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Preface

This discussion document is the result of work commissioned by UNDP-Zimbabwe and
based on extensive research conducted by ateam of eminent Zimbabwean economistswith
technical support from the UNDP Country Office. The questionsit raises and the suggestions
it putsforward in terms of possible economic recovery trgjectoriesfor Zimbabwe areintended
totrigger national debateswhich might help to inform sound policy formulation processes.
Theissuing of thisdocument istaking place at atimewhen Zimbabweans of all walksof life
and political affiliations have agreed to work together to overcome the enormous economic
challengesthat the country faces. It ishoped that thisdocument will beread by all interested
players, both national and international and thereby, in some small way, contributeto arapid
and sustainable recovery process for this country.

Dr. Agostinho Zacarias
UNDP Resident Representative
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Executive Summary

Thisdiscussion document contains an economic recovery framework for Zimbabwe, based
on analytical work conducted by ateam of senior Zimbabwean economists. It provides an
overview of the post-independence performance of the economy at both macroeconomic
aswell assectoral levels, identifying key constraintsto past growth, and breaks these down
intofinancial, legal, institutional and policy variables. Thismethodol ogica approachiscarried
forward and applied to the last ten yearsin order to elucidate those factors underlying the
economic regression that hastaken place. On this basis a package of remedial actionsis put
forward, the adoption of which it is believed will trigger a sustainable, pro-poor growth
dynamic.

One common thread which runsthroughout the document isthat of theimperative of restoring
macroeconomic stability as a pre-condition for recovery. Specific measures that flow from
this include profound changes to current patterns of both monetary and fiscal policy
management in order to correct widespread distortionswhich have acted asimpedimentsto
savings, investment and production.

At the sametime, with aview to sustaining in the longer-term the recovery that would flow
from such stabilization, the team has advanced a package of reformsin areasranging from
tradepolicy, public enterprises, thefinancia sector, agriculture, manufacturing, mining, tourism,
theinformal and SME sectors, and the labour market. These are sequenced, prioritized, and
broken down into short and medium to long term actions. Key considerations which have
informed the analysis underpinning the proposed package include the need to ensure that
growthisbroad-based, inclusive and sustainable, and that it addresses|ongstanding problems
rooted in the economic dualism inherited at I ndependence. Particular attention was based to
the need to remove existing impedi ments to the participation of the poor in growth, and the
necessary measures required to ensure this transformation takes place are detailed in the
document.

The document al so contains proposals on how the country could best manage international
assistance if Zimbabwe's traditional development partners, including the Bretton Woods
Institutions, were willing to reengage with and support its recovery and longer-term
development efforts. In addition, the role of the State in supporting recovery is analysed.
The team advances a set of proposals which it believes are necessary in terms of changes
to the various ways the State interacts with the economy and society.
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Chapter 1

Overview and Key Messages

In 2006, UNDP'sRegional Bureaufor Africa
published the results of a comprehensive
Strategy and Management Review it had
conducted. Amongst the recommendationsit
contained were that UNDP Country Offices
should provide ‘support through special
initiatives to states in fragile transition
processes and that this might take the
form of, amongst other actions, ‘analyses of
national policy environments' 1.

Launched in 2007 by the Zimbabwe Country
Office, the key objective of the present
analytical exercise wasto arrive at a sound
understanding of the extent and nature of
the regression that has taken place in
Zimbabwe over the last decade, and on this
basisto provideinsightsinto thekey features
of a possible comprehensive economic
recovery trajectory for the country that
would set it back on the path of growth and
sustainable human development. This
discussion document is meant as a modest
contribution to ongoing debates among both
international and national actorsasto the best
way forward for Zimbabwe in a post-crisis
scenario.

1.1 METHODOLOGICAL
APPROACH

Theteam of senior Zimbabwean economists
that was brought together, and provided with
an opportunity to reflect critically on the
economic challenges facing Zimbabwe,
adopted acommon methodol ogical approach
intheir work. Thisinvolved examining past
performance in specific sectors/themes in
order to tease out the key explanatory
variables which underpinned the behaviour
of these sectors since independence. A
situational analysis of the present state of
the sectorsin question was then undertaken,

which in turn allowed each individual
researcher to advance a set of policy
recommendations in terms of what would
be required to unblock existing bottlenecks
to the resumption of growth at sectoral level.
These bottlenecks were broken down into
legd, ingtitutional, human capital (capacity),
policy frameworksand financial constraints,
and an attempt was made to understand how
they interacted over time and impacted on
overall performance.

Respect for the principleof logical derivation
was a constant consideration throughout
the team’'s work. As a result, efforts were
made to ensure that any given policy
recommendation that was advanced in a
given report was grounded in, and flowed
logically from, the preceding anaytical work,
that it reflected the best evidence available,
and that intermsof inter-sectoral consistency
it did not contradict the recommendations
contained in other reports.

In order to ensure both inter-sectoral
consistency and the overall coherence of the
framework contained in this document,
reportswere subjected at regular intervalsto
internal and external quality-assurance
processes. Each individual report, therefore,
underwent a number of revisions as the
exerciseprogressed and new light wasthrown
onthebehaviour of particular aspectsof other
sectors and aspects of the Zimbabwean
economy.

1.2 CHOICE OF SECTORS AND
THEMES AND STRUCTURE
OF THE REPORT

While the intention was to ensure that the
initiative was as comprehensive as possible
in terms of the areas it covered, both time

1 UNDP Regional Bureau for Africa, Srategy and Management Review', New York, 2006, p.16.
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THE ISSUE OF HOW
THE STATE HAD
OPERATED IN THE
PAST, HOW IT IS
CURRENTLY
OPERATING, AND
HOW IT SHOULD
OPERATE IN A
RECOVERY
SCENARIO, ALSO
BEGAN TO
FEATURE
PROMINENTLY

AS A COMMON
DENOMINATOR
THAT CUT ACROSS
THE FINDINGS IN
ALL THE SECTORAL
AND THEMATIC
REPORTS

and human-capacity constraints led to a
curtailing of the initial list of sectors and
themes that were to be analysed. The
requirements for recovery in areas such as
social-service delivery systems and the
environment have not been addressed. The
gender-specific impacts of the ongoing
economic downturn have not been teased
out in any significant manner, nor has the
impact along gender lines of possible
recovery trajectories. The latter is an area
that particularly merits more work through
ex ante Poverty and Social Impact Analysis.

At the same time, new themes not on the
original list at the time the exercise was
designed were tackled as the work
progressed. For example, it was felt that,
notwithstanding the overall medium-termto
long-term time horizon that was adopted, the
issue of appropriate short-term economic
stabilization measures could not beignored.
It was therefore agreed that short-term
stabilizationimperativeswould be addressed,
and that these should be coupled with some
considerations on necessary countervailing
social safety netsto deal with theinevitable
deflationary impacts of such an adjustment
process. The critical role of infrastructure,
both productive and social, aswell astrade
policy and issuesrelated to the international
competitiveness of the Zimbabwean
economy, were also addressed in the final
stages of the exercise.

The issue of how the state had operated in
the past, how it was currently operating, and
how it should operatein arecovery scenario,
also began to feature prominently as a
common denominator that cut across the
findings in all the sectoral and thematic
reports. It was therefore agreed that these
insights should be analysed during the
consolidation phase of the exercise and
brought together in a specific chapter.

A third theme, which also began to take on
increasing importance as work progressed,
was that of future aid flowsin ascenarioin
whichtheinternationa donor community was
prepared to re-engage with Zimbabwe and
support itseffortsto recover. Thisissuewas

seen by the team as one which also needed
to be analysed and its effects factored into
the proposed recovery strategy. Thought was
given as to how Zimbabwe could derive
maximum benefit from such a possible
resumption of non-humanitarianinternational
assistance. A chapter on aid flows and
appropriate national aid-management
systems was therefore drafted containing
someinsightsinto how this partnership might
develop over time.

In terms of the structure of the report, it
became clear during the consolidation phase
of the exercise that a number of individual
sector and thematic reports overlapped with
others to such an extent that it made sense
for them to be merged. So, for example,
separate reportsonland policy and recovery
of the agricultural sector were merged. At
the same time, as the analysis of certain
sectors progressed, logic dictated that some
chaptersneeded to be sub-divided. Thereport
on the private sector was divided into two
chapters, one covering generic problemsand
the other focusing on the specificities of
manufacturing, mining and tourism. Thekey
findings of areport on ‘the developmental
potential of thediaspora were hived off into
two other chapters; the human capital
dimensionsof the diasporawere brought into
the chapter on labour markets and human
capital, whilethefinancia aspectsof diaspora
remittances are now reflected in the chapter
ontherecovery of thefinancial sector. Such
changes are intended to both improve the
flow of the document aswell asto facilitate
ease of comprehension on the part of
readers.

1.3 SOME DEFINITIONAL
CLARITY

A number of theoretical constructs and
concepts appear throughout this document
and therefore merit some elucidation for the
benefit of the reader. Foremost among these
is the concept of pro-poor growth. Given
the vertiginous decline in poverty indicators
in Zimbabwe, the team was seized of the need
to design a recovery strategy that was not



only focused on triggering rapid growth but
also addressed the need to reverse the
extremely seriousimpoverishment of thevast
majority of the Zimbabwean population over
the last decade. The team was constantly
aware of the fact that the concept of pro-
poor growth does not tranglate into a single
policy formula, and that the concept itself is
‘contested terrain’. Even a cursory reading
of recent global economic history showsthat
countries with very similar growth rates can
have markedly different successratesinterms
of trandating those growth ratesinto sustained
poverty reduction. Nevertheless, there is
widespread acceptance that growth, if not
always sufficient for poverty reduction, is
always certainly necessary.

What was clear to the team was that the
key transmission channel between growth
and poverty reduction is employment, and
that Zimbabwe’s deteriorating poverty
indicatorsare directly related to the collapse
in employment levels, particularly in formal
employment. To the extent that there is
consensuswithin the devel opment literature
—and in apost-Washington Consensusworld,
it isone of the few areas of agreement — it
is clear that sustained and rapid poverty
reduction requiresboth robust growth aswell
as growth that in terms of its pattern (as
broad-based as possible in terms of its
sectoral and geographical distribution) allows
the poor to participatein and derive benefits
from a growth dynamic. Both the pace and
pattern of Zimbabwe' sgrowth in arecovery
scenario will define the extent to which the
poor are able to participate in and benefit
from growth.

In thislight, the recommendations contained
herein have sought to address the need to
ensure that arecovery process in Zimbabwe
is as inclusive as possible, and that the
integrability factor of the poor in an
expanding economy isenhanced. Therelated
concept of capability deprivation, derived
from the work of Amartya Sen 2, has also

informed the thought processes of the team.
This is reflected in recommendations
contained in this document concerning the
need to remove obstaclesto the participation
of the poor in the growth process, such as
through increasing their access to land and
financid services, aswell asthrough the need
to invest in human capital formation viathe
provision of basic social services.

These policy recommendations should be
accompanied by therestoration of the market
mechanismtoitsrole asan engine of growth,
in order precisely to ensure that the
integrability and capabilities potential of the
poor are realised. But the arguments for so
doing go beyond purely economic outcomes,
and should also be seen in the context of
fundamental freedoms: As Sen has argued:

‘In recent discussions, the focus in
assessing the market mechanism has
tended to focus on the results it
ultimately generates, such as the
incomes or the utilities yielded by the
markets.... But the more immediate
case for the freedom of market
transactionsliein the basic imperative
of that freedom itself. We have good
reasons to buy and sell, to exchange,
and to seek lives that can flourish on
the basis of transactions. To deny that
freedomin general would beinitself a
major failing of society.’ 3

Another related concept which features
prominently throughout thiswork is that of
dualism in the Zimbabwean economy.
Appliedinitially to characterizethe structure
of the economy inherited at independence,
the team has taken the concept forward and
usefully applied it to the crisis period. At
independence, the new government inherited
an economy characterized by a relatively
developed and diversified formal economy
sitting alongside a neglected and under-
developed peasant-based subsistence rural
economy.

2 Amartya Sen, Development as Freedom, Random House, 2000.

3 Sen, p.112.
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THE CRISIS YEARS
HAVE SEEN THE
SEVERE
WEAKENING OF
THE COUNTRY'S
MIDDLE CLASS, AS
MANY HAVE EITHER
DROPPED BELOW
THE NATIONAL
POVERTY LINE OR
BEEN FORCED TO
EMIGRATE, AS
WELL AS A
GRADUAL
WITHERING AWAY
OF FORMAL SMALL
AND MEDIUM-SIZED
ENTERPRISES OF
WHICH THEY WERE
PREVIOUSLY THE
OWNERS

Pre-independence policies had been
directed to supporting the former, whilethe
latter was largely left to its own devices. A
reading of post-independence economic
history indicates that this dualism was not
addressed, and that if anything, with the
collapse of the formal economy and the
exponentia growth of theinformal economy
both in urban and rural areas during the
crisis period, the problem has deepened,
with most economic transactions and units
now operating outside formal systems.
Policy recommendations are advanced in
thisreport that aim to break definitively with
this structural feature of the Zimbabwean
economy.

The team also found much to agree with in
relation to the notion of themissing middle,
as expounded by Nancy Birdsall*, which
resonated with their own analysis of the past
and current structure of the Zimbabwean
economy. The crisis years have seen the
severe weakening of the country’s middle
class, as many have either dropped below
the national poverty line or been forced to
emigrate, as well as a gradual withering
away of formal small and medium-sized
enterprises of which they were previously
the owners. The latter have suffered during
the downturn through having only local
systems to meet their financial needs; their
skilled workforce has emigrated, and their
markets have shrunk asaresult of acollapse
in aggregate demand. The economy is now
dominated, on the one hand, by anumber of
large companies that have been able to
survivethe downturn through accessto their

own secure lines of credit, input and export
markets, and on the other, a massive and
still-growing informal economy. Thistrend
is observed to have cut across al sectors,
from the financial services sector to
agriculture, mining and manufacturing, and
this dominant feature of the crisis economy
will need to be tackled in a process of
recovery.

In the course of the research, the centrality
of the role of the state as either enabler or
impediment to past, present and future
growth and poverty-reduction effortsbecame
a recurrent theme throughout all
the reports. Given the decision to dedicate a
specific chapter to the issue, the team
conducted extensiveresearch on comparative
experiences in terms of international best
practicesontherole of the state asafacilitator
of growth and poverty reduction. The concept
of thedevelopmental state, derivedinitially
from research on the experience of Asian
devel opment models® , was seen to have some
applicability to the Zimbabwean experience,
though largely in anegative sensethrough the
current absence of the key features which
characterize such successful states.

Drawing on the experience of a number of
Asian states, developmental state theory®
isbased on theideaof astate’scommitment
to a technically sound, long-term national
development agenda. Through its capacity
to both design and implement policies that
support such an agenda, developmental
states are able to trigger and sustain growth
aswell as poverty reduction over extended

4 Birdsall, Nancy, Do no harm: Aid, Weak Institutions, and the Missing Middle in Africa. Working Paper 113,
2007, Center for Global Development, Washington DC. See also her Reflections on the Macro Foundations of
the Middle Class in the Developing World. Working Paper 130, Center for Global Development, 2007, Washington
DC. Central to the thesis is the argument that ‘inclusive growth’ necessarily translates into the movement of
people out of poverty into the middle class, with a commensurate expansion of the wealth they command. Such
a transformation is seen to be correlated to growth that is based on wealth creation and productivity gains
through private sector activities, as opposed to the non-productive rent-seeking behaviour of elites, and is
therefore more sustainable over the long-term. The argument is also linked to economic governance issues, with
a strong middle class demanding sound macroeconomic governance (e.g., fair and efficient tax systems, fiscal
probity, transparent budgetary processes, competitive exchange rates), as well as strong public accountability
systems. Logic would dictate that absent such a class, the reverse would take place.

5 To these Asian examples might be added others closer to home, such as Botswana and Mauritius.

6 See, for example Fritz, Verena and Alina Rocha Menocal, Developmental Sates in the New Millennium: Concepts
and Challenges for a New Aid Agenda, Development Policy Review, 2007, 25(5) pp.531-552.



periods, which in turn leads to a positive
transformation of the economy and society
within a condensed period of time. Such
transformations have been characterized by
rapid processes of industrialization, the
adoption of new technol ogies, and the move
to higher value-added production processes,
running concurrently with a shift from
subsistence to more commercial, export-
oriented farming. An expansion of
opportunities for all to participate in the
modern economy, partly through the removal
of impediments—betheselegal or financial
or in terms of improved access to other
assets such as land — as well as through the
provision and expansion of public services
such as health, education and agricultural
extension, has been key to the success of
such states.

To these features of a developmental state
might be added others, such as sound
management of public finances, effective
public borrowing, investment in human
capital, the provision and maintenance of
infrastructure, arespect for private property
rights, and an ability to stimulate and
cooperate with the domestic private sector
which is seen as the key engine of growth,
technological innovation and employment, as
well asthe main source of tax revenues. The
chapter on how the state does business is
informed by the various components that
characterize such developmental states, and
the concept is used to evaluate the past
behaviour of the Zimbabwean state as well
as being the basis on which policy
recommendations are put forward in terms
of how the state should be reformed and
reoriented so as to enable it to support a
recovery process.

1.4 MANAGING
EXPECTATIONS

As the team set out to understand the
realities of the current state of the
Zimbabwean economy and society, it
became clear that profound damage has
occurred over time, some aspects of which
are easily reversible, others less so. For

example, while the correction of price
distortions and the restoration of reliable
supplies of water and electricity may lead to
aquick rebound in the mining sector, tourism
and in some areas of manufacturing, the
damage done to public sector capacity and
theloss of the country’s human capital base
may well take decades to reverse.

An additional insight thrown up by the
research wasthat, contrary to popular views,
the country’s growth model had been
underperforming long before the onset of the
current crisis. By way of example, the
downturnin both manufacturing and mining
in terms of value added per capita occurred
before the degpening of the crisisassociated
with theintroduction of the Fast Track Land
Reform Programme in 2000, in the case of
miningin 1998 and in manufacturingin 1996.

Historical data therefore provide an
invaluablereality check. Over thelong haul,
i.e., the period 1960-2002, and even
including the growth spurts of 1968-1974
and the early 1980s, far from being one of
Africa’'s better performing economies,
Zimbabwe lagged behind the regional
average, growing at an annual average rate
of 2.6 percent over the period, as against an
average of 3.2 percent for sub-Saharan
Africa More significantly, with an annual
population growth of 2.9 percent over the
same period, this translated into real per
capitaincomes declining between 1960 and
2002. One key conclusionis, therefore, that
neither the command economy of the 1980s
(and certainly not the ‘command economy
plus’ of the post-1997 period) nor the
abortive liberalization experiment of the
1990s, succeeded in putting Zimbabwe on
to a fast-growth track.

Full recovery, defined simply in terms of a
return to the peak real per capita incomes
of 1991, would take twelve years, assuming
abottoming out of the declinein the course
of 2008, and uninterrupted growth of 5
percent annually from 2009 to 2020. And,
given that Zimbabwe is susceptible to
drought on average every three years, and
that with the decline of commercial

Chapter 1 — Overview and Key Messages
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agriculture this vulnerability hasincreased,
even the 5 percent annual growth in per
capitaGDP may be beyond the upper bounds
of probability.

This cautionary note is necessary in order
to guard against misplaced enthusiasm and
amisreading of positive signalsin the early
years of a recovery scenario. While there
will beabounceback effect, possibly astrong
one as current idle capacity is brought on
stream once again, and as international
assistance helpsto overcome constraints to
production, this may well peter out unless
the necessary measures are taken to sustain
this rebound. As was the case with the new
post-independence government in 1980s,
there is a danger that — in the same way
that the early and robust growth rates
evidenced in the first three years of
independence were seen as indicative of
long-term trends (and which, with the
advantage of hindsight, should now be more
properly attributed to the end of thewar, the
dismantling of sanctions, the utilization of
spare capacity, and renewed access to
markets and imported inputs) — an early
rebound in a post-crisis scenario might be
misinterpreted once again astrand ating into
asound and sustainable longer-term growth
modedl.

1.5 A FINAL CAUTIONARY
NOTE - THE PROBLEM OF
DATA

One key difficulty faced by the team as it
carried out itsanalytical work centred onthe
availability and quality of data sets. The
deteriorationinthe national statisticssystem
over recent years has been a marked one.
Not only has the brain drain impacted
adversely on national capacity in this area,
but ashrinking state-revenue base has meant
that even the recurrent costs required to
support data-collection effortsare no longer

being covered. As a result, many data are
quitesmply no longer being collected, where
they are being collected they are of dubious
guality, wherethey are availablethey are no
longer being analysed and, increasingly over
recent years, on the grounds of ‘national
security’, they are no longer being made
available. Added to these difficultiesfacing
economic analysts is that, in a hyper-
inflationary environment, indicatorsbased on
the national currency are of limited utility as
comparators.

The problem of up-to-date data and their
reliability runs the whole gamut from the
requirement for a new population census
(thelast one having been undertakenin 2002)
through to the need to update the national
poverty assessment in the light of the
precipitous decline in macroeconomic
indicators since the last assessment based
on 2004 data, as well as outdated sectoral
surveys, most significantly in the area of
agriculture. To this might be added the lack
of information in areas such as Zimbabwe's
total external debt stock that is owed to
‘other officia bilaterals', i.e., non-OECD
(Organization for Co-operation and
Development) creditors, and that will have
a significant impact on any proposals
regarding future debt relief and the country’s
possible debt sustainability levels.

All gtatisticsin thisdocument therefore come
with a serious ‘health warning'. It has
become clear to the team that a significant
effort will have to be madeto update national
databases. Reliable baselines are a sine qua
non for the formulation of national and
sectoral recovery plans, the setting of targets,
the basis on which progress towards these
targets can be monitored and eval uated, and
the effectiveness of international assistance
gauged. Seeninthislight, it would bein the
interest of both government and its inter-
national partners to address this constraint
asquickly and comprehensively aspossible.



Chapter 2

Zimbabwe’s Macroeconomic Situation

The objective of the present chapter is to
pull together in acomprehensive manner the
evolution of the country’s economic
management system since independence
in 1980 and bring to bear thelessons|earned
from this experience. The chapter is also
meant to bring together the links between
macroeconomic policy positions, micro-
economic dynamics, and developmentsin the
sectoral structure of the economy.

A situational analysisof the developmentsin
Zimbabweisundertaken within aframework
of four different periods: (i) the pre-
independence period (ii) the control regime
period, 1980-1990, (iii) theliberalization era,
1990-1996, and (iv) the deepening crisis
period, 1997-2008. Through this timeframe
adiagnogtic analysisof Zimbabwe seconomic
performanceis presented using somerel evant
economicindicators. GDP(Growth Domestic
Product) growth per capita, inflation, sectoral
trends, employment, real wages, and human
development indexes.

What is highlighted in this chapter is the
fundamental structural changein Zimbabwe's
economy, which started with the onset of
economic crisisin 1997 and deepened in the
post-2000 period. The fundamenta rupture
with past patterns of growth that took place
in 2000 meansthat |essonslearned during the
pre-crisis period should be treated with
caution. At the same time, the analysis also
makes clear that the economy has been
operating sub-optimally throughout the
post-independence period, a factor which
is often ignored in research on Zimbabwe.

The main focus of this chapter is to put
forward suggestions in terms of future
macroeconomic management that could
support acomprehensive economic recovery
strategy. These macroeconomic policies
should aim at achieving sustainabl e, broad-
based and inclusive growth and poverty
reduction.The chapter aso throws light on

the short-term stabilization requirements,
policy recommendations and actions
contained in chapter 3 on stabilization and
the section on an operational framework.

2.1  SITUATIONAL ANALYSIS
OVER POLICY PERIODS

2.1.1 The pre-independence era,

1965-1979

In responseto theimposition of international
sanctions against Rhodesia’s Unilateral
Declaration of Independence (UDI) in 1965,
the government assumed extensive inter-
ventionist powers, adopting inward-looking
and import-substitution policies, designed to
promote domestic manufacturing and
achieve self-sufficiency in major consumer
goods. Extensive intervention in the
economy, mainly through elaborate controls
on prices, wages, interest rates, and in
exchange-rate markets, became pervasive.

Externally propelled protectionism during the
UDI period, combined with the forced
reinvestment of blocked profits, contributed
to high growth rates during the period 1965—
1973. The increased role of the state in
economic activity was shown by increases
in investment. The growth associated with
the above factors soon came to an end,
however after 1974, mainly as a result of
the impact of the liberation war and the oil-
shock-inspired global recession.

Notwithstanding this post-1974 downturn, in
overall terms the UDI economy was well
managed, albeit for the benefit of a racial
minority, with stable prices, high savingsand
investment rates, and a slowly depreciating
currency in real terms. It was also
characterized by agreat deal of government
intervention, which worked closely withthe
white-dominated private sector.

THE FUNDAMENTAL
RUPTURE WITH
PAST PATTERNS OF
GROWTH THAT
TOOK PLACE IN
2000 MEANS THAT
LESSONS LEARNED
DURING THE PRE-
CRISIS PERIOD
SHOULD BE
TREATED WITH
CAUTION
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2.1.2 The control regime,
1980-1990

Atindependencein 1980, Zimbabwe's new
government maintai ned the macroeconomic
controls inherited from the Rhodesian
government. Within the framework of a
command economy, the government also
introduced redistributive objectives that
necessitated a large public sector and
increased government spending on health,
education, and other social welfare pro-
grammesthroughout the 1980s. Although the
1980s might be interpreted as a decade of
success, particularly when judged by
improvementsin terms of social indicators,
the downside was the high cost in terms of
unsustainably high budget deficits, whose
harmful effects remained hidden behind
a plethora of economy-wide controls.
Zimbabwe's average growth rate of 4.3
percent per annuminthe 1980swasthe envy
of sub-Saharan Africa during the so-called
‘lost decade’ for Africa. Upon closer
inspection however, it was clear that there
were problems with the growth model. For
example, formal employment grew at just
1.9 percent per annum over the period.

A combination of fortuitous political and
socia factorsand climatic conditionsled to
a‘boom and bust’ experience in the 1980s.
Zimbabwe's immediate post-independence
period was greeted by exceptionally high
growth rates: 10.7 percent and 9.7 percent
for 1980 and 1981, respectively. This
unprecedented economic boom could be
explained by three factors:

» Favourableexogenousgrowth conditions
at theend of theliberation war: lifting of
economic sanctions, favourable world
market conditions, two consecutive and
exceptionally good rainfall seasons.

e Thepursuit of fiscdly drivenredistributive
policies, whichinturn stimulated overall
demand in the economy.

e The opening up of external markets.

The Zimbabwe government made it clear
that the state was to play a central role in
the country’s economic and social develop-
ment. The economic boom intheimmediate
aftermath of independence might have been
misinterpreted by the government as
obviating the need to strengthen the
orientation and effectiveness of the state to
manage the required transition towards
broad-based, inclusive growth, and to ensure
aninternationally competitive economy, using
both the private and public sectors.

When these favourable exogenous growth
factors began to weaken by the mid-1980s,
theeconomy wasplungedintorecession. This
was initially sparked by two consecutive
droughts (1982/83 and 1984/85), falling
demand for Zimbabwe's exports in world
markets, and the start of a decline in
investment.l While some would argue that
this ‘boom and bust’ pattern could be
explained by exogenous factors, usually
drought, the tendency for Zimbabwe'slong-
term growth rates to decline is strongly
related to a controlled macroeconomic
environment that failed to provide adequate
and predictable resource flows and
incentivesfor long-term investment.

Although output grew more strongly during
the 1980s than in the rest of the post-
independence period, Zimbabwe's weak
export performance, low levels of capital
formation and foreign-exchange scarcity
subsequently led virtually all economic
players — industrialists, government and
labour — to accept the need for a package
of reforms.

2.1.3 Economic liberalization
period, 1991-1996

Thekey elements of the Economic Structural
Adjustment Programme (ESAP) which
began in 1991 were:

» A shift from import substitution to an
open-market economy fostering export-
driven growth.

1 The investment ratio declined from 20 percent of GDP between 1980 and 1985 to 17.5 percent between 1986
and 1990 (Central Statistical Office, Quarterly Digest of Statistics).



* Monetary policy reform: market-deter-
mined interest rates and the removal of
barriersto the financial sector.

e The establishment of aone-stop invest-
ment promotion centre —the Zimbabwe
Investment Centre.

e The commercidization of public enter-
prises in order to facilitate autonomy
in business decision-making on issues
such asinvestment, pricing, accountability
and efficiency in the utilization of
resources.

» Liberdization of the labour market to
allow freecollective bargai ning between
labour and employers.

While the government vigorously pursued
tradeliberalization under ESAR, it stalled on
public sector reforms. The government failed
to adheretotheinternal logic of thereforms.
For example, fiscal stabilization which was
required up-front was never seriously
attempted because the government found it
politically difficult to reduceitsexpenditure.
Exogenous factors, in particular the 1992/
93 drought (the severest in living memory),
served only to aggravate an inherently
precarious situation created by the
government’sown delaysin public sector and
public enterprise reforms. By 1995, these
delayshad givenriseto high budget deficits
— of over 8 percent compared to the ESAP
target of 5 percent of GDP. At the same
time, instead of thetarget of 5 percent GDP
growth, the actual average growth rate
achieved was 0.8 percent under ESAPfrom
1991 to 1995.

The economic reforms of the 1990s failed
to induce the behaviour, by both the private
and public sectors, that was needed to put
the economy on a sustainable growth path
through faster accumulation of physical and
human capital that are key to gains in
productivity.

The successor programme, the Zimbabwe
Programme for Economic and Social
Transformation, ZIMPREST (1996—2000),
sought to continue the unfinished business
of ESAP Thisincluded the reduction of the
budget deficit, facilitating public sector and
public enterprise reforms, and financial
liberalization. It also sought to address the
broader socid and political agendaof poverty
reduction, land reform, black economic
empowerment and the indigenization of the
economy. Yet ZIMPREST faltered for
reasons similar to those that impacted
adversely on ESAP — the government’s
fiscal policy, which threw macroeconomic
fundamentals into disarray and resulted in
high budget deficits, high inflation, low
foreign-exchange reserves, aweak balance-
of-paymentsposition and overall low growth.

Thebroad picture at the start of the degpening
crisis period in 1997 was one in which the
population had been made to bear a heavy
social cost for thereforms, with little to show
intermsof improved internationa competitive-
nessof theeconomy. Theliberdization of the
economy had not led to poverty reductionand
economic diversification; on the contrary,
economic performance and export
competitiveness had been adversely affected
by high production costs, declining terms of
trade, climatic conditions and the real
appreciation of the Zimbabwe dollar. The
same phenomenon was observed in other sub-
Saharan African countries that had
‘implemented the rules of World Trade
Organization (WTO) and reforms of the
BWIs [Bretton Woods I nstitutions], opened
up their economies, and implemented
liberalization and privatization, but growth
[had] not occurred’ (Sindzingre, 2004 7).2

2.1.4 The deepening crisis, 1997-
2008

The onset of the economic crisis can be
traced to the so-called ‘ Black Friday’ crash

2 Sindzingre refers to the 1980s, when most of sub-Saharan Africa adopted SAPs (Structural Adjustment Plan) and
had nothing to show for it. However from 1997 to 2002, the rest of sub-Saharan Africa grew by 1.8 percent, and
by 4.1 percent since 2003, during the time that Zimbabwe's economy was sliding.
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of the Zimbabwe dollar on 14 November
1997, which was precipitated by the
government’s unbudgeted payment of
gratuitiestowar veterans. Thiswasfollowed
in 1998 by Zimbabwe's participation in the
conflict in the DRC, which further
contributed to the ballooning fiscal deficit.
Followingthereversal of reformsundertaken
during ESAP and ZIMPREST, government
policy becameincreasingly interventionist as
the authorities sought to reverse economic
decline. In several respects these inter-
ventions were designed to boost private
sector performance, primarily through the
provision of cheap bank finance at negative
real interest rates, via a plethora of lending
windows operated by the Reserve Bank of
Zimbabwe. Private sector performance was
however, constrained by an overvalued
exchange rate, severe shortages of foreign
exchange, ashrinking domestic market, and
a variety of supply-side bottlenecks that
included fuel, electric power, imported inputs
and skills. At the sametime, the steep decline
of commercia agriculture after 2000 (see
chapter 9 on land policy and agriculture)
robbed industry of its traditional source of
supply of domestic inputs while also

contributing to the economy-wide shrinkage
of effective demand.

On the fiscal front, the government has
continuously run large budget deficits,
financed mainly through domestic banking
sector borrowing. By the end of the 1990s,
the interest burden on its rapidly growing
domestic debt had come to exceed total
expenditure leading to a debt trap.3

In real terms GDP growth stood at 5.8
percent in 1994, fell to 0.2 percent in 1995,
mainly dueto the 1994/95 drought, and rose
to its highest level of the decade at 9.7
percent in 1996 beforefalling to 1.4 percent
in 1997. Since the onset of the deepening
economic and social declinein 1997, GDP
growth has suffered adeclinefrom O percent
in 1998 to—7.4 percent in 2000 and to—10.4
percent in 2003. Thereafter, real GDP
growth has averaged —5.9 percent between
2005 and 2007 (see Figure 2.1).

Zimbabwe's economic decline occurred at
precisaly thetimethat other African countries
were beginning to achieve reasonable rates
of growth. Compared with acumulativegain
of over 40 percent of GDP elsewhere in

Figure 2.1: GDP growth at 1990 prices, 1994-2007
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3 A country falls into a debt trap when it is forced to borrow to pay interest on existing debt. Where there is a
primary budget deficit — that is, where non-interest expenditure exceeds revenue — then the total budget deficit
will keep growing as debt increases and the cost of servicing that debt rises.



Figure 2.2: Average GDP growth rates of selected SADC countries, 2000-2006
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Africa, Zimbabwe's GDP between 1998 and
2006 declined by —37 percent (Zimbabwe
Institute, 2007: 37). Figure 2.2 compares
Zimbabwe with a group of ten selected
SADC countrieswith which Zimbabwe had
earlier compared favourably in terms of
GDP growth. It shows that Zimbabwe
dropped to an average negative growth for
20002006 of 5.7 percent compared to these
countries average positive growth of 4.8
percent during the same period. Even if
Angolaisremoved from thislist, becauseits
growthisfuelled by the oil-extractive sector,
the remaining eight countries had an annual
average growth rate of 4.2 percent over this
period, well above that of Zimbabwe.

To these variables must be added the impact
of the HIV and AIDS pandemic on the
economy. Estimates from UNAIDS and the
IMF in Southern Africa suggest that annual
GDP growth rates may decrease by 1-2
percentage pointsasaresult of the HIV and
AIDS pandemic (see Lisk, 2002). It is
estimated that economic growth could be 25
percent lower than it would have been
without the pandemic over a 20 year period
in high prevalence countries, their
populations could be 20 percent lower by
2015, and their labour forces 1022 percent
smaller (ILO, 2000). Data from the 2002
population census suggests that the

intercensal population growth rate declined
from 3.9 percent during the period 1982-1992
to 1.2 percent during the period 1992-2002
mainly duetotheHIV and AIDS pandemic.

Zimbabwe is one of the worst affected
countries by HIV and AIDS in Southern
Africa, a region at the epicentre of the
global pandemic. At the national level, life
expectancy fell dramatically from just over
57 yearsin 1982 to about 50 years by 1995
and an estimated 39 years in 2003. Life
expectancy isestimated at 37 yearsfor men
and 34 years for women in 2007. The
dramatic decline in life expectancy is a
result of the HIV and AIDS pandemic,
which saw the HIV adult prevalence rate
reach a level of 24.6 percent by 2003. A
total of 1.6 million Zimbabweans under 50
years are living with HIV and AIDS.
However, recent data from the Ministry of
Health and Child Welfare suggest that adult
HIV prevalence had declined to 20.1
percent in 2005, 18.1 percent by 2005/06
and 15.9 percent by 2007.

Another feature of Zimbabwe's deep-crisis
period isthe country’sgrowing fiscal deficit
which averaged —6.5 percent during 2000~
2006 (Table2.1). However, thefiscal deficit
figureisaseriousunderestimate given quasi-
fiscal expenditures not being reflected inthe

Chapter 2 - Zimbabwe’s Macroeconomic Situation
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Table 2.1: Zimbabwe's macroeconomic indicators, 2000-2006

Indicator 2000 2001

2002 2003 2004 2005 2006

GDP (current US$ million) 8,135.8 12,882.6 17,875.6 7,913.1 4,712.1 3,372.5 7,033.7

GNP US$ 7,150.0 12,800.0 30,800.0 7,850.0 4,640.0 3,180.0 n.a.
Population 12,595.0 12,698.0 12,786.0 12,863.0 12,936.0 13,010.0 13,085.0
Current account balance

(as % of GDP) -0.4 -1.0 -2.6 -4.6 -5.6 -7.5 -4.0
Fiscal deficit, including

grants (% of GDP) -18.6 -7.0 2.7 -0.2 -7.6 -6.1 -3.1
GNS per GDP (%) 1.1 7.0 4.9 -1.4 -3.2 -6.7 4.0
Gross official reserves

(months of imports) 1.5 0.6 0.7 n.a. n.a. n.a. n.a.
GDP growth rates -7.3 2.7 -4.4 -10.4 -3.8 -6.5 -5.1
CPl inflation 55.6 73.4 133.2 365.0 350.0 237.8 1,216.0

n.a. Data not available

Sources: African Development Bank database; IMF (for balance-of-payments current account balance)

national budget. All other major macro-
economic indicators are in sympathy with
the worsening fiscal account deficit, in
particular the current account balance which
according to the IMF's figures was also
negative throughout this period, averaging
—3.7 percent, while growth rates have also
been in negative territory throughout the
period.

Throughout this period, business confidence
hasbeen progressively undermined by public
allegations and condemnations by the
government of private sector involvementin
‘profiteering’ and ‘ economic sabotage’. In
addition, national policy incoherence and
inconsistency has made forward planning
by the private sector an extremely precarious
undertaking. Most recently, the
I ndigeni zati on and Economic Empowerment
Act (No. 14 of 2007) — which requires
businesses to sell 51 percent of their shares
toindigenous Zimbabweans, defined asthose
people and groups who were disadvantaged
under colonial rule—hasfurther compounded
thisuncertainty.

2.1.5 An overview of the long-haul:
the continuous downward
trend in economic
performance since 1980

The macroeconomic aggregates show an
amost continuous downward trend since
1980 (Table 2.2). Asthetable shows, formal

employment growth declined to just above 0
percent in the 1990s and became negative
by the post-2000 period. However, the magjor
sectors of the economy — agriculture,
manufacturing and mining — had mixed
growth paths, with the first two registering
their highest growth in 1996 — 19.8 percent
and 14.7 percent, respectively — mining’'s
highest growth was in 1994 (10.8 percent)
and 1998 (8.1 percent). Thereafter all
the three sectorsdeclined progressively with
the decline becoming very steep in recent
years.

Track record on inflation management

In order to counter the budget debt trap, the
government introduced a policy of
suppressed interest ratesin 2001, which was
combined with afixed exchange rate and a
foreign-currency surrender requirement on
exporters. This strategy succeeded
temporarily in reducing the burden in the
budget of interest payments on the national
debt, but at huge cost to the economy as a
whole. As expected, negative real interest
rates encouraged over-consumption and
speculation, particularly in the foreign-
exchange market. The parallel exchangerate
depreciated rapidly, creating a lucrative
wedge for the few who were able to access
foreign currency at the official rate and
either tradeit directly at its market value or
import luxury itemsfor resale on the domestic
market.



Table 2.2: Zimbabwe's economic performance, 1980-2006

Economic Indicators 1980-1990 1991-2000 2001-2006
Average annual GDP growth (%) 4.30 0.90 -5.70
Employment growth (%) 1.90 0.40 —7.50
End-of-year population (millions) 9.74 11.34 11.95
Formal employment (% of pop.) 12.20 10.90 7.00
Manufacturing VA average growth (%) 4.60 -0.70 —7.40
Manufacturing employment growth (%) 3.00 -0.70 -5.30
Inflation in final year of period (%) 12.00 56.00 238.00
MVI in final year of period (%) 138.10 100.70 67.80
Exports—GDP in final year of period (%) 23.00 43.00 24.00
Manufacturing as % of GDP 20.35 17.70 15.00
Agriculture as % of GDP 16.20 14.90 17.00
Mining as % of GDP 4.30 4.20 4.00
Savings—GDP 16.50* 17.90 -0.10
Investment—-GDP 16.00* 19.40 6.30
Budget deficit (% of GDP) -2.10* —-6.30 -5.80

MVI = Manufacturing Volume Index

*Average for 1986-1990 only

Sources: Central Statistical Office; International Monetary Fund (various publications)

Inflationary pressureshad built up from 1997,
when it rose from 19 percent in that year to
56 percent by 2000, to over 1,000 percent by
2006, and to an average of 12,563 percent in
2007 (Figure 2.3). Zimbabwe's inflation
reached hyperinflation levels in June 2007.
Atthetimeof writing, the most recent official
estimates (June) was that inflation was over
11.2 million percent year-on-year.
Zimbabwe'sinflation isfundamentally caused
by excess government expenditure, financed

by the printing of money in an economy with
area GDP that has been declining for the
last nine years. Money-supply growth has
been completely decoupled from economic
growth, theinevitable result being continued
and accelerating inflation.

Emergency policy initiatives

After 1997, and in response to the recurrent
falls in GDP growth rates and employment

Figure 2.3: Zimbabwe’s CPI inflation, annual average, 2001-2007
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levels, the government announced, with
increasing regularity, a succession of
turnaround economic blueprints/programmes
(Table 2.3). Asshownin Table 2.2, notwith-
standing these programmes, real GDP has
continued to decline every year since 1997.

It may be concluded from the coincidence
in the timings of the declining macro-
economic indicators and the unveiling of
these successive turnaround programmes
that the programmes were either flawed in
terms of their analytical content and policy
recommendations, or were never imple-
mented in a consistent manner.

22 MACROECONOMIC
POLICIES AND THEIR
IMPACT ON GROWTH AND
POVERTY REDUCTION

2.2.1 Fiscal policy

Instead of being supportive of growth and
poverty reduction, the government’s

macroeconomic policies have often
constituted the main binding constraints.

During the 1980s, Zimbabwe's record of
social service delivery (education, health,
basic servicesand infrastructure) and public
sector growth (civil service, parastatals) was
ostensibly impressive. However, this was
achieved at a high cost in terms of
unsustainably high budget deficits, whose
harmful effects were high inflation and the
crowding out of private sector credit. As
shown in Table 2.2, the budget deficit rose
from an average of —2.1 percent of GDP
between 1980 and 1990, to —6.3 percent
between 1991 and 2000, and —5.8 percent
between 2001 and 2006.

2.2.2 Investment, gross fixed capital

formation and savings ratios

The investment—GDP ratios, gross fixed
capital formation (GFCF),* and savings—
GDPratiosin Figures 2.4, 2.5 and 2.6 show
marked declining trendsfrom 1996, with even
moresignificant deterioration in performance
after 2000.

Table 2.3: Zimbabwe’s economic planning programmes, 1998-2008

Date Economic blueprint/plan

Responsible authority

29 Jan1998

August 2001

Vision 2020 and Long-Term Development Strategies*

20 Feb 1998 Zimbabwe Programme for Economic and Social
Transformation (ZIMPREST)
28 Mar 1998 Three-Year Medium-Term Development Plan

Millennium Economic Recovery Programme (MERP)

April 2003 National Economic Revival Plan (NERP)

November 2004  Macroeconomic Policy Framework, 2005-2006

April 2006 National Economic Development Priority Programme
(NEDPP)

Ongoing Zimbabwe Economic Development Strategy (ZEDS)

National Economic Planning
Commission, Office of the
President and Cabinet

Ministry of Finance

National Economic Planning
Commission, Office of the
President and Cabinet

Ministry of Finance
Ministry of Finance
Ministry of Finance

Ministry of Economic
Development
Ministry of Economic
Development

* Submitted for consideration by the National Economic Planning Commission and Cabinet, but was neither

approved nor released.

4 Gross fixed capital formation is measured by the total value of a producer’s acquisitions, less disposals of fixed
assets during the accounting period, plus certain additions to the value of non-produced assets (such as subsoil
assets or major improvements in the quantity, quality or productivity of land) realized by the productive activity

of institutional units.



Figure 2.4: Investment-GDP ratios, 1995-2006
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Investment as a percentage of GDP declined
from an average of 15 percent in the 1995—
2000 period to 4 percent from 2000 to 2006.
The collapse of investment is further
corroborated by the declinein thefigures of
gross fixed capital formation (GFCF) in
Figure 2.5 below which declined from an
average of 23 percent in beween 1995 and
1997 (the onset of the deepening crisis),
picking up slightly to 25 percent in 1998
before declining precipitously in the post-
2000 period. GFCF in the 2000—2006 period
averaged only 6 percent, declining to 2
percent in 2005 (Figure 2.5). These figures

are dwarfed by the performance of GFCF
in the pre-independence period, which
averaged 24 percent between 1970 and
1974, and 17 percent between 1975 and 1979
(Zimbabwe, 1982: 5-6).

Another important indicator of the country’s
regression can be seen in terms of its gross
national savings (GNS) as a percentage of
GDP Thisvariable isimportant, given that
increasing aggregate savings and investment
are key contributors to growth. According
to the CSO figures, the savings-GDP ratio
declined from 28 percent in 1995 to alow of

Figure 2.5: Gross Fixed Capital Formation (GFCF) as percentage of GDP
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Figure 2.6: Savings-GDP ratios, 1995-2006
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Table 2.4: Gross national savings as percentage of GDP in selected regional economies

Average

2000 2001 2002 2003 2004 2005 2006 growth

2000-06
Kenya 15.7 16.1 18.5 17.2 14.2 14.6 14.3 15.8
Malawi 8.3 7.0 -0.8 3.3 5.1 8.6 10.0 5.9
Mauritius 25.8 26.0 26.0 27.3 23.7 19.6 19.7 24.0
Namibia 30.4 26.6 25.2 34.9 35.7 31.3 32.6 31.0
Tanzania 12.1 11.8 12.1 13.8 14.3 12.9 10.0 12.4
Uganda 125 14.3 14.5 14.8 21.5 21.1 18.2 16.7
Zambia 0.7 -0.8 6.7 10.7 14.0 15.2 16.4 9.0
Zimbabwe 1.1 7.0 4.9 -1.4 -3.2 -6.7 4.0 2.2

Source: AfDB Statistics Department and World Economic Outlook (September 2006)

Figure 2.7: Gross national savings as a percentage of GDP, 2000-2006
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5 percentin 2001, risingto 17 percent in 2004
beforedightly dropping to 14 percent in 2005.
A wide gap in figures between the official
CSO figures and the AfDB’s (African
Development Bank) is shown by the
differencesin averagesin the period 2003—
2005. While the CSO records a positive
savings—GDP average ratio of 14 percent,
the AfDB comes up with a wide negative
figure of 3 percent during the same period
(Figure 2.6 and Table 2.4).

When compared to a select group of
countries in the East and Southern African
region, Zimbabwe lagged behind themall in
GNS as a percentage of GDP from 2000 to
2006 (Figure 2.7), e.g., while Namibia and
Mauritius top the list at 31 percent and 24
percent, respectively, Zimbabwe lagged
behind at 2.2 percent.

2.2.3 Decapitalization and
disarticulation of the economy

In the current situation, the impact of the
macroeconomic variables on the structure
of the Zimbabwean economy is
schematically represented in Table 2.5.

Leaving aside the mining sector, which is
currently on the ascendant, all other
productive sectors — agriculture,
manufacturing, and tourism — are on the
decline. While productive investments are
on the decline, speculative activities are on
the ascendant. An increasing volume of
economic activities aretaking place outside
the formal economy. There has been an
overall reduction in the number of formal-
sector economic units, aswell assignificant
downsizing of the same. This has been
accompanied by fundamental breakagesin
inter-sectord linkages, such astheprevioudy
symbiotic nexus between the manufacturing
sector and large-scale commercial
agriculture,® and asignificant declinein the
role of commercial banks as providers of
finance to the private sector.®

2.2.4 Deepening poverty

The 2003 Poverty Assessment Study Survey
(PASS I1) showed that 72 percent of the
population was living below the Total
Consumption Poverty Line (TCPL),
compared to 55 percent in 1995.” This
represents a 30 percent increase in the

Table 2.5: Main features of the Zimbabwe economy under crisis

Declining

Agriculture

Manufacturing

Tourism

Private sector

Formal economy

Domestic output

'Real' investment

Large formal firms and farms

Growing

Mining*

Distribution and trade
Telecommunications, finance, real estate
Public sector

Informal sector

Foreign trade

'Financial investment' (speculation)
SMEs/subsistence farming

Diminishing

Middle-income segment

Income from domestic employment
Differentiation - style, quality, branding

Skills and entrepreneurship

Increasing

Low-income segment

Diaspora remittances
Down-trading and cost leadership

Low skills and low technologies

* The mining sector may be growing in value terms but not in volume

5 See chapters 6 and 9 on private sector development and agriculture respectively.

6 See chapter 5 on the financial sector.

7 The TCPL is an income metric definition reflecting the minimum monthly income required by an individual to

meet both basic food and non-food reguirements.
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incidenceof poverty (Zimbabwe, 2006b: 61).
The challenge of meeting the Millennium
Development Goal target of halving the
proportion of the population below the TCPL
to 36 percent by 2015 has significantly
increased.® A similar trend can be observed
with regard to the Gini coefficient of
inequality®, which increased from 0.53 in
1995 to 0.61 in 2003. In addition, poverty
took on an increasingly rural and woman's
face, reflecting thelatter’ sweak integrability
capacity andtheir locationin themarginalized
segment of Zimbabwe's dual economic
structure.19 Significant job losses have
occurred with de-industrialization, and real
wages have declined (see below). Given a
rapidly contracting revenue base, the state
reduced itsinvestment in education, health,
housing and other public services, and asa
result socia conditionsamong the poor have
deteriorated markedly. Collapsing incomes
and increasing poverty have in turn,
trandated into low levelsof effective demand
for goods and services. This has contributed

to significant underutilization of existing
factory and shop capacities, as well as
extensive environmental degradation, as
people scavenge for firewood, water and
other possible means of survival.

Thevertiginousdeclineintermsof purchasing
power is shown in Figure 2.8. Real average
earnings peaked at an index of 120 in 1982,
when wages were adjusted in line with the
Poverty Datum Line asrecommended by the
Riddell Commission.! However, following
the adoption of a wage-restraint policy in
1983, real wages fell, a trend that was
repeated during the period of ESAP (1991-
95) following the deregul ation of wage-setting
andrising prices. A period of worker militancy
resulted in anincreasein real wages between
1995 and 2000. But, by 2004, real average
earnings were far lower than during the last
years of the UDI period (1975-79), having
collapsed to 10 on the rea earnings index.
The Zimbabwean economic crisis has seen
demand become entrenched at very low

Figure 2.8: Average real earnings index, 1975—- 2004 (1990 = 100)
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8 The status of the Millennium Development Goal was assessed in Zimbabwe & United Nations (2004), Zimbabwe
Millennium Development Goals: 2004 Progress Report, Harare.

9 The Gini coefficient is the most commonly used measure of inequality. The coefficient varies between 0, which
reflects complete equality, and 1, which indicates complete inequality.

10 pyalism is the co-existence of two distinct and different sectors in an economy, with few linkages between them.
In the case of Zimbabwe, one is made up of the communal areas (with predominantly peasant-based farming
activities) and an urban informal sector, while the other is a modern, commercially oriented and formal sector,
consisting of industry, services, mining and commercial agriculture.

11 Zimbabwe Report of the Commission of Inquiry into Incomes, Prices and Conditions of Service [Chairman: R.

Riddell]. Government Printer, Harare, 1981.



levelsasaresult of both falling real incomes
and shrinking producer and consumer
markets.

2.3 ZIMBABWE’S EXTERNAL
POSITION

2.3.1 Debt structure over time

With persistent budget deficits, added to new
borrowing requirements each year, and with
these deficits being incurred primarily to
support recurrent expenditure rather than
investments in infrastructure or productive
assets, thedebt burdenincreased significantly.
Upto 1994 total debt (domestic and external)
was less than 60 percent of GDP, but
from 1995 total debt rose sharply, reaching
90 percent of GDP in 2000, 115 percent in
2006, and 189 percent (estimate) in 2007.

This has been coupled with an apparent
attempt by the government to reduce its debt
burden through the fuelling of inflation.
During 2005 and 2006 the country’s external
debt averaged 53 percent of GDP12 243
percent of exports and 192 percent of
imports (Figure 2.9).

Zimbabwe began to default on its foreign-
debt payments in 2000. Since 2000 the
foreign-debt stock from the OECD countries
has not increased significantly, and its
increase as a proportion of GDP has been
the result of relative price changes and a
declining GDP. According to IMF data, the
debt-serviceratio increased from 24 percent
in 2000 to an average of 30 percent over the
period 2001-2004. Reported foreign-
exchange reserves are at extremely low
levels, with net effectivereserves (taking into
account contingent liabilities) being deemed
by the IMF to be negative.

With thedrying up of capital flowssince 1997,
Zimbabwe' sexternal debt profiledeteriorated
rapidly, and the country ran up arrears in
excessof USB3billion, including the pipeling
of current transfer paymentsfor theyear 2007
aoneof US$450 million. Infact thered extent
of external indebtedness is unknown, partly
because of the contingency liabilities of the
government and the central bank in respect
of offshore loans for which they have
provided guarantees, partly because the full
extent of the current payments pipeline is
unknown, and also because details of loans
from non-OECD countries such as China,
India, Iranand Venezuelaare not inthe public
domain.

Figure 2.9: Zimbabwe’s external debt structure, 1980-2006
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12 The IMF (2008) estimates it to have reached 100 percent by the end of 2006, compared to an average of 21

percent for the sub-Saharan African region.
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2.3.2 Foreign trade

Throughout the post-independence period,
shortages of foreign currency have been a
major constraint on economic growth and are
largely attributable to weak export
performance. Table 2.6 shows that average
export and import growth (in US dollars)
during the 19802007 period wereon average
higher than in the deepening crisis period of
1997-2007. Prior to the onset of economic
decline, duringtheliberaization period (1990—
1996) both export and import growth averages
were the highest in terms of the whole post-
independence period (Table 2.6).

At their peak in 1996 and 1997 exports of
goods and servicesreached US$3,090 million

Table 2.6: Foreign Trade 1980-2007

and US$3,168 million respectively, while
importsaccounted for US$3,074 million and
US$3,759 million (Figure 2.10). Exportshad
started to peak with atime lag, i.e., at the
end of ESAP, thereafter declining to
US$1,694 millionin 2004 (US$2,067 million
for imports).

Exports per capita declined and stagnated
during the 1980s before recovering strongly
in the ESAP period, peaking in 1997, but
since then they have halved. Figure 2.11
showsthat per capita exports have declined
by more than a third since 1980. As with
exports there was a strong recovery in
imports during the liberalization phase, but
by 2007 imports per capitawere 35 percent
lower than at independence.

Growth rates Control Economic Deepening Average
regime liberalization crisis for
(1980-1989) (1990-1996) 1980-2007 (1997-2007)
% exports growth p.a. 2.2 6.7 -4.5 0.4
% imports growth p.a. 5.2 6.5 -4.0 0.3
Exports/GDP 24.5% 27.4% 32.9% 29.3%
(1980-2006)
Imports/GDP 27.4% 35.5% 35.8% 32.8%
(1980-2006)
Current account balance -3.8 -5.2 -7.0 -6.0
(% of GDP — average) (1997-2005) (1980-2005)
Terms of trade (1980 = 100) 111.0 107.0 116.5 111.0

20

Sources: World Bank: African Development Indicators (various editions). IMF Regional Economic Outlook for
sub-Saharan Africa (various editions) and World Economic Outlook Database (2008); Reserve
Bank of Zimbabwe: Quarterly Monetary Policy Statements (various editions); Central Statistical
Office, Harare: Quarterly Digest of Statistics and National Accounts (various editions)

Figure 2.10: Export and import revenues
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Figure 2.11: Exports and imports per capita, 1980-2007 (US$)
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Even more striking isthe weak performance
of export volumes. These peaked in 1987,
with a 28 percent increase on the figure for
1980. But as Figure 2.12 shows, by 1990
volumes had fallen by a third from their
record 1987 levels. Exports reached their
peak in 1996 in value terms, but volumes
were only 4 percent higher than in 1980.
Indeed, in only six of the twenty-five years
for which volume data are available were
exportsgreater thanin 1980. By 2004, export
volumes were one third below 1980 levels.

Figure 2.12 indicates that export revenues
may have been sustained by strong export
prices, which to some extent offset falling

volumes, especially since the start of the
commodity price super-cyclein 2002/3. At
the end of the 25-year period (1980-2004),
however, export prices (in USdollars) were
only modestly higher (up 9.5 percent) than
in 1980. Indeed, for most of the period export
priceswere below 1980 levels. Despitethis,
Zimbabwe's terms of trade (1980=100)
averaged 111 over the entire period (1980—
2007), reflecting thefact that although export
priceswere depressed for most of the period,
import prices were even more so.

No singlefactor explains Zimbabwe's poor
export performance. Figure 2.12, does
however, indicate that part of the

Figure 2.12: Index of export volumes and prices (1980+100)
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Table 2.7: Sectoral composition of exports, 1981-2007

% shares 1981 1990 1996 2000 2007
(provisional)

Agriculture 42.3 43.5 46.1 51.1 32.0
Mining 37.0 40.6 30.1 30.5 50.6
Manufacturing 9.9 14.1 21.0 15.5 16.8
Main exports

Tobacco 22.0 20.1 30.5 30.6 16.7
Gold 7.5 13.8 12.3 12.1

Ferrochrome 7.8 9.0 7.0 8.6

Cotton 6.3 6.5 4.7 7.4

Sources: Central Statistical Office; Reserve Bank of Zimbabwe

explanation rests with a weak supply-side
response, especially during the crisis period
which both export volumes and revenues
have declined despite buoyant international
commodity prices. Three other explanations
stand out:

» Deteriorating competitiveness, as
measured in the World Economic
Forum’s Global Competitiveness Index
and the World Bank’s Doing Business
indicators.13

e An overvalued exchange rate during
both the control regime period of the
1980s and the 20002007 deep crisis

period.

e A dignificant changeinthe composition
of Zimbabwe' sexport basket, evidenced
by a growing reliance on mining and
commodity exportswith minimal value-
addition, and acommensurate declinein
exports of manufactured goods,
especially medium and high-tech
manufactures.

Table 2.7 showsthat exports of manufactured
goods reached their peak in terms of market

13 See chapter 6 on private sector development.

share in the late 1990s and have since
declined, as have that of agriculture, mostly
owing to the sharp contraction in the value of
tobacco exports. The mining industry
currently accounts for just over half of the
total exports.

2.3.3 Exchange-rate policy

Figure 2.13 shows that the real effective
exchange rate (REER) for the Zimbabwe
dollar depreciated from 158 at independence
in 1980 to 100 ten years later.1* During the
1990s, the REER depreciated further to
average 84 over the decade, suggesting that
despite the exchange rate, it was
considerably more competitive during this
reform decade than under the control regime
of the 1980s — the more so given the fact
that Zimbabwe's export prices were more
favourable than the average for sub-
Saharan Africa over the decade.

