out by FY94/95. With 
the exception of Import Duty Drawbacks, all the others will become 
irrelevant by 1995 because access to foreign exchange will be provided 
under the OGIL. In the meantime, however, they will all contribute to 
the early expansion of exports. Together they provide exporters with 
relatively free access to imported inputs and a financial subsidy. 
Rapid growth of the Export Revolving Fund and the Incremental Export 
Bonus Scheme indicate their importance to exporters. 

(iii) Dereaulation 

46.  The government recognizes that the full benefits of foreign 
trade liberalization cannot be reaped in an environment constrained by 
extensive domestic controls over economic activity. It has thus 
embarked on a programme of reform of the regulatory system to increase 
domestic competition and provide entrepreneurs with the freedom 
necessary to respond to emerging market opportunities and pressures. 
This domestic deregulation will be further implemented in line with the 
progressive liberalization of foreign trade. The programme encompasses 
the areas of investment approvals, price and distribution controls, 
labor and wage regulation, and other rules and guidelines which tend to 
impede growth, particularly of small-scale and informal sector 
activities. 

47. Investment A~~rovals. The procedures sanctioning new projects 
and expansion of existing projects have already been greatly simplified 
during 1990. Investment approval is not required if foreign exchange is 
not needed for the project. But in most cases, some import of equipment 
and/or materials is needed. To expedite approvals, a single-window 
clearance agency--the (Z1C)--has been established. An act of parliament 
will be promulgated during the first half of 1991 to delegate to ZIC 
certain powers to give approvals which have in the past required 
consideration by several commitdees in the government. In particular, 
the ZIC will have final authority to sanction projects below Z$10 
million (the figure has been raised from Z$5 million fixed in 1989) and 
substantive recommendatory authority for projects in excess of Z$10 
million. Moreover, ZIC's decisions will be issued within the statutory 
90-day period after initial application. 

48. Along with the streamlining of procedures, the criteria for 
project approvals are now also being reviewed. Investment approvals 



will be based progressively on project evaluation and feasibility 
studies, rather than merely on criteria such as foreign exchange earned 
or saved over a specified period. Such evaluation vill, through the use 
of appropriate shadow prices, promote the establishment of projects 
which generate employment. The ZIC will acquire the necessary expertise 
for the purpose and will involve financing agencies, e.g. the Zimbabwe 
Development Bank, in the detailed evaluation of projects. The ZIC has 
also been given responsibility for an extensive promotional role, e.g. 
recommending the development of industrial sites, overseeing the 
establishment of free trade zones (FTZ), export processing zones (EPZ) 
and Bonded Warehouse Operations (BWO), and reviewing and recommending 
the granting of incentives for approved projects etc. As investment 
sanctioning and capital goods imports are progressively liberalized, the 
ZIC will devote itself more to these promotional tasks. Furthermore, by 
1995, only large projects will require investment approval. 

43. As part of the ongoing efforts to promote investment, the 
government has now introduced more liberal provisions governing approval 
of export-oriented projects, repatriation of capital and remittance of 
profits in respect of new projects or expansions undertaken by foreign- 
owned companies or joint ventures. For instance, a 100% foreign-owned 
company which finances an export-oriented project through an injection 
of foreign funds is now allowed to repatriate its entire net after tax 
profits.. When funding is through a combination of inflow of foreign 
funds and blocked or surplus funds, repatriation of profits is now 
proportionate to the ratio of foreign inflow, but after five years 
remittance of dividends will rise to 100%. Similar liberal provisions 
will be extended to import substitution projects after a review in the 
course of the next twelve months. By end-1995 all exchange control 
restrictions on dividends and profit remittances will be removed. 

50. Price and distribution controls. Until recently the government 
has maintained an extensive system of price controls in order (i) to 
ensure the supply of basic and essential commodities of consumption at 
reasonable prices, (ii) to ameliorate restrictive trade practices, and 
(iii) to secure remunerative prices for farmers. However, the price 
freeze was lifted in 1988 and recently all price controls have been 
removed on five products (cigarettes and pipe tobacco, wines and 
spirits, safety glass, motor vehicle springs and batteries) and a number 
of products have been moved from the category of strict control to that 
for which the,government announces fixed maximum or specified prices. 
These include agricultural produce, including food or cash crops, 
livestock and fish--for most of which the relevant parastatal will be 
free to determine prices--building materials other than cement, 
beverages including alcoholic beverages, food additives, mineral raw 
materials other than steel products of the government-owned ZPSCO, motor 
vehicles, tobacco and tobacco products and stock feeds. Strict controls 
now remain only on ten products/services (bread, maize meal, beef, 
matches, cooking oil and fats--all regarded as basic consumption items-- 
cement, ZISCO steel and fertiliders--the rationale being duopoly in 
cement, government monopoly in steel and farmer protection in the case 
of fertilizers--petroleum fuels, and bus and railway fares). Domestic 
air fares have recently been removed from this list. 

51. This process of price decontrol will be extended further. As 
constraints are relaxed and with freer entry into industry following 
relaxation of industrial sanctioning procedures, the first two reasons 
for controls will entirely disappear, perhaps with the exception of some 



basic foodstuffs. Agricultural support prices will remain, but it is 
intended to rationalize the pricing policies with a view to reducing the 
burden of budgetary subsidies (see.below on Agricultural Prices and 
Marketing). Controls on prices of products will be removed as and when 
they are put on OGIL, so that domestic costs and prices move flexibly in 
line with border prices plus import and/or sales taxes. By 1995, price 
controls will apply to very few commodities. 

52. A~ricultural Prices and Marketing. In order to eliminate 
progressively price controls and subsidies to parastatals, the 
government is undertaking a review of the working of the agricultural 
marketing agencies. By June 1991, their boards of directors will be 
given greater independence and they will be responsible for making their 
operations more commercially oriented, thus gradually dispensing with 
the need for subsidies. To create conditions for a more active role for 
private marketing channels, the marketing of crops such as yellow maize, 
red sorghum and millet was partially decontrolled in April 1990. The 
Grain Marketing Board (GMB) remains a 'residual buyer' of these crops, 
but producers are free to sell directly, e.g. to livestock producers 
(yellow maize) and industrial brewers (red sorghum). The government is 
studying the modification of pricing and marketing arrangements for 
cotton, dairy products, meat, coffee and small grains to eliminate 
subsidies and allow progressive development of private marketing 
channels. Currently, movement of maize within a communal area is 
permitted and consideration is being given to permitting movement 
between non-continuous communal areas, so deficit areas can receive 
grains from surplus areas without having to go through the GMB. The 
possibility of allowing movement from commercial areas to other areas 
will also be reviewed. This will obviate the present wasteful transport 
of maize to the industrial millers and back again to the same rural 
areas. Regional variations in prices and greater participation by 
private traders in marketing are goals which will be considered as part 
of the medium-term strategy of deregulation and rationalizing the 
operation of GMB. 

53. Labor Market Regulations. Trade liberalization and progressive 
withdrawal of controls on private investment will create a favorable 
environment for restructuring of economic activities which will involve 
entry of firms into activities in which Zimbabwe has a comparative. 
advantage and exit of firms from those activities which are no longer 
profitable. pis will be possible, however, only if the existing strict 
regulations governing the labor market are simultaneously relaxed. 
Amendments in the Labor Relations Act have been proposed which would 
streamline the procedures for hiring and firing of individual employees 
thereby reducing delays. A national code of conduct has been 
established on the basis of which companies will prepare their own codes 
through the process of collective bargaining. A mechanism for quick 
retrenchment of labor, has been introduced. Appropriate compensation 
mechanisms for persons retrenched will be introduced by June 1991. 
Special emphasis is being placed on training of workers to facilitate 
their movement from existing activities to newer ones during the period 
of adjustment. 

54. Direct intervention in wage setting has already been replaced 
by collective bargaining for all but farm workers and domestic 
employees. These two groups do not have the worker organizations 
necessary for collective bargaining. Wage agreements are now being 
reached in employment councils and boards without any parameters set by 



the government, other than the statutory minimum wages which are way 
below the prevailing rates. Employment councils will be progressively 
established for all industries and activities, and they will be 
responsible for resolving all disputes regarding labor issues--wages, 
conditions of service, removal of individual employee for misconduct or 
lack of suitability in the job, and retrenchment for the purpose of 
'downsizing' or when a unit has to be closed down for lack of viability 

55. Local Government Re~ulations. There is now recognition that 
the zoning regulations and the licensing of small business, shops, 
hawkers and vendors, which have been in force since pre-Independence, 
inhibit the growth of informal employment. A Commission will be 
established by April 1991 to review, over the following two years, the 
objectives and effectiveness of the local council bye-laws and other 
regulations on economic activity, balancing growth objectives with 
enforcing acceptable public health standards and orderly development of 
towns and cities. 

5 6 .  Some relaxation of rules has already occurred- -e . g. the Harare 
City Council has relaxed the very strict conditions regarding provision 
of sanitary facilities before a market can be established. However, the 
licensing requirements still cause delays and harassment to ordinary 
people wanting to earn a livelihood through informal economic 
activities. Therefore, the licensing restrictions on hawking and street 
vending will be relaxed to promote employment. Establishments which 
employ "mechanical power" presently require a license under the 
Factories and Works Act irrespective of the number of persons employed. 
Such a wide coverage inhibits small business activity. A review will be 
undertaken of the possibility of amending the Factories and Works Act, 
for example, by exempting establishments which employ less than 10 
persons even if mechanical power is used. Consideration will be given 
to simplifying local council bye-laws and other regulations for areas 
declared as growth points, as a first step towards general 
simplification for all areas. 

57.  Trans~ort repulations. There is recognition that the 
requirement of permits for the operation of road transport has 
discouraged single owner-operated trucking, which can be an effective 
means of improving rural transport. Certain relaxations in the permit 
system have already taken place. For example, trucks with a capacity of 
15 tonnes or Jess do not require a permit during the crop season and 
those with a capacity of 10 tonnes or less are proposed to be 
deregulated soon. A pilot project of deregulation is now being carried 
out in two provinces--Victoria (Masvingo) and Buhera (Manica1and)--and 
it will be completed in the next six months. There is no clear 
rationale for trucking permits which have hindered the growth of small- 
scale rural transport, the permit system will, therefore, be abolished, 
except for an operating license to ensure road worthiness of vehicles. 

58. Urban transport is currrently the preserve of the Zimbabwe Urban 
Passenger Company (ZUPCO), a joint venture with an exclusive franchise 
to operate in four cities. In the absence of competition, there is no 
assurance of quality service at reasonable prices even though bus fares 
are currently controlled by the government. Before the current 
franchise agreement lapses in June 1994, the government will review 
future options to allow more than one operator, with demarcated routes, 
t o  provide urban services. 



SUPPORTING SECTORAL INITIATIVES 

(i) Pouulation and Health. 

5 9 .  The extension of health and family planning has been important 
in raising the quality of life of the people of Zimbabwe since 
Independence. Infant mortality has been considerably reduced, life 
expectancy is significantly higher than the regional average, and the 
fertility level has started to fall (as a result of relatively favorable 
socio-economic conditions as well as a strong family planning 
programme). For the future, the challenge facing the country is to 
expand and strengthen further these services in ways consistent with the 
objective of reducing the budget deficit. The strategy will, therefore, 
be to continue to extend basic health and family planning services into 
those areas of the country which are still underserved; develop further 
key programmes such as maternal and child health care, nutrition and 
AIDS control; ensure that service provision is matched by accompanying 
information and education activities; improve efficiency through better 
management and planning; and mobilize additional resources for the 
sectors. While additional manpower will need to be trained, particular 
care will be taken to ensure that the financial implications can be 
afforded. Additional efforts will also be made to improve the 
coordination of government and non-government services. Following the 
implementation of the first family health project, a second phase will 
be undertaken which will focus particularly on 16 selected districts of 
the country. 

(ii) Education and Training 

60. In its first decade of Independence, Zimbabwe achieved a 
dramatic expansion of primary and secondary education. At the secondary 
level, in particular, the rate of expansion was faster than ever 
experienced anywhere else in the world. The issue now facing the 
government is how to maintain and build upon past successes, while at 
the same time reducing the proportion of the budget devoted to 
education. The main challenge, within this perspective, is how to 
improve the learning achievements of the children in school. The 
strategy will be to improve the utilization of resources within the 
education sector (by providing additional support to rural, poorly 
endowed schoo$s, while reducing subsidies to the better endowed 
schools), strengthening management and particularly decentralizing 
responsibilities more to the regional and district levels, emphasizing 
teacher upgrading programmes and improved school supervision, improving 
the production and distribution of learning materials, continuously 
reviewing the curriculum, expanding training activities (particularly 
post-school) and encouraging non-formal approaches to education and 
training. While seeking even greater financial contributions from 
communities and parents, great care will be taken to protect the poor 
and avoid exacerbating the existing drop-out problem and gender 
differentials. A particular effort will also be made to resolve the 
constraints presently facing the technical and vocational training 
colleges, and especially the problems of poor salaries impeding lecturer 
recruitment and inadequate equipment provision. The government will 
involve the private sector and external community in reviewing and 
implementing its new, proposed strategy for human resource development, 
as soon as its masterplan has been prepared. At the tertiary level, 
there is commitment to the establishment of a second university in 



Bulawayo, the financial implications of which will be handled within the 
context of the programme budgetary targets. 

(iii) Asriculture 

61. Land resettlement and food security are two key agriculture- 
related issues being addressed by the government. Even after a decade 
of resettlement efforts, land distribution in Zimbabwe remains highly 
skewed. More than 1,000,000 families remain in overcrowded communal 
areas of poor agricultural potential. Pressure exists for land 
redistribution because of low productivity due to poor quality land in 
most communal areas and the natural resource degradation due to 
overcrowding. At the same time, however, the government also recognizes 
that the large-scale commercial sector is of critical economic 
importance and will continue to be one of the pillars of economic 
growth. The need for improving performance in the small-scale sector 
remains crucial and the government's efforts will be concerned mainly 
with the provision of better agricultural support services as well as 
more appropriate technology packages. 

62.  Since the beginning of the resettlement effort, 52,000 families 
have been resettled on approximately 3 . 2  million hectares a .  Current 
proposals call for resettlement of an additional 110,000 families on as 
much as 5.0 million hectares currently in the large-scale commercial 
sector (LSCS). In order to ensure availability of land to augment 
present resettlement efforts, Government is considering amendments to 
the Land Acquisition Act. The amendments will enable Government to 
acquire more land to distribute to the landless rural people, without a 
decline in agricultural productivity. The actual price of land purchase 
and resettlement will be determined by financial availability as 
prescribed by fiscal targets as well as the pace at which properly 
trained small-scale farmers can be identified. A central element in the 
agricultural strategy is finding satisfactory mechanisms for 
transferring land out of the LSCS. In order to bring more LSCS land 
onto the market--either for use in resettlement schemes or other uses-- 
the cost to farmers of holding underutilized land is being increased via 
modifications of the present land tax. 

63.  Shortage of food at the household level is a major issue in 
some parts of the country. As a result, malnutrition is still one of 
the leading cquses of death among Zimbabwean children between the ages 
of 2 and 5 in these areas. This shortage of food at the household level 
is accompanied by abundant food supplies at the national level, as 
demonstrated by abundant maize reserves. Some households cannot afford 
to meet their food needs due to a combination of low incomes and high 
food prices. Part of the explanation for high food prices, especially 
in food deficit areas of the country, is the weakness of the marketing 
network. Consequently, for reasons of food security as well as 
efficiency, the government plans to eliminate existing restrictions on 
crop movements (see also the sedtion on Deregulation, para 52 ) .  

This includes land for roads, schools, etc. Actual land for 
agriculture averages about 15 ha per family, including grazing land. 
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(iv) Environment 

6 4 .  "The National Conservation Strategy--Zimbabwe's Road to 
Survival" was presented in June 1987, and endorsed by the government. 
The goal of the strategy is to integrate sustainable resource use with 
every aspect of the nation's social and economic development and to 
rehabilitate those resources which already are degraded. To review 
existing legislation and implement the NCS, the Government has 
established a committee, under the chairmanship of the Ministry of 
Natural Resources and Tourism. The Scientific Division of the 
Department of Natural Resources has been strengthened by the addition of 
an Environmental Monitoring Unit. 

65. Some action has already been taken to promote conservation and 
management of wildlife, grazing, forestry and water. The rural 
afforestation project, for example, was designed to test a number of 
approaches to rural afforestation and peri-urban plantation, to involve 
the rural population in tree planting, and promote self-sufficiency in 
fuelwood and construction materials. Natural resource cooperatives are 
being established on a voluntary basis, in cooperation with the 
government's rural development institution. An NGO (ENDA) is also 
pioneering an innovative community-based approach to afforestation in 
rural areas that emphasizes traditional species. The government 
supports such initiatives. The current high population growth rate 
remains a dominant concern in communal areas, and is being addressed by 
the Zimbabwe National Family Programme, together with the Ministry of 
Health. 

66. National standards of effluent and emission control as being 
established for existing and future investments. All major investments 
will also be subjected to an environment impact assessment. 

(v) Energv 

6 7 .  In the energy sector, the government will continue to follow a 
least-cost supply strategy and promote efficient energy use through long 
run marginal cost pricing. Efforts to encourage environmentally-sound 
exploitation of wood energy resources and increased private tree 
planting will be intensified. In electric power, a least-cost 
generation expansion strategy will be followed and it will take full 
advantage of low-cost import options whenever such supplies can be 
considered reliable. The current import contract with Zambia will be 
extended throygh to at least 1995, the old thermal power stations will 
be rehabilitated by 1993 and, subject to final agreement with the 
Government of Mozambique, arrangements will be concluded to import up to 
500 MW of power from the Cahora Bassa Power Station via a new high- 
voltage transmission line, to be in service by 1995. Electricity 
tariffs will be adjusted in a timely manner to cover the power utility's 
operating costs and debt service, and to make a reasonable contribution 
to investment. By the end of 1992, a study of the economic cost of 
power supply will be completed and a programme put in place to introduce 
and maintain full economic pricing of power, based on long run marginal 
cost. Petroleum prices will be adjusted to reflect the import cost of 
products and domestic transport, storage and distribution costs, and to 
avoid cross-subsidization between different products. Coal prices will 
be adjusted regularly to the current financial and future economic cost 
of production and transport. 



(vi) Urban Infrastructure 

68. To support increased growth in the economy, infrastructure will 
be required to support urban-based economic development and accommodate 
urban programmes. The government anticipates a substantial expansion of 
urban population growth; and to manage this successfully, the government 
intends to strengthen institutional capacities to make the most 
efficient use of scarce resources. Institutional arrangements are being 
established to support: (i) improvements in the selection and 
scheduling of urban investments, and in the identification of the most 
cost-effective capital development proposals; (ii) maximum use of 
existing system capacities, allowing for postponement of bulkier 
investments by better balancing existing facilities; (iii) planning of 
major capital works to avoid lumpy funding demands; (iv) establishment 
of a suitable balance between maintenance and capital expansion; and (v) 
greater opportunities for the smaller cities to compete for scarce 
capital resources. 

69. To contribute to the public sector deficit reduction, 
government expects to achieve significant savings in the urban sector 
through two keys strategies: first through the involvement of private 
sector intermediation (the building societies) in financing low-income 
housing; and second, through ensuring the financial independence and 
viability of the urban local authorities as suppliers of urban services. 
Government policy is to avoid any shift towards dependence on central 
government transfers to the urban sector for recurrent expenditures, and 
to minimize the reliance on central financing of capital works. As part 
of its strategy for maintaining the financial viability of the towns, 
government has introduced a new management tool, the Financial 
Performance Plan, which would : (I) enable continuous monitoring of the 
financial circumstances of each local authority; (ii) bring into 
operation a capability for future financial planning and programming by 
each town; and (iii) set out actions, development standards, and 
revenue generation performance requirements for urban councils to 
qualify for access to investment loans from government and other 
sources. 

(vii) Small-Scale Enterprises 

70. The growth of the small scale sector has been inhibited by the 
availability ?nd cost of finance, land and basic utilities, as well as 
numerous licensing and oth* regulations. Government policies have so 
far concentrated on promotional measures which include the establishment 
of a special financing agency--the Small Enterprise Development 
Corporation (SEDCO), and the small enterprise scheme of Zimbank. 
Private banks have been encouraged to set up similar schemes. The small 
to medium enterprises are also benefitting from: the Zimbabwe 
Development Bank (ZDB) Z$30 million external facility for the 
procurement of capital equipment; ZDB soft loan window for financing 
small scale projects including detting up factory shells; and ZDB 
surplus funds facility. Some small scale enterprises also benefit from 
the Africa Project Development Fund and the Africa Enterprise 
facilities. The Venture Capital Company of Zimbabwe, which will be 
operational by June 1991, will promote small to medium scale enterprises 
development. Moreover, trade liberalization and domestic deregulation 
will further improve the environment for new investment by small 
enterprises as well as large and medium. More specifically, regulations 
which come in the way of setting up of businesses will be relaxed. As 



large and medium scale enterprises become more specialized, they will 
subcontract work that they can not do competitively to smaller scale 
enterprises. 

(viii) Women in Develo~ment 

71. As farmers, women have significantly benefitted from the 
strengthening of the agricultural extension services. Females have also 
taken advantage of the rapid expansion of schooling, and mothers and 
children have received considerably more health care as a result of the 
expansion of health and family planning service delivery. But major 
challenges remain, and the government is committed to addressing these 
issues while the process of structural adjustment proceeds. In 
education, a gender gap exists in both school enrollments (especially at 
the secondary level) and also in learning achievements, while at the 
higher levels women are heavily under-represented in the university and 
technical training colleges. This gap will be addressed by the 
Government. The literacy rate for women is also lower than for men. 
Within the health sector, increased priority will also be given to 
issues of maternal mortality and other problems facing women in 
particular. In the rural sector, more attention will be given to 
identifying and introducing labor-saving technologies for women, and to 
finding solutions to the problem of environmental degradation and 
woodfuel shortages (which lead to heavy work burdens for women). As 
part of the government's review of the land distribution issue, 
particular consideration will be given to ways of improving women's 
access to land. The on-going efforts to improve extension services to 
women will also be strengthened, while ways will be found to design 
additional activities and to monitor progress. 

C. SOCIAL DIMENSIONS OF ADJUSTMENT 

72. As the overall structural adjustment programme will increase 
economic growth and has been designed to avoid unnecessary adverse 

- social consequences, the poor will as a whole benefit substantially. 
However, some individuals or groups are likely to be adversely affected 
for a time, as structural adjustment programmes can lead to short-term 
negative effects. The aim of the government is to shield disadvantaged 
or vulnerable groups from declines in welfare arising from restructuring 
or stabilization measures. 

r 
7 3 .  The majority of the poor and vulnerable in Zimbabwe are found 
in rural areas. Workers on large-scale commercial farms and their 
families, as well as subsistence farmers in the communal areas, tend to 
earn much less than people in urban areas, have less access to social 
services, and face greater problems of food security. In addition to 
the rural poor, however, a significant proportion of the urban 
population lives in poverty. In the urban areas, the most vulnerable 
are the unemployed and unskilled workers. Women are over-represented in 
these disadvantaged groups, as they comprise the bulk of the population 
in the communal areas and outnumber men among the urban unemployed and 
unskilled. 

74. The potential negative effects of structural adjustment on the 
poor and vulnerable fall into three general categories: (i) increased 
frictional unemployment; (ii) inflation and relative price increases; 
and (iii) social service cut-backs and increased cost recovery. 



75. As far as the first of these effects is concerned, some 
transitional unemployment is expected to occur in the formal sector (to 
the extent that some industries are inefficient and cannot respond to 
increased competition), in the public sector (to the extent that there 
is a reduction in the size of the civil service as a result of the need 
to reduce the fiscal deficit), and in the parastatal sector (to the 
extent that rationalization of public enterprises and elimination of 
subsidies induce worker lay-offs). Present estimates of worker 
retrenchment amount to perhaps 10,000 civil servants over and above 
those who would have left the public sector anyway, maybe 2,000 
parastatal workers (although this figure will need to be revised in the 
light of individual restructuring programmes for particular 
parastatals), and roughly 20,000 members of the formal sector (on the 
assumption that 10% of the existing manufacturing industry will find it 
difficult to adjust to the new economic opportunities). For the civil 
servants the government will pay compensation to civil servants who are 
made redundant compulsorily, in line with existing regulations and 
provisions. This compensation will be in the form of commuted pensions. 
In addition, the government will set aside an amount equivalent to 35% 
of the wages and salaries saved to be used to cover any additional 
retraining costs. Specifically, any retrenched civil servant will be 
able to apply for financial support to cover his or her cost of 
retraining (whether in the public or private sector). Provision for 
assistance for any parastatal workers laid off will be made by the 
respective parastatals. Commuted pensions will be paid in line with 
existing regulations, and there will also be support for retraining 
expenses. Compensatory payments will be made by private sector 
employers to employees made redundant, and guidelines for this are being 
developed by the Ministry of Labour, Manpower Planning and Social 
Welfare. The guidelines will balance the need for retrenched workers to 
be compensated adequately, with the need to ensure that such guidelines 
do not increase reluctance by employers to hire additional workers in 
other sectors of the economy. In addition, there will be a major effort 
by the Government to strengthen the capacity of the existing technical 
and vocational training colleges to cope with retraining needs. 
However, rather than try to anticipate the precise profile of training 
required for retrenched workers, the emphasis will be on developing a 
responsive capacity in training facilities. The Government will also 
review existing fiscal incentives to encourage more training to be 
financed by the private sector, in order to benefit: existing workers, 
new labour force entrants, and any workers retrenched as a result of the 
adjustment programme. 

76. Although the structural adjustment programme is designed to 
address and mitigate the existing problem of inflation, the general 
level of prices is projected to continue to increase before being 
reduced to more acceptable levels. The effect of.an increase in the 
general price level will be felt most strongly by those groups with 
fixed incomes, or with relatively little collective bargaining strength. 
However, from a social point oftview, the most critical issue concerns 
the relative price of the most essential items of consumption, and 
particularly the accessibility and affordability of maize by the poor 
and vulnerable groups. As the government plans to cut the subsidy to 
the Grain Marketing Board (GMB), there is a risk that the price of maize 
may increase. However, to minimize upward pressure on the price of 
maize and to increase the efficiency of the distribution system, the 
government will liberalize grain marketing and also provide 30% of the 
fiscal savings (resulting from the GMB subsidy reduction) to be set 



aside as a further "safety-net" and used to cover the costs of any 
necessary continuing or new programmes designed to ensure food supplies 
to poor and vulnerable groups. The details of this scheme are now being 
worked out by the Government. 

77. The final way in which the poor and vulnerable could be 
negatively affected by adjustment is via changes in the provision of 
social services, and particularly, the implementation of cost recovery 
measures in the health and education sectors. It is the intention of 
the government to protect the gains obtained after independence, and to 
ensure that the most disadvantaged among the population of Zimbabwe 
continue to have improved access to social services. In the health 
sector, the budget for the Ministry of Health is projected to remain 
constant (at 2.77%) as a proportion of GDP, despite the overall 
reduction in public expenditure. This means that the budget will grow 
as a proportion of central government expenditure from 5.6% in FY90/91 
to 6.5% in FY94/95, which was the level achieved in FY89/90. This 
increase in the proportion of the central budget going to the Ministry 
of Health is due to the reductions in other sectors. The budget will 
therefore grow in real terms at about 5.3% annually, or approximately 
the rate achieved in the first decade of independence. This rate of 
growth of the budget will allow the Government to implement and cover 
the recurrent costs of a second family health project, which will be 
targeted particularly on 16 mostly remote and relatively under- 
privileged districts of the country. Concessional external support, 
however, is needed for the investment costs of the project. In order to 
contribute to the budget deficit reduction target, though, the Ministry 
of Health will raise its cost recovery efforts to reach Z$60 million 
(equivalent to 0.2% of GDP) by FY94/95. However, the government will 
also protect the poor and vulnerable by ensuring that increased cost 
recovery is designed in an equitable way. Specifically, the Z$150 
income threshold will be maintained so that poor people will have access 
to health services. In the education sector, the Government will also 
continue with its efforts to maintain and improve the quality of 
schooling throughout the country; and although the budgets of the 
Ministry of Education and Culture and the Ministry of Higher Education 
will be reduced as a proportion of GDP from 9.2% to 8.7% in order to 
contribute to the fiscal deficit reduction, they are projected to 
continue to rise in real terms at an annual rate of about 3.8%. As a 
proportion of central government expenditure the total education budget 
would also riqe slightly from 18.5% in FY90/91 to 20.7% in F'Y94/95. The 
present pattern of inequitable subsidization of better endowed schools 
will be changed so that the burden of adjustment falls more on those who 
are better able to afford it. Cost recovery will be increased by about 
2$160 million (0.5% GDP) by FY94/95. To ensure protection for the 
vulnerable groups, the Government intends, along with increases in cost 
recovery, to set aside some funds from the Budget to establish a 
scholarship fund specifically for this purpose. 

78. Careful monitoring of the structural adjustment programme will 
play an integral role in its successful implementation, as well as in 
the protection of the welfare of the most vulnerable groups. This will 
be done through building upon the existing system of household surveys 
and through the use of the national nutritional surveillance system 
which will also be strengthened in order to provide up-to-date 
information on changes in the nutritional status of children throughout 
the country. In order to increase and harness public support for the 



economic adjustment measures, information concerning the programme will 
be widely disseminated. 

FINANCING REOUIREMENTS 

79. Following the severe import compression of the mid 1980s and a 
current account surplus in 1988, there has been a widening current 
account deficit in 1989 and 1990. As the debt servicing demand on 
foreign exchange eased after the peak of 1987, foreign exchange 
allocations and hence imports have increased. The current account 
deficit was US$89 million or 1.5% of GDP in 1989 and is estimated to 
have been about US$177 million in 1990, or 2.8% of GDP. This increase 
in 1990 is largely accounted for by the increase in petroleum products 
prices resulting from the Gulf crisis. Unless these prices fall, the 
effect will be even larger in 1991, because the higher prices will apply 
to the whole of the year. It is now possible to expound imports rapidly 
for a couple of years without creating an excessive current account 
deficit and generating unsustainable external debt, provided there is 
adequate foreign financing to support the needed increase in investment. 
However, given balance of payments constraints, trade liberalization in 
Zimbabwe.needs to generate an improvement in the composition of imports, 
not simply a general expansion of imports. 

80. Balance of payments projections for 1991 to 1995 estimate that 
the real export growth rate will rise as the reform programme takes 
effect. Following a large increase in imports in 1989 and then little 
change in 1990, imports are projected to increase rapidly in 1991 and 
1992. Imports are projected to grow by 8.5%, in real terms, in 1991 and 
7.1% in 1992, before falling back to 3.7% per annum in 1993, 1994 and 
1995. This rapid early expansion of imports reflects the relaxation of 
import controls and provides materials and capital goods necessary for 
the recovery of investment. Moreover, the composition of imports is 
assumed to change, as investment and intermediates expand rapidly in the 
first three years. Non-factor service payments are estimated to rise 
because of the anticipated expansion in trade. Foreign reserves will be 
gradually increased to reach three months of imports by 1995. 

81. Detailled balance of payments estimates are given in table 4. 
The current account deficit increases from 2.8% of GDP in 1990 to 6.4% 
in 1992 before falling to 4% by 1995. New borrowing will be needed to 
help fund increased investment by supporting a temporary increase in the 
current account deficit. Without a temporary worsening of the current 
account deficit and the implied increase in foreign borrowing, the 
required increase in investment would imply an unacceptable temporary 
decline in consumption and living standards. The temporary increase in 
foreign borrowing underpins the recovery of investment, while the 
comprehensive programme of polidy reform, outlined as Zimbabwe ' s 
strategy in Section 111, ensures that the funds will be productively 
used to increase competitiveness and efficiency and expand economic 
capacity. The structural adjustment programme is sustainable and debt 
service payments kept below 20%, because the policy reform and increased 
competition improve economic efficiency and export capability. The 
total debt outstanding and disbursed rises to a peak of 64% of GDP in 
1994. 



82. Total foreign financing required for the five years, 1991-1995, 
is estimated to be about USS3.44 billion, about US$690 million per annum 
(see table 5 ) .  This implies an increase of about USS1.75 billion, or a 
doubling as compared to recent trends. Raising this amount of 
additional financing, while maintaining the share of the grants and 
concessional loans in the overall portfolio, will be a major challenge. 
However, any worsening of the terms of financing would make it more 
difficult for Zimbabwe to implement this programme of structural 
adjustment without reductions in living conditions for Zimbabwe, in 
particular the poorest and most vulnerable groups. 

83. Zimbabwe needs at this time a major increase in both grants and 
a blend of concessional and other long-term lending. Short-term lending 
is not very helpful when the problems are structural and investment 
related as is the case in Zimbabwe. The effective provision of this 
support necessitates widespread finance from the international 
community. Multilateral agencies, bilateral sources and commercial 
banks are all needed to support this programme with adequate funding. 
The government is committed to the concerted and comprehensive programme 
of action outlined above to keep the need for external funding within 
sustainable limits and to ensure the increased competitiveness of L - 
economy. The lack of external support and structural changes would 
perpetuate low investment levels, a worsening of unemployment, and low 
growth. Under that scenario, Zimbabwe's progress in extending health 
and education to the poor could not be sustained. 



TABLE 4 Balance o f  Paymcnts i n  US Dollars 

(USS mi l l ions  a t  current prices) 

Trade Balance 

Merchandise Imports 

Consurption 

Investment 

Intermediate Goods 

Petroleun 

Merchandise Exports 

Agriculture 

Mining 

Manufacturing 

Other 

Net Nonfactor Services 

Payments 

Receipts 

Net Factor Payments 

Payments 

Interest  

P ro f i t s  L other 

Receipts 

Current Transfers 

Current Account Balance 

. 
Overat 1 Balance 

Grants 

Foreign Investment 

LT Por t fo l io  l n f  lous 

~ h o r t l t e r m  Capital 

Financing 

Change i n  Total NFM-1 

Long Term External Debt 

Exchange Rate tZimS/USSl 



Table 5. EXTERNAL FINANCING REPUlREMENTS 
(Hil l ions US$) 

REWIREMENTS: 
Irrports (GNFS) 

Factor Payments 
(Interest) 

Amortization 

Change i n  Reserves 

Total 

SOURCES: 

Exports (GNFS) 
Factor receipts 
Current Transfers 
Foreign investment 
Total Primary Sources 

TOTAL FINANCING REQUIRED 

Disbursment on Existing Comnitments 

1 BRD 

Other Mult i la teral  
Bi lateral  
C ~ s i a l  Banks Cinci. IFCI 

ADDITIONAL FINANCING REQUIRED 



V. IMPLEMENTATION 

84. The government fully acknowledges the implementation problems 
associated with a comprehensive programme of this nature. To tackle 
them several measures are envisaged. First, an Inter-ministerial 
Coordination Committee will follow up implementation, will make periodic 
reports to the government on the progress of implementation and will, 
propose to the government the necessary policy response and "fine- 
tuning" measures that are usually necessary during the execution of an 
adjustment programme. For example, the Committee will recommend 
speeding-up or slowing-down the implementation of part of the programme 
or the programme as a whole, if international market conditions on 
external financing differ considerably from those assumed at the 
beginning of the programme. By the same token, the speed of 
implementation may be accelerated should external financing be 
forthcoming as envisaged and disruption appear minimized. 

85. The Committee will monitor, very closely the supply response of 
the programme. The government gives special importance to such 
monitoring during the first two years of the programme, 1991 and 1992, 
when investments will still be subject to official controls following 
profit criteria, and based on promoting competitive export-oriented 
activities. 

86. The government also intends to carry out a comprehensive review 
of the programme before the end of 1993 (the third year of the 
programme). The review will assess the overall progress in the 
implementation of the programme and, also will revisit its main 
components so as to recommend possible modifications in measures and/or 
speed for the final years of the adjustment programme. Special 
emphasis will be given in the review to trade liberalization and budget 
deficit reduction efforts with a view to accelerate them, should 
conditions be appropriate for such a step. 



ZIMBABWE 1991-95 POLICY MATRIX 

The attached Policy Matrix outlines the main longer-term 
objectives, short-term measures and sequencing that comprise the 
Government of Zimbabwe's structural adjustment programme. It embraces a 
tripartite core strategy of fiscal and monetary reform, trade 
liberalization and domestic deregulation, supported by sectoral 
initiatives and selective actions to reflect the social concerns for the 
poor. 

The programme outlined in the matrix is an integrated one which 
will be implemented in an equally integrated fashion. The government 
recognizes that stabilization problems need to be tackled concomitantly 
with structural adjustment measures. Therefore, the matrix includes 
several targets and policies, particularly related to public sector 
fiscal and monetary policies, aimed at containing emerging externaland 
domestic imbalances. 

The inclusion of specific dates throughout this matrix, 
indicating when certain actions will be taken, provides a timetable for 
implementation of structural adjustment. The early publication of this 
timetable is especially important given the gradualist pace of the 
programme and the need for implementation to maintain momentum. 
Outlining the entire programme in this time-bound manner will provide 
everyone involved in, or contemplating, business in Zimbabwe with a 
clear indication of the policy environment within which they will need 
to be able to compete within five years. 



TABLE 1: POLICY MATRIX  

l ssue Past actions Adjustment P r o g r a m  

General Plan Specif ic Action Specif ic Action Specific Action 
BY end 1991 BY end 1993 Bv end 1995 

A. MACROEOOYONIC ISSUES AW) FINANCIAL REFOWl 

Al. ~ i s c a l  Policy 

Relative high levels Reduction i n  central  
of pr ivate savings government d e f i c i t  
and a substantial from around 13 
channel 1 ing of these percent of GDP i n  
savings t o  finance FY87/88 to  about 
large public sector 10.5 percent of GDP 
def ic i ts .  i n  FY90/91. 

Al.1 Central 
Government 

(a) Revenue 
Policies. Tax 
rat io, estimated at  
some 39-40 percent 
o f ,  GDP i n  FY90/91 
are re la t i ve ly  high. 

Various steps taken 
i n  FYB8/89 and 
FY89/9O and FY90/91 
to reduce individual 
tax levels. I n  
FY90/91, the canpany 
tax rate uas reduced 
s l ight ly  u i t h  
offsetting 
reductions i n  
exenpt i ons. 

Reduction of central 
goverrment d e f i c i t  
(excluding grants) 
t o  5 percent of GDP 
by FY94/95. A larger 
improvement u i  11 be 
achieved i n  the 
overal l  pub1 i c  
sector de f i c i t .  

Continue e f fo r t s  t o  
reduce tax levels 
and rat ional ize the 
tax structure i n  
order t o  strengthen 
the equity and 
eff ic iency aspects 
of the tax system. 

Reduce central 
goverrment budget 
d e f i c i t  by 2 
percentage points of 
GDP during FY91/92 
through specif ic 
act ion on 
parastatals reform, 
reduction i n  size of 
c i v i l  servize and 
curtailment of other 
recurrent 
expenditures. 1 

(See 82 for  t a r i f f s )  

Central govermnt  
budget d e f i c i t  
reduced (by 1 point 
o f  GDP i n  each of 
FY92/93 and 
FY93/94). 

Reduce the corrpany 
basic tax rate while 
reducing ex is t ing 
tax deductions and 
allowances and 
removing double 
deductions on 
investment . 

Reduce central  
govermnt  d e f i c i t  
(excluding grants) 
t o  5% of GDP. Make 
remaining subsidies 
transparent. 

Reduce the top 
marginal tax rate 
for  individuals by 
about 20 percent. 
Further reduce 
corrpany tax t o  
approximate 
ef fect ive ra te  of 
taxation. 

1. including the provision i n  the M g e t  t o  cover accunrlated losses of p ras ta ta ls ,  the central  goverrment d e f i c i t  (excluding grants) w i l l  be 
reduced from 10.4 percent of GDP i n  FY90/91 t o  7 and 4.7 percent respectively i n  FY91/92 and FY94/95. 



Past actions Adjustment Programne 

General Plan Specific Action Specific Action Specific Action 
Bv end 1991 BY end 1993 BY end 1995 

Growth of non-tax 
revenue has fa l len 
behind the provision 
of services. 