The REER wasmassively overvalued during
the 2001-2003 period and while it returned
to competitivenessin 2004/5 ashyperinflation
took hold, it escalated to reach an estimated
74in 2007 (IMF, 2008).

14 The REER is the weighted average of a country’s currency relative to an index or basket of other major
currencies measured in nominal exchange rates. The REER can also be understood in the context of the Real
Exchange Rate (RER), defined as the relative price of tradables to non-tradables, which indicates the degree of
competitiveness or profitability of the tradable-goods sector in the domestic economy. For example, an increase
in RER will make the production of tradables relatively more profitable, inducing resources to move out of the

non-tradables sector into the tradable sector.



Figure 2.13: Zimbabwe Real Effective Exchange Rate (REER) (1980-2006) (1990=100)
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2.3.4 The balance of payments

For most of the pre-crisis period Zimbabwe
ran avisibletrade surplusthat wasmorethan
offset by the deficit oninvisibletransactions,
leaving a current-account deficit averaging
3.7 percent of GDPinthe 1980s, 4.3 percent
in the 1990s, and 3.7 percent from 2000 to
2006 (Table 2.8). Reflecting declining output
and growing import dependence, thevisible
trade balance turned negative in 2002 and
has since remained in the red.

On their own such figures are largely
meaninglessto the extent that they disguise
the underlying macroeconomic and
institutional factors at work. In the early
1980s imports were constrained by limited
access to foreign currency and highly
bureaucratic import-licensing and allocation
systems. Liberalization after 1990 led to a
short-term surgeinimports (1991-1997) that

was followed by a transformation in the
structure of importsasthedemand for capital
goodsand intermediatesfell away during the
crisis period, to be partially replaced by
increased food, electricity, fuel and most
recently, consumer imports.

The current account figures al so camouflage
changing capital account profiles. In the
1990s Zimbabwe attracted very little Foreign
Direct Investment (FDI), especially when
the US$450 million Hartley Platinum project
is excluded. Bank lending was negative,
while foreign aid disbursements were
volatile, partly reflecting food crises (1982—
83, 1992-94 and 2002 onwards) and since
1997, deepening donor unhappinesswith the
policies of the Zimbabwe government.

Table 2.9 captures the key capital account
magnitudes, showing that there was a net
outflow of private sector finance over the

Table 2.8: Zimbabwe: Balance of payments on current account

% of GDP 1980-1989 1990-1999 2000-2006
Exports of goods and services 28.0 36.0 27.0
Imports of goods and services 31.0 30.0 29.0
Visible trade balance 3.2 0.9 -0.5
Current account balance -3.7 -4.3 -3.7

Sources: World Bank: African Development Indicators (various editions); IMF Article IV Reports on

Zimbabwe (various editions)
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Table 2.9: Long-term aggregate net Resource Flows, 1980-2005

Years FDI Portfolio Bonds, bank & Foreign aid Total
trade finance
US$ millions
1980-1989 -115 0 -115 1,950 1,720
1990-1999 420 100 -610 3,950 3,860
2000-2005 226 1 -112 935 1,050
Total 531 101 -837 6,835 6,630
% Shares 8% 1.5% -12.5% 103.0% 100.0%

Source: World Bank Debt Tables; Global Development Finance (various editions)

1980-2005 period. In terms of net resource
flows (excluding aid) the table shows that
there was a net outflow of private sector
finance over this period of US$205 million
dueto thereductionin bank and tradefinance
lending which was negative. In other words,
since 1980 Zimbabwe hasbeen wholly reliant
on official inflows of some US$6.8 billion,
partly offset by a net outflow of US$205
million in private finance. Even during the
post-2000 period thenet inflow of aid funding,
averaging US$155 million annually, wasonly
23 percent less than the US$195 million
annually received during the 1980s.

24 MACROECONOMIC
STABILITY AS A
PRECONDITION FOR
SUSTAINABLE GROWTH
AND RECOVERY

Thekey constraint that hasimpeded growth
in Zimbabwe and which needsto betackled
inorder to trigger asustainable, broad-based,
pro-poor recovery dynamic is macro-
economic instability. One overarching
strategic objectivein arecovery scenario will
therefore be the return to sound macro-
€economic management.

In support of this, it is imperative that a
process of institutional reforms be under-
taken in order to build a developmental
orientation within the post-crisis
administration.

2.4.1 Sound macroeconomic
management

Following a short-term macroeconomic
stabilization programme, aimed at rapidly
bringing down inflation and correcting price
and exchange-rate distortions, 1> a longer-
term macroeconomic management
framework should be put in placeand contain
thefollowing key features:

Fiscal discipline

Asshown earlier, thelack of fiscal discipline
throughout the recent post-independence
period has consistently had an adverse
impact on growth. Having begun with the
1997 recourse to unbudgeted expenditures,
the situation is now characterized by quasi-
fiscal expenditures that outweigh budgeted
expenditures. Theresultant high inflation has
reduced aggregate domestic demand,
crowded out the private sector, and brought
about the disarti culation of the economy and
the collapse of real productive investment.
Properly coordinated fiscal and monetary
policies will be required in order to put the
economy back on a sound footing.

Such financial conservatism imposesstrong
requirements, but these must be weighed
against the overall objectivesof public policy.
Macroeconomic stability should not be
treated as a stand-al one policy objectiveand
the sole concern of government economic
policy, irrespective of social costsgiventhe

15 See chapters 3 and 6 on stabilization and private sector development respectively.



essential role of public expenditure in
providing the means and conditions for the
poor to integrate into growth dynamics
through the strengthening of their capabilities.

Equitable, transparent and effective
revenue collection

There has been an ongoing contraction of
state revenues owing to the collapse of
economic activity in the formal sector. In
addition, tax evasion hasbeengrowing, inview
of the decreasing capacity of revenue-
collection authorities, as well as corruption.
There is therefore a need to formalize the
informal sector in order to expand therevenue
base,16 as well as to restructure and
modernize Zimbabwe Revenue Authority
(ZIMRA). Such measureswill helpto address
theperennia problem of Zimbabwe'slow tax—
GDP ratio, which isakey contributor to the
state’s limited financial capacity to provide
essential social services and maintain
infrastructure.

Sound and transparent budget system

A return to sound budgetary processes
(allocation, expenditure, accounting and
impact assessment) is not only key to
assuring the judicious and effective use of
state resources but will also help to restore
thetransparency of government transactions
and strengthen the accountability of
government and public institutions that are
funded through the budget.

A competitive exchange-rate regime

Throughout Zimbabwe' s post-independence
history, shortages of foreign currency and
the appreciation of the exchange rate have
been major constraints to growth, in
particular for export-oriented sectors. As
shown above, Zimbabwe's precipitous
declineininternational competitivenesscan
largely be attributed to the maintenance of
an uncompetitive exchange rate throughout

16 See chapter 6 on private sector development.
17 See chapter 4 on aid flows.
18 See chapter 5 on recovery of the financial sector.

most of the post-independence period. The
challenge of ensuring a competitive
exchange rate will be heightened in a post-
crisis scenario, which may be characterized
by asignificant inflow of foreign exchange
in the form of overseas development
assistance. Mitigation measures may be
required in order to deal with the dangers of
Dutch Disease under this scenario.l’

Firm commitment to price stability

Inthe post-stabilization period thegovernment
should show a firm commitment to price
stability by adopting an inflation-targeting
regime, but onethat recognizesthat thisdoes
not entail targeting zero inflation and anti-
deficit fundamentalism. Theneed to preserve
a degree of fiscal policy space for Govern-
ment, particularly during the process of
recovery, must be factored into decisions
regarding the fiscal stance and monetary
policy to be adopted. What is clear however,
isthat ingtitutional arrangements should be put
in place that confer/restore independence in
termsof monetary management to the central
bank,18 and the clear separation of powers
in terms of responsibility over fiscal policy
(Treasury) and monetary policy (the central
bank).

2.4.2 Institutional reform to build a

developmental state

A developmental state is one that shows a
clear commitment to a long-term national
devel opment agenda, has solid capacity and
reach, and seeks to encourage growth and
poverty reduction, and ensuresthe provision
of essential public services.

A developmental state:
e investsinhuman capital
» soundly manages public finances

engagesin effective public borrowing
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e engages in sound management of state
assets

* isanefficient provider of infrastructure

e engages in market formation and deals
efficiently with market failures

e isableto stimulate the domestic private
sector

e has autonomy from the pressures of
interest groups

* ensures respect for property rights.

Given recent history, the importance of
respect for private property rightswill need
to bereaffirmed by the post-crisisstate. This
will be key to restoring the confidence of
both domestic and foreign investors, and is
a sine qua non for raising and sustaining
savings and investment ratios. It will
constitute a central pillar of a predictable
economic environment, on the basisof which
it will be possible for economic agents to
move away from the current, short-term
survivalist strategiesthat are being pursued,
and to engage in longer-term planning.

Institutional overlap

As shown throughout other chapters of this
document, the deep-crisis period in
Zimbabwe has seen a proliferation of state
and semi-gtateingtitutions, many of themwith
unclear and overlapping mandates.®
Resources have increasingly been used
simply to support the recurrent costs of
maintai ning these entities, withadiminishing
percentage being directed to achieving
concrete development objectives. An
immediate requirement in a post-crisis
scenario will be an in-depth audit of these
entities, their utility and value-added, with a
view to initiating an extensive programme
of rationalization.

Policy unpredictability and incoherence

As mentioned above, one key feature of a
developmental state is its capacity to both
develop and pursue along-term devel opment
vision. As shown in this chapter, policy
incoherence, poor implementation rates, and
the constantly shifting sands of national
frameworks have seriously undermined the
credibility of the state, led to the
marginalization of the private sector, and
constrained the scopefor both state and non-
state actors to engage in long-term forward
planning. A multiplicity of decision-making
bodies, often working at cross purposes,
pursuing disconnected agendas without any
apparent coordination and with increasingly
short-term planning horizons, hasbeen akey
feature of public policy during the crisis
period. In a recovery scenario, there is an
imperative need for a single, technically
sound and overarching national development
strategy in which the roles and
responsibilities of both state and non-state
actors are clearly defined, and in which the
former is assigned the role of facilitator
rather than omnipresent economic agent.

Capacity

Throughout this document it is shown that
physical capacity problems arising from
decaying infrastructure and disinvestment by
the private sector asaresponseto an unstable
macroeconomic environment have become
binding constraints to economic growth. In
addition, the flight of skills from both the
private and public sectors through out-
migration has debilitated human capacity in
both. The return of skills in the area of
macroeconomic management and planning
techniques in general will be essentia for
the devel opment of sound national recovery
policy frameworks. This should be
accompanied by the retraining of existing
staff, aimed at familiarizing them with the

19 Seg, in particular, chapters 7, 8 and 10 on labour markets and human capital formation, agriculture and land

policy, and public enterprises respectively.



latest thinking on development issues and
gradually weaning them off the prevailing
dirigistemindset inwhichtheroleof thestate
isall-pervasive.

2.5 CONCLUDING REMARKS

As this chapter has sought to demonstrate,
Zimbabwe's post-independence devel opment
model ran into problems long before the
current crisis, and with the exception of the
first few years after 1980, has consistently
failed to deliver robust growth rates. In
addition, apart from abrief flirtation with free
markets under ESAP, the management of
the economy has been characterized by
extensive — and in many cases counter-
productive — state interventions in the
economy. There has been continuous
recourse to unsustainable fiscal deficits,
without the necessary attention being paid
to issues of productivity and growth.

While investments over time in human
capital through expanded social sector
programmes (health and education) arevalid
development objectivesin themselves, itis
also the case that they can be maintained
and expanded only on the basis of agrowing
government revenue base, which itself
presumes an expansion of the productive
base of the economy. Some consegquences
of this lack of attention to issues of
productivity, international competitiveness,
and theimportance of therole of the private
sector in wealth generation, include
extremely low rates of employment growth
and an increasing informalization of the
economy. A post-crisis scenario will present
Zimbabwe with an opportunity to
fundamentally rethink the developmental
path it wishes to pursue in order to trigger
sustainable, broad-based and inclusive
growth.
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Chapter 3

Stabilization for Sustained Growth

After a decade of decline, full economic
recovery withareturnto sustainable, inclusive
growthwill bealengthy, three-phase process:

e Phase One - short-term macroeconomic
stabilization, aperiod of at least two years.

* Phase Two—institutional and structural
reforms designed to create a sturdy
platformfor strong growth. Ideally, some
of thesereforms should beimplemented
— or at least designed and initiated —
during Phase One.

* Phase Three — second-generation
institutional and structural reforms that
are necessary to ensure that growth is
both sustainable and inclusive and that
Zimbabwe evades the experience of
many other sub-Saharan African
economies of short-lived growth spells
that prove unsustainable. Many, perhaps
most, of these second-generation
reformswill have been launched during
Phase Two, but the process will be
complex and the delivery period lengthy.

Although stabilization programmestypically
have a short-to-medium-term focus they
must be seen in the context of securing a
platform for long-run growth. Not only will
the three phases overlap with one another,
but recent experience suggests that front-
loaded reforms are more likely to succeed,
because, typically, opposition to radical
reformisat itsweakest inthefirst two years
of anew administration. Failuretoimplement
necessary reforms quickly and decisively
allows entrenched interests to garner
support and block progress.

Threefeatures of astabilization programme
for Zimbabwe merit special attention:

1. The starting point is abnormally
unfavourable in respect of inflation —
officially estimated at 11.2 million percent

in June 2008 —and aconsolidated budget
deficit in excess of 80 percent of Gross
Domestic Product (GDP).

2. In a number of respects Zimbabwe's
economic crisis is structural in nature.
Land ownership was not a problem that
emerged suddenly nor was the failure
to create sufficient jobsto absorb school -
leavers. Similarly, thefiscal balance has
been a serious constraint throughout the
post-independence period, while the
country has lived with an underlying
balance-of-payments problem for the
past 50 years. Above all, Zimbabwe's
long-run growth record is poor, so that
by the turn of the century per capita
incomes were lower than in 1960.

3. A possible future transitional admin-
istration should be aware of the dangers
of constrained decision-making fostering
consensus-style compromises that both
delay and undermine reforms. Because
the politicians will understandably be
working to short electoral cycles, they
might belesswilling to implement radical
reforms for fear that the benefits will
not materializewithin the electoral time-
frame.

It will be hoped that these aspects will
concentratetheminds of anew administration,
especially if the donor community aswell as
private sector investors hold back for some
or al of thetransitional period. Thispoint is
critical since, without substantial foreign
assistance, sustainable economic recovery is

impossible.
3.1 COMPONENTS

Typica componentsof orthodox stabilization
programmesinclude:

e Fiscal and monetary stabilization

WITHOUT
SUBSTANTIAL
FOREIGN
ASSISTANCE,
SUSTAINABLE
ECONOMIC
RECOVERY IS
IMPOSSIBLE
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e Exchange-rateand priceliberalization

e Ingtitutional reforms

» Reform of the domestic financial sector
e Debt management.

Phase Two and Three (structural) reforms
usualy include:

* Public sector restructuring

e Labour-market reform

» Tradereform

e Capita-account liberalization

* DoingBusinessand Investment Climate
reforms not covered elsewhere

e Competition reforms.

3.2 STABILIZATION: 2009/10

Thereisno single, unique stabilization model
that is applicable to different countries at
different timesin different regional locations
that followed different paths to economic
decline and hyperinflation. However, the
key basic principle that stands out is that
the stabilization package must be seen to
be credible, not only in the eyes of market
participants, foreign as well as domestic,
and the community at large, but also of
external financial institutions and donor
agencies. Credibility has less to do with
sequencing during the short-run stabilization
period proper (though sequencing decisions
loom larger over time) than with political
feasibility, administrative capability and
focused targeting.

3.3 FISCAL CONSOLIDATION
AND MONETARY
STABILIZATION

There is broad, though not complete,
agreement that, because Zimbabwe’s

hyperinflationisdirectly attributableto fiscal
expansion and reckless credit creation by the
central bank, the starting point for a
stabilization programme must be a
combination of fiscal retrenchment and
monetary constraint. Theimmediate priority
istoterminateall quasi-fiscal operationsand
incorporate them into the national budget, as
wastried in 2007 but abandoned in the 2008
budget.

The full extent of Zimbabwe's fiscal crisis
is unknown, partly because of the very
substantial discrepancies between budget
dataand that published subsequently by the
Ministry of Finance, but primarily because
guasi-fiscal activities have been excluded
from the annual budget statements, except
in 2006. Although the full extent of quasi-
fiscal activitiesisunknown, estimates by the
International Monetary Fund (IMF) put the
overall financia borrowing requirement at
64 percent of GDPin 2005, when the central
budget deficit was 3 percent of GDP, implying
a quasi-fiscal deficit of 61 percent of GDP
and of 82 percent in 2006, when the central
government deficit was 7.5 percent,
indicating aquasi-fiscal deficitintheregion
of three-quarters of GDP. The IMF (2008)
hasrecently estimated the quasi-fiscal deficit
for 2007 at 82 percent of GDP — a figure
identical to that of 2006 (which seems
unlikely), during which year there was also
a central government deficit of 10 percent
of GDP.

Table 3.1 summarizes the main budget
figures for 2007/8, showing that, while the
2008 budget statement (November 2007)
estimated a 2007 central government budget
deficit of $13.9 trillion, year-end figures
published by the Reserve Bank of
Zimbabwe (RBZ) show a surplus for the
year of $13.3 trillion. However, during 2007,
the domestic debt of central government
increased by approximately $21 trillion,
implying aquasi-fiscal deficit of some $34.3
trillion, funded partially by the central
government surplusand RBZ borrowing on
behalf of the government.



Table 3.1: Zimbabwe: Budget balance 2007/08
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2007

$ trillions Budget Estimated out-turn Actual out-turn
(Dec. 2006) (November 2007)

Revenue 29.4 46.6 99.8

Expenditure 43.3 43.6 86.5

Deficit 13.9 +3.0 (surplus) +13.3 (surplus)

Domestic debt, year-end 0.176 (2006) 21,176 (2007) +21.0 (increase)

Sources: Government of Zimbabwe: Financial Statements 2008 Budget; Reserve Bank of Zimbabwe

Monetary Statistics (January 2008)

2008

$ trillions Budget (Nov. 2007) July 2008
Revenue 6,080 (38% of GDP) n.a.
Expenditure 7,840 (49%) n.a.
Deficit 1,760 (11%) n.a
Domestic debt, year-end 21,176 (2007) 790,600

Sources: Government of Zimbabwe: Budget Statement 2008 and 2008 Half-Year Monetary Policy Statement

(July 2008)

Thesituation deteriorated dramatically inthe
first half of 2008. The projected budget deficit
for 2008isZ$1,760trillion,! but by mid-year,
domestic debt had increased to $790,600
trillion, which meant that that by the end of
the second quarter the consolidated public
sector deficit exceeded the budget deficit
target for the full year by some $789,000
trillion.

This explosive growth in domestic debt
illustratesthe magnitude of off-budget QFASs
(Quasi-fiscal activities) that, inthefirst half
of 2008 a one, exceeded budgeted spending
by afactor of 200, translating into money-
supply growth of 421,000 percent inthefirst
four months of 2008.

Although the immediate cessation of all
quasi-fiscal operationsby the RBZ ought to
be the top priority in a stabilization
programme, the Government of Zimbabwe
Short-Term Economic Stabilization
Programme (July 2008) makes no reference
to QFA operations. At the outset of the
stabilization programme expenditures
currently undertaken by the RBZ, including

1 Budget Documents, November 2007.

lending, interest and exchange-rate subsidies,
must either be discontinued or financed by
transparent transfers from budget account.
Whilethiswill achieveamuch greater degree
of transparency than at present, it will only
contributeto reduced inflationif public sector
spending — on both budget and quasi-fiscal
accounts — is reduced.

In the near-term, the main spending cutswill
haveto come from the quasi-fiscal ‘ budget’
with potentially severe knock-on effectsin
agriculture, parastatal's, general government
spending, importersand thefinancial sector.
However, the IMF suggestion that there is
scopefor asubstantia reductioninthepublic
sector wage bill needs to be treated
cautiously, given the security and crimerisks
inherent in sudden reductions in military
spending and the heavy costs of terminal
benefits, early retirement packages and re-
training and re-skilling programmes.

Similar caution applies to the IMF's
recommended reductionin thecapital budget.
Table 3.2 (p.38) shows sustained under-
investment by the public sector over a
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20-year period and given acute infra-
structural deficiencies across the economy
— electric power, water, transport, roads,
telecommunications, not to mention the
social sectors (schools, health and housing)
— an expanded public sector investment
budget should be apriority. Indeed, the same
IMF document that recommends reduced
public sector investment refers to ‘the
collapsing hedthinfrastructure’ (IMF 2007).
In the Zimbabwe context thisis particularly
important especially in the light of the
IMF's warning that in developing regions
as a whole, ‘a disproportionate share of
fiscal adjustment has been borne by the
infrastructure’ ( IMF 2006).

A disinflationary fiscal stancewill necessitate
a major reduction in the budget deficit
including the incorporated quasi-fiscal
activities, to be achieved by:

e Spending cuts.

» Securing aid funding to supplement
domestic budgetary revenueduring Phase
Oneof the stabilization programme.

« Extra revenue measures, including
improved revenue-collection efficiency,
achieved in part by strengthening tax
compliance, making it rule-based rather
than discretion-based as at present.

While such measures will ensure a degree
of monetary tightening, they will haveto be
accompanied by the imposition of hard
budget caps in the parastatal sector as a
result of theremoval of subsidiesin respect
of food, fuel, electricity and air travel.
Monetary tightening in the private sector will
necessitate a sharp increase in interest rates
allied with the speedy phasing out of
concessional lending programmes.?

At the same time, statutory-reserve ratios
should be lowered substantially, while

foreign-exchange flows are liberalized to
allow the financial sector to trade foreign
currency freely. In al probability, special
arrangementswill be needed whereby over-
borrowed companies and farmers are
enabled to reschedul e their loans.

The current mismatch between the maturity
of government securities and short-term
deposits poses a serious liquidity threat for
the banks, especially at a time when
confidencein the sector islow. Open-market
operations that incorporate anticipatory
repurchase agreements would enable the
financial market to be proactivein managing
liquidity and in the market determination of
interest rates. Theimplementation of reserve
averaging will ensurethat liquidity ratiosare
determined by prudential requirementsto be
met over asignificantly long timeand not at
any specifictime.3 Theideaisto give more
scopetofinancia institutionsto managetheir
liquidity and eventually reduce reserve
requirements.

3.4 STABILIZING PRICES

Stabilization should go hand-in-hand with
priceliberalization —the upfront removal of
al pricecontrols. At the outset policy-makers
must choose between two potential anchors
for price stabilization — the exchangerate or
amonetary aggregate. The choice between
the two isfrequently deemed to be political
rather than technical because exchange-rate
stabilization isinvariably associated with a
short-lived consumption boom followed by
recession, while a monetary-based pro-
grammeresultsin ashort-term consumption
bust followed by economic recovery. It is
therefore believed that an administration
seeking a quick-fix solution ahead of
elections will opt for the exchange-rate
approach, whileanewly el ected government
workingto afive-year time-framewill prefer
a monetary-based strategy.

2 ASPEF and BACOSSI — see chapter 5 on recovery of the financial sector.

3 Reserve averaging refers to the practice of averaging the statutory reserve payments of the banks over a period
of time — at present it is averaged weekly — rather than tying the requirement to a bank’s position on a specific

day.



In the Zimbabwe context such analysisdoes
not apply, partly because the criteria for
anchor selection will be influenced sub-
stantially by past experience—how and why
the country dlipped into hyperinflation. In
Zimbabwe' s case, the administration sought
to maintain an unworkable combination of a
fixed exchange ratewith fiscal and monetary
expansion. The failure of this peculiar
combination may influence future policy-
makers...

Secondly, an exchange-rate approach is
technically inferior whereacountry’sbaance
of paymentson current account isvulnerable
to adverse exogenous shocks — specifically
thetermsof tradein theform of rising energy
prices or a decline in export prices for
primary commodities (gold, platinum,
tobacco, cotton, ferrochrome), or adverse
climatic and structural influences in the
domestic economy (drought and the supply-
side bottlenecks created by land
resettlement).

The exchange-rate anchor isthen at risk on
two fronts — the possible failure to narrow
the purchasing power parity gap withtrading
partners because inflation does not decline
rapidly enough, and alarge current account
deficit in the balance of payments, which
must then be funded from capital inflows,
including aid. There is then a serious risk
that external funding — designed to loosen
the import constraint that is holding back
domestic production, investment and job
creation — is wasted in seeking to defend a
pre-selected exchange-rate peg.

Thirdly, an exchange-rate peg assumes the
existence of substantial foreign reservesto
defend the rate. Currently, Zimbabwe's
foreign reserves are negligible and it would
be an extremely wasteful use of aid funds
or offshore credit linesto use them to defend
an arbitrarily-selected exchange rate.

Fourthly, an exchange-rate anchor targets
inflationindirectly, unlessitisformalizedinto

acurrency board arrangement whereby the
balance of payments on current account
drives the size of the monetary base.
Because purchasing power parity does not
driveacountry’scurrent account in the short
to medium term, thereisadanger that policy-
makerswill be distracted by afocus on two
targets — the exchange rate and inflation —
rather than just one, inflation.

In any event, there can be no guarantee that
lower inflation — and thereby a real
exchange-rate depreciation — will translate
into rapid export growth and a reduced
current account payments deficit, especially
given the structural bottlenecks to export
growth. In other words, while a stable
exchange rate might help to restore price
stability it might also leave the economy
vulnerable to subsequent recession and
devaluation, which has been the experience
of many exchange-rate-based programmes.

For these and other reasons a monetary
anchor is likely to be more effective. That
said, thereisno doubt that where the demand
for money isunstable—asin Zimbabwe —a
monetary-based strategy will encounter some
very real problems. Unstable money demand
isusually caused by highand volatileinflation,
extensive unofficial dollarizationintheform
of atendency of the publicto shift toforeign
currencies as a hedge against inflation, and
political uncertainty and financial deepening.
All threeinfluences apply to Zimbabwe, with
financial deepening* being the least
significant.

Accordingly, common sense suggests a
‘constrained discretion’ approach that strikes
abalance between arigid monetary rule and
awholly discretionary approach to monetary
policy by the central bank (Bernanke, 2003).
Precisely which monetary aggregate should
be used isbest |eft to the professionalsinthe
central bank, but recent IMF programmes
have tended to focus on the monetary base
(reserve money),> though IMF research in
Zimbabwe hasfound areasonably consistent

4 Financial deepening means increasing usage of financial services.

5 See chapter 5 on recovery of the financial sector.
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relationship between notesin circulatiion (MO)
and inflation, suggesting that this might make
asuitableanchor for ashort-term stabilization
programme.

Kovanen (2004: 14) found ‘astrong linkage
between currency in circulation and the price
level’, suggesting that MO (currency in
circulation) would provide ‘a good leading
indicator of future price movements'. He
found dsothat thereisa' wel-identified long-
run money-demand relation for currency in
circulation’, which implied that currency in
circulation could serve as an intermediate
monetary operating target. He concluded that
reserve money, used in the past both by the
RBZ and in IMF programmes (1998/9) was
‘ineffective in the current high inflation
environment’.

A serious drawback to a money-based
stabilization programme will be the extent
of dollarization, which increased sharply in
thefirst half of 2008. During thetransitional
period when dollarization level swill remain
high and may even increase it will be
essential for the RBZ to adopt a tight
monetary stance consistent with the
underlying growth rate of real output.

Whatever the model adopted — exchange
rate or money-based — and whatever the
chosen monetary aggregate and degree of
monetary discretion and flexibility, there
should be an exit strategy within aspecified
time-frame, whereby monetary or exchange-
ratetargeting will bereplaced, initially with
implicit inflation-targeting (without aspecified
inflation target) and subsequently explicit
inflation-targeting conducted by an
independent central bank.

3.5 THE EXCHANGE RATE

In the real world, policy-makers have to
choose between allowing the exchange rate
to find its own competitive level and
choosing a rate which they deem to be
appropriate and defendable. However,
where a monetary anchor is chosen, the
reguirement isto allow the exchange rate to

find its own level consistent with that
monetary target. In choosing a (subsidiary)
exchange-rate target as well as a monetary
anchor the central bank isrequired to target
two, invariably irreconcilable, targets.

However, political pressures may be such
that the authorities find it necessary to have
an implicit exchange-rate target as well as
an explicit monetary one, notwithstanding the
risks attached to such dual targeting. The
difficulties of setting an exchange-ratetarget
should not be underestimated. During the
decade of crisis and decline the economy
has undergone far-reaching structural
change and hyperinflation, meaning that
indicators of competitiveness stretch well
beyond the exchangerate alone. Any attempt
to ‘guess’ what might be a competitive
exchange rate is fraught with danger.

Nonethe ess, thereisawidely held perception
that the Zimbabwe dollar is seriously
undervaluedinthe paralel market. The sharp
65 percent appreciation of the Zimbabwe
dollar onthe parallel market intheimmediate
aftermath of the 29 March 2008 elections
suggests that this is, in fact, the case.
Accordingly, in a post-crisis environment —
and especialy giventheimportance attached
to exchange-rate management by all
stakeholders — there is likely to be a public
clamour, even before any stabilization
programmeisannounced, that the paralldl rate
informs the exchange rate.

The foreign-exchange market was partially
liberalized on 30 April 2008, when the RBZ
allowed authorized dealers (banks) to
purchase foreign currency at market rates.
However, they were required to sell their
foreign currency to priority buyers in
proportions, specified by the central bank.
Initially, thefree-funds market, asitiscalled,
traded at a premium over the parallel rate,
but within weeks the gap between the two
markets widened substantially to the point
where by August 2008 parallel market
dealers were buying foreign currency at
rates ten to twelve times above the free-
funds rate. At the same time, there is no
effective inter-bank market because banks



buy foreign exchange to sell to their
customers, not to other banks. The
implication is that the authorities may well
feel pressured to choose a rate somewhere
between the ‘free-funds®’ and parallel-
market rates as the starting point for an
(eventually) unfettered inter-bank foreign-
currency market.

There are three downsides to such an
approach. The first is that an arbitrarily
selected exchange rate may not be
compatible with the monetary anchor,
especialy if, asis often the case, monetary
targets are exceeded, with the result that
inflation declinesmore d owly than projected.
In that situation, an exchange rate assumed
to be compatible with an implicit inflation
target will not be so, and will bedrivenlower
in parallel-market trading.

More serioudly, the moment the RBZ shows
its cards by stipulating a ‘market’ exchange
rate, the market will assume that the central
bank will use whatever resources it has
available to defend that rate, or, at the very
least, to manage an orderly retreat from that
level intheevent of it proving misconceived.
For this reason, alow-risk strategy isonein
which the central bank focuses on its
monetary target, leaving the market to
determinethe exchangerate, thereby avoiding
both the cost — indeed, the waste — and
embarrassment of defending aninappropriate
one.

Aboveadll, inacountry where exchange-rate
determination has become an intensely
political issue, macroeconomic stability
dictates that exchange-rate decision-making
be de-paliticized and removed from the sphere
of public bargaining where special interests,
not economic common sense, become
paramount. That in the last three years,
tobacco auctions have had to be postponed
pending apolitica decisononthe* gppropriate
exchangerate and foreign-currency retention
regulationsfor tobacco exports, underlinesthe
desirability of depoliticization.

Idedlly, al restrictionson current transactions
should be abolished, along with capital
controls affecting individuals. Subject to
developments, capital controlson companies
could then bereviewed subsequently. Inthe
past, it has always been argued that pent-up
foreign exchange demand existsintheform
of former residents with blocked funds in
the country that would be withdrawn
immediately. However, in the light of the
massive deval uation of the Zimbabwedollar,
pent-up demand isunlikely to be great, other
than in the event that there is substantial
disinvestment from the business and
residential property sectors, where asset
values may have been maintained. Once
again, credibility is crucial — if the
disinflationary package, including the
exchange-rate stance, is credible, the
relaxation of capital controls in respect of
individuals might well have positive capital
account implications, especialy inasituation
where substantial diaspora inflows are
anticipated and, indeed, facilitated.

Within Zimbabwe, considerable publicity has
been given to an alternative, unorthodox,
strategy for disinflation, using an inter-
nationally determined or market-driven
anchor. The attraction of these proposalsis
that they take political manipulation of the
monetary and exchange-rate systems out of
the equation, either by pegging the exchange
rate to aforeign currency or to a country’s
balance of payments.

Professor Steve Hanke of Johns Hopkins
University in the United States hastrailed a
menu of three exchange-rate systems for
Zimbabwe that he believes would be more
suitablefor speedily resolving the country’s
hyperinflationary crisis and restoring
economic growth because international
experience is that central banks that have
madethe permanent transitionto low inflation
usually required along transition period to
establish their credibility, during which
interest rates were ‘punishingly high'.
Consequently, GDPgrowth wasslow, living

6 Free-funds in Zimbabwe refer to foreign currency receipts from the diaspora, travel and subsistence allowances,
donations and any other foreign receipts not classified as exports.
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standards stagnated, and poverty worsened
during the stabilization phase. Hanke setsout
three options for the next Zimbabwe
government to consider: officia dollarization,
free banking, or a currency board, any one
of which would establish stability and restore
economic growth (see Box 3.1).

All three options are open to a variety of
criticisms, both technical and political. On
the technical side, it would be unwise for a
future Zimbabwe administration to adopt a
stabilization strategy that was not backed by
major donors and the Bretton Woods
Institutions. Given that the IMF favours an
orthodox approach, along the lines
summarized in this chapter, the adoption of
full ‘officid’ dollarization or acurrency board
might prove costly in terms of forgone
support.

A seriousobjectionto dollarizationisthat the
business cycle in the US, whose monetary
policy is being ‘imported’, is unlikely to
coincidewith that in Zimbabwe, meaning that
the Zimbabwe authorities might be forced
into a deflationary monetary stance, or to
allow the currency to depreciate, when
domestic market conditions required avery
different approach.

Above al, in the light of the recent stance
taken by central banks around the world as
lenders of last resort, and the extreme
activism of the RBZ, especially since
December 2003, both as a lender of last
resort and much further afield, it is very
unlikely that aZimbabwe government would
accept the extreme sol ution of abolishing the
RBZ, as advocated by Professor Hanke.

Hanke believes that Zimbabwe (formerly
Rhodesia) — when a member of the
Federation of Rhodesia and Nyasaland
(1953-1963) — was wrong to abandon the
currency board system that had existed since
1940 and replace it with a central bank. He
believesthat under acurrency-board system
the country would have had lower inflation
and higher economic growth than under a
central bank regime.

Although such statements cannot be
validated one way or the other, the fact
remains that, for the first half of the
sanctions period (1965-1979), when the
country operated with a central bank,
inflation averaged 4 percent a year and the
economy grew faster (8 percent annually)
than at any time sinceindependencein 1980.
It follows that there is no necessary link

1.

Box 3.1: Exchange Rate Options

The Three Options

Dollarization (or Randization). Zimbabwe already has a high, but unknown, degree of unofficial dollarization
— prices of cars and houses, fees for services, salaries of scarce personnel, are either paid or calculated in
US dollars. Official or full dollarization is where a foreign currency — possibly the rand, or US dollar — has
exclusive, predominant status as full legal tender so that the domestic currency is phased out and replaced
by the US dollar or South African rand. Countries that adopt this model can no longer have an independent
monetary policy and set their own interest rates but must ‘import’ the monetary policy of the country whose
currency is chosen.

Free Banking, which existed in Zimbabwe (then Southern Rhodesia) until 1940 when a currency board
was established, leaves private commercial banks to issue notes and other liabilities with ‘minimal regulation’.
The banking system is unregulated — no reserve ratios, no legal restrictions on bank portfolios and no
lender of last resort.

A Currency Board must hold foreign reserves equal to 100 percent of the domestic money supply determined
at a fixed exchange rate. Hanke says that, as a result, money supply, and thereby interest rates, are
determined ‘entirely by market forces’.

* Steve H. Hanke, Zimbabwe: Hyperinflation to Growth. Harare: Imara Holdings, 2008.
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between a country’s monetary system and
its economic performance.

Giventhesalience of national sovereignty in
political discourse, the adoption of an
exchange-rate policy that surrendered
control of monetary policy to outsiders or
even to market forces would be a high-risk
strategy for a fresh administration.
Furthermore, the suggestion that Zimbabwe
should abolish its central bank when much
smaller regional economies — Lesotho and
Swaziland — find it necessary to operate a
central-bank system even though they are
members of the Rand Monetary Area is
unrealistic.

Even more fundamentally, Hanke concedes
that a ‘government may try to undermine
any of the options for monetary reform’,
which emphasizesthe need for ‘ strong legal
protection’ to prevent the state from
imposing itswill. In other words, adopting a
dollarization or a currency board is no
guarantee of monetary and fiscal rectitude.
As with any anchor, if the government of
the day finds such externally imposed, or
market-imposed, discipline burdensome
politically, it will assumefull sovereignty.

3.6 DOMESTIC FINANCIAL
REFORMS

Given the centrality of credibility to any
stabilization programme, thereisapowerful
case for the new administration to commit
publicly to an autonomous, independent
central bank. The credibility of amonetary-
based stabilization programme will be
substantially greater if the RBZ isperceived,
both domestically and internationally, to be
fully autonomous.

Sinceanew constitutionislikely to be high
onthepoalitical agendaduring theimmediate
post-crisis period, the question of whether
the RBZ’'s independence should be
enshrined constitutionally should be part of
the public debate over anew constitutional
dispensation. Given Zimbabwe's unhappy
recent history with a politically driven

central bank, the economic case for RBZ
independenceis very powerful.

There is much to be said also for the
appointment of a Monetary Policy
Committee charged with advising the
Governor on monetary-policy issues. This
would serve adual purposein ensuring that
the central bank is kept well informed of
market and private sector concerns and
expectationswhile simultaneously ensuring
that private sector participants appreciate the
difficult nature of critical interest rate and
other monetary policy decisions.

3.7 FISCAL REFORM

Just asmonetary-policy credibility would be
enhanced by a public commitment to the
independence of the central bank, so fiscal
credibility would be strengthened were the
Minister of Financeto announcefiscal rules
and targets for the stabilization phase. The
centrepiece should be the announcement of
public sector (including parastatals) domestic
borrowing requirementsover the stabilization
period. The emphasi s should be on domestic
borrowing, thereby enabling public sector
entities to draw on aid inflows or borrow
offshorefor critical social-service spending
(education, health, housing, socia welfare)
and for essential and urgent investment in
physical infrastructure. The actual level of
public sector borrowing will have to be
consistent with the monetary policy target
and with the availability and cost of foreign
funding.

Inevitably, therewill be considerable overlap
between short-term stabilization measures
and the medium-to-long-term structural
reforms necessary to revive economic
activity. Because inappropriate fiscal and
monetary policies (see chapter 2) contributed
substantially to the country’s economic
decline, the need for sweeping reforms
in these two related fields cannot be
exaggerated.

A major — some would say the major —
contributor to Zimbabwe's lacklustre long-
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Table 3.2: Zimbabwe and sub-Saharan Africa: Fiscal aggregates 1985-2004

% of GDP Zimbabwe Sub-Saharan Africa (average)
Revenue (excluding grants) 26.1 21.2 (a)
Taxation 22.7 16.5 (b)
Expenditure 32.2 24.9 (a)
Budget deficit 6.3 3.7 (a)
Capital Expenditure 2.7 18.5 (b)
Wages and Salaries 10.8 7.4 (b)
Interest 6.1 5.1 (b)

Notes: (a) Sub-Saharan averages refer to 1997-2002 (IMF 2008). Zimbabwe figures cover 1985-2004.
(b) 1990-1998 (World Bank: African Economic Indicators, 2000)

term economic performance has been weak
fiscal management. Table 3.2 summarizes
the key aggregates showing that over the
long haul (1985 to 2004) government
spending exceeded total revenue, including
grants, by 6.3 percent of GDP.

This is striking because Zimbabwe’s
revenue-to-GDPratio of 26.1 percentiswell
above the recent average for sub-Saharan
Africa (21.2 percent) as is its tax-to-GDP
ratio. Zimbabwe's tax ratio of 22.7 percent
of GDP is substantially above the sub-
Saharan average of only 16.5 percent. Also
striking is the fact that over the 20-year
period capital expenditure was a mere 2.7
percent of GDP, compared with a sub-
Saharan average of 18.5 percent, while
Zimbabwe spent more on wages (10.8
percent of GDP) and interest (6.1 percent)
than sub-Saharan countries.

These data are both encouraging and
depressing. Encouraging becausethe country
has amuch greater taxable capacity than its
African peers, but depressing because the

Table 3.3: The 2007 budget outturn

resourcesraised by the state did not trandate
into rapid, sustainable growth.

Moreover, thedatain Table 3.2 do not reflect
the fiscal impact of quasi-fiscal activities
(QFAS) that have expanded dramatically
since 2004. IMF estimates put the primary
budget deficit (excluding interest charges)
at 25 percent of GDPin 2006 compared with
an officially stated 2 percent surplus. When
government and RBZ interest charges are
taken into account, the central government
financing requirement increased to 80
percent of GDP.

The 2007 Budget

Budget measures approved by parliament
have been overwhelmed by the combination
of rapidly-escalating hyperinflation and the
RBZ’s quasi-fiscal activities. Table 3.3
shows that for 2007, parliament approved
budget spending of $6.2 trillion with a
projected central government deficit of $3.2
trillion. In the event, revenue was almost
$100trillion, of which nearly half ($45trillion)

Z$ trillions 2007 budget Mid-term fiscal review Qutturn
(November 2006) (September 2007) (July 2008)
Revenue 3.0 37.1 99.8
Expenditure 6.2 50.4 86.6
Deficit 3.2 13.3 13.2 (surplus)
Domestic Debt 0.176 n.a. 21.2
Financing - 21.0
Total Deficit 3.2 13.3 34.2 (imputed)

Source: Ministry of Finance



accrued during the final month of the fiscal
year (December). Expenditure of $86.6
trillion was some $80 trillion above thelevel
initially approved by parliament.

The twin impacts of hyperinflation and the
RBZ’s quasi-fiscal operations effectively
takes fiscal policy out of the hands of the
Ministry of Finance and Parliament. Fiscal
policy is effectively the preserve of the
central bank, oversight is minimal and all
pretensions to disinflation have been
abandoned.

3.8 FISCAL SPACE

From the aboveit is clear that restructuring
Zimbabwe' spublic financeswill befar more
complicated than simplistic expenditure
reduction solutions suggest. Decades of
government overspending and over-taxation,
exacerbated since 2004 by massive off-
budget QFA spending, cannot be switched
off overnight. In the near term, the yawning
fiscal gap will have to be filled by a
combination of revenue-enhancing
measures, substantial spending reductions,
mostly from the quasi-fiscal budget, and
foreign assistance, with revenue enhancing
measures making the smallest contribution.

Fiscal space exists when a government can
increase expenditure without impairing
macroeconomic stability (IMF 2006).
Additional revenue can be raised by
increasing taxation, strengthening tax
administration and implementing cost
recovery for state-provided services.
Reduced spending on lower priorities—such
as defence — creates fiscal space as does
increased borrowing by the state, additional
foreign aid grants or credit creation by the
central bank.

The link to sustainability is crucial. Some
revenue-raising measures may inhibit
economic growth and reduce welfare.
Seldomisitsmpletoidentify ‘lower priority’
expenditures. Underinvestment in
infrastructure investment across Africa
because of perceived lower prioritiesrelative

to social spending have come back to haunt
the continent’s governments in the form of
a severe infrastructure deficit. Increased
borrowing trandatesinto higher debt-service
and foreign currency commitments, while
credit creation by the central bank fuels
inflation and currency depreciation.

Past experience (Table 3.2) suggests that
because only a handful of sub-Saharan
economies raise more revenue relative to
GDP than Zimbabwe, fiscal space issues
should not beareform priority. In 2007, only
four sub-Saharan countries (out of 44) had
higher spending-to-GDP ratios than
Zimbabwe (39.1 percent), while Zimbabwe's
revenue generation (28.8 percent of GDP)
comfortably exceeded the regional average
(23.4 percent) (IMF 2008). Yet, above-
average levels of revenue mobilization and
spending by the state did not trandate into
increased public sector investment, faster
economic growth or progresstowards meeting
the MDGs (Millennium Development Goal).

Accordingly, Zimbabwe'sfiscal reformsneed
to target the composition and quality of
expenditure on the one hand and the
efficiency of revenue-raising measuresonthe
other. ‘' The composition and efficiency of
expenditure is a key to achievement of
outputs and outcomes’ (IMF 2006). Further-
more, and in the context of post-crisis
Zimbabwe, this is a crucial consideration.
Fiscal policy must take account of growth
congraints, especidly theingtitutiona capecity
to make effective use of available resources.

Compositional changesto spending patterns
should target phasing down subsidies, whilst
boosting social and investment expenditures.
There will be scope too for savings in the
field of general administrative spending by
reducing the number of overlapping govern-
ment departmentsand rationalizing the public
service, though because Zimbabwe haslong
underspent on operations and management,
savingsare unlikely to be substantial.

The extent of savings will depend aso on
broader strategic issues. Given therundown
state of public infrastructure increased
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investment is essential but future admin-
istrations should ensure that where this can
be undertaken moreefficiently by the private
sector or in private-public partnerships,
public finance is conserved for usein areas
that will not attract private participation —
rural roads, schools, clinicsand land reform.

Thishighlightsthe need to frontload structural
reforms. It isessential to avoid the situation,
experienced in so many other African
countries, where privatization and other
private sector initiatives have been delayed
while government has sought, usually invain,
to rescue failed state enterprises. Copper
miningin Zambiaisaclassic example. Public
service and public sector restructuring
should be high on the stabilization agenda.

3.9 TAXATION

Because Zimbabwe is a high-tax state,
collecting 22.7 percent of GDPintax revenue
compared with 12.9 percent for low income
countriesasawhole and 16 percent for low-
middle income countries, the focus of tax
reform should also be compositional.
Zimbabwe relies on direct income taxes for
47 percent of revenue, the bulk of this
coming from individual taxpayers (39.6
percent) and the balance of 7.5 percent from
companies.

Thereistherefore, astrong casefor flattening
the tax structure for individuals by raising
thresholdsfor low income groupswhile also
reducing the very high top marginal tax rate
that exceeds 50 percent. At the same time
the effective corporate tax yield could be
raised by both lowering the company tax rate
while abolishing some of the myriad tax-
breaks that have been built into the system
over the years. There is persuasive inter-
national evidence suggesting that such
reforms increase the corporate tax yield
whilereducing tax bureaucracy and lowering
collection costs.

In 2007, 95 percent of tax revenue was
derived from four tax categories—profit and

income taxes (58 percent), VAT (24.5
percent) and customs and excise tax (12.5
percent). There is a significant number of
‘nuisance’ taxesthat yield very littlerelative
to collection costs that could be abolished.
At the sametimeit is essential to widen the
tax base by eliminating exemptions (VAT)
and implementing pro-market reforms
designed to formalize the informal sector
bringing its participantsinto the tax net.

At the macroeconomic level, four broad
reforms should beinvestigated:

(&) The early compilation of a national
balance sheet that identifiesthe country’s
net worthintermsof assetsand liabilities.
Such data are not available and an
inventory of this kind would make it
possible to ascertain the rate of return
earned on publicinvestmentsasaguide
to future policymaking.

(b) A shift away fromthe existing UK-style
secretive budgetary processesthat limit
the scope for public debate and
participation until after the budget has
been presented and acquired the status
of afait accompli thereby limiting the
scope for positive changes.

(c) Extending the budget cyclewiththeaim
of ensuring that fiscal policy is framed
on the basis of medium-term objectives
and constraints. The setting of medium-
term frameworksin respect of the share
of revenue and public spending in GDP
aswell asthe main categories of public
expenditure — capital, interest charges
and wage bills—would enhance both the
transparency and efficiency of public
sector financial management.

(d) Theexplicit adoption of awealth-based
approach to budgeting whereby the
authorities seek to increase national
wealth by ensuring that resource
depl etion through mining, sometypes of
agriculture, forestry and even tourism,
is compensated by offsetting public
investment in produced assets and
human capital.



3.10 EXTERNAL FINANCE

Without foreign funding, stabilization is
unlikely to succeed, which is why its
implementation will depend on political
reforms. It is fashionable for stabilization
programme design to include proj ections of
the fundsrequired and their sourcing. Since
this exercise is being conducted elsewhere
(Bretton Woods Institutions and bilateral
donors) it has been excluded from this
exercise.

However, three points are pertinent.
Typically such funding estimates are drawn
up on the basis not of what will be required
but what the providers think — often hope —
will be available. There is no reason to
believe that there is any meaningful
relationship between availability and
requirements. The net result is either for
programme design to be tailored to suit the
availability of finance or tofill theblack hole
of theremaining financial requirement with
optimistic guesstimates of private (and
remittance) inflows.

Secondly, the financing requirement is
unknown and will depend on the policy
stance taken by a new administration. One
obvious unknown is the extent, if any, to
which anew administration will agreeto pay
compensation for those whose assets were
expropriated in the land-reform process.
Estimates of thisamount vary tremendously,
but the full cost, relative to the likely
availability of aid finance, would be very
large indeed. Similarly, there is a case for
compensating pensioners — especially, but
not only, public sector pensioners, who have
been serioudly disadvantaged by government
fiscal and monetary policies since 1997.
Whether such compensation claims are
included or excluded will have a dramatic
impact on the likely post-crisis financing
requirement.

Thirdly, Zimbabweisfortunate to the extent
that it has a strong domestic financial sector
and would be able to access offshore
commercial bank funding, especialy through

the multinational banks operating in the
country (Barclays, Standard Chartered,
Stanbic and MBCA). It would also have
accessto portfolio inflowsviathe Zimbabwe
Stock Exchange and investment in the
official fixed-interest market, weretreasury
bills and government stock to be marketed
externally.

3.11 DEBT SUSTAINABILITY AND
DEBT RELIEF

The most recently published debt sustain-
ability analysis was undertaken by the IMF
for its February 2007 Article IV report,
which concluded that, on current policies,
Zimbabwe's external debt was not
sustainable without debt relief (IMF, 2007).
It noted that debt sustainability analysis
projections were only indicative, as
Zimbabwe does not have reliable external
debt and debt-service data, while meaningful
medium-term projections of macroeconomic
variablesweredifficult giventhehigh degree
of uncertainty over future policies.

External debt was estimated at US$5 billion
(69 percent of GDP) at the end of 2005, of
which US$2 billion was owed to multilateral
creditors, while arrears were put at US$2.7
billion (38 percent of GDP). Under the
assumptionsof the basdline scenario, by 2011
thetotd stock of outstanding debt (both public
and private) would amount to US$7 billion
or 103 percent of GDP.

By 2011 the net present value (NPV) of public
and publicly guaranteed external-debt—-GDP
ratio was expected to exceed 90 percent, while
the NPV of such external-debt—exportsratio
was projected to exceed 440 percent. The
debt-service-exports ratio was estimated at
24 percent, and the NPV of total external-
debt—exports ratio would approximate 1000
percent by 2026. The IMF noted that, if
policieswereto improve, the debt indicators
wouldimproveaswdll, but thevery high debt
ratiosin the baseline scenario suggested that
better policies alone were unlikely to be
sufficient to make Zimbabwe's external -debt
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burden sustainable, meaning that debt relief
from both multilateral and bilateral creditors
will have to be part of the stabilization
package.

The debt sustainability analysis estimated
domestic public debt, denominated in
Zimbabwe dollars, to be 19 percent of GDP
in 2005 and 2006. Using the official
projection for GDP in 2008 of Z$16,000
trillion, thisratio had declined to 15 percent
of GDP by March 2008. Even assuming that
domestic debt continues to increase at the
exponential rate experienced in the first
quarter of the year, because nominal GDP
will riseinlinewith inflation, the debt—-GDP
ratioisunlikely toincrease materialy. Indeed,
in real terms — converted to US dollars at
parallel market rates— Zimbabwe' sdomestic
debt burdenistiny, at lessthan US$50 million,
so that the foreign exchange cost of taking
the debt off the government’s books and
convertingitinto aforeign liability would not
significantly affect the debt sustainability
analysis. Accordingly, inclusion of the
domestic debt, valued at current exchange
rates, would have minimal impact on
Zimbabwe' sdebt sustainability analysis.

3.12 INSTITUTIONAL AND
STRUCTURAL REFORMS

As noted at the beginning of this chapter, in
all probability there will be—indeed, should
be — overlaps in the three phases of
stabilization. Because institutional and
structural reforms are the main focus of the
entirereport, they arenot discussed here, save
to stress that some such reforms — fiscal
targetsand rules, anindependent central bank,
a depaliticized exchange-rate strategy and
reform of the financial sector — will be
necessary during the stabilization phase.

It is a fact that governments that move
quickly soon after taking officeto implement
Doing Business and Investment Climate
reforms achieve greater success than those

7 See chapter 6 on private sector development.

whose approach is more measured.” Given
that so many of thesereformsare essentially
uncontroversial, thereis avery strong case
for fast-tracking them in the interest of
speeding up the pace of economic recovery,
job generation and poverty reduction.

3.13 THE DEFLATIONARY
IMPACT OF THE
STABILIZATION PACKAGE

It would be idle to pretend that macro-
economic stability can be restored without a
substantial, but hopefully transitory,
contraction in effective demand. In the
Zimbabwe caseformal economy contraction
will be exacerbated by the immediate shut-
down of much informal economy activity.

While loosening the foreign-exchange
congtraint, through exchange-rate adjustment
and accessing external finance, will ensure
astrong rebound intheformal economy, there
will also be a simultaneous, and severe,
contraction in the informal economy.
Thousands, possibly hundreds of thousands,
of Zimbabweans have resorted to informal
cross-border trading and parallel-market
activitiesin respect of foodstuffs, goodsand
services and foreign exchange. Currency
and price-control liberalization, allied with
improved access to foreign exchange by
formal businesses, will quickly eiminate most
of these activities, with theloss of thousands
of informal-economy ‘jobs' and income.

One consequence of this is likely to be a
reluctance on the part of people in the
diasporato return to the country, whiletheir
beneficiaries at home in Zimbabwe will
become, hopefully temporarily, even more
reliant on remittanceincomethan in the past.

3.14 SOCIAL DIMENSIONS

Stabilization measures will need to be
accompanied by measures to protect



vulnerabl e sections of the community. Thisis
wheretheinternational community can make
amgjor contribution intheform of budgetary
assistance to ensure that real spending on
health, education, social welfareand food aid
is not undermined, despite an overall
contractionintheleve government spending.

Countervailing measures to deal with the
socia dimensionsof stabilization, and indeed
the hardships associated with the crisis,
should build on the Enhanced Social
Protection Programme (ESPP) designed by
theWorld Bank, government and civil society
in 1999, which was developed on the basis
of an extensivereview of past programmes.
The major components of the ESPP are:

e Basic Education Assistance Module
(BEAM), which aims to reduce the
number of peoplefailing to attend school
because of hardships, and providing
school-fee waivers to reduce the rate
of drop-outs.

e Childrenin Especialy Difficult Circum-
stances (CEDC), which aimsto identify
and assist children in difficult circum-
stances through community support and
implementation of component.

e Public Works Component (PWC),
which seeks to put in place labour-
intensive public worksthat offer employ-
ment to the poor.

» Emergency Drugsand Medical Supplies
(EDMS) component.

e Socia Protection Strategy (SPS), which
set up studies, analyses, consultationsand
technical assistance aimed at improving
strategic planning, monitoring and
implementing programmesintheMinistry
of Public Service, Labour and Social
Welfare.

External assistance for the ESPP was made
conditiona on government paying thearrears
on its debt with the World Bank. Itsfailure
to do so resulted in the programme being

suspended in 2000. As the relationship
between government and the international
community deteriorated, government decided
to go it alone, fast-tracking the BEAM
component.

Subsequent safety nets implemented by
government have drawn from the framework
provided by the ESPP. However, the major
drawback has been the absence of external
funding. Interventions by government suffer
from declining access, low quality of the
interventions in terms of the extent of
mitigation, and poor targeting of beneficiaries.

These building blocksderived from the ESPP
should form the basis for designing safety
nets to counter the adverse socia effects of
both the current crisis as well as a future
stabilization programme. These development
partner-driven efforts such as the donor-
funded Programme of Support for the
National Action Plan for Orphans and
Vulnerable Children (OVC), run parallel to
the government’s social safety nets.

After the crisis, there will be a need to
integrate other elements of the ESPP — such
as the PWC and EDM S components — into
a common funding arrangement leading
eventually to sector-wide budgetary support.
A case in point is the formal education
support programme, whichiscurrently being
implemented by both the government and
under the Programme of Support for the
National Action Planfor OV Cs. A suggested
solutionisto integrate the formal education
support intervention supported by donorsinto
the BEAM programme, leaving the other
non-feeinterventionswith NGOs. Similarly,
the public works programme and the
emergency drugs and medical assistance
intervention can be supported by donors
through government.

Such cooperation during the stabilization
period will provideinvauableinsightsinto the
longer-term institutional mechanism for the
medium-term recovery of basic social
service delivery systems,

Chapter 3 — Stabilization for Sustained Growth

STABILIZATION
MEASURES WILL
NEED TO BE
ACCOMPANIED BY
MEASURES TO
PROTECT
VULNERABLE
SECTIONS OF THE
COMMUNITY

43



Comprehensive Economic Recovery in Zimbabwe

44

3.15 MEDIUM-TERM OUTLOOK

Table 3.4 assumes a starting point GDP of
US$6 billion (2007) with a10 percent decline
in output during 2008. From 2009, GDP is
assumed to grow at an annual average rate
of 6 percent while populationincreaseshby 1
percent a year. National savings start from
a very low base of 4 percent in 2008 but
investment grows rapidly reflecting both
public and private sector spending on
revamping theinfrastructure and the private
sector capital base.

Table 3.4: Five-year scenario

The budget deficit is brought down rapidly
from 16 percent of GDP to 2 percent
reflecting spending cuts, gradual growthin
revenue as apercentage of GDPandforeign
aid (budgetary support) of some US$1.8
billion over the five-year period. Project
support (concessional |oans) average some
US$235 million annually over the period.
There is no provision for debt relief, other
than anotional grant of $200 millionin 2009,
designed to help finance the restructuring of
domestic debit.