(b) Expenditure 
policies. A large 
public sector uage 
b i l l  due t o  past 
rapid growth i n  
employment and 
wages; inadequate 
incentive structure 
wi th in the public 
sector and between 
public and private 
sectors. 

Unswtainable growth 
of non-wage 
budgetary outlays. 

I n  FY90/91 a freeze 
inposed on the size 
of the c i v i  1 
service. Task Force 
established t o  
identify areas of 
dyl l ication and non- 
essential positions 
i n  the c i v i l  
service; and 
incentive scheines 
and %afety netY 
progratnnes developed 
to  fac i l i ta te  
retrenchment. 

Increase cost Increase cost 
recovery i n  recovery i n  
education, training, educa t ion by 2540 
health and other mi l l ion  from 2535 
areas. mi l l ion i n  FY90/91 

to  ZS75 m i  11 ion i n  
FY91/92, and improve 
fee collections i n  
health to col lect an 
additional ZS15 
mi l l ion  (ie. 
increase cot lections 
to  ZS3O mill ion) i n  
FY91/92. 

Eliminate redundant 
and non-essent i a1 
enployment so as to  
reduce the size of 
the c i v i l  service 
(excluding 
education) by 25 
percent during 
FYPl/92 - FY94/95. 

Ilrprove procurement 
procedures and other 
s t e p  to  contain 
expenditure growth. 

I n  FY91/92 reduce 
the c i v i  1 service by 
6 percent; Set up 
efficiency units 
within departments 
t o  identify 
duplication and 
redudent positions. 
Limit public sector 
wage increases 
(including wage 
d r i f t )  to  less than 
the r ise  i n  the CPI. 

Cost recovery i n  Cost recovery i n  
education t o  reach education of 0.5% of 
ZS120 mill ion, and GDP. Improve 
i n  health t o  reach collection i n  health 
ZW5 m i  11 ion. to yield .2% of GDP. 

I n  FY92/93 reduce 
the c i v i l  service by 
a further 8 percent; 
l i m i t  the increase 
i n  the uage b i l k  
(including d r i f t )  t o  
the increase i n  CPI, 
with d i f f e ren t i a l  
increases based on 
merit and s k i l l  
shortages. 

Design and implement 
a conprehensive data 
col lection system 
for  monitoring 
g o v e r m t  
expenditure on a 
conni tment and cash 
basis. 

I n  FY93/94 and I 
FY94/95 reduce the 
c i v i l  service by a o 
further 8 and 3 I 
percent of the c i v i  1 
service 
respectively; 
increase uages to  
ensure that the 
prblic sector i s  
conpetitive with the 
private sector. 
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I ssuc Past actions Adjustment Programne 

General Plan Specific Action Specific Action Specif ic Action 
BY d 1991 Bv end 1993 Bv end 1995 

agricul t u r d  
prastatals. 

(d) Over-extension 
of the State i n  
camrrc ia l  and 
industr ial  act iv i ty  
(i.e. tourism). 

Growth i n  money 
supply accmmdat ing 
cost-push 
inf lat icnary 
pressures. 

A more f lex ib le  use 
of interest rate 
policy. L d i n g  
rates increased. 
Rater on f ixed 
deposits o f  banks 
not .Ql in is t ra t ive ly  
f ixed except those 
i n  respect of 
hi lding societies 
.nd post o f f i ce  
savinms bank. 
Miniam rates for  
saving md dcrund 

rules t o  promote PE 
efficiency. 

Implementation of a 
PE progrsmne t o  
define possible sale 
of interests 
(par t ia l  or to ta l )  
i n  some enterprises. 

Manage nonetary a d  
credit  aggregated t o  
(along with f isca l  
policy) contain 
i n f  lationary 
pressures and 
supbort bmlance of 
pylrrnts objectives. 
Phase out interest 
ra te and credit  
controls, suitch t o  
indirect methods of 
lonctary control. 

in  h i r ing a d  f i r i n g  rnerketing 
labor, setting pay parastatals. 
scales and i n  
procurement. 

lnplementation of 
t a r i f f  setting 
forrmlas for public 
service monopolies, 
based on LRHC or 
economic value. 

Carpletion of study 
and def ini t ion of 
act ion program. 

Sub-contracting of 
some services by 
pub1 i c  sector. 

(a) Mmetarv pol icy 

Cannercialize PEs i n  
which other 
investors could be 
subsequently invited 
t o  participate. 

Market-based pricing 
fo r  ZISCO; 
comnercial 
parastatals to  make 
prof i ts .  

Implementation of 
strategy f o r  joint 
ownership in  some 
cases as def id by 
the progrmmte, 
including sales of I 
shares and assets of 
som PEs. N 



Issue Past actions Adjwtnmt Progranme 

General Plan Specific Action Specific Action Specific Action 
BY end iwi BY end 1993 BY end 1995 

depooi ts  prescribed 
i n  August 1990. 

Interest rates a d  
level and 
d i r t r i b t i o n  of 
credit  determined by 
direct controls ud 
moral suasion. 

Direct monetary 
policy controls t o  
be replaced by 
indirect methods of 
monetary control, 
with the m i n  
cnphasis on open 
market type 
operations. 

Develop a basic 
monetary programing 
f r#nework to  ensure 
the consistency 
between nmnetary, 
fiscal, external, 
and other targets. 
Vary yields on 
treasury b i l l s  to  
achieve the monetary 
targets contained i n  
th i s  monetary 
progrannw. 

Hake the Base 
Lending Rate (BLR) 
dependent on the 
cost of foreign 
borrowing as well as 
local borrowing and 
intermediation 
costs. nake the BLR 
applicable t o  a l l  
f inancial 
inst i tut ions and 
have no maxi- 
lending rate. 
Separate the reserve 
requircncnt frm 
l iqu id  assets ratio, 
r n i f  ied in to one 
r a t i o  and make i t  
a w l  icable t o  a l l  
deposits . Use 
reserve requirements 
more t o  control 
nonctary aggregates. 

Abandon the Use of Reserve Bank I 
amwncement of the b i l l s  should be 
BLR. Control through phased out as W 

W 
rates on goverrmnt reserve requirements , 
stock. Relax other are more frequently 
govermment paper as used. 
the f i sca l  def i c i t  
shrinks. 

Switch fran treasury 
b i l l  auctions to  
regular open mrket  
operations i n  the 
secondary mrket  for 
l i q u i d i t y  and 
interest rate 
control. 

€ns&e that d iscant  
window operati& do 





f ssue Past actions Adjustment Programne 

General Plan Specific Action Specific Action Specific Action 
BY end 1991 BY end 1993 BY end 1995 

monetary pol i cy  and 
e f f o r t  t o  bolster 
aggregate supply. 

A4. Balance of 
Pavments and 
External Debt 

Maintenance of a 
sustainable external 
debt pos i t ion uh i le  
the  current account 
d e f i c i t  widens t o  
prov ide transit ional 
resources for  
s t r u c t u r a l  
adjustment. 

81. Exchange rate 

Shor t - rur  rationing 
i n d i c a t i v e  of 
cont inuing over- 
valuat ion. 

Current account 
def ic i ts uere 
reduced through 
import compression 
during the second 
half of the 1980s, 
to  service bunched 
debt service 
payments. 

Demand management, 
( f iscal,  monetary 
and exchange rate 
actions) t o  contain 
external current 
account a t  
sustainable levels. 
Inports t o  underpin 
investment and 
growth, financed i n  
part by o f f i c i a l  
lending and 
associated 
cunnercia1 lending. 

Managed f loat  with Carmitment t o  manage 
steady real the exchange rate t o  
depreciation: rea l  support trade 
effective rate nou Liberal izat ion and 
38% k l o v  1984 the resource s h i f t  
Level; a d  20% bclou i n  favor o f  export 
the 1988 level. sectors. 

Neu b r r o u i n g  of 
USs4OO t o  USS5OO 
being a blend of 
concessional and 
nonconcessional f ran 
n u l t i  lateral,  
b i l a t e r a l  and 
camnercial sources. 

Substantial 
t rans i t ional  
comnercial and non- 
cannercial borrouing 
t o  support growth 
requirements krt 
subject t o  a prudent 
debt policy. (Debt 
service below 20 
percent 1 

Review of exchange 
ra te  t o  assess i f  i t  
i s  approaching 
equi l ibr iun.  

Continued prudent 
debt po l icy  and 
louering net 
borrowing as 
amortization begins 
t o  r i s e  and the 
current account 
d e f i c i t  declines. 

I 

Exchange rate 
consistent u i t h  
conplete removal o f  
foreign exchange 
rat ioning mechanism. 



1 s s w  Past actions Adjustment P r o g r a m  

General Plan Specific Action Specif ic Action Speci f ic  Act ion 
By end 1991 BY end 1993 By end 1995 

82. Foreign 
exchange a l locat ion 

System biased touard 
established 
a c t i v i t i e s  and 
against s t ructura l  
change leading t o  
high protect ion and 
bias against 
exporting a c t i v i t i e s  
i n  a l l  goods- 
producing sectors. 

83. I ncent ives 

Incentives required 
t o  of fset  anti  
export bias o f  
present trade 
system. 

(i) Effect ive 
maintenance of 
export revolving 
fund f o r  
manufactures, 
extension t o  
ind i rect  exporters; 
(ii) introduction o f  
unrest r ic t ive OGIL 
f o r  some 
comnodities, and 
end-use r e s t r i c t i v e  
OCIL f o r  others; 
(iii) Introduct ion 
o f  special funds t o  
increase al locat ions 
t o  export a c t i v i t i e s  
i n  agr icu l ture and 
manufacturing; 
( i v )  Incremental 
Export  onus scheme; 
<v) Introduct ion o f  
a foreign exchange 
retent ion scheme fo r  
mining and 
agr icu l ture (5%) and 
manufacturing, 
construction and 
tourism, etc. (M). 

Effect ive duty 
drawback scheme and 
export subsidy o f  9% 
of  export value, 
untaxed ht l im i ted  
t o  manufacturing 
sector. Introduced 
broad based foreign 

A comprehensive 
programne of trade 
l i be ra l i za t ion  over 
5 years with 
el iminat ion o f  the 
foreign exchange 
a l locat ion system 
through a steadi ly 
expanding OGIL 
category, a 
ra t ional izat ion o f  
customs dut ies t o  
the range of 10 t o  
30% and a phasing 
out o f  the surtax. 

The Export Revolving 
Fwd, Incremental 
Export Bonus Scheme 
and the foreign 
Exchange Retent ion 
Scheme u i l l  a l l  
become redundant as 
the foreign exchange 
a l locat ion system i s  
e l  imineted. 

Phase out export 
subsidy. 

Hove at  least 30% of 
inports onto OGIL. 
An additional 15 
percent u i  11 be on 
end-use rest r ic ted 
OGIL. 

Rationalize t a r i f f s  
in to  the range of 0 
t o  30% (with a feu 
higher t a r i f f s  as 
exceptions 1. 

Outline a p r o g r a m  
t o  increase the 
mininun t a r i f f  t o  
10% t o  increase 
t a r i f f  mi formi t y  
and a l tou the phased 
removal of surtax by 
1995. 

Amwncement of f u l l  
and detai led trade 
Liberal izat ion plan. 

Move a t  Least 60% o f  
imports onto 
unrestr icted OGIL. 
This u i l l  include 
the majori ty of 
capi ta l  goods. 

Import surtax 
reduced t o  10 
percent. 

Remove the 
indust r ia l  drauback 
avai lable t o  
danestic 
manufacturers. 

Move a l l  goods 
excluding a small 
reserved L i s t  
subject t o  safety  or 
defense 
considerations onto 
OGIL. 

Import sur tax t o  be 
reduced t o  0 
percent. 

Replace import 
t a r i f f s  i n  excess of 
30 percent w i th  
domestic sales taxes I 
t o  avoid h igh w 
e f f e c t i v e  ra tes  of * 
protect ion. I 

Export subsidy t o  be 
eliminated. 
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exchange retention 
scheme. 

C1. Investment 

Investment 
sanctioning 
resul t ing i n  delays 
in, and d is tor t ions 
of, investment. 

C2. Price Controls 

Price controls 
i n h i b i t  m b i l i t y  of 
factors o f  
production and 
economic production 
and investment. 

Zinbabue investment 
Centre (ZIC)  set rp 
t o  streamline 
investment 
approvals. 

Substantial 
f l e x i b i l i t y  and 
Liberalization of 
remittabi l i ty of 
prof i ts  on export- 
oriented investment 
a m e d  i n  October 
1990. Joined HIGA 
and WlC merrkrship. 

Rigid price controls 
on a l l  but 10 
products rmved. 
Declared intention 
t o  review price 
controls with a view 

Progressive removal 
o f  investment 
sanctions. 
S inp l i f icat ion and 
further 
l ibera l izat ion of 
exchange controls on 
dividend and p r o f i t  
remittances. 

Prices t o  be 
determined by lnsrket 
forces. 

Legal structure t o  
authorize delegation 
o f  investment 
approval authori ty 
t o  ZIC t o  be i n  
place by Hay 1991. 

Appointment of 
Chairman and 
advisory board and 
secondment o f  senior 
min is t ry  o f f i c i a l s  
t o  ZIC t o  be 
carpleted by June 
1991. 

ZIC t o  ou t l i ne  i t s  
promotional r o l e  f o r  
a t t rac t ing  foreign 
capital ,  assist ing 
domestic investment, 
and promoting 
technology 
transfers. 

Remove p r i ce  
controls, including 
nurrk-up controls, on 
a l l  products placed 
on OGIL. Establish 
a Cdmnission on 
Monopoly Practices. 

Investment approvals 
not t o  be required 
except f o r  large 
investments. 

ZIC t o  have I 
established i t s e l f  
as an investment .J 

pramt ion agency i n  , 
the courtry. 

Elimination o f  a l l  
exchange controls on 
dividend and p r o f i t  
remittances. 

Remove a l l  p r i ce  
controls, except on 
a few basic 
foodstuffs. 



Past actions A d j w t m t  Programne 

General Plan Specific Action Specific Action Specific Action 
BY end 1991 By end 1993 BY end 1995 

C3. Aaricultural 
p r ice  m l i c i e p  

Agricultural pr ice 
pol ic ies have 
contributed t o  
losses fo r  marketing 
boards. Uniform 
pr ic ing fo r  the 
ent i re  cowt ry  and 
mvcAcnt 
restr ic t ions on 
several crops result 
i n  wastage o f  scarce 
transport. 

t o  progressively 
ranwing them. 

Producer prices have 
been generally i n  
l ine  with world 
prices. 

Relaxation i n  favor 
of private trading 
and movements have 
been nrk i n  respect 
of a feu crops. 

Substantial 
reduction of 
marketing board 
losses. They are to  
operate alongside i n  
a canpetitive 
environment, as 
residual buyers t o  
stabi l ize producer 
prices. 

Decontrol cemmt and 
fe r t i l i zers  prices. 

Operations of the 
DM, CnB and CSC 
w i l l  be made 
cannercially 
oriented. The non- 
cannercial 
operations of the 
Boards w i l l  be made 
transparent and 
subsidies w i l l  be 
targeted and l imited 
i n  time. 

nov-t of maize 
ktueen comunol 
areas t o  be allowed. 

Labor nmrket 
regulations have 
adversely affected 
lebr mobi l i ty  and 
discourage 
crployrrnt 
generation while 
ra is ing capital- 

Statutory uage 
increments largely 
replaced by 
col lective 
bargaining. 

Replacement of 
g o v e r m t  
intervention by 
collective 
bargaining t o  
provide greater 
f l e x i b i l i t y  i n  uage 
negotiations and 

Introduce an 
achinistrative 
machinery and 
procedures t o  give 
enployers autonomy 
t o  quickly retrench 
workers with 
canpensat ion. 

Fully comnerciel 
operations of CMB 
and CSC. 

Greater f l e x i b i l i t y  
i n  milk prices.- 
Private dairying t o  
k i n  operation, 
alongside DMB 
conrrrcial 
operat ions. 

Controls on 
agricultural 
consuner prices 
removed except basic 
faodstuff fo r  the 
pay (i.e. maize, 
edible o i  1). 

Governnent 
intervention i n  
labor market t o  be 
confined t o  f i x i ng  
statutory m i n i m  
wages and Labor 
conditions. 

GMB t o  operate as a 
conmercial 
organi ta t  ion 
alongside other 
marketing charnels. 
Grain Marketing Act 
t o  be amended to  
permit this. 
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BY end 1991 BY end 1993 BY end 1995 

in tens i ty  i n  
industry. 

C5. Other domestic 
resu la t  ions 

Other dancstic 
regulations on 
economic activity, 
including transport, 
have tended to  
i n h i b i t  
entreprcmurship and 

~ U B ~ M S S  
&veloprmt. 

Selective relaxation 
of trucking permits. 
Trucks with a 
capacity of 15 
tomes or less, 
alloued to operate 
without permit 
during crop season 
and those with a 
capacity of 10 
tonnes or less to  
require no permit. 

Dl. Aariculture 

Unequ~l  land Resettlement of 
distribution, low 52,000 families on 
product iv i ty  i n  poor land purchased from 
C Q ~ ~ M L  areas, and large-scale fanners. 
resource degradntion 
& t o  overcrowding. 

inprove labor 
mobility. 

To fac i l i ta te  
cnploynmt i n  small- 
scale and i n f o m l  
sector by relaxing 
regulations a d  
procedures. 

Relax licensing Review urban 
restr ict ions on transport 
hawking and street arrangenmts. 
vending. 

Inplement 
Establish a Comission% 
Comission to  review rec~nmendations. 
other local c m i l  
bye-laws and 
regulations on 
ronanic ac t iv i t ies  
with the objective 
of relaxing them. 

Total aboli t ion of 
trucking permits 
(other than 
operating license t o  
ensure r o d  
worthiness of 
vehicle). 

To achieve more land I n i t i a t e  
redistribution resettlement of 
without a decline i n  110,000 families. 
agricultural 
productivity. Increase 

agricultural 
services to  c o m ~ e l  
and resettlement 
areas t o  increase 
their  productivity. 

Continuation of the 
resett lenmt 
progrenme. 
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Preservation of 
forestry, u i l d l i f e  
and land f e r t i l i t y .  

National 
Conservation 
Strategy adopted i n  
1987. Uide set of 
regulations enacted. 

To follow a least- I n i t i a l  actions t o  
cost srrpply strategy follow the stated 
and t o  promote strategy. 
e f f i c ien t  use of 
energy. 

Charging the 
econarnic pr ice i n  
p t ro leun  
productions. 

Hodifications i n  the 
present Land tax to  
increase the cost of 
holding 
mderuti l ized land. 

Continue and broaden 
conservation 
policies. 

Provision of energy 
as demanded by 
economic growth 
while maintaining 
appropriate pricing 
policies. 

Some Large price Adjusted prices to  
increases have been ref lect  inport costs 
inpletnented. plus transport, 

storage and 
d is t r i k r t ion  costs. 
Excessive cross- 
subsidization w i l l  
be avoided. 

Progress achieved Large growth i n  
since 1980 but schools and 
inequities inherited mro l l amts  financed 
a t  indepcndcnce by conmni t i es  and 
amng schools and Goverrment. Cost 
areas rumin. recovery emxnts t o  

2535 million. 

Reduce the rate of 
grouth of education 
expenditures, and 
increase cost 
recovery. Reduce 
spending on 
education f r m  9.2 
percent of GDP t o  

lnplementation of 
the Rural 
Afforestation 
Project. 

E lec t r ic i ty  t a r i f f s  
periodically 
adjusted. Agree on 
energy efficiency 
strategy. 

A l l  prices adjusted 
as stated i n  the 
general plan. 

Government spending 
on education reduced 
frm 9.2% of GDP t o  
9.0% of GDP, a n  
increased cost 
recovery of an 
addi't ional 2540 
million, while a t  

Establishment of 
National Standards 
of effluent and 
emission control. 
Require 
envi rormental inpact 
evaluation of a l l  
mu large 
investments. 

Rehabi 1 i ta t ion  of 
Old Thermal P O W  
Stations. Ecomic  
pricing policy based 
on long-run marginal 
cost. 

Government spending 
on education to  be 
reduced to  8.8% of 
WP, and cost 
recovery to  be 
increased to  25120 
m i  1 lion. 

Inplementatiun of 
emission controls. 