2008 2009 2010 2011 2012 2013
GDP (US$ billions) 5.4 5.78 6.18 6.49 6.81 7.22
% Change —10.00 7.00 7.00 5.00 5.00 6.00
Population (millions) 12.00 12.13 12.25 12.37 12.49 12.61
Per capita Income 450.00 477.00 505.00 525.00 545.00 575.00
Resource balance
Savings (% of GDP) 4 7 10 12 14 15
Savings (US$ millions) 216 405 620 780 950 1,080
Investment Gross Fixed
Capital Formation (% of GDP) 14 21 25 28 36
GFCF ($ millions) 810 1,300 1,620 1,910 2,600
Resource Gap (US$ millions) —405 —680 -840 -970 -1 520
Budget
Revenue (% of GDP) 24 25 26 27 28
Expenditure (% of GDP) 40 36 34 32 30
Deficit (% of GDP) 16 11 8 5 2
Deficit (US$ millions) 925 680 520 430 140
Financing (US$ millions)
Grants 700 450 300 200 140
Budget Support 250 250 150 100 40
Food 250 150 50 0
Land 50 100 100 100
Debt Relief 200 0 0 0 0
Project Support 225 230 220 230 250
Balance of Payments
Exports (US$ millions) 1,400 1,610 1,820 2,050 2,275 2,550
Imports (US$ millions) 1,700 2,400 2,600 2,800 3,000 3,400
Trade Balance (US$ millions) -300 —790 —780 —750 - 725 — 850
Net Invisibles (US$ millions) —400 -500 -600 —650 -750 -750
Transfers : Grants (US$ millions) 200 700 450 300 200 100
Other Transfers (US$ millions) 300 200 200 200 150 100
Current Account (US$ millions) -200 -390 -730 -900 -1,075 -1,350
Net Capital (US$ millions)
Project Loans 225 230 220 230 250
Portfolio 100 70 50 50 50
FDI 170 250 350 400 500
Funding Gap - 180 300 400 500




It is assumed that debt relief in respect of
foreign debt will beforthcoming but that this
would be both budget and balance-of-
payments neutral because Zimbabwe has not
been servicing its foreign debt, nor has it
made budgetary provisionsfor that purpose.
Total foreign aid is projected at some US$3
billion over the period, excluding debt relief,
which, if factored into the cal culations, would
takethetotal to some US$5 billion and this,
realistically, islikely to be the upper bound
of public international support, excluding
private donors, such as NGOs.

In balance of paymentsterms over the five-
year period there is an assumed financing
gap of US$1.4 billion. Thisassumesrel atively
modest inflows of foreign direct investment
and takes no account of short-term capital
flowsnor of offshore borrowing by the public
and private sector. The assumptions about
the growth of imports and the deficit on
invisible transactions are at the pessimistic
end implying that in the current global
economic environment the funding gap
would be manageable.

3.16 RECOVERY PROSPECTS

Although astrong short-termrebound islikely
as spare capacity in the economy is brought
back into production and foreign assistance
resumes, so far-reaching is the damage
incurred over the last decade that there can

Chapter 3 — Stabilization for Sustained Growth

be no quick fix. Full recovery —areturn to
the peak real per capita income levels
achieved in 1991 — would take 12 years,
assuming uninterrupted growth of 5 percent
annually from 2009 to 2020 (Figure 3.2)

Historical dataserveasareality check. Over
the long haul (1960-2002), far from being
one of Africa sbetter performing economies,
Zimbabwe not only lagged behind the
regional average but grew more slowly than
24 of the 43 sub-Saharan economies from
which comparabledataareavailable. During
thisperiod, the Zimbabwe economy grew at
an average annual rate of 2.6 percent
compared with the sub-Saharan average of
3.2 percent. With population growth
estimated at 2.9 percent annually over the
period, real per capitaincomes declined.

Moreover growth was driven entirely by
factor accumulation — physical capital
investment of 1.6 percent annually and
increased employment of 1.8 percent ayear.
Productivity —moretechnically Total Factor
Productivity (TFP) — declined at an annual
rate of some 0.7 percent. Figure 3.2 aso
depicts also the extent to which Zimbabwe
has fallen behind the rest of the region
showing a counterfactual of where the
country would have been in per capita
income terms had it grown during the lost
decade (1998-2008) at the average rate
achieved by oil importing sub-Saharan
€conomies.

Figure 3.2: Projected per capita income growth, 1985-2024
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Inano-crisis scenario, Zimbabwe s GDP per
head in 2008 would be more than doubleits
estimated level . Assuming annual per capita
incomegrowth of 5 percent annually it would
take until 2024 to achieve the level of per
capita that, without the crisis, would have
been reached by 2008.

Clearly, the economy was underperforming
before the onset of the crisisand recognition
of thisreality undoubtedly played aroleinthe
decisionto pursueanew and different growth
path spearheaded by the Fast Track Land
Reform Programme (FTLRP). Thefailure of
land resettlement however should not be
allowed to erase the lessons of the 1980s and
1990s. Neither the command economy model
of the 1980s nor the abortive liberalization
experiment of the 1990s succeeded. Nostalgia
for areturn to either is misplaced.

In any event, even were such areturn to the
past desirable, it is simply not feasible.
Globalization, regionalization, technol ogical
progress and shifts in both the global and
regional economic environments, not to
mention the damage suffered during the
crisis period, mean that areturn to 1998 is
not an option.

Going forward, expectations are high —in
many respectsunrealistically so. Thisreport
detail sthe constraintsthat will inhibit growth
in theyears ahead. The 5 percent per capita
projected growth rate from 2009 to 2024 is
optimistic, not just in terms of the actual
performance since 1960 but because:

e Physica infrastructure and human capital
will put an effective ceiling on growth
rates, certainly over the next fiveto eight
years.

»  Theeconomicimpact of HIV andAIDS
will intensify before peaking after 2015
Regional studies suggest the disease

could reduce per capitagrowth by up to
one percent annually.

* Reorienting and restructuring the
economy during the post-crisis phase
will have some disruptive effects,
specifically in developing new growth
engines — mining, tourism, financial
services — to replace large-scale
commercial agriculture.

e It will take several years for the
hangover effects of hyperinflation and
the collapse of the currency to beworked
out of the system.

* Investor confidence—both domestic and
foreign—will not return overnight, while
domestic savingslevelswill be depressed
for as long as a decade because of the
traumaof hyperinflation.

* Public sector capability has been
progressively eroded to the point where
it will take decades to rebuild once-
strongingtitutions.

For al thesereasonsit will beimportant not
just to carefully manage expectations but to
implement the prudent and stable fiscal and
monetary policies necessary to re-establish
business and investor confidence, both at
home and abroad. Thefive percent projected
annual growth in per capita GDP is aimost
certainly at — probably beyond — the upper
bound of probability, giventhat Zimbabweis
susceptible on average to climate setbacks
every three years and that, with the decline
in commercial farming, the agricultural
sector isnow morevulnerableto drought than
previoudly. If the potentially adverse effects
of global climate change are also takeninto
account, then a long-run per capita growth
rate of less than four percent looks more
realistic, thereby extending the catch-up
period by another four to five years.
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Aid Flows and Management Systems

Multilateral and bilateral aid to the country
decreased sharply asthecrisisin Zimbabwe
deepened after 2000. In a number of areas,
such as agriculture and land resettlement,
international assistance virtually ceased.
The Organization for Co-operation and
Development (OECD) donors have,
however, continued to support the poorest
and most vulnerable elements of society
with the provision of vaccines, prophylactics,
anti-retroviral drugsto fight HIV and AIDS
and, crucialy, food. Limited fundshave a so
been channelled towards local community-
based recovery initiatives, as well as in
support of work in the areas of governance,
democracy and human rights. It is
noteworthy that, in stark contrast to
prevailing internationa trends, and asaresult
of the estrangement between the Zimbabwe
government and Western governments, such
aid has been channelled outside government
systems directly to beneficiaries through
United Nations (UN) agencies or Non-
governmental Organizations (NGOs).

The downturn in official development
assi stance coming into Zimbabwe coincided
withaglobal rethink intheway inwhich aid
washeing delivered. A genera disappointment
with economic structural adjustment pro-
grammesand the  Washington Consensus' in
the 1990s, as well as the increasing
dependenceonaid, especially inAfrica, gave
rise to new principles, structures and
processesin internationa aid delivery. Most
notably, these were captured in the Paris
Declaration of 2005. As Zimbabwe has not
beeninvolvedin or privy to these processes,
its ingtitutional memory of aid is based on
older practices, such as the dominance of
project-based aid delivery mechanisms. Ina
post-crisis scenario, and in light of the
emphasis now placed on national ownership
and a likely high degree of dependence on
aid flows, Zimbabwe must take theinitiative

—with the assistance of donors—to defineits
own priorities, design its own devel opment
programmes, and build an institutional
structure to significantly improve the
effectiveness of aid.

4.1 AN OVERVIEW OF AID
DELIVERY

41.1 The effectiveness of aid

The effectiveness of officia development
assistance in achieving economic develop-
ment and broader development objectives
can bedividedinto the processof delivering
aid and the impact of aid in achieving
development objectives. The process or
efficiency of delivering aid relates to how
various actors— especially therecipient and
donor countries — can strengthen
coordination mechanisms, reduce trans-
action costs for partner countries, improve
aid predictability, and support home-grown
development plans. The impact of aid
relates to the current evidence of the
efficacy of aid in achieving intended
objectives and outcomes. Process and
impact issues are closely correlated: the
greater the efficiency of delivery, the more
likely that aid will havethe desired impact.

4.1.2 The impact of aid on growth

Following a number of studies, mainly by
World Bank economists, the emerging
consensus wasthat aid could have apositive
impact on growth in ‘good policy environ-
ments' (Dollar and Svensson,1998; Burnside
and Dallar, 2000). But afollow-up study by
Easterly et al., (2003) could not find support
for this conclusion. Other studies showed
diminishing returnsto aid, and that it had no
effect on growth when it reached 8 percent
of therecipient country’sGDP; additional aid

AS ZIMBABWE
HAS NOT BEEN
INVOLVED IN OR
PRIVY TO THESE
PROCESSES, ITS
INSTITUTIONAL
MEMORY OF AID
IS BASED ON
OLDER PRACTICES,
SUCH AS THE
DOMINANCE OF
PROJECT-BASED
AID DELIVERY
MECHANISMS

47



Comprehensive Economic Recovery in Zimbabwe

48

thereafter wasfound to have anegative effect
on growth (Easterly, 2006). This does not
necessarily imply that aidin any oneparticular
country cannot be effective, but it does
suggest that donors and recipient countries,
such as Zimbabwe, need to manage their aid
flows — the process of delivering and
absorbing aid —very carefully if the benefits
of poverty reduction and growth are to be
felt.

4.1.3 The efficiency of aid

International experience has shown that aid
efficiency may be compromised for a
number of reasons:

Ownership

When the government of Zimbabwe
launched economic reforms in the early
1990s, the Minister of Information told the
local press, ‘ They’renot our reforms, they’re
theIMF s. We had to do them’ (Collier, 2007:
109). This was indicative of the failure of
governments, especially in Africa, to accept
responsibility for economic reform measures
imposed upon them by the international
donor community. In areview of its policy
recommendations, the World Bank hasbeen
instrumental in suggesting more participatory
approaches to economic growth and
development with a view to increasing
national ownership (World Bank, 2005).

An additional problem which has often
emerged, particularly in highly aid-dependent
economies, is a situation in which national
|leaders became more accountable to the
donorswho providetheir governmentswith
essential revenue than to their own citizens.
This dependence on external aid flows also
acts as a disincentive in terms of domestic
revenue collection efforts and undermines
domestic accountability systems. Senior
technocrats and politicians become oriented
towards convincing the aid agenciesto keep
the aid flow going rather than listening to
their domestic population and focusing onthe
local development agenda. Sectors become
accountableto multipledonorsand not central
government or parliament (Kanbur, 2003).

Disparate donor policies

Each donor country has its own agency for
devel opment cooperation that ismanaged in
terms of principles and policies developed
by its government, including development
agendasand priorities, modalities, disburse-
mentsand conditions—including tied aid. It
is often the case that multiple projects are
implemented without consideration of the
recipient country’ sown priorities, policiesand
strategies and, as a result, undermine the
partner country’s systems.

Fragmentation

Each donor agency also followsitsown rules
of planning and disbursement of funds, and
these often do not coincidewith the budgetary
and planning processes of the recipient
government. Apart from imposing their own
conditionality and reporting requirements,
donors appoint seria consultancy missions
for planning and evaluating their own
programmes. All in al, this imposes huge
transaction costs on a recipient country’s
already severely stretched administration.

Thedonors' focuson funding multiple stand-
alone projects in various sectors of the
country, often led to perverse outcomes.
Governmentsfound it increasingly difficult
to sustain recurrent expenditure once
projects had run their course. The difficulty
of meeting recurrent maintenance costs for
infrastructure projects, and personnel costs
for social service delivery projects, was
compounded by abrain drain fromthe public
sector to the donor sector. Project-based aid
delivery ultimately underminesthe recipient
government’s incentives and its ability to
perform anumber of key functions, such as
revenue collection, planning and budgeting,
executing programmes, and monitoring and
evaluation.

The micro-macro paradox

There is an apparent contradiction between
the positive impact reported by evaluations
of individual projects and the continued
uncertainty regarding the net aggregate



impact of these projects on growth. In 1989
the World Bank’s Operations Evaluation
Department produced areport that contained
evaluations of 2,000 projectsover al5-year
time-frame (World Bank, 1989). Eighty-one
percent of al projects were judged to have
performed satisfactorily, with an average
economic rate of return estimated at 16
percent per annum. However, micro and
macro analyses seemed to yield different
results, with many successful projectshaving
no perceptible lasting effect on economy-
wide growth rates. The suspicion was that
many eval uationswereflawed by significant
data problems, subjective judgement, and
methodol ogical inadequacies. To thisshould
be added the strong possibly that self-
evaluations led to self-serving conclusions.
Therewere strong incentivesfor evaluations
to reach positive conclusions where the
income and livelihoods of donor staff and
recipientswere dependent on future funding.

Asymmetrical partnerships

Despitethelip-service giventotheprinciple
of partnership, it seemed clear that the
dominance of the donors progressively
weakened the ability of, and incentives
for, recipient countries to take greater
responsibility for their own development.
Donors have more recently been calling for
greater ownership by therecipient countries,
greater oversight, participatory approaches
and enhanced communication by improving
information flows between donors and
recipients.

4.1.4 Paris Declaration on Aid
Effectiveness

Inview of the aforementioned problemsand
the persistence of poverty, especially in
Africa, there was a growing redlization of
the need to reform aid delivery to improve
its effectiveness. In March 2005, a meeting
in Parisof devel oped and devel oping country

officials resolved to take far-reaching and
monitorable action to reform the way in
which aid is managed and delivered.l The
Paris Declaration called for developing
countriesto have national development plans
with clear strategic and budgeted priorities.
It recommended that both donorsand partner
countries should move away from stand-
alone project aid to programme aid. More
specificaly, it called for progressinfivemajor
areas. ownership, alignment, harmonization,
mutual accountability and managing for
results.

Ownership

Partner countries, meaning the recipients of
aid, agreed that they should exercise
effectiveleadership over their development
policies and strategies, and coordinate
development actions. Donors, on the other
hand, agreed to respect a partner country’s
leadership and help develop and strengthen
their capacity to manage the aid flows
effectively.

Alignment

Alignment has two crucial elements. The
firstisthat donors should align their support
around their partner country’s national
development strategy document, such as a
Poverty Reduction Strategy Paper (PRSP),
and link their funding to asingle framework
of conditions and performance indicators
derived from the PRSP. In particular, this
means untying their aid and synchronizing
their pledging and disbursement cycles
with national planning and budgeting
cycles. The second is that donors should
align themselves to their partner country’s
institutional structures, systems and pro-
cedures, by strengthening them and working
through them. The objective for Zimbabwe
would be to work towards aligning the
preferences of donors with those of the
government.

1 See <http://www.oecd.org/document/18/0,2340,en_2649_3236398_35401554_1 1_1_1,00.html>.
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Harmonization

The donors also agree that — amongst
themselves — their actions should become
more harmonized, transparent and
collectively effective. In effect, they agreed
to common arrangements for planning,
funding (joint financial arrangements),
disbursements, monitoring and evaluation,
and reporting. They also agreed to move to
increase their use of programme-based aid
and to reduce the number of separate,
duplicate missions. Harmonization also
means that donors agree to delegate
responsibilitiesto ‘lead donors’ who areseen
to have a comparative advantage or special
expertise in aparticular sector or area. This
would reducetransaction costs considerably,
because the recipient country would be able
to deal comprehensively with onelead donor
in aparticular areawho would be acting on
behalf of several others. For Zimbabwe, with
greatly weakened capacity, rapid moves
towards harmonization would significantly
lighten the burden on a post-crisis
administration.

Managing for results

This requires donors and partnersto jointly
plan and manage aid flows in such a way
that they focus on the intended objectives,
and to use information derived from
monitoring toimprovetheimpact of aid. For
donors, thismeanslinking their programming
and resource flows to specific results and
aligningthemtotheir partner’s performance
assessment framework (PAF). Donors also
agreeto harmonizetheir own monitoring and
reporting requirements with partner
countries and move towards common
formats for periodic reporting. Partner
countries, for their part, have agreed to
develop assessment and reporting systems
that reflect key objectives of their PRSP or
other medium-term development plans, and
totrand ate theseinto annual and multi-year
budgetsto facilitate multi-year pledging and
aid predictability.

Mutual accountability

This Paris principle makes both donorsand
partner countries jointly accountable for
results. Partner countries commit to
strengthening parliamentary oversight of
government actions and to reinforcing
participatory approaches by involving a
broad range of development actors in
designing and monitoring theimplementation
of national development and poverty
reduction strategies. Donors, for their part,
recognized the need to provide timely and
comprehensive information on aid flowsto
enable partner countriesto prepare compre-
hensive budget information to their
parliamentsand citizens.

4.2 APPLYING THE PARIS
PRINCIPLES TO
ZIMBABWE’S RECOVERY

4.21 Zimbabwe’s responsibilities

In terms of the Paris Declaration,
Zimbabwe's responsibilities would be to
exercise effective leadership over its
development policies and strategies, and to
coordinate development actions. More
specifically, they would haveto:

» Develop national development plans,
such asa PRSP, with clear strategic and
budgeted priorities.

» Develop jointly with donors a per-
formance assessment framework and
agree on a single set of conditions that
are derived from the PRSP.

* Translate a PRSP into a Medium-Term
Expenditure Framework (MTEF) with
annual and multi-year budgets to
facilitate aid predictability.

e Strengthen Zimbabwe's institutional
structures, systems and procedures to
facilitatetheaignment and harmonization



of donor support so that they can
synchronizetheir pledges and disburse-
ment cycleswith national planning and
budgeting cycles.

e Strengthen parliamentary oversight and
reinforce participatory approaches by
involving non-state actors — the private
sector, labour and civil society —in the
process of developing a PRSP.

Leadership in national development

In accordance with the Paris principles, the
Zimbabwe government will be required to
take ownership and the lead in its own
development agenda. The development
process should be premised on open
engagement, both internally and with donors,
inorder to build mutual trust and confidence.
Through these consultation processes, the
government would draw up a PRSP in
which multi-sectoral strategies are clearly
prioritized, sequenced and costed. Rolesand
responsibilities would be clearly attributed
and linked to an MTEF, with progress
indicators reflected in a monitoring and
evaluation system. Moreover, the govern-
ment would be committed to the reform of
publicinstitutions, particularly strengthening
public financial management, accounting
and reporting systems, and specifically
budgetary processes and oversight. It is
expected that these measureswill build donor
trust and allay their concerns around
fiduciary risk. This, in turn, will alow for
donor harmonization and assist donors to
align themselves with Zimbabwe's own
internally generated national priorities and
strategies. It will a so enable donorsto move
swiftly to direct budgetary support.

Building capacity to manage aid

The first priority will be to develop and
strengthen the Zimbabwe government’s
institutional capacity tolead the devel opment
process and manage aid flows effectively.

Experience from other countries suggests
that a special agency or a department for
development cooperation needs to be
established as a ‘ one-stop shop’ for al aid.
Thiscould either be adedicated agency that
reports to the Ministry of Finance, or a
department within the Ministry.2 The main
benefit of a parastatal agency isthat it can
immediately reduce fiduciary risk — a key
requirement for donor alignment, harmo-
nization and direct budgetary support — by
recruiting professional staff and engaging
reputable auditors. On the other hand, the
principal benefit flowing from such an
agency being housed in the Ministry of
Finance is that it would be more closely
linked into the government’s financial and
budgetary system. Either way, it needs to
belinked and supported by other government
agencies, such asthe budgeting department,
theeconomic policy and planning department,
the Reserve Bank and the Central Statistical
Office. Itskey rolesand responsibilities, on
behalf of the government of Zimbabwe,
would beto:

e Draw upanational aid policy frame-work
containing guidelinesand procedures so
as to provide a coherent framework for
government—donor interactions. If so
required, thiscould includeany new legal
frameworks.

» Engage with the international donor
community to build trust and confidence
by ensuring the highest standards of
transparency and accountability in order
to reduce fiduciary risk.

» Develop a computerized management
information system to track, trace and
account for all aid flows, and disseminate
information on aid to those who require
or request it.

e Collect information and data, in
cooperation with the Central Statistical
Office, to carry out analysis and draw

2 Examples that might be looked at include Afghanistan’s Assistance Coordination Authority which, while initially
semi-autonomous, was subsequently moved to the Ministry of Finance.
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up frameworks, strategies and plansin
consultation with local stakeholdersand
international donors.

e Contribute to the design of a PRSP in
consultation with key non-state stake-
holders and donors, which establishes
clear prioritiesfor donor support that are
linked to the MTEF and as a basis for
negotiating debt relief.

» Develop a PAF based on a monitoring
and evaluation system that eliminates
individual bilateral conditionality.

» Encourage donors to align themselves
with the government’s PRSP and its
systems and procedures, help them to
move quickly towards providing direct
budget support, and increase the pre-
dictability of aid flowsin order to enable
medium-term planning.

Thisaid management department should also
be trained to undertake debt sustainability
analysis (see below).

Development of a PRSP

Asapre-condition for foreign debt relief, a
post-crisis Zimbabwewill haveto start work
on developing a PRSP. It should be noted
that a significant level of effort will be
required, particularly in light of human
capacity constraints due to the brain drain,
and the need for national actors to rapidly
catch-up withthe state of theartinthe areas
of poverty analysis and the design of
poverty reduction programmes. I nternational

experience would indicate that the average
timeto develop afull PRSP currently stands
at an average of 20 months, and therefore
thisisan undertaking that should beinitiated
as soon as possiblein apost-crisis scenario.
Thequality and speed of thefinal document,
which will have to be approved by the
Bretton Woods I nstitutions, will depend on:

* Thequality of existing poverty data

« National planning capacity

» Thelevel of integration of government
structures (especially between line
ministriesand the Ministry of Finance)

« The current status of consultation
mechanisms between government and
non-state actors.

The development of aPRSP in consultation
with national constituencies and the
establishment of an agency or department
to manage aid should settle the question of
Zimbabwe's‘ ownership’ of itsown policies
and processes. The main elements of a
PRSP should include:

e A more fully integrated strategy that
matches socia sector plans with plans
for the productive sectors. Therewill be
aneed to balanceinvestment inthe socia
sectorswiththemoredifficult and longer
term restructuring of economies to
deliver pro-poor growth. This has been
akey lesson learned in the course of the
global experience with PRSPs, with the
so-called ‘2nd generation’ PRSPs. In
contrast to the social sector bias evident
in many ‘1st generation’ PRSPs, more
recent PRSPsgrant much more attention
to the centrality of robust growth rates
in order to sustainably reduce national
poverty levels on the basis of pro-poor
growth models. These ‘ 2nd generation’
PRSPs also highlight the role of the
private sector in growth and what can
bedonetoimproveitsperformance, with
many now also including analyses of
areas such as trade, the financial sector
and regulatory reforms.

* A sound analysis of the various trans-
mission channels between growth and
poverty reduction, aswell astheimpact
of macroeconomic policies on both
growth and poverty reduction.

e An analysis of the sources of growth,
and the need for productive investment
in other areas such asinfrastructure and
rural development.



* Addressing the tensions between fiscal
stringency requirements for macro-
economic stabilization and the need for
increased poverty-reducing social sector

spending.

Once a PRSP has been developed locally,
the staff of the World Bank and IMF will
conduct a Joint Staff Assessment (JSA) of
the PRSP as a basis for further Highly
Indebted Poor Countries (HIPC) debt relief
and future concessional assistance. JSAS
allow the Bretton Woods I nstitutions' boards
to exercise due diligence and provide
feedback to the country on how the PRSP
might beimproved.

Performance Assessment Frameworks

Zimbabwe should also establish a
joint monitoring framework, known as a
Performance Assessment Framework
(PAF), which is a multi-annual matrix of
priority targets and indicators derived from
the PRSP. The PAF would be subject to an
annual, joint review process by the Zimbabwe
government and donors. Given clear annual
and multi-year targets and indicators agai nst
which progress can be monitored, donors
should be morewilling to make commitments
for the following years in a coordinated
manner, and hence help address problems of
aid predictability. And, by undertaking to
use the PAF as the single conditionality
framework for budget support, donorswould
help reduce bilateral conditionality and
transaction costs substantially. Further
progress could be made by donorsimproving
their mutual accountability by agreeingto be
assessed under a Programme Aid Partner’s
Performance Assessment Framework
(PAPs-PAF) which normally involves an
independent assessment of donor progressin
termsof their adherenceto Paris Declaration
principles.

Moving quickly to budget support

By aligning themselves to a PRSP, donors
should find it easier to move gradually away
from stand-alone project delivery to direct

budget support modalities. The move to
budget support will enable:

e alarger share of public expenditure to
come under government oversight, i.e.,
on budget;

e greater public scrutiny through
parliament; and

e greater accountability to donors.

Direct budget support will make fungibility
moredifficult, and it will contributeto amore
transparent understanding of the impact of
additional donor resources. Therefore,
through a PRSP, it is hoped that donors will
move quickly to provide budget support
through:

»  Sector-wide approaches that support a
single-sector policy-implementation and
expenditure framework that is imple-
mented through a three-year MTEF or
a sector investment plan.

e Genera budget support to the country’s
financial management system based on
an overarching, mutually agreed national
development strategy.

Drawing on experiencefrom other countries,
Zimbabwe should consider establishing an
international budget support programmefor
its PRSP that includes:

* A mechanism for dialogue between
donors and the government.

* A disbursement schedule linked to the
country’s budget cycle.

e A common set of benchmarks for
assessing progress based on a PAF.

Disbursements might be based on a two-
tranche system:

* A base payment that is made at the
beginning of the financia year against
satisfactory performance in terms of
macroeconomic management criteria
contained in the PAF.
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e Performance payments based on
progress made in terms of key sector
indicators, and policy and institutional
reforms.

One key benefit both to Zimbabwe and
donors is likely to be reduced demand on
Zimbabwe's national capacity, which has
been eroded over the past decade, and lower
transaction costsfor both sides. Furthermore,
it islikely to bring about improvementsin
termsof theintegration of Zimbabwe sown
budgeting, accounting and planning
systems, aswell as strengthening the mutual
accountability of the Zimbabwe government
and donors. In addition, akey consideration
which will thereby be addressed isthe need
to enhance the accountability of the
Zimbabwe government to parliament and
other domestic constituencies.

Addressing donor fiduciary-risk concerns

National systemsmust be sufficiently reliable
to address donors' fiduciary risk concerns
and their need to answer to domestic
constituenciesin terms of the effectiveness
of their aid. Zimbabwe should addressthese
concerns by strengthening the country’s
public financial management systems
and procedures, and by improving the
administrative and oversight capacity of
Parliament, the Ministry of Finance, the
Comptroller and Auditor-General, and the
Tender Board.

If it is decided to form a separate agency
for managing aid flows, then afirm of auditors
acceptable to both donors and the
government should be appointed to ensure
the highest standards of transparency,
accountability and probity.

Consultationsand oversight could moreeasily
be exercised by civil society through the

formation of a review group made up of a
network of local NGOs and other
organizations with a special interest in
monitoring aid effectiveness. Thiswould not
only include oversight in terms of policies,
programmes and procedures, but ensuring
that aid is delivered to where it is needed,
when it is needed.

4.3 DEBT RELIEF AND
BUILDING NATIONAL DEBT
MANAGEMENT CAPACITY

4.3.1 The Highly Indebted Poor

Countries Initiative (HIPC)

The chapter on stabilization deals with
Zimbabwe's debt situation in 2005 — based
on an IMF Staff report (IMF, 2007) — in
some detail. Since then, however, it has not
been possible to determine Zimbabwe' s debt
situation with any accuracy, or to make
anything resembling a reliable or sensible
projection. One of thefirst tasks for a post-
crisisadministration will beto undertake an
audit of outstanding debit.

Zimbabwe would normally be eligible for
debt relief under the HIPC initiativeif it had
a debt to exports ratio of 150 percent. In
2005, based on end-2004 data, the IMF
estimated that Zimbabwe' s debt/export ratio
stood at 215 percent. In addition, the issue
of Zimbabwe's need to be reclassified asan
IDA-only country (i.e., with access to the
World Bank’ s long-term interest-free loans
and grants wing), which is a World Bank
pre-condition for accessto HIPC debt relief,
would have to be addressed. Due to poor
credit worthiness, Zimbabwe has, for a
number of years, been a ‘notional blend’
country i.e., with notional accessto both IDA
and the IBRD funds at the end of 2004.3

3 The date of end of 2004 is of importance given that in December 2006 the Boards of the IMF and World Bank
invoked the ‘sunset clause’ which had been extended a number of times since 1998. Over time the Boards had
expressed concern with ‘moral hazards' i.e., that continual extensions of the HIPC initiative may provide
perverse incentives for countries to increase their borrowings in order to avail themselves subsequently of debt
relief. As of December 2006 therefore, only countries that had already been assessed (or were assessed in the
future) to have met HIPC income and indebtedness criteria based on end-2004 data, and that met policy
performance criteria and adopted a IMF-WB supervised programme, were to be allowed into the HIPC stream.



Given its current extremely low per capita
income levels, this should alow it to be
reclassified as a Low-Income Country and
therefore also asan IDA-only country. With
the necessary political support fromthelMF/
WBI boards, a technical case could be
devel oped which would makeit eligible for
HIPC.

If Zimbabwe's eligibility were thereafter
confirmed, it would then need to take a
number of measures to reach a decision
point in order to trigger debt relief. First, it
must reach agreement to clear outstanding
arrears. Secondly, it should draw up and
pursue an adjustment and reform programme
for at least six monthsto demonstrate atrack
record of macroeconomic stability. Thirdly,
it will need to develop an interim PRSP that
not only outlines the nature and scope of
poverty, but demonstratesacommitment and
strategy to tackle poverty. And, fourthly, it
would need to prepare atimeline and process
for preparing afull PRSP, athree-year policy
matrix, and a macroeconomic framework.
Thiswould include a strategy to use freed-
up fundsfor national poverty reduction and
sustainable pro-poor growth in the context
of the PRSP,

After the IMF and World Bank have taken
a decision to grant debt relief, all other
creditors, such asthe Paris Club, the African
Development Bank and others, would
commit themselves to providing sufficient
assistance by a designated completion
point.

4.3.2 Concessional funding
assistance

Zimbabwe must then maintain macro-
economic stability with the assistance of
the IMF Poverty Reduction and Growth
Facility and carry out structural and social
reforms. When this happens, full debt relief
isthen granted. The time between decision
point and completion point can take from
several months to several years.

4.3.3 Debt Sustainability Analysis

Zimbabwe should carry out a debt
sustainability analysis(DSA). Thisanalysis
triesto arrive at a level of debt that would
enable Zimbabweto serviceits debt through
export earnings, aid and capita inflows. This
would requireworking with criteriaused by
the Bretton Woods I nstitutions and would
need to integrate various risk scenarios.
Normally three-year averages are used to
even out volatility in export earnings and
revenues. However, in Zimbabwe's case,
other predictors may need to be used.

4.3.4 The dangers of ‘slippage’

As Zimbabwe moves into debt relief
processes, it must take congnisance of the
fact that debt relief, in and of itself, isnot a
panacea. Further measureswill berequired.
These should include export diversification
so as to strengthen the capacity of the
economy to cope with external shocks such
as sharp deteriorationsinitsexternal terms
of trade or fluctuations in the exchange
rate. The dangers of this are very real. In
11 of 13 ‘post completion point’ countries
for which data were available in 2005,
external debt sustainability had deteriorated.
Since completion point, eight of these
countries were once again above HIPC
thresholds.

Itisworthwhilerecalling that, in addition to
external shocksand thelack of adiversified
export base — which lay behind the build-
up of unsustainable debt during the 1980s
and 1990sfor many devel oping countries—
poor debt management was also a major
contributing factor. Zimbabwe is no
exception. The dangers of dlippage, i.e., a
return to unsustainable debt levels after
both rescheduling and debt stock reduction
have been granted, should be countered by
rapid progress in terms of strengthening
debt management capacity. Thelatter iskey
to ensuring more prudent future borrowing
and, in particular, that strong controls are
exercised over who, including parastatal's,
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isentitled to borrow and what kinds of debts
they contract. Enhanced information
disclosure and public oversight will be
essential components of this process of
strengthening the country’s debt manage-
ment capacity.

4.4 AID FLOW MANAGEMENT

4.4.1 Aid flows and
macroeconomic management

The substantial increase in aid flows
anticipated in the post-crisis period will
require careful management to maximize
their beneficial impact on the economy.
Normally itisargued that ahyperinflationary
environment coupled with negligibleforeign
reserves necessitates a gradual scaling up
of aid-financed spending. But Zimbabwe's
caseisatypical. Substantial aid inflowswill
be needed to finance the budget and provide
the foreign exchange required to loosen the
binding constraint on economic performance
— foreign currency.

The spending of aid and its absorption are
not one and the same. Typically, donorsmake
aid payments to a country’s central bank.
These are then used by the government to
increase domestic spending, whilethe central
bank sells the aid dollars in the foreign-
exchange market to finance imports.
Experience shows that in countries where
there is a sudden increase in aid, spending
often exceeds absorption. Supply-side
bottlenecks may account for this, or the
government may spend the fundsfaster than
the central bank sellsthe dollarsto increase
import supply. Whatever the reason, there
isanet injection of spending power into the
economy that increases import demand,
exerts downward pressure on the currency
and upward pressureoninflation. Itiscrucia
that this scenario be avoided during the
immediate post-crisis stabilization period.

Inthe short-term, aid will affect the economy
in three mains ways:

Imports

Foreign currency disbursed by donors will
be used to finance essential imports. In
Zimbabwe's casethiswill includefood, fue,
electricity, medical supplies, inputs and
capital equipment required by the productive
sectors. The net effect is an increase in
imports, funded either by aid transfers on
the current account of the balance of
payments or by aid inflows on the capital
account.

Government expenditure

Aid provided in the form of budget support
to the Ministry of Finance increases
government expenditure and the budget
deficit, thus raising the level of aggregate
expenditure in the economy. Imports will
increase as a result of this government
spending (though, to the extent that these
are funded from aid grants in foreign
currency, there should be no adverse
effects). But any increase in domestic
aggregate demand not satisfied by increased
domestic supply will add to inflationary
pressure by creating excess demand for
goods, services and skills. Because supply
in Zimbabwewill continueto be constrained
by the scarcity of foreign exchangeand skills
aswell asinfrastructural bottlenecks, there
isarisk that increased aid disbursementswill
undermine the stabilization strategy aimed
at reducing inflation dramatically over an 18-
month to 2-year period.

However, provided aid inflows are used not
to increase public spending, but rather to
replace some of the quasi-fiscal expenditure
of the central bank — currently financed
through credit creation —the net impact will
be to reduce deficit spending and slow
money-supply expansion, thereby mitigating
inflationary pressuresin theeconomy. Inany
event, government expenditure must
contract dramatically relative to GDP, both
through the budget and the quasi-fiscal
operations, to create spacefor private sector
recovery. If the government can maintain
control onitsexpenditure, aidisunlikely to
pose athreat to macroeconomic stability.



An element of foreign aid will have to be
used to retire domestic debt, thereby
strengthening the financial system and
institutional investors, who are the holders
of such debt, mostly in the form of treasury
bills. This will enable banks to resume
intermediation — lending to customers —
rather than being forced to hold government
paper. This in turn will contribute to the
recovery of the private sector.

Exchange rates

It is conceivable that aid inflows will give
rise to exchange rate appreciation, thereby
making Zimbabwe exportsuncompetitive, the
so-called Dutch Disease? In Zimbabwe's
casethisisunlikely because of balance-of-
paymentsfundamental's, and because the gap
between Zimbabwe's expected inflation rate
and that of its trading partnersis likely to
mean ongoing currency depreciation over the
short term.

Much of the policy advice on scaling-up aid
flows to low-income countries is based on
economies with undeveloped credit and
capital markets. This is not the case in
Zimbabwe, where there are strong,
diversified, financial and capital markets,
and where the absorptive capacity remains
greater than in most other low-income
countriesinAfrica. Accordingly, Zimbabwe
is better placed than many, perhaps most,
sub-Saharan African economies to use
foreign aid efficiently.

4.4.2 Timing the surge

Intransitional situations, it isoften the case
that big surges in aid take place at the
beginning of apost-crisissituation—that is,
they are ‘front-loaded’. It is arguable that
the effectiveness of such largeflowsisoften
compromised by weak national systems, be
these public financial management systems,
the dearth of reliable data with which to
improve targeting, or the lack of sound
national/sectoral policy frameworks. A post-

4 See chapter 3 on stabilization.

crisis Zimbabwe should seek to negotiate the
timing of such a surge with donorsin order
to allow it time to ensure maximum
absorptive capacity so that the longer term
utility of such aid flowsismaximized.

4.4.3 Managing the transition from
reliance on aid to sustainable
economic growth

Translating depleting resources into
sustainable pro-poor economic growth

In the pursuit of rapid economic growth,
developing countries often destroy their
natural wealth base — for example, by
mining. Because minerals are gradually
depleted, apart of theincomethey generate,
i.e., the royalties, should be saved and
reinvested to build a sustainable and
diversified economy. The problem is that
countrieswithrelatively high mineral wealth,
such as Zimbabwe, often have alarge poor
population. Theinclination, therefore, isfor
such governments to spend all royalty
income from a depleting resource on
consumption rather than saving and investing
it for sustainable future growth. The wiser
option, which has beenfollowed by countries
such as Botswana, Malaysia and Norway,
isto usetheir royaltiesasanimportant source
of development finance for investment in
infrastructure, schools, hospitals or pro-
grammes of economic diversification.

A wealth fund

To make the best use of its resources,
Zimbabwe should adopt a portfolio-manage-
ment strategy that isdesigned to ensure that
itsexhaustible mineral assetsare channelled
into production and profitable investments.
Thisrequiresthat:

» Estimates be made of the annual rate of
resource depletion due to mining and
other activities (see chapter 8 on manu-
facturing, mining and tourism).

Chapter 4 — Aid Flows and Management Systems

THE INCLINATION,
THEREFORE, IS
FOR SUCH
GOVERNMENTS
TO SPEND ALL
ROYALTY

INCOME FROM

A DEPLETING
RESOURCE ON
CONSUMPTION
RATHER THAN
SAVING AND
INVESTING IT FOR
SUSTAINABLE
FUTURE GROWTH

57



Comprehensive Economic Recovery in Zimbabwe

IT IS CLEAR THAT
EXTERNAL
ASSISTANCE WILL
BE REQUIRED IN
ORDER FOR THE
COUNTRY TO
RECOVER ON ALL
THESE FRONTS
WITHIN A
REASONABLE TIME-
FRAME. YET AT THE
SAME TIME IT
WOULD BE
ESSENTIAL FOR
ZIMBABWE TO
AVOID BECOMING
ANOTHER HIGHLY
AID-DEPENDENT
ECONOMY

58

* Revenues collected by government be
deposited into a specific fund to com-
pensate for depletion.

* These revenues from the fund are
earmarked for reinvestment in
productive assets and intangible capital,
both within the mining sector and
beyond.

The creation of such a fund needs to be
‘ring-fenced’ through appropriate safeguards,
possibly legislation, against an incumbent
government appropriating these funds for
other purposes. Such a fund is also more
likely to reduce the risks of Dutch Disease:
an over-valuation of the currency and its
distorting effects on the economy. Aboveall,
atransparent ‘wealth-fund’ strategy requires
the state to take explicit cognizance of
resource-depletion issues, thus making
government revenue mobilization and
spending patterns much more rational and
strategic.

4.5 CONCLUSIONS

Given the extent of regression that hastaken
place over the last decade — exemplified by
a collapsed economy, severely degraded
infrastructure, aheavy internal and external
debt burden and a precipitous decline in the
country’s human devel opment indicators —
it is clear that external assistance will be
required in order for the country to recover
on all these frontswithin areasonabletime-
frame. Yet at the same time it would be
essential for Zimbabwe to avoid becoming
another highly aid-dependent economy.
Inflows of aid must be managed in such a
way as to ensure that there is in-built
obsolescence of such flows, and that at the
end of a period of intense international
assistance, Zimbabwe is able to become a
regenerated and international competitive
economy, with a sound human and fixed
capital base, and thus able to move ahead
on the basis of its internally generated
wealth.



Chapter 5

Recovery of the Financial Sector

There is now an overwhelming body of
empirical evidence that financial-sector
development matters for economic growth,
and that the financial sector plays acritical
role in the mobilization of savings in the
economy, and in providing resourcesrequired
for investment (World Bank 2007,
McKinnon, 1973 and Shaw, 1973). The
servicesof thefinancial sector in reallocating
capital to the most efficient user and
redistributing risk are a crucial catalyst for
economic growth and hence development.
Healthy and competitive financial markets
are therefore an effective tool in spreading
opportunity and fighting poverty.

The ‘Blue Book’ of the UNDESA and
UNCDF (2006) observes however, that in
most developing economies financial
services are available only to a minority of
the population. For instance, about 60 percent
of the population in Southern Africahave no
accesstofinancial services. Financial-sector
development strategies havelargely focused
on grengthening overal financia stability and
increasing the availability of services to
major economic actors — large firms, the
government and wealthy households —
leaving out the small-scale sector that
constitutesthe majority of economic actors.
The Blue Book therefore recommends an
inclusive financial-sector development
strategy that makes financial services
accessible to the low-income groups and
small enterprises.

Itisagainst thisbackground that this chapter
evaluates the requirements for recovery of
thefinancial sector of Zimbabwe. Firstly, it
traces the performance of the sector over
three periods— the pre-reform period of the
1980s, the reform period of the 1990s, and
thereform-reversal period of the 2000s. One
constant feature throughout the post-
independence period is that the financial
sector lacked inclusiveness and hencefailed

to cater adequately for the needs of the poor
and the marginalized small-scale sector.
Secondly, the chapter provides asituational
analysisof the current status of thefinancia
sector, highlighting constraints and
challenges. In particular, the role of the
Reserve Bank of Zimbabwe (RBZ) in
fuelling hyperinflation through quasi-fiscal
activitiesfunded by printing money isgiven
prominence. Furthermore, it isobserved that
from 2002 onwards price distortions
emanating from government controls
became so severe that in many instances
analyses of official statistical data produce
perverse outcomes. More specifically,
official inflation and GDP are found to be
underestimated as a result of highly
questionable data sets. Finally, the chapter
proposes sustainabl e and inclusive recovery
policies and pathways for the sector.

5.1 OVERVIEW OF THE
FINANCIAL SECTOR

5.1.1 Development after

independence

At independence in 1980, Zimbabwe had a
much more sophisticated sector than any
African country other than South Africa.
Throughout the 1980s (as before
independence) the financial sector was
tightly controlled and highly oligopolistic,
with multinational banks (BarclaysBank and
Standard Chartered Bank) dominating the
sector; market entry was restricted and
competition limited. Operations were
distorted by ceilingsimposed on lending and
deposit rates, portfolio restrictions,
government-directed lending programmes,
selective credit policies and exchange
controls. Insurance and pension funds were
essentially captive government-debt markets
through the prescription of assetsthey could

HEALTHY AND
COMPETITIVE
FINANCIAL
MARKETS ARE
THEREFORE AN
EFFECTIVE TOOL
IN SPREADING
OPPORTUNITY AND
FIGHTING
POVERTY

59



Comprehensive Economic Recovery in Zimbabwe

60

hold. Small firmsand low-incomegroupshad
virtually no access to credit. Those with
small savings in the rural areas could only
invest with the Post Office Savings Bank
(POSB), which used thefundsfor on-lending
to government. There was no lending
window for these savers.

During the IMF-sponsored Economic
Structural Adjustment Programme (ESAP)
of the 1990s, financial reformswereinitiated
with aview to the removal of controls and
widening the scope of services. Initialy, the
reforms led to the growth of the financial
sector at an average rate of three percent
per annum when other sectors of the
economy were contracting. While foreign
banks still dominated the market, new
entrants—new commercial banks, merchant
banks, finance houses, unit trusts, leasing
firms, exchange bureaux, venture capital
companies, formal and informal micro-
finance institutions — emerged that created
competition. However, the reforms did not
address the structural causes that deterred
financial inclusiveness. Theformal banking
sector continued to serve primeclients, asit
had done for more than a century, leaving
the small-scale sector unbanked!. For
instance, the majority of new entrants
preferred to go into merchant and discount
banking rather than into commercial banking
in order to engage in trading risk-free
government securities.

Notwithstanding their failure to achieve
financial inclusiveness, empirical evidence
has shown that financia sector reformscould
not have worked because the macro-
economic environment was not stable (Boyd
et al., 2001). With inflation rates in
Zimbabwe averaging 32 percent per year

during the reform period of the 1990s —
doublethecritical threshold of 15 percent,2
inflation had already started to adversely
affect the productive sector. Therefore, itis
hardly surprising that neither existing banks
nor new bankswerein aposition to service
the untried small-scal e sector, but competed
for government business and established
corporate customers. Hence, not much
financial deepening? took place. Neverthe-
less, government interpreted this market
failure as reflecting reluctance by banks to
service the small-scale sector. Instead of
providing an enabling environment, the
government’s response was to increase the
resources for subsidized schemes such as
the Small Enterprise Development
Corporation and the Capital Guarantee
Corporation, initiativesthat conflicted with
the market orientation of thereforms. These
schemes were not sustainable and by end
of the 1990s were struggling to obtain
financial resources.

It is noteworthy that the Zimbabwean
financial sector was subjected to extended
periods of financia repression?, with the
exception of the reform period that lasted
less than a decade. Empirical evidence
shows that long periods of financial
repression results in structural changes to
economic activities (McKinnon, 1973). In
Zimbabwe, the sectorsthat could not obtain
finance from commercial banks became
increasingly reliant on government inter-
vention, producing adependency syndrome
that is evident to thisday. This could partly
explain why the country is trapped in a
viciouscircleof controls, reformsfor ashort
period, and a return to controls with
pervasive government intervention.

1 The term ‘unbanked’ means having no access to financial services, especially to the credit facilities of commercial

banks.

2 This is the inflation-rate threshold beyond which inflation starts to undermine the development of the financial

sector (Boyd et al., 2001).

3 The term denotes increased usage of financial services.
The term describes a state of the financial sector characterized by controls on interest rates, market entry,

competition, reserve requirements and lending to favoured sectors.



5.1.2 An overview of the current
status of the sector

Presently, thefinancial sector comprisesthe
Reserve Bank of Zimbabwe (RBZ) at the
apex, discount houses, commercial banks,
merchant banks, finance houses, building
societies, the People’s Own Savings Bank
(POSB), insurance companies, pension
funds, venture capital companies, asset
management companies, developmental
financial institutions, the Zimbabwe Stock
Exchange, microfinance institutions and
money transfer agencies (that intermediate
remittances). The banking sub-sector
currently comprises fifteen commercial
banks, of which three have some degree
of state ownership and the athersarewholly
privately owned, six merchant banks, three
discount houses and four building societies.
Four of the private commercial banks —
South African-owned Stanbic Bank Limited
and the Merchant Bank of Central Africa
(MBCA), and British-owned Standard
Chartered Bank and Barclays Bank — are
multinational banks with a majority of
foreign ownership. Collectively, these
multinational banks command 55 percent of
the commercial bank market share. These
banks however, face the prospect of losing
their majority foreign ownership asaresult
of the new Indigenization and Economic
Empowerment Act (No. 14 of 2007) that
requires them to indigenize 51 percent of
their shareholding.

Thethree local banks that have a degree of
state ownership (CBZ Bank, ZB Bank and
ZABG)® have been gaining market share
through preferentia treatment from the state,
indicating anunfair playing field. Whilemost
institutions have the majority of their
branches in major towns, thereisarelative
spread of branchesthroughout the provinces
of the country, with the POSB and Central
Africa Building Society (CABS) having
networks that extend to rural and remote

areas. Lack of infrastructure such asreliable
energy supplies, telecommunications and
road network has however, hindered rural
penetration.

Theinsurance sub-sector comprisesninelife
insurance firms, twenty-six general
insurance firmsand six re-insurers. Pension
fundsand insurance companiesare required
to invest at least 40 percent of their total
asset portfolioin risk-free government paper
such as treasury bills or bonds. Since
government paper earns negative real rates
of return due to hyperinflation and controls
on yields, pension and insurance payouts
have become very low and are unable to
sustain thelivelihoods of their beneficiaries.
The only profitable avenue for them is
investing on the stock exchange where asset
values, in addition to moving in tandem with
inflation, are exempt from capital gainstax
of 5 percent. However, whatever gains are
made from investments on the stock market
are wiped out by highly negative returns
earned from government securities.

In summary, the pension and insurance sub-
sector is characterized by the following
problems:

* High prescribed asset ratios in favour
of government that earn highly negative
returnsand limit their investment.

* Many people are being retrenched and
seeking payment of their pensions, asa
result of the unstable macroeconomic
environment.

» Both pension and insurance payoutsare
on the increase as a result of the HIV
and AIDS pandemic.

» Payouts are on the increase, while the
investment baseis declining, sothe sale
of assetsto meet payoutsisnot matched
by new inflows of savings.

5 CBZ Bank was formerly known as the Commercial Bank of Zimbabwe, ZB Bank as Zimbank, and the ZABG is

an acronym for Zimbabwe Allied Banking Group.
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e Excessiveregulation that from 1 August
1993 (but not yet aggressively enforced
by government) set local shareholding
at 51 percent.

Under normal conditions, thefinancia sector
should be able to offer a wide spectrum of
financial servicesthat range from mortgage
finance, leasing, hire purchase, international
trade finance, retail banking, investment
banking, corporatefinance, microenterprise
credit, short-term and long-term capital and
securities. However, themajority of available
finance is short term to medium term,
ranging from one to five years. The stock
market, insurance companies and pensions,
provide medium- to long-term capital inthe
form of company shares, debentures,
government stock, local government and
quasi government bonds. In line with the
continued decline of theformal sector since
2000, the microfinance sector that servesthe
small-scale sector and theinformal economy
has experienced phenomenal growth. The
expansion of this sector, while a symptom
of the malai se afflicting theformal sector, is
however a welcome development because
it provides financial services to the
traditionally ‘unbankable’ poor and hence
play arolein poverty reduction.

5.2 OVERVIEW OF PAST
PERFORMANCE

Fromthe 1980sto thelate 1990s Zimbabwe's
financial sector appeared quite sound, even
though it wasnot inclusiveinthe sensethat it
largely served primeclients, ignoring small and
untried clients. In responseto the collapse of
amerchant bank in 1998, the Reserve Bank
responded by increasing the capital -adequacy
requirement for the country’s banks to 13
percent, a figure in excess of the inter-
nationally accepted minimum of 8 percent.

However, weaknessesin the banking sector
involving newly established local bankswere

encountered during the last quarter of 2003.
The International Monetary Fund (IMF,
2005) cited these weaknesses as poor
standards of corporate governance;
inadequate risk management, and the use of
depositors' funds for speculative invest-
ments; pervasive self-dealing, including
unreported insider transactions; the use of
subsidiariesand affiliatesto evade prudential
limits; the use of RBZ liquidity advancesto
support group companies; and deliberate
misreporting to the RBZ to conceal 10sses
and overstate capital. The IMF mission also
noted inadequate supervision by the RBZ,
arising both from adeficiency inthe number
of supervisory staff and the level of skills.

The IMF, (2007) further observed that,
although the banking sector was reporting
profits in nominal terms, profitability had
declined in real terms and the sector faced
liquidity risks. Bank balance sheets were
shrinking in real terms owing to losses on an
inflation-adjusted basis, arising largely from
highly negative real returns on government
securitiesand high levelsof statutory reserves.

Factorsthat have since exacerbated liquidity
risks include frequent ad hoc changes in
interest rates, the lengthening of maturity of
Treasury Billsat highly negativereal interest
rates, and the requirement that end-of-day
excess bank liquidity be converted to long-
term billsat highly negativereal interest rates.
The banking system has however, limited
exposure to systemic risk because it is
dominated by multinational banks. However,
this stabilizing domination is now under
threat from the Indigenization and Economic
Empowerment Act. Foreign-exchange risk
in the sector is subdued because of limited
foreign-currency-denominated business.

On ascale of 0to 10, ranging from poor to
excellent, of the World Bank’s Doing
Business Report, Zimbabweisgiven ascore
of 6.0 in its index of Legal Rights of
Borrowers and Lenders for 2006.5 While

6 World Bank, Doing Business; Getting Credit Category: Methodology & Surveys <http://www.doingbusiness.org/

M ethodol ogy Surveys/GettingCredit.aspx>



this score is higher than the median of 4.0
for low-income sub-Saharan African
countries, itislower thanthat of Zimbabwe's
neighbour, Zambia, with a score of 7.0. Of
particular concern, and indicative of lack of
credit assessment infrastructure, is the fact
that in terms of the rules that affect the
scope, accessibility and quality of credit
information available through either public
or private registries, the World Bank gives
Zimbabwe the lowest score of 0.0 on its
index of Credit Information depth.’

5.2.1 The monetary policy of the

Reserve Bank

Among the functions of the Reserve Bank
of Zimbabwe (RBZ) istheresponsibility for
the formulation and implementation of
monetary policy in its pursuit of price
stability.8 The RBZ does not, however, have
operational independencein carrying out this
responsibility, asit is required by statute to
consult the Ministry of Finance. The process
of achieving this objective of price stability
entail stheidentification of amonetary policy
transmission process (through which its
actions are transmitted efficiently) towards
targeted goals.

Essentialy, the evolution of Zimbabwe's
monetary policy framework may be broken
downinto four periods:

» the contral regime of the 1980s, when
monetary policy wasinactive;

» theshiftinmonetary policy strategy from
controls towards monetary targeting of
the early 1990s, whereby the operational
target was net domestic assets’ as a
movement towards active monetary

policy;

e the shift in monetary policy strategy
towards reserve-moneyl© targeting in
the mid-1990s; and

» the current monetary policy regime,
beginning in December 2003 and
detailed below, that accelerated the
reversal of earlier financial reforms.

5.2.2 The current monetary policy
regime (from 2003)

The reversal of earlier financial reforms
could beregarded as having started in 2001,
when the government manipul ated Treasury
Billstoreduceinterest ratesin an endeavour
to bring down arising fiscal deficit. The 90-
day Treasury Bill rate that was at around 48
percent in early January 2001 droppedto 10
percent by the end of April 2001 when
annual inflation was running at 70 percent,
plunging real interest rates into negative
territory. The monetary system of indirect
monetary control that had been adopted in
1998 was abandoned. Since then monetary
policy actively promoted fiscal expansion.
The situation became severe when the new
central bank governor, who took office in
December 2003, fundamentally changed the
functions of the RBZ. Increasingly, the
Reserve Bank usurped the fiscal operations
of the Ministry of Finance. In addition, it
assumed some of the functions of
commercia banksinthat it engagedin direct
lending to the private sector in a very
significant manner.!1 The central bank
exhibited ‘mission creep’ as it began to
undertake private sector and public sector
functions outside its domain that included,
among others, agricultural activities,
manufacturing and retail activities (e.g.,
operating people's shops). As a result the

7 <http://www.doingbusiness.org/Documents/CountryProfiles/ZWE.pdf>.

8 In terms of the Reserve Bank Act [Chapter 22:15].

9 This involved regulating central bank lending to government with a view to achieving price stability (controlling
inflation), but the central bank could not control inflation because it could not control government borrowing.
10 Reserve money comprises currency issued by the central bank and bank reserves held by the central bank. Under
reserve money targeting, the central bank fixes the level of reserve money consistent with the targeted level of

money supply.

11 Reserve Bank data show that the share of RBZ lending to the private sector increased from 0.6 percent in 2004

to 43 percent by the end of 2007.
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RBZ has acquired a conglomerate structure
and hence failed to focus on its core
business. The Reserve Bank Act [Chapter
22:15] does not accord the RBZ the
independence to carry out monetary policy
and neither does it give it monetary policy
goals. Thishasresulted inthe RBZ operating
on directives from the executive arm of
government instead of adhering to abinding
legal mandate.

Since 2004 the RBZ has engaged in quasi-
fiscal activities that are funded by printing
of money. Basically, these activitiesinvolve
providing credit at derisory nominal interest
rates to favoured sectors whose prospects
of repaying are so low that these credits
should more properly beviewed assubsidies.
Huge losses are being incurred by the RBZ
in connection with these quasi-fiscal
activities. The main sources of these |osses
include subsidies,’? realized exchange
losses, interest cost on RBZ securities, and
unrealized losses on foreign-exchange
holdings. The RBZ recordstheselossesusing
an accounting method that is not
recommended by the IMF. Typically, it
excludes realized and unrealized exchange
losses and realized valuation lossesfrom its
profit-and-loss accounts but recordsthemin
aseparate asset account, thereby overstating
its net annual profits and capital.

Furthermore, despite operating in a hyper-
inflationary environment, the RBZ does not
employ inflation-accounting but uses
hi storical-cost accounting, thereby misstating
the true economic position. In fact, the
financia statements of the RBZ might not
reflect afair and true picture of the state of
affairs; indeed, they have even been qudified
by their auditors in recent years. The IMF
(2007) reported discrepancies between the
budget financing requirements and financing
data from banking and other sources. The
latest published datain the IMF's Govern-
ment Finance Statistics Yearbook are for
1997, and no recent data have been provided

for publication initsInternational Financial
Satistics. These shortcomings suggest some
weakening of technical capacity within the
central bank.

The quasi-fiscal activities have com-
promised control of the monetary targets.
The RBZ has lost control of monetary
management and is caught in a vicious
circle. First, it engages in quasi-fiscal
financing. Then, it endeavours to mitigate
the effect of this financing through
sterilization using RBZ bills. The sterilization
of monetary expansion has, inturn, resulted
in increased losses, as nominal interest
paymentson RBZ billsincreaserapidly with
rising inflation. In addition, rising interest
payments have increased the financing
reguirement of central government, thereby
creating further monetary expansion.
Ultimately, the effectiveness of sterilization
using RBZ billsisweakened. Since quasi-
fiscal activities are not being consolidated
in the national fiscal budget, the budget
deficit as a percentage of GDP has been
understated. Figure 5.1 shows the trend of
adeclining budget deficit asaresult of the
exclusion of the quasi-fiscal activities.
Coorey et al., (2007) have re-estimated the
financing requirement after adjusting for
quasi-fiscal activities to show the true
position, whichisillustratedin Table5.1.

Notably, there is a widening gap between
the primary balance and the financing
requirement, indicating the magnitude of
guasi-fiscal activities and possibly hidden
expenditures under contingencies.