Budget education spending reduced on to  

8.7 percent o f  GDP, 
Increased cost 
recovery f run fees 
and contributions 
from parents of 
students from non- 
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D5. Health 

Need t o  further Large gains made i n  
ru ra l  and the health status of  
preventative health the people since 
services. Independence. The 

MoH budget greu a t  
4.7 percent per 
amun and services 
were extended t o  
m s t  rural areas. 
Free care provided 
to those earning 
less than ZS150 per 
month. Fee revenue 
amounted to ZS15 
mil l ion i n  FY89/90. 

06. Small-scale and 
Informel Sector 

SSE1s and the 
i n f o m l  sector have 
suffered as a resul t  
o f  an over-regulated 
m v i r m t  and lack 
of  srpportive 
g o v e r m t a l  
policies. 

8.7 percent of CDP least maintaining 
by FY94/95. Raise expenditures on 
cost recovery t o  local authori ty 
0.5% of GDP. schools and 

protecting the poor 
f ran  increased fee 
levels. 

Strengthen further 
the rura l  and 
preventative 
services, tighten 
up management and 
eff ic iency of 
spending, and raise 
fees fo r  pr ivate 
patients. Services 
w i  11 be maintained 
f o r  the poor and 
vulnerable. 
spending by 
Government on 
Ministry of  Health 
t o  remain a t  2.7% of  
GDP. Cost recovery 
t o  increase t o  0.2% 
of  GDP. 

SSEas and the 
informal sector 
gemral ly  benefit 
f r q ~  the udjustment 
measures. However, 
sane a d d i t i m l  
measures m y  he 
needed t o  provide a 
more supportive 
m v i  ronment. 

Neu second fami 1 y 
health project under 
inplementation. 
I nprovement s t o  
ex is t ing b i l l i n g  and 
fee col lect ion 
mechanisms, and 
increased fees f o r  
pr ivate patients. 
Revenue t o  equal 6 
percent of  MoH 
expenditures. Cost 
recovery t o  reach 
ZS30 mil l ion. 

Inp lerrntat ion of  
new f inancial 
po l ic ies t o  assist 
SSEgs and informal 
sector. See also 
deregulation 
section. 

Fee revenue t o  
Goverrment t o  reach 
ZS45 mil l ion. 

Review of  grouth of  
SSE and in form1 
sector. 

G o v e r m t  schools, 
t o  reach ZS160 
mi l l i on  p.a. 

Fee revenue t o  
Government t o  reach 
ZS60 mil l ion. 
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E l .  Enmlonnent 

Carpensatory Actions Existing schemes 
needed for  (i.e. retirement 
retrenched c i v i l  plans, provisions 
servants. for  abolished 

posts). 

Conpcnsatory Actions 
neeckd f o r  
retrenched 
p ras ta ta l  
enplow-. 

Frict ional 
u~mployncnt i n  the 
formal sector. 

E2. Prices 

Increases i n  the 
pr ice  of m i t e  would 
.ctVersely affect the 
Poor 

Price of m i t e  i s  
controlled, though 
actual consuncr 
prices are higher i n  
rural  areas due t o  
costs of transport/ 
distribution. 
Producers of m ize  
i n  sane remote areas 
benefit from 

Ident i fy  and 
inplement new 
programnes for  
retrenched c i v i  l 
servants. 

Retrenched workers 
t o  be canpensated i n  
l i ne  with guidelines 
for  private sector. 

Providing training 
fo r  retrenched 
workers, possibly 
amomting t o  10 
percent of the 
existing workforce 
i.e. approxirnstely 
20,000 uorkers may 
face f r i c t i w l  
i m n p l o ~ t ,  a t  
sane stage of the 
prograrm. 

The basic subsidy t o  
the GMB w i l l  
k rease ,  but a 
proportion o f  the 
savings w i  11 be set 
aside t o  provide 
subsidies t o  the 
poor. 

C i v i l  service t o  be 
reduced by 6%. 
Estimated savings of 
Z%h. Z S l h  t o  be 
used for  retraining 
of c i v i l  servants 
and other 
assistance. 

Detailed training 
strategy developed 
and i n i t i a l  
i~provements made to  
existing training 
fac i l i t i es  and 
progranmes. 

30% of the f i sca l  
savings result ing 
f ran the subsidy 
rcductian w i l l  be 
set aside as a 
lasafety netai t o  
cover the costs of 
payments fo r  social 
nel fare purposes. 

C i v i l  service t o  be Total reduction of 
reduced by further c i v i  1 service by 3% 
8% i n  FY92/93 and 8% more ( to  25%) with 
in FY93/94, with additional savings 
fmds of 2521 of ZSlO mil l ion t o  
mi l l ion  and ZS24 be used for 
mi l l ion  t o  be used retraining etc. 
fo r  retraining etc. 

Strengthening ofc 
training f a c i l i t i e s  
catlpleted. 
Targeting for  
special groups. 
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E3. Cost Recovery 

Protection of poor 
people f ran 
increased user 
charges i n  the 
soc ia l  services. 

€4. Monitorins and 
Evaluation 

Incorne and 
Expenditure Surveys 

ar t i f i c ia l l y  high 
producer prices. 

Introduction o f  
ZS150 threshold f o r  
health care and no 
tuition fees for  
primary school 
stuknts. 

A household incane 
and expwdi ture 
survey was carried 
out i n  1985. 

Continuous system of A national household 
surveys survey capbi 1 i t y  

has ken 
estebl ished. 

Nutri t ionak 
survei I Lance 

The MoH has 
established a 
nutritional 
wrvci l lame system 
as part of the 
~ t im l  health 
infome ion system. 

Maintenance of 29150 
threshold for health 
and design of cost 
recovery i n  
cducaticn which 
protects poor 
people. 

A nem survey i s  
being carried out i n  
FY90/91. This w i  11 
provide b s e l  ine 
socio-economic 
information for  the 
adjustment 
progr-- 

Strengthen and 
expand the existing 
system t o  provide 
rapid end 
canprehensive data 
f o r  m i t o r i n g  eRd 
adjusting t o  any 
m f  oreseen effects 
of policy changes. 

Nutritional 
urrvei llance system 
t o  be used t o  assist 
i n  rsnitorfrlg the 
social effects of 
the adjustment 
progr-, 
especially i n  the 
rural and ptri-wbm 
areas. 

Report of the 
FY90/91 survey t o  be 
produced. 

Detailed design o f  
Zimbekn% 
participation i n  the 
Living Standards 
Measurement Survey 
progrmre. 

Nutri tionol 
surveillame systua 
strengthened, and 
data k i n a  used 
g n t h l y  t o  m i t o r  
the progrrac. 

Detai led plans 
developed for 
f o l  low-t@ survey. 

LSHS survey rsunds 
t o  be uderway, with 
data being fed beck 
t o  policy nekers. 

Follow-up survey t o  
have been carried 
out. 
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To make possible a 
smooth execution of  
the st ructura l  
e d j u s t m t  
p rogram.  

To make possible a 
smooth 
implementation of  
the programne, 
including periodic 
fine-tunings. 

Establish, by March Corrprehensive review Fin? programne 
1991, a high Level of  the program. rev1 em. 
coordination 
canni t tee t o  
supervise and 
coordinate 
implementation and 
needed refinement of  
the h o l e  programne. 

Appoint a team o f  
consultants t o  
provide technical 
assistance on 
ilrplementation. 
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ANNEX I 

TECHNICAL NOTE: PUBLIC ENTERPRISE REFORM 

Introduction and Background - 

1. Public enterprise (PE) reform will be high on the Government's policy 
agenda for the next five years. The main objectives of the macro-economic 
adjustment programme will be to encourage growth by investment in the 
productive sectors, increase export competitiveness and export earnings and to 
increase employment. The costly and ineffective operations of the PEs are at 
present a major obstacle to the achievement of these aims. Not only do the PEs 
absorb a large proportion of recurrent budgetary expenditure in direct 
subsidies, grants and advances from Government, but as a group they produce 
very small returns, if any, on capital invested. They receive large indirect 
subsidles in the form of concessional loans, customs duties exemptions and 
other tax exemptions which represent substantial foregone fiscal revenues. 
Many PEs not receiving direct subsidies, finance their recurrent deficits by 
borrowing from the financial sector. normally with Government guarantees, 
thereby potentially crowding out productive private investments and adding to 
the direct budgetary burden at a later date in case of inability to repay the 
loans. At the same time, the quality of services provided by many PEs needs 
improvement and this will be particularly important for those PEs which 
provide basic inputs, services and infrastructure for economic development. 

2 .  The sector consists of around 40 state owned enterprises, some of 
which, however, would not normally be considered as PEs, such as research and 
social and cultural development organizations.'Those receiving the largest 
subsidies and transfers from Government are the agricultural marketing boards 
through the Agricultural Marketing Authority (AMA), the National Railways of 
Zimbabwe (NRZ), and ZISCO (see Attachment 1 for details). 

3 .  The reasons for poor PE performance in Zimbabwe vary from one 
enterprise to another but there are a number of common factors, most of them 
interrelated and having a compound effect. Firstly, Government pricing 
policies have not allowed a number of important PEs to cover their costs. This 
has been a long term problem affecting many PEs, but particularly those whose 
output prices have an important impact on the national economy. Recent price 
increases for NRZ, Air Zimbabwe and NOCZIM were a step in the right direction 
but the problem is currently acute in the case of the agricultural marketing 
boards, ZISCO, and also for NOCZIM which is still not passing full price 
increases on to consumers. 

4 .  A second set of factors working against PE efficiency is the financial 
relationship between Government, as owner, and its PEs. This has sometimes 
manifested itself as the "soft budget constraint" enshrined in many of the 
parastatals' enabling Acts whereby Government is required to finance their 
deficits from the national budget even when these deficits are due to 
management inefficiencies. On the other hand, there are frequent instances 



- where Government has required PEs to undertake investments or activities for 
social and other reasons which are not economically viable but has not paid 
for the costs of these investments or activities. This has also led to 
conflicting objectives for PE management. In addition the capital base of many 
PEs has consisted largely of loans with the consequent heavy burden of debt 
service on the enterprises. 

5. The third set of factors concerns the relative lack of autonomy and 
accountability of PE Boards of Directors and managers. The involvement of line 
ministries in day-to-day decision making in PEs is widespread in areas 
affecting personnel and salaries, investment and purchasing decisions. The 
actions of Government in the pricing and financial areas mentioned above also 
have adverse effects on PE autonomy and, subsequently, on efficiency. 
Managers can therefore claim with some justification that poor PE performance 
is due to circumstances beyond their control. There are severe limitations on 
PE Boards' discretion to invest, purchase, hire and fire laver according to 
needs, set salary levels, set prices, have recourse to the financial markets 
etc. Internal financial control systems and external monitoring systems for/PE 
performance are inadequate and managers cannot be rewarded or penalized 
according to their performance. The composition of PE Boards, although 
recently improved in some cases, does not always include the expertise needed 
for the effective management of the enterprise concerned. 

6. The quality of PE managers in Zimbabwe is noticeably higher than in 
many other developing countries. However, there is a need to combine adequate 
financial incentives with autonomy and accountability, in order to retain a ' 

sufficient number of well motivated managers. 

7. Finally, individual parastatals have their own particular problems 
which need to be addressed. These may relate to the need for physical 
rehabilitation or improved organization structures and internal management. 

Government Policv Framework 
* 

8 .  The Government's Economic Policy Statement of July 26 1990 presented 
the following objectives which are now setting the policy framework for 
parastatal reform: 

- clear parastatals' losses and eliminate subsidies, except losses 
related to social issues, by FY94/95; 

- clear the present arrears in subsidy payments to parastatals by 
FY92/93 ; 

- set up Task Forces to examine the rationale and operations of major 
parastatals and make appropriate recommendations; 

- require parastatals to prepare action plans and work programmes with 
quantified targets; 

- review each parastatal's pricing policy, close the gap between 
consumer and producer prices and replace it with targeted subsidies 



- 48 - - 
to the needy; - 
allow and provide equity finance to those parastatals involved in 
marketing goods and services in a commercial environment; 

- introduce private participation in the management and ownership of 
parastatals especially where this can bring the necessary management 
expertise and know-how; and 

- improve management autonomy, define respective roles of Boards and 
ministries and introduce performance incentives for management. 

Stratem and Action Proeramme 

9. General. The strategy being implemented by government combines 
reforms of a global nature with measures which are enterprise specific. The 
strategy is based on the premise that all PEs operating in a commercial 
environment, whether or not monopolies, will, on completion of the programme, 
be receiving no budgetary support from Government, except for the purpose of 
protecting vulnerable social groups. Loans from the banking system to these 
enterprises will be made at the discretion of the banks, based on bankable 
proposals and not subject to Government guarantees. There will be a clear 
separation between the social and commercial roles of PEs. The roles of all 
PEs are being examined and judgments will be made as to their appropriateness. 
Areas of overlap between PEs themselves and between PEs and central 
Government, particularly in the areas of social development, will be 
eliminated by closures or mergers. Whenever Government requires a PE to 
undertake a project or activity of a social or non-commercial nature 
Government will provide all of the finance for this activity through direct 
budgetary subsidy or grant. All commercial PEs will be capitalized with 
acceptable debt-equity ratios and be expected to pay a dividend to Government. 
PE Boards and managers will be given greater autonomy while being held fully 
accountable for the viability of their commercial activities and for operating 
within their allowed budgets for their non-commercial activities. 

10. Government has already begun implementation of a reform programme 
within the National Railways of Zimbabwe (NRZ) which will reduce the NRZ's 
annual losses from Z$201 million in FY89/90 to about Z$78 million in FY90/91. 
This programme illustrates the types of reforms which will be applied to other 
PEs. The measures include: 

- internal rationalization and operational and management 
improvements; 

- tariff setting mechanism; 

- operational and financial performance target setting and monitoring; 

- clear definition of role and accountability of the Board; 



- staff development programme including succession planning; 

- improved capital structure and reduction of subsidy backlog and 
direct transfers; 

- greater flexibility and autonomy in procurement procedures; 

- improved investment appraisal ahd approval of projects based on 
acceptable economic and financial rates of return. 

11. Classification. PEs will be classified according to the type of 
action required to achieve the objectives of the reforms, i.e. the elimination 
of deficits and improved effectiveness. The following classification is 
tentatively proposed: 

- strategic PEs which are already viable or potentiglly viable (such 
as the public service monopolies) which will continue in State hands 
but without budgetary support. In some cases there will be a need 
for rehabilitation programmes following which no further budgetary 
support will be provided. 

- non-strategic viable or potentially viable commercial or industrial 
PEs - to be operated on a commercial basis and for which full or 
partial divestment will be sought; 

- non-viable PEs with no strategic or social function - which will be 
liquidated; 

- PEs with a social or developmental role which overlaps with another 
PE or Ministry or which is no longer required, - will be closed down 
or merged with other entities; 

- non-commercial parastatals (strictly speaking not PEs)with a 
necessary social role - which will require budgetary support in the 
form of grants and whose budgetary allocations will be determined 
according to national priorities as part of the Budget preparation 
process. However, even in these cases attempts at cost recovery 
will be made and measures to improve efficiency implemented. 

12. The inclusion of a PE in the strategic category will not exclude the 
possibility of participation by other investors in its ownership or management 
and active attempts to harness private sector initiative and capabilities in 
the activities of public service monopolies will be made. 

13. Financine Policv. Reducing transfers from the budget is very 
important to the Government's target of reducing the central government fiscal 
deficit to 5 percent of GDP by FY94/95. By the end of the programme, 
commercial PEs will be receiving no budgetary support whatsoever. The essence 
of the macro-economic adjustment programme is the encouragement of economic 
and financial viability and efficiency. Indirect subsidies such as import 
duty exemptions, concessional loans and Government guarantees on commerciak 
bank loans will be eliminated for all PEs and their customers or 



- 50 - 
I 

beneficiaries. An important part of the reform programme will be the 
implementation of a timetable for the progressive elimination of all direct 

- 
and indirect subsidies to commercial PEs, including the monopolies. The only 
exceptions to these principles will be the provision of full cost explicit 
budgetary subsidies where a commercial PE is required to carry out a non- 
commercial function or in the case of temporary direct subsidies to specific 
target groups adversely affected by the adjustment process. The methods for 
appraising Government investments in PEs lbill be improved and only 
economically viable  projects  w i l l  be approved. 

14. The timetable for the progressive elimination of direct subsidies and 
transfers to the PEs is shown in Attachment 3. In FY91/92 the level of 
subsidies and transfers to all major PEs will be reduced to Z$360 million 
(Z$160 million of which is a write-off of the anticipated remaining carry over 
of past losses) and by FY94/95 to a maximum of Z$40 million. This will result 
in a reduction in FY91/92 of 2.0 percentage points in the rqtio of the fiscal 
deficit to GDP and of 3.7 percentage points over the entire period to FY94/95. 
The MFEPD will put mechanisms in place to ensure that provisions to write-aff 
arrears payments are used by the PEs for their intended purpose i.e. the 
reimbursement of loans from financial institutions. 

15. General Policy Environment. The role of Government vis-a-vis the PEs 
will be directed away from micro-policy decisions and towards setting the ' 
macro-economic and policy framework within which the PEs operate. Parastatals 
will be given autonomy in the setting of prices of PE raw materials, products 
and services, (except in the case of monopolies), in hiring and firing 
employees, in setting pay scales and in making investment and procurement 
decisions. At the same time, PE Boards and management will be held fully 
accountable for their actions (see paragraph 17 below). They will prepare 
corporate plans against which, after their approval by Government, their 
performance will be monitored. As long as PE Boards act within their agreed 
plans they will be subject to no interference from Government. In the case of 
the public service monopolies, such as power and water supply, tariff setting 
mechanisms such as that recently developed for NRZ will be appliid. Once 
these formulas have been developed there will be no need for these PEs to go 
to Government each year asking for price increases. The monopolies of the 
state owned agricultural marketing and production entities will be reviewed 
and steps taken to introduce competition. Over time, industrial and 
commercial entities such as ZISCO will set their prices in free competition 
with other suppliers, including imports. 

16. Legal and Institutional Reforms. The enabling Acts or Memoranda and 
Articles of Association of a number of PEs have already been modified e.g. NRZ 
and Zimbabwe Trade Development Corporation (ZTDC). The legal status of all 
PEs will be reviewed and changes will be made where necessary. In some cases 
this will involve bringing parastatals under the Companies Act. The method of 
appointing Boards, their composition and their rules of operation, will be 
modified to ensure their effectiveness and appropriateness for the job to be 
done. The respective roles of management, Boards, ministries and other 
Government agencies will be spelled out and adhered to. 

17. Monitoring and Accountability. Along with greater autonomy will come 



better accountability, A central unit will be designated, staffed and 
equipped to manage a comprehensive information system on PE performance and to 
oversee the implementation of the PE reform programme. The information system 
will be used to assess the performance of the PEs and serve as the basis for 
determining incentives for managers. Since the monopolies are to be given 
full management autonomy and automaticity in setting tariffs for public 
services there will need to be independent mechanisms created to monitor their 
activities and the quality of service delivered to the consumers. The 
formulas developed for the automatic setting of monopoly tariffs will ensure 
that the enterprise can obtain a reasonable return on investment while at the 
same time ensuring that consumers' interests are protected by the 
encouragement of efficiency and cost containment. 

18. Possible Divestment. An assessment will be completed early in 1991 of 
the best means of mobilizing private sector resources and skills in the 
running of the PEs and of generating revenue from the sale pr lease of PE 
assets. The methods selected could vary from outright sale of shares or 
assets to leasing agreements, management contracts or the contracting out of 
services. Employee ownership schemes will be used and small investors' 
savings will be mobilized through the issuing of shares in PEs to the general 
public through the stock exchange. Other methods such as debt-equity swaps, 
the creation of investment portfolio funds etc. will also be examined. 

19. Measures for Individual PEs. Diagnostic studies will be carried out 
on the most important PEs and rehabilitation programmes prepared where 
necessary. In some cases studies have already been completed. The studies ' 
will cover in depth all aspects of the PEs' rationale and operations. 

20. Social Dimensions of PE Reform. Measures will be prepared and 
implemented to provide targeted assistance for the population groups 
particularly vulnerable to the short term effects of price increases and the 
rationalization of PE structures. These targeted payments will be limited 
mainly to the poorer maize producers and consumers and to retrenched employees 
of the PEs concerned. 