Munoz (2006) has illustrated that the
escalation of inflation since 2004 wasfuelled
by rapid reserve-money growth emanating
fromtheRBZ’squasi-fiscal activities. Table
5.2 shows contributionsof individua balance-
sheet items to changes in reserve money.
Quasi-fiscal losses, indicated as* other items
net’, are evidently major contributors.

12 These involve free foreign exchange to public enterprises, price supports to exporters to partially compensate
them for an overvalued exchange rate, and subsidized credit to troubled banks, farmers and public enterprises.
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Figure 5.1: Trend of central government budget deficit (excluding quasi-fiscals)
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Table 5.1: Adjusted fiscal position
2004 2005 2006% 2007
passive scenario®
Percentage of GDP
Central government
Revenue 33.8 43.7 51.3 40.1
Expenditure 41.5 49.6 58.6 66.6
Of which: Wage bill 15.3 18.1 17.1 16.1
Overall balance -4.7 -3.1 -5.4 -25.6
Primary balance -1.7 3.7 2.3 -13.9
Adjusted fiscal position
Primary balance -26.9 -17.2 —24.7 -40.2
Financing requirement -29.9 -64.3 -80.3 -88.0
2 Estimate. b Conservative estimate
Source: Coorey et al., (2007)
Table 5.2: Contributions to changes in reserve money*
2003 2004 2005 2006
Reserve money 10.6 6.7 13.8 20.2
Net foreign assets -4.1 -7.1 -43.2 -1.4
Claims on banks 4.2 2.3 0.6 1.8
Net claims on government 4.3 -0.1 -3.3 -0.2
RBZ securities 0.0 -215 -32.2 -32.4
Other items net 6.2 33.1 91.9 52.4
Of which:
Subsidies 4.0 13.9 20.3 15.4
Realized exchange losses 1.2 114 0.6 7.7
Interest cost of RBZ bills 0.0 5.1 40.4 41.0

* Change since end of previous year, as a percent of annual GDP

Source: Munoz (2006)
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Figure 5.2: Trend of reserve money over years
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Analysis of thetrend of reserve money asa
percentage of GDP since 1980 showsasharp
increase since 2004 (Figure 5.2) meaning that
the monetary policy of targeting reserve
money had been abandoned in favour of
printing money.

Predictably, the printing of money by the
RBZ hasled to hyperinflation, withinflation
rising from an annual average of 386
percent 2003 to over 11.2 million percent
by mid-2008. Accordingly, the domestic
currency has been rendered worthless and
have been redenominated twice in a space
of two years. First, in order to make ever-
rising denominations manageable for the
public and business, three zeroes were
removed in August 2006 when annual
inflation averaged 1,017 percent. Second,
ten zeroeswereremoved on 1 August 2008
when annual inflation was officially
estimated at over 11.2 million percent. In
an unprecedented move, the RBZ re-intro-
duced old coins (which literally had become
souvenirs) that had been demonitized in
2002 (incidentally when average annual
inflation was 135 percent) as legal tender
at their face value. The implication of this
unpreceded move was that the RBZ
completely lost track of its monetary base
because it could no longer track notes and
coins in circulation. Without an accurate

grasp of notesand coinsin circulation when
the printing pressisin overdrive meant that
fighting inflation became a wild goose
chase.

Rising inflation has seen the value of the
domestic currency against other currencies
continuously declining. Since the currency
crash on 14 November 1997, the exchange
rate has been overvalued and a managed
fixed peg characterized by multiple exchange
rates. In addition to adversely affecting
export competitiveness, the overvalued fixed
exchangerateresultedinaninformal parallel
foreign-exchange market where agents buy
and sdll foreign currency at arm’ slength rates
that approximate market rates. Theforeign-
exchange market waspartialy liberalized on
5 May 2008 for private agents while the
government continued to access foreign
exchange at a tiny fraction of its market
value.

The informal parallel foreign-exchange
market was further aided by RBZ controls
on foreign currency deposit accountswhich
had thrived since the mid-1990s. The result
wasthat people held foreign currency outside
the domestic banking system. Migrant
remittances were also intermediated on the
informal market and therewere noincentives
to deposit them with banks.



5.2.3 The banking sector

The performance of the banking sector is
analysed over three periods: (1) 1980-1990,
when it was under explicit financial
repression; (2) 1991-1999, when some
financial reforms were initiated; and (3)
2000-2007, when there was a reversal of
reforms and a return to controls. The
performance of the country’s agricultural
financing mechanismsisalso coveredinthe
next section.

Anaysisusing thebasicindicator of financial
deepening, i.e., theratio of money supply!3
(M3) to GDP, yields a dichotomous resullt.
First, as expected and illustrated in Figure
5.3, financial deepening has a downward
slope during the 1980s when there was
financial repression. During the reform
period theratiofirst stagnated at lower levels
thanin the pre-reform period, indicating the
limited impact that reforms had on financial
deepening. Thereafter the ratio started to
decline in the last years of the 1990s.

Theratio showsadifferent trend after 2000.
The financial-deepening ratio shows an

upward trend such that by 2003 it had
reached its level at independence in 1980.
Incidentally, this is the period when many
new domestic banks entered the sector, and
these included Time Bank, Kingdom Bank,
Metropolitan Bank, Century Bank, Barbican
Bank, Trust Bank, Royal Bank, as well as
numerous asset-management companies.
However, after 2003 the ratio of money
supply to GDP declined sharply, from 70
percent to 40 percent by the end of 2004.
This was to be expected, given the
contemporaneous shake-up in the sector
which resulted in the collapse of many of
the new entrants.

A puzzling trend began to emerge after 2004.
Thefinancial-deepening ratio took an upward
trend in defiance of fundamentals. Theratio
no longer reflected healthy financial
devel opment but rather the printing of money
and possible underestimation of pricesinthe
measurement of GDP and theinformalization
of the economy. USAID, which has
computed the ratio as an average of broad
money supply to GDP over thewholeperiod
(rather than normally as at end of period),
produced similar results (USAID, 2007).

Figure 5.3: Financial-deepening ratio (money supply as a percentage of GDP)
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13 Money supply measures are as follows:

M1 includes currency held by the public, plus travellers' cheques, demand deposits and other checkable deposits.
M2 includes M1 plus time deposits other than large certificates of deposit.
M3 includes M2 plus al large time deposits, institutional money-market funds, short-term repurchase agreements,

and other deposits at institutions that are not banks.
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Theupward trend in the financial -degpening
ratio after 2004 coincided with the explosion
of quasi-fiscal operations. The share of non-
earning assets emanating from quasi-fiscal
activities rose from 22 percent in 2003 to
46.5 percent in 2004, 70.3 percent in 2005
and 83.3 percent by October 2006 (IMF,
2007). It was during this period that private
sector lending by banksdeclined, falling from
over 80 percent in 2002 to 34 percent in 2006.
It is noteworthy that the average for sub-
Saharan Africa is 76 percent, while the
averagein conflict economiesis44 percent,
meaning that Zimbabweis performing worse
than countriesin conflict. At the sametime,
government spending as a percentage of
GDP rose from 25 percent in 2003 to 65
percent in 2006 against the rise in the
financial deepening ratio from 40 percent to
90 percent. Figure 5.4 shows a trend that
indicates that government expenditure is
actually driving the perceived financial
deepening. In fact, what is happening is not
financial deepening but money creation by
the central bank, whichisfunding fiscal and
quasi-fiscal activitiesthrough the printing of
money.

USAID (2007) estimated that the real
interest rate on bank loans averaged —27.7
percent in the five years to 2005. Thisisin
contrast to an average of 10.7 percent for

| ow-income sub-Saharan African countries,
5.6 percent for South Africaand 7.7 percent
for Zambia. The critical role that interest
rates play as a price mechanism for
screening out inefficient or unproductive
investmentsis completely negated by these
high negative real interest rates. Borrowers
arein morefavourable positionsthan savers
because they repay banks less than the
amount borrowed after adjusting for inflation.
Thereis an increasing incentive to borrow
asinflation accelerates.

A broader picture is obtained when the
currency (notes and coins) in circulationin
the whole economy isanalysed asaratio of
GDP, asillustrated in Figure 5.5.

In line with countries with developed
financial systems, the ratio of the currency
in circulation to GDP had remained below 5
percent until 2002, when it started to rise
exponentially, reaching 20 percent by 2006.
In South Africa the ratio is well below 5
percent, an indication of a well-developed
financial sector and a trend towards a
cashless economy, where ‘ plastic money’ is
more widely used than cash (Akinboade and
Makina, 2006). Thus Zimbabwe is retro-
gressing to a position similar to countries
(usudly failed states) with very weak financia
sectors that operate largely on a cash basis.

Figure 5.4: Evolution of government spending and financial deepening
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Figure 5.5: Currency in circulation in the economy as a percentage of GDP
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Given concerns about the underestimation of
GDP owingto pricecontrolsand thefact that
the larger part of the economy has become
informal, the ratio of narrow money (M1) to
broad money (M2) could giveabetter picture
of the retrogression of the financial sector.
TheM1toM2ratio should beinversaly related
toacountry’slevd of financial development
when there is increasing usage of financial
services. If this ratio decreases, financial-
sector devel opment will be occurring because
savings deposits would be increasing more
rapidly than transaction (demand) balances.
When thereisapreferencefor liquidity, asis
currently the situation, demand depositshave
an abnormal weight in the total deposits. A
ratio of 100 percent would suggest that all

Figure 5.6: Ratio of M1 to M2

depositsareon asight (demand) basis. Figure
5.6 showsthat theratio in Zimbabwe has been
moving towards 100 percent since 2003,
meaning that most deposits are on a sight
basis. In sum, this means that there is
tremendous pressure for the withdrawal of
funds from the banking sector. Controls on
withdrawals are holding back arun-down on
deposits. Ironically, quantitative controls on
withdrawal s by the Reserve Bank might have
contributed to the stability of the banking
sector in that they are preventing capital
flight: otherwisethe present hyperinflationary
environment could have precipitated arunon
deposits for conversion to foreign currency
and commoditiesor investments on the stock
exchange in order to preserve their value.
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5.2.4 Agricultural financing
mechanisms

Both before and after independence,
commercial banks provided short-term
capital to farmers on the strength of their
collaterdl, i.e., freehold title. In addition,
lending (that included long-term) to agri-
culture was undertaken by the Agricultural
Finance Corporation (AFC). Inthe 1970sit
extended its lending to African small-scale
commercia farmers to whom government
had granted freehold tenure in specially
designated areas, the African Purchase
Areas, which had been in existence since
1930.

After independence, lending to farmers in
communal and resettlement areas was
boosted. Brownbridge and Harvey (1998)
reported that there was a sharp increase in
borrowersin the communal and resettlement
areas, from 4,400 in 1980 to 70,000 by 1984.
However, thisrepresented only 8 percent of
an estimated 850,000 farming households,
meaning that access to credit for the small-
landholder sector was minimal. Notwith-
standing the small size of the communal
farmers’ loans, their repayment record was
poor for several reasons. These included
droughts—especially in 1982/3, 1984/5, 1987/
8, and even more seriously in 1992/3 and
because loans were guaranteed by the
government, there was no incentive for the
AFC to recover debts. Because of the poor
loan-repayment rates, smallholder credit
tailed of f considerably. Evenin 1985, at the
zenith of smallholder agriculture production,
only 8 percent of farmers received
agricultural credit fromthe AFC. During the
1989/90 cropping season only 44,000 small-
scale farmersreceived loans, adrop of over
40 percent from the peak 1985 levels
(Rohrbach et al.,1990).

In 2000 the AFC was commercialized and
named Agribank so that it could operate as

asound financial institution, ableto mobilize
savingsthat allocated credit to projectsthat
were judged financially sound on the basis
of market criteria. However, its intended
customers, the resettled small landholders
and communal farmers, had become
accustomed to low, subsidized interest rates
and government intervention, both in loan
delivery and salvage from the non-payment
of loans. This practice, inherited from the
AFC, has been perpetuated by Agribank,
despiteit having been commercialized. The
fast track land reform programme set in
motion in 2000 has severely affected the
performance of its lending, as subsidized
loans were disbursed without consideration
of their repayment.

Some innovative financing arrangements —
that included out-growers' schemesoperated
by Olivine and Consolidated Farming
Industries (CFI) and input schemes operated
by the Cotton Company of Zimbabwe
(Cottco) and later on by Cargill Cotton —
have had a fairly good repayment record.
Box 5.1 gives an example of one input
scheme that does not require beneficiaries
of credit to have title deedsto the land they
are working on.

It must be noted however, that since the
introduction of the fast track land reform
programme, commercial bank lending tothe
agricultural sector hasbeen limited, because
existing collateral arrangements, including the
recently introduced 99-year leases, do not
provide adequate security of land tenure
(Coorey etal., 2007). 1* The Gazetted Land
(Consequential Provisions) Act [Chapter
20:28], which cameinto force in December
2006, made it an offence to occupy these
farmswithout government authority, i.e., an
offer letter to ‘new farmers or leases to
existing farmers. In November 2006
President Mugabe handed over 125 leases
to A2 farmers,1® but no further moves have
since been made to provide leases — which

14 *Report of the Presidential Land Review Committee on the Implementation of the Fast Track Land Reform
Programme, 2000-2002' [Chairman: C. M. B. Utete], 2003. Unpublished.

15 See chapter 9 on agriculture.
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Box 5.1: Cotton Input Scheme

In the 1980s Zimbabwe’s commercial farmers accounted for about 80 percent of cotton production, and since
they had access to commercial credit, there was no need for a special input-credit scheme. The need for an
input-credit scheme was felt only in the 1990s, when the share of small-scale farmers rose to 60 percent of total
production. This scheme was introduced following the drastic 1991/92 drought season. The average yield of
small-scale farmers had fallen dramatically and it was clear that the small farmers would not have the cash to
purchase inputs for the next crop. Credits extended by the World Bank and the IMF were used to launch a new
credit scheme which proved very successful. Within a year the production of small farmers was back to pre-
drought levels.

When the Cotton Marketing Board was abolished in 1995, subsidies to the textile sector were reduced; the
least efficient mill closed down, and the share of fibre (cotton lint) that had been sold at a discount to domestic
textile mills fell from 40 percent to 20 percent. When the producer prices improved as a result of competition
between buying companies, particularly following the entry of Cargill, the successor to the Cotton Marketing
Board, Cottco decided to extend the operations of the input-credit scheme. When in 1999 Cottco took over
Cotpro, a relatively smaller player in the market, it captured 75 percent of the market share, and this was
attributed mainly to its efficient input-credit scheme.

The input-credit scheme is a group scheme in which farmers, organized into a close-knit group, are given
input credits individually, but the continuity of the facility is dependent on the whole group’s ability to repay the
offered credit at the end of each season. In the event of one individual in the group defaulting, all the other
members of the group will not be extended credit in the next season. Because of this typically Grameen Bank-
style scheme?’s, the pressure is on all the members of the group to support each other during the season and
to minimize the possibility of default. As a result the scheme has been successful, and Cargill, the next largest
player in the Zimbabwean cotton market, later started its own input-credit scheme. The downside of the
scheme is the temptation for individual farmers to engage in ‘side-marketing’, i.e., sell their cotton to ‘poachers’
who are normally small buyers who announce more attractive prices, which they can afford by not clearing
input credits. To limit ‘poaching’, Cottco screened farmers more carefully and rewarded the most creditworthy
by granting them the status of ‘Gold Club Members’.

in any case, do not provide sufficient
collateral for loans. The pointisthat thereis
no land tenure security, and not even leases
for most occupiers. The government can
issueand withdraw ‘ offer letters’ at will. For
example, in February 2008, the government
reported that it had ‘ taken back’ 1,449 farms
that had been alocated to A2 farmers.

5.2.5 The stock exchange

The Zimbabwe Stock Exchange (ZSE) isa
relatively well-devel oped stock market, with
80 trading firms, which achieved a market
capitalization of over 70 percent of GDPin
2005, ahead of the median of 14.3 percent of
low-income sub-Saharan African countries
but till lower than South Africa’s, which is

over 200 percent. USAID (2007) noted,
however, that this could be an overestimation
because of the underestimation of GDP
caused by the spread of black-market
transactions and unrecorded inflation.
Nevertheless, the exchange is relatively
vibrant in raising new capital for companies,
as well as in providing a liquid secondary
market. Imara Asset Management reported
that the ZSE had gained 225,000 percent in
nominal terms by the end of November
2007.17 Red (i.e., US dollar) returns were
achieved. This has made the ZSE a useful
avenuefor investorsto protect their capital in
real terms, without which savings would
already have beenwiped out by hyperinflation
and the economy could have been sub-
stantially smaller thanitis.

16 This is a group lending scheme, whereby lending is done to a group of individuals that is collectively liable for
repayment, popularized by Grameen Bank, a Bangladeshi microfinance institution. Repayment is enforced
through peer pressure, so no physical collateral is required by the bank.

17 Investment Notes, December 2007.
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Imara further observed a close correlation
between the amount of money that is created
by theRBZ and the ZSE. SinceitsMonetary
Policy Statement in October 2007,18 the
RBZ has been flooding the money market
with BACOSSI and ASPEF public fundsin
addition to government and quasi-fiscal
funds.1® While these funds may not directly
gointo the stock market, theliquidity of the
banking system is increased as corporate
and personal bank accountsare credited with
the new moniesfrom the RBZ. On the other
hand, bankswould need to invest thesefunds
in new loans very quickly in order to avoid
surplus liquidity being swept up into the
compulsory 270-day, low-yielding billsof the
RBZ. This scenario has led to the whole
economy having accessto low-interest loans
from banks eager to lend to clients. Having
obtained these |oans, the borrowers need to
spend the funds very quickly, or to invest
the funds into the stock market, in order to
preserve the real value of their capital.
Alternatively, they buy foreign currency to
preserve its value. When the borrowers
require the funds, either for production or
for consumption, they dispose of part of their
stock-market holdings, or sell part of their
foreign-currency holdings, and channel the
money back into the banking system. In
essence, the BACOSSI and ASPEF
subsidized funds meant to boost productivity
in the private sector are being diverted to
speculative activities, a problem which the
monetary authorities have themselves
acknowledged (RBZ, 2008).

5.2.6 The microfinance sector

Microfinance institutions emerged in the
early 1990s and have experienced
phenomenal growth: there were 309
registered microfinance/moneylending
institutions by the end of 2007. While some
attract donor funding, the majority are

privately owned, operating on acommercial
basis. To alarge extent their growth was a
reflection of the failure of the banking
sector to cater for the small-scale borrower.
Their growth has al so been correlated with
unemployment, deteriorating living
standards, deepening poverty, and the
growth of theinformal sector. By providing
financial services to the ‘unbanked’ poor
communities, they have played afacilitation
role in economic devel opment through the
provision of credit and the creation of
employment. Microfinanceinstitutionshave
the potential to provide for the ‘missing
middle’ in thefinancial sector.20

Despite the microfinance sector undergoing
phenomenal growth, its performance has
faced anumber of constraints: although the
government has recognized the role of
microfinance in development, it has not
created a proper regulatory environment.
Currently, the sector is regulated under the
Banking Act [Chapter 24:20], which is
inappropriate for the unique features of the
sector, especially the fact that they are
prohibited from accepting deposits. Licensing
procedures are burdensome and thelicenses
are issued for one year only, creating the
uncertainty of renewal and hence deterring
long-term funding commitments.

The Money Lending and Rates of Interest
Act [Chapter 14:14] that stipulates the
interest rates that the sector must chargeis
out of date, so the official lending rates are
completely sub-economic. As a result,
microfinance institutions that are licensed
and regulated by the RBZ are threatened
with closure, while those that operate
informally thrive. The unstable macro-
economic environment characterized by
hyperinflation has not spared their
operations. Out of thetotal of 309 registered
institutions, only 150 were still operational
by mid-2008, with the majority having

18 < http://www.rbz.co.zw/pdfs/2007mid/mpsmidyear011007.pdf>.

19 BACOSSI, an acronym for Basic Commodities Supply Side Intervention, is a subsidized lending scheme of the
RBZ to the private sector for the purpose of producing basic commaodities such as bread, mealie-meal, sugar,
cooking oil, etc. ASPEF stands for Agriculture Sector Productivity Enhancement Facility, which is another RBZ
subsidized lending scheme for the working capital needs of farmers.

20 See chapter 9 on private sector development.



ceased operations and surrendered their
licencesdueto viability constraints.

Neverthel ess, information about the sector is
scant and because there is burdensome
regulations, many institutions that thrive
operateinformally in order to evade controls.
Intheabsenceof thisinformation, itisdifficult
to identify and define the role of the sector
vis-avissmall- to medium-scal e enterprises.
Thereisadiversity of microfinanceingitutions
intermsof ownership structure, size, location,
products offered, sophistication and target
markets. Hence, authorities accustomed to a
‘one size fits dl’ policy find it difficult to
develop appropriate policies. In addition, the
role of the state and the central bank in
microfinance devel opment has not yet been
clarified.

5.2.7 The diaspora remittance
transfer mechanism

From 2004 the Reserve Bank designated
money transfer agencies (MTAS), some of
which are separate units of commercial
banks, as the legal vehicles to provide
remittance transfer services from the
diaspora. The Reserve Bank also established
itsown MTA, Homelink (Private) Limited.
Homelink was formed primarily to channel
foreign currency from the diaspora to
government instead of to the parallel market.

At the time of writing, there are only four
banksthat have business units registered as
money transfer agencies (MTAS). Many

barriers to entry to the remittance market
have prevented more financial institutions
participating in this market. The services
offered by MTASs are restricted — they are
not, for instance, allowed to conduct bureau
dechangefunctions. The operating environ-
ment is both a barrier to new entrants and
too stringent for those already operating. For
a start, the minimum capital required of
US$100,000isahuge barrier to entry. Other
specific operational restrictionsthat need to
be addressed are the following:

e The MTA is not allowed to purchase
foreign currency from any person or
institution under any circumstances.

 TheMTA isnot alowed to demand any
fees, commissions or charges from the
recipient customer but instead will be
paid an agency’'s commission in
Zimbabwe currency by the RBZ.

The first prohibition prevents MTAs from
competing with theinformal remittance sector
and thus makes them unattractive business
propositions. The second reduces MTAs to
being simply agents of the RBZ. As aresult
MTAs do not operate as independent
businesses. Furthermore, the RBZ has given
Homelink the responsibility of supervising
other MTAs, which set-up dlowsit to be both
referee and player as it has the power to
recommend de-registration of competitors.

Generaly, the performance of MTAs has
been sub-optimal asTable 5.3 illustrates.

Table 5.3: Foreign-currency receipts (US$), 2006-2007

Type 2006 Contribution 2007 Contribution
(%) (%)
Export proceeds 847,766,400 62 648,608,172 62
Free funds 256,298,697 19 195,572,974 19
Gold receipts 126,773,818 9 93,517,127 9
Loan proceeds 102,930,006 8 83,371,326 8
Income receipts 24,264,596 2 16,737,628 1
MTAs 5,201,138 0 14,049,674 1
Capital investments 1,214,917 0 4,478 0
Total 1,364,449,572 100 1,051,861,379 100

Source: Reserve Bank of Zimbabwe
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The official statistics show that remittances
channelled through official channels, MTAS,
congtitute aninsignificant percentage of total
foreign—currency receipts. Usingincomplete
data, the International Fund for Agricultural
Development (IFAD) has estimated that
diaspora remittances to Zimbabwe in 2006
amounted to US$361 million, congtituting 7.2
percent of GDP21 However, some estimates
put annual remittance flows (both informal
and formal) at between US$500 million to
US$1 billion, constituting between 7 percent
and 10 percent of GDP (Makina, 2007;
Orozco and Lindley, 2007).

The problem of measurement is severe
because remittancesare being intermediated
through informal channels. A survey study
conducted in South Africafound that only 2
percent of Zimbabwean migrants useformal
channels and that 98 percent use a variety
of informal channdls, asFigure5.7illustrates.

The result is that the government is unable
to leverage remittances for development.
This means that efforts need to be directed
to removing theimpedimentsto remittances
being intermediated through formal banking
channels so that they can be measured and
become an input into policy formulation.

Remittances sent home by migrants are
viewed as having adevel opment impact that
addresses issues related to the distribution
of wealth and overall improvements in
peopl€e squality of life (Orozco and Fedewa,
2006). Policy recommendations have
accordingly linked the financial inter-
mediation of remittances as key to them
being harnessed in order to strenghten their
development impact. Financia intermediation
of remittance flows can provide both senders
and recipients with access to asset building
whichisjust as essential to development as
is education and health. It can lead to
development because money transferred
through financial institutions can also pave
the way for senders and recipients to gain
access to other financial products and
services. Remittances give banks an
opportunity of reaching out to both unbanked
recipients and recipients with limited
financial intermediation. The banking
relationship that ensues affords recipients
the ability to establish credit histories that
foster access to credit.

The poor performance of MTAS has been
attributed to the Reserve Bank’s ever-
shifting policies, particularly with respect to
the payment of receiptsinlocal currency or

Figure 5.7: Mode of remittance transfer from South Africa
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21 |IFAD, Sending Money Home, Worldwide Remittance Flows to Developing Countries, 2007: < http://www.ifad.org/

events/remittances/maps/index.htm>



foreign currency and inappropriate
exchange-rate policy. When they were
established in 2004, MTAswere allowed to
pay recipients in foreign currency. The
Reserve Bank however, changed this policy
in 2005 and recipients were paid in local
currency using the (controlled) foreign-
exchange auction ruling rate. As a result
MTASs experienced adeclinein remittances
and consequently operations became
unprofitable. The difference between the
official exchange rate and the parallel
exchange ratesforced Zimbabweans abroad
to seek alternative meansto send money to
their families or other beneficiaries. The
frequent changesin policy resulted in most
MTAS volume of business dropping to
unsustainable levels and leading to the
deregistration of many of them. In 2007,
recipients were again given the option of
receiving their money in local or foreign
currency, as a result of which
the volume of remittances increased
significantly, asreflected in Table 5.3.

Corrective measures would therefore need
to be directed at having a favourable
exchange-rate policy and providing a
conducive environment for MTAsto operate
in.

5.3 CONSTRAINTS FACING
THE FINANCIAL SECTOR

5.3.1 Macroeconomic environment

Hyperinflation has eroded people’s savings
andthecapita of financia indtitutionsbecause
theregulaionsgoverning financid ingtitutions
force them either to purchase government
treasury bills that yield highly negative real
interest rates or to make deposits at the RBZ
that pay no interest. Very high statutory-
reserve requirements have effectively
curtailed the financia sector’s capacity to

intermediate savings and investment to
support economic growth. They haveinflated
the spreads between lending and deposit rates
as the cost of borrowing has increased, and
passed it on to borrowers, further dampening
growth, depressing returns on deposit and
hence providing a disincentive for savings.
The ever-growing rules and restrictions
emanating from the RBZ have added to the
administrative burden of both borrowersand
banks.

TheIndigeni zation and Economic Empower-
ment Act, which requires foreign-owned
financial institutionsto dispose of 51 percent
of their shareholding to indigenous
Zimbabweans,?2 has added further
uncertainty to the operating environment.

5.3.2 Legal environment and
governance

The regulatory environment is fragmented
and characterized by ever-shifting and
unpredictable policies. The Banking Act does
not take into account the fact that other
banking institutions — such as building
societies, the POSB, asset-management
companies and microfinance institutions —
have been directed by the Minister of
Financeto beregulated under theAct, despite
their having their own administrative Acts.
The current situation has therefore resulted
in financial institutions having to operate
under multipleActs: for instance, the POSB
is governed by both the POSB Act and the
Banking Act.

A by-product of a fragmented regulatory
environment has been excessive regulation.
Sincethefinancia turmoil of 2003-2004, the
authorities have tended to over-react, even
where systemic risk to the financial system
has not been evident. Excessive regulation
is hampering the development of self-
regulatory structures that complement
official regulation. Self-regulatory structures

22 Indigenous Zimbabwean is defined in the Act to mean ‘any person who, before the 18th April 1980, was
disadvantaged by unfair discrimination on the grounds of his or her race, and any descendant of such person, and
includes any company, association, syndicate or partnership of which indigenous Zimbabweans form the majority

of the members or hold the controlling interest’.
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such asindustry associationsare critical for
moral suasion to be effective. While
authorities must insist on transparency,
financia institutions should be given some
freedom to determine their own policies on
mattersfor which they are held responsible.

The fact that much operational reliance is
being placed on ministerial noticesand RBZ
discretionary directives showsthat legidation
governing thefinancia sector isinadequate.
Thisisactually, asan example, crippling the
microfinance sector. The sector is being
burdened by interest-rate caps emanating
from the outdated M oney Lending and Rates
of Interest Act.

5.3.3 Unfavourable operating
environment for mobilizing
diaspora remittances

As mentioned above, diaspora remittances,
which could have been a significant source
of foreign currency, have largely been
intermediated outside the formal banking
system. Thisis because of the absence of an
enabling operating environment for ingtitutions
charged with mobilizing remittances. The
following factors have acted as constraints:

« Aninappropriate exchange-rate policy.

» Shifting policies on the currency (local
or foreign) that recipients of remittances
can receive.

» Thecapital requirement of US$100,000
for an entity to enter the remittance
transfer market, which is a barrier to
entry for many would-be players.

» Theoperating guidelinesand prohibitions
(discussed earlier), which reduce the
existing money transfer agenciesto being
simply agents of the RBZ.

5.3.4 Institutional constraints

In addition to usurping some Ministry
of Finance functions and engaging in
quasi-fiscal activities, the RBZ has also
encroached into the activities of the

commercial banking sector: it hasbecomea
significant direct lender to the private sector.
Private commercial bank lending is being
crowded out. In addition, the RBZ isusurping
mundane commercial bank activities, such
as managing the foreign-exchange accounts
of clients.

Intheagricultural sector, the new land tenure
arrangements act as a constraint to
commercial bank lending. The commercial
banking sector was accustomed to the
freehold tenure system with regard to the
farming sector; the existence of many small
landholders without security of tenureis a
novel and unresolved challenge.

5.3.5 Infrastructure constraints

Compounding the problem of servicing small
landholders scattered in rural or farming
regionsisthelack of adequate infrastructure
to achieve meaningful financial services
outreach. Theexpansion of financial services
requireswdl-functioning ‘ hard' infrastructure:
telecommunications, electricity supply and
roads. Power and telecommunications
services are currently erratic and adversely
affect the smooth functioning of thefinancia
Sector.

Furthermore, the absence of ‘soft’ infra-
structure, such as credit data bureaux that
monitor credit-risk profiles, is a deterrent
to improving work ethics and business
conduct. While there are mechanisms for
assessing the credit profiles of primeclients,
this is not the case for Small or Medium-
sized Enterprises (SMEs) and small
landholders who constitute the *missing
middle’ in terms of access to financial
Services.

5.4 SUSTAINABLE RECOVERY
PATHS AND POLICY
RECOMMENDATIONS

Giventhat the causesunderlying thefinancia
sector’s malaise include the lack of strong
credit cultures and governance mechanisms



infinancid ingtitutions, and pervasive officia
interference in financial markets (summed
up as financial repression), the strategic
action required entails both financial and
institutional reform. The reform regime
should, inter alia, addressthe shortcomings
of the reform efforts of the 1990s and in
particular, the failure to provide financial
institutional capacity to service the small-
scale sector.

The major strategic thrust must therefore
be the devel opment of aninclusivefinancial
sector. The UNDESA and UNCDF Blue
Book (2006) recommends that the govern-
ment could play asupportiveroleby setting
an overall policy stance, a regulatory
framework, and legal structures that
encourage responsivefinancial servicesfor
the poor.

5.4.1 Addressing the legal and

regulatory environment

Legidation governing theRBZ, the Reserve
Bank Act, does not give it operational
independence and hence it is subject to
political interference. This shortcoming
should be eliminated through a constitutional
amendment that confersindependenceto the
central bank so that Parliament has direct
oversight of the RBZ, thus attenuating the
scope for political interference by the
Executive. Furthermore, the conglomerate
structure of the RBZ requires to be
dismantled so that it focuses on its core
business.

With regards to the overall regulatory
environment, the UNDESA and UNCDF
Blue Book (2006) recommendsthe designing
of regulatory structuresintiersto recognize
the differencesin the structure of ownership,
governance, capital, funding and risksfaced
by different financial institutions so as to
keep regulations appropriate, simple and
straightforward. This approach should be
adopted to correct the current fragmented
regulatory environment in Zimbabwe.

Cognisant of the fact that many financial
ingtitutionshave evolvedintofinancia groups

undertaking a number of activities such as
asset management, banking, property
management, broking services, etc., a new
approachtoregulationisrequired. Thereare
two optionsthat could befollowed. Thefirst
isto centralize regulation by establishing a
Financia Stability Committeecomprisingthe
three regulators — the central bank, the
Insurance and Pensions Commission and the
new Securities Commission —that would be
tasked with setting up the modalities for
supervising financial groups. A second option
would be to adopt the partially integrated
approach, as practised in South Africa. In
this approach, a Financial Services Board
under the Ministry of Financeis established
to supervise the pension, insurance and
securitiesindustries. The central bank would
be responsible for the systemic and
prudential regulation of banks, while a self-
regulatory banking council conductsbusiness
supervision. The advantage of such an
approachisthat it beneficially combinesboth
official andindustry regulation.

5.4.2 Restructuring the financial
sector

Restructuring should start with the RBZ
returning to its core business on the basis of
a well defined legal mandate. The quasi-
fiscal activities currently being undertaken
by the Reserve Bank should beincorporated
into the national fiscal budget. It should not
be the business of the Reserve Bank to lend
directly to public enterprises. Public
enterprises should submit their bids for
funding through their relevant ministries
which are consolidated by the Ministry of
Finance for Parliament to approve. If
activitiesarefunded through Treasury, fiscal
discipline is directly enforced in the sense
that they will impact on thefiscal budget that
is monitored by the Parliamentary
Committee on Budgets. Thiswould inturn,
force public enterprisesto raisefinancefrom
themarket ontheir own, thusminimizing their
reliance on government subsidies.

Furthermore, subsidized direct lending to the
private sector by the RBZ through facilities
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such as BACCOSI and ASPEF should be
stopped. Asexplained earlier, thesefacilities
are contributing to money creation in the
same manner as the quasi-fiscal activities.
TheRBZ should desist from ‘mission creep’,
and allow commercial banksto conduct their
lending to the private sector at market
interest rates. The same applies to inter-
ventionsin the diaspora remittance transfer
sector; thisisbest done by private operators,
and in this regard Homelink should be
privatized.

Technically, the main banking sector iswell
managed and the key requirement therefore
isone of changing the macroeconomic and
monetary policy environment. After al, itis
dominated by multinational banks such as
Barclays, Standard Chartered Bank, Stanbic
and MBCA, whose shareholders maintain
tight controls in ‘protecting the franchise’,
So systemic risk in the financial system is
very limited. Thislimitation of systemicrisk
isnow under threat from the Indigenization
and Empowerment Act and the government
well need torepeal thislegidationwithaview
to making it investor-friendly. The Growth
Commission Report of the World Bank
emphasizes that one way to speed up
financial sector development is to attract
foreignfinancial firmstoinvest in the sector.
It observes that the entry of foreign banks
brings expertise just as other forms of
Foreign Direct Investment (FDI) do, and
hel ps domestic banks to be robust through
thetransfer of technology and best practices.

There is also a need to restructure and
recapitalize weak institutions and state-
owned ingtitutions. Agribank is an obvious
example of astate bank whose restructuring
is long overdue so that it can achieve its
mission of being the leading commercial
banker for the agricultural sector. Ideally,
market-driven consolidations, i.e., mergers
and acquisitions, are preferable to state-led
consolidations. Agribank would best serve
itsmarket asaprivatizedingtitution, freefrom
political manipulation.

5.4.3 Liberalizing the financial
sector

The banking sector is still dominated by a
few multinational banks, so there is scope
for both foreign and local entrants in order
to stimulate competition and the diver-
sification of services. For this to happen,
barriersto entry, including prescriptions on
the level of foreign ownership of financial
institutions, should be removed.

Liberalizationwould entail allowing agreater
rolefor market forcesthrough therelaxation
of interest-rate controls and reserve
requirements, curtailing directed lending, and
theremoval of exchange controlsand freeing
the exchange-rateregime. Thiswould enable
the sector to bein abetter position to support
the productive sector asit would allow it to
allocate resources efficiently.

The growing mismatch between the maturity
of government securities and short-term
deposits poses a serious liquidity threat for
the banks, especially at a time when
confidenceinthe sector islow and depositors
prefer to withdraw their money at every
opportunity. This poses problems because
the RBZ fixes Treasury Bill rates at negative
real values and forces banks to hold them
for a minimum of a year. As a result
hyperinflation iseroding the assets of banks.
In order for banks to meet the withdrawals
of depositors and preserve confidenceinthe
sector in the short-term, the central bank
should relax reserverequirementsand should
issue more short-term bills at market rates
so that the asset composition of the banks
shiftstowards short-term, low-risk securities.

Going forward, reform would be required
regarding the structure of domestic public
debt. Presently, 95 percent of domestic debt
isheld by the banking sector onaninvoluntary
basis?3. This should be curtailed through
binding fiscal rulessothat mgjority of domestic
public debt is gradually moved outside the
banking system oncereal interest ratesmove
into positiveterritory, i.e., with firms, private

23 RBZ Half Year Monetary Policy Statement, 30 July 2008, p.19.



pension funds, insurance companies and
foreign investors, on avoluntary basis.

5.4.4 Harmonizing monetary and
exchange-rate policy

Monetary policy should be guided by indirect
monetary control measures, which include,
among others, open market operations that
incorporate anticipatory repurchase agree-
ments, and statutory reserve averaging.

Open market operations that incorporate
anticipatory repurchase agreements would
enabl e the banking sector to be proactivein
managing liquidity and in the market
determination of interest rates. Imple-
mentation of reserve averaging will ensure
that liquidity ratios are determined by
prudential requirementsto be met over time
rather than at any specific moment. Theidea
isto givemore scopeto financid institutions
to manage their liquidity and eventually
reduce reserve requirements.

A new exchange-rate policy should beputin
place through liberalizing the exchange
regime by unifying the exchange rate and
removing restrictionson current international
payments and transfers. The IMF (2007)
recommends asubstantial devaluation of the
inter-bank exchange rate (official rate) and
theeimination of all multiple exchangerates.
In the first instance, balance of payments
support needs to be secured to smooth
exchange-rate volatility and capita flight,
especialy during the stabilization period.
Normalizing relationswiththeIMF andWorld
Bank would be crucial for the success of this
remedial action. Theinter-bank exchangerate
could then be depreciated steadily and move
towardsthe parallel market rate. When fiscal
and monetary policy regimes have been
harmonized (inconsistencies removed) the
exchange rate should be allowed to be
determined by the market.

A flexible exchange-rateregime, coupled with
elimination of RBZ quasi-fiscal activities,
would enableamonetary-based anchor asan
operational target to reduce inflation and
inflation expectations. Such a monetary
anchor would enable the RBZ to build
foreign currency reserves at appropriate
times when the exchange rate is favourable.

5.4.5 Providing an enabling
environment for microfinance
institutions and small banks
to thrive

While many microfinance institutions have
developed successfully without official
intervention, the government can still play
an important role in building an inclusive
financial sector. This can be achieved by a
number of actions which include the
following, among others:

» Bringing together al inclusive finance
initiatives under the authority of one
ministry or office as recommended by
the Blue Book;

e Providing an appropriate legislative
framework that recognizes the unique
features of microfinance and that fosters
upscalingtoafinancia systemsapproach
(i.e., enabling the mobilization of savings
inaddition to provision of credit);

* Reisiting the Moneylending and Rates
of Interest Act that controlsinterest rates
to be charged with a view to allowing
microfinance institutions to set market
interest rates commensurate with their
cost structure;

+ Facilitating ‘ smart subsidies 24 to fund
the start-up of new institutionsto cover
capitalization and operating shortfalls;
and

e Providing a user-friendly regulatory
environment.

24 As observed in the Blue Book, p.104, this is the concept of maximizing social benefits while minimizing
distortions and mistargeting. Smart subsidies are rule-bound, time limited, and are usually implemented through

the use of performance-based contracts.
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Cognizant that the microfinance sector has
uniquefeatures, the best approach will beto
support industry self-regulation in the sector.
Associations of the sector (e.g., the
Zimbabwe Association of Microfinance
Institutions) could be charged with, among
other things, the design of appropriate
regulations for the sector rather than them
being imposed by the RBZ. Ideally, the RBZ
should regulate only those microfinance
institutions that have grown to the extent of
taking deposits.

Cognisant of the many risks involved in
extending loansto the small-scal e sector, the
government should encourage risk-sharing
partnerships between commercial banks,
NGOs, microfinanceinstitutionsand savings
and credit cooperative societies. Such
partnershipswould enable commercial banks
to provideretail banking servicesto the poor.
The involvement of NGOs in microcredit
activitiesaspart of their development agenda
has raised the question of how they should
interface with the traditional banking
institutions. This becomes imperative
considering that these organizations lack
adequate liquid resources, economies of
scale and expertise to carry out sustainable
lending operations. It has been long argued
that NGOsthat have embraced the provision
of microfinance to disadvantaged
communities as an add-on to their other
development programmes could do so
effectively in association with bankswithin
a financial-systems framework. Aryeetey
and Nissanke (1998), Schoombee (2000),
and Makina (2006), among others, have
proposed risk-sharing relationshipsinvolving
banks, informal ingtitutions, NGOs and other
semi-formal ingtitutions.

In the same vein, there should also be a
deliberate policy to promote competition
among microfinance institutions. The
Economist (2007) has reported that where
thereishealthy competition in microlending,
as in Bosnia and Peru, interest rates have
tended to fall substantially so that interest-
rate caps become unnecessary.

5.4.6 Promoting innovative
agricultural financing models

Bearing in mind that the fast track land
reform programme has destroyed the
collateral traditionally used for financing the
agricultural sector, it is recommended that
innovativefinancing model s be promoted for
small landholders.

By building good infrastructure in the rural
areas, it is possible to encourage the setting
up of microfinance institutions that service
the needs of small landholders. The POSB
should be restructured so that it can engage
in lending to small landholder farmers. It
already has an extensive rural and urban
network of branches, soit can easily achieve
the required outreach. Agribank is also a
ready candidate for restructuring so that it
operates on commercial principles with
regard to lending to farmers.

An enabling environment should be provided
for more private actors to becomeinvolved
incontract financing for agricultura produce,
as is being done by Cottco, Cargill and
others; out-grower and input schemes have
had a good measure of success to be
promoted.

Another possible approach isto request that
aportion of donor aid be channelled through
multilateral financial institutions for the
following purposes.

» Providing set-up costsfor microfinance
institutionsthat servicesmall landholders
inrura areas.

* Providing seed capital for farmers with
a track record who have been
dispossessed.

» Coveringtransaction costsfor Agribank,
in particular, and any other commercial
banks that are willing to lend to small
landholders on commercial terms (at
market rates of interest to avoid the
introduction of distortions).



e Providing concessional lending to
mediumto large commercial farmersfor
capital development (e.g., offering grace
periods for such loans).

5.4.7 Improving credit-information
infrastructure

Financial exclusionislinked to the absence
of verifiable credit profiles of borrowers.
Thiscritical information constraint needsto
be addressed through the establishment of

credit bureaux charged with the effective
distribution of high-quality credit
information. Thiswill bevery important for
facilitating the expansion of bank credit to
small-scale borrowers beyond the prime
clients currently being served by the
traditional banking sector. The creation of
a credit-information infrastructure should
ideally be an industry initiative, asit is a
common good for the whole sector that
offers financial services.
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Chapter 6

Private Sector Development

Economic recovery in Zimbabwe will have
to be driven by private sector activity,
necessitating far-reaching business- and
investment-friendly initiatives and reforms.
Ever since the Unilateral Declaration of
Independence in 1965, private sector
development (PSD) has been hampered by
interventionist state policies, especialy inthe
fields of foreign-currency management,
investment, pricing and employment. Over
the 28 years since Independence, policy
towards private enterprise has turned full
circle—from acommand economy designed
to create a Marxist-Socialist state, through
aflawed and poorly implemented structural
adjustment liberalization programme
(ESAP), and back to a dirigiste economy,
where state actors haveincreasingly become
obstructionist rather than facilitators.

The brief period of policy reversal (ESAP)
during the 1990s soon foundered in the face
of intense political pressure, and the degree
of government intervention has now reached
unparalleled levels, asreflected in the Index
of Economic Freedom compiled annually by
the Heritage Foundation and theWall Street
Journal. Onthisindex Zimbabwe had ascore
of 29.8 in 2008 compared with a score of
48.5in1995.1

By 2008 business confidence, which started
the Independence erain afragile state, has
alsoturned full circleand isnow arguably at
itslowest ebb, reflecting not just the burden
of state intervention and controls but also
the pervasive uncertainty created by a
combination of erratic, volatile and
inconsistent policies and persistent threats
against private enterprise.

At all levels — large domestic and
multinational companies, the formal SME
sector and the informal sector — PSD is
currently constrained primarily by
macroeconomic instability, policiesinimical
to growth, and a raft of unnecessary and
counter-productive administrative red-tape
interventions that stifle private initiative. A
return to orthodox macroeconomic policies,
albeit with a pro-poor bias, designed to
reduce inflation, curb the budget deficit,
stabilize the exchange rate and restore
business confidence, would remove many —
though not all — of the constraints on PSD.
The restoration of macroeconomic stability
is a necessary but not sufficient condition
for avibrant private enterprise sector. It must
be accompanied and followed by far-
reaching microeconomic and structural
reforms of the Investment Climate and
Doing Businessvariety.

6.1 THE PRIVATE SECTORIN
2008

Thereisno single measure of the size of the
private sector in Zimbabwe. Unpublished
National Accounts suggest that the public
share of value-added (GDP) declined from
26 percent in 2000 to 20 percent in 2005.
Almost all of this contribution to GDP
emanated from parastatals in the services
sector, especially electricity, water, transport
and communications, but also from
government-provided servicesin education,
health and public administration. The state’s
share of agricultural and manufacturing
value-added is shown to be tiny, while that
for miningiszero.

1 The Index of Economic Freedom is a systematic analysis of ten economic freedoms deemed necessary for
economies to grow and prosper. The ten freedoms include business, trade, fiscal, labour, monetary, financial and
investment freedom as well as freedom from corruption. The index also incorporates a measure of property
rights and the size of government. See <http://www.heritage.org/index/country.cfm?id=Zimbabwe>.
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In fact, thisis a substantial understatement
of the size of the public sector because both
the majority and minority stakes in mines,
industrial companiesand thefinancial sector
are treated as part of the private sector in
the national accounts. A more realistic
measureisthat of the RBZ, which estimates
the size of the public sector at 40 percent of
GDP.

Employment figures are not disaggregated
by sector (public or private), and while bank
lending figures — awidely used measure of
the freedom of the economy and the extent
of private sector participation—areavailable,
these too are suspect since, once again,
majority state-owned entities are treated as
private sector operations and only the
narrowly defined public enterprise sector,
with 100 percent state-ownership, istreated
aspublic.

Table 6.1 shows that since 2000 the share
of bank credit going to the private sector has
been only marginally above 50 percent. The
definition of private sector credit isunusual
because of the abnormal situation in
Zimbabwe whereby the central bank has
increasingly become a major lender to the
private sector. Prior to 2004 the RBZ’s
private sector loans were negligible, but in
2005 the central bank accounted for 16
percent of total bank lending to the private
sector, rising to 20 percent in 2006 before
doubling to 43 percent in 2007.

The striking feature of the table isthe rapid
expansion of RBZ lending to the private
sector, thereby supplanting theroleof private

Table 6.1: Private sector share of bank credit

banks and reducing the role of the private
sector. By 2007 central bank lending to the
private sector accounted for no lessthan one
third of total bank credit. Before 2004 the
private sector’s share of total bank credit
averaged 76 percent compared with 24
percent going to the public sector, thereby
illustrating the dominance of private sector
activity. But since 2004 the public sector
share has doubled to 50.6 percent while the
private sector’s share has fallen below half
(49.4 percent).

6.1.1 Economic freedom

A telling yardstick of the significance, role
and scope for growth of acountry’s private
sector is the Index of Economic Freedom
mentioned above. Figure 6.1 illustrates how
Zimbabwe'sindex score hasfallen some 39
percent sinceit wasfirst ranked in theindex
in1995.

In its first listing in 1995, Zimbabwe’s
economy was more than 50 percent freein
al of the ten indicators used, save one —
corruption. By 2008, the economy was less
than 30 percent free, and the highest score
attained (57 percent) wasfor trade freedom
while for monetary freedom the score was
zero. The lower the measure of a country’s
economic freedom, the greater istherole of
the state and the smaller isthat of theformal
private sector. Similarly, the more economic
freedom isrestricted, the greater isthe role
of the informal sector because high levels
of economic controls are correlated with
risinginformality.

Public Private (of which) RBZ lending RBZ lending to private sector
(% share) (% share) to the private sector as share of total credit
(% share) (% share)

2000 40 60 - -

2003 20 80 - -

2004 31 69 0.6 0.4
2005 55 45 16.0 8.0
2006 41 59 20.0 15.0
2007 55 45 43.0 34.0

Source: Reserve Bank of Zimbabwe: Monthly Bulletin (various issues)



Figure 6.1: Index of economic freedom
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6.1.2 The informal sector

Although Zimbabwe has a large, rapidly
expanding informal sector,? there are no
reliable hard data on its size and scope. In
2000, the informal sector was estimated to
contribute 59 percent of GNP, making it the
largest among 23 African nations for which
calculations were made (Schneider, 2002);
the average for Africa was estimated at 42
percent. The figure for Zimbabwe looks to
be a substantial exaggeration, and a more
meaningful estimateisthe survey conducted
for USAID, which found that in 1998 there
were some 860,000 informal sector business
establishmentsemploying 1.6 million people,
or approximately a quarter of the country’s
working-age popul ation (M cPherson, 1998).
Ayyagari et al., (2003) estimated that 15
percent of the total workforce was engaged
informal SME activity and 34 percentinthe
informal sector.

During theliberalization phase (1991-1996)
the number of informal businessesin urban
areas was estimated to have risen 30
percent, partly offset by a 14 percent decline
in rural informal-sector establishments.
Informal-sector urban employment rose
52 percent, whilein rural areasthere was a

9 percent increase. The largest number of
businesses were in the retail trade (44.6
percent), followed by manufacturing (42.4
percent), with textiles (20.1 percent) themain
industria activity. Somethree-quartersof the
firms operated from home.

Although there are no hard data on recent
devel opmentsin the sector, boththe UN and
the Zimbabwe government believe that since
2000 informal-sector growth has accel erated
dramatically, reflecting the downturn in
formal-sector activity (United Nations, 2005;
Zimbabwe, 2006). The contribution of
informal-sector business income to total
family income doubled between 1995 and
2003 to 15 percent from 7 percent.

Informal -sector enterprises engage in low-
technology, low-productivity activities, with
very little capital and virtually no accessto
formal banking channels. Management is
poor, workers are underpaid, staff turnover
is high and businesses have a very high
mortality rate. The majority of those
employed are own-account workers (67
percent), with only 14 percent being
permanent, paid employees. Most of therest
are seasonal or non-permanent workers.

2 The informal sector is defined as the loose aggregation of firms and activities outside the regulatory framework

of an economy.
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Government policy towards the informal
sector has been lukewarm and, in many
respects, contradictory. For much of the post-
Independence period, when formal sector
employment wasexpanding, albeit too dowly
to absorb the annual influx of job-seekers,
the informal sector was seen as an
inconvenient reality that would disappear
with economic modernization. Although
policy discouraged informal activity, the
informal sector was tolerated rather than
harassed by the authorities, until Operation
Murambatsvina (‘ Restore Order’) in 2005
when some 32,500 SM Es were demolished
and around 700,000 peoplelost their shelter,
sources of livelihood, or both (United
Nations, 2005: 32).

There has never been a formal policy
framework for the informal sector — the
nearest approximation to one being the
outdated Small, Micro and Medium Enter-
prises Policy and Strategic Framework
covering the period 2002 to 2007 (Zimbabwe,
2002b). There is a government ministry
charged with SME development, whose
mandate also covers the informal sector, but
its prime focus has been assisting the formal
small-scale sector. Asaresult, policy towards
the informal sector isin limbo, with respon-
sibility diffused across no fewer than six
government ministries. This absence of
political commitment and of a legislative
framework for addressing the needs of the
informal sector have l€ft it prey to ad hoc,
piecemeal measures, devoid of any clear
policy goals and strategic thrust.

It isno coincidence that informality in turn,
is correlated with economic backwardness
— the larger the informal sector, the lower
productivity is, and therefore, the lower per
capita income and the higher the poverty
headcount (Lewis, 2004).2 Although there
areno official datato confirmit, itiscommon
cause that Zimbabwe's informal sector,
starting from ahigh base, hasgrown rapidly
as measured GDP has fallen since 1998.

The causation therefore runs from growing
stateintervention in the economy to declining
economic freedom, an expanding informal
sector, falling government revenue (because
of the near-impossibility of taxing informal
activities), declining productivity and lower
income per head. As economic freedom
shrinks, so obstacles to doing business
increase. Indeed, many of the yardsticks
used in measuring economic freedom are
identical to those used in assessing the ease
of doing businessin acountry.

6.2 CONSTRAINTS TO PRIVATE
SECTOR DEVELOPMENT
(PSD)

A number of constraints currently hinder the
development of the private sector:

* A weak institutional framework for
sustaining growth, with a raft of over-
lapping, conflicting and contradictory
government controls covering most
aspects of business activity.

* The absence of a conducive business
environment for the needs of PSD.

» Poor physical infrastructure—especially
power, transport, water and tele-
communications.

* Anacute and worsening skillsshortage,
especialy intechnical fields.

e The absence of an appropriate frame-
work for public—private cooperation in
infrastructure, environmental and social
activities.

» The absence of effective policies and
institutions designed to foster micro,
small and medium-scal e businesses.

* Weak, underfunded private sector
organizations.

3 The poverty headcount is the proportion of the total population estimated to be living in ‘extreme poverty’,

defined as having less than US$1 a day.



6.2.1 Obstacles to doing business

in Zimbabwe

Even when macroeconomic conditions are
left out of the calculation, conditions in
Zimbabwe are not conducive to private
sector devel opment. In the World Bank/IFC
Doing Business 2008, Zimbabwe is ranked
152nd out of 178 countries, down from 145th
out of 175 countries two years earlier.*
Almost all the countriesbelow Zimbabwein
the rankings are low-income African states
that are poorer than Zimbabwe, while all
Zimbabwe's competitors in the Southern
African Development Community (SADC),

with the exceptions of two recent conflict
states, Angolaand the Democratic Republic
of Congo (DRC), have higher rankings
(Table 6.2).

Nor can any reassurance be taken from the
fact that, Mauritius, Kenya and Tanzania
excepted, al thecountriesin thetabledipped
down the league table between 2006 and
2008. In other words, in terms of the ease
of doing business, the entire region, with a
handful of exceptions, is becoming less
competitive globally. That Zimbabweisnot
only near the bottom of the pile but also
regressing is a matter of serious concern.

Table 6.2: Ease of Doing Business rankings 2006 and 2008: Zimbabwe and comparators

Country 2006 (out of 175) 2008 (out of 178)
Mauritius 32 27
South Africa 28 35
Namibia 39 43
Botswana 44 51
Kenya 80 72
Swaziland 67 95
Zambia 92 116
Uganda 103 118
Lesotho 116 124
Malawi 106 127
Tanzania 150 130
Mozambique 137 134
Zimbabwe 145 152
Angola 155 167
DRC 175 178

Sources: World Bank and the International Financial Corporation: Doing Business Report (2007 and 2008)

Table 6.3: Zimbabwe: Rankings by individual obstacles to doing business

Item Rank out of Procedures Time Cost Minimum capital
178 countries (number) (days) (% income (% income
per head) per head)
Starting a business 143 10 96 21.3 54.6
Dealing with licences 172 19 952 11,799 n.a.
Registering property 79 4 30 25 n.a.
Enforcing contracts 74 38 410 32 n.a.
Closing a business 151 n.a. 3.3 22 Recovery rate
years (% of estate)  (cents in the dollar)
0.1
Paying taxes 144 52 payments 256 hours Total tax rate n.a
a year a year 53% of profit

Source: World Bank/IFC: Doing Business Report (2008)

4 <http://www.doingbusiness.org/Documents/CountryProfiles/ZWE.pdf>.
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Zimbabwe features amongst the worst ten
countries out of 178 in several different
aspects of Doing Business:

e Dealing with licences: Zimbabwe is
ranked 172. The cost of licencesisthe
third highest intheworld, whilethetime
taken to obtain them, almost three years,
isthethird longest in the 178 countries
surveyed.

e The cost of retrenching labour: 446
weeks salary — is the highest in the
world.

e Cost of property registration:
Zimbabwe is third from bottom with a
registration cost of 25 percent of the
property value.

e Cross-border trade: Zimbabwe, ranked
169, is one of the ten countries in the
world whereitismost difficult to engage
in foreign business. Businesses need to
obtain thirteen documents to import
goods — only three countries require
more.

e Closing a business. Zimbabwe has the
second-lowest recovery ratein theworld
in respect of claims by creditors, tax
authorities and empl oyees.

Table 6.4 shows that Zimbabwe's corporate
tax ratesare uncompetitive. In the comparator
countries only the DRC (229.8 percent) and
Angola (53.2 percent) have higher tax takes.
The total tax rate measures the amount of
taxesand mandatory contributions payable by
a business in the second year of operation,
expressed as a share of commercia profits.
This covers profit and corporate income tax,
vehicle and fuel taxes, turnover taxes and
socid contributionsand |abour taxes.

Numerous research studies show a close
(inverse) correlation between the level of
regulation in an economy and economic
performance. The World Bank argues that
improving a country’s Doing Business
indicatorsto the level of thetop quartile of
countries is associated with a 9 percent

Table 6.4: Total corporate tax take

Country Percentage of profits
Zambia 16.1
Botswana 17.2
Lesotho 20.8
Mauritius 21.7
Namibia 26.5
Malawi 32.3
Uganda 32.3
Mozambique 34.3
Swaziland 36.6
South Africa 37.1
Tanzania 44.3
Zimbabwe 53.0
Angola 53.2
DRC 229.8*

*A tax take of over 100% arises where non-profit
taxes (vehicles, fuel, labour) and profit taxes
exceed total profits.

Source: World Bank/IFC, Doing Business Report
(2008)

reduction in the share of GDP accounted
for by informal activity — an important
consideration for Zimbabwe, which has a
large, growing informal sector.

6.3 POLICY FOR PRIVATE
SECTOR DEVELOPMENT

Zimbabwe has never had a strategy for
PSD but, in the light of the anomal ous and
heterodox devel opment path it hasfollowed
since UDI in 1965, the country clearly needs
one now. Prior to 1980, the private sector
was left largely to its own devices, though
organizations such as the Industrial
Development Corporation were set up to
remedy perceived market failure and
counter economic sanctions by undertaking
investments that private enterprise found
unattractive for reasons of cost or risk.