Timetable 

21. To determine precise details of the action programme, studies will be 
carried out during 1991 in the following areas: 

- a comprehensive assessment of the direct and indirect burden of the 
PEs on national finances and preparation of an action programme to 
eliminate it by April; 

- a review of the legal and institutional framework governing the PEs 
and Government supervisory structures including mechanisms for 
setting and monitoring tariffs and price increases by April; 

- an assessment of the possibilities for divestment and for greater 
private sector participation in the management of the PEs by April; 

- design of an information system to monitor PE performance by June; 



- individual PE diagnostic studies. 

The terms of reference for these studies are included in Attachment 4. 

22. The timetable for action over the period of the adjustment programme 
is shown in the attached policy matrix. The main actions to the end of 1991 
will be as follows: 

Designation of a unit to oversee the PE reform process and manage a PE 
information and incentive system - done November 1990 

Classification of PEs according to type of action required - done 
December 1990 

Completion of studies on PE budgetary burden, legal and institutional 
framework and possible divestment - April 1991 
Preparation of comprehensive action programmes for agricultural 
marketing and production parastatals, ZISCO, Air Zimbabwe and ZESA - 
June 1991 

Design of PE information system - June 1991 

Enactment of legal changes affecting all PEs - during 1991 
Implementation of PE information and incentive system - August 1991 

Initial programme of closure/merger of PEs with overlapping or 
redundant functions - June 1991 
Initial programme of liquidation of non-viable, non-strategic PEs - 
June 1991 

Elimination of price controls on commercial PEs - end 1991 
Inclusion in the 1991/92 budget of the first stage of reduction of 
transfers to parastatals - July 1991 
Preparation of comprehensive action programmes for remainder of PEs - 
September 1991 

23. The programme will continue up to 1994/95 with the progressive 
reduction of the budgetary burden of the sector, the commercialization of many 
PEs and some of the activities of the others, the partial or total divestment 
of some PE or PE activities and the rehabilitation of those PEs to remain in 
State hands. 

Attachments 



Attachment 1 

HISTORICAL TRENDS IN GOVERNMENT SUBSIDIES AND ADVANCES TO MAJOR PUBLIC 
ENTERPRISES. 1986/87 - 1990/91 (ZS million). 

Agricultural Marketing Boards 
Grain Marketing Board 
Dairy Marketing Board 
Cold Storage Comnission 
Cotton Marketing Board 
Agric. Marketing Authority 

National Railways of  Zimbabwe 
Air  Zimbabwe Corporation 
A f f re ta i r  
Zimbabwe Steel Corporation 
Agricultural Finance Corporation 
National O i l  Company of  Zimbabwe 

Total 406.4 457.4 468.1 387.7 I 628.6 



HISTORICAL TRENDS IN PE PROFITS AND LOSSES ( - )  OF MAJOR PEs, 
1985/86 - 1989/90 (Z$ million) 

Agricultural Harketing Boards 
Grain Marketing Board 
Dairy Marketing Board 
Cold Storage Comnission 
Cotton Market in9 Board 
Agric. Marketing Authority 

National Railways of timbnhue 
Air Zimbabwe Corporation 
Af f re ta i r  
Zimbabwe Steel Corporation 
Agricultural Finance Corporation 
l a t i m i  O i l  Ccmpany of Zinhbue 

Total -389.0 



Attachment 3 

PLANNED REDUCTIONS IN GOVERNMENT SUBSIDIES. AND ADVANCES TO MAJOR PUBLIC 
ENTERPRISES UP TO 1994/95 (Z$ million) 

Reduction o f  
operating losses 
o f  budgeted 
paras ta ta ls  : 
Marketing boards 
o f  which GMB 

DMB 
CSC 
CMB 
NRZ 
At 
ZISCO 

TOTAL 

'Off -Budset Parastatal  (NOCZlM) 

Operating loss ( a f t e r  s t a b i l i z a t i o n )  on the basis of current prices in 1W0/91 = ZS118 m i l l i o n  
I 



Attachment 4 

TERMS OF REFERENCE FOR STUDIES FOR THE PREPARATION OF THE PE REFORM 
Programme 

1. Studv on the Financial Relations between the State and the PE Sector 

The aim of this study will be to define and quantify the implicit 
and explicit financial flows between tpe State and the Public Enterprises 
and to prepare a detailed action programme and timetable for reducing 
significantly the budgetary burden of the PEs. Working with and including 
staff of the Ministry of Finance, Economic Planning and Development 
(MFEPD), the study team will compile information. over the last five years 
on the following: 

transfers from Government to PEs 

- direct subsidies and grants 

- direct transfers in the form of Government equity 

- direct transfers in the form of loans from Government 

- estimates of indirect subsidies in the form of: 

- import duty exemptions 

- other tax exemptions 

- loans from Government at subsidized interest rates 

- Government guarantees on commercial bank loans 

- non-payment for services provided by Government or other 
PEs e.g. rent on buildings, utilities etc. - 

- arrears of payments due to Government or other PEs 

transfers from PEs to Government 

- taxes and customs duties 

- dividends on equity invested 

- arrears in payments due from Government or from other PEs to PEs 
e.g. subsidy payments, late payment for utilities etc. 

A detailed timetable for reducing and/or eliminating the implicit 
and explicit budgetary burden of the PEs will be prepared with quantified 
target ceilings for each category of transfer with target dates. Care will 
be taken to ensure the compatibility of the recommendations with macro 
objectives and targets. The emphasis in the study will be on actions to be 
taken by Government, in particular the MFEPD. Actions to be taken at 
enterprise level to ensure viability will be the subject of other studies. 



The study will require an estimated two man-months of consulting 
assistance and should be carried out by staff of the MFEPD and consultants 
with experience in financial analysis, in particular with Government and 
public enterprise accounts. Local consultants should be available for this 
task. The timetable for the reduction of the budgetary burden should be 
prepared by the MFEPD. 

2.  Studv of the Legal and Institutional Framework for the PEs 

This study will review the legal and institutional environment 
affecting PE operations, identify the legal and institutional constraints 
to PE effectiveness, autonomy and accountability and draw up an action 
programme to be implemented as part of the general PE reform programme. The 
degree of autonomy given to PEs in the following areas will be examined:. 

- price setting 

- recruitment and retrenchment of labor 

- fixing of salaries 

- investment and borrowing 

- procurement 

- day-to-day operational decision making 

The enabling Acts of all the parastatals will be examined as would 
labor and other legislation affecting PEs. The possibility of incorporating 
parastatals under the Companies Act will also be examined. 

The respective roles of central and sector ministries, Boards of 
Directors and general managers will be examined as will Government 
supervisory mechanisms and reporting systems. The composition-of PE Boards 
and the rules governing their operations will be assessed as to their 
effectiveness. 

Recommendations will be made and a timetable determined for 
necessary reforms in the legal and institutional framework to be 
implemented over the first two years of the adjustment programme with 
critical actions identified for immediate implementation. 

The estimated duration of the study is three man-months and 
consultants will be qualified corporate lawyers with experience in public 
enterprise reform in developing countries and in Government supervisory 
structures and systems. 

3. Potential for Possible Participation 

This study will examine the full range of options available for PE 
privatization in its broadest sense. Options to be explored will include, 
but not be limited to: 

- sale of shares 



- sale of assets 

- leasing 

- management contracts 

- contracting out of activities 

The assessment will take full account of the need to attract 
foreign investment, know-how and markeFing channels while protecting 
Zimbabwean national interests and harnessing and developing to the fullest 
extent local entrepreneurial skills. Mechanisms such as the sale of shares 
to PE employees, management and employee buy-outs, the selling of lands and 
property to tenants or small farmers and employee stock option plans will 
be included as will the possibility of the sale of shares in profitable 
companies to small Zimbabwean investors through the Zimbabwe Stock 
Exchange. In some cases the breaking of PE monopolies and the allowing of 
private operators to enter the market will be the best means of 
privatizing. In others the contracting out of activities'by the public 
utilities such as customer administration and vehicle maintenance, will qe 
appropriate. The consultants will also examine such possibilities as 
internal and external debt-equity swaps and the creation of portfolio 
investment funds. 

Recommendations in the form of a series of options for each PE will 
be made and an action programme and timetable prepared. 

- 
The study will require an estimated three man-months and the 

consultants will need to have had up-to-date experience in the design and 
implementation of PE privatization and liberalization programmes in 
developed and developing countries, in corporate finance and in the 
operations of capital markets. 

4. Desien of an Information Svstem to Monitor PE Performance 

In the context of enhanced PE autonomy and accountability 
consultants will be needed to design and help implement a central 
information system for the monitoring of PE performance and for the 
determination of incentives to PE managers. The system will also be used to 
monitor general progress in the PE reform programme. The location of the 
system has yet to be determined but the MFEPD appears at present to be the 
most appropriate agency to manage it. The work of the consultants will be 
in three phases. Phase one will be the determination of information flow 
requirements and formats and the conceptual design of the system. The 
second phase will be the determination of the computer software and 
hardware requirements. Phase three will be the installation and 
commissioning of the system and the training of personnel to operate it. 

Phase I will be completed by an economist and accountant/financial 
analyst with experience in the design of information systems for economic 
reform programmes and enterprise performance. It will require an estimated 
four man-months. Phases I1 and I11 will be carried out by a systems analyst 
and programmer whose work 'will overlap with that of the economist and 
financial analyst and will require a further four man-months. The estimated 
duration of the work from initiation to full operation of the system is be 
six months. 



5. Assistance in the Preoaration of Com~rehensive Action Proprammes fox 
Individual PEs 

The PE reform programme will include actions to be taken at 
individual PE level. Much diagnostic work has already been done on the 
individual PEs. Some is up-to-date, much is out of date. The terms of 
reference for studies to help update work already done and prepare action 
plans for individual PEs and the qualifications of consultants needed will 
be determined by the individual Task Forces to be created by Government. In 
the first year of the programme it is Jikely that assistance will be needed 
for the agricultural marketing and production parastatals, ZISCO, ZESA and 
Air Zimbabwe. An estimated 18-24 man-months of consultant time in total 
will be required. 



ANNEX I1 

TECHNICAL NOTE: MONETARY POLICY AND FINANCIAL SECTOR REFORM 

1. Reform of monetary policy instruments and the financial sector 
has a key role in containing inflationary pressures and mobilizing 
saving as an integral part of Zimbabwe's structural adjustment program. 
There has been of late acceleration in,the rate of inflation - from 
annual average rate of about 12% in December 1989 to approximately 16% 
in July 1990, and it may increase further in the next couple of years. 

2. Factors fuelling inflationary pressures include wage increases 
both in the private and public sectors, the steadily depreciating 
Zimbabwean dollar, unfreezing of price controls, marked growth in 
private sector credit of almost 20% between January and September 1990 
and expansion in money supply. Looking ahead, both the rate of credit 
expansion in the wake of liberalization of the economy ahd monetary 
expansion may increase even further. Consequently, it will be 
imperative to control inflation because it would hamper the progress of 
economic reform and would also have adverse distributional consequences 
for vulnerable groups within society, such as the fixed income earners. 

3. Along with the need to control inflation, there will be new 
urgency to raise the saving rate. The savings rate has fallen in recent 
years and in the absence of counterbalancing changes is likely to 
continue a declining trend as trade and foreign exchange controls are 
relaxed. While the public sector has been dissaving, the private sector 
has maintained a relatively high level of savings, largely as a result 
of supply constraints, particularly relating to availability of foreign 
exchange. Furthermore, as the fiscal deficit is reduced, channels 
through which available savings can be effectively mobilized and 
allocated to productive investment will have to be reinforced. Such 
reform of the financial system and the monetary policy instruments will 
set a stage for introduction of market oriented policies which would 
help achieve the growth objective of the adjustment.program. 

4. Until recently, the monetary policy of the Reserve Bank 
although primarily directed at controlling inflation has tended to 
accommodate changes in the real economy and the government's financing 
needs. Amongst the factors affecting money supply changes, two 
important ones, the net foreign assets and credit to the government have 
been outside the effective control of the Reserve Bank. However, the 
Reserve Bank has encouraged government to reduce its recourse to 
inflationary bank financing and to rely more on nonbank financing. The 
private credit has often been a residual not necessarily responding to 
the requirements of productive enterprises in the private sector but it 
has been largely influenced by foreign exchange allocations. The 
Reserve Bank exercised discretionary control, in some cases, in the 
allocation of private credit according to a certain priority ordering so 
that the productive sectors of the economy would grow rapidly. 

5. Monetary and credit control is currently maintained through 
administered interest rates, moral suasion, reserve requirements, liquid 
assets ratio and the purchase and sale of Bank bills. 



6. Until the end of 1989, the Reserve Bank fixed the minimum 
lending rates and maximum deposit rates for banks and finance houses. 
Thus, the level and structure of interest rates has remained almost 
unchanged while inflation rose during the last few years, resulting in 
negative real interest rates. Normally, this could not have been 
conducive to the rapid growth of financial savings needed for financing 
private sector investment or public sector deficits. However, in the 
presence of supply constraints prevailing in the economy, financial 
savings in the private sector were not particularly hampered by the 
negative real interest rates. 

7. Moral suasion was employed mainly to direct credit flows to the 
productive sectors rather than to the consumer sectors and in some cases 
to set quantitative targets for specified sectors. Liquid assets ratio, 
though intended to be used to control credit, has been more an 
allocative mechanism to channel credit to the government, some 
parastatals and private sector enterprises. Changes in reserve 
requirements, which could have been effectively used for regulating 
money and credit was rarely resorted to. 

8. . On the whole, if the monetary policy had been less active than 
desired, it was because the inflation fueling factors such as growth of 
credit demand of the private sector, wage and price increases were 
regulated by the foreign exchange allocation mechanism and by prices and 
incomes policy. 

Recent Initiation of flexible interest rate ~olicy 

9. From October 1989, the Reserve Bank introduced a new system of 
administered interest rate policy by substituting a base lending rate 
(BLR) for the earlier minimum overdraft rate, and fixing maximum lending 
rates for various sectors by stipulating a certain margin over the BLR. 
The margin is lower for the productive sector than for other sectors. 
The BLR, essentially an indicative rate, is based on certain assessment 
of cost of funds in the market, rate of return on investment, and the 
prevailing monetary policy stance. In August 1990, BLR for banks was 
raised with specified add-on maximum margin for productive and export 
sectors as before, while prescribing only a minimum lending rate of 17% 
for consumption borrowing. For finance houses, the BLR prescribed was 
14.5%. The mortgage rates for non-owner houses was raised to 18.25%, 
from 14.75%, with down payment raised to 40%, from 30%. Besides, the 
Reserve Bank stipulated minimum rates on demand deposits and saving 
deposits for the first time, The adjustment in rates covered all 
financial institutions in varying degree and to be consistent with this, 
the Reserve Bank raised the discount rate to 9%, so that banks should 
trade the discountable paper at a going rate in the secondary market 
rather than to discount it at a lower rate from the Reserve Bank. At 
the same time, the authorities continued their earlier policy of not 
fixing the rates on fixed deposits of commercial and merchant banks 
except for the rates on fixed deposits of building societies and the 
Post Office Savings Banks. The August measures marked a departure from 
the earlier practice in one important respect, though the mode of 
determining interest rate levels remained basically the same as before. 
Rates on saving and demand deposits, being the minimum, could move up to 
any level, depending upon the choice of the depositors and the financial 
institutions. Thus, the interest rate policy moved towards market 
determined interest rates. Yet as it turned out, interest rates on bank 
deposits of all kinds as well as other freely determined interest rates 



such as rates on call deposits, negotiable CD's, treasury bills etc, 
could vary only to a limited extent and generally hovered around a 
narrow band, despite the acceleration in inflation rate. The main 
reason for this was the maximum limit imposed on banks' lending rate, so 
that the resulting spread between lending and deposit rates could vary 
only in a narrow margin. 

10. Thus, though'the recent shift in interest rate policy is 
welcome in initiating some degree of adaptability in the level and 
structure of the market interest rates,to changes in monetary and real 
economy, it could be considered only a first step towards a total 
elimination of the administrative element in interest rate 
determination. For all the recent changes, the interest rates continue 
to be either negative in real terms or uncompetitive with foreign 
interest rates after allowing for the expected depreciation of the 
exchange rate. When inflation dangers are real, the savers would divert 
their savings to goods or foreign assets through illegal channels away 
from the domestic financial assets on which the rate of return obtained 
is not commensurate with return on goods and thus deprive domestic 
producing sectors of much needed financial resources. If the level of 
interest rates is lower than the market would indicate, it would lead to 
misallocation of resources and result in socially wasteful expenditure, 
thereby slowing the growth of the economy. Furthermore, in an 
environment of progressively deregulating economy, where the market 
signals will tend to guide the allocation of resources, the financial 
system cannot remain saddled with administrative decision making 
procedures because it has to mobilize resources to finance new 
investment in the private sector and it has to allocate them on the 
basis of profitability of projects. It is recognized that a control of 
reserve money or monetary aggregates as an objective of monetary policy 
is more effective and efficient, if the indirect and market oriented 
instruments are employed. The only two monetary policy instruments 
capable of regulating money stock are the reserve requirements and open 
market operations. However the first is cumbersome for managing short 
term variations in liquidity, while open market operations have limited 
scope under the current conditions, in view of administered interest 
rates not only on the liabilities and assets of financial institutions 
but on other financial assets like the treasury bills and long term 
government bonds. The indirect monetary policy instruments have certain 
advantages as a mechanism to control liquidity in the economy more 
effectively and through it the market interest rates. 

Preconditions for Reforms 

11. Far reaching and enduring financial sector and policy reform 
is predicated on firm control of the fiscal deficit, currently 
constituting roughly 10.6% of GDP. Though it is largely financed by 
domestic non-bank and foreign sources, it relies also on support from 
the domestic banking system. If the fiscal deficit is not reduced, the 
pace of financial liberalization of which interest rate deregulation is 
an important component, will have to be slower as the resulting higher 
market-determined interest rates will have an adverse impact on the 
budgetary position of the government. This calls for a synchronization 
of the financial liberalization policy with the reduction in the fiscal 
deficit. Thus the financial liberalization, whether in regard to 
monetary policy instruments or the institutional structure of the 
financial system has to be gradual, increasing its speed when the fiscal 
deficit is drastically pared down. 



12. It is also necessary that the financial sector should be 
operating competitively eliminating opportunities for collusion amongst 
banks, so liberalized interest rates would be determined freely by 
market forces. 

Phasin~ of Reform 
First Phase 1991 - 93 

13. A reform can begin in the initial stages of the program, ie 
1991, with setting up an anchor intereat rate which can be taken by the 
economic agents as indicative of market conditions. At present a BLR 
serves this purpose to a certain extent. If the BLR level is also 
determined by reference to the relevant foreign interest rate (say LIBOR 
in the UK or whichever), after adjusting it for expected depreciation of 
the exchange rate, in addition to the existing criteria adopted by the 
authorities, with varying weights attached to each component and 
involving some judgmental discretion, it would broadly approximate the 
level that might be reached in a freely operating financial market. It 
would be the indicative lending rate charged by all finahcial 
institutions for productive enterprises without any 'add-on maximum limit 
as currently prevails. 

14. As maximum lending rates are abandoned, there will be no 
need to modify the existing method of prescribing minimum rates on 
deposits of banks and other financial institutions. With the lending 
rate without a maximum limit and a freedom for minimum deposit rates to 
rise in response to market conditions, the resulting spread between 
lending and deposit rates will reflect intermediation costs consistent 
with normal profitability of banks' operations. The BLR will be 
abandoned by the end of 1993. 

15. During this first phase, the present policy of 
administering, directly or indirectly, or through formal or informal 
arrangement the treasury bill rate and government bond rates should be 
continued until the fiscal deficit reaches a reduced level targeted in 
the program. Otherwise, the higher interest cost that would follow the 
deregulation of these rates would hinder fiscal deficit reduction to a 
desired level, and this may stall the progress of financial 
liberalization. 