This preoccupation with market failure
persisted after 1980 with the proliferation of
official interventions designed to close
investment and enterprise gaps left by the
private sector’s shortcomings while also
establishing the primacy of the state as part
of the overarching strategy of economic



transformation. During the post-
Independence period, two strands of PSD
stand out:

 Measures to empower indigenous
business, culminating in the 2007
Indigenization and Economic
Empowerment Act.

e Half-hearted, poorly implemented
interventions designed to boost SMEs
that seldom graduated beyond pious
statements of intent. Thus, the 1997
Industrial Policy Draft (1996 to 2006)°
recommended the use of ‘appropriate
fiscal measures and other incubation
arrangements’ to encourage informal-
sector SMEs to ‘graduate into the
formal market’. The stated objective
was to double estimated formal SME
employment to 1 million jobs by 2006.
‘Government sees support for the
SMEs as an important vehicle to
reverseincreasing urban poverty ... and
avehiclefor relatively inexpensivejob
creation in urban areas through self-
employment, using inexpensive capital
equipment. Measures will be put in
place to encourage SMEs to enter
export markets.’

This preoccupation with job creation to the
detriment of efficiency and competitiveness
considerations captures official policy
towards SMEs. Their attraction was — and
is—their perceived potential for absorbing
unemployed school-leavers or dropoutsfrom
the formal sector. The policy thrust is that
of seeking to help emergent businesses to
get ahead through a variety of incentives,
inducementsand subsidies, thereby insulating
SMEs from competitive forces and using
taxpayers fundsto keep failing firmsalive.

Yet Klein (2003: 22) found that, globally,

‘...every year around 5 to 20 percent
of all firms enter the market and a
similar number of older firms go out

of business. Most new firms are small
and some 40-60 percent go out of
business within five years after
entering. Data from developing
countries suggest that the average new
entrant isa little more productive than
firms exiting the market. In most
economies, the turnover of firms helps
increase productivity.’

Thedistinguishing features of acompetitive
economy are the freedom of firmsto enter
and exit markets. The state’srole should be
that of eradicating entry barriers to new
businessformation whileensuring aslevel a
playing field as possible for SMEs, without
keepinginefficient firmsalive at the expense
of the taxpayer and economic and social
efficiency.

As noted above, prior to the Indigenization
and Economic Empowerment Act (2007) the
nearest approximation to a PSD strategy
was the 2002 framework for Small, Micro
and Medium Enterprises (Zimbabwe, 2002b),
which is more an appendage than a main-
stream national policy for theintegration of
theinformal sector into the modern economy.
Existing policy hasleft intact existing biases
against SMEsand informal -sector activities,
and while there are instances of proactive
firms outsourcing or sub-contracting
operations to SMEs, these have often
withered onthevineover time partly because
they were never central to government
development policy.

6.3.1 Prerequisites

* Macroeconomic stability.

» Good governance — political account-
ability, transparent and democratic
political processes, legal framework,
independence of judiciary, freedom of
information, and an administration that
aims at efficiency and effectiveness.

* Investment in physical infrastructure.

5 Produced by the Ministry of Industry and International Trade (mimeo).

Chapter 6 — Private Sector Development



Comprehensive Economic Recovery in Zimbabwe

90

* |nvestment in soft infrastructure,
including human capital, skillsdevel op-
ment and ICT.

e Structural reforms designed to improve
the efficiency of markets.

e Investment Climate and Doing Business
reforms to eradicate bureaucratic, red-
tape obstacl esto new businessformations

Taken together these six prerequisites
embody the state’s core business as a
facilitator of PSD — creating the appropriate
enabling environment for private enterprise,
in part by maintaining macroeconomic
stability, in part by directinvestment in hard
and soft infrastructure, in part through the
implementation of structural reformsand the
improvement of governance, and in part
through private—public partnerships.

6.3.2 Structural reforms

Structural reformsinclude policy measures
designed to remove impediments to the
efficient alocation of resources (IMF 2008a).
Often these are ‘free market’ in character,
implying reduced state intervention in the
economy across a broad front — the
elimination of price, wage and interest rate
controls, the abolition of state-owned
monopolies and liberalization of foreign
trade and capital flows.

Structural reforms also have arole to play
in tackling market failure, where it exists,
such as natural monopolies by introducing
effective regulatory mechanisms. The IMF
points out that those countries with well-
supervised banking systems also score highly
in the banking liberalization index, even
though such supervisionisadeparture from
the ‘laisser faire’ market norms.

There arefour main categories of structural
reforms:

() Trade Reforms (see below) — tariff and
current account balance-of-payments
liberalization;

(b) Capital Account Reforms (see chapter
3ongtahilization);

(c) Domestic Financial Reforms (see
chapter 5 on financial sector); and

(d) Product Market Reforms (see chapter 10
on public sector restructuring, chapter 8
on manufacuturing, mining and tourism,
and chapter 9 on land policy and
agriculture) — including reduced public
interventionin agriculture, the phasing out
of administered prices and export
marketing boards. This category also
covers liberalization of the telecom-
munications and el ectricity markets.

IMF data show that real productive and
financial sector reforms have helped boost
growthin emerging economies, with the most
obvious positive results secured as a result
of financial sector liberalization, trade
liberalization and reduced state intervention
in agriculture. Appropriate reforms have
achieved improved access to credit,
enhanced inflows of foreign direct invest-
ment and better decision-making by firms
and governments because of improved
allocative efficiency (see chapter 11 on how
the state does business).

6.3.3 Trade policy

Export performance

Zimbabwe' sexport performance since 1990,
can best be described as |acklustre and has
largely been dependent on the outcome of
the rainy seasons and global commodity
prices. The output trends of the agricultural
sector have tended to have pronounced
effect on the economy, despitetherelatively
large contribution of the manufacturing
sector to GDP. This is because the latter
sector was largely dependent on the former
for inputs.

As shown in chapter 2 on the macro-
economic situation, the performance of
Zimbabwe's foreign trade sector, both in
termsof valuesand volumesreached its peak



at the end of ESAP period (1996-1997) and
thereafter started to decline steadily in the
post 1997 period. Given the multifaceted
factorsthat explain Zimbabwe's poor export
performance as shown above, trade policy
objectives should link deeper macro-
economic policy reformsto specific upfront
reformsthat will trigger both quick reactions
of the private sector and sustained medium
to long-term growth.

Short-term policy initiatives:

While the necessary improvement in the
environment will take time to come fully
into effect, immediate measures to bolster
the competitiveness of Zimbabwean firms
will includereversing theillsinherited from
the current administration. These will
include:

» ¢eiminating all forms of poor economic
governance such as uncontrolled
expansion of the money supply and
endemicfiscal imbalances;

» reducing inflation and stabilizing the
exchange rate;

e restoring Zimbabwe's credibility and
business confidence through revita-
lization of the marketswhich inturn will
reallocate resources to the newer and
more productive businesses;

* resuscitating the country’s transport
systems: rail transport system, air
transport, and expanding container-
handling facilities;

» restoring reliable supplies of coal,
electricity, liquid fuelsand water;

* ensuring supply of all other inputs to
production, including accessto foreign
currency for imported raw materialsand
intermediate goods;

» overcoming telecommunications con-
straintsand reinvigorating postal services,

e improving the operation of duty rebate
schemes and reviewing the efficiency

of the Value Added Tax to further
improve the indirect tax regime for
exporters.

Medium to long-term initiatives:

Export commitment: Rebuilding export
confidence is essential for Zimbabwe to
achieve the levels of imports necessary
for self-sustained growth. A post-crisis
administration’ strade policy should commit
to a stable and predictable export-oriented
environment, maintaining a competitive
exchange rate rather than having specific
export incentives. Bureaucratic hurdles to
exporting should be eliminated, and al arms
of government sensitized to theimportance
of assisting exporters.

Tariffs and regional trade policy: Such
an administration should work with global
dliancesto shapeinternational economicand
trade agreementsto the country’ sadvantage.
Particular attention should be paid at the
regional and continental level to maximizing
the gains for Zimbabwe from participation
in COMESA and SADC trade and regional
economic integration regimes. At the
international level, the negotiations with
the European Union (for new Economic
Partnership Agreements under Cotonou) and
at the World Trade Organisation (the Doha
Round) should be pursued in tandem with
the country’s regional partners.

By aligning its production and trading
structures, Zimbabwe could, in the medium
term take advantage of regional policy
instruments which are meant to merge into
asingle customsterritory, ranging from:

e duty-free and quota-free trade amongst
the constituent customs territories;

* acommon method of valuing tradable
goods (common customs valuation
systems);

e acommon level of protection Common
External Tariff (CET), acommon trade
policy against imports from outside the
Customs Union; and
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* acommon administrative structure to
managetrade policy, customs operations
and revenue collection.

Zimbabwe should alsoreview itsposition vis-
arvis al bilateral partners and the General
Systems of Preferences by:

* establishing a business environment in
whichindividual firmscan build ontheir
competitive advantage;

e investinginand encouraging far-sighted,
sustained public sector building of
competitiveness through supportive
policiesintheareaof education, training,
human-resource development, industrial
relations and taxation;

e adopting a coordinated approach to
industrial development and its environ-
mental impact to ensure sustainable
development;

e improvinginfrastructure, and acquiring
up-to-date technology and technology
support totheindustrial and the services
sectors;

e encouraging flows of foreign direct
investment, particularly inindustriesand
service sectors where the foreign
investor brings specialized skills or
market access;

e supporttobeneficiation soasto add value
toagricultural and mineral raw materials
and promoting the exploitation of value
chains and systems to strengthen back-
ward and forward linkages within and
between firms and sectors to maximize
growth and employment creation; and

e deepening and diversifying the country’s
industrial base, in part through the
concerted development of industrial
clusters.

Under apost-crisisgovernment, international
competitiveness should be underpinned by a
stabilized macroeconomy, providing firms
with a predictable environment in which to
formulate coherent competitive strategies

and back these up with investments oriented
to both the domestic and export markets. In
thiscontext, Zimbabwe' sindustrial and trade
policy will beimplemented through partner-
ships with the private sector and support
ingtitutions, including NGOs, inthefollowing
areas:

»  Development of integrated national trade
and industrial cluster scharacterized by
increased specialization and growing
interdependence within and among
sectors (industry, agriculture, transport
and infrastructure, education, technology,
etc.).

* Fostering of linkages between industry
and agriculture, thus engendering
efficient and diversified production of
goods and services for export and the
domestic market.

e Attraction of foreign direct investment
which creates synergiesfor the devel op-
ment of the clusters and creates jobs.

» A proactive strategy for structuring
finance for export industries.

The fostering of entrepreneurship in the
industrial sector and promotion of small and
medium-scale manufacturing enterprises
would beacentral component of apost-crisis
administration’ sindustrial policies, including
specific small-scale enterprise (SME)
measures.

6.3.4 A focus on competitiveness

The Achilles heel of PSD poalicies in those
sub-Saharan economies that are trying to
implement them isthe absence of a specific
commitment to competitiveness. In an
increasingly globalized world economy there
is no hiding place for inefficient, low-
productivity, low-technology firms. Fostering
such businessesin the ‘national interest’ as
so-called National Champions, ultimately
penalizesthe community.

Zimbabwe' srecent experienceisareminder
that countries cannot devalue or spend their



way to competitiveness, defined asa’ set of
institutions and policies supportive of high
rates of economic growth’.8 A competitive
country improvesthe living standards of its
peoplethrough higher productivity.

Depending on resource endowments,
geography and path dependence,’ policy-
makersin emerging markets are confronted
by two distinct roadsto global competitive-
ness:

* A low road that implies stagnant, or
declining, real wages, static or outdated,
technol ogy, technological downgrading,
as in the subsidization of small-scale
agricultureand SMEs, and arelianceon
the exploitation of natural resourcesand
low-wage labour.

* A high-road strategy that depends on a
country being able to develop new and
more efficient ways of producing and
selling goods and services using state-
of-the-art technologies, professional
management, competitive domestic
markets, efficient infrastructure and
strongingtitutions.

When ESAP was launched in 1990, it
seemed feasible for Zimbabwe to graduate
over time to a high-road strategy, but
Zimbabwe's failure to move upmarket
during the past twenty years, and the
retrogression in infrastructure, skills,
technology andindustrial clusters, especially
since 1997, has created a new type of path
dependence that will make it extremely
difficult, over the medium term, toimplement
a high-road strategy.

There is no such thing as a competitive
economy — only an economy comprising
competitive firms of all sizes. Competitive-
ness in business is a two-tiered concept —
comparative or national advantage and
competitiveor strategic firm-level advantage.

Asidefrom factor endowments, Zimbabwe's
comparative advantage depends on macro-
economic stability, good governance and a
sound, well-maintained and efficiently
managed physical infrastructure. Unless
these three conditions are met, enterprises of
all sizeswill beunableto become, and remain,
competitive.

At the same time, firms do not become
competitive purely on the basis of an
accommodating macroeconomic environ-
ment. Structural reforms are needed to
improve the efficiency and flexibility of
markets, underpinned by the devel opment of
‘soft’ infrastructure and the eradication of
bureaucratic regulations that stifle entre-
preneurial driveandinitiative.

During the crisis period, Zimbabwe’'s
competitiveness has declined both absolutely
and relatively to the point where today it is
ranked third from bottom of 131 countriesin
the World Economic Forum’s Global
Competitiveness Index.® Fortunately,
however, it isranked higher on the Business
Competitiveness Index (105th out of 127
countries), meaning that the efficiency and
competitiveness of the country’s private
sector is constrained by macroeconomic
instability and bad governance (World
Economic Forum, 2007). This is fortunate
because it means that even after the
depredations of the last decade, the country
still has a solid platform for PSD.

6.3.5 A three dimensional approach

There are three distinct, but interlocking,
dimensionsto PSD:

* Foreigndirect investment.

e SME development through clustering and
networking — the promotion of intra-
business linkages, including intra-SME
linkages and linkages between small and

6 World Economic Forum Global Competitiveness Report, 2007—2008.
7 Path dependence means that a country’s future growth path is influenced substantially by past investment in

infrastructure, skills and technology.
8 See <http://www.gcr.weforum.org>.
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large business, domestic and foreign,
including participation in globalized
production networks.

* Rebuilding and recreating the private
sector’s ‘missing middle’ (see 6.3.8).

6.3.6 Foreign Direct Investment
(FDI)

Even before the onset of deep crisis
Zimbabwe had a dismal track record in
attracting foreign private capital. Over the
20 yearsto 2000, there was a net outflow of
private capital, funded largely by theinflow
of foreign aid, and in 2006 Zimbabwe's
inward stock of FDI was estimated at
US$1.4 billion or less than one percent of
the total for sub-Saharan Africa (Unctad,
2007). In the light of that statistic, it is
remarkable that indigenization should play
so prominent arolein government policy.

Even with the resumption of aid inflows,
Zimbabwe will remain a capital-scarce
economy, especially given the probable need
to restructure the financial sector owing to
the impact of lasting hyperinflation. In this
situation, and given the urgent need to
rehabilitate the physical infrastructure, it will
be essential to facilitate FDI rather than
deter it, whichistheinevitable consequence
of indigenization in its current legislative
form.

Facilitation does not imply however, theuse
of incentivesto attract FDI. Indeed, the poor
performance in Zimbabwe (and in many
other countries) of explicit FDI incentives,
such as Export Processing Zones, tax
holidays and preferential access to foreign
currency, confirms the view widely held
internationally, that such incentives are
unlikely to attract foreign investors.

In an increasingly globalized international
economy multinational companies make
FDI decisions on strategic criteria: market

size and growth, locational attractions in
terms of geography, natural-resource
endowment, skill levels, the availability of
low-wage labour, the ease of doing business,
political stability, and acountry’ssuitability
as an export platform or as a site for off-
shoring®: In modern economies the crucial
attraction of FDI isthat it isthemost efficient
channel both for the transfer of technology
and for entry to global value chains (GVCs),
possibly in theform of off-shoring.

Zimbabwe's weak FDI performance since
the establishment of the Zimbabwe Invest-
ment Centre in 1990 suggests that this
should be restructured as a purely pro-
motional entity, removing its authority to
license new investors, though thiswill not
be possible should government proceed to
implement the indigenization legislation.
Thereisacase for monitoring investments
involving the depl etion of mineral resources
and land ownership by foreigners or those
that are a potential source of environmental
degradation.

6.3.7 SME development -
networking and cluster
formation

In contrast, there is a much stronger case
for selective official interventions designed
to promote SME development. Individually,
SMEs cannot compete for market
opportunities that require large production
capacities, homogeneous standards and
regular supply. They are unable to achieve
the higher productivity levels that
specialization and economies of scale
provide. Since SMEs are often the main
source of employment, income, skills and
consumable products for poor people, the
constraintsto SME growth and productivity
enhancement act as further constraints to
poverty reduction in general and thusto the
realization of Millennium Development
Goal 1 (MDG)1°.

9 Off-shoring is the outsourcing of productive processes or links in a firm’s value-chain to firms in other countries.
10 Global value chains arise from the offshoring of manufacturing and service operations to different countries

where value can be added more cheaply or efficiently.



There is considerable evidence that SMEs
underperform, not because of their size but
because of their isolation. The ‘collective
efficiency’ generated by clusters or by
government-provided business parks and
factory shells are likely to both improve
SMEs' access to funding and enhance their
survival and growth prospects.

Clusters!! aretherefore anideal mechanism
for enhancing SMES' performance, reducing
new-firmfailurerates, and extending boththe
life cycle and growth potential of SMEs.
Isolation is best tackled not by the use of
subsidies, protection, tax-breaksor guaranteed
preferencesfor state contracts but by system-
wideinitiativesaimed at enhancing collective
efficiency. Policy should therefore target not
theindividua firm, but the network of firms
in the knowledge that clusters of SMEs
overcome the disadvantages of isolation by
exploiting scale and scope economies that
areexterna totheindividual SME but internal
to the cluster. Clusters enable firms to share
learning and experience effects while
increasing flexibility through inter-firm
cooperation and specidization. By facilitating
cluster formation, policy enhancescollective
efficiency through collaboration.

Despite the economic potential for SMEsto
grow into the bedrock of the sub-Saharan
African economies, they are left as an
absorber of displaced labour from the
shrinking formal sector. It has been argued
elsawherethat ‘ thepolicy of supporting value
chains linkages between large-scale firms
and SMEs cannot be left to spontaneous
outcomes by isolated companies but should
be part of expanding the current formal
sector activities into the rest of each
country’s national economy’ (Ndlela,
2006:101-4).

Unfortunately, fromapolicy viewpoint, there
is general agreement that it is ‘difficult or
nearly impossible for public policy
intentionally to create clusters where they

do not already exist. Most successful
clusters have evolved serendipitously.
Although public policies have occasionally
been acatalyst to cluster growth, their effects
areaslikely to beinadvertent asintentional’
(Cortright, 2006: 48).

The best public policy advice for creating
clustersisafocuson establishing abusiness-
friendly environment —ingtitutions supportive
of knowledge creation, a business culture
that supports entrepreneurship, eradicating
barriers to new firm formations and ready
access to capital (ibid.).

Cortright providesfour policy guidelines:

e Clugter developmentisnot apublic policy
activity. Ultimately it isprivate sector firms
whose conduct and strategies determine
whether clusters evolve.

» Clusterscannot betreated asasingle or
separate activity. Thereisno case for a
‘Ministry for Clusters'. Cluster policies
cut across different government depart-
ments and entities, and must involve
dialogue with the private sector.

» Governments can —and should — play a
supporting role, but cannot create
clusterswhere noneexist. Itisnot acase
of governments' picking winners'.

* Thereisnosingle‘cluster modd’. Clusters
develop differently in different regions
and industries, though there are lessons
that the Zimbabwe tourist industry could
learn from the Cairns tourism cluster in
Australia(Cortright, 2006: 52)

Cluster development aside, thereisastrong
pro-poor case for interventions designed to
promote SME development. In Zimbabwe
this has been confined largely to providing
finance, either through the Small Enterprises
Development Corporation or more recently,
through special preferential interest-rate
funds from private sector banks.

11 Clusters are ‘geographic agglomerations of companies, suppliers, service providers and associated institutions in
a particular field linked by complementarities of different types'. (World Economic Forum, 2007)
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In Zimbabwe, as elsewhere, the pay-off
from such interventions has been meagre,
and thereisan ongoing debate asto whether
SMEs play a special role in economic
development and thereby merit specia policy
privileges. Though thereisno consensuson
the issue, some recent macroeconomic
evidence castsdoubt on the claim that SMEs
are ‘especialy important for growth and
poverty reduction’ (World Bank, 2005).

For thisand other reasons governments and
donors are developing new and different
programmes designed to support SMES,
shifting thefocusfrom support for individual
SMEsto more system-wide approachesthat
involve

e addressing market failures that create
cost disadvantages for SMEs and
restrict their access to markets;

e improving transactional efficiency in
financial, product and input markets
relevant to SMEs;

» reforming public policiesand regulations
that discriminate against SMEs or that
produce fixed costs that create a
competitivedisadvantagefor small firms;
and

e investing in public goods that open up
market access and enhance
competitiveness (infrastructure, I1CT,
transport, water and power).

Hallberg (2000) contrasts these modern
approaches with the moretraditional stance
that relied on direct and subsidized provision
of financial and non-financial support to
SMEs. Targeted interventionsand ingtitutions
might still be required to improve SMES
access to finance, business-development
services and business-linkage opportunities,
but these should be demand-driven, market-
oriented and provided by private firms, non-
profit intermediaries or private—public
partnerships. The recent rapid growth in
market-oriented methods of delivering
microfinance services to SMEs is a good
example of thisnew policy stance. Therole

of the state should be that of reducing
barriers to entry and risks associated with
lending to SMEs.

Such Doing Business reforms often benefit
small businessesmorethan large-scalefirms,
who can afford to invest in generatorswhere
power is not available and who are better
able to access expensive legal or advisory
services. This does not mean that SME-
promotion programmes should be abandoned
but that they should be restructured on the
basis of best practice internationally, rather
than on uncritical acceptance of the belief
that the main constraint to SM E development
is finance. Furthermore, a striking feature
of vibrant economies is the high birth rate
(and death rate) of new enterprises. Low-
cost finance tends to perpetuate SMEs that
should beleft to go under.

6.3.8 The missing middle

There is a growing consensus that many
sub-Saharan African countries have a
disconnect between their large corporate
sectors and weak formal and informal
enterprises (SMESs). Despite ongoing efforts
to strengthen the SME sector, these
businessesface anumber of stifling financial
and regulatory barriers, asaresult of which
astriking characteristic of African economies
is the failure of small firms to graduate to
‘middle economy’ status, thereby leaving a
vacuum in the form of a*missing middl€e’.

One of the features of the Zimbabwe
economy in the post-ESAP period has been
the gradual declustering of the economy —
in clothing and textiles, tobacco, food
processing, gold mining and tourism —as a
result of which many of the small and
medium-sized businesses, once the bedrock
of commercial agriculture, mining,
manufacturing and commerce, no longer
exist.

While accepting that SMEs may have the
potential to play acritical rolein filling the
missing middle gap, their capacity to do so
depends on the elimination of the many



congtraints currently inhibiting the growth of
small formal-sector enterprises and the
transformation of progressive informal-
sector business unitsinto viableformal-sector
operators. Yet again, there is a central role
for theremoval of red-tape obstaclesto new
business formation, in both the formal and
informal sectors.

6.3.9 Business partnership
programmes

Long-term survival and profitability requires
enterprises to improve their performance
continuously to stay ahead of competitors.
The successful participation of SMES in
liberalized domestic and global markets
dependsheavily ontheir capacity toinnovate
and thereby to enhance their productivity.
In this process, the economic networks and
value chains in which a firm operates are
key determinants. Multinational corporations
are often major drivers of innovation,
disseminating technol ogical know-how and
facilitating market access. In a globalizing
economy it is vital that SMEs become
attractive partners, e.g., as subcontractors
or suppliers, for largefirms. Theintegration
of SMEs into global value chains is one
dimension of thekind of global partnerships
called for under MDG 8 that can lead to the
transfer of know-how, skills and expertise,
and contribute to their sustainable develop-
ment, not only with regard to their economic
but also to their environmental and social
performance.

6.3.10 Private—public partnerships

There is an unanswerable case for close
private—public cooperation and consultation.
‘Discovery’ in business is a two-faceted
process. Entrepreneurs need to discover
markets, processes and products that are
competitivein domestic and foreign markets,
while politicians and bureaucrats must
discover what is holding industry back and

how public policy can be used to eradicate
constraints and bottlenecks.

6.3.11 Global Value Chains (GVC)'?

Few doubt that participation in GVCs
contributes positively to industrial develop-
ment and poverty reduction but, as with
clustering, there isaquestion mark over the
role of public policy and the extent to which
it can facilitate GVC entry, becoming a
supplier or contractor and thereby
participating in the value chain. For
Zimbabwe, the major obstacles include
geography (its landlocked status and the
proximity of amajor industrial player, South
Africa), the state of the infrastructure, the
skills exodus, decades of official ambi-
valence (if not outright hostility) towards FDI,
and alack of understanding of the realities
of global production networks.

The literature — and experience — of public
policy in facilitating GVC entry is hardly
reassuring. Resource endowment drivers —
cheap labour or energy — are major
influences, as also are the corporate
strategies of buyer-driven value chains.
Evidencefrom all around theworld suggests
that government investment incentives—tax
breaks, labour law derogations, subsidized
utilities, guaranteed dividend and profit-
repatriation rates, often embodied in Export
Processing Zonelegidation—haveaminimal
impact onindustrial location, offshoring and
outsourcing decisions.

The decision-makers are private sector
managers who are more likely to be
influenced by Doing Business conditionsthan
special — and potentially temporary —
incentives. In any event, in a globalized
economy multinational investors, producers
and buyers think and act in strategic terms.
Attractivetax rates or subsidized el ectricity
tariffs will not influence investment or
outsourcing decisions in Zimbabwe if

12 Global value chains (also global production networks) are ‘interregional networks clustered around one commodity
or product, linking households, enterprises and states to one another within the world economy’ (Gereffi and

Korzeniewicz, 1994).
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corporate headquarters has decided that, for
strategic or logistical purposes, South Africa
or Kenya is the most appropriate African
location.

This, too, isa‘discovery’ issue. Over time,
firms will discover that there are new and
additional value-chain links that they can
provide. Arguably thereisarolefor the state
in funding research and development to
‘enable’ the discovery process. Aside from
such interventionsthe state’'smain functions
should beinvestingininfrastructure, pushing
through enabling environment reforms, and
maintaining aconstant dialogue with private
sector entrepreneurs aimed at identifying
bottlenecks and overcoming them.

From anarrowly pro-poor viewpoint entry-
level activities within GVCs are desirable
because they create new, usually low-
income and |ow-technology, positions.
However, asfirms move up the value chain
into more knowledge- and capital-intensive
activities, the direct pro-poor impact is
diluted, but to the extent that such GVC
progression leads to increased exports and
faster growth, per capita incomes rise,
thereby reducing poverty.

6.3.12 Infrastructure

It is common knowledge that insufficient,
inefficient infrastructure in developing
countries remains a major constraint,
limiting access to basic services such as a
steady electricity supply, clean water, and
road and telecommunication networks. Inthe
Zimbabwean case, the infrastructure sectors
have faced persistent underinvestment, a
situation that now threatens to bring entire
supply systemsto a halt.

6.3.13 Information services

The rapid advances in information and
communication technologies (ICTs) havefar-
reaching effectson both industrial governance
and business systems. Successful institutions
and enterprises use ICTs to improve their
productivity and to apply new knowledge. In

particular itisessential for the SME sector to
have access to adequate information to
enhance productivity and facilitate market
access. However, in most developing
countries, the sector is suffering from
market failures in the provision of business
information, which is available only from
stand-alone institutions, is often slow and
cumbersometo access, islimitedin scopeand
not provided for in an integrated manner.
Moreover, access to information by itself is
not sufficient; SMEs need tailor-made
information solutions, i.e., businessinformation
services that assess, verify and apply
information to aspecific business problem.

In Zimbabwe, officia controls have made it
virtualy impossiblefor SMIEsand theinformal
sector in both urban and rural communitiesto
access information. Under the Postal and
Telecommunication Regul atory Authority of
Zimbabwe (POTRAZ), stifling regulationsare
the order of the day, giving excessive market
power to afew playersin the ICT market.

6.3.14 Corporate strategies and state
intervention

For most of the post-1ndependence period
corporate managers have been forced to
devote an inordinate amount of management
time to meeting government regulations and
building relationships with bureaucrats and
party officials. This—together with the sheer
volatility and unpredictability of government
policies towards business, especially in the
recent past — has taken its toll on strategy
development while creating an ‘introverted’
managerial class, preoccupied with domestic
issues to the point that entrepreneurs have
lost sight of the bigger picture.

A striking (contemporary) example is the
time and energy that managers are now
spending on strategizing for indigeni zation.
Corporate restructuring that makes little
sense, either financially or organizationally,
is being undertaken purely to meet, or to
bypass, legidlation requiring that 51 percent
of all businesses be owned by indigenous
Zimbabweans.



In the absence of the necessary paradigm
shift, management time and effort that ought
to be devoted to the ‘discovery’ of new
markets, new processes, hew ideas and
new products, will be used to defend
corporate earnings and the corporate
franchise from political interference, with
adverse consegquencesfor industrial growth
and poverty reduction. Without doubt,
uncertainty over future ownership will deter
fresh investment and job creation.

Decades of stateintervention in the economy,
and especially the experience since 2000, have
created a business-culture divide within the
private sector. On one side are the successful
firms across all sectors of the economy,
whose managements are convinced that state
intervention is to blame for some, perhaps
mogt, of their problems. Consequently, they
want to seealevel playing fieldinpost-crisis
Zimbabwerather than onelittered with carrot-
and-stick interventions of the kind that are
now commonplace.

At the other extreme are those, mostly
smaller and newer, businesses that have
grown up in adependency-culture environ-
ment and whose success or survival depends
on state assistance of one kind or another.
For them, problem-solving involves seeking
official assistance—cheap finance, fertilizer,
seed, preferentia accessto foreign exchange
and government or parastatal contracts. The
conseguence has been the promation of rent-
seeking rather than entrepreneurialism, and
the emergence of a dependency culture
within the private sector.

From a political-economy — and also from
an inclusive-growth and empowerment
viewpoint — bridging this divide will be a
difficult task, not |east becausethe paradigm
or culture shift on which much of the above
discussion is predicated would shatter the
dependency culture that is becoming
increasingly ingrained in Zimbabwe
business.
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Chapter 7

Labour Markets, Human Capital and the

Diaspora

7.1 INTRODUCTION

In analysing devel opmentsin [abour markets,
human capital and the diasporain Zimbabwe,
we will use the three periods outlined in
chapter 2 —the control regime period (1980—
1990), the liberalization (ESAP) period
(1991-1996) and the deepening crisisperiod
(1997-2008).

This chapter first traces the nexus between
growth, employment and poverty, outlining
the role of the labour market in poverty
reduction/eradication. While growth is a
necessary condition for poverty reduction
and its eventual eradication, it is not a
sufficient one. The quality of growth, as
measured by its employment intensity, isas
important asitsquantum in reducing poverty.

Zimbabwe's past performance demonstrates
that employment growth follows output
growth, reflecting the fact that the demand
for labour is derived from that of output.
During periods of output growth, employ-
ment grows at a slower pace and likewise,
when output growth declines, employment
growth has alagged response, reflecting its
quasi-fixed attribute. The employment
intensity of growth, as measured by
employment elasticities of output, suggests
that the labour absorptive capacity of the
economy hasdeclined over time, inlinewith
global trends.

While the elasticities were positive from
1991 to 1999, they became negative between
1999 and 2004 as the crisis deepened. As a
result of the deepening crisis, out-migration
intensified, resulting in a significant brain
drain. Whereas Zimbabwe had made

considerable progress in human capital
formation since independence, asthe crisis
deepened, human capital formation hasfailed
to bridge the gap created by out-migration,
creating serious human capital deficitsinthe
economy. This has exacerbated a situation
already madedifficult by theHIV andAIDS
pandemic, which is disproportionately
affecting the productive age group.

The constraints to growth and recovery in
the labour markets, human capital and the
diasporaincludethe multiplicity of ingitutions,
policy inadequaciesin addressing the needs
of the economy and, in particul ar, sustained
employment creation and human capital
formation, and an inability to stemthe brain
drain.

7.2 THE LABOUR MARKET
AND POVERTY REDUCTION

Poverty reduction, and its eventual
eradication, hasassumed prominenceinthe
new millennium; infact, thefirst Millennium
Development Goal targets halving poverty
by 2015.1 In this framework, the labour
market, and decent employment in particular,
are expected to play an intermediating role
(the nexus) between growth and poverty
reduction. In this regard, a development
strategy that fully employsacountry’shuman
resources and raises the returns to labour
(thewage) is considered a powerful tool for
poverty reduction/eradication (Islam, 2003).

Thelink between growth, employment and
poverty reduction is not automatic. Growth
on its own is not sufficient to generate

1 Zimbabwe and UNDP, 2004: Zimbabwe Millennium Development Goals: 2004 Progress Report.
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significant improvementsin employment and
poverty reduction. In the context of
sustainable human development,? growthis
seen asameans, rather than an end in itself.
Such an approach acknowledges that a
country may achieve high levels of growth,
but that does not necessarily tranglate into
employment growth and poverty reduction.
Growth istherefore seen as a necessary but
insufficient condition for employment growth
and poverty reduction. What mattersis not
just the level or quantum of growth, but its
quality, implying that the type of growth
matters as much asits level.

The importance of employment in poverty
reduction lies in the fact that, quite often,
the abundant resource that the poor possess
istheir labour, which they can useto earn a
livelihood. The extent to which the poor can
use their labour determines their incomes.
Complementing their labour isthereturn to
it, which itself is dependent on the assets
they possess. If therefore, the quantity of
employment and the returns to labour are
low, poverty is often the outcome. Under-
employment of labour and low returnsto it
are proximate causes of poverty (Heintz,
2006; Osmani, 2005). Thus, for growth to
rapidly reduce poverty levels, the forces
behind underemployment and low returnsto
labour should be addressed, in which case
three factors — the growth factor, the
elasticity factor and the integrability factor
— become critical.

Thegrowth factor relatesto therate at which
the production potential of an economy is
enhanced, whiletheelasticity factor indicates
the extent to which the upward shift in the
production function raises employment
potential (both quantity and quality). The
integrability factor refers to the extent to
which the poor are able to integrate into
economic processes such that, as growth
and employment expand, they can take
advantage of the opportunities that arise to
improve the quality and quantity of their

employment. For any given expansion
in growth, the employment response
depends on three key factors. the sectoral
composition of output, choice of technique
and the terms of trade (relative price
of output and input). The growth
process associated with a bigger shift in
employment— the one that is more
employment elastic — is most helpful to the
poor. The growth elasticity of employment
is therefore an important intermediary in
shaping the extent to which growth trand ates
into poverty reduction. Note that a high
elagticity of employment does not necessarily
entail higher incomesfor the poor: it smply
expandsthe opportunities. It isthe attributes
of the poor (their capabilities) that will enable
them to integrate fully into an expanding
economy, determining the extent towhichthe
poor benefit (theintegrability factor).

Broadly stated, pro-poor growth is growth
that benefitsthe poor and providesthemwith
opportunities to improve their economic
situation (Kakwani et al., 2004). Note that
there are different variants of pro-poor
growth. The most applicable definition
refers to relative or absolute pro-poor
growth. The relative concept applies when
growth benefitsthe poor proportionally more
than the non-poor. It therefore implies a
relativereductionininequality. The absolute
concept is such that the poor receive the
absol ute benefits of growth equal to, or more
than the absolute benefits received by the
non-poor. In this context, economic growth
is usually associated with a decline in
absolute inequality (Kakwani et al., 2004;
International Poverty Centre, 2007).

However, employment isnot the only means
of trand ating growth into poverty reduction.
Social provisioning, especially with respect
to basic services that encompass education,
health, and income grants, among others, is
critical. Hence aviable employment-centred
strategy for development should also
integrate social policies (Heintz, 2006).

2 The UNDP defines human development as ‘a process of expanding people’s choices by enabling them to enjoy

long, healthy and creative lives'.



7.3 OVERVIEW OF PAST
PERFORMANCE IN
ZIMBABWE

7.3.1 Growth, employment and
poverty reduction: An
analysis of the performance

The relationship between growth and
employment

It has been shown that the extent to which
growth reduces poverty depends on the
elasticity factor and the integrability factor.
It istherefore necessary to assess the extent
to which growth has been employment-
intensive (the output elasticity of
employment). Figure 7.1 illustrates the
movement of real GDP and employment
growth rates between 1986 and 2004.

Real GDP growth, which averaged 4 percent
annually from 1985 to 1990, declined to 0.8
percent during the reform period of 1990—
96 and to—3.7 percent from 1997 to 2004 in
the crisis period. Likewise, employment
growth decelerated from an annual average
rate of 2.4 percent from 1985t0 1990to 1.2
percent during the reform period and —2.8
percent during the crisis period.

Clearly, therefore, even before the onset of
the crisis, growth had aready declined to a
very low level. As expected, the period of
negative economic growth (1999-2004) is
associated with negative employment
growth. Significantly, therates of growth of
employment for this period are well below
the annual average intercensal population
growth of 3.9 percent from 1982 to 1992
and of 1.2 percent from 1992 to 2002. The
declineintheannual averagerate of growth
of the population is due mainly to out-
migration and the AIDS pandemic. Whereas
14 percent of the population (20 percent of
the labour force) were employed in the
formal sector in 1980, by 2004, only 10
percent of the population (13 percent of the
labour force) were so employed.3 On the
basis of an estimated 700,000 employeesin
the formal sector in 2007, this implies that
only 6 percent of the populationiscurrently
employed in the formal sector. Ever since
the early 1960s, the highest proportion of the
population employed in the formal sector
reached 17 percent in 1975. As shown in
chapter 6 on private sector development, it
isthe informal economy that has borne the
burden of employment creation.

Figure 7.1: Growth in real GDP and employment, 1986-2004
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Source: Calculated from CSO data

3 The labour force or the economically active population refers to those aged 15 years and above who are available
for the production of goods and services for cash or in kind. It comprises the employed and the unemployed.

Chapter 7 — Labour Markets, Human Capital and the Diaspora

103



Comprehensive Economic Recovery in Zimbabwe

104

Figure 7.1 showsthat the rate of employment
growth is lower than that of the overall
growth rate when the economy isexpanding.
In addition, the rate of employment growth
declines more slowly when the economy is
shrinking.

The employment intensity of growth, as
measured by the employment elasticity of
growth, istherefore acritical indicator of the
quality of growth. Table 7.1 shows the
employment elasticities and GDP growth
between 1991 and 2003.4

Generally, the employment elasticities of
growth have declined markedly during the
period under review, implying that the
relationship between growth and employ-
ment generation has weakened over time.
In other words the additional employment
created at agiven level of economic growth
has fallen over time. Even studies that

calculated such elasticitiesfor earlier periods
suggest that the elasticitiesfor Zimbabwe's
manufacturing sector declined from 0.65 for
the period 1963-79 to 0.06 over the period
198096 (see Heintz, 2006).

Thelevel of employment intheformal sector
has declined over time, and has been
worsened by the current economic crisis, in
line with global trends. Those groups that
had experienced a higher level of
employment intensity of growth (youthsand
males) in earlier periods appear to be the
greatest losers during the downturn (1999—
2003).

The trend in the elasticities of employment
for Zimbabwe differs from that for the rest
of the world and sub-Saharan Africa (Table
7.2); thedasticities of thelatter two initially
increased between 1995 and 1999 before
declining. The decline experienced by

Table 7.1: Employment elasticities and GDP growth

1991-1995 1995-1999 1999-2003
Total 1.84 0.26 -0.21
Youth 4.45 0.42 —-0.68
Female 1.67 0.26 -0.13
Male 1.99 0.27 -0.28
Annual GDP Growth 0.10 3.70 -6.30

Source: Adapted from Kapsos (2005: 41, Table A2.9)

Table 7.2: Employment elasticities and annual average GDP growth

1991-1995 1995-1999 1999-2003

Employment elasticity

Zimbabwe 1.84 0.26 -0.21
World 0.34 0.38 0.30
Sub-Saharan Africa 0.73 0.82 0.53
GDP growth (%)

Zimbabwe 0.10 3.70 -6.30
World 2.10 3.60 3.50
Sub-Saharan Africa 1.10 3.20 3.20

Source: Compiled from Kapsos (2005, various tables)

4 The International Labour Office (ILO) is now computing detailed employment elasticities of growth for various
countries across the five continents which are published as part of the Key Labour Market Indicators. However,
its elasticities for Zimbabwe for the period 1991-95 are questionable.



Zimbabwe, which had the highest
employment intensity of growth between
1991 and 1995, issteep. Given that the labour
regime was significantly deregulated after
theearly 1990s, rigiditiesin thelabour market
may not be responsible for this decline,
especially during the latter period. As the
2007 Confederation of Zimbabwe Industries
(CZ1) Manufacturing Sector Survey found,
the main constraint to job creation had to do
with low levels of production, with labour
market constraints hardly featuring at al
(Table 7.3). The survey (2007: 30)
established that ‘whileintheory, the existence
of distortionsin the labour market abound,
the lack of enforcement appears to have
made these ineffective’.

Table 7.3 shows the mgjor constraints to
employment creation in the manufacturing
sector in 2005 and 2006; the results suggest,
as expected, that the demand for labour is
derived mainly from the production process.
Note that labour market rigidity is not an
issue, with no firm citing National
Employment Council (NEC) compliance
(labour standards) asaconstraint. Minimum
wages and security regulations act as
rigidities when foisted arbitrarily by some
externa forceor ingtitution. Wheretheseare
negotiated, asisthe casein Zimbabwe, they
do not cause unemployment or inflation. The
onerous employment-security regulations
that undermined employment creationin the
1980s were deregulated at the beginning of
the ESAP period.

Table 7.3: Major constraints to employment in
the manufacturing sector

Major constraints 2006 2005
Raw-material shortage 55 65
Low production 64 41
Foreign currency 18 29
NEC compliance 0 12

Source: CZI Manufacturing Sector Survey
(2007: 30)

5 See chapter 2 on the macroeconomic situation.

Average real earnings

Since pro-poor growth requires both an
improvement in employment levels and the
returnsto labour, it is necessary to trace the
trendsinreal earnings. Invirtually all sectors
of the economy, average real earnings have
collapsed because wage increases have
failed to match inflation. The average rea
earnings index for the whole economy
peaked at 120 in 1982 before collapsing to
10 by 2004.> Wage increases have therefore
failed to compensate for increases in
inflation, especially during the period of
crisis. Such a marked decline in real
earnings, coupled with the decline in
employment levels, exacerbates poverty.

The 2007 CZI Manufacturing Sector Survey
observes that the collapse in real wagesis
having adverse effects on the economy,
arguing that ‘in addition to a shrinking
economy, this has had amultiplier effect of
seriously depleting the country’ s disposable
incomes. The erosion of disposableincome
as workers get poorer is shrinking demand
for products as disposabl eincomeswane and
hencereducesbusinessviability’ (2007: 58).

Functional distribution of income and
income differentials

Calculations based on original data suggest
that the wages and salaries’ share of Gross
Domestic Income (GDI) declined from an
average of 49 percent during the pre-ESAP
period to 41.5 percent during the ESAP
period, and to 29.9 percent during the crisis
period of 1997-2003 (Figure 7.2). Profits,
on the other hand, increased in the same
periods from an average of 50 percent, to
58.4 percent, and to 73 percent. The
increased share of profits had not been
accompanied by increased investment
because the environment was characterized
by macroeconomic instability. In fact,
investment is insignificant in gross terms.
Such a development undermines the attain-
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Figure 7.2: Gross domestic income at current prices by factor (%)
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ment of sound industrial relations, which are
critical for increased productivity. In this
regard, the tripartite partners, government,
business and labour have been trying to
redressthis development through negotiating
awin-win social contract.

Figure 7.3 showsincomedifferentialsfor the
unskilled, skilled and managerial grades
during the period 1995-2000. It illustrates
that unskilled workers have borne the brunt

of the current economic crisis. This
underminesakey principlein asustainable-
earnings structure —the need for equity and
stability inthedifferentiass, especialy where
these are based on ajob-eval uation exercise.

Unemployment

Unemployment is measured using both
its broad (passive) and strict (active)
dimensions.® According to the broad

Figure 7.3: Differential earnings for different occupations
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6 The use of the broader definition started with the 2004 labour force survey following recommendations of the
1998 User-Producer of Statistics symposium attended by stakeholders. CSO, 2004 Labour Force Survey, March
2006; CSO, Report on the Proceedings of the User-Producer of Statistics Symposium, Kadoma Hotel and
Conference Centre, 8-12 November 2004, February 2005.
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definition, unemployment ‘refers to the
population age 15 years old and above which
during the seven day reference period, did
not work and had no job or business to go
back to but who were available for work’.”
The strict definition requires that those
without a job and are available for work
actively look for work. In developing
countries such as Zimbabwe, the broad
definition ismore appropriate because of the
limited methods of job search available,
especialy in therural areas, and the reality
that, with limited job opportunities, most job-
seekers are already discouraged from
looking for work. Using the data for the
seven days before the survey, the rate of
unemployment using the strict definition was
4.4 percent (4.3 percent for males and 4.5
for females), while using the broad measure,
the levels were 9.3 percent (12 percent for
females and 6.8 percent for males). The
levelsaretoo low and do not reflect reality.

The Poverty Assessment Study Survey
(PASS) 11 estimated unemployment using an
alternative measurement to capture the
effects of structural changesin the economy
on unemployment, and to deal with the
problem of underestimation arising fromuse
of the conventional measure (Zimbabwe,
2006). Structural unemployment includes
those who were usually unemployed, those
who wereinvoluntarily intheinformal sector,
the very poor and poor communal and
resettlement farmers, the very poor and poor
unpaid family workers, the very poor and
poor intheinformal sector, and the very poor
and poor engaged in publicworks. Using this
aternative definition, the rate of structural
unemployment in Zimbabwe was 63 percent
in2003. Structural unemployment washigher
for females (70 percent) than for males (56
percent) because of theinclusion of thevery
poor and poor in agriculture and theinformal
economy, who are largely women. Rural
areas had a higher structural unemployment
rate (62 percent) than urban areas (35
percent).

7 Central Statistical Office, ‘2004 Labour Force Survey’,

The Impact of HIV and AIDS

There has been a belated acceptance that
HIV and AIDS is aworkplace challenge. It
poses seriousthreatsto workers' rightssince
peoplelivingwith HIV and AIDS are subj ect
to stigmati zation, discrimination and hostility
in their communities and at work. HIV and
AIDS has a significant impact on the
composition of the labour force in terms of
age, skillsand experience, withthe productive
age group 15-49 years the most affected.
Losses of human capital due to HIV and
AIDS are disproportionately higher among
skilled, professional and manageria workers.
The pandemic has profound adverseimpacts
on the economy, workforce, businesses and
theinfected and affected individualsand their
families.

HIV and AIDS has manifested itself in the
workplacethrough discrimination in employ-
ment, social exclusion of affected persons,
distortions in terms of gender inequality,
increased number of orphans often resulting
in increased child labour, disrupted
performance of small enterprises and the
informal economy. It has also manifested
itself through low productivity, depleted
human capital, challenged social security
systemsand undermined occupational saf ety
and health. Theimpact of HIV and AIDS at
the enterpriselevel can be broken downinto
three categories, namely, direct, indirect and
systemic costs. Direct costs, which are
easier to quantify, arise from medical care
and insurance costs, pension and retirement
costs, recruitment and retraining costs, and
costs of HIV and AIDS programmes.
Indirect costsinclude reduced productivity,
morbidity, and absenteeism duetoillnessand
bereavements. The systemic costs relate to
lossof sKills, lossof tacit knowledge, reduced
morale and breakdown of workplace
discipline. HIV and AIDS s exacerbated by
poverty and viceversa, making it achallenge
to the fundamental principles and rights at
work, and moreimportantly, the decent work
agenda (see SAfAIDS and HIVOS, 2007).

March 2006, p. 27.
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Even though government promulgated
Statutory Instrument 202 of 1998,
‘Zimbabwe Labour Relations (HIV and
AIDS) Regulations', the response at the
workplace was slow, especially given that
in the early yearsit was ailmost exclusively
seen asamedical problem. For instance, the
public sector policy on HIVV and AIDS was
only launched in 2005 in response to the
severity of the pandemic on the provision of
public services. It had emerged that between
1995 and 2002, the largest number of public
employees who took sick leave of up to 90
dayswasin the 3049 age group, including
professional and technical grades, and that
more female than male staff members had
left the service on medical grounds.
Terminations of service on medical grounds
had increased from 0.05 percent in 1995,
peaking at 3.23 percent in 2001 (see Public
Service Commission, 2007). As the report
concedes, before 2005, the priority on HIV
and AIDS in government ministries was
perceived to be low as most managers did
not consider HIV and AIDS programmes
astheir core business, while othersfelt they
were hot equipped to take aleading rolein
HIV and AIDS issues.

7.3.2 Developments in human
capital formation, 1980-2007

Human capital is defined as ‘the stock of
productive skills and technical knowledge
embodied in labour’. This refers therefore
totheacquired and useful abilitiesof people
that prepare them for the world of work.
Investment in human capital is mainly
through education and training, thereby
enhancing theintegrability factor.

Primary, secondary and technical

Human capital formation during the colonial
era was skewed in favour of whites. It has
been noted that 25 percent of black children
did not start school, while over 60 percent
did not completefull primary education, and
only 4 percent completed four years of
secondary education (Riddell, 1979).
Secondary education was divided into two

systems, F1 and F2, the latter offering a
practical curriculum and the former amore
academic curriculum. This dua approach
was perceived to have aracial toneinthat it
was offered only to blacks and therefore
seen to be inferior. As a result, F2 schools
were phased out at independence and
converted into conventional schoolsin 1981,
and an opportunity was lost to develop
technical and vocational education using the
framework aready in place.

A central component in skills-formation was
the apprenticeship-training system which
was established in 1934. According to the
National Manpower Survey (Zimbabwe,
19814), this skills-training programme was
not only racially biased but was designed to
ensurethat it produced only afew graduates.
Of the 5,103 apprenticesin February 1981,
56 percent were Whites, 26 percent were
Africans, 7 percent were Coloureds and 1
percent were Asians. Whites dominated the
critical technical areas such that they
represented 89 percent of apprenticesin the
aircraft field, 84 percent in electricity, and
68 percent in engineering. Intakes of
apprentices averaged only 1,000 per annum
inthe pre-independence period. Furthermore,
the system relied onimmigration to cater for
skills requirements, which undermined the
devel opment of comprehensive apprentice-
ship training and technical education.
Conseguently, at independence in 1980,
blacks represented only 36 percent of all
professional, technical and related staff,
and only 24 percent of managerial and
administrative personnel.

The post-independence government sought
to reversetheracial imbalancesin education
provision and skill formation by adopting a
policy of universal primary education.
Primary school enrolment became amost
universal at 97 percent.

Tertiary

To address the racial imbalances in
Technical Vocationa Education and Training
(TVET), government built five additional



technical colleges between 1980 and 1990,
which were later upgraded to polytechnics
in 2001. The apprenticeship system was
revamped to expand its catchment, and a
trade-testing system wasintroduced in 1981
to classify workers into Skilled Worker
classes 1to 4, Class 1 being the highest. The
rationalization of TVET in Zimbabwe was
done under the comprehensive policy
document of 1990 ‘Rationalization of
Technical and Vocational Education in
Zimbabwe' .8

In 2004, it becamepossibleto upgrade TVET
qualifications to graduate and post-graduate
levels. A Bill establishing the Zimbabwe
Qualifications Authority (ZIMQA) was
drafted in 2005 to feed into the requirements
of the SADC 1997 Protocol on Education and
Training, which envisages the establishment
of a Regional Qualifications Framework
(Zimbabwe, 20063a).

7.4 THE DIASPORA

7.4.1 The size and nature of the
diaspora

Sinceindependencein 1980, emigration has
occurred intwo mainwaves. Thefirgt, during
the early 1980s, involved mainly white
Zimbabweans. It was reported that from
1980 to 1983 the country recorded aloss of
19,300 skilled and professional workers,
mostly to South Africa, Australia and the
UK. This migration wave was somewhat
mitigated by returning Zimbabweans with
high qualifications but limited experience,
who filled most of the vacated posts
(Zinyama, 2002).

The second wave began soon after the
disputed genera elections in 2000 and the
commencement of thefast track land reform
progranme. The destinations have varied
from nearby southern African countries to

asfar away as New Zealand, Australia, the
United Kingdom and the USA. What began
as a trickle has turned into an exodus that
has bled the country of areservoir of skills
that neighbouring countriesand those abroad
have welcomed.

From survey data it is estimated that the
population of Zimbabweansresident outside
thecountry isat |east over two million. South
Africahasthe largest number, slightly over
one million as at the end of 2007. Table 4
shows an extrapol ated progression sincethe
last census of 2001.

Table 7.4: Zimbabwe migrant population in
South Africa

Year Estimated migrant population
(year-end)

2001 131,886*

2002 175,715

2003 255,604

2004 375,935

2005 522,364

2006 763,425

2007 1,022,965

* Actual, per Statistics SA census

Source: Makina (2007)

According to the International Organization
for Migration, the UK hasthe second-largest
population of Zimbabweans living abroad,
with an estimated 200,000-500,000, while
Botswana is estimated to have between
100,000 and 300,000. Other Zimbabweans
are scattered throughout the USA, Canada,
Australia, New Zealand as well as other
neighbouring countries.

7.4.2 Driving forces of
contemporary migration

Economic decline and political reasons are
seen asthe main supply-push factorsdriving
migration of both skilled and unskilled

8 Ministry of Higher and Tertiary Education (1990), Rationalisation of Vocational and Technical Education in

Zimbabwe, Harare.
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workers (Chetsanga and Muchenje, 2003;
Bloch, 2005; Makina, 2007). By and large,
Zimbabweans living abroad have now
acquired thecritical feature of atraditionally
defined diaspora, i.e., ahomogeneous people
with acommon sense of displacement, both
voluntary and involuntary, with a hope of
returning home one day when the conditions
that drovetheminto migration are removed.
At least three surveys indicate that two-
thirds of Zimbabwean migrants intend to
return when the political and economic
situation improves (Bloch, 2005; Chetsanga
and Muchenje, 2003; Makina, 2007). There
is clearly therefore scope for involving the
diasporain economic recovery processesin
their home country.

7.4.3 The impact of the brain drain

Emigration survey data show that over 80
percent of people migrating to South Africa
and the UK are between 21 to 40 years of
age (Bloch, 2005; Makina, 2007).
Information fromthe UK Home Office Skills
Audit on pre-migration activities of

respondent migrants provides further
evidence on the high skills base of those
leaving Zimbabwefor the UK, showing that
a very large proportion had been in
management and professional jobs prior to
leaving.®

The impact of the brain drain on public
service delivery has been devastating. For
example, in the case of health care, it is
estimated that more than 80 percent of the
doctors, nurses, pharmacists, radiologistsand
therapistswho trained since 1980 have | eft.
By 2003, the health sector had | ost over 2,100
medical doctors and 1,950 State Certified
Nurses, mostly to South Africa, Botswana,
Namibia, the UK and Australia (Chikanda,
2005).10 Table’5 below highlightsthe extent
of the brain drain by 2006.

The major medical training institution, the
University of Zimbabwe College of Health
Sciences, has also suffered from the brain
drain. By March 2007, theinstitution had an
overall vacancy rate of 60 percent. Table
7.6 shows the overall dire situation in the
medical college.

Table 7.5: Staff situation at the major referral hospitals as at 31 January 2006, selected posts
(Harare, Parirenyatwa, Chitungwiza, Mpilo and United Bulawayo Hospitals)'’!

Designation Establishment In post Vacancies Vacancy
rate (%)
Doctors/ Specialist Heads of Dept 22 1 21 95%
GM.O. 106 27 79 75%
Chief Government Pathologist 3 1 2 67%
Junior Registrar 62 0 62 100%
Chief Medical Laboratory Scientist 6 2 4 67%
Senior/Principal Medical Laboratory Scientist 4 2 2 50%
State Certified Medical Laboratory Technician 171 99 72 42%
State Certified Medical Laboratory Technician 50 8 47 94%
Registered General Nurse/Sister 2,852 1,936 916 32%
State Certified Nurse 392 284 122 88%

9 Rachel Kirk, ‘Skills Audit of Refugees Home Office Online Report 37/04, <http://www.homeoffice.gov.uk/rds/

pdfs04/rdsolr3704.pdf>.

10«A Review of National Strategies to Manage Mobility and Migration of Zimbabwean Skilled Professionals: The
Health Sector Experiences'. A presentation by Dr O.L. Mbengeranwa, Chairman of the Health Service Board at
the ‘ Strengthening National Capacities for Addressing Migration and Development in Zimbabwe' workshop,

Troutbeck Inn, Nyanga, 18-19 September 2006.

11*A Review of National Strategies to Manage Mobility and Migration of Zimbabwean Skilled Professionals: The
Health Sector Experiences’, A presentation by Dr O.L. Mbengeranwa, Chairman of the Health Service Board at
the ‘ Strengthening National Capacities for Addressing Migration and Development in Zimbabwe' workshop,

Troutbeck Inn, Nyanga, 18-19 September 2006.



Table 7.6: Staff situation at the University of Zimbabwe College of Health Sciences: March 2007

Designation Establishment In post Vacancies Vacancy
rate (%)
1  Anaesthesia & Critical Care Medicine 16 2 14 88%
2 Anatomy 26 1 25 96%
3 Chemical Pathology 11 7 4 36%
4 Clinical Pharmacology 11 4 7 64%
5  Community Medicine 17 8 9 53%
6 Dentistry 12 6 6 50%
7 Haematology 7 0 7 100%
8 Histopathology 8 1 7 88%
9 Immunology 8 4 4 50%
10 Institute of Continuing Health Education 2 1 1 50%
11 Medical Laboratory Sciences 9 9 0 0%
12 Medical Microbiology 11 7 4 36%
13 Medicine 26 10 16 62%
14 Nursing Science 10 9 1 10%
15 Obstetrics and Gynaecology 26 14 12 46%
16 Paediatrics and Child Health 26 10 16 62%
17 Pharmacy 11 8 3 27%
18 Physiology 21 20 95%
19 Psychiatry 16 9 56%
20 Rehabilitation 10 7 3 30%
21 Surgery & Radiology 30 10 20 67%
Total 314 126 188 60%

Source: The Dean, University of Zimbabwe — College of Health Sciences

The impact of this huge brain drain which
has affected all sectorsisthat it will act asa
constraint on the speed of Zimbabwe's
recovery given that a high level of human
capital is one of the key ingredients for
domestic development and for attracting
FDI. Miyamoto (2003) showsthat enhanced
human resources development increases
FDI by making the investment climate of a
country attractive to foreign investors. On
the other hand, FDI contributes to human
resource devel opment because multinational
enterprises can be active providers of
education and training. They bring new sKills,
information and technol ogy to host countries.
Thus, there is a virtuous circle between
human resource development and FDI.