16. Since inflationary pressures could increase with expansion 
of private credit demand, the Reserve Bank will have to manage monetary 
and credit aggregates carefully as the economy is liberalized, so 
inflation is contained. To this end it will continue to rely on the 
discount rate adjustment, to prevent easy access to its credit and on 
cash reserve requirements in addition to the use of Treasury and Reserve 
Bank bills to control liquidity. This will mean adjusting the discount 
rate upward to a level which will not provide an incentive for discount 
houses to make profit on rediscounts. In order to be more effective, 
the Reserve Bank will redesign its reserve requirement technique which 
currently specifies different ratios in respect of time, demand and 
saving deposits. These requirements will be unified as is done in a 
large number of countries, so that banks will not be able to evade the 
impact of reserve requirements with a shift in the composition of their 
deposits. At the same time, the Reserve Bank could phase out Reserve 
Bank bills which are currently used to absorb the banks' excess 
liquidity. This technique is basically analogous to differentiated 
reserve requirements in its impact and modus operandi. 



17. The Reserve Bank will discontinue the non-cash liquid assets 
ratio as a monetary policy instrument, which is, in any case, not a 
credit control instrument. This ratio will be reduced immediately in 
1991 to a level desired essential for prudential purposes. While doing 
this, the Reserve Bank will redefine liquid assets, to include only 
treasury bills, government stock and government guaranteed parastatal 
paper. 

18. During this phase when interest rates are likely to be 
higher because of partial deregulation,and aggravation of inflationary 
pressures, several ongoing enterprises which earlier could operate 
profitably at lower interest rates are likely to change their line of 
activity or close. Non-performing loans of the financial institutions 
will rise. The supervisory machinery and prudential controls will be 
strengthened to monitor closely the liberalized and competitive 
financial system. The authorities will be cautious in regard to entry 
of new banks, until such time that'they put in place a new modernized 
banking legislation, which will accommodate new demands of the financial 
system, lay a legal foundation for emergence of new finahcia1 
instruments and services and set effective prudential norms for banks 
and other financial institutions. The legislation will also aim at 
eliminating compartmentalized functioning of financial institutions so 
that they can then freely compete in the market for mobilization of 
savings and profitable investment opportunities. 

19. During 1991, the government will set up a Security Exchange 
Commission to monitor the functioning of the stock exchange. This 
regulatory mechanism will prevent malpractice like inside trading, 
cornering of shares etc. to regulate new issues in a systematic fashion 
and to build investor's confidence. The government's role will be 
confined to regulatory aspects, leaving the conduct of trading activity 
to the privately managed board. As it is, the stock exchange is quite 
active with 57 public companies trading their stocks. The turnover in 
volume and value terms has steadily increased since 1975. With the 
liberalization of interest rates, new financial assets, diverse and with 
different maturities will necessitate a strong secondary market. 

Second phase 1994 - 1995 

20. During the second phase ie the last two years of .the program 
period, once the fiscal deficit is reduced substantially, further 
liberalization measures will be taken to switch completely to indirect 
methods of operating monetary policy and to abandon restrictions on 
entry of new banking units in the country except those required for 
conducting sound business e.g. minimum capital requirements. Government 
stock will be taken out of the corset of administered interest rates. 
Once government bonds compete with other financial assets issued by the 
private sector, financial sector and parastatals, they will be widely 
held by nonbank/public. The Reserve Bank can then conduct open market 
operations in treasury bills, government bonds and even parastatal 
papers,for money market intervention and thus be in a better position, 
to control market interest rates. 

21. The restrictive provisions in the insurance and pension acts 
prescribing minimum holding of government stock and other paper will be 
relaxed. The level of holding of government paper by the insurance 
companies and pensions funds will be at a level necessary for prudential 
purposes rather than be driven by government's finance needs. The 



government will also strengthen the machinery supervising the operation 
of these institutions. 

22. As experience is gained with increased domestic competition 
among banks and other financial institutions, and a bank supervisory 
machinery is in place, an open door policy will be adopted as regards 
entry of new banks. During this phase also, many enterprises in the 
private sector and the newly restructured parastatals will be provided 
with incentives to issue their own paper - short, medium and long to 
borrow funds or raise equity, thus proyiding channels through which 
resources of nonbanks which formerly used to be absorbed by government 
could be redirected to the private sector investment. 



ANNEX I11 

TECHNICAL NOTE: ASSESSING AND ADDRESSING THE 
SOCIAL DIMENSIONS OF ADJUSTMENT 

Introduction 

1. The basic purpose and rationale of structural adjustment is to 
promote growth and improve social welfare, but to be fully effective the 
design of specific programmes needs to be deliberately focussed on making 
the adjustment process work in favor of tpe poor and vulnerable members of 
society. It has also increasingly been realized that there may be 
transitional social costs involved in the process of structural adjustment, 
and that corresponding compensatory mechanisms and programmes may be 
required to parallel the economic reform measures. 

2.  Concern about the social aspects of the proposed adjustment 
programme has already been highlighted by the Government. For example, in 
his Economic Policy Statement of July 1990, the Senior Minister of Finance, 
Economic Planning and Development said the following: 

"Structural adjustment programmes are usually accompanied by 
social problems, especially to the vulnerable segments of the 
society such as the poor, and unemployed. With market forces 
determining price levels, in the short term prices are bound to 
increase beyond the reach of the poor and this can lead to social 
unrest. Government will therefore take measures to cushion the 
poor against such possible adjustment effects. It is important 
that measures to reduce unemployment are introduced and that 
small investors are given incentives to expand and take on new 
employees. There will be need to examine and promote the 
activities of the informal sector which equally has a potential 
of creating employment . . . .  There is need for targeted subsidies 
to be introduced to alleviate the hardships affecting the 
vulnerable groups. " 

3. Following this clear policy statement, the Government has begun 
to ensure that the detailed plans of action for the implementation of the 
structural adjustment programme are designed to follow the policy goals. 
To do this it has been necessary to (i) specify clearly the mechanisms and 
ways through which poor and vulnerable groups may be adversely affected; 
(ii) build-up socio-economic profiles of the vulnerable groups in Zimbabwe 
which may be affected; (iii) relate the specific proposed adjustment 
measures to each of these vulnerable groups in order to assess as 
accurately as possible how and to what extent they may be expected to be 
adversely affected; (iv) prepare compensatory programmes and policy 
measures to counteract any potentially adverse effects; and (v) design a 
system of monitoring and evaluation to assess the socio-economic impact of 
the adjustment measures, and where appropriate to stimulate mid-course 
changes to be made in the programme. This note highlights the work done so 
far. 

I. Potential Wavs in which Vulnerable G~OUDS mav be Adverselv Affected. 

4. It is essential to stress that the overall impact of the 
adjustment programme will be to improve social welfare. Net employment 
effects will be positive, and over the long-term, disadvantaged groups will 
have greater opportunities to improve income levels and welfare. Of 



particular importance for the poor will be the measures taken to deregulate 
the economy and to allow for the expansion of the small-scale and informal 
sectors. However, there will undoubtedly be some transitional social costs 
in selected areas, and compensatory actions are being designed for 
implementation to ensure that the poor and vulnerable groups do not suffer 
during the adjustment process. 

5. Several different taxonomies could be used for assessing the 
potential negative effects of structural adjustment measures on the poor 
and vulnerable. Here the effects are con~idered under three headings: (i) 
employment and unemployment; (ii) inflation and removal of subsidies; and 
(iii) social services and increased cost recovery. For the first of these, 
while employment growth is a central objective of any adjustment programme, 
it must be recognized that unemployment also may be generated in some areas 
in the short-term. This may be in the formal business sector (to the 
extent that industry is inefficient and cannot adjust to increased 
competition), in the small-scale or informal sector (to the extent that 
increased efficiency in the formal sector displaces or discourages some 
previous small-scale or informal sector activities), in the'public sector 
(to the extent that civil service retrenchment is considered necessary), 
and in the parastatal sector (to the extent that restructuring induces 
worker lay-offs). 

6. Secondly, the introduction of a structural adjustment programme 
is often accompanied by increased inflation (especially if fiscal deficits- 
are not tackled aggressively). With exchange rate depreciation and the 
lifting of price controls, there may be a (short-run) increase in inflation - -  though greater competition in production may also have a counteracting, 
opposite effect. In at least the medium-term, of course, one of the 
positive effects of a structural adjustment programme should be to reduce 
the rate of inflation. Besides changes in the overall level of prices, 
however, particular attention needs to be given to changes in relative 
prices - -  and, in this context, of highest social concern is the crucial 
issue of the relative prices of the most essential items of consumption. An 
associated issue is the level of producer prices paid for items produced 
especially by poor farmers. 

7. Thirdly, there is the question of whether the need to reduce 
public expenditures leads to reduced budgetary allocations to the social 
sectors, whether any such reductions translate into cut-backs in those 
basic services particularly used by the poor, and whether and how user 
charges for such services are introduced or increased for revenue reasons. 
Each of these mechanisms needs to be examined in order to assess the 
potential negative impact of an adjustment programme on the poor and 
vulnerable. Before that can be done, however, it is necessary to 
understand who are the poor and vulnerable people, and the nature of their 
socio-economic profiles. 

8 .  In reviewing the socio-economic profile of the country, emphasis 
is placed on those groups who are dominant in the population, and who are 
least able to protect themselves from potential adverse effects of the 
structural adjustment programme. The identification of these specific 
segments of the population, their income and expenditure patterns, and the 



factors which contribute to their poverty, is necessary for the design of 
policy changes which are least likely to impact negatively on these 
vulnerable groups. With specific socio-economic profiles in hand, the task 
of targeting any necessary compensatory adjustment measures to cushion the 
adverse effects of adjustment is simplified. 

9. The following table presents a general breakdown of the various 
groups to be discussed, based on the results of the Central Statistical 
Office's Household Incomes, Consumption and Expenditure Survey of 1985: 

Socio-economic Characteristics by Household Type, 1985 

Characteristics . . . . . . . . . . . . . . . . . . . . . . .  
Population 
Family Size 
Average Monthly Income 
( Z t  1985) 
Transfers i n  Income 
Expenditures: 

Food 
Rent, fuel . 
Transport 
Other 

Ccinnuna 1 
Lands 

48% 

Small-Scale 
Farms -------.------- 

2% 
4.9 
119 

Urban & 
Semi -Urban . . . . . . . . . . . . . . . . . . . . .  

33% 
4.1 

72 

10. Rural groups, either in the communal areas or employed on large-,- 
scale farms, comprise the bulk of the population and on average receive 
exceedingly low household incomes. A poverty datum line (PDL) was 
established by the Riddell Commission in 1981 to indicate the minimum 
income level needed to meet the basic food, clothing and shelter needs of a 
family of six. In 1985, as a result of inflation, this would have been 
equivalent to approximately $210; and in December, 1989, the equivalent 
amount would have been $356 per month. Given that the expenditure weights 
for this measure have not been changed since 1981 and that there is no 
distinction made in the PDL between urban and rural areas, the PDL should 
only be taken as a rough indicator of a poverty cut-off point rather than 
as precise measurement. Given these problems with the PDL and in the 
absence of income distribution data, an estimate of the percentage of the 
population residing in poverty is unavailable. Anecdotal evidence suggests 
that almost two-thirds of the population within the rural areas were, and 
still are, residing in severe poverty. While average household incomes in 
urban and semi-urban areas were above the poverty line in 1985, there was, 
and still is, a considerable range of incomes, with a significant share of 
urban dwellers also counted among the poor. Due to their greater ties to 
the market economy and larger reliance on cash-based consumption patterns, 
the vulnerable groups in the urban areas may even be impacted by the 
structural adjustment programme more quickly than rural groups. 

A. Urban Areas 

11. Urban areas are home to more than one-quarter of the population of 
Zimbabwe. Rates of urbanization have increased tremendously since 
independence, although rural-urban migration is still limited by strict 
zoning laws and housing regulations. In 1989, over 2.5 million people were 
living in urban and semi-urban areas, with an estimated average of 4.5 
people per household. Harare and Bulawayo dominate the urban profile, 
comprising more than 60 percent of the total urban population. Using the 
weights from the 1982 census and current population estimates, low 



estimates of the size of Harare and Bulawayo would be 1,130,000 and 
850,000 people respectively. 

12. Urban low-income households can be divided by the type of 
employment of the head of the household in order to facilitate an 
examination of the impact of specific policy changes on different groups. 
Thus, it is useful to examine the characteristics of formal sector workers 
(broken down into skilled and semi-skilled, and unskilled workers), and 
small-scale and informal sector workers separately. Approximately 800,000 
people are employed in the formal sector-rhalf at the skilled and semi- 
skilled level and half at the unskilled level. Approximately 100,000- 
200,000 people are employed in the small-scale or informal sector. A 
rough, but low estimate of unemployment in the urban areas is 300,000- 
400,000 people. 

Urban Formal Sector: Skilled and Semi-skilled Workers 

13. Skilled and semi-skilled workers make up roughly ode-half of the 
workers employed in the urban formal sector, or approximately 400,000 
employees. They are most heavily represented in the following sectors: 
public administration, health, education, finance sector, and wholesale and 
retail trade. Average earnings in these industries are significantly 
higher than in agriculture, construction or domestic service. The per 
capita income level of this group is considerably higher than the country1-s 
average of Z$1,400 per annum. 

(ii> Urban Formal Sector: Unskilled/Domestic Workers 

14. The other half of the labor force employed in the urban formal 
sector is made up of unskilled employees, numbering approximately 400,000 
people. Over the course of the past decade, unskilled workers have 
suffered a decline in real earnings, which has probably placed a growing 
proportion of them and their families below the PDL. Average earnings for 
construction workers and private domestics fell well below the PDL cut-off 
point, with construction workers in December, 1989 averaging $90 per month 
and private domestics averaging about $80. However, where families have 
more than one income earner, the chances of being above the PDL are 
improved. Unfortunately, data on family employment is unavailable, and 
thus it is impossible to provide a clear picture of the number of 
households now below the PDL. 

15. While average earnings in manufacturing and mining are well above 
the PDL, it can be assumed that the unskilled workers in these industries 
are earning substantially less than the industry-wide averages. In 1988, 
for example, 40 percent of employees (excluding agricultural workers) were 
earning less than $250 per month, which was below the PDL estimated for 
that year. In other words, despite substantial increases in average wages 
in manufacturing and mining , those for unskilled workers have generally 
failed to keep pace with inflation and the poverty line. 

16. The expenditure pattern of low-income workers differs 
substantially from the general pattern for urban areas as a whole. A 
worker earning the minimum wage in manufacturing in 1988 spent more than 
half (55 percent) of his total expenditures on foodstuffs, and nearly one- 
fifth (18 percent) on rent, fuel, and lighting. The increased importance 



of food and shelter in total expenditures reflects the relative and 
absolute poverty of this group of urban low-income households. 

(iii) Urban Informal and Small-Scale Sector 

17. The 1986/87 Labor Force Survey indicate that workers in the 
informal sector accounted for only 7.7 percent of the employed population. 
This figure was probably an underestimate due to the likely unwillingness 
of survey respondents to admit that they yere unregistered workers. As a 
rough estimate, it appears that employees in this sector in urban areas 
numbered between 100,000 and 200,000 in 1989. A nationwide survey of the 
informal sector was carried out in 1984, and the average monthly income was 
then found to be about $260 (substantially higher than the minimum wage in 
unskilled occupations) in a number of different informal sector activities. 
While the average monthly income of informal and small-scale sector workers 
may be somewhat higher than the average of unskilled workers, there is 
probably a wide range of incomes within this sector with a large number of 
people earning substantially less than the PDL. 

18. Women dominate in the informal sector comprising 64 percent of 
total workers, as opposed to 25 percent in the formal sector. Most 
(54 percent) of women surveyed in Harare in 1984 stated that they started 
informal sector businesses because they could not find other employment. 
Women are more likely to engage in home-based informal activities, such as 
handicraft or textile production, due to the demands of child-care. As in 
the formal sector, earnings for women in the informal sector fall below 
male earnings. 

(iv) Unem~lovment 

19. The current official estimate for unemployment is 26 percent of 
the labor force, but other estimates have ranged as high as 37 percent. 
The unemployed are predominantly young (in 1986/87 57 percent were under 25 
years old), and educated (more than 75 percent had then completed primary 
school and slightly more than one-third were form IV leavers). While the 
gender distribution among the unemployed is roughly equal, women dominate 
in the 25-59 age bracket, representing nearly two-thirds of this group. 

20. A frightening trend, closely linked to the prevalence of 
unemployment, is the growth of child labor, particularly in urban areas. 
Unfortunately, there are no data available on the scale of the problem, 
although for any urban resident it is becoming increasingly visible. A 
recent survey done of street children in Harare provides some limited 
information on the socio-economic situation of street children. More than 
half of the children responded that they were on the streets because of 
poverty or destitution. Most children used their money to buy food (33 
percent), clothing ( 3 3  percent), or to pay for school fees (16 percent). 

3. Rural Areas 
. . 

21. The agricultural sector in Zimbabwe consists of four main groups: 
communal areas, large-scale commercial farms, resettlement areas, and 
small-scale commercial farms. Rural residents comprise three-quarters of 
the population of Zimbabwe, or about 7 million people. Households in 
communal areas and employees of large-scale commercial farms are the most 



vulnerable groups within the rural areas. The small-holder farming system 
established in the communal areas involves about one-half of the population 
of Zimbabwe, or about two-thirds of the total rural population. 
Approximately 300,000 people work on large-scale commercial farms. While 
great strides have been made by the Government particularly in the areas of 
health and education, the quality of social services in rural areas is 
still substantially lower than those available in the urban areas. 

(i) Communal Areas 

22. Average incomes in the communal areas are the lowest in Zimbabwe. 
In 1985, households in communal areas on average earned less than one- 
quarter the amount earned by their urban counterparts, placing a 
significant proportion of households in the communal areas substantially 
below the PDL. Female-headed households are common in these areas, as 
survival strategies lead to split families and male emigration to mines, 
towns or commercial farms. Only 39 percent of communal farmers are men, 
and of this group nearly 75 percent are either under 25 or bver 46 years 
old. 

23. In aggregate terms, smallholder production in the communal areas 
has increased impressively since 1980. Marketed maize and cotton 
originating from this sector grew from 10 percent to more than 50 percent 
of total marketed output over the course of the decade. However, 
inequality of asset and income distribution within communal areas remains 
significant and in fact has probably increased. Maize production is 
concentrated in natural region 2, comprising 11 percent of the designated 
communal areas. And, even within these privileged areas, the top 20 
percent of producers account for nearly two-thirds of total maize sales. A 
study of the Mutoko Communal Lands found that just over 50 percent of the 
income went to the richest 20 percent of the households, while the bottom 
20 percent received only 3 percent of the area's total income. Many inputs 
are directed to the better-off communal farmers, leaving a continuing 
problem of food insecurity in those households with limited or no assets. 
Because of the need to encourage efficiency of farm production, a shift 
occurred in the resettlement programme in the mid-1980s away from the 
resettling of the poorest landless towards encouraging the "master farmers" 
to enter the programme. As these tend to be well off compared with other 
communal area farmers, there is a tendency for increased inequity. 

24. Increasing unemployment and poverty in the urban areas has 
worsened the situation in the communal areas, as the regions are linked 
through flows of labor and capital. Three-quarters of the increase in the 
labor force between 1982 and 1987 had to be absorbed by the already 
saturated communal agriculture. Remittances from family members employed 
in the formal sector provide a further link with the urban economies: in 
1985, gifts and transfers made up more than 40 percent of total household 
incomes in the communal areas. 

(ii) Em~lovees on Larae-Scale Commercial Farms 

25. Approximately 1.4 million people live on large-scale commercial 
farms. As of 1989, the minimum wage in this sector was $116 per month, 
but for agriculture as a whole average earnings were $91 per month. This 
discrepancy is most likely explained by the large number (90,000 in 1984) 
of casual and seasonal laborers employed at low wages in commercial 



agriculture. Of this group, over 60 percent are women. While household 
income levels may be underestimated due to the fact that some commercial 
farm laborers may also be members of.communa1 area households, it remains 
clear that workers on large-scale commercial farms are among the poorest of 
the poor in Zimbabwe. 

C. The Socio-Economic Situation of Women 

26. Women outnumber men in some of tbe poorest and most vulnerable 
sectors of the economy: agriculture, the informal sector, private 
domestics within the formal sector, and the unemployed. Women accounted 
for 53 percent of the urban unemployed in 1986/87, and most unemployed 
women are older than their male counterparts. 