7.4.4 The impact of remittances

Themost tangiblelink between migration and
development is through the impact of
remittances. World Bank data show that
recorded remittances sent home by migrants

from developing countries reached over
US$200 billionin 2006, morethan doublethe
level in 2001. However, the true value of
remittances, including unrecorded flowsvia
formal andinformal channels, issubstantially
higher. According to the World Bank,
remittancesthrough informal channelscould
add at least 50 percent to the globally
recorded flows.

Survey data on Zimbabwean migrants also
suggest that given opportunity migrants
would like to contribute towards business
related activities. Table 7.7 regarding
migrantsin South Africaand the UK shows
that sending remittancesranksfourth among
ways they would like to contribute to the
development of Zimbabwe.

While there is a great willingness to
contributeto the devel opment of Zimbabwe,
migrants cite some critical changes that
would help them to contribute effectively,
viz.: political changes (60 percent), economic

Chapter 7 — Labour Markets, Human Capital and the Diaspora

111



Comprehensive Economic Recovery in Zimbabwe

112

Table 7.7: Five most popular ways that respondents would like to contribute to development in

their home country

UK South Africa Total
Investment in business 62% 53% 58%
Transfer skills through working in Zimbabwe 44% 31% 38%
Transfer skills through training in Zimbabwe 44% 31% 37%
By sending remittances 32% 27% 29%
Investment in land development 34% 22% 28%

Source: Bloch (2005)

opportunities (50 percent), voting rights (49
percent) and better exchange-rate policy (47
percent).

The International Fund for Agricultural
Development (IFAD) reported that in 2006
Zimbabwe received US$361 million in
remittances excluding hand-in-hand
transfers, representing 7.2 percent of the
country’s 2006 GDP. The extent of under-
reporting could be severe. An estimate of
remittancesin money and kind extrapol ated
using aconservative remitting population of
one million migrantsin the diasporasuggests
that the home country could bereceiving as
much as US$500 million per year, whichis
10 percent of GDP and over 50 percent of
exports. The RBZ datashow US$5.2 million
(2006) and US$14.0 million (2007) ashaving
been transferred through money transfer
agencies it supervises. What is clear is that
no one knows with any degree of certainty
the exact magnitude of remittances coming
to Zimbabwe because remittance flows
largely occur throughinformal channelsand
hence are unrecorded, this creates problems
for policy making.

What isclear isthat remittances play amajor
rolein supporting livelihoodsin contemporary
Zimbabwe. A 2007 survey carried out by the
Harare-based Mass Public Opinion Institute
(MPOQI) on survival strategies employed by
the Zimbabweans at home found that
remittances from friends and relatives rank

as the fourth most important source of
livelihood for householdsafter sdary, farming
and ‘off-farm’ and ‘extra-job’ activities.
Remittancesarereported to bean alternative
sourcein providing for food (12 percent rely
on them), health care (11 percent) and cash
income (11 percent). In addition, they have
become acritical source of foreign currency
for the Government12 (MPOI, 2007). An
earlier study on Remittances, poverty
reduction and the informalisation of
household wellbeing in Zimbabwe by
Bracking and Sachikonye (2006) found that
in addition to reducing poverty, they
contribute to productive accumulation.
Another study by Pendleton et al., (2006)
confirms the extent to which remittances
have become an essential part of household
budgets and have reduced vulnerability at
thehousehold leve through poverty reduction
in both rural and urban households. About
90 percent of the 705 migrant households
(i.e., households with at least one member
who isresident outside the country) sampled
throughout the country reported that family
members who have migrated remit cash
back home regularly using both formal and
informal channels. An analysis of the
importance of remittances in meeting
household expenses shows that the net
contribution of remittances ranges from 80-
93 percent of total household expenditure.

Inan economy inwhichthefinancial system
does not work properly, remittances provide

12 A government minister recently acknowledged as much in a private conversation with a reporter. Asked about
the gravity of the economic crisis, he reportedly said: ‘What's keeping us going is (sic) remittances from
Zimbabweans who left the country. Without those, 50 percent of the people who are struggling to survive at the
moment would die’ (‘Lunch with a dissident minister’ The Sunday Times (UK), 8 July 2007)



entrepreneurs with an alternative source of
start-up capital, particularly in theinformal
sector. A study on the uses of remittances
by households in rural southern Zimbabwe
by Maphosa (2007) shows that while
consumption tops the list, remittances have
varied uses. Table 7.8 below illustrates the
uses observed by the study.

Whilethereismuch emphasisonthebeneficia
effects of remittances, there are social costs
to take into account. Families have been
separated and the standard of living in the
diasporais scaed down in order to support
thoseleft home. Bracking (2003) providesan
example of amigrant in Birmingham (UK)
who reduced her living costs by living in a
hostel with fellow Zimbabweansand walking
to work to save money for remittances. A
similar situation obtains in South Africa
where cases of migrants living in crowded
accommodeation and informal settlementsare
common. A survey in Johannesburg found that
95 percent of 4,654 respondents had rel atives
they support back home, and remittances
congtituted 15-20 percent of their earnings
(Makina, 2007). It is noteworthy that before
the crisis remittances were an insignificant
proportion of GDP. Recovery efforts that
emphasize return of skills need to
simultaneoudly focus on remittances as part
of thefinancial start-up capital for returnees.

Table 7.8: Uses of remittances

CONSTRAINTS TO THE
GROWTH AND RECOVERY
OF LABOUR MARKETS,
HUMAN CAPITAL AND THE
DIASPORA

7.5

7.5.1 Institutional constraints

(labour administration)3

Thekey ministriesthat havejurisdiction over
labour-market issuesinclude the Ministry of
Public Service, Labour and Social Welfare,
and the Ministry of Youth Development and
Employment Creation. Other ministries, such
asHigher and Tertiary Education, Small and
Medium Enterprises Development, and
Women's Affairs, Gender and Community
Development a so overlap into labour-market
issues.

InlinewiththelLO’sLabour Administration
Convention of 1978, the Ministry of Public
Service, Labour and Social Welfare is
responsible for coordinating and running
the labour administration system of
Zimbabwe. However, the Ministry of Youth
Development and Employment Creation is
responsible for issues pertaining to youth
empowerment and employment creation.
Clearly therefore, there are vast areas of
overlap in the responsibilities of these two

Remittance use Number of remittance- Frequency
receiving households
Food 79 98.8%
Fees 63 78.8%
Medical expenses 52 65.0%
Livestock 47 58.8%
Building and consumer goods 25 53.8%
Agricultural inputs 43 31.2%
Business 8 10.0%
Other 31 38.8%

Source: Maphosa (2007, p.130)

13 The ‘system of labour administration’ covers public administration bodies including ministerial departments,
parastatal and regional or local agencies or any other form of decentralized administration and any institutional
framework for the coordination of the activities of such bodies and for consultation with and participation of
employers and workers and their organizations (ILO Convention 150 & Recommendation 158 of 1978).
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ministries, often resulting in duplication.
Furthermore, each ministry has tended to
concentrate on its own interventions, with
little coordination with the other.

Another ministry that overlapsinto labour-
market issuesisthe Ministry of Small and
Medium Enterprise Development. This
ministry was created after the 2005
Parliamentary elections, prior to which
SMEs came under the Ministry of Industry
and International Trade and issuesrelating
to the informal economy fell under the
Ministry of Youth Development, Gender
and Employment Creation. The Ministry of
Small and Medium Enterprises is now
also responsible for the promotion of the
informal economy and its integration
into the mainstream economy. However, in
spite of the SME Fund created by the
Reserve Bank of Zimbabwein 2006,14 the
resources available have been inadeguate.
The Ministry of Women’s Affairs, Gender
and Community Development isresponsible
for the empowerment of women and gender
mainstreaming, implying that it also overlaps
into labour-market issues. However, it
remainsmarginalized and poorly resourced.

Themajor weakness of these variouslabour-
market interventions is that they are not
properly coordinated, they are fragmented,
duplicate each other, and are poorly funded.
They also haveasupply focus, withministries
implementing programmes even when they
do not have the requisite competencies (e.g.,
in the area of business development).
For instance, the centralized labour admin-
istration system is such that decentralized
bipartite structures such as the National
Employment Councils, formed by unionsand
employers at the sectoral level, have avery
limited role, mainly in collective bargaining.
Industrial-relations management and
employment services are undertaken
predominantly by Ministry of Labour
officials.

Interviewswith senior officialsin thevarious
ministries revealed a lack of clarity on the
limitsof their responsibilitiesin dealing with
labour issues, and in particular with SME
development and employment creation. The
frequent reorganization of these ministries
has not helped matters. However, the
tendency to create ministries to deal with
specificissues (e.g., SMESs, Indigenization,
Youth Development) createstheimpression
that it isthe public sector that hasthe primary
responsibility for dealing with them rather
than playing afacilitating role.

7.5.2 Legal constraints

The system of labour administration is
characterized by amultiplicity of laws, resulting
in segmentation. For instance, the Labour Act
[Chapter 28:01] applies only to the private
sector; 15 whilein the public sector, the Public
Service Act [Chapter 16:04] applies. Even
though the Amendments of 2002 had partially
included the public sector under the Labour
RelationsAct,Amendment No. 7 of 2005 took
them back to the Public Service Act. The
Public Service Act does not recognize the
collective-bargaining rights of public
employees, anditsstructuresfor dealingwith
grievances and disputes are heavy-handed
and unilateral. Infact, the Public ServiceAct
does not have provisions for unions, and
the various associations in existence do not
have trade union rights; although a Joint
Negotiating Forum was established in 1998,
itsroleismerely advisory. TheUrban Councils
Act [Chapter 29:15] offers procedures and
conditionsat variancewith thosein the Labour
Act, resulting in a conflict of lawsin that a
party to adispute may chooseto takerecourse
viathe Labour Act or viathe Urban Councils
Act.

The Labour Act also contains draconian
measures meant to curtail trade union
activities, including the proscription of the

14 A ZW$16 Billion (US$29 000) Small to Medium Enterprises Revolving Fund was established following the
Bank’s announcement of the Mid-Term Monetary Policy Statement in July 2006.
15 Prior to 2003, the Labour Act was called the Labour Relations Act.



right to strike. Apart from criminalizing
participationin unlawful collectivejob action,
Section 109 of the Act also empowers an
affected party to claim damages from an
employee or trade union for losses incurred
as a result of the strike. Unions risk their
registrations being suspended for aperiod of
twelve months, and cannot collect sub-
scriptions during this period. Furthermore,
recourseto draconian lawssuch asthe Public
Order and Security Act (POSA) [Chapter
11:17], the Access to Information and
Protection of Privacy Act (AIPPA) [Chapter
10:27] and the Crimina Law (Codificationand
Reform) Act (No. 23 of 2004) are often
invoked to curtail trade union freedoms. Even
though the High Court ordered the State not
to interfere with trade union meetings in
200216 thisisoftenignored.

National Employment Councils, which are
best suited to dealing with disputes with
regard to conditionsof serviceintheir sectors,
are merely conciliatory bodies with no
effective powers, implying that they still have
to refer matters to the Ministry of Labour,
resulting in a backlog of cases as aresult of
the centralized |abour administration system.
Despite the streamlining of the dispute/
grievance procedures, and the introduction
of a specialized Labour Court to deal with
labour matters, delays still characterize their
resolution, though the situation is much
better than in previous years.

Furthermore, the Manpower Planning and
Development Act [Chapter 28:02] grantsthe
Minister of Higher Education unilateral
powersto manage the Zimbabwe Manpower
Development Fund (ZIMDEF) whichisthe
country’snational skillsdevelopment fund as
he/she deemsfit, resultinginitbeingrunina
non-transparent and unaccountable manner.
This has been a bone of contention with
industry, which feelslet down by being unable
to access the resources earmarked for skills
training to which they have contributed.

7.5.3 Policy constraints

A key policy constraint is that, while
Zimbabwe inherited a dual economy, with
aspects of enclavity (separate existence),
post-independence policieshaveonly served
to entrench this dual structure. The weak
labour absorptive capacity of the economy
can be traced to this dual and enclave
structure, where the formal sector at
independence employed only 20 percent of
the labour force, the remaining 80 percent
being located in the marginalized and
vulnerable, mainly communal, non-formal
sector. Instead of the economy being
formalized as was to be expected, an
informaization of theeconomy hasoccurred,
such that the formal sector now accounts
for only around 13 percent of the labour
force.l’” The majority of the labour force
therefore continues to be simultaneously
marginalized and excluded from thedynamic
part of the economy, the formal sector,
whose labour absorptive capacity has
declined, as reflected in the negative
employment el asticities of output.

While government sought to protect workers
through labour legislation during the first
decade of independence, that protection was
onerous, with unintended unemployment
consequences. The determination of wages
by government, which characterized the
period of the 1980s, undermined the role of
labour-market institutions. The period of
ESAP saw a deregulation of labour laws to
achievelabour-market flexibility. However,
the pendulum swung to the other extreme,
resulting in awave of retrenchments. Thus,
neither extreme case — over-regulation and
flexibility —hel ped the cause of employment
creation and poverty reduction. Finding a
bal ance between theimperatives of flexibility
and security is an ongoing challenge that
requires negotiation in order to arrive a a
form of regulated flexibility.

16 Zimbabwe Congress of Trade Unionsv. The Officer Commanding Police Harare District and the Commissioner

of Police, H-H 56/2002.

7 The growth of the informal economy as the formal sector shrunk is illustrated in chapter 6 on private sector

development.
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With respect to human capital formation, a
key policy challenge is the need to ensure
that education and training is more demand-
driven: the current supply bias results in a
poor fit between demand and supply. The
current secondary-education curriculum
does not develop children effectively
according to their unique needs and
inclinations, and does not lay a solid
foundation for employability and the
integrability of itsgraduatesinto the economy.
A key weakness of the secondary-school
curriculumisthat, having an academic bias,
itisnot ‘all inclusive’ and lacksa' pathways
approach’ that catersfor the diverse abilities
and interests of the pupils.

An important policy issue with respect to
the overexpansion of the education and
training system — which has compromised
quality, resulting in lack of international
recognition of Zimbabwean qualifications
in recent years —is the need to ensure that
expansioniswithinthelimitsof theavailable
resources. The recent expansion of the
university system to no less than nine such
institutionsisacasein point. The situation
is compounded by the recent parallel
development whereby technical colleges
are also offering degrees. Theproliferation
of such institutions coincides with the
declinein quality and thelack of recognition
of Zimbabwean qualifications at regional
and international levels.

7.5.4 Financial and capacity
constraints

The multiplicity of institutions involved in
labour administration, and the rapid and
massive expansion of education and training
provision have stretched avail able resources
tothelimit. With thewithdrawal of cooperating
partners after 1999, this has left a huge
funding gap, undermining quality. Because of
a lack of resources, refurbishment and
replacement, the state of infrastructure and
equipment has continued to deteriorate. The

18 Financial Gazette, 31 January 2008.

roleandimportance of donors, especialy with
respect to technical and vocational education
andtraining, isdemonstrated by thefact that,
for example, USAID built and equipped
Belvedere Technical Teachers' College and
Mutare Polytechnic, while GTZ (German
Technical Assistance) equipped Harare
Institute of Technology, Msasa Vocational
Training Centre and Masvingo Polytechnic,
and the Chinese built Chinhoyi Technical
Teachers College.

There is therefore an urgent need to
rationalize the provision of technical and
vocational education and training, and to
promote stakeholder participation in funding.
The lack of resources has resulted in low
and unattractive salariesin the public system
of labour administration, and in education
and training systems. Coupled with thebrain
drain, it has effectively undermined the
capacity of the systemsto deliver an efficient
and effective service.

A recent Zimbabwe National Student Union
congress report aptly described conditions
in the education sector:

‘Areview of pertinent data shows that
Zimbabwe is facing a sharp declinein
public expenditure on higher education,
deteriorating teaching conditions,
decaying educational facilities and
infrastructure, perpetual student unrest,
erosion of university autonomy, a
shortage of experienced and well
trained teaching staff, lack of academic
freedoms and an increasing rate of
unemployment among college
graduates.' 18

7.5.5 Constraints to return
migration

Empirically, constraintsto the devel opment
of human resources and immigration could
be gleaned from survey datawhich examine
conditionsmigrantsrequirefor themtoreturn



Table 7.9: Conditions for return to Zimbabwe by country of residence (%)

Condition for return South Africa UK All

Improved political situation 72% 87% 80%
Improved economic situation 76% 83% 80%
Improved security 48% 72% 60%
Better health care 48% 64% 57%
Better employment prospects 47% 53% 50%
Better education for children 42% 51% 47%
Improved infrastructure 36% 43% 40%
After saving enough money 27% 39% 33%
To retire 28% 36% 32%
Offer employment 28% 31% 30%
Better education for myself in Zimbabwe 30% 25% 28%
Other 3% 3% 3%
None 6% 1% 3%

Source: Bloch (2005)

to Zimbabwe. The conditionsfor return are
good proxy indicators for constraints that
inhibit immigration, human resource devel op-
ment and retention. A survey inthe UK and
South Africa produced resultsillustrated in
Table 7.9.

Itisnot surprising that economic and political
considerations top the list of constraints or
conditions for return as these are the main
reasons cited as reasons for migrating.

7.6 SUSTAINABLE AND
INCLUSIVE RECOVERY
PATHWAYS AT THE LEVEL
OF STRATEGIC THRUSTS
AND DETAILED POLICY
RECOMMENDATIONS

7.6.1 Strategic objectives

On the basis of the foregoing analysis, the
key strategic objectiveswill beto:

* Rationalize the labour administration
system to create aunitary, decentralized
system.

* Reorganize Technical and Vocational
Education and Training to make it more
demand-driven and responsive to the
needs of the economy, including the
informal economy.

* Promote sustainable and inclusive
recovery ‘pathways’ in the labour
market, and in education and training
provision (promotingintegrability).

« Promote ashared approach to financing.

« Remove constraints that deter return
migration (i.e., return of skills).

» Develop amanpower recovery plan for
the public sector.

» Develop strategies that maximize the
developmental potential of the diaspora.

« Mainstream HIV and AIDS as a
workplace challenge.

7.6.2 Sustainable and inclusive
recovery pathways

Rationalization of the labour
administration system to create an
integrated, coordinated and inclusive
decentralized system

Global trends indicate that labour
administration systemsare being stream-lined
in line with ILO Convention 150 and
Recommendation 158 of 1978. The Con-
vention provides detailed functions of a
coordination unit of the labour administration
system (the competent authority), which is
usually theMinistry of Labour. It emphasizes
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consultation, cooperation and negotiation
between the public authorities and the most
representative organizations of employersand
workers as essentia at loca, nationa and
regional levelsand within thevarious sectors.

In consultation with other socia partners, the
competent bodies should:

» Develop, adopt, apply and review labour
standards, including all relevant lawsand
regulations.

* Regulatetermsand conditions of employ-
ment through collective bargaining.

e Ensure free exercise of employers and
workers' right of association.

e Put in place programmes to promote
labour relations that encourage pro-
gressively better conditions of work and
working life, respecting the right to
organize and bargain collectively.

* Provide advisory services to enhance
labour relations, promote the full
development and utilization of machinery
for voluntary negotiation.

* Provide conciliation and mediation
facilities appropriate to national
conditionsto resolve disputes.

e Coordinate employment services,
employment promotion and creation
programmes, vocational guidance and
training programmes, and unemploy-
ment benefit schemes.

e Promote methods and procedures of
consulting employers' and workers'
organizations on employment policies
and promote their cooperation in the
implementation of such policies.

e Shareresponsibility for the management
of funds created to counter under- and
unemployment or assist in the employ-
ment of certain categories of workers.

e Constantly review the structures of the
national system of labour administration,
in consultation with social partners.

Thus, labour administration playsitsfull role
in devel opment, if:

» |t contributes to the maintenance of a
healthy social climate that promotes
development;

* The servicesthat it offers are effective
and correspond to the needs of users;

» Theservicesand products contribute to
the design of development strategies; and

» Thesocia partners participate.

Inthe case of Zimbabwe, thefirst challenge
is to reorganize the system of labour
administration so that a unitary system is
created under the Ministry of Labour. The
multiplicity of institutions dealing with
labour issues should berationalized into one
in which key socia partners are consulted.
When |abour-market policy falls under one
authority, itiseasier to create conditionsfor
a coordinated effort and to develop a
common vision. Theinvolvement of workers
and employers creates a culture of joint
responsibility, which promotes a long-term
commitment to problem-solving.

A second challengeisthe need to decentralize
the system, especially by empowering
Nationa Employment Councilsat sector level
and works councilsat shop-floor level, which
arecurrently focusing almost exclusively on
collective bargaining. These structures are
better placed to play an activerolein labour-
relations management, employment services
and training, among other functions, to avoid
the current centralization and its attendant
supply bias.

Reorganizing Technical and Vocational
Education and Training to make it more
demand-driven and responsive to the
needs of the economy, including the
informal economy

Thereisaneed for the education and training
systemsto be re-oriented from their current
supply focustowards moreflexible, demand-
driven systems, in line with global trends:



‘cooperation between the government and
the private sector is the cornerstone of the
process through which the government role
changes as development proceeds’
(Middleton et al., 1993: 129). As they say
later,

‘The challengeisto movefrompolicies
dominated by social and supply
objectives and programs financed and
provided by governmentsto policiesand
programsthat respond to market forces
and promote employer and private
training, and that establish appropriate
complementary and supportiverolesfor
the state.” (253)

Bureaucracy and inflexibility may bereduced
by allowing stakeholder participationinthe
governance structuresat al levels. Giventhis
new thrust, whereby training isviewed asa
shared responsibility, there areimplications
for the governance structure of the publicly
run vocational education and training
institutions. The key issue here will be how
to transform the supply-driven, centrally
controlled and bureaucratic publicingtitutions
to make them more responsive to market
forces.

According to the World Bank, ‘to respond
to the needs of the economy demands a
degree of freedom from short-term
bureaucratic control that is difficult to
achieveinlineministries. National training
authorities (NTAS) have been found to be
effectiveinthisrespect in several countries
(1991: 23). Although the structure of
successful organizations varies, the crucial
aspect is a structure of governance that
involvesthevarious stakehol ders (employers,
unions, etc.) and creates adequate and stable
funding, freedom to use resources flexibly,
and a high level of professional capacity
(World Bank, 1991; Middleton et al., 1993;
Zimbabwe, 2006a).

The implementation of the two-pathways
policy at the secondary level of education
should be accelerated, with the requisite
equipment provided through partnershipswith

the private sector and other stakeholders(e.g.,
students/parents). To promoteinclusiveness,
curricula should be redefined so as to meet
the specific demands of the non-formal
(including informal) and small-scal e sectors.
Skill requirements of the SME and informal
sectors might be addressed within theformal
education and training systems, along the
lines taken by the Informa Sector Training
and Resource Network (INSTARN) project
in Zimbabwe, the Mubarak-Kohl initiativein
Egypt, the Open Apprenticeship system in
Nigeria, or the learnership programme in
South Africa. In addition, mechanisms for
cost-sharing between government,
enterprises, parents and students should be
put in place to enhance the sustainability of
education and training provision and achieve
high standards of quality (in terms of both
inputs and outputs).

Thedeivery patternsin Technical Vocational
Education and Training (TVET) worldwide
reflect avariety ranging from school-based
provision to non-formal training
arrangements, or a combination of the two.
In responseto globdization, thetrend favours
amore market-oriented approach since skills
are required to respond flexibly to rapidly
changing demands. The restructuring of
TVET systems worldwide suggests the
following trends:

* Exclusivegovernment-controlled TVET
systemsare opening up to alinkagewith
private TVET institutions and skills-
development providers (including
company-based training), sometimes co-
financed from national budgets.

e Entrepreneurship in TVET and skills
development is encouraged through
microfinancing.

e Greater autonomy is being granted to
TVET institutions.

* New financing and certification
mechanisms are envisaged.

e Thecurriculafor thetraining of trainers
and apprenticeship are being revised.
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e Dual forms of training are promoted
(UNESCO-UNEVOC, 2004).

Developing a national employment policy
framework

So far, the country has not implemented a
coherent employment strategy. This is not
restricted to Zimbabwe, as the Millennium
Summit of Heads of State and Government
adopted the need to put employment creation
at the centre of development policies,
resulting in the establishment of the Youth
Employment Network (Y EN) at the global
level. To implement this global challenge,
the Heads of States and Governments in
Africamet in Ouagadougou, Burkina Faso,
in September 2004 and directed Regional
Economic Communities (RECs) to assist
countries develop national plans of action
on employment creation and poverty
reduction.1®

Promoting sustainable and inclusive
recovery ‘pathways’ in the labour market,
and in education and training provision
(promoting integrability)

To sustainably address the challenges posed
by unemployment, under-employment and
widespread poverty, it is necessary to fully
integrate the non-formal sector into the
mainstream of the economy by tackling the
dual and enclave structure of the economy
and to conscioudy integrate disadvantaged
and vulnerable groups such asyouths, women,
people with disabilities and mainstreaming
HIV and AIDS as a workplace issue.

One way of achieving this integrative,
transformative agenda is to facilitate the
evolution of backward and forward linkages
through the expl oitation of value chainsand
value systems among firms and sectorsvia
theremoval of constraintsidentified by the
private sector. Broadening the scope of a
firmor industry’ sinfluence, and facilitating
the establishment of firms and sectors
with coordinated value chains, can lead

to a broad-based, more inclusive and
employment-intensive growth path. A good
exampleisthe case of Kondozi horticultural
farm that established extensive linkages
with its hinterland in such a manner that,
apart from direct employment in the
concern, the communities were devel oped
into out-growers (see chapter 9 on land
policy and agriculture). Until its takeover
by government, Kondozi provided an
excellent example of exploitation of the
value chains and systems of an individual
entity in avirtuous manner. Useful examples
have emerged in recent years in sectors
such as tea/coffee growing, textiles and
clathing, furniture, poultry, fishfarming and
among others. Therole of the State should
be restricted to facilitating such develop-
ments by removing constraints and creating
an enabling environment.

An active labour-market approach, with
some of thefollowing interventions, will help
to integrate and mainstream hitherto
marginalized groups and sectorsto enhance
integrability:

1. Employability
Thefollowing should be established:

» Training and skills-development
programmes, such as apprenticeship
programmes.

* Vocational training programmes
designed and implemented in
partnership with the private sector.

2. Employment creation

Areas for job creation include the
following:

e SME promotion and devel opment;

» Labour-based public works where
the State can use its resources to
promote employment-intensive
infrastructure devel opment.

19 The original RECs in Africa have now been confirmed by the AU, i.e., ECOWAS, AMU, ECCAS, COMESA

(including EAC) and SADC.



* Businesslinkages.
e Self-employment programmes.

* Programmes targeting people with
disabilities and other vulnerable
groups.

The choice of technique of production is
critical for improving labour intensity inthe
economy, and this can beinfluenced through
macroeconomic policies. For instance, real
exchange-rate depreciationisapowerful tool
for changing relative pricesin favour of the
tradable goods sector. It raises the price of
imported capital relative to labour, thus
providing anincentivefor themoreintensive
use of labour.

Promoting a shared approach to funding

Globally, the culture of supply-driven
programmes funded by the public sector is
increasingly giving way to ashared approach
to funding. Users of the service are
increasingly playing an important role in
funding arrangements to ensure sustain-
ability. In this regard, the private sector is
now playing a more active role in funding
training programmes. This is particularly
critical in the context of Zimbabwe, where
public funds are limited and the anticipated
stabilization programmewill entail significant
cutsin expenditure.

However, given theimperative of developing
the skills needed, cooperating partners and
other stakeholders, and especially the private
sector, will haveto play amorevisiblerole.
The participation of the private sector in skills
development in Zimbabweisnot anew issue.
Many of the older training institutions,
including technical colleges in Harare,
Bulawayo and Kwekwe, were actually built
and equipped by the private sector. The
mining and hospitality sectors have taken a
lead in this regard, having taken over the
running of the mining and hospitality schools
that used to be part of the Bulawayo
Polytechnic. Other sectors, such as the
motor industry, are moving in thisdirection.
Mutare Technical College is working in

partnership with the forestry sector in
Manicaland and is now offering a degree
programmein wood technology.

Amendment of the Manpower Planning and
Development Act to alow the private sector
greater influence over the use of Zimbabwe
Manpower Development Fund (ZIMDEF)
would release resources for skills devel op-
ment.

Facilitating the return of skills

Cognisant of the impact of the brain drain
through migration, the government would
need to participate in programmes of
voluntary assisted return. Furthermore, it
should engage in co-development pro-
grammes with countries that have a high
concentration of Zimbabweans, focusing on
migrants' return or the ‘return potential’ as
a development factor. The government
should harness the potential for return
migration by entering into beneficial
arrangements with selected countries in
order to formulate appropriate migration
policiesaimed at facilitating the mability of
skilled workers in ways that are beneficia
to both the destination and sending country.

Immigration policies

Zimbabwe needsto put in place policiesthat
makeimmigration compatiblewith economic,
demographic, social and development
objectives. Itisnecessary to design and adopt
policies that incorporate into the country’s
productive activities foreigners whose
technical knowledge and expertise are
indispensablefor current and future economic
and social development programmes,
whether in government or in the private
sector. This requires the introduction of
flexibleimmigration policies. Lessonslearned
elsawhere broadly classify such policiesinto
three categories: selective immigration
policies, directed immigration policies and
spontaneousimmigration policies.

Sel ectiveimmigration policieswould target
foreign professionals, scientists, technicians
and skilled workers. There are examples of
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countriesthat have successfully implemented
such policies. Since 1984, Australiahas had
animmigration policy that hasbeen attractive
to skilled workers whereby candidates are
selected according to their prospective
contribution to the Australian economy. New
Zedand, the UK, Canadaand the USA have
adopted a similar approach and have
increased the share of highly educated people
among selected immigrants. In mainland
Europe, Germany hasintroduced aflexible
migration policy that allows for both
temporary and permanent labour migrants.
Zimbabwe should adopt similar policiesin
order to accelerate devel opment.

Directed immigration policies, on the other
hand, would target the entrance of people
and groupswho will be channelled to planned
areas for development. It is an approach
quite often applied in Africa. Zimbabwe has
applied the approach with regard to medical
doctors from Cuba, who are recruited to
work intherural areas. In asituation where
the brain drain has occurred acrossthe board,
it is necessary to widen the categories of
skillstowhich thispolicy applies.

Spontaneous immigration policies are very
suitable to adevel oping country that cannot
compete with developed countries in
attracting skills. Such policies would allow
the entry of those foreigners who come
voluntarily at their own expense aslong as
they have the means to support themselves
and are ableto contribute to the devel opment
of the country. Zimbabwe would be advised
to adopt this approach as part of its
immigration policies.

Allow dual citizenship

Under the current laws of Zimbabwe, an
emigrant who acquires citizenship of another
country, or alternatively, who stays outside
the country for seven years consecutively,
loses hisor her Zimbabwean citizenship. In
addition, Zimbabwe migrants lose voting

rights when resident outside the country. In
order to tap the developmental potential of
the diaspora effectively, these laws need to
be changed to allow for dual citizenship and
accord voting rights so that the attachment
of the diaspora to the homeland becomes
permanent.

Updating data

Thelast mgjor surveys, such asthe population
census, the Poverty Assessment Study
Survey (PASS) and the labour force survey
werelast conducted in 2002, 2003 and 2004,
respectively.2® Much has happened since
then, requiring new surveysto provide more
accurate up-to-date data. It is therefore
proposed that amajor survey combining the
three should be undertaken in 2009 so that
policy is informed and based on accurate
data. A detailed Labour Market Information
System (LMIS) should be devel oped as part
of the labour administration system.

7.7 CONCLUDING REMARKS

In conjunction with the overall and rapid
decline in macroeconomic indicators, this
chapter has clearly shown how develop-
mentsin labour markets, human capital and
the diaspora have promoted anti-poor
outcomes, namely, declining levels of
growth, employment, real incomes and
increased out-migration. Constraintsin terms
of the multiplicity of institutional arrange-
ments, the supply bias of interventions,
especialy in human capital formation, policies
that have entrenched the exclusion of various
groups and sectors, inadegquate resources
and declining capacity have compounded the
deteriorating situation.

Thereisaneedtorationalizetheingtitutional
arrangementsto promote a better-coordinated
and decentralized labour administration and
an education and training structure that is
more demand-driven. Shared approaches to

20 Central Statistical Office (CSO), 2002: Census 2002 National Report, CSO, Harare. Central Statistical Office

(CS0), 2006: 2004 Labour Force Survey, March.



funding are a critical aspect of ensuring
sustainable, efficient and effective delivery.
Furthermore, the need to put in place
mechanisms to turn the ‘brain drain’ into a
‘braingain’ by, among other things, facilitating
the return of skills, participating in schemes

to assist returning migrants, allowing dual
citizenship, and adopting more strategic
immigration policies. All thesemeasureswill
help to ensurethat, over time, Zimbabwe has
the human capital base necessary to support
long-term recovery.
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Chapter 8

Reviving Manufacturing, Mining and Tourism

A pervasive theme of this report is that the
disconnect between developments in
Zimbabwe over the past decade and those
in the regional and global economies will
affect the future structure, direction and
performance of the economy. This chapter
assessesthree sectorscritical to Zimbabwe's
economic future, manufacturing, mining and
tourism.

8.1 MANUFACTURING
INDUSTRY
8.1.1 Introduction

Arguably, prior to the pre-occupation with
land reform at the end of the 1990s,
industrialization was at the head of the
economic policy agendabecause of the need
to diversify from undue dependence on
primary products, especially commodity
exports, and the fact that — as sub-Saharan
Africa’s second most industrialized country
after South Africa — policymakers believed
that aplatform for accel erated industridization
wasin place. Inthe event, however, as Table
8.2 shows, the economy deindustrialized with
the share of manufacturing value added
(MVA) declining well before the setbacks
associated with the Fast Track Land Reform
Programme (FTLRP).

The most widely-used measure of industrial
progress is manufacturing value added per
head of population. In Zimbabwe, because
both the value-added numbers and the

Table 8.1: Growth of GDP and MVA (1980-2006)

population estimatesare subject to significant
error — especialy in recent years — MVA
per head figures should be used with caution.
Figure 8.2 shows that in both the 1980s and
the 1990s — when the estimates were more
reliable than those in recent years — MVA
per head declined, fractionally in the 1980s,
but some 10 percent inthe 1990s. After 1999
the decline accelerated and MVA per head
hasvirtually halved since then.

During the 1980s control regime period,
growth was constrained by scarce foreign
exchange and an overvalued exchangerate,
as a result of which the main drivers of
industrial growth were domestic demand and
import substitution. Gross Domestic Product
(GDP) (at constant 1990 prices) grew 4.4
percent annually during this period while
manufacturing val ue-added grew 3.4 percent
ayear. Asaresult, manufacturing industry’s
share of GDP declined significantly to 20.5
percent in 1990 from 23.3 percent a decade
earlier.

During the Economic Structural Adjustment
Programme (ESAP), MVA growth more
than havedto 2.1 percent annually, reflecting
the combination of asharp dowdownin GDP
growthto 1.9 percent ayear, associated with
two severe droughts in 1991/2 and 1994/5,
as well as the rapid liberalization of the
economy including the dismantling of blanket
import controls.

After peaking in 1990, MVA per head halved
over the next decade, during which period
GDP fell 30 percent. The process of

Phase Years GDP growth MVA growth MVA share of MVA share of
(% p.a.) (% p.a.) GDP start period GDP end period
1980-1990 4.4 3.4 23.3 20.5
1990-1996 1.9 2.1 20.5 19.7
1997-2006 -4.2 -7.1 19.2 13.0

Source: Central Statistical Office, Harare: National Accounts (2006)
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Figure 8.1: Manufacturing value added per head, 1980-2006
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deindustrialization that took hold in the 1990s
accelerated after 2000, and the decline in
MVA since 1990 outstripped similar falsin
GDP, as well as those in mining and
agricultural value-added.

Although MVA hasfallen further and faster
than in any other sector of the economy, de-
industrialization started well before the onset
of the land-reform crisis in 2000. Indeed,
during the 1990s, output volumesincreased
in just four of eleven sub-sectors of the
industrial sector. By 1999, production had
risen 25 percent in clothing, 185 percent in
wood and furniture, 15 percent in non-
metallic mineralsand 7 percent in chemicals.
Declinesranging from 30 percent in transport
equipment to 4 percent in beverages
underline the extent to which the fabric
of the manufacturing sector had been
weakened even before the steep post-2000
declinein economic activity.

8.1.2 Current situation

Although manufacturing industry was not
derailed by a single exogenous shock, it
suffered setbacks across a number of
different fronts — ESAP, the severe 1991/2

1 j.e., excluding ferro-alloys, cotton and steel.

drought, the maturation of import substitution
industries, the overvalued exchangerate, the
inability to grow manufactured exports and
the FTLRP- that had the cumulative effect
of virtually halving its contributionto GDP.

Unquestionably, because the sector was so
closdly integrated with commercid agriculture,
the most devastating shock was the knock-
on effect of the FTLRP. In the mid-1990s
over haf theinputsinto agriculture—fertilizer,
stockfeeds and insecticides — were supplied
by the manufacturing sector, while in the
reverse direction 44 percent of agricultural
output was sold to the manufacturing sector,
some 95 percent being supplied by the
commercia farming sector and the balance
by small-scale communal growers. An
estimated 62 percent of commercial output
and 29 percent of communal production was
sold to manufacturing industry.

All industrial indicators reflect the steep
decline experienced over the past decade:
manufacturing employment in 2004 was 26
percent below its peak in 1998. Exports of
‘pure’ manufactures! halved between 1997
and 2004 while the number of products
exported declined and export concentration



Table 8.2: The current state of manufacturing

% 2005 2006 2007
Capacity utilization 35.8 33.8 18.9
Output -29.0 -18.0 -28.0
Employment n.a n.a -12.0
Business confidence

(% pessimistic) 54.0 77.4 70.0

Source: CZI Manufacturing Sector Survey (July 2008)

increased in terms of both markets and
products. The 2006 survey of manufacturing
by the Confederation of Zimbabwe
Industries (CZI) found that four regional
markets — Zambia, South Africa, Botswana
and Malawi — absorbed 80 percent of
manufactured exports, while the number of
export firms declined by 15 percent over
three years.

According to the July 2008 CZI Manu-
facturing Sector Survey, industrial
production declined 59 percent between
2005 and 2007 and by the end of 2007,
output in surveyed firms was less than 30
percent of its 2003 levels. Capacity
utilization collapsed to | ess than 20 percent
in 2007 with only 4 percent of firms
operating at over three-quartersof installed
capacity. At the other extreme, 75 percent
of industry was operating at less than 50
percent capacity utilization.

The survey estimated that ‘most workers
werenot earning aliving wage, with unskilled
employees earning less than US$20 a
month. Only 2 percent of respondents
described themselves as optimistic (4.8
percent in 2006) while 70 percent said they
were pessimistic.

Interviews with industrialists conducted in
mid-2007 confirm CZI survey findings that
industry was operating at approximately one-
third of itsinstalled capacity and that output
had halved since the onset of the crisisin
2000. Most indugtridistsinterviewed warned
that a significant proportion of existing
capacity was theoretical rather than actual
inthe sensethat substantial new investment
would be needed to renovate and update

existing plant and machinery, agreat deal of
which was obsolete. Most said too, that they
had been unable to keep pace with
contemporary developments in technology
and that efficiency had been undermined by
inadequate maintenance, partly theresult of
shortages of both skillsand imported spares
and components.

Because of the price-control regime it
would take companies up to two years
to restore cash-flow viability, according to
one multinational. His company’s chief
competition —and he believed thisto be the
case for many manufacturersin Zimbabwe
—isSouthAfrica. The South African business
model for consumer goods producers was
buyer-driven, with South African corporates
establishing strong retail chainsin Southern
African countries (Botswana, Mozambique,
Zambia, the DRC and Tanzania), which
madeit very difficult for Zimbabwean firms
to compete in regional export markets,
especialy because—for themost part — South
African brand recognitionisfar stronger than
that of Zimbabwe manufacturers.

Almost al those interviewed identified the
loss of skills and the deterioration in the
country’s training and education infra-
structure as the most important single
problemthat industry will facein apost-crisis
environment. An executive with the largest
trainer of artisans in the country said that
his company was losing about half of its
qualified artisans each year.

It has become increasingly difficult to
maintain quality standards. Operating costs
are higher where there are no ‘experience
effects (learning-curve effects) as a result

Chapter 8 — Reviving Manufacturing, Mining and Tourism

ALMOST ALL
THOSE
INTERVIEWED
IDENTIFIED THE
LOSS OF SKILLS
AND THE
DETERIORATION IN
THE COUNTRY'S
TRAINING AND
EDUCATION INFRA-
STRUCTURE AS
THE MOST
IMPORTANT SINGLE
PROBLEM THAT
INDUSTRY WILL
FACE IN A POST-
CRISIS
ENVIRONMENT

127



Comprehensive Economic Recovery in Zimbabwe

128

of high rates of staff turnover and the fact
that employees do not stay long enough to
accumulate experience. Firms have resorted
to poaching skillsfrom one another, leading
to wage inflation. Personnel previously
categorized as technicians are now graded
engineers, reflecting a downgrade of
industrial capability acrossthe board.

Someindustrialists said that ‘ skewed pricing
systems' were causing severe problems
because they had inflated demand both
locally and regionally. A Coca-Cola bottler
said that, in US dollar terms, Zimbabwe has
‘the cheapest Cokeintheworld’, which both
fosters smuggling and strains foreign-
currency reserves because of the high
import content of the product. A cigarette
manufacturer concurred, saying that price
controls had encouraged regional smuggling
and that cigarettes manufactured in
Zimbabwe were being sold in regional
marketsat ‘ dumping’ -level prices. Cigarette
prices in Zimbabwe are less than half the
world average.

For most manufacturers however, demand
has been depressed since 2000, as a result
of which manufacturersare unableto exploit
scal e economies. Because of the overvalued
exchangerateit hasbeenimpossibleto offset
domestic market shrinkage by penetrating
export markets. Consequently, manu-
facturers have been forced to ‘downtrade’
— producing smaller packs, skimping on
quality, and aiming at the low-income
market. Thisinturn, hasundermined exports,
except for low-technology and low-quality
items, which are often produced more
cheaply inregiona markets.

Without exception, all executives stressed
the need for ‘massive’ new investment in
almost all aspects of infrastructure, but
especialy electricity, water and transport
(particularly roads and railways). Almost all
said that costs were inflated by the need to
operate stand-by generators, while onefood
manufacturer said that all water had to be
purified because it fell below required
standards.

Most executives said that exports were a
residual rather than acore activity, but one of
the country’slargest industrial exporterssaid
that his company was losing orders of some
US$4.5 million monthly owing to avariety of
constraints, the most important being
electricity supply, rail transport and skills.
One paint manufacturer said that, because of
high import content (approximately 80
percent), South Africa is a much cheaper
source of supply and that neighbouring
countries could source imports from South
Africa both more cheaply and more reliably
—giveninfrastructure and skills constraints—
than from Zimbabwe. Others said that they
had |ost their export markets becauseregional
or global headquarters had elected to serve
Southern and East African markets from
South Africa or Kenya.

All executivesagreed that industry was under-
investing, attributing thisto market shrinkage,
excess industrial capacity, the inability to
access foreign exchange, and the high cost
of securing new imported equipment. Views
of future investment prospects were mixed,
though most stressed the urgent need to
refurbish and replace existing plant. Most
thought that foreignerswould be reluctant to
invest unless and until they were given firm
assurances in respect of property rights and
indigeni zation proposals.

One multinational manager said that he
doubted whether major multinationals
would renew their interest in Zimbabwe:
‘Themarket istoo small, it makesbetter sense
to serve Zimbabwe from South Africa, or
even asfar afield as Kenya, using Common
Market for Eastern and Southern Africa
(COMESA) trade preferences’ . He expected
post-crisis Zimbabwe to attract corporate
venturers and ‘buccaneer’ investors rather
than mainstream multinationalslike hisown.

8.1.3 Constraints on recovery

Table 8.3, compiled from the 2007 CZI
Survey of Manufacturing Industry, illustrates
the two main constraints to short-term
industrial recovery: access to foreign



exchange, and the partially overlapping
problem of the difficulty of sourcing raw
materias. Thelatter isonly apartial overlap
becauseit refersto the drying up of domestic
sources of supply and not just imported
inputs. Weak demand, both domestically and
in export markets — adversely affected by
the overvalued exchange rate for the
Zimbabwe dollar —wasidentified asanother
major constraint to increased production.

Table 8.3: Major constraints on industrial
production

2006 2005
Foreign currency 69.4 79.7
Raw materials 58.9 70.9
Working capital 9.7 8.9
Demand 26.4 41.9
Power outages 8.3 6.3
Fuel availability 6.9 8.9

Source: CZI Survey of Manufacturing Industry
(2007)

Interview evidence largely confirmed the
survey findings, with one major difference
—therapidly deteriorating supply of technical
and professiond skills. Four mgjor constraints
stood out from the interviews:

» Policy uncertainty and unpredictability,
especially inthefields of property rights,
indigenization and pricing.

» Access to foreign exchange and raw
materials, especially agricultural raw
materials previously produced locally.

+ ills

» Infrastructure — especially electricity,
telecommunications, rail transport, roads
and water.

8.1.4 Future strategy

Strategy for industrialization

Although onthe surfaceit might appear that
there are many similarities in the situation
faced by manufacturing industry in post-

crisis Zimbabwe and those that existed both
at independence and at the time of ESAP
(1991), policy towardsindustry in the post-
crisiseracannot be simply extrapolated from
current and past performance.

In theory, post-ESAP deindustrialization
since 1992 ought to have created the space
for arevival in the manufacturing sector. In
practice however, far-reaching structural
changein the Zimbabwe economy, including
the steep decline in domestic purchasing
power and the contraction of large-scale
commercial farming, has created a very
different situation. Inthe past too, Zimbabwe
couldrely onaskillsbaseunparaleledin sub-
Saharan Africa, certainly in relative terms.

Unlikethesituationsin 1980 and 1990, there
is substantial excess capacity in manu-
facturing, and whilethiswill makeit feasible
to expand output very substantially without
additional industrial investment, therearefour
serious drawbacks:

e A large — but unknown — proportion of
the industrial capital stock is ageing or
obsol ete, expensiveto operate, environ-
mentally unfriendly, and well within
technology frontiers, as a consequence
of which productivity levelsfall far short
of state-of-the-art levels.

* A severeand rapidly worsening shortage
of skillsisraising operating costswhile
restricting the ability of firmsto install
and utilize state-of-the-art equipment.

e Infrastructural constraints — electricity,
water, telecommunications, rail transport
— are far more severe now than at any
timein the post-Independence history.

e The announced commitment to an
indigenization strategy — specifically
targeting mining, manufacturing and
finance — raises numerous questions
concerning elements crucial to an
industrial revival such asForeign Direct
Investment (FDI) and access to tech-
nology, brand names, patents and
markets.

Chapter 8 — Reviving Manufacturing, Mining and Tourism
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Globally, the dynamicsof industrial develop-
ment have changed radically over the past
twenty years, whilein southern Africa, South
Africa's strong resurgence from decades in
the economic wilderness marksamajor shift
in regional dynamics. The emergence and
rapid devel opment of global —and, to amuch
lesser extent, regional — value chains has
influenced theforeign investment strategies
of multinational companies, who are much
lessinclined toinvest in small markets, such
as Zimbabwe, than was the case twenty
years ago.

Moreover, while Zimbabwe's economy has
been shrinking, those of its regional neigh-
bours have expanded rapidly. The country
that in 1980 was the second largest in
Southern African Development Community
(SADC) isnow the second smallest, and the
DRC isnow the only SADC country where
income per head islower than in Zimbabwe.

At a time when manufacturing industry
worldwide is becoming more skills- and
knowledge-intensive, Zimbabwe has fallen
behind technologically. In 1980 Zimbabwe
was ranked 35th out of 93 countries
in UNIDO’s Competitive Industrial
Performance (CIP) index,? just ahead of
South Africa. By 2000 — the most recent
figureavailable—Zimbabwehad dipped down
therankingsto 57th position, whileon the new
enlarged CIP index for 2000, covering 155
countries, Zimbabwe was ranked 76th. Over
thetwenty-year period Zimbabwe' sCIPindex
declined from0.248100.213, chiefly reflecting
the declinein manufacturing’s share of GDP
and of manufactured exportsintotal exports.

Any meaningful strategy for the future of
manufacturing industry must take account of
these redlities rather than assuming that an
industrial sector, which at Independence in
1980 appeared to have considerable potential,
will beableto pick up fromwhereitleft off in
thelate 1990s. Post-crisispolicy-makerswill
need to factor into their strategies the fact
that the Zimbabwe industrial model had run

2 UNIDO, Industrial Development Report, 2004.

out of steam well beforethe crisis created by
land redistribution.

Because theworld, the region and especially
Zimbabweitself have changed, the pre-crisis
business model cannot be replicated in the
21t century. A post-crisis strategy must start
with acceptance of thisreality, acknowledging
that thecongtraintsonindustrid policy, implicit
in the new world order of the 21st century,
are more restrictive than was the case during
Zimbabwe' speriod of rapid industrialization,
whiletherange of opportunities has changed,
and quite possibly narrowed, flowing from
the ‘path dependence’ implications of
manufacturing evolution, especially since
1990.

8.1.5 The manufacturing sector
from 2008

Assumptions

1. GDP growth will resume in 2009
following political changesin 2008 and
agradua normalization of relationswith
theinternational community.

2. Property rights will be restored and
indigeni zation programmesrationalized.

3. Mining, construction and serviceswill be
the lead growth sectors of the economy,
driven by investment in mining and
infrastructure as well as foreign aid
inflows.

4. Manufacturing will grow well aboveits
trend rate as spare capacity is utilized,
but industrial growth will be constrained
by the shortage of skills, infrastructural
capacity and domestic agricultural
production.

5. Agriculture will restructure with the
resumption and expansion of somelarge-
scale commercia farming activities and
growth of corporatefarming, partly reliant
on contract farming by small-scale
producers.



10.

12.

Growthin all sectorswill be constrained
by scarce skilled and unskilled labour
with agriculture being most affected by
the shift from a labour-surplus to a
labour-scarce economy.

Manufacturing will restructure over the
medium term as foreign direct invest-
ment revives.

Industry restructuring will be substan-
tially influenced by regional economic
integration, including the establishment
of afreetrade areain the SADC region.

Entry by major multinationalsisunlikely
but FDI by middle-rank multinationals,
mostly from South Africa and Asia is
probable.

Manufacturing value-added will continue
to decline relative to gross output
reflecting increased reliance onimported
inputs and a dilution of linkages with
domestic agriculture.

. Government policy will prioritize Small

and Medium Enterprise (SME) devel op-
ment in all sectors.

Initial official efforts to revive Export
Processing Zones and rural growth
pointswill eventually dissipate.

Scenariosfor industrial development in the
post-crisiseracannot be simply extrapol ated
from current and past performancefor three
main reasons:

1.

First, the extent to which the economy
over-industrialized during the period of
industrial autarky (1965 to 1990)
highlights the fact that Zimbabwe did
not follow atypical developing country
industrialization path. It is therefore
essential that in the post-crisis environ-
ment, policymakers should learn from
the mistakes of the past, graphically

illustrated in the IMF's Country
Study of Zimbabwe in its 1998 ESAF
Evaluation Report.

Because Zimbabwe'sindustria structure
at the start of the 1990s was ‘peculiar’,
economic reform in Zimbabwe was
‘more analogousto that inthetransition
economies than in the rest of Africa.
Thiswas because the industrial autarky
regime had given birth to a ‘very large
and diversified industrial sector serving
largely the domestic market’ -3

As should have been appreciated at the
time, the ESAP reforms were substan-
tially responsiblefor the steep 18 percent
declinein MVA between 1991 and 2000,
whilethe strong growth in manufactured
exportsgenerated by economic liberali-
zation quickly ran out of steam reflecting
exchangerate overvaluation, theongoing
scarcity of foreign exchange and
mounting investor unhappiness at the
slow, but inexorable, policy reversals, in
particular, from 1997/8.

Thisfailure of ESAPindustry policy was
doubly unfortunate. Not only did it
discredit economic liberalization in the
eyes, not just of government but of many
in the private sector, but it strengthened
the hand of those demanding increased
stateintervention inthe economy, starting
with land resettlement and direct
management of the exchange rate and
the country’sforeign currency earnings.

. On the surface it appears that there are

many similarities in the situation faced
by manufacturing industry in post-crisis
Zimbabwe and those that existed at
independencein 1980 and at the time of
ESAP (1991). In theory, post-ESAP
deindustrialization since 1992 ought to
have created the space for arevival in
the manufacturing sector.

3 IMF: Zimbabwe Country Study for ESAF Evaluation Report. Jan 1998 (page 171)
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In practice, however, far-reaching structural
changein the Zimbabwe economy, including
the steep decline in domestic purchasing
power and the decling, if not the demise, of
large-scale commercial farming, has created
a very different situation. In the past
too, Zimbabwe enjoyed a labour-surplus
economy, which is no longer the case.

8.2 THE MINING INDUSTRY

8.2.1 Introduction

Because the bulk of output serves export
markets, the mining industry is less sus-
ceptible to the vagaries of domestic
economic policy than manufacturing.
Globally, corporate decisions to invest in
mining exploration and development are
driven by demand, cost and market con-
siderations rather than by changes in
government policies, though legislation
limiting the extent of foreign ownership
influences exploration and investment
decisionsadversely. Although there hasbeen
a resurgence of resource nationalism
internationally sincethe onset of the primary
commodities price boom in 2002/3, mining
companieshave becomelessrisk-averseand
more willing to invest in politically fragile
locations because resources are short and
prices are high.

For most of the post-Independence period
in Zimbabwe exploration and investment
were constrained by sluggish world markets
for primary metal products. At the same
time, during the control regime period (1980—
1990), mining development was hampered
by industry perceptions of official hostility
to FDI, and specifically toforeign ownership,
alied with viability concerns attributableto
the government’s commitment to acontrolled
and over-valued exchangerate. Accordingly,
with depressed metal pricesin international
markets, theincentivetoinvest in Zimbabwe
was muted.

Two events improved the exploration and
investment environment for mining in the

1990s. ESAP promised a more competitive
exchange rate, less state intervention and
a more hospitable investment climate.
Secondly, the discovery of rich platinum-
group metal deposits— second only to South
Africain known reserves—and subsequently
of diamond deposits, attracted the attention
of both mining majorsand juniorsaround the
world.

Unfortunately, the high hopes associated with
ESAP were short-lived. Far from fostering
a more hospitable investment climate for
mining companies, government policy moved
initially towards the negotiation of mining
leases on a case-by-case basis — as with
BHP-Billiton's abortive Hartley platinum
venture, now Zimbabwe Platinum, owned by
Impala Holdings of South Africa — and
subsequently to new ownership and fiscal
regimes for mining, partly captured in the
2007 Mines and Minerals Amendment Bill
that has since lapsed.

Because this coincided with the present
commaodity-price supercycle since 2002,
investor interest in Zimbabwe's mining
potential actually increased, despite the
seriousdeterioration in the country’ spolitical-
risk profile, itsmacroeconomic policy stance
and the threatened compulsory sale of 51
percent of the shares of mining companies.

8.2.2 Current situation

The official volume-of-production index
compiled by the Central Statistical Office
(CSO) depicts a stagnant industry, with
the volume of mining output having peaked
in 1998. Although production stagnated over
the 1980-2004 period — growing just 0.32
percent annually because prices (measured
by the unit value index) grew 47 percent a
year — the Zimbabwe-dollar value of
productionincreased dramatically, driven by
currency devaluation, particularly since 2000.

Data from the Chamber of Mines show a
very different picture, with output peaking
more recently (2003), driven by strong
volume growth in low-value base minerals



Table 8.4: Mining production (1980-2004)

Period Volume index Growth rate Unit value index Growth rate
average (% p.a.) average

1980-1989 92 +0.65 51.00 +13.00

1990-1999 108 +1.23 390.00 +26.00

2000-2004 95 -1.11 79,534.00 -

1980-2004 100 +0.32 16,083.00 +47.00

Source: Central Statistical Office, Harare

(limestone, black granite, quartz and
chromite), but this production has since
declined steeply with theresult that, by 2006,
thevolumeindex wasonly half its1980 level.

The volume figures show that, with the
exception of platinum, production in 2006
was well below peak levels. Gold output,
which peaked at 27.1tonsin 1999, had fallen
back to its 1980 level s by 2006 and in 2007
declined further to 6.8 tons—itslowest level
in more than a century. In the first quarter
of 2008 gold production declined even more
dramatically, while asbestos output has
slumped more than 60 percent from peak
levels, nickel production isdown 42 percent
and coal 60 percent.

The structure of the mining industry has
changed radically since 1980, with adecline
in the number of mines and an associated
fall in the output and employment shares of
small mines. In 1979 over haf themines (105

Table 8.5: Main commodities (% share by value)

out of 200) employed no morethan 50 people;
by 1995, this number had fallen to 33 (35
percent of the total). Output has become
increasingly concentrated in the hands of
large producers so that by 1995, 17 mines
(18 percent of the total) with upwards of
500 workers each accounted for almost 86
percent of employment compared to athird
in1979.

Anecdotal evidence suggests that since the
mid-1990sthetrend towards aconcentration
of activity inthe hands of medium- tolarge-
scale mines has intensified at the expense
of the*missingmiddle# in theform of small-
to medium-scale formal mining operations.
At the same time, there has been an
explosion in the number of informal-sector
artisanal miners, though there are no
statistics because their operations are
essentidly illegal inthat they are outside both
the tax and currency-control nets. Recently
(2006/7) it appears that there has been a

1980 1990 2000 2006
% share by value
Gold 36.6 38.6 51.6 27.9
Asbestos 17.7 11.0 16.0 2.4
Nickel 14.0 18.0 4.7 17.9
Chromite 4.7 4.6 4.6 7.6
Coal 7.0 12.4 14.0 5.9
Ferrochrome n.a. n.a. n.a. 14.8
Platinum-group metals n.a. n.a. 4.4 21.7
Total 80.0 84.6 95.3 98.2
Note: Items do not add up to 100% because other minerals are excluded.

Source: Chamber of Mines of Zimbabwe

4 See chapter 6 on private sector development
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sharp decline in such artisanal activity,
reflecting operational difficulties (accessto
inputs), increased efforts to control black-
market activities by the authorities, and
technical mining problems. Specifically, inthe
last few years, informal-market miners have
exploited the ‘easiest’ gold-panning and
aluvial-diamond opportunities. Today more
capital and know-how is needed and,
because these are often not available,
industry sourcesbdlievethat artisanal activity,
certainly in gold, has peaked for the time-
being.