27. Agriculture in Zimbabwe is largely a female enterprise. Most 
(86 percent) women in Zimbabwe live in rural areas, and it has been 
estimated that they are responsible for 70 percent of total agricultural 
labor. Female-headship is prevalent in over 40 percent of households in 
communal areas, as there is substantial male migration to commercial farms, 
mines and towns, given the need for families to supplement extremely low 
income levels. In addition to providing the bulk of the labor on the 
family plot, women supplement farm income with non-farm income. They 
provide more than 60 percent of casual labor within agriculture and the 
bulk of the labor in the rural non-farm informal sector. Women are largely 
responsible for food crop production and labor-intensive tasks on other 
crops, as well as fuel collection, child-care and other domestic tasks. 
Despite their central importance in agricultural production, however, women . 
continue to have limited access to land or other agricultural assets. . 
Traditional communal property rights and inheritance systems based on 
patrilineal kinship ties severely restrict women's abilities to capture 
productive resources. 

111. Potential Negative Effects of the Structural Adiustment Programme. 

28. There is no doubt that the structural adjustment programme is 
needed and should be implemented by the Government. At the same time, 
however, there are several ways in which the programme could have negative 
effects on poor and vulnerable groups in Zimbabwe. These potential effects 
are discussed below. 

A. Em~lovment and Unem~lovment 

Introduction 

29. The end result of the adjustment programme will be an increase in 
the employment generating capacity of both the formal and informal sectors. 
As far as the former is concerned, it is expected that the economic 
adjustment programme will generally have positive effects. The increased 
utilization of current capacity as well as increases in investment will 
create new jobs over the length of the five year adjustment period. 
Currently, industry is operating at between 40 percent and 70 percent of 
existing capacity. It is expected that this figure will increase to 85 
percent to 90 percent over the course of the adjustment programme. 
Increased levels of investment in manufacturing are expected to generate 



employment growth at one-half the projected 6 percent rate of growth of 
output, or approximately 3 percent per year. Thus, formal sector 
employment in manufacturing as a result of new investment could grow by 
approximately 5,000-10,000 additional jobs per year, or perhaps up to 
50,000 jobs over the five year period. Skills shortages have already been 
felt by employers, and the demand for skilled workers is expected to 
increase with the implementation of the new economic reform package. The 
new manufacturing jobs created would be in addition to the existing trend 
rate of growth of non-manufacturing employment, and do not take into 
account the replacement needs of the form91 sector due to normal 
retirements and attrition. While the structural adjustment programme will 
not solve the current unemployment problem, therefore, it will aid in 
reducing it. In the absence of structural adjustment, furthermore, open 
unemployment would certainly increase. 

30. Prospects for employment creation in the informal/small-scale 
sector are also good, though they will be contingent upon the pace of 
deregulation under the structural adjustment programme and the willingness 
of the Government to continue and strengthen its support of'these sectors. 
Under an optimistic scenario which includes the relaxation of Governmental 
regulations (such as the zoning regulations, rules governing the licensing 
of small businesses, and the stipulation of what entails a factory), 
employment growth in these sectors could average 25,000-35,000 workers per 
year. Possible bottlenecks to growth in these sectors include the 
difficulty of raising start-up costs due to increased inflation, lack of 
credit, and the resistance of local governments towards deregulation. In 
general, it,is not believed that any increase in efficiency in the formal 
sector will lead to retrenchment or new unemployment in the existing small- 
scale or informal sectors in Zimbabwe. 

(i) Retrenchment in the Formal Sector 

31. However, there may also be some negative effects on employment in 
the short-term. While it is difficult to furnish a precise estimate of the 
unemployment effects of the structural adjustment programme, it is possible 
to schematize them and provide some rough ideas as to their size. The 
potential, short-term negative employment effects can be broken down into 
three categories: (i) retrenchment in the formal sector; (ii) retrenchment 
in the civil service; and (iii) retrenchment in the parastatals. 

32. In the formal sector some job retrenchment in inefficient and 
uncompetitive firms will undoubtedly occur, its extent depending on the 
pace of liberalization and the streamlining of labor regulations. On the 
one hand, the faster the pace of the adjustment measures, the greater the 
likely extent of retrenchment and short-term frictional unemployment. For 
example, if 10 percent of manufacturing were to close down due to inability 
to compete, roughly 20,000 workers could have to be retrenched. On the 
other hand, the faster and more effective the adjustment programme, the 
more new jobs will be created and the more the social costs of unemployment 
will be minimized. 

33. Whatever the pace of adjustment, however, it is clear that there 
will be some retrenched workers requiring compensation--and that some 
proportion of them will also seek retraining. The Ministry of Labour, 
Manpower Planning and Social Welfare is drafting guidelines on compensation 
and assistance to be provided by employers to retrenched workers; and 
although it will be important for any retrenched workers to be compensated 



and assisted as much as possible, the guidelines will seek to balance this 
objective with the need to avoid any measures which would unduly discourage 
employers from hiring new workers. Regarding retraining programmes, the 
Government's strategy is to strengthen the existing public sector 
vocational and technical training colleges, and also to review and possibly 
improve the fiscal incentives provided to employers to conduct training 
themselves. 

34. In conclusion, the social costs of adjustment in the form of 
retrenched formal sector workers could perhaps be about 20,000 workers 
joining an already large and growing pool of unemployed. These workers are 
likely to be relatively unskilled and older, and probably more than half 
will be female. The impact on the welfare and income levels of this group 
will depend upon the extent of retrenchment packages offered by employers, 
as well as on private and public programmes for retraining. 

(ii) Retrenchment in the Public Sector. 

35. Government currently employs approximately 189,000 workers. The 
Government has indicated that 25 percent of the civil service (excluding 
the education sector) would be considered for retrenchment. This strategy 
would suggest that the number of non-education civil servants would drop 
from about 104,000 to about 78,000 by the year 1994/95. In other words, 
about 26,000 workers would need to leave the civil service over the next 
four years. However, with a natural rate of attrition of about 3,000-4,000 
civil servants annually, the need to find ways to accelerate attrition 
would be less. Specifically, the impact will be reduced to the extent that 
retirees are not replaced, or to the extent that they are replaced through 
redeployment within the civil service. However, over this period the 
Government may still have to find ways of reducing the size of the non- 
education civil service by up to about 10,000 workers who would not 
otherwise have left the service. This could be done either through 
improved incentives for civil servants to leave voluntarily, or through 
compulsory retrenchment (with appropriate compensation). Counting 
teachers, whose total number is projected to increase from 85,000 to 
92,000, the overall size of the entire civil service would only decline 
somewhat to 170,000. 

36. The Government's present strategy is to identify those areas of 
the civil service which are non-essential, inefficient and/or duplicate 
other areas. Non-essential posts will be frozen as soon as they fall 
vacant, and other vacant posts will be filled wherever possible from within 
the civil service. Consideration will also be given to compulsory 
redundancies in some areas in order to achieve the fiscal and manpower 
targets. For example, there are 3,000-4,000 casual laborers whose work- 
load is seasonal and who could be removed from the permanent establishment 
and contracted on a seasonal basis. Although this approach would 
contribute to the necessary budgetary savings and would improve the 
efficiency of the public sector, any compulsory retrenchment of civil 
servants would require additional costs. Provisions already exist for 
civil servants whose posts are abolished to be compensated through commuted 
pensions. Officials are also currently discussing possible incentive 
schemes to encourage the early voluntary retirement of public employees. 

37. The social dimensions of any reduction in the size of the civil . 
service would depend on the details of its implementation. For example,:.; 
retrenchment could affect some people in the lowest strata of the civil 



service, including the casual laborers mentioned above. Given the current 
wage structure and the fact that the bulk of these employees reside in 
rural areas, they would be among the most vulnerable to any decline in 
income level within the civil service. Assuming that casual laborers are 
currently each earning $300 per month and that they would anyway shift to 
employment on public works at $100 per month, the Government would only 
save approximately $20 million or 0.15 percent of GDP by pursuing this 
policy. While these workers are only one of the groups who may face the 
prospect of compulsory retrenchment, the Government will need to find ways 
of carrying out its retrenchment policy wbile bearing in mind the net (as 
well as gross) fiscal savings, the administrative and political 
implications, and the need to make provision for the retrenched workers. 

38. Another potential social (and efficiency) issue which arises is 
the possibility of a general skills reduction within the public service. 
In particular, incentives given for voluntary retirement tend to be most 
attractive to higher skilled and enterprising employees with the best 
potential for advancement in the private sector. Additionally, given the 
skills shortage expected to accompany growth in the private'sector, the 
existing tendency for higher qualified civil servants to go to the "greener 
pastures" of the private sector may be accelerated. Any reduction in the 
size of the civil service, therefore, needs to take account of the 
necessity of retaining a competent civil service. 

(iii) Retrenchment in Parastatals. 

39. It is difficult to evaluate the impact of employment changes 
generated by the proposed reorganization and streamlining of the parastatal 
enterprises, in view of the fact that specific plans of action for most 
parastals are still under preparation. Before the employment effects can 
be determined, it is necessary to know which parastatals currently are 
overstaffed, by how much , and whether or not retrenchment is part of the 
plan of action. However, it is generally believed that overstaffing may 
not be a major problem for the parastatals, and that significant 
retrenchment may not be required. The main parastatals where retrenchment 
is a possibility include the railways and perhaps ZISCO. As a rough 
indicator, though, it is believed that up to 2,000 parastatal workers would 
have to be retrenched as a result of parastatal restructuring. 

(iv) Overall Effects 

40. The long-term prospects for employment generation arising from the 
structural adjustment programme are good, but there will be some short-term 
social costs of job retrenchment and some frictional unemployment. Also, 
despite the overall positive employment effect of the programme, Zimbabwe 
will continue to face a difficult employment problem in view of the present 
large and growing number of unemployed. Besides those currently 
unemployed, and the relatively modest number of workers expected to be 
retrenched as a result of adjustment (maybe 20,000 formal sector workers, 
10,000 civil servants and perhaps 2,000 parastatal workers), there will be 
about 200,000 new entrants to the labor force each year. Of this group, 
under a growth scenario, up to 100,000 each year might be able to find 
employment in the formal sector (from job vacancies arising from normal 
attrition as well as from any new jobs created), and 25,000-35,000 in the 
informal sector and in small-scale enterprises. The remaining 60,000 would 



still have to find productive activities in the communal areas or simply 
swell the ranks of the already crowded urban unemployed. 

B, The Im~act of Inflation and Removal of Subsidies. 

Introduction 

41. The social costs associated with,inflation and subsidy removal can 
be broken down into three categories. First, there is the effect of an 
increase in the general price level. This effect will be felt most 
strongly by those groups who have fixed incomes, lenders and those whose 
nominal earnings do not keep pace with the pace of inflation. Secondly, 
there are effects in terms of consumer welfare resulting from changes in 
relative prices, Here, from a social point of view, the main concern is 
with possible increases in the prices of basic commodities (and especially 
maize) resulting from the reduction or removal of consumer subsidies. 
Finally, there is the issue of the effects of the removal or producer 
subsidies, particularly for items produced by the rural poor. Again, the 
main item of interest is the producer price of maize. 

Inflation. 

42. The Zimbabwean economy has experienced relatively high levels of 
inflation in recent years (13 percent in 1989), and over the past decade 
there has been a decline in the index of average real earnings from 100 in 
1980 to 89 in 1989. The only industry where average real earnings 
increased was mining (which rose from 100 to 112). Even in the case of 
domestic service, where the increase in the Government minimum wage over 
the period was substantially higher than in any other industry, the index 
of average real earnings still declined from 100 to 82 over the course of 
the 1980's. 

43. Inflation is projected to continue at the present rate of 16 
percent per year during the first two years of the structural adjustment 
programme, and drop down gradually thereafter. It should be emphasized, 
therefore, that the social costs of inflation are short-run costs and 
should diminish as the programme progresses. It should also be reiterated 
that the problem of inflation is not a result of the structural adjustment 
programme, but rather one of the problems that the programme is designed to 
combat. The effect of inflation on the incomes of salaried workers will be 
contingent upon the rate of nominal wage increases. The Ministry of 
Labour, Manpower Planning and Social Welfare.has revised regulations 
concerning wage setting, and collective bargaining has already been 
introduced. Some Governmental intervention will continue in those sectors 
where collective bargaining is not yet feasible due to the weak 
organization of workers. 

44. It is expected that at least half of wage earners, some 1,200,000 
employees (including commercial farm workers), will suffer some wage 
erosion in the face of inflation. The groups most severely affected may be 
those with the weakest collective bargaining power-- for example, 
agricultural laborers and unskilled workers. Average wage increases for 
civil servants will also be below the rate of inflation, given the 
Government's determination to pursue fiscal restraint in support of the 
adjustment programme. However, greater differentiation will also be 



introduced in its wage policy by the Government, in order to maintain and 
even increase the compensation of key workers who have better opportunities 
in the private sector. It is expected that approximately half of 
manufacturing workers (or perhaps 100,000 people) will suffer some drop in 
real earnings, the level contingent on the collective bargaining power of 
each industry. Ten percent of the workforce in manufacturing, or 
approximately 20,000 workers, might experience severe wage erosion and drop 
below the PDL. Unfortunately, given the lack of information on family 
employment, it is impossible even to estimate the existing number of 
families below the poverty line, let alone future levels. In contrast, 
skilled and semi-skilled workers are unlikely to suffer adverse effects 
from real wage erosion. The combination of increased labor demand and 
their already strong collective bargaining power should ensure that their 
real wages keep pace with the rate of inflation. 

45. In terms of the social dimensions of the programme, the 
Government's basic strategy is to reduce the general rate of inflation as 
part of its demand management measures. However, particular attention will 
also be focussed on the price of the staple items of consum$tion, and 
especially maize. 

(iii) Removal of Consumer Subsidies 

46. Maize is the most important single item of expenditure by the 
poorest households. As such, any possible increase in its price as a 
result of the structural adjustment programme and particularly subsidy 
reductions is a major issue. In this context, the Government plans to cut 
the subsidy to the Grain Marketing Board (GMB) from Z$ 59 million in 
1990/91 to Z$ 30 million in 1991/92, Z$ 18 million in 1992/93, 2$12 million 
in 1993/94 and to zero in 1994/95. Currently, the highest consumer prices 
for maize are already paid in low-income food deficit rural areas, where 
controls on GMB marketing and distribution, limited development of rural 
markets and the high cost of transport all lead poor households in these 
areas to pay as much as twice the urban price of maize and mealle meal in 
times of food scarcity. The issue is whether the GMB subsidy reductions 
will make this situation worse, and what can be done about it. 

47. Wheat subsidies make up a large portion of the consumer subsidies 
currently provided by the GMB. Although the consumption of bread has been 
rising rapidly, the wheat subsidies do not primarily benefit the lowest 
income groups whose staple food is maize rather than wheat. Similarly for 
beef and milk, those most likely to be affected by removal of consumer 
subsidies are the middle and upper income urban residents, and it is 
possible that the supply response to decontrol in these,areas would 
increase production of these goods and restrain the market price naturally 
anyway. For these reasons, it is not proposed to focus attention on these 
other items of food expenditure, nor to moderate the strategy of GMB 
subsidy reduction in these areas. 

48. Until detailed plans of action for deregulation or parastatal 
rationalization have been completed, there is little definite that can be 
said about the effects of changes in relative prices of other non-food 
items on the purchasing power of the lowest income groups. Increases can 
certainly be expected in the electricity tariffs, in the cost of rail and 
air transport, and in the price of steel for example. However, the social 
costs should not be unduly high, especially if specific attempts are made 



to cross-subsidize low-income households in urban areas and small-scale or 
informal businesses. 

(iv) Removal of Producer Subsidies 

49. AS in the case of consumer subsidies, the crop of greatest concern 
is clearly maize, and the danger is that removal of producer subsidies 
might severely hurt low-income maize producers. Assessment of the social 
impact of the removal or reduction of propucer subsidies will be based on 
the specific plan of action for the GMB. Nevertheless, several points 
should be borne in mind. First, much of the marketed maize is produced by 
large-scale commercial farmers who are far from being in the vulnerable 
group. Second, within the communal areas, most of the marketed maize is 
produced by relatively better-off farmers. While it should not be assumed 
that these farmers are not poor and vulnerable, they are mainly more 
prosperous than the majority of communal farmers. Third, the poorest of 
the rural poor (commercial farm laborers and their families, the poorer 
farmers in the better communal areas, and the majority of those living in 
food-deficic areas) are mostly purchasers of maize and maize products. In 
short, the reduction or even removal of producer subsidies on maize might 
not entail serious social costs, although a careful analysis of this issue 
is warranted. 

C. Social Services and Increased Cost Recoverv. 

(i) Introduction 

50. Tremendous advances have been made by Zimbabwe in the provision of 
social services in the first decade of independence. Infant mortality has 
dropped dramatically, fertility levels have started to fall, and there has 
been a vast expansion of schooling. While the gains were partly the result 
of communities' own efforts, the lead in these programmes was taken by the 
Government. Social sector spending continued to receive high priority, 
even during difficult economic times and years of drought, and expenditures 
were directed towards the poor people in remote areas. For the future, 
however, the Government has decided to reduce its net spending on the 
social sectors, both through tightening up expenditures and also through 
increased cost recovery by programme beneficiaries. In this context, the 
challenge for the social sectors will be to adjust to the new fiscal 
realities and objectives, while at the same time protecting the impressive 
social grains made since independence. 

(ii) Macro Context 

51. Expenditure by the central Government on the social sectors in 
fiscal year 1990/91 amounts to about Z$ 1,991 million, or about 13.0 
percent of GDP. This includes Z$ 1,329 million budgeted for the Ministry 
of Education and Culture, Z$ 203 million for the Ministry of Higher 
Education, and Z$ 459 million for the Ministry of Health. In the next few 
years, both health and education will have some reduction in their share of 
the budget, although the reduction for health will be smaller than that for 
education. The main strategy of the Government will be to maintain 
existing activities, to be highly selective about any new areas or items of 



expenditure, and to recover a higher proportion of costs from 
beneficiaries. 

52.  At present revenue from social service charges go to the Treasury. 
The Government will review this policy to consider allowing the individual 
social sectors to keep such revenue. In a few cases (such as at Parirenyatwa 
Hospital) this is already the practice. The latter approach has the advantage 
that it provides the line ministries with incentives to raise charges and 
improve collection efforts, and also encourages further decentralization of 
management (in line with the broad policy statement of the Senior Minister of 
~inance , Economic Planning and Development ) . 

Sectoral Budget Projections: Health and Education. 1W0/91 - 1W4/95 

1990/91 1W1/92 1 W2/93 1993/94 

Health Budget 
Nominal terms ( Z k n )  460 
Real terms ( Z S m )  460 
Prop. of GDP ( X I  2.77 
Prop. of Gov. 

Expenditure ( X )  5.6 5.9 6.2 6.4 

Education Budset 
Nominal terms ( 2 % )  1,532 1,797 2,097 2,408 
Real terms (ZSm) 1,532 1,576 1,642 1,714 
Prop. of GDP ( X )  9.97 9.72 9.47 9.24 
Prop. of Gov. 

Expenditure ( X )  18.5 

Memorandun Items 
GDP grouth rate  ( X I  4.3 
GDP deflator 0.16 

(iii) Health Sector 

53. Over the first decade of independence, the health budget increased 
in real terms at an annual rate of 4.7 percent, roughly 50 percent faster 
than the rate of economic growth. Over the period up to 1994/95, the 
health budget is projected to grow annually at approximately the same rate, 
with the share of GDP remaining constant and the proportion of central 
government expenditure rising slightly. This will enable the Ministry of 
Health to continue to provide critical services throughout the country, and 
also to improve the quality of care. Managerial improvements, however, 
will be needed to ensure efficiency of expenditures. The Ministry of 
Health will also implement a second family health project, which will be 
focussed particularly on 16 mainly remote districts of the country. This. 
project will help to ensure that the rural population does not suffer as a 
consequence of the structural adjustment programme. 