Mining’schief contribution to the economy,
especially in recent years, has been its
capacity to generateforeign exchange, even
with falling output. Since independence in
1980, mining has accounted for almost 40
percent of total exports, dominated by gold,
with the other important contributors being
ferrochrome, nickel and latterly, platinum,
which will shortly become the country’s
major export. Since the start of the
commodity boom in 2002, the share of
minerals in total exports has averaged 45
percent. The recent growth in the share of
mineral exports in the total reflects the
decline of agricultural and manufactured
exports as well as the post-2002 surge in
metal prices that has offset substantially
falling production volumes.

8.2.3 Employment and skills

Chamber of Mines data show that, after
falling by athird between 1980 and 2000,
employment has since recovered and is now
some 25 percent (14,000 jobs) higher than
at independence. However, this is entirely
due to the quadrupling of employment in
smelting and refining. Zisco, aloss-making
parastatal, accounts for 30,400 jobs (86
percent of employment) in these industries,
and it has increased nearly six-fold since
1980, despite a collapse in output over the
period. The figures exclude informal/
artisanal mining activitiesfor whichthereare
no hard output or employment data.

The Chamber estimates that more than half
the industry’s skilled personnel emigrated
from the country in 2007 and that in early
2008 there were 1,116 vacancies for
professional and technical staff. In an
unpublished report for the Zimbabwe
Chamber of Mines (August 2007), Prof.
Keith Viewing paints a picture of a severe
and rapidly worsening skills shortage,
exacerbated by the precipitousdeclineinthe
country’s capacity to regenerate skills.

Citing data provided by nineteen mining
companies, Prof. Viewing estimatesgraduate
vacancies to be between 166 and 233,
including 48 mining engineers, 28 geol ogists,

Figure 8.2: Value of mineral exports and share in total, 1980-2007
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30 metallurgical engineers, 34 mechanical
engineers, 12 electrical engineers, 5 surveyors
and 7 in metallurgical assay. Vacancies for
technicians are estimated at over 700,
excluding theiron-and-stedl sector, the cement
industry and Chemplex, which produces
critical chemicals and explosives used in
mining.

The number of university graduates needed
in mining disciplines is estimated to be
between 480 and 550, but the maximum
capacity of mining-related departmentsat the
University of Zimbabwe (UZ) is 124
students per year, meaning that it will take
four to five years to supply existing needs,
let done providefor the anticipated recovery
and growth of the industry in a post-crisis
environment.

A survey undertaken by the government, the
National Human Resources Survey (2006)
concluded that as many as 70 percent of
1,519 graduates surveyed indicated a wish
to emigrate — 76 percent for graduates and
86 percent for postgraduates. UZ itself
estimates that, of 2,800 students who
graduate each year, only about 700 wish to
stay in Zimbabwe.

The Viewing report sets out a number of
detailed proposals for remedying the
situation, virtually all of which require
substantial injections of funding, both in
local and foreign currency, as well as the
normalization of relationships with the
international community so that many more
Zimbabwean students can betrained abroad,
more expatriates recruited, and there can be
increased resort to inter-company transfers.
The unequivoca message of hisreport isthat
the shortage of skills will be a binding
constraint on mining exploration, investment
and development in the future.

8.2.4 Mining exploration and
investment

The primary criteria influencing mining
investment are mineral potential and

infrastructure, according to a World Bank
survey (1992). The survey of forty inter-
national mining companies from North
America, Europe, Audtralia, SouthAfricaand
Japan found that a guarantee of mining
rights before starting exploration was ‘an
essential precondition’. Other critical factors
are a well-established mining code, con-
tractual stability, profit repatriation, a
guaranteed fiscal regime and access to
foreign exchange. Accelerated depreciation
and amortization and realistic exchangerates
are important but ‘less essential’.

Thesurvey found that respondent companies
were generally not prepared to work in
countries with mandatory local-majority
participation, either government or private,
though some companies saw minority-local
participation and mandatory training of
nationals as positive factors. Mandatory
provision of socia services, restrictions on
wage negotiationsand limitationson expatriate
personnel wereminor disincentives'.

Thereisgreater concern about political risk
and corruption than about macroeconomic
stability because mining projects are export-
oriented and partially de-linked from the
domestic economy. Higher risk premiumsare
required to justify investment in emerging
markets, with an average return on equity
of 25 to 30 percent and a payback period of
2 to 4 years compared with a return of 20
percent and apayback period of 5to 6 years
inindustrial economies.

While mining houses are confident of being
ableto copewith market and technical risks,
they have concerns about three main areas
of political risk:

e Redtrictionsonacompany’sability todo
business — obtaining exploration and
mining rights, securing ready access to
foreign exchange, being allowed to
export directly rather than through a
state-owned market authority, and the
risk of losing mining rightsor legal title
as a conseguence of host government
action.
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e Theabhility to control costsand maintain
competitiveness: the risk of unilateral
changes to the tax regime; the risk of
price-control imposition or controls on
inputs or output; the requirement that
companies undertake marginal value-
adding investments that may not be
profitable; the requirement to carry out
infrastructure or community or social
investments not prescribedintheorigina
investment agreement; and the risk of
employment quotas set by the state.

» Ready access to foreign exchange to
financeinputs and offshore paymentsfor
management fees, debt service, capital
repayments and dividends.

Geological assessments suggest that
underinvestment in exploration and pro-
duction and not mineral potential have been
themain factorslimiting mining devel oppment
in Zimbabwe. Thisisnot anew phenomenon
and pre-dates the onset of the political and
economic crisis at the end of the 1990s. In
1992, the World Bank identified Zimbabwe,
along with the DRC and Namibia, as
‘Category A’ countries® requiring the highest
level of exploration investment amongst
African states of US$100 million over afive-
year period ($20 millionannually). Inall three
countries mining exploration had been
constrained by political and economic
uncertai nty, with mining housesreluctant to
invest in a country with a track record of
policy unpredictability, especialy in terms
of property rights and exchange-rate
management.

However, while the mining investment
climate has improved in most African
countries over the last decade, the opposite
has been the case in Zimbabwe, as under-
lined in the Fraser Institute Annual Survey
of Mining Companies.® This shows that,
sinceitsfirstinclusionin 2002, Zimbabwe's
position in its Policy Potential Index’ has
deteriorated dramatically, both in absolute
and relative terms. Zimbabwe' s scores of 2
(2006) and 3 (2007) —adecline of 86 percent
since 2002 — are the two lowest scores
recorded for any jurisdiction sincethelaunch
of the survey in 1997.

Contemporaneousdata (since 1997) on gross
capital formation by sector are not available,
but figures for the 19731996 period show
investment in mining averaging 25 percent
of output (both at current prices). However,
these figures are serioudly distorted by the
abortive BHP Hartley Platinum project in
1995/6,8 asaresult of which theinvestment-
output ratio rose steeply from a 26-year
average of 15.6 percent to 25 percent,
because of investment of 44 percent of gross
output in 1995 and 47 percent in 1996.

Were contemporary data available, they
would show a steep decline in mineral
investment since the late 1990s, with very
few new projects, other thanin platinum, and
falling exploration expenditure, especially
since 1998. Over the long haul, since 1968,
the investment to gross-output ratio is
estimated at between 10 and 12 percent.

5 The World Bank (1992) report defined a Category A country as one requiring exploration spending of US$20

million a year for five years.
See <http://www.fraserinstitute.org>.

The Policy Potential Index is a composite index measuring the overall policy attractiveness of the 65 jurisdictions
in the most recent survey (2007). It measures the effects on mining exploration and investment of government
policies including uncertainty concerning the administration, interpretation and enforcement of existing
regulations; environmental regulations; regulatory duplication and inconsistencies; taxation; uncertainty
surrounding indigenous land claims and protected areas; infrastructure; socioeconomic agreements; labour issues;
the geological database; political stability and security.

8 Australian mining group BHP Billiton invested an estimated US$450 million to develop the Hartley Platinum
Mine. The project ran into a number of technical problems and was subsequently abandoned. The mining
property and assets were sold to Zimbabwe Platinum (Zimplats).



Assuming avery conservative depreciation
factor of 10 percent, the industry’s capital
stock peaked in the early 1980s. The capital
stock increased substantially during the
1970s, followed by a decline and then a
marked recovery when platinum investment
took off in the mid-1990s. Although there
areno datafor the post-1997 period, mining
companies say that, outside the platinum
and diamond sectors, investment in both
exploration and new capacity has been
minimal, with no new exploration licences
being issued since 2003 despite thefact that
companies had applied for new exclusive
prospecting orders.

In sum, because both production and
investment have declined, the industry isin
an ‘immature’ state, which means that
above-normal levels of investment in both
exploration and productive capacity will be
required during the post-crisis period.

8.2.5 Constraints on mining
development

» A difficult, indeed increasingly
hostile, business environment: Since
thelate 1990sthe operating environment
for mining companies has become
increasingly uncertain, with question
marks over the royalty and tax regime,
exchange-rate management and most
recently, theownership regulations. A Bill
tabled in Parliament in 2007 required
foreign-owned mining companies to
divest 51 percent of their equity stakes
to indigenous Zimbabwean investors.®
Of this, 25 percent must be allocated to
the state, which will pay for its stakein
the mines from future dividends. How-
ever, this Bill has since lapsed, but it
remains the intention of the present
government to reintroduce it in the next
parliamentary session.

» Deteriorating physical infrastructure:
Erratic availability of electricity and of
rail transport has hindered production and
increased operating costs.

« Scarce foreign exchange: Restricted
accesstoforeign currency has stifled new
and expansion investment projects and
increased downtime onthemines, thereby
undermining productive efficiency and
raising operating costs.

« Exchange-rate mismanagement: The
long-run strategy of maintaining an over-
valued exchange rate has deterred new
investment and curbed output growth.

e Theskills exodus. With mining skillsin
scarce supply internationally, Zimbabwe
has become a substantial exporter of
skilled mining personnel — geologists,
engineers, technicians and managers.

e Declining international competitive-
ness. The combination of rapidly rising
operating costs, deteriorating infra-
structure, scarce skills and an over-
valued exchange rate has undermined
competitiveness.

8.2.6 Strategy for mining
development

Mining should be treated differently from
other sectors for two main reasons:

e Because mineral resources are being
depleted, it is essential that some of the
proceeds of mining activity arerecycled
into investment in produced assets,
such as infrastructure, and intangible
capital 10

e Mining sector projects are unique in a
number of respects, and this justifies
an industry-specific policy regime,
especially as regards taxation.

9 Mines and Minerals Amendment Bill [H.B. 14, 2007] Gazetted 16 November 2007.

10 |ntangible capital is accumulated investment in people in the form of education, training, skills development and
health facilities as well as investment in institutions, management systems and research and development.
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A strategy for mining in post-crisis
Zimbabwe should take into account five
main considerations;

» Fostering investment, both domestic and
(especially) foreign in major projects.

»  Encouraging investment in value-added
operationsthat will increase both export
revenues and mineral rents.'!

*  Ensuring that mining rentsaremobilized
by the state for investment in produced
assets and intangible capital, thereby
ensuring that wealth per capita is not
eroded by resource depletion.

e Providing an appropriate socia environ-
ment in terms of worker welfare,
including health and safety considerations.

e Environmental protection.

This is a classic trade-off situation in the
sense that policy measures adopted to foster
investment limit the scope and extent of
measures aimed at maximizing mineral rent
collection by thestate.12 Similarly, social and
environmental policiesarelikely toreducethe
return on capita invested, thereby possibly
deterring investment and reducing minera
rents. However, by establishing a clear and
stable mining policy regime, the state can
improvetheinvestment environment, thereby
lowering the risk premium and returns
required by mining houses, lenders and
investors.

All of thismeansthat amining strategy must
take the form of a delicately balanced
compromise between the measures taken
to achieve the five goals outlined above.
Palicieschangewith global market conditions.
Recently, as foreign direct investment in
resource industries around the world
has increased, so policies have become

increasingly nationalistic. The bargaining
power of resource-rich countries has
increased rlativeto that of mining exploration
and devel opment companies.

Mining companies, especially foreign groups
who are long term players, need to be able
totakeal0- to 20-year view, possibly longer.
They areunderstandably wary of obsolescing
bargain considerations, illustrated by the
dispute between Zambian mining companies
and the government, which raised taxes to
extract the windfall rents flowing from
record copper prices.

For their part, governments prefer flexibility
because as recent global experience shows
all too clearly, the mining industry is
susceptible to boom-and-bust pressures,
reflected in underinvestment inthe 1980sand
1990s resulting in a price boom since 2002
and in all probability, overshooting of both
prices and investment in new capacity.

Available geological evidence suggeststhat
Zimbabweisunlikely to becomeamineras-
driven economy in the same way as
Botswana, Zambia or the DRC. This is
because Zimbabwe is a minerals-diverse
economy as distinct from a minerals-rich
one, whichinturn meansthat some, perhaps
much, of the scope for mining investment
liesin small to medium projectsrather than
in the mega-projects characteristic of the
DRC, Zambia or South Africa. But, given
appropriate business-friendly policies, the
mining sector could — indeed, should —
reverse the decline of the last twenty years.
It could easily become the fastest-growing
sector of the economy, the largest single
contributor to exports by somedistance, and
an important source of public revenueto be
used not to finance government consumption
spending but job creation, diversification of
the economy and poverty reduction efforts.

11 Mineral rents or mining rents are defined as the surplus earned by a particular factor of production, such as
capital or labour, over and above the minimum earnings necessary to induce that factor to do its work. Such rents
arise from the scarcity of minerals like gold, diamonds or platinum, from windfalls due to sudden price increases,
from monopolistic profits earned by a company able to corner the market (as in diamonds) from locational
advantages (a mine being well situated to supply a nearby market), etc.

12 Mineral rent collection refers to the use of taxes or royalties by governments to secure a share of surplus

earnings (rents).



8.2.7 Mining industry prospects

Mining is seen by some as the sector most
likely to drive Zimbabwe's economic
recovery. There are three major snags to
thisthesis—thefirst isthat the industry has
missed out on the current commodity boom.
Exploration spending will resume at atime
when the global industry may well have
entered a consolidation phase, while
expansion will be seriously constrained by
theglobal scarcity of mining industry skills.

The second concerns the lengthy gestation
period of mining projects, especialy in an
environment where exploration spending has
been abnormally low. When account istaken
of infrastructural, financial and ‘ sentiment’
constraints, it islikely to take aminimum of
three to five years to bring new projects on
stream.

The third is that mining accounts for no
more than 5 percent of GDP. While its
expansion will help to ease Zimbabwe's
severe balance-of -payments constraint, itis
unlikely to have amajor impact in terms of
direct employment and direct poverty
reduction. Its main contributions will be
foreign currency and inward foreign direct
investment, assuming the adoption of
investment-friendly policiesand tax regimes.

These drawbacks notwithstanding, the
potential doesexist for arapid rebound, mostly
as aresult of increased utilization of spare
capacity. Dueto energy and foreign currency
constraintsand erratic exchange-rate policies,
thecountry’slargest gold producer isoperating
at 16 percent capacity. Many other small
producersarein asimilar position and could
increase production over the short term.

Zimasco which earns in the region of
US$200 million annually inforeign exchange
has already embarked on a US$30 million
expansion project which will boost output and
exports. Rationalization and regul arization of
diamond operations would channel funds
currently being sold through informal and
illegal channels into the formal banking
sector. Similarly, coa and coke production

would bere-activated. Taken together these
—and other —short to medium term measures
will improve foreign currency earnings
significantly and help bridge the gap before
longer-term projects, especialy but not only
in platinum, are brought on stream.

8.3 TOURISM

8.3.1 Introduction

Tourism is a relatively new player in the
Zimbabwe economy coming to prominence
only after the economic reforms of the early
1990s. In 2006/7 its contribution to GDPwas
officially estimated at 4 percent, while it
accounts for some 13 percent of foreign
currency earnings, with a net contribution
of 5 percent after adjusting for tourism-
related imports. Since 2003, tourism’s share
of formal sector employment has averaged
6 percent.

Tourism contributessignificantly to economic
growth through the linkages with other
industries such asagriculture, manufacturing
and services. Backward linkages are by far
the moreimportant reflecting theindustry’s
role as a purchaser of goods and services
from other sectors, though these have
weakened in recent years as the industry’s
import propensity has risen alongside
declining domestic productive capacity.
Typically, in tourism, forward linkages are
modest.

8.3.2 Current situation

Although the Zimbabwe Tourism Authority
(ZTA) established by the government as a
promotional and regulatory authority collects
and publishes a broad range of tourist
statistics, their reliability hasbeen calledinto
guestion, especially recently when some of
the data point to a strong industry-wide
upsurge that is not reflected in most other
indicators.

Tourism earnings stagnated during the 1980s,
averaging some US$40 million annually but
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the industry took off in the first half of the
1990s benefiting from the ESAP reforms,
especially in the field of exchange-rate
management. Figure 8.3 shows foreign
currency earningstrebling between 1990 and
1996/7, which were the peak years with
earnings in excess of US$200 million.
Thereafter, aspolitical problems proliferated
and exchange and currency controls were
reimposed and tightened progressively,
earningsfell steeply to below US$61 million
by 2003 (Chart 1).

Revenue estimates for 2004/07, excluded
from Figure 8.3, show a remarkable and
inexplicable surgein revenuesthat conflicts
with other data, including balance-of-
payments figures and hotel occupancies. It
is not obvious whether this is the result of
exchangerates used for conversion purposes
or whether it takesthe form of diasporaand
trading income declared as spending by
tourists.

Whatever the explanation hotel occupancy
and average spend dataaswell asthereports
of hotel and tour operators suggest that the
ZTA revenue statistics are substantially
inflated. Room occupancy figures show that
in 2007, when revenue was estimated at
US$365 million, occupancies averaged 43
percent, less than in 2003/4 (44.5 percent)

when revenues averaged US$127 million.
Similarly, bednights sold declined 18 percent
over thisperiod from 39 percent utilization to
32 percent and whiletourist arrival sincreased
11 percent between 2003 and 2007, tourism
receiptsare said to haveincreased sixfold. A
further inexplicable statistic is the reported
decline in the industry’s workforce between
2004 and 2007, at atime when both arrivals
and revenueswerereportedly rising strongly.
For these reasons, the published data,
especially for recent years, must be trested
with extreme caution.

Figure 8.4 showsthetrendintourist arrivals
in Zimbabwe during the period 1990 to 2007
while Table 8.6 provides an analysis of
tourist arrivals, demonstrating that over half
of total arrivals is classified as ‘visiting
friends and relatives' rather than paying
touristsin the sense of staying at hotels or
lodges and visiting tourist attractions. Only
27.7 percent of the arrivals in 2007 (25.8
percent in 2006) indicated that they were
on holiday.

Room occupancy rates underline the
changing structure of the industry. In 2007,
domestic tourists accounted for 89 percent
of the total reflecting the steep decline in
foreign visitors. Far and away the most
important reason for thisisthe country’ s poor

Figure 8.3: Zimbabwe: Tourist earnings 1980-2003 (US$ millions)
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Figure 8.4: Trend in tourist arrivals in Zimbabwe, 1990-2007
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Table 8.6: Tourist arrivals by purpose for visiting, 2006 & 2007

Purpose 2007 2006 % % of % of
change total 2007 total 2006

Holiday 695,044 589,929 18 27.7 25.8
Visiting Friends

& Relatives 1,411,151 1,197,734 18 56.2 52.4
Business 361,707 363,531 -1 14.4 15.9
Education 17,005 29,064 -41 0.7 1.3
Shopping 11,308 62,728 -82 0.5 2.7
Other 12,040 43,586 —72 0.4 1.9
Total 2,508,255 2,286,572 10 100.0 100.0

Source: Calculated from ZTA (2007)

image internationally and, since the advent
of the crisis, the proliferation of country
Travel Warningsthat has decimated the tour
operator business. When national govern-
mentsissue the most severetravel warnings
(Level One or Two), insurance cover is
withdrawn and tour operators pull out of the
market.

Thisbodeswell for future prospects because
it meansthat oncethe palitical and economic
situationsnormalize, travel warningswill be
withdrawn and international tourism will
revive, especialy from countries where
Zimbabwe's political travails have been
closely followed. Such countriesincludethe
UK, which until recently was Zimbabwe's
largest international market along with
Germany, the Nordic states, Australia and
New Zealand.

8.3.3 Source markets

The Zimbabwe tourist market is a three-
tiered one — domestic, regional and inter-
national. The international market,
traditionally by far the most lucrative, has
shrunk during the crisis period, leaving the
other two tiers to take up the some of the
dlack. Ostensibly, the regional market has
grown —in 2007 African arrivals accounted
for over 91.3 percent of the total — but, as
the depressed room occupancy numbers
show, many of these are not tourists in the
accepted sense of the word but people from
the diaspora visiting relatives, business-
people, shoppers, day-trippers, those in
transit and those attending educational
institutions. Of the 3.34 million arrivalsin
2006, 56 percent were holidaymakers, 28
percent were in transit, 12.5 percent
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Table 8.7: Source markets (1996 and 2006)

Region 1996 number 1996 % share 2006 number 2006 % share
South Africa 572,000 35.8 1,612,000 67.0
Zambia 448,500 28.1 150,400 6.2
Botswana n.a. n.a. 105,360 4.4
Mozambique 161,200 10.1 76,350 3.2
Malawi n.a. n.a. 88,600 3.7
UK and Ireland 85,000 5.3 21,600 0.9
North America 38,700 2.4 36,630 1.5
Australia-NZ 36,100 2.3 20,560 0.8
Other Europe 147,000 8.7 78,300 3.2
Asia 21,400 1.3 36,500 1.5
Other Africa 77,000 4.8 171,000 7.1

Source: CSO Harare

business visitors, and the balance of over 3
percent came for education or to
shop.

Regional arrivals are predominantly South
African — two-thirds of arrivals, excluding
transit visitors and day-trippers — while
another 18 percent came from Zambia,
Botswana, Malawi and Mozambique. The
USisthelargest singleinternational market
(1.5 percent) followed by the UK and Ireland
(1 percent). Ironicaly given all the publicity
attached to the Look East policy of tourist
promotion, the numbershavefallen some 40
percent from their peak in 2003 and the total
Asian shareis 1.5 percent, of which athird
is from Japan and quarter from China and
Hong Kong.

Figure 8.5: Trend of room and bed occupancy,

The steepest declines are from the
Organization for Co-operation and Develop-
ment (OECD) markets—the UK, continental
Europe, Australiaand New Zealand —where
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VictoriaFalls, whereforeigners congtitute 78
percent of theclientele (ZTA, 2007). Another
adverseimpact of thecrisisisreflectedinthe
deteriorating trend in the tourism receipts,
particularly between 1999 and 2003 and 2005
(ZTA, 2007).

8.3.4 Administration

Tourism policy and policy formulation falls
under the Ministry of Environment and
Tourism, while policy implementation rests
with the Zimbabwe Tourism Authority
(ZTA). The latter was established by the
TourismAct of 1995. ZTA has a so assumed
extraresponsibilitieswhichincludecollection
of tourismlevies, theregigtration, grading and
inspection of tourismfacilities.

TheAuthority’s main brief isto implement
tourism policy as enunciated by the parent
ministry with due regard for environmental
and ecological issues, the marketing of
Zimbabwe as a tourist destination, the
promotion and establishment of standards,
training, and human resource devel opment.
In recent years however, the ZTA has
increasingly become control-oriented rather
than anindustry facilitator to the point where
ZTA approval isrequired for atour operator
to import anew motor vehicle.

Two steps are necessary, one of which, the
strengthening of the private sector Zimbabwe
Council for Tourism and its transformation
into a Tourism Business Council along the
lines of the successful Business Council in
SouthAfrica, isaready underway, the second
istherestructuring of the ZTA itself. The ZTA
needsto revert toitscore business—marketing
and promoting Zimbabwe as a tourist
destination, managing hotel standards and
cooperating with other stakeholders in the
provision and upgrading of training facilities

8.3.5 Private sector services

Zimbabwe's tourism development is the
prerogative of the private sector, with
government mainly playing aregulatory role.
The private sector provides the various

services such as accommodation, touring,
entertainment, transport, catering, etc. The
various sub-sector associationsrepresenting
the diverse interests in the sector include:
the Hotel Association of Zimbabwe (HAZ),
the Zimbabwe Association of Tour and
Safari Operators (ZATSO) and the
Association of Zimbabwe Travel Agents
(AZTA). The umbrella body of the various
sub-sector associationsintheindustry isthe
Zimbabwe Council for Tourism, soon to be
converted into the Tourism Business Council.

8.3.6 Competitiveness

Although Zimbabwe's tourism potential is
not in doubt, currently it faresvery poorly in
terms of competitiveness with the 2008
Travel and Tourism Competitiveness Report
(World Economic Forum, 2008) ranking the
country 117th out of 130 countries. The
report describesthisas‘alow ranking for a
country with such natural endowments such
as the famous Victoria Falls. Indeed,
Zimbabwe is ranked 33rd for natural
resources overal, with a number of World
Heritage natural sites, much protected land
area, and rich fauna’.

But despite these strengths, the country has
an extremely low overall ranking — well
below that of regional competitors such as
SouthAfrica(60), Botswana (87), Tanzania
(88), Namibia(93), Kenya(101) and Zambia
(107). The World Economic Forum saysthis
highlights Zimbabwe's weaknesses in all
other areas assessed. Itspolicy environment
(128) isamongst the worst in the world and
it is ranked bottom for both law related to
foreign direct investment and property rights.
Safety and security are ‘major concerns
(123) as are health indicators (128). The
report concludes that better governance ‘is
imperative to get the country back on track
for improved Travel and Tourism
Competitiveness'.

8.3.7 Strategy and structure

Zimbabwe has never been a standalone
tourist destination for long-haul international
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touriststhough it isonefor regional visitors
from nearby countries. It is part of the
Southern African market and along with
Botswana, Namibiaand Zambia, isan ‘ add-
on’ for overseasvisitorsto South Africa, with
Johannesburg as the regional hub.

Typicdly inthe past, international , asdistinct
from regional, touristswould fly into Harare
and then spend approximately six to eight
days in the country, visiting Zimbabwe's
premier tourist attractions at Kariba, the
VictoriaFalls and — sometimes— Bulawayo
and Great Zimbabwe. There was also a
number of niche markets ranging from
golfing tours, especially to Nyanga and the
Falls, canoeing onthe Zambezi, houseboating
on Lake Kariba as well as hunting and
photographic safaris.

Since 2000 theindustry structure hasevolved
with the Victoria Fallstaking on the mantle
of the Zimbabwetourist hub, partly because
in its post-2000 marketing strategy the
industry set out to deliberately rebrand the
Victoria Falls as a standalone destination,
not tarnished by political eventsin the rest
of the country. In the process, Harare lost
itshub role—though many businessvisitors
to Harare still visit the Falls. Because it is
by far Zimbabwe's most important — and
most profitable — tourist attraction, the
Victoria Falls has managed to avoid much
of the adverse publicity that hastainted the
rest of the country.

Despite this, the Victoria Falls has lost
substantial market share to Zambia, but
Zambia is not as attractive a location in
terms of actually viewing the Falls and
Zambian hotels and tour operators have
sought to exploit this political market
windfall by raising hotel tariffsto the extent
that the Zimbabwe industry is convinced that
given alevel playing field politically it will
quickly recapture itslost markets.

Unfortunately, infrastructure, especially air
travel capacity, poses a serious snag to this
optimistic scenario underlining the necessity
for expanding and revamping the Victroria
Falls airport. On a cost competitiveness

basis, even with hyperinflation, Zimbabwe
remains a relatively cheap destination,
certainly when set against Kenya, Mauritius,
South Africa, Botswana and Zambia, all of
which are more expensive destinations. In
some cases, room rates on the Zambian side
of the Falls are double those on the
Zimbabwe side. For this reason, tour
operators have aready indicated plans to
return to the Zimbabwe market once the
political crisisisresolved.

The key to enhanced performance is an
extension of the period that tourists stay in
the country. The typical 6-day visit of the
past isnow closer to two days. Accordingly,
the challenge for the industry is to extend
the period of tourist stay by broadening and
diversifying the services and activities
available. A one night extension in the
accommodation period increases earnings by
a quarter. At present Zimbabwe is a very
short-duration destination — two days per
visitor. The industry has set itself the target
of raising thisto three days.

8.3.8 Constraints on tourism
development

Until the end of the 1990s, areas of tourist
attractions in Zimbabwe were reasonably
accessible as the country had a well
developed transport and communications
network. Themajor resortswerewel| served
by road, air and rail transport. In the second
half of the 1990s, the nationa airline, Air
Zimbabwe, was complemented by two
privately owned airlinesin order to copewith
internal tourist traffic. Zimbabwe Express
and Expedition Airways had daily flights
from Harare to Kariba, Bulawayo and
VictoriaFalls. Smaller but important tourist
destinations like Masvingo, Chiredzi, and
Buffalo Range were serviced by Expedition
Airways. TheVictoriaFallswas also served
by air directly from Johannesburg in South
Africa, while Harare International airport
was served by leading European carriers.
However, as the crisis deepened, so both
international airlines and local airlines
retreated or disappeared altogether.



Today, airlineinfrastructureisthe single most
important constraint. Because of the
changing structure of Zimbabwe's tourist
market, with the tourism hub having shifted
from Harareto theVictoriaFals, thecrucia
bottleneck is the handling capacity of the
Falsairport. Evenif all flightstotheVictoria
Falls — both domestic and international —
werecompletdly filled with tourists, theroom
occupancy rate would be no more than 40
percent. Unliketheairport at Livingstone on
the northern side of the Zambezi River, the
VictoriaFallsairportistoo small to cater for
long-haul wide-bodied aircraft. To exploit the
ared stourist potential to thefull, the runway
must be lengthened and the airport building
enlarged or rebuilt altogether.

Tourism would benefit from the imple-
mentation of an ‘ open skies' policy (chapter
10 oninfrastructure) that might attract back
some international carriers which have
ceased providing servicesto Zimbabwe. Air
transport will be a key component of the
short-term revival strategy, generating
foreign currency aswell as hel ping to boost
employment.

The airline constraint could be eased aso
by requiring the national carrier to enter into
code-sharing agreementswith other airlines.
Thiswould immediately open up the number
of landing slots available to international
airlines and, provided it is accompanied by
the extension of the runway and expansion
of theVictoriaFallsairport, it would increase
capacity substantially.

In recent years, skills have become amajor
congtraint. Ahead of the 2010 Football World
Cup in South Africa, Zimbabwe has been
haemorraging tourism skills, in part because
Zimbabweans have a superior work ethic
but also because their better education, and
especially language skills, attract South
African employers.

Although Zimbabwe currently has five
tertiary ingtitutions—of variablequality —that
offer hotel/tourism training, thisis an area
that will require special attention in the
future. There has been a steep decline in

industry standards, especially inthe smaller
hotelsand destinationsthat rely on domestic
business and that are unable to access
foreign exchange. As a result, they are
unable to provide even the most basic
services in terms of food, beverages,
accommodation and transport.

Other serious constraints are those that are
generic to the current economic situation:

* Macroeconomic distortions, including
an overvalued exchange rate which
undermines the competitiveness of the
sector;

» Inadequate and deteriorating infra-
structure;

* A muchincreased reliance on imported
inputs, reflecting weaker backward
linkages, and

e Infrastructure, mainly water and
electricity.

Accommodation: Although many lodges
and tourism camps have either closed down
or arein alow maintenance state, Zimbabwe
generadly still boasts of a wide variety of
accommodation for international, regional
and local tourists. These range from the
simple camping sites through the rugged
campsinthebush, luxury and exclusive safari
camps and backpacker lodges to up-market
fivestar hotelsand lodges. Though the latter
group of facilitiesarestill in good condition
and can readily accommodate visitors, there
isneed for afacelift of these premises and
supportive systems.

8.3.9 The future

The Zimbabwetourist industry of the future
will bevery different from that of the 1990s.
The hub has aready moved from Harare to
the Victoria Falls and thisis unlikely to be
reversed. The use of small aircraft to ferry
visitors to different destinations — Kariba,
Bumi Hills, Hwange Game Park and Great
Zimbabwe — will change the nature of the
tourist package, especially as currently

Chapter 8 — Reviving Manufacturing, Mining and Tourism

145



Comprehensive Economic Recovery in Zimbabwe

THE STRATEGY
THEREFORE
SHOULD BE
BALANCED, NOT
FOCUSING JUST
ON JOBS OR
COMMUNITY
TOURISM, BUT
ENHANCING THE
LINKAGES AND
LOCAL ECONOMIC
DEVELOPMENT

146

Zimbabwe provides these services more
cheaply thanitsrivalsin Botswana, Namibia,
Zambia or Kenya.

Much has been made of the potential gains
from the 2010 Football World Cup. This
should be seen in perspective, There will
certainly be an increase in the number of
tourist arrivalsto theregion, but an unknown
proportion of those will be substitution or
replacement visitors. In other words, many
tourists who might otherwise have come to
Zimbabwe will go elsewhere to avoid the
World Cup crowds. From Zimbabwe's
viewpoint, possibly the main plus from the
World Cup will be the opportunity to re-
establish the country as an attractive
Southern African tourist destination. It will
be more of apromotional opportunity than a
source of immediate growth.

The main strategic objective of arecovery
and devel opment policy for thetourism sector
should be the removal of the various
distortions that impede its recovery and
sustainable growth and to develop and
strengthen the backward and forward
linkages between the tourism sector and
other sectors of the economy.

By marketing Zimbabwe as anew and safe
tourist destination, a post-crisis Zimbabwe
will reinforce the dividends of political
recovery under a new improved security
environment with proactive programmesto
increase domestic, regional and international
tourism. Thisisbecausetourism and security
are positively correlated, the more secure
Zimbabwe becomes, the moreit will beable
to attract tourists.

8.3.10 Sustainable recovery policies

The overall goal of Zimbabwe's tourism
policy will beto realize the country’ stourism
potential in an integrated approach that
emphasizes local participation and bene-
ficiation. Tourism will be an increasingly
important element of the economy, utilizing
local resources and mainly domestic capital
to generate employment and foreign-

currency benefits for the nation as awhole.
Compared to some of theeconomic initiatives
that will be implemented, a rejuvenated
tourism sector provides the quickest
turnaround becauseit isnot capital intensive.

The specific measures to be deployed will
be:

e Aninternational campaign to advertise
the post-crisis Zimbabwe under the new
and secure environment will offer
different tourism expectations.

» Active participation in regional and
cross-border tourisminitiatives, including
the Great Transfrontier Park project with
M ozambique and South Africa.

» Diversification of tourism into cultural
tourism, village-based tourism,
ecotourism, conference and incentive
travel, and sports and recreation
(particularly golf). These strategieswill
extend the employment and income
benefits of tourism to a much wider
range of Zimbabwean workers.

* Encouragement of a value chain
appr oach with strategies to encourage
tourists to buy Zimbabwean products
while visiting the country, particularly
crafts and works of art, gold and
jewdlery.

 ldentification of zones for the
accelerated development of tourism
infrastructure.

e Strategiesto enable more Zimbabweans
to enjoy national tourist destinations.

* Provision of clear mandates and
adequate resources to institutions
responsiblefor the promotion of tourism
within Zimbabwe.

e Careful consideration of tourism in the
finalization of land reform, including
stopping the current depl etion of wildlife
and other natural resources and the
destructive effects of gold-panning.



8.3.11 Pro-poor tourism

Pro-poor tourism increases the positive
impacts of tourism on poor people. The
approach seeks to increase participation of
poor people at many pointsin the sector and
aims to increase their economic and social
benefits from tourism while reducing the
negative impacts on the poor. Community
tourism is an example of pro-poor tourism.
Thetourism supply chainsal so haveto extend
farintothelocal economy —not just benefiting
tour operators, hoteliers and transport
companies, but encompassing workers and
entrepreneurs from different sectors. The
strategy therefore should be balanced, not
focusing just on jobs or community tourism,
but enhancing thelinkagesandlocal economic
development (Ashley, 2006).

Tourism export industry as part of an
overall national export strategy: As
JAMPRO (2005) highlighted, the tourism
sector provides a ‘ domestic export market’
inthat: i) itsclientsaremainly foreign, ii) itis
an earner of foreign exchange; iii) it provides
the opportunity to showcase local products
and testing their international acceptance,
thus providing an intermediate export
market; iv) it is a testing ground for the
export market to determine export readiness
of local producers; v) it creates demand for
exports; and vi) enhances competitiveness
of exports as producers have to meet the
international quality standards. Thetourism
sector is therefore an integral part of the
export sector and hence it should be part of
an overall national export strategy.

Chapter 8 — Reviving Manufacturing, Mining and Tourism

147



Comprehensive Economic Recovery in Zimbabwe

148




Chapter 9

Land Policy and Agricultural Recovery

Therootsof Zimbabwe'sland policy and its
agricultural development lieinthehistorical
division of land according to race and the
subsequent evolution of a dual agrarian
structure.l At independence in 1980, this
structure was characterized by two distinct
agricultural systems: apredominantly white
commercial farming sector, and atraditional
(communal) farming sector. The government
therefore embarked on two ambitious
programmes. The first was to correct the
historical imbalance in land occupation by
resettling households on underutilized
commercia farmsin order to decongest the
overcrowded communal areas. The second
was a devel opment plan to reorganize land
use within the communal areas in order to
reduce rural poverty.

Progress with both the resettlement pro-
gramme and the Communal Land Develop-
ment Plan, however, proved disappointing.
By thelate 1990s, lessthan half the targeted
number of families had been resettled, and
the number of households living in the
communal areas had swelled to over one
million. The Communal Land Development
Plan had faltered and then petered out. In
an effort to revive the resettlement
programme, a donor’s conference on land
was convened by the UNDP in September
1998. Although agreement was reached, the
Zimbabwe government decided instead to
acquire commercial farms compulsorily for
resettlement and to transfer responsibility
for compensation to Britain in a new draft
congtitution.

When the government’s draft constitution
was defeated in a referendum in February
2000, it embarked on a Fast Track Land
Reform Programme (FTLRP) in 2000,

leading to the occupation of thousands of
commercial farms. Though it may have
corrected the historical imbalance of land
ownership, the implementation of the
programmewas neither just nor sustainable.
The cost to the economy and the people has
been devastating. Zimbabwe is therefore
again faced with the need for an equitable
and sustai nabl e resettlement programme and
policiesto reduce poverty in the communal
areas. Fortunately, agriculture has the
potential to become a primary source of
growth and bring about poverty reductionin
afuturerecovery programme (Méellor, 2000).
Such potential, however, is predicated on a
fundamental reorientationin land policy.

9.1 OVERVIEW OF PAST
PERFORMANCE: 1980-
1997

9.1.1 Zimbabwe’s inheritance

Farm sizes and farming potential

At independence in 1980, the Zimbabwe
government inherited a patently unfair
distribution of land as well as deep and
persistent poverty in the communal areas.
About 5,600 white commercial farmers had
accessto 15.5 million hectaresof land, while
over 780,000 smallholder farmers had to
subsist on 16.4 million hectares of land.
Whereas the average size of a commercial
farm was over 1,000 hectares, the average
size of acommunal farm was less than 10
hectares. At that time, large and fecund
white commercial farmslay alongside pools
of communal poverty, where thousands of
black smallholders had to subsist on tiny
holdings.

1 Dualism was initially created and maintained by the entry of foreign capital or colonization into the pre-

capitalist indigenous economy (Ndlela, 1981: 24).
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Table 9.1: Percentage of land allocated across Natural Regions and land categories (1980)

Natural (farming) regions

Land category . ( ing) regi

| Il 11 1V Vv
Large-scale commercial farms 71 69 45 28 26
Communal areas 13 21 39 50 49
Small-scale farming areas - 4 4 4 2
State land 16 6 12 18 23
TOTAL PERCENTAGE 100 100 100 100 100
Percentage of total area 1.8 15.4 17.5 36.4 28.9

Source: Zimbabwe (1986a: p.96, Table 4)

Therewerea so significant variationsin the
agricultural potential in the two farming
sectors.? Table 9.1 shows that the most
productiveland, in Natural Regions| and 11,
washeld by commercial farmers, whilemost
of the poorer communal farming areas fell
into Natural Regions 1V and V, which have
very limited agricultural potential. Oneof the
objectives of post-independenceland policy
was, therefore, to acquire more commercial
farmland in Natural Regions Il and Il1 for
resettlement.

State marketing and agricultural research
organizations

Parastatal organizations dominated the
marketing of agricultural commodities in
1980. These had given the state leverage
over agricultural pricesand production when
pursuing an import substitution strategy in
the face of international sanctions imposed
after UDI.3 Themagjor agricultural marketing
boards established before independence
included the Grain Marketing Board, the Cold
Storage Commission, the Dairy Marketing
Board, the Cotton Marketing Board, and the
Agricultural Marketing Authority. Zimbabwe
therefore inherited a highly regulated and
monopolistic agricultural marketing structure
in 1980.

The state also had a sizeable stake in
the country’s research establishments.

Significant advances had been made in the
development of hybrid seed maize for the
higher rainfall regions, as well as short
season varieties for the drier communal
areas. Research into cotton, wheat, tobacco
and oilseed production saw impressive gains
in productivity and yields. Despite this
impressive contribution of agricultural
research to national development, it focused
mainly on highinput technologiesthat were
beneficial to commercial producers rather
than to smallholders. After independence,
therefore, agricultural research focused
more on the smallholder sector while
attempting to maintain the technology gains
in the commercial sector.

9.1.2 Socialist transformation,
1980-1990

The imperatives of land redistribution and
poverty reduction

The priorities at independence were to
correct the historical imbalance in land
through an orderly, transparent and
sustainable land redistribution programme,
and to reduce poverty by relieving the
pressure of population and livestock on
communal land. The Zimbabwe Conference
on Reconstruction and Development
(ZIMCORD) was held in March 1981 to
garner international donor support to meet

2 Vincent and Thomas (1961) used rainfall patterns and soil characteristics to define five Natural Regions (I-V),
which correspond to different zones of agricultural potential in Zimbabwe.

3 Rhodesia unilaterally declared independence from Britain in November 1965. Soon afterwards, the United
Nations imposed international economic sanctions against the Rhodesian regime.



thesenational objectives(Zimbabwe, 1981c).
The conference document reiterated the
government’sthreekey land and agricultural
policies.

» Tointensify agriculturein the communal
areas to increase productivity.

» To create amore equitable distribution
of land through resettlement.

* To reduce population pressure in the
communal areas by encouraging ‘non-
farming’ families to migrate to urban
centres.

The new government’s development
philosophy, articulated in its Transitional
National Development Plan, 1982-1985,
foresaw theintroduction of socialist property
relationsthrough cooperative enterprisesand
state participation in production, distribution
and allied services (Zimbabwe, 1982). Inits
agrarian vision, peasant associationswould
stimulate the collective spirit and organize
themselves into centralized villages. The
predilection of government wasthereforeto
control land through direct participation in
agriculture, through land acquisitions,
government leases and permits and, even-
tualy, nationalization.

Agricultural intensification

In the 1980s, the state used various
approachesto intensify agriculture: research
and training, pricing policiesand subsidized
marketing outlets, and a communal land
development programme. Research was
restructured to cater for smallholder
production by the initiation of programmes
of on-farm research and extension, the
development of new varieties of traditional
small-grainfood cropsthat were suitablefor
the semi-arid regions, and the use of hardy
indigenous cattle and sheep for meat
production. The government al so maintained

the parastatal marketing and financing
system, which initially helped smallholders
to achieve production levels in maize and
cotton in the mid-1980s that surpassed
commercial production. Attractive producer
prices, the expansion of maize collection
depots throughout the country by the
Grain Marketing Board (GMB), and loans
provided by the Agricultural Finance
Corporation saw stocks of maize reach
record levels. In 1986, the Communal Land
Development Plan was presented as an
agrarian reform strategy based on ‘clearly
defined land use patterns, moreintensive use
of land, thusresulting in higher productivity’
(Zimbabwe, 1986a: 54). Its central concept
was the reorganization of land use within a
consolidated village, with clearly demarcated
residential and cropping areas according to
minimum farm sizes. Land was to be held
on the basis of a government lease.

Resettlement and migration

An‘intensive’ resettlement programmewas
launched in 1980 to resettle 18,000 house-
holds from the overcrowded communal
areas onto 1.1 million hectares of former
commercial farmland over three years.
This programme was superseded by an
‘accelerated’ resettlement programme,
initiated as part of the Transitional
National Development Plan. Thiscalled for
the resettlement of 162,000 families on 9
million hectares of underutilized commercial
farmland over threeyears (Zimbabwe, 1982).
A third development strategy was to
further decongest the communal areas by
encouraging migration to towns and cities.
In abid to reduce the number of households
in the communal areas to their estimated
‘carrying capacity’ of 325,000 households,
235,000 communal families were expected
to join their family breadwinner who was
working and living in an urban centre
(Zimbabwe, 1981a).4

4 The ‘carrying capacity’ of the communal areas was the estimated number of families whose livelihoods could be

sustained within the communal areas.

Chapter 9 — Land Policy and Agriculture Recovery

151



Comprehensive Economic Recovery in Zimbabwe

152

Table 9.2: Land acquisition and resettlement

Financial year Land acquired (ha) % of total No. of families settled % of total
1979 87,000 3 1,971 3
1980-1985 2,298,000 83 39,364 70
1986-1990 395,000 14 15,183 27
Total 2,780,000 100 56,518 100

Source: Mhishi (1995)

Evaluation of strategies

By the end of the 1980s, theimplementation
of these strategies had proved disappointing.
As Table 9.2 shows, although over 56,500
familieshad been resettled, thisfell well short
of the target, and the programme |ost
momentum.

The sowdown was particularly noticeable
after 1985. Only 14 percent of thetotal land
targeted for resettlement was acquired
between 1986 and 1990. This period aso
accounted for 27 percent of the households
resettled compared to 70 percent during the
preceding five-year period. Nor had the
communal land reorganization programme
gained traction. One study found that
between1986 and 1991 planshad been drawn
up for only four out of ninety villagesin the
UMP district® (Doré, 1993). By the 1990s
the plan had been shelved. In the meantime,
the expected migration of households to
townsand citieshad not materialized. Rather
than the communal areas being decongested
to their target population of 325,000
households, the number of households had
increased to about one million by 1990.

The limits of intensifying smallholder
agricultural production had also been felt.
Smallholder maize production levels, which
had peaked in 1985 at 1.7 million tonnes,
declined during the four following years to
below 1.35 million tonnes. Investigations
revea ed that theincreasein maize production
came from just 10 percent of farmersin the
better agro-climatic areas (Natural Regions

I1 and I11). Generous pricing policies had by
1986 created an oversupply of maize, while
marketing support and subsidies saw large
and unsustainable budget deficits develop.
Meanwhile, owing to poor loan repayment
rates, smallholder credit tailed off con-
siderably. The number of small farmerswho
received loans during the 1989/90 cropping
season had dropped by over 40 percent from
its peak in 1985 (Rohrbach et al.,1990).

9.1.3 Economic liberalization,
1991-1996

The commercialization of the agricultural
marketing authorities

As part of Zimbabwe's economic structural
adjustment programme (ESAP), changes
were made to the constitutions of the
agricultural marketing boards in 1991 that
gave them greater autonomy in pricing and
business decisions. The Dairy Marketing
Board was commercialized in 1993 and then
privatized as Dairiboard Zimbabwe Ltd in
1996. The Cotton Marketing Board was
granted formal managerial autonomy in
1991, anditsmonapoly in purchasing, ginning,
marketing and exporting cotton was removed.
The Cotton Company of Zimbabwe (Cottco)
was launched in 1994 to replace the Cotton
Marketing Board. It was then privatized in
1997. The monopoly of the Cold Storage
Commission wasa so brokenin 1991, when
beef marketing on the domestic market was
liberalized. Private abattoirs were licensed
and the Commission was rebranded as the

5 UMP stands for the communal areas Uzumba, Maramba and Pfungwe that constitute the district. UMP lies

within Mashonaland East Province.



Cold Sorage Company, but it still retained
itsmonopoly onexports. The Grain Marketing
Board was commercialized and the agri-
cultural commodity exchange (ZIMACE)
provided the benchmark for prices. By 1996
maize marketing and priceswere compl etely
decontrolled on the domestic markets. Maize
trading throughout the country wasfreed and
all subsidiesremoved. The decontrols were
particularly effective because they were
accompanied by the lifting of foreign
currency andimport restrictions, thusalowing
the purchase of vehicles, processing
equipment and other inputs (Muir-L eresche
and Muchopa, 2006).

Land policy and resettlement

In 1990 the ‘willing seller —willing buyer’
land acquisition restrictionsimposed by the
Lancaster House Constitution expired. In
July of that year the government unveiled
a new national land policy. Among
other measures, 5 million hectares of
commercial farmland was to be acquired
(over and above the area already settled) in
order to resettle afurther 110,000 families
Prices paid for land were to be fixed at a
‘realistic’ level. To make these new targets
possible, the government set about clearing
the constitutional and legal hurdlesfor full-
scaleresettlement. In 1992 the ‘ willing buyer
—willing seller’ principle and the payment
of market prices for land were dropped.
Instead, a substantially reworked Land
AcquisitionAct [Chapter 20:10] allowed for
the compul sory acquisition of land based on
acomplex set of fifteen principlesto derive
a‘fair’ pricefor compensation. Even so, the
pace of resettlement remained stubbornly
below 2,500 househol ds per annum between
1990 and 1993 (M hishi, 1995).

In May 1994 the resettlement programme
became mired in controversy. It became
apparent that land earmarked for
resettlement had been allocated to senior
government officials, including ministers

and military officers. In almost all cases,
properties were received at well below
market value. Although the President later
cdlled for the leases to be cancelled, senior
officials continued to receive large tracts of
land. Many never paid for theleasesor, since
the prices were never adjusted for inflation,
paid derisory low rates. Themanner inwhich
leases were allocated and the lack of a
transparent system to advertise the avail-
ability of farms led to concerns about the
process as a whole (International Crisis
Group, 2004).

Despite the passing of the Land Acquisition
Act (to speed up the resettlement process)
and constitutional amendments (to prevent
farmers from challenging ‘fair’ com-
pensation in the courts) the total number of
families resettled by 1997 had risen to just
71,000 on 3.5 million hectares. Only 17,000
poor families—against the target of 110,000
— had been settled since 1990. But, rather
than back-tracking, the President used the
British government’sreticence to fund land
redistribution to galvanize support for his
1996 electoral campaign, threatening to seize
theland of whitecommercial farmerswithout
compensation (International Crisis Group,
2004).

9.2 CURRENT SITUATION
ANALYSIS, 1997-2008

9.2.1 The emerging crisis, 1997—
1999

When the Zimbabwean President was unable
to persuade the British Prime Minister to
provide substantial fundsfor land acquisition
in October 1997, he ordered his agriculture
minister toidentify and list 1,500 commercial
farms covering 4 million hectares for rapid
acquisition. He also made it clear that he
expected Britain to pay:

6 This approximated the original target of 162,000 households on 9 million hectares, minus the households and

the area that had already been settled.

Chapter 9 — Land Policy and Agriculture Recovery

153



Comprehensive Economic Recovery in Zimbabwe

154

‘We are going to take the land and we
are not going to pay for the soil. This
is our set policy. Our land was never
bought and there is no way we could
buy back the land. However, if Britain
wants compensation, they should give
usmoney and we will passit ontotheir
children.”

In an effort to broker a solution, the UNDP
called for adonor’s conference on land with
the participation of Zimbabwean stake-
holders. The Zimbabwe government’s
proposa for Phase Il of its Land Reform
and Resettlement Programme suggested
resettling over 90,000 families over aperiod
of five years at a cost of US$1.9 hillion.
Eventually the conference agreed to a set of
principles, including compensation for land,
and to establish a UNDP Technical Support
Unit. Theunit’'srolewasto assist in carrying
out atwo-year inception phase based on the
acquisition of 118farmsona‘willing seller —
willing buyer’ basis.® By early 1999 the
government had done little to follow up on
the donor conference’s recommendations
and its focus had shifted. The President
appointed a Constitutional Commission to
draft a new constitution for the country.
Inserted into the final draft constitution was
a clause that allowed the government to
acquirefarmswithout paying compensation
for land. Instead, this responsibility was
shifted to the ‘former colonial power’ —
Britain.

9.2.2 The Fast Track Land Reform
Programme, 2000-2008

Land occupation and allocation

Following the rejection of the government’s
draft condtitution in areferendumin February
2000 —theruling party’ sfirst popular defeat
since coming to power in 1980 — action was
taken to shore up support before the

7 The Guardian (London) 15 October 1997.

parliamentary elections scheduled for June
2000. Central to the strategy was a new
radicalized approachtoland reformthat could
securetherural areasahead of the elections.
In a process marked by considerable
coercion, thousands of party-sponsored
settlers occupied commercial farms. The
number of farms listed for acquisition rose
to over 3,000 by the end of July 2000, by
which time at least 1,600 farms had been
occupied. The occupation of commercial
farmswas|egitimized through changesinthe
constitution and legidation, and confirmed by
the publication of PeopleFirstin July 2001,
the formal document of the FTLRP. Two
models of resettlement were proposed: a
Model A1, in which each household would
be allocated at least 3 hectares of arable
land, but with shared grazing; and Model A2
schemes based on small, medium and large-
scale commercial farmswith 99-year leases
(Zimbabwe, 2001).

9.2.3 The re-imposition of state
control over pricing

In July 2001, maize, maize products, wheat
and wheat productswere declared controlled
products. This made it illega to buy, sell or
movethese productswithin Zimbabwe, other
than to the GMB. ZIMACE was officialy
suspended. These restrictions were further
tightened in December 2001 when farmers
were compelled to deliver maize and grain
stocksto the GMB no later than 14 daysafter
harvest. Inearly 2002, theholding of dl grain
stocks by farmers was banned and grain
supplies were seized, leaving the livestock
industry and farm-workers facing a crisis.
Some smallholder farmers had grain stocks
seized and al existing grain contracts were
cancelled. By September 2006, government
controlsand food subsidieshad led to bizarre
pricedigtortions. For example, the government
had fixed the producer price of maize at
Z$33,000 per tonne which the GMB, as the

8 Communiqué issued at the end of the International Donors’ Conference on Land Reform and Resettlement in

Zimbabwe, 9-11 September, Harare, 1998.



solelawful dedler in maize, sold to millersat
Z$600 per tonne, representing a 98 percent
subsidy.

9.2.4 The decline of agriculture

Commercial agriculture — prior to
Zimbabwe's current political and economic
crisis — was the largest formal sector
employer in the country and made significant
contributionsto national income and export
earnings. Since the onset of the FTLRP in
2000, however, over 200,000 workers have
lost their jobs and total commercial agri-
cultural production has more than halved.
Table 4.3 shows that, for a selection of
commercially produced commodities,
aggregate output in 2007 was only 42 percent
of output in 1998. Before 2000, ina‘normal’
non-drought season, the commercial sector
would complement communal production to
produce a national total of about 2 million
tonnes of maizeto meet the country’s needs.
Today, the country is struggling to produce
morethan 1 million tonnes. Likewise, wheat
production has declined from about 270,000
tonnes in 1998 to 62,000 tonnes in 2007 —
falling well short of the national requirement
of 350,000 tonnes.

However, there is wide variation in the
decline in production levels of various
commodities. Tea and sugar plantations
remain at 83 percent and 69 percent of their
1998 levels, respectively, while maize,
tobacco and beef production isdown to about
athird of previouslevels. Coffee production
hasvirtually ceased, and cotton isno longer
produced by large-scale farmers.

The right-hand side of Table 9.3 shows the
proportion of the commodities still being
produced by commercial farmers. For
example, although there has been a
substantial decline in wheat and dairy
production, the proportion produced by
commercial farmers has actually increased.
Thissuggeststhat smallholder production of
these commaoditieshas declined. Conversdly,
the proportion of maize and beef produced
by commercia farmersdeclined significantly,
suggesting that any downturnin smallholder
production has been less severe. Cotton is
an interesting case. Whereas Table 9.3
showsthat cotton production on commercial
farms has shut down, Figure 9.1 showsthat
smallholder production overtook commercial
production in the 1980s and maintained
production level s after 2000 —largely dueto

Table 9.3: Decline in commercial agricultural production for selected commodities between

1998 and 2007

Percent Proportion of Percent
Commercial of 1998 commercial production of 1998
Category Crop production levels in total production levels
Tonnes (000) % % %
1998 2007 1998 2007
Food Maize 521 160 il 36 23 63
crops Wheat 270 62 23 90 96 106
Soyabeans 113 64 57 99 95 96
Export Cotton 77 0 0 28 0 0
and Tobacco 210 65 31 97 88 92
Plantation Coffee 10 1 10 99 98 99
Tea 18 15 83 99 97 98
Sugar 553 384 69 97 96 98
Livestock Dairy 184 86 47 93 98 105
Beef 350 120 34 67 48 72
TOTAL 2,306 957 42

Source: Commercial Farmers Union
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Figure 9.1: Commercial and communal cotton production: 1980-2006
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cotton marketing corporations supplying
inputsfor growers and providing them with
aready market for their produce.®

More generally, Zimbabwe's agricultural
performance can be measured by the per
capitavalue added. Figure 9.2 showsthat it
has declined from its peak in 2001 to about
half that level in 2006. Thisdropisexplained
not only by the impact of the FTLFP on
commercia production, but also by critical
input constraints. At a meeting of the

Parliamentary Portfolio Committee on Land
and Agriculture in September 2007, it was
reported that agricultural supply constraints
(due to foreign exchange shortages) had
been exacerbated by government price cuts
on goodsthroughout the country in June 2007,
in an exercise known as Operation Dzikisa
Mutengo (Operation Reduce Prices). A
representative for the fertilizer companies
reported that costs of producing fertilizer
were running at six to ten times the
government controlled selling price, whilethe

Figure 9.2: Agricultural value added per head (constant 1990 prices)
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9 See Box 5.1 in chapter 5 on the financial sector.



Table 9.4: Income distribution from agricultural production for communal households in Uzumba

communal area

Percentiles of TOP Percentiles BOTTOM
annual crop income 5 10 25) 50 25 10 5
Crop income (Z$)*© 2,859 1,857 1,079 616 268 98 55

% of top 5% (100) (65) (37.8) (21.5) (9.4) (3.4) (1.9)

Source: Doré (1993)

capacity to produce fertilizer had been
crippled by power outages at the
phosphorous producing mines. Seed maize
could not be secured from growers because
the prices offered were only one-fifth of the
cost of importing seed. Acute shortages of
fuel and equipment were also reported.

Indices of overall agricultural production,
such asthosein Figure 9.2, disguisethewide
disparities between commercial and com-
munal producers, as well as between
smallholder farmers themselves. Average
maize yields in the commercial sector are
about four tonnes per hectare in a hormal
season (without drought), while communal
areas manage to produce only about one
tonne per hectare.

Table 9.4 showsthe very wide disparitiesin
agricultural production withinthe communal
areas, with the bottom 25 percent producing
less than one-tenth of the top 5 percent of
smallholder farmers. Many households
within thecommunal areas—especially those
afflicted by HIV and AIDS—remain highly
vulnerable to external shocks, such as
droughts, input constraints and political
unrest. The household food insecurity and
vulnerability picture for the 2006/07
agricultural season was dire. One-third of
the population, or 4.1 million peopl e, needed
food aid through to April 2008 (FAO/WFP,
2007). Worsewasto follow. The most recent
FAO/WFP Crop and Food Supply Assess-
ment Mission estimated that about 5.1 million
people in both the rural and urban areas

would need food aid at the height of the
“hungry season’ between January and
March 2009 (FAO/WFPR, 2008).