54. At present, revenue from cost recovery is about Z$ 15 million (ie. 
equivalent to about three percent of expenditures) and Z$60 million 
(equivalent to about 10% of health expenditures or 0.2% of GDP) has been 
chosen as a target to be achieved by 1994/95. The strategy of the Ministry 
of Health to achieve this target is to: (i) strengthen efforts to collect 
fee revenue presently due; and (ii) review and raise upwards hospital fee 
schedules, at least in line with inflation. The Z$ 150 household income 
exemption threshold will be maintained in order for poor people to continue 
to be entitled to free health care. However, more effort will be made to 
ensure that only those with incomes less than Z$ 150 per month are treated 
with no charge. 



(iv) Education Sector 

55. The fiscal adjustment required of the education sector will be 
considerably greater than that of the health sector. At independence 
spending on education nearly doubled in one year; and after that, over the 
first decade of independence, the trend growth rate was 10.3 percent 
annually. Together the Ministry of Education and Culture and the Ministry 
of Higher Education receive about Z$1,532,million from the Treasury, 
equivalent to about 10 percent of GDP or about 18.5 percent of central 
Government expenditure. At present, the Treasury receives about 2$35 
million in tuition and boarding fee revenue from the students in Government 
schools. Over the period up to FY94/95, however, it is projected that 
spending by the Government on the education sector will be reduced by about 
0.5 percent of GDP--ie to about 8.7 percent of GDP in 1994/95, equivalent 
to about 2$1,778 million in constant prices. Even so, the proportion of 
central government spending on education would still increase from 18.5% to 
20.7% of the total. The reduction in spending would be accbmplished by a 
reduction in Government support to those schools that at present receive 
higher. than average subsidies per student. In particular, this would 
include former A, trust and mission secondary schools. In addition, 0.5% 
of GDP (ie. equivalent to about ZS160 million FY94/95) would be raised 
through cost reGovery, designed to be focussed at the relatively well- 
endowed schools. The system is being designed in such a way as to be 
related to ability to pay and a system of exemptions will be introduced for 
those who cannot pay. Government's assistance will be weighted in favour 
of the less endowed schools. Scholarship programmes would also be expanded . 
to assist most capable but poor students to attend the best schools. 

D. Summary of Social Impact on Structural Adjustment on Vulnerable Grou~s 

56. The following is a summary discussion, by social group, of the 
issues outlined above. In general, despite the many advantages to be 
gained through implementation of the structural adjustment programme, 
there could be negative short-term effects on some vulmrable groups. 
However, understanding the possible adverse social effects of the policy 
changes has allowed some fine-tuning of policy change to minimize or 
eliminate the potentially deleterious effects on vulnerable groups, while 
additional compensatory measures have also been designed. 

(i) Urban Formal Sector: Skilled and Semi-skilled Workers 

57. This group is the least likely to be adversely affected by the 
structural adjustment programme, but there is the possibility of some 
frictional unemployment for those workers employed in uncompetitive 
industries. However, given the current shortage of skilled labor, the 
expected increase in demand for trained workers, and the already strong 
collective bargaining power of skilled and semi-skilled employees, it is 
expected that these workers in general will have no difficulty in achieving 
nominal wage levels that more than keep pace with inflation. In fact, 
given the likely relaxation of wage ceilings, the real earnings of many 
skilled workers are expected to increase substantially. 



58. The removal of consumer price subsidies on such items as wheat, 
dairy products and beef, as well as increases in the rates charged by 
public utilities, will presumably raise the cost of living for skilled 
workers and their families. As food and shelter make up a relatively small 
share of the total expenditures of this group, however, the relative price 
effects are unlikely to be severe. An opposite price effect will result 
from the fall in the price of consumer durables brought on by trade 
liberalization. Cost recovery in the provision of health services and 
education will hit this section of the population hardest; but in view of 
the current inequalities of income distripution, the necessity for fiscal 
restraint, and the fact that this group has previously been receiving 
significant subsidies when in fact they had the capacity to pay, the social 
costs involved should not be unduly high and the proposed measures are 
reasonable. 

(ii) Urban Formal Sector: Unskilled/Domestic Workers 

59. Workers and their families in this group will undoubtedly be among 
those who face mixed effects from the structural adjustment programme in 
the short term. Some unskilled workers may be laid off during economic 
restructuring, and they would then face great competition in finding new 
employment. Furthermore, women may be more likely than men to suffer from 
any retrenchment during the adjustment process. Additionally, low skills 
levels and the large pool of unemployed limit the collective bargaining 
power of unskilled workers. Due to inflation, it is expected that the real 
earnings of some unskilled workers may be eroded quite significantly, and 
perhaps 10 percent of this group could drop below the PDL due to a fall in 
real earnings. As earlier stated, though, the prospects of this group 
would be even worse with no adjustment programme. 

60. The drop in the earnings ability of this group of formal sector 
workers has clear implications for social welfare. The imposition/increase 
of fees for health services and especially education, unless carefully 
designed, could force hard choices to be made between the provision of 
basic goods and access to social services. The proposals for increased 
social service cost recovery, therefore, need to be accompanied by 
carefully designed exemption systems. Strategies to maintain the 
affordability of maize (and to a lesser extent other essential items of 
expenditure) will be particularly important for them too. The drop in the 
earnings ability of this group of formal sector workers, together with the 
difficulties encountered particularly by women in finding employment, 
reinforce the Government's objective to relax the current limitations on 
the growth of the informal sector. 

(iii) Small-Scale and Informal Sector 

61. The overall social impact of the structural adjustment programme 
for this group will positive, through the liberalization of regulations 
governing the licensing of small businesses, zoning and factory 
specifications etc. However, there are several areas where the adjustment 
programme could negatively impact on the poorest within this sector. 
First, inflation will raise the cost of inputs. Secondly, any increase in 
transitional unemployment in the formal sector will increase the number of 
job-seekers and competition among workers, and perhaps lower the level of 
average earnings. Finally, it is conceivable (though unlikely) that the 
increased efficiency of the formal sector, an expected result of the 



adjustment process, might lead to a decrease of the market share of the 
small-scale and informal sector in a few, particular industries. In 
general, the informal sector is expected to benefit from greater prosperity 
in the formal sector, especially where there are positive linkages between 
the two. 

(iv) Unem~loved 

62. Of all the urban groups, the currently unemployed are likely to 
face the most severe difficulties during the adjustment process in the 
short term. The projected temporary increase in inflation, especially in 
the prices of basic goods, could have a serious negative effect on the 
standard of living of this most vulnerable group in the cash economy. 
Again it should be stressed, however, that such problems should be 
attributed more to the economic difficulties already facing the country, 
than to the structural adjustment programme itself. However, while the 
structural adjustment programme is expected to generate additional jobs to 
the benefit of the presently unemployed (as well as for any'retrenched 
workers and new labor market entrants), this will take time and there will 
be continued, strong competition for these jobs. 

(v) Communal Areas 

63. The preponderance of low household incomes in rural areas suggests 
the need for careful design of any policy change which may negatively 
affect them. This applies particularly to the cost recovery programmes in 
the provision of social services and to the reduction in subsidies to the 
GMB. Specifically, any cost-recovery scheme that increases fees in rural 
areas needs to be carefully examined with regards to its effect in 
worsening an already severe inequality in income and access to social 
services. In particular, the welfare and food security of the poorest 
rural households, in particular, could also be threatened by the removal or 
reduction of consumer subsidies on maize . It is possible that the 
rationalization of the GMB could in fact lead to reforms in transport and 
distribution that mitigate any rise in the price of maize for the poorest 
rural consumers, but other measures (such as the closing of collection 
depots in low-production areas) taken to accommodate the reduced subsidy 
from the Government could have a potentially devastating effect on the 
welfare of poor people in those areas. 

6 4 .  Rural-urban linkages in the form of labor and capital movements 
could also carry any negative effects of adjustment from the urban areas 
into the communal areas. Remittances, largely from urban areas, presently 
contribute a substantial share of total income in the communal areas. 
Thus, an inflation-induced fall in real incomes in the urban formal sector 
could also impact on the recipients of transfers in the communal areas, 
through a reduction in the amount available for remittances. 

(vi) Workers on Commercial Farms 

65.  The overall social impact of adjustment for workers on large-scale 
commercial farms may be mixed. A 10 percent increase in employment of 
workers on large-scale commercial farms, as a result of relaxation in the 
current labor regulations governing hiring and firing, has been predicted 
by an association of commercial farmers. However, existing farm laborers 



have limited collective bargaining power and may face wage erosion due to 
inflation and only modest increases in the minimum wage rate. With 
agricultural exports expected to expand, however, the potential for 
increased profits in the commercial farming sector also exists. As with 
the rural poor in communal areas, any increased cost recovery measures 
(especially in education) could have a strong adverse impact on commercial 
farm laborers and their families. 

(vii) Women 

6 6 .  Any negative effects of adjustment felt by the rural poor, 
unskilled urban workers and the unemployed would be particularly felt by 
women simply because of their disproportionate numbers. Furthermore, there 
may be gender differentials in the social costs of adjustment in a variety 
of other ways. For instance, additional cost recovery in the education 
sector may erode progress made in improving the educational status of 
women. If families with extremely limited resources are asked to pay 
increased school fees particularly at the primary level, gitls are likely 
to lose out more than boys in view of the existing socio-cultural value 
system. This is already happening in secondary schools, where tuition fees 
are charged. Second, the higher age profile of urban unemployed women 
suggests that women may have greater difficulties during any period of 
frictional unemployment and also that they may have less opportunities for 
retraining. Third, women may suffer more from any increased barriers to.- 
entry in the informal sector as they generally have less start-up capital 
than their male counterparts. For all of these reasons, particular care 
are being taken in considering gender implications in the specific details 
of the design of the structural adjustment measures and also of the 
compensatory activities. 

IV. Com~ensatorv Measures 

67 .  Although the overall effects of the structural adjustment 
programme will undoubtedly be positive, and while particular care has been 
taken to minimize any deleterious social effects on poor and vulnerable 
groups in the design of the programme, some compensatory activities and 
programmes will also be implemented to provide further protection for them 
during the adjustment process. 

68. Training systems will be strengthened to ensure the provision of 
the necessary human resources for economic growth, as well as to provide 
for anyone retrenched by the adjustment measures. Currently, the Ministry 
of Higher Education (MHE) is working on a manpower development plan, and 
the Government strategy will include both measures to encourage more 
training to be financed and carried out by the private sector itself, and 
also measures to improve its own training programmes. At present, the MHE 
provides technical and vocational training at seven technical colleges 
located in urban areas throughout the country and at two vocational 
training centers (VTCs) located in Msasa and Westgate. Although the VTCs 
would be suitable for providing any Government-sponsored retraining 
efforts, currently they have the capacity to train only 2,000 workers at 
any time. The VTCs do not have the necessary capacity to cope with the 
potential retraining needs, not to mention the training requirements for 
the unskilled workers and the currently unemployed. While strengthening of 
the TTC's and VTC's will be critical to the success of the structural 
adjustment programme, several innovations could be made to their 



programmes. For example, the capacity of the existing VTCs could be 
expanded through double-shifting and/or the design of short-term programmes 
focussed to meet the needs of target industries. Evening courses could 
also be established in the technical colleges to accommodate the needs of 
industry for upgrading programmes, and mobile training units could be 
attached to each technical college to allow the MHE greater flexibility in 
responding to specific on-site industrial training requirements. 

69. To assist retrenched workers interested in establishing their own 
small-scale businesses, as well as existipg and emerging entrepreneurs, the 
Government will make every effort to ensure greater credit flows from the 
formal banking system to the informal and small-scale sectors. Currently, 
the Reserve Bank sets performance targets for commercial banks to provide 5 
percent of their total lending to small and newly established black-owned 
enterprises. Also, several banks have organized special schemes on their 
own for financing small enterprise development. The Government will widen 
the scope of such schemes so that greater amounts of credit from the formal 
credit system flow to new enterprises in the informal sector, thus 
supplementing financing which it derives from the existing hources such as 
the collective self-finance scheme, rotating saving and credit associations 
and the Zimbabwe Women Finance Trust, etc. These changes will be taken 
within the broader adjustments to be made in monetary policy. 

70. ' The Government recognizes that small enterprises in the informal 
sector entail greater risks than the established firms in the formal 
sector. To alleviate the difficulties arising out of the perception by 
banks of high risk in lending to the informal sector, the Government will 
also extend the coverage of informal sector enterprises by the Credit 
Guarantee Company (CGC) and raise the guarantee share of the CGC. Bringing 
the informal sector increasingly within the orbit of the CGC will enable 
small business people to have greater access to the formal banking system. 
Since it is the access to such sources of credit more than its costs that 
is critical, the informal sector will develop more rapidly and healthily as 
access to credit improves. 

71. The Government has also decided to set aside a provisional amount 
equivalent to 35 percent of the wages and salaries saved to be used as a 
"safety net" to cover the costs of retraining any civil servants who want 
and request it. 'This retraining could be done in public or private 
training facilities. This amount would equal four months' salary on 
average for each retrenched worker, and the total would come to Z$ 14 
million in 1991/92, 2$ 21 million in 1992/93, 2$24 million in 1993/94 and 
Z$10 million in 1994/95. However, this sum would be additional to the 
commuted pensions which would be paid in line with existing provisions for 
any civil servant whose post is abolished. 

72.  As far as the parastatals are concerned, if retrenchment is 
required for them to become efficient, then the respective parastatals 
would also make any necessary compensatory payments to their workers in 
line with existing provisions. The costs of these payments would be 
covered from the parastatals' normal budget without any additional support 
from the Government. As earlier stated, retrenchment within the 
parastatals is not expected to be a major problem, but the issue will be 
handled as part of the individual restructuring plans for each of them. 

73. In the case of the private sector, employers would be required to 
compensate any retrenched civil servants in line with the new guidelines 
produced by the Ministry of Labour, Manpower Planning and Social Welfare. 



These guidelines balance obligations of employers to assist retrenched 
employees with the need to avoid overly generous provisions which might 
increase reluctance of employers to take on additional manpower. 

74. The commitment to cut parastatal subsidies provides an excellent 
opportunity to review the system of grain marketing, while at the same time 
improving the efficiency of the GMB. In particular, relaxation of the 
control of movement of grain among communal areas, use of GMB collection 
points as local distribution points, and the encouragement of small-scale 
rural distributors and millers (through rglaxation of current transport 
regulations and the admission of small-ccale buyers to the maize market) 
could significantly help to improve focd security for low-income families 
and also reduce costs for the GMB. In this way, any potential increase in 
the consumer price of the staple food for poor people (due to the removal 
of GMB consumer subsidies) could be mitigated by policy change to increase 
the efficiency of grain marketing. However, reductions in transport 
subsidies could tend to raise the price of maize further, as could the 
pressure on the GMB to reduce its expenditures. The reduction of 
Governmental subsidies to the GMB, therefore, is being carefully 
coordinated with the process of grain market liberalization. 

75. In view of the sensitivity of the maize price issue, the need to 
induce greater efficiency in the GMB, the critical importance of ensuring 
that poor people have access to grain at an affordable price, and the 
possible negative effects that a reduction or even removal of consumer 
subsidies on maize might have on some vulnerable groups, it has been 
decided that 30 percent of the fiscal savings resulting from the subsidy 
reduction for the GMB should be set aside as a further "safety net" to be 
used to cover the costs of any necessary continuing or new payments for 
social welfare purposes. The proposed subsidies to be provided to the GMB 
for "social" activities would amount to Z$ 9 million in 1991/92, Z$14 
million in 1993/94 and Z$ 18 million annually thereafter. As the 
reductions in the basic subsidy from the Government to the GMB would be 
falling at a faster rate, however, there would still be a decline in the 
fiscal burden for the Government. 

76. Deleterious social effects of the fiscal strategy for the health 
sector should be minimal. The maintenance of the Z$150 threshold will mean 
that very few people in rural areas (where the majority of the poor are 
located) will pay fees for health care. To the extent that the commercial 
farm workers, for example, have wage increases bringing their compensation 
above the threshold level, then some additional people would have to pay - 
but this would probably not he a widespread phenomenon. Of more concern 
would be potentially adverse effects in the urban and semi-urban areas. By 
definition it is difficult for the unemployed to prove their status and 
income level, in contrast to poorly paid workers who could demonstrate that 
their wages are below the Z$ 150 threshold level. In their efforts to try 
to minimize evasion of health fees, there would be a danger that genuinely 
poor patients might face charges. The Department of Social Welfare already 
has staff trained and deployed to identify indigents and to issue them with 
cards exempting them from paying health fees etc, and some of these will be 
based within the major health facilities themselves. While it is difficult 
to see any perfect solution to the problem of identifying the truly 
indigent and those unable to pay the basic fees, it is felt that the 
existing problem is not unduly large and that the present arrangements and 
procedures are manageable to protect at least most of those genuinely in 
need in the urban areas during the process of structural adjustment. This 
issue will, however, be kept under constant review. 



77. In addition to the fee exemption level, the Government will also 
take further measures to protect and improve the welfare of a large number 
of people in rural areas through implementation of the recently-designed 
second family health project. An initial project has already been 
implemented by the Ministry of Health and Zimbabwe National Family Planning 
Council in eight selected districts of the country, and the new project 
will extend the approach into sixteen more districts (many of which are 
particularly poor and remote). Indeed, 40 percent of the entire population 
of the country is expected to benefit from the new project. The total cost 
of the project is estimated to be about U,S. $100 million, and it will be 
supported partly by a World Bank loan. Some grant cofinancing has already 
been committed by several donors, but additional grant or concessional 
external support is now being sought. 

78. Government strategy for cost recovery in education is to introduce 
a system of school fees based on ability to pay, and to design a system of 
assistance based on the relative endowment of each school. It is 
recognized that such a system is complex to design, and if it has to be 
effective in catering for those who are unable to pay, it h&s to be thought 
out carefully. For this reason, Government has delayed the introduction of 
a comprehensive cost recovery system in education until late in 1991. When 
cost recovery is introduced, there will be measures to avoid low income and 
poor families being adversely affected. As part of the package, Government 
is proposing to set up a scholarship fund which will be used to pay school 
fees for those who cannot afford them. 

V .  Monitoring and Evaluation 

79. The effects of the structural adjustment programme will be 
monitored closely, not only retrospectively to assess whether the 
objectives have been achieved, but particularly to enable mid-course 
corrections to be made where necessary. Clearly monitoring is needed of 
the main economic aggregates, but of equal importance is the need for 
monitoring of the social effects of the programme. In this context, it 
should be noted that poverty reduction is one of the specific aims of the 
programme, and also that nutritional status has been chosen as a proxy 
indicator of social welfare. 

80. In order to monitor the programme's effects systematically, there 
is need for baseline data on the critical indicators and a system for data 
collection and analysis over the period of the adjustment programme. As 
far as the social effects are concerned, particular use will be made of 
three monitoring systems--household income and expenditure surveys; an 
extension of the existing national household survey capability and the 
nutritional surveillance system, which is part of the national health 
information system. However, some strengthening of other data and 
information systems will also be needed. 

81. Much of the existing information on socio-economic profiles in 
Zimbabwe is based on the 1984/85 income and expenditure survey. The 
Central Statistical Office is presently conducting a follow-up survey, with 
four quarterly rounds being conducted in the period up to July 1991. By 
March 1991 some data will have been processed from the first round of that 
survey, and it will help to establish a baseline for some of the economic 
parameters to be monitored. When data from all four rounds of collection 
have been assembled by late-1991, a much more detailed information set will 
be available. Another such survey will definitely be carried out towards 



the end of the current adjustment period in 1994/95, and intermittent 
additional surveys will also be considered. Second, supplementing these 
surveys will be an extension of the present system of household surveys. 
Thirdly, collection of time series data on nutritional status especially of 
under- five year old children will add greatly to understanding the impact 
of the adjustment programme on poor and vulnerable groups. The existing 
nutritional surveillance system is already operating well, though some 
aspects of it will be strengthened to ensure rapid and disaggregated data 
processing. Nutritional data will be of particular importance in providing 
decision-makers with key information on pptential adverse effects of the 
adjustment programme especially in -ural and peri-urban areas. Finally, 
other data systems will also be strengthened to provide additional 
information for monitoring purposes. In particular, labor market 
information systems will be enhanced in order to generate more data on the 
extent of unemployment, new job openings and labor requirements. This will 
further help to reduce the extent of frictional unemployment. 