9.2.5 The adverse impact of the
Fast Track programme

Underutilization of land

In part, the declinein agricultural output can
be attributed to the underutilization of
commercia farmland that had been acquired
but not settled. The Presidential Land Review
Committee, commissioned in 2003 under the
chairmanship of Dr Charles Utete, confirmed
that only two-thirds of the applicants for
those commercial farms divided up for A2
resettlement took up their offers of land.11
Thistrandatesinto 2.8 million hectares, or 7
percent of Zimbabwe's total land area, that
remained unutilized.12 Anecdotal evidence
suggests that the level of land use and
intensity of production hasremained low, and
that significant portions of once highly
productive commercial farms remain idle
(FAO/WFP, 2008).

Loss of farming skills

Thereductionin output can a so be attributed
to thedisplacement of skilled and experienced
commercia farmers and their workers. In
2000, an estimated 320,000 farm-workers,
representing about 25 percent of Zimbabwe's
total work force (informal employment), were
employed on commercial farms. In the
aftermath of theland invasions over 200,000

10 The official exchange rate at the time of the survey was approximately Z$5 to US$1.

11 Zimbabwe (2003: 39) Table 2
12 Zimbabwe (2003: 42) Table 5
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farm-workers and their families — an
estimated one million people — lost their
livelihoods and homes, as well as access to
farm schools and other social amenities
(Sachinkonye, 2003).

Subdivision of land into sub-economic
units

The process of subdivision of farms did not
take sufficient cognizance of the farms’
layout and structure. The infrastructure of
commercial farmswas based on ahomestead
and centralized farm operationsthat included
machinery, workshops, sheds and barns, as
well as an irrigation system that was
dependent upon a single water source and a
system that branched out across the farm.
The new subdivisions, however, cut across
this infrastructure. As a result, many of the
new farms do not have access to the former
farm’sresources and facilities, making them
lessefficient and viable.

9.3 CONSTRAINTSTO
AGRICULTURAL GROWTH
AND RECOVERY

Land policy — regarding the controversial
resettlement programme and the stagnating
communal areas — has been the key under-
lying constraint to agricultural growth and
recovery. The other major constraints have
been the fragmentation of national
institutions and a trade regime that lacks
competitiveness.

9.3.1 Resettlement

Governance constraints

Under Zimbabwe’s constitution, the
President has wide-ranging powersto make
appointmentsthroughout the public service,
including the judiciary. When the judiciary
acted to constrain executive powers after
2000, extra-judicial means were applied to

overrule the decisions of the Bench. In
November 2000, the Supreme Court ruled
that the FTLRP was illegal because proper
procedures had not been observed. It
therefore ordered the removal of illegal
tlers. Thefollowing month, Supreme Court
hearingson theland invasionswere disrupted
by ruling party supporters. On 21 December
2000, when the Supreme Court found the
land programme to be ‘entirely haphazard
and unlawful’, ruling party supporterscalled
on Chief Justice Gubbay to resign or risk
assault. The Chief Justice then took early
retirement and the President used his powers
to expand the bench from five to eight seats.
The Supreme Court subsequently reversed
its decision, pronouncing the FTLRP
constitutional (International Crisis Group,
2004).

More recently, the President has relied on
support from his service chiefsin the armed
forces and trusted advisers, who meet as
the Joint Operations Command (JOC). The
purview of JOC goes beyond the purely
military and now includes economic policy
decisions, such as Operation Dzikisa
Mutengo (Reduce Prices). JOC’s main
intervention in agricultural affairs was
Operation Maguta, 13 initiated in November
2005 to increase maize production with
the help of the military on underutilized
commercial farmland (see Box 9.1). Farms
around the country were identified where
army units could be deployed to produce
food. Levelsof land useand food production
have, however, not recovered.

Financial constraints

In the Zimbabwean nationalist narrative,
articulated by the President, ‘ Theliberation
strugglewas principal ly about recovering our
land from British colonial settlers who had
expropriated it from us' (Zimbabwe, 2001
1). Today, the President, on behalf of
the state, acts as the de jure custodian of
the communal lands. He also acts asthe de

13 Maguta is a Shona word that means ‘I am full’ or ‘satisfied’ after eating.



Box 9.1. The Fate of Kondozi Estate

A high-profile case that demonstrates the limitations of the command approach to agricultural production was
the government’s acquisition of Kondozi Estate in Odzi in 2004. Kondozi, which employed 5,000 workers (as
well as out-growers in the communal areas), had established export markets for vegetables and flowers in
Europe and Canada valued at about US$15 million per annum. Leading Zimbabwean banks had invested
heavily in the project. After its seizure, the management of Kondozi estate was handed over to the Agricultural
and Rural Development Authority (ARDA), a parastatal organization. The lucrative export markets were soon
lost and the farm’s assets were systematically stripped, leaving the estate derelict. In an effort to resuscitate
production, a deputy army commander was charged with running the estate in 2005. Rather than restoring
Kondozi’s former export potential, maize was planted to boost food production under Operation Maguta.
Sorghum was also planted on the former out-growers’ land, the army retaining one third of production. It
transpired however, that only 40 hectares of the 224-hectare estate had been utilized for food production, the
remainder lying idle. The military’s inability to use the prime farm productively prompted government to hand
part of the estate over to Bonnezim (Pvt) Ltd., an agro-processing arm of the government-owned Industrial
Development Corporation. The company was expected to lead a consortium of indigenous businessmen to
revive part of the Kondozi Estate. The other part had been allocated to a senior Zimbabwe government minister.™
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facto custodian of the ‘lost lands’ in the
commercial farming sector. In post-colonial
Zimbabwe, land was not transferred from
white commercial farmers to black
Zimbabweans, but purchased by the state
ona‘willing seller —willing buyer’ basisin
terms of the Lancaster House Constitution.
This was justified because the targeted
beneficiaries of the resettlement programme
were mainly landless and poor households
from the communal areas who could not
afford to buy land. According to the
nationalist discourse, there was no reason
to pay for land that they believed was* stolen’
in thefirst place. This meant, however, that
thehugefinancia burden of meeting the costs
of land —and then giving it away —had to be
shouldered by the government. Indeed, the
financial burden went far beyond the cost
of land to include a costly administrative
system of assessing the ‘fair’ value of land,
as well as meeting the massive costs of
providing infrastructure and administering
the resettlement schemes. The land reform
and resettlement programme was therefore
founded on afinancially flawed model: the
more land that was acquired for resettlement
the greater the fiscal burden.

Legal constraints

It is arguable that the unsustainable funding
mechanism of the resettlement programme
lay at theroot of the government’smotivation
to erode the constitutional and legal rights of
white farmersto avoid paying them for ‘lost
lands'. The process began with Congtitutional
Amendment (No. 11) in 1990, which required
thestateto pay only ‘fair compensation within
areasonabletime’, rather than ‘ adequate and
prompt compensation’. Then, in 1992, the
Land Acquisition Act dropped the ‘willing
buyer —willing seller’ principlein favour of
administratively determined or ‘fair’ com-
pensation for land. When thiswas contested,
the government passed Constitutional
Amendment (No. 13) in 1993, preventing
farmers from seeking redress through the
courts. By 1997, the President had signalled
hisintention not to pay compensation for land
acquired for resettlement. This found
expressionin Congtitutional Amendment (No.
16) in 2000, which made Britain responsible
for paying compensation to white farmers.

TheLandAcquisitionAct wasthen amended
in 2000, which staggered the payment of

14 “Minister takes over huge parts of Kondozi Estate’, ZimOnline 13 January 2007 <http://www.zimonline.co.za/

Article.aspx?Articleld=729>.
15 Act No. 15 of 2000.
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compensation for ‘improvements’ (but not
land) in cash, bonds or other securities over
five years. Other amendments continued to
erode the legal rights of farmers, but the
Land Acquisition Amendment Act (No. 1 of
2004) went much further. It stated that the
government would no longer adhere to
the FTLRP land acquisition criteria. It
confirmed that the government —now intent
on acquiring over 11 million hectares—could
seize any remaining farmsowned by whites,
as well as plantations, agro-industrial
property, export-processing zones and
wildlife conservancies. By this stage, any
notion of compensation for land and
improvements had given way to confis-
cation. The Acquisition of Farm Equipment
and Materials Act (No. 7 of 2004) provided
for the seizure of the evicted farmers’
equipment and material. Then, in 2005,
Constitutional Amendment (No. 17)
nationalized all farmland that had been
gazetted for resettlement. Finally, the
Gazetted Land (Conseguential Provisions)
Act (2006) made it illegal for farmers to
remain on their own farms (now state land)
unless they could secure a state lease from
government.

Themajor implication of the nationalization
of commercial farms was not simply that
laws eroded farmers’ compensation
significantly, or that the farmers lost their
farms and any security of tenure, but that,
by removing an economic value from land,
it ceased to be treated as a factor of
production. There was little incentive for
thosewho did not pay for their farmsto earn
a return on land or capital, because there
was no investment in the first place. The
constraint imposed by the constitutional and
legal changes was to convert land from an
economic resource to a political resource
that could be used by the government as an
instrument of power, control and patronage.

White commercial farmers have since
contested the Zimbabwe government’s
congtitutional and legislative changes by
lodging an appeal with the Southern African
Devel opment Community (SADC) Tribunal
in Namibia. They argue that the land-
acquisition process was racist and illegal
under variousinternational legal instruments,
including the SADC Treaty and the African
Union Charter. Their application sought an
order from the Tribunal declaring that the
changes to the constitution violate their
human rights protected under Article 6 of
the SADC Treaty.16

Institutional and capacity constraints

The resettlement programme has been
hampered by institutional and capacity
constraints since the 1980s. The main
criticism hasbeen the over-centralization and
lack of coordination of the programme. In
February 1993, the Comptroller and Auditor-
General reported that programme imple-
mentation had suffered owingtointerference
by politicians and the lack of government
capacity to coordinate implementation.
Furthermore, it wasreported that productivity
gains through resettlement had not been
realized and that land acquired for resettle-
ment remained unused. Equally disturbing
was its conclusion that resettlement would
have no impact on decongestion in the
communal areas.l’ A later review of the
resettlement exercise by the Commission of
Inquiry into Appropriate Agricultural Land
Tenure Systems, under the chairmanship of
Prof. Rukuni, found ‘ no evidence of serious
effort onthepart of key ministriesfor strategic
planning and effective implementation of
the resettlement programme’ and that
the administrative institutions were
‘uncoordinated and sometimes corrupt’
(Zimbabwe, 1994: 63). This was a serious
indictment of the programmewhose‘ superior

16 Zimbabwe Government representatives walked out of the SADC Tribunal on 18 July 2008 when the farmers'
lawyer applied for the Government of Zimbabwe to be declared in breach of the Tribunal’s order. Ruling party
militia had abducted and brutally assaulted the appellants, who the Tribunal had allowed to remain on their
properties. Judgment on the main appeal had not been passed at the time of writing.

17 The Daily Gazette, 26 February 1993.



body’ for coordination was the Cabinet
Committee on Resettlement.

The Cabinet Committee has been in place
sinceat least 1985 (Zimbabwe, 1985). Itsrole,
however, remains unclear when the various
committees, working parties, task forcesand
command centres (depictedin Figure9.3) are
added to the organizational structurefor land
identification, acquisition and settlement. This
organization chart — derived primarily from
the FTLRP document, People First — shows

thecentralized nature of decision-making, the
difficulty of defining responsibilitiesfor land
policy and implementation, and the problem
of deciphering the actual decision-making
process. Asaresult, most decisions aretaken
outside the confines of forma government
institutional structures. The Utete Committee,
for example, uncovered aprocessthat did not
follow officia proceduresat al. Many of those
who had been dlocated farmshad no farming
experience and werein full-time employment,
oftenascivil servants. Ingenera, the problem

Figure 9.3: Land acquisition and resettlement: Structure and processes
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of district officials acting ultra vires was
compounded by the activitiesof those persons,
who, though lacking any official status or
authority, nonethel ess proceeded to alocate
land, mainly in districts adjacent to the main
towns and cities. The Committee’s report
concluded that ‘ the multiplicity of allocating
authorities gave rise to double alocations,
multiple allocations, and favouritismin land
dlocations (Zimbabwe, 2003; 106).

Land tenure security constraints

The pre-2000 resettlement tenure system was
based on three permits. a permit to reside, a
permit to cultivate, and apermit to de-pasture
stock (Zimbabwe, 1985). These permits
accorded broad rightsto the state, but provided
few rightsfor the settler. Thepermit toreside,
for example, specified that on expiry or
revocation of the permit no compensation
would be payable for improvements. Asthe
World Bank remarked, ‘It would be difficult
to imagine a less secure form of tenure:

uncertain duration, broad powers of
termination on the part of the Ministry, and
few rightsto compensation for investments’

(1991b: 78). However, despite flagrant
breaches in the conditions of the permits by
settlers, the state had neither the inclination
nor the capacity to enforce the conditions of
the permit (Doré, 1995).

Land tenure security hasnot improved since
2000. A1l settlers were to be issued with
temporary occupation licences, which were
expected to be converted into proper leases.
However, it remains doubtful whether these
licences were issued or converted to | eases.
With regard to A2 lease agreements, the
UNDPfound that they offered little security
to settlers. It concluded that ‘one must
expect substantial insecurity of tenureinthe
resettlement areas’ which would ‘ defeat the
productivity goals of the resettlement
programme’ (2002: 30). The state grants
virtually al the powers and rights to itself

18 The Financial Gazette, 16 November 2006.
19 The Cape Times, 5 February 2006.

and most of the obligations and dutiesto the
lessee. Apart from 125 leases issued to A2
farmers by the President in 2006, it remains
uncertain whether the government has
continued to issue them. As a result, the
occupation of commercia farmsislegitimized
by an ‘ offer letter’ issued by the Minister of
Lands, Land Reform and Rural Resettle-
ment. These offer letters however, do not
guarantee secure tenure. In August 2006,
the President advised those who had been
allocated farms to start producing food,
otherwise the government would take them
back.18 In early February 2008, the
government revoked the all ocation of 1,449
farmsthat had been allocated to A2 farmers
because they had not been occupied or
because they were lying idle.1°

The government’s abiding preference for
99-year state leases over agricultural land
reaches back to the Communal Land
Development Plan of 1986. The plan had
proposed a99-year inheritablelease, claiming
that it gave security of tenure that was
almost as good as freehold. Twenty years
|ater, when most commercial farms were
nationalized, the remaining farmers were
required to receive state leases to continue
operating. When issuing such leasesto A2
and commercial farmers, it was claimed that
they guaranteed security of tenure. State
leases may, however, actually exacerbate
insecurity of tenurefor anumber of reasons:

» The state has been inclined to impose
onherous lease conditions on farmers.

* The state has neither the capacity to
monitor and enforce the conditions of
leases, nor the administrative capacity
to set lease fees and update them.

» Thestatewould face aninsurmountable
administrative burden of collecting rents,
adjudicating disputes and enforcing
evictions.



Furthermore, it is unlikely that state leases
would be acceptable collateral to private
financial institutions because state property
cannot be alienated to third parties.

9.3.2 The communal areas

Capacity constraints

The statehasconsistently relied on centralized
forms of decision-making and programme
implementation. This applied asmuchto the
implementation of the Communal Land
Development Plan asit did to the resettlement
programme. Despite the Department of
Agricultural and Technical Extension Services
(AGRITEX) beinginstructed to prioritizethe
implementation of the Communal Land
Development Plan (1986) in the late 1980s,
the Rukuni Commission reported little
progress.

‘The main reason is the over-
centralization of government with the
relevant technical ministries using top-
down methods of planning and imple-
mentation. The second problem is the
poor coordination of the technical
ministries who continue to exhibit
territorial behaviour with no evidence
of a well thought-out coordinated
strategy.’ (Zimbabwe, 1994 35)

Asthe 1980s drew to aclose, less and less
was heard of the programme until, by the
mid-1990s, it had been forgotten.

Economic and environmental constraints

Under conditions of population pressure, the
traditional system of agriculturetendsto distort
theallocation of factorsof production, creeting
perverse incentives that undermine rural
livelihoods and degrade the environment on
which households depend. The system not
only entrapsfamiliesin poverty, but does not

offer any mechanism through which more
efficient farmers can acquire more land to
consolidate their holdings into larger, more
viable units. Most importantly, perhaps, the
traditional system doesnot offer amechanism
to decongest the communal areas. It doesnot
provide any incentive for familiesto embark
on a‘migration of hope’ that allowsthem to
improvetheir prospectsby pursuing non-farm
employment opportunitiesin urban centres.

The traditional system entraps households
in poverty by allowing them free access
to land and natural resources, thereby
externalizing costs and subsidizing their
living expenses.20 This provides aperverse
incentive for people to remain in the
communal areas and so adds more pressure
to land and natural resources. As the
population builds up, land is continually
subdivided into smaller and lessviablefarm
sizes. As Figure 9.4 shows, risk-averse
households with smaller farms (1.2-4.7
acres)?! tend to be entrapped in subsistence
agriculture, producing maize for their own
consumption. Conversely, cotton production
becomes possible as farm sizes increase
(6.6-14.6 acres). The inability of the
traditiona systemtoincreasefarm sizesthus
frustrates national effortsto commercialize
smallholder production and reduce poverty.

The administrative allocation of land by
traditional leaders to every digible family
creates a profusion of tiny plots, each
generating insufficient surpluses to reinvest
in the capital improvements — cattle,
equipment and inputs — that are required to
off-set thediminishing margina productivity
of labour. Without labour-saving capital
inputs, labour becomescritically short at pesk
periodsintheagriculturd calendar. Thisgives
rise to the ‘[abour paradox’ — that, although
thereis unsustainable pressure of population
ontheland, thereisat thesametime, acritica
seasonal shortage of labour. But the process

20 An externality is a cost to society, such as environmental degradation, when individuals benefit from using a
public good: for example, communal grazing areas. The cost is internalized when the user rather than society

bears the costs of use.
212,471 acres = 1 hectare.
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Figure 9.4: Household maize and cotton production by farm size
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doesnot end there. Asland shortages arefelt,
households start extending their fields into
grazing areas, thus reducing feed resources
for livestock. Overgrazing and environmental
degradation ensue, but cattle — smallholder
assets, par excellence — are gradually
sgueezed out of the system. Asaresult, there
are too many cattle for the environment to
support, but too few to meet smallholders
cultivation requirements. Thisisknown asthe
‘cattle paradox’ (Cliffe, 1988).

The process of overstocking and environ-
mental degradation isalso attributableto the
‘non-excludability’ of common property
resources. But they are also ‘subtractable’
(or rivalrous): if one person uses them,
another’s access is diminished. Because
communa grazing landisafreeandindivisible
public resource— carrying no opportunity cost
to the user — livestock owners have a strong
incentive to add more livestock to common
pastures. This incentive, however, becomes
perverse when households continue to add
more livestock to already degraded grazing
areas, thus quickening the pace towards
environmenta decline—and erodingthevery
resource base on which their livelihoods
depend (Hardin, 1968).

Institutional constraints

After independence, three distinct types of
local governanceinstitutionsemergedin the
communal areas. thetraditional, the political,
and the developmental. Alongside the
traditional authorities, the ruling party had
created and maintained its own political
structures — both during and after the war.
To complicate matters, the Prime Minister
then issued a directive in 1984 for locally
elected village and ward development
committeesto be established. Asthesewere
based on a centralized bureaucratic system,
their jurisdiction cut across traditional
boundaries that had been based on kinship,
historical ties and natural features, as well
as the resources they encompassed. This
institutional complexity was compounded by
the fact that local leaders simultaneously
occupied different positionswithinthethree
separate structures. They were thus able to
play multiple roles by drawing on different
sources of legitimacy — the traditional
authorities, the ruling party, and the local-
government development structures.
Although the development structures were
in place, they were often subordinated to and
crowded out by the more powerful political



and traditional organizationsand so remained
weak, ineffectual, and largely ignored
(Zimbabwe, 1994).

9.3.3 National institutional
constraints

Land and agricultural ministries

Overall therearefive ministriesresponsible
for land policy and agriculture. Land policy
is covered by the Ministry of Lands, Land
Reform and Resettlement and the Minister
of State for Special Affairs responsible for
the Land Reform and Rural Resettlement
Programmes. It remains unclear, however,
how the responsibilities of thetwo ministers
are divided. Agricultural matters are dealt
with by three ministries: the Ministry of
Agriculture; the Ministry of Agricultura
Engineering, Mechanisation and Irrigation;
and the Ministry of Water Affairs and
Infrastructure. Yet, it is not these ministries
—withtheir fragmented rolesand overlapping
responsibilities — that take the lead in
agriculture, but the Reserve Bank of
Zimbabwe (RBZ). The RBZ, which has
assumed supra-ministerial powers, has
played a pivotal role in the provision of
agricultural credit, farm inputs and food
throughitsquasi-fiscal activities. It channels
credit to farmers through the Agricultural
Bank of Zimbabwe (Agribank) and the
Agriculture Sector Productivity Enhancement
Facility (ASPEF). Through its largesse
farmers are provided with agricultural
machinery, principally tractors, but also
subsidised fuel and fertilizer.

Economic constraints on agricultural
research

The Ministry of Agriculture is divided into
ten different departments, each withitsown
director. However, their functional capacity
has been severely weakened. Theintractable
problemsfaced by Zimbabwe'sagricultural
research establishments, for example, cannot
be disguised. As government funding
became increasingly constrained, the real
earnings of researchers declined. The first
casualties were qualified researchers who

were attracted abroad or by the private
sector, further weakening government’s
research capacity. The next casualty was
on-farm adaptive research because of the
high travel and subsistence costs. The third
casualty was the decline in capital
expenditure, which fell to just 5 percent of
regquirements—far lessthan the depreciation
of the infrastructural research base. By the
end of the 1990s, meaningful research
programmes were sustained only with
international donor assistance (Tawonezvi
and Hikwa, 2006). Now, even these have
been suspended.

9.3.4 Trade and competitiveness

The overvaluation of the exchange rate
represents an implicit tax on agricultural
exporters (because farmers receive less in
domestic currency for their produce), which
lowerstheir incentivestoinvest, produce and
export. The degree to which a government
subsidisesor taxesan agricultural commodity
is measured by its ‘nominal rates of
assistance’ (NRA). Table 9.5 shows large
negative NRAs (i.e., taxes) for maize, cotton
and tobacco up to 1990.

Table 9.5: Nominal rates of assistance for
selected agricultural products, 1966—-1990

Zimbabwe Maize Cotton Tobacco
averages
1966—1979 -22.0% —27.3% -20.1%

1980—1984 -16.6%  -38.7% -32.4%
1985—1990 -18.4%  -42.6% -37.9%

Source: Jansen and Rukovo (1992)

Ndlela and Robinson (2006) — who stress
that the main macroeconomic influence on
NRAs isvia exchange rate overvaluation —
confirm these distortions. For almost all
agricultural crops in the 1980s they found
NRAs well below zero. These, they say,
arose from government’sdesireto maintain
themultiple objectives of national food self-
sufficiency, food security, low-priced food
for consumers and access to marketing
channelsfor al farmerswherever they were
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located. Surprisingly, they found that the
more liberalized regime of the 1990s
continued to show high levels of negative
NRAsto agriculture. They suggest that this
waslargely explained by the unreconstructed
GMB, which continued to exercise a
statutory monopoly and monopsony over
both domestic and international marketing
of maize and other major food crops.

They also found that farmers were taxed
most heavily inthefinal five-year period of
the Fast Track programme. Although, from
2004, massive direct subsidiesto agriculture
reversed these disincentives, agricultural
production declined significantly due to a
critical shortage of inputs.22 As soaring
inflation and a fixed exchange rate made
exportsunviable, growerslobbied for specia
dispensation.

9.4 SUSTAINABLE RECOVERY
POLICIES AND PATHWAYS

Strategic Objectives

+ Establish institutions for the effective
administration of anew land policy based
on secure tenure and land markets.

e Bring the land reform programme to
closure and the commercial and resettle-
ment farming areas to their full
productive potential.

* Reform the communal land tenure and
administrative system to reduce poverty,
improve environmental management,
and commercialize smallholder pro-
duction.

» Dissolve the dua economy and create
pathways out of poverty by a process
of migration and structural trans-
formation.

* Increase and sustain agricultural
productivity and growth.

9.4.1 Strategic Obijective 1

Establish institutions for the effective
administration of a new land policy based
on secure tenure and land markets

Establish a Land Commission

There is wide consensus on the need to
establish a Land Commission. The idea
arose from the Rukuni Commission’s
recommendation for an independent
National Land Board to advise government
onland policy issues (Zimbabwe, 1994). It
is therefore proposed that an independent
Land Commission that reports directly to
Parliament (through the appropriate
Parliamentary Portfolio Committee) be
established under a comprehensive Land
Act. The Land Commission should be
vested with clearly defined powers and the
authority to:

» Buildconsensuson anationa land policy
based on wide consultation and best
international practice.

» Plan and coordinate theimplementation
of an equitable, transparent and
sustainable land reform and settlement
programme.

» Planand coordinate aland adjudication,
demarcation and registration programme
in the communal areas through
democratic community assemblies.

* Develop a legal and institutional
framework to support the systematic
registration of land to improve tenure
security and create an efficient land
market.

» Establishalandtax to encouragethefull
utilization of agricultural land, dampen
land speculation and raise revenues.

22 The NRA for the crops was -48 percent in 2004, while the direct rate of assistance was +49 percent.



» Work towards integrating the various
tenure systems into a single legal and
regulatory framework and land admin-
istration system.

e Over time, oversee the transformation
of the dual agrarian structure into a
single ‘unimodal’ structure of variable
farm sizes that provide a ladder of

opportunity.

The Land Commission should draw up aland
reform programme for all agricultural land,
defining priorities, coordinating imple-
mentation, supervising the programme, and
monitoring itsprogress.

Establish a Land Fund

The UNDP (2002) first mooted the idea of
a Trust Fund. It was then adopted as a
recommendation by the Utete Committee
(Zimbabwe, 2003). The most recent
endorsement of a Land Fund came from
the Zimbabwe Institute (2007). It is
therefore suggested that a Land Fund be
established, with a separate board, to
service the Land Commission and other
land and agricultural programmes. The Fund
should be accountable to Parliament for
expenditure, to donorsfor their funding, and
tointernational financial ingtitutionsfor their
investments. A reputable firm should carry
out annual audits to ensure a level of
accountability and transparency that will
reduce fiduciary risk to attract funds and
investment.

Oversight and constraints on power

Policy oversight should be exercised by
Parliament. The Land Commission should
consult widely to formulate a sound land
policy that is sanctioned by Parliament. In
addition, the Land Commission should report
annually to Parliament on its progress and
future proposals, including a budget. Legal
oversight should be provided by a Land
Tribunal. The Land Commission will need
to develop detailed rules, criteria and
arbitration procedures to arrive at practical
and fair decisionson the sel ection of settlers

and theallocation of land. Whereitisunable
to resolve disputes, aggrieved parties should
be able to appeal to the Land Tribunal.
Financial and operational oversight of the
Commission and the Fund should be provided
by the Office of the Auditor-General which,
by custom, also reports directly to
Parliament.

Building capacity for secure tenure and
efficient markets

Thedevelopment of an efficient land market
ispremised on asound legal and regulatory
framework, supported by competent land
administration institutions. The two main
institutions used for land administration are
the Deeds Registry Office, which handles
information on land ownership and trans-
actions, and the Surveyor-General’s Office,
which maintains the land survey database
and maps (cadastre). Both theseinstitutions
should, infuture, belocated within the Land
Commission.

State-led land reform to achieve market-
led agricultural development

The trade-off between the need for state
intervention and the efficiency of markets
in national and agricultural development
policy emerges from Zimbabwe's recent
economic and political processes. A con-
sensus seemsto be emerging, however, that
countries do best where the public sector
provides maximum support to the private
sector to ensurethat thelegal and institutional
frameworks support the development of
markets that work in favour of the
poor (Borras and McKinley, 2006). In
Zimbabwe' scase, state-led reform, primarily
through the Land Commission, should
completeaprocessof land redistribution and
reform as the basis for establishing vibrant
markets that ensures rapid future growth in
the agricultural sector. As the state plays
a key role in implementing land policy
for sustainable, pro-poor agricultural
development, strengthening its capacity to
function effectively should be aprimary goal
of any recovery strategy.
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9.4.2 Strategic Obijective 2

Bring the land reform programme to
closure and the commercial and
resettlement farming areas to their full
productive potential

The major goal for the land reform and
resettlement programme should be to bring
the commercial and resettlement farming
areas to their full productive potentia by
bringing the land question to closure. The
main policy recommendations aretherefore
to:

e Carry out aland audit to gather land and
agricultural data and undertake a legal
study as a basis for redesigning the
resettlement programme.

* Revisethecurrent land lawsto conform
to the post-crisis land policy and the
agricultural recovery strategy.

* Replan settled farms to ensure their
viability.

» Establish an equitable and transparent
settler selection process based on need
and ability.

* Provide al new settlers with secure
tenure and suitable financing arrange-
mentsto ensurethat agricultureisplaced
on a sustainable growth tragjectory as
early as possible.

* Arrange compensation to thosewho lost
their farms, homesand livelihoods.

A land audit

Asafirst step, the Land Commission should
gather information from asurvey or audit to
make well-grounded policy decisions. This
audit could consist of three interlocking
studies:

e a farm acquisition and settlement
survey to document the acquisition
process, the occupation of commercial
farms, and the pattern of settlement
under the FTLRP.

» alegal study to bring an authoritative
judicial opinionto bear onthelegality of
that possession and settlement.

a physical and production survey to
determinethe state of farm buildingsand
equipment, the extent to which thefarms
have been productively utilized, and the
resource requirements to restore their
productive potential (Zimbabwe Institute,
2007).

It is essential that the audit be conducted
in a rigorous manner by independent
researchersto ensurethat itsimpartiality and
credibility are never in doubt.

Reuvisiting current land laws

Zimbabwe's constitutional and legal pro-
visions governing land are currently under
review by the SADC Tribuna. However, it
will be necessary for Zimbabweans them-
selvesto revisit their land laws with aview
to, firgt, providing secure tenure to encourage
agricultural investmentsto bring land to its
full productive potential; and, second, to
provide for the building of institutions that
enable the efficient operation of a land
market. In general, new land laws should
empower the Land Commission to carry out
land tenure reform expeditiously.

Selection of settlers

Thefundamenta principleisthat every citizen
should enjoy thesamerightsintheacquisition
and protection of their property, and that
every Zimbabwean is entitled to earn their
livelihoods from farming or be eligible for
settlement, regardless of their gender, race,
ethnic origin or political opinions. However,
the state has a duty, to ensure that land, asa
national resource, is used for the benefit of
society as a whole by maximizing its
economic useand social benefit. Thismeans
that agricultural land must be distributed
fairly and transparently to those who can
make the most productive use of it, such as
master farmers, and those who have no other
source of livelihood, such as communal



farmers or farm-workers. A fair and
transparent selection process therefore
requiresthat al applicants have confidence
that their application will be processed fairly
according to agreed criteria and laid-down
procedures.

Secure land tenure

A moratorium needs to be placed on
contested agricultural land, allowing those
who presently occupy farms to continue
operating until the Land Commission
has carried out a land adjudication and
rationalization exercise. Based on the
findings of the land audit, this would entail
(on afarm-by-farm basis or by dealing with
categories of farms) reconciling on-the-
ground realities of farm occupation with the
principlesof legitimacy, ability and need. The
Land Commission’s decision would be
subject to appeal through aLand Tribunal.

Oncetheissue of ownership of thefarm has
been settled or afarm has been offered to a
selected settler, the Land Commissionwould
need to verify whether the boundaries of
the subdivided farms have been clearly
demarcated. It would also need to check
whether the subdivisionsof theoriginal farm
make the most rational and efficient use of
thefarm’sresources. If not, it could call for
arevised farm plan to modify farm sizesand
boundaries before making a final deter-
mination and alocation.

The next step would beto replacethe existing
resettlement permits, offer letters or leases
with a more secure form of tenure. While
formal registered title offers the most secure
tenureto obtain farming loans, thiswould not
be feasible at present. Apart from being too
costly and time-consuming, Zimbabwe does
not currently have the capacity to carry out a
formal land survey and registration exercise.
An alternative approach, recommended by
the Rukuni Commission, would beto uselow-
cost surveying techniques based on thelatest
electronic and GPS technologies for the less
precise but less expensive surveying of
boundaries. Oncethe Land Commission had

entered into afarm purchase agreement with
thesettler, it would confer ownership by issuing
the settler with aland registration certificate
— which could be a stepping-stone towards
formally surveyed and registered freeholdtitle
infuture.

Financing arrangements for land
acquisition and farming loans

New farmers would not only need to enter
financing agreementsto acquire their farms,
but to capitalize them with building and
equipment, and to negotiate loansfor working
capital to finance seasonal inputs — seed,
fertilizer, fuel, labour, etc. Depending on
factors such as the size of the farm, the
farmer’s ability, resources available, and the
preparation of a farm production plan,
farmers could be€ligiblefor acombination of
moratoriums on repayments, concessionary
loans and flexible repayment periods. This
would give new farmers a reasonable time
to establish themselvesand repay their loans.
The collateral for these loans would be the
settlers' land registration certificates, which
would belodged with thefinancial institution
negotiating and issuing theloans, such asthe
Land Fund or Agribank. Once the farm and
any outstanding credit had been repaid, the
certificate of registration would be returned
to the farmer, who would be entitled to rent
or sell his or her farm on the open market.
Alternatively, thefarmer could apply for their
farm to be surveyed and upgraded to full
registered titleand to usethefarm ascollatera
for loanswith privatefinancia institutions.

Those farmers who fail to meet the
repayments on their loans could (with the
agreement of the Commission) either rent
or sell their land to repay their loans. Where
the total loans outstanding exceed the
realizablevalue of thefarm, the Commission
would be required to repossess and resell
(or auction) the farm to recoup part of the
outstanding loan, and write off the balance.
Thebaancewritten off might includean ‘ exit
package' so that the farmer is not left
destitute and could make a fresh start in
another venture.
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Farmer support for planning and extension
services

In order to give newly settled farmersevery
opportunity to succeed, there is a need for
strong technical advisory and extension
support, as well as the provision of
infrastructure, facilities and social services
—from roads and water, to schoolsand clinics
—that should be established within designated
rural service centres.

Initially, one of the key areas of support will
be planning and production, especialy if
farmers are to make the best use of credit,
which must be repaid. Planning is needed
initially to rationalize the layout and
demarcation of those farms that form part
of asubdivided whole. Whereresettled land
has been allocated to communal grazing, this
should be incorporated into individual self-
contained family farmsthat are sufficiently
large to accommodate some livestock. This
will be essential to internalizetheinevitable
environmental costs. There will also be a
need for production plans for crops and
access to credit for the timely purchase of
equipment and ordering of inputs.

Experienced commercial farmerswho have
been displaced, but do not wish to continue
farming, could also play avaluable rolein
the farming sector by entering into agree-
ments with new farmers in a number of
innovative ways. by providing extension
advice and services; by forming syndicates
torealize greater efficienciesand economies
of scale for the purchase of inputs and the
marketing of produce; and by providing
centralized processing of capital-intensive
crops, such as tobacco or coffee, for
outgrower settlers. The Commission, with
the support of the Land Fund, could also
contract former commercial farmers to
mentor new farmers by assisting them with
the demarcation and planning of their farms,
the management of their farm operations,
and providing them with sound agricultural
advice. It would also serve to build
bridges between new aspiring farmers
and experienced, successful commercial
farmers.

Pay compensation for land acquisition and
losses

Most previous bilateral and multilateral
documentation, including UNDP' sreportin
2002, emphasize the need to compensate
farmers for land acquired for resettlement.
However, it raisesvexing questions. Thefirgt,
mentioned in chapter 3 on stabilization, is
who should be compensated. Many other
Zimbabweans — who had their pensions
wiped out, their homes razed during
Operation Murambatsvina and more
recently, who had their rural homes set
ablaze — could also be legitimate claimants
for compensation. The second ishow much
should be paid. The Movement for
Democratic Change estimated that total
claims for compensation by displaced
farmers could exceed US$8 billion—greater
than Zimbabwe's GDP (MDC, 2007). The
third iswho will pay the compensation. The
national coffers are empty and donors will
be asked to forgivelarge debtsand help with
Zimbabwe's recovery and reconstruction.
Thus, whilein principleall those whoseland
wasillegally seized should be compensated,
the cost of full compensation isprobably well
beyond the means of both the state and
sympathetic donors.

Set against these limitations, the payment of
compensation would demonstrate the
government’s commitment to the principle
of well-protected property rights. In
particular, it would restore international
confidence by sending a strong signal to
investorsthat their capital would not only be
welcome to help drive Zimbabwe’'s
economic recovery, but reassure them that
their assets were secure under Zimbabwe's
laws.

Ethical considerationsaside, Zimbabwewill
be in no position to raise taxes to pay
compensation and will therefore have to
rely on the goodwill of the international
community. The Government of Zimbabwe
—and the Land Commission in particular —
will need to engagewith donorsand farmers
representative organizations, such as the
Commercial Farmers Union and Justice



for Agriculture, in order to negotiate
compensation proposals that balance
competing needs. On the one hand, thereis
aneed to resolve historical injusticesin the
allocation of land and bring economic
recovery to the agricultural sector. On the
other, there is a need to respect the
congtitutional rightsof al Zimbabweansand
bring some relief to farmers who have
suffered the loss of their homes, property
and livelihoods. Thiswill requireapolicy of
reconciliation and healing to build goodwill
and confidence between white and black
Zimbabweans.

Given the inevitable funding constraints to
meet compensation claims for land without
jeopardizing Zimbabwe's economic and
social recovery, it is incumbent upon the
Land Commissionto deviseinnovativeways
of dealing with the issue of compensation
paid to farmers. These may include:

» Allowing those commercia farmerswho
are still operating to remain on their
farms; whilealowing thosewhosefarms
have been acquired, but not occupied,
to return to their farms.?3

» Offering another unoccupied farm as
compensation to those commercial
farmers who still wish to farm, but
whose land has been occupied for
settlement.

» Partially compensating commercial
farmers through arecovery programme
by assisting them to refurbish their
properties and bring them back into full
production.

* Returning thosefarmsthat have not been
occupied to their original owners, who,
if they do not wish to farm, can either
rent or sell their properties on the open
market.

» Allowing those Zimbabweanswho wish
to retain the farms they have occupied
under the FTLRP, and who have the

means to pay for them, to negotiate the
purchase of the farm from the previous
owner through the Land Commission.

»  Recouping the cost of settlement through
farm purchase agreements between the
new farmers and the Land Fund. A
portion of thesefunds could berepaid to
the original owner of the farm as
compensation.

* Allocating a portion of the savings
realized through debt relief to pay
some compensation to retired farmers
— possibly identified by commercial
farmers' organizations — who find
themselves in impecunious circum-
stances.

9.4.3 Strategic Objective 3

Reform the communal land tenure and
administrative system to reduce poverty,
improve environmental management and
commercialize smallholder production

Safety nets and poverty traps

Although the communal areas capture
householdsin alow-level equilibrium trap,
they nonethel ess provide asafety net for the
poor and the unskilled. When population
pressure builds up, the traditional system
allowsfor the continual subdivision of land,
thus providing at least ‘something for
everyone' and hence, enabling poor families
to survive. Such limited security, however,
comes at the expense of all existing
communal households, who, when the
communal land frontier is reached, must
make do with less land and, hence, lower
incomes. The communal areasaretherefore
as much poverty traps as safety nets.

The long term problem is that the whole
traditional system of agriculturewill stagnate
and incomes will decline even further under
the weight of population pressure. The
perverse incentives that limit capital inputs
and productivity will see poverty deepen. So

23 The definition of whether a farm is occupied or not would be left to the legal study of the land audit to decide.
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too, will the problems of deforestation,
extensive cultivation, overstocking and
ecological decline. In short, the systemisnot
sustainable. At some point, change must
inevitably come, and, like so many reforms,
thelater itisleft, themorepainful itwill bein
thefuture. Whilesuch reformsinvolvegreater
risk, they also bring with them innovation,
opportunities and pathways out of poverty.

An evolutionary approach to land tenure
change may however offer a trade off
between the security of customary tenureand
therisk of market opportunities. Insomearess,
whereland valuesarerelatively highandland
markets are emerging, a community may
chooseto movefairly rapidly towardsbuilding
local democratic institutions and a ssimple
land administration to enablelocal land tenure
changes and land transactions. On the other
hand, there are remote areas where the
population density is relatively low, where
customary law still holds sway, and where
the cost-effectiveness of modifying the
traditiona tenure system would be hard to
justify. Thissuggestsademand-led approach,
where the direction and pace of change is
determined (withinanational policy andlegal
framework) by communitiesthemselves.

Policy framework

Thislong term objective could be achieved
by aseries of stepsthat are initiated as part
of amedium term recovery programme:

»  Theestablishment of modern, democratic
community assemblies, nested within a
unitary and hierarchical administrative
system.

e Thetransfer of dejure land ownership
to communities.

e The establishment of a legislative and
regulatory framework that allows
community assemblies to initiate land
tenure reforms themselves based on
incentives, informed consent, thewill of
the community, and their participationin
the land reform process.

* The adjudication and demarcation of
ward, village and land use boundaries.

e The demarcation and issue of land
registration certificates for residential
and arable land which, subject to
restrictions imposed by the community
assemblies, enable informal rental and
sales markets to operate.

* Theestablishment of asimplelocal land
administrative system within anational
ingtitutional structure.

In addition, land registration certificates
should be issued for ‘common property
regimes’ and held in trust by community
assemblies. These should have opt-out
mechanismsto lease or to convert common
property to other land uses or tenure
systems.

Create unitary and democratic local
governance institutions

A single local democratic institution at the
grassroots level is required as a basis for
making legitimate decisions regarding land
issueson behalf of the community. Asafirst
step, ownership of communal land that vests
in the state should pass to the people who
use it, invest in it, and whose livelihoods
depend upon it. Communities, for their part,
should form themselves into democratic
village assemblies that can, within a broad
regulatory framework, decidefor themselves
the path and pace of change in land tenure
arrangements.

Priority for land tenurereform should begiven
to those communities that have met certain
criteria, such as establishing their own
governance and administration structures,
that have reached agreement on village
boundaries, and that have decided to proceed
with a land-reform programme. Such a
reguirement would be both an incentive and
ameasure of acommunity’scommitment and
ability to embark on the ow and rocky path
towards land tenure reform.



Building local land administration capacity

A local capacity to administer village land
affairs, which is nested in higher levels of
land administration, should be established at
ward level. The World Bank (2003) argues
that local institutions are needed to reduce
red tape and resist powerful vested interests.
According to an earlier World Bank report,

‘The creation of effective local land
administration institutions is a
precondition for serious planning for
change in land administration in the
communal areas... If thereisno effective
implementation in these new, lower level
institutions, it will do little good for
central ministriestoindulgein excessive
planning. This applies to both tenure
and land use planning.’ (1991b: 69)

Inorder to meet the costs of itsadministration,
the ward assembly should be empowered to
raise revenue by levying asmall tax on land
or aunit (flat) tax on households. Thistax is
both aparticipatory and apedagogical device
that not only enables and sustains sub-district
administration, but it empowers poor citizens
by giving them avoice in village affairs. It
will therefore makevillage authoritiesmore
accountablefor their decisions and actions.

Increase security of tenure to facilitate
rental markets

While customary land rights are generally
secure, they cannot be traded and exchanged
beyond the community. But, while formal
tittemay belegd intraditional settings, it may
be neither cost-effective nor legitimate. In
Kenya, for example, foreclosure on small
farmers may belegal, but it has lacked local
legitimacy (AldenWily, 2006). Moreover, the
underlying value of small piecesof land may
not warrant the high survey, administrative
and enforcement costs in circumstances
where legd title may not be legitimate. An
alternative, suggested earlier for resettlement,
is the use of certificates of registration
because they offer many of the benefits of
formal rights, but at much lower cost. They

could be used, for example, ascollateral with
state institutions and the informal credit
markets, but with reduced transaction costs.
But the key attribute of certification and the
increasein tenure security isthat they would
open up the potential to commercidize the
communal areas through rental markets and
create opportunitiesfor migration.

Economists generally credit short-term land
rentalswith considerable potential to enhance
agricultural productivity because they allow
more productivefarmersto acquire moreland
a lower transaction costs. Thispermitsother
landowners to leave the communal areasin
order to participatemorefully inthenon-farm
economy, or to use their rental income as a
pension. Unlikeland sales, rentsrequireamore
limited capital outlay, thereby leaving more
resourcesfor farminputs. Evidencetherefore
suggests that temporary land transfers have
a positive impact on equity, being generally
pro-poor and beneficial for women (Place,
2002). Rental markets would require the
establishment of a simple low-cost local
adminigtrative system, discussed earlier, to
register informal transfers and rental
transactions. Over time, asthe rental market
matures, the more productive farmers may
wish to consolidate their holding by buying
land that they previoudy rented. Given that
the underlying value of the consolidated
landholding rises, it may proveworthwhilefor
farmersto upgrade and upgrade their landto
freeholdtitle Thiswould not only givegreater
security of tenure, but the farmer would have
access to formal credit markets for loans.

Financing for farmers

Thecollateral benefitsof greater land tenure
security on smallholder financing will take
some time to devel op. Alternative financial
arrangements will therefore be necessary
during the immediate post-crisis recovery
period. To overcome the acute shortage of
farm inputs, lines of credit could be opened
for the private sector to ensure that adequate
supplies of seed and fertilizer are made
available to commercial farmers. Donor
funds could then be channelled through the
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Land Fund (or similar revolving fund) to
existing financial institutions, such as
Agribank, that have a history of providing
concessionary loans to small-scale
commercia and A2 resettlement farmers.24
With regard to smallholders, it may prove
necessary to use the existing network of
NGOs, known as C-Safe, to distribute seed
and fertilizer packs with the food aid they
provide to poor communal and A1 resettle-
ment farmers. Alternatively, small cash
grants could be made to these households.
In effect, this would be a cash transfer to
allow households to not only buy farm
inputs, but possibly food, medicine or other
necessities, bringing relief from the general
deprivation that they have suffered recently.
Thiswould also provideaninjection of capital
into rural areas, where multiplier effects
would stimulate therural economy.

As the country begins to recover, different
approaches to financial support to small-
holders in the communal areas could be
considered. For example, conditional cash
transfers or basic income grants could be
made to rural households to prevent them
falinginto destitution (Kakwani, et al., 2005;
Ferguson, 2007). Other recommendations,
given in the chapter on the financial sector,
include the development of commercial
microfinancing enterprises and commer-
cializing the People’'s Own Savings Bank to
provide agricultural financing for small-
holders. The most promising proposal,
however, isthe provision of credit and inputs
for smallholders through corporate out-
grower (contracting) schemes that could
cover commoditiesfrom cotton, tobacco and
horticulture to commercial forestry, poultry
and ostrich farming — and much more.

In the medium to long term, land tenure
reforms should begin to make themselves
felt and farmers could begin to usetheir land
as collateral. Both local informal credit
markets as well as formal private financial
markets could play an increasing role in

providing different types of loansto suit the
variousinvestment requirements of farmers.

Establish common property regimes over
natural resources in communal areas

The medium term prescription for open
access to natural resources and the
externalization of costs isto convert them
into ‘ common property regimes'. Central to
this process is the exclusive control by a
relatively small group of usersover specific
and bounded natural resourcesto encourage
greater common responsibility for land use
and resource management (Bromley, 1989).
A common property regimerequiresasmall
group of users to enforce rules over
resourceswithin aparticular area. Costs can
beinternalized by imposing auser fee, such
as a stumping fee, or by a‘cap and trade’
mechani sm whereby the number of livestock
to be grazed on aparticular pastureislimited
and the right to graze can be traded.

Unfortunately, these common property
resource-management schemes are
notorioudly difficult toimplement effectively.
As there is no mechanism to determine, a
priori, whether the‘ correct’ (shadow) price
has been set for user fees (or the cap on
livestock numbers), the inclination isto set
them too low. This means that externalities
will not be properly internalized, and the
resourcewill continueto be depleted. Despite
these problems, the common property regime
remains an important first step in the event
that acommunity should decideto transform
the common property scheme into more
individualized land rights. Inthiscaseit would
be essential that the decision is consciously
taken by theassembly, which must have clear
and transparent mechanismsfor making the
change (World Bank, 2003). In Mexico, for
example, a 75 percent majority of the gido
assembly can decide which of the
community lands should be parcelled out to
individuals and which should be held in
common property (World Bank, 2002).

24 Scrupulous oversight would be necessary to ensure that any previous biases in providing loans have been eliminated,
and that every loan application is treated fairly and transparently on its own merits.
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9.4.4 Strategic Objective 4 for alleviating pressure on communal land
therefore rests, first, upon land tenure
reforms that increase tenure security to
facilitate aprocess of migrationto non-farm
employment opportunities in towns and
cities (push factors). The second is strong
economic growth to create non-farm jobs
The objective of reducing rural poverty is  in rura centres and towns (pull factors).
premised on gradually releasing more Box 9.2 illustrates these Iessons from
farmland to smallholders by decongesting ~ China.

the communal areas. A twin-track strategy

Dissolve the dual economy and create
pathways out of poverty by a process of
migration and structural transformation

Policy imperatives

Box 9.2: Lessons from China

When China started to reform its collective agriculture, it was largely a rural country in which 80 percent of its
vast population lived in the rural areas. Today, only 60 percent do so. It is estimated that 200 million people
have relocated from the rural to the urban areas. The first lesson that China provides is that this process of
structural transformation is driven strongly by very high rates of economic growth in the urban-based industrial
sector of the economy. Although its agricultural sector notched up impressive rates of growth of 6.3 percent
annually between 1991 and 2005, it still lagged behind industry, which grew consistently above 10 percent
per annum. This large productivity gap acted as a centripetal force, pulling rural migrants into higher productivity
urban employment. Because they are now more productive and earn more, they have been an important
source of growth and poverty reduction for China. The share of the population living beneath the ‘cost of basic
needs’ poverty line in China declined from over 60 percent at the beginning of economic reform in 1978 to just
7 percent in 2007 (Dollar, 2008). %

These powerful pull factors are sometimes seen as sufficient conditions for structural transformation, suggesting
that policy makers can ignore the need for rural land tenure reform. Here, again, China’s experience is instructive.
The Chinese government disbanded its agricultural collectives by introducing a ‘household responsibility
system’ that created family farms and strengthened farmers’ land tenure rights. But, despite having private
property rights enshrined in its constitution in 2004, and the passage of a new property rights law in March
2007, farmers land rights remain limited to renewable 30 year land-use leases. According to one commentator:

This new law will not bring the full property rights revolution China’s development demands. Indeed,
it will not meet the most crying need: to give peasants marketable ownership rights to the land they
farm. If they could sell their land, tens of millions of underemployed farmers might find productive
work. Those who stay on the farm could acquire bigger land holdings and use them more efficiently.
Nor will the new law let peasants use their land as security on which they could borrow and invest to
boost productivity. Nor, even now, will they be free from the threat of expropriation.2

Indeed, it was large-scale expropriations of farmland for housing and factory construction that rendered millions
of farmers landless, while enriching those who acquired it. As a result, land disputes have become a leading
cause of social unrest, sparking thousands of protests across China by poor farmers outraged at the expropriation
of their land for negligible or no compensation. The main reason for the widespread opposition within China to
the property rights law was that it allowed continued expropriation of the farmer’s land, while entrenching and
protecting the rights of those who had appropriated it. The other lesson from China, therefore, is to initiate the
process of granting farmers land rights at the earliest stages of reform in order to protect their land rights and
to allow them to benefit from them.

25 The World Bank’s ‘cost of basic needs poverty line is based on the minimum consumption that a person needs;
2,100 calories per day plus other basic necessities of life.

26 The Economist, 8 March 2007. Leader: ‘China’s next revolution’ (p.11).
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Create pathways out of poverty by
decongesting the communal areas

It was shown earlier (Figure 9.4) that there
isastrong and robust statistical relationship
between the amount of land available to a
household and its income from farming.
When farmsarevery small, the household's
priority is to meet its subsistence require-
ments by growing maize. Asfarmsget bigger
— towards 10 acres (4 ha) — more land is
available for cash crops, such as cotton.
Commercialization beginsto emerge asthe
areaset asidefor growing foodisminimized
and household food security isbased on the
income from crop sales. More land must
therefore be made available to those
smallholderscommitted to farming if poverty
in the communal areas is to be reduced
significantly. However, thisismorelikely if
those households who are interested in
alternative (non-farm) livelihoods are
alowed to convert their rural assets (land)
into urban assets (land and capital). This
requiresthat the underlying value of theland
must be unlocked by communal land reforms
that grant households more secure tenure
over their land, which allows them to either
rent or sell it. In the words of the World
Bank:

‘As opportunities in the non-farm
economy increase, land markets allow
households to engage in migration,
specialization, investment, and inter-
generational land transfer, thereby
improving productivity  and
participants earnings. Households
with low agricultural skills are likely
to be able to obtain higher incomes
from off-farm employment than from
farming, and thus will be better off if
they rent out some or all of their land
for othersto cultivate.” (2003: 86)

These push factorsfrom the communal areas
must be matched by pull factors from rural
centres, towns and cities: that is, strong
economic growth to create employment

27 See chapter 6 on private sector development.

opportunities in micro or small enterprises
and in the formal sectors of the economy.
Without this solid growth households will
simply substitute rural poverty for urban
poverty in a‘migration of despair’ (OECD,
2006). While sound economic policiesarea
necessary condition, they are not sufficient.
They must be supported by socia policies
that channel non-farm activities into
sustainable urban livelihoods, address the
need for secure and affordable housing, and
provide social servicesand utilitiesthat root
familiesin the urban environment.

Create a ladder of opportunity and a
missing middle

A ladder of opportunity is presented by an
agrarian structure where the smallest
producerscan gradually expand their farming
operations, either through consolidation —
for example, when they buy smaller
neighbouring farms—or by buying abigger
farm elsewhere. There are two major
conditionsfor thisto apply:

e A land rental and sales market must
alow farmers to transfer secure land
rights from one person to another.

» The agrarian structure must consist of
many farms of different sizes, so that
the smaller producers can afford to
take a series of small steps over time
(up the ladder) to expand their farming
operations.

Neither of these conditions currently prevail
in Zimbabwe, which is characterized by a
dual structure, with many tiny plotsin the
communal farmsalongsidelargecommercia
farms. Although the FTLRP has perversely
broken the mould of the dual agrarian
structure to some extent, the absence of
secure tenure precludes land transfers
through a market. The objective therefore
is to establish institutions and mechanisms
for a land market to operate and create a
‘missing middle’ 27 so that, according to
Hayami:



‘...theagrarian structure of devel oping
economieswill gradually shift fromthe
present bifurcated systemto a unimodal
structure where the middle class is
dominant and in which even the
landless labourers have a chance to
ascend.’ (1989: 753)

Thetask ahead, therefore, isto transform the
agricultural sector by gradualy dissolvingthe
dual agrarian structure by facilitating the
consolidation of the many small communal
land plots, while encouraging the subdivision
of larger underutilized commercial farms.
Eventudly, aunimodal agrarian sructurewith
arange of different farm sizes — but mostly
medium-sized farms — should emerge. The
firstimperative, therefore, isfor aland tenure
reform programme in the communal and
resettlement areas to provide secure tenure
as a basis for a land market. It is this land
market that will provide the mechanism for
the amalgamation of very small plots into
larger more viable units. The second
imperative is to facilitate corresponding
subdivisionsof largeunderutilized commercia
farmsinto smaller, moreintensively utilized
unitsthrough aland tax, discussed later inthis
chapter.

Growth centres as focal points for
transformation

As communal and resettlement farmers
beginto consolidatetheir holding andincrease
production, their earnings and their demand
for arange of goods and services will rise.
Thesegoodswill includeagricultural inputs,
such asimproved hybrid seeds, fertilizer and
capital equipment to improve productivity.
They will also begin to include financial
services, such as banking facilities for
savings and loans. A growing prosperity
among farmers would also place a
demand on improved social services and
infrastructure: better schools and health
services, along with communications, roads
and water supplies. Increased local agri-
cultural production would also open up
opportunities for the private sector to
establish marketing outletsor agro-industrial

processing plants, whose size and
sophistication could vary from small-scale
processing plants, such asgrinding mills, to
more complex processing plants for the
export of high-valuegoods. Inthisway, rura
centres could becomethefocal point for the
supply of goods and services for farmers,
as marketing and processing centres for
their production, and as destinations for
migrants to live and work. Migrants could
either find jobs or manage micro and small
enterprises: trading, making goods or
providing services.

This structural transformational scenario,
however, isconditional upon:

* Theevolution of communal land tenure
security and land markets, both within
the communal areas and rural centres.

* Land-use planning of rural centres to
allow for the provision of infrastructure
and social facilities.

e A commitment by government to plan
and supply infrastructure and social
servicesto growth pointsand other rural
centres.

Along with these conditionsis the need for
a demacratic local government framework
that facilitates the growth of acivic culture.

Whilethe synergetic effects of private, local
authority and government investment would
augment and concentrate rural skills and
incomes in rural towns, communal land
would be consolidated into ever larger
holdings. Eventually, the complementary
growth linkages between farm and town
would result in a spatial metamorphosis as
the distinction between farms and rural
centres becomes more sharply defined. As
the development of the symbiotic economic
relationship between centre and hinterland
matures, farm incomes should continue to
rise and higher order goods demanded. The
urban response would be to draw in more
resourcesand diversify itsactivities, thereby
increasing thetown’sfunctional complexity
and lending it aself-sustaining polarity. Over
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time, thisprocesswill allow rural centresto
develop into small towns that have the
essential services to support a vibrant
farming community.

9.4.5 Strategic Objective 5

Increase and sustain agricultural
productivity and growth

Restructure land and agricultural
institutions

Sustainable agricultural growth will be
dependent on efficient and effective public
agricultural institutions. The establishment of
al.and Commissionwill includethefunctions
of land reform and resettlement, obviating
the need for aministry to perform the same
functions. It seemsevident, too, that thethree
agricultural ministries will need to be
rationalized and restructured to increase
their coordination and effectiveness. One
obvious solution would beto create asingle
Ministry of Agriculturethat incorporatesthe
functions of the Ministry of Agricultural
Engineering, Mechanisation and Irrigation
and the Ministry of Water Affairs and
Infrastructure. The current Ministry of
Agriculture, with its 10 departments, also
needs a simpler organizational structure. It
could probably be reduced to four depart-
ments: veterinary services and livestock
development; agricultural research and
extension; agricultural water resources and
irrigation; and finance and administration.
Agricultural economics and engineering
could fold into the department of Agricultural
Research and Extension (AREX). Clearly,
any final organizational structure will need
to bediscussed within the Ministry itself and
be decided by the government.

Effective research and extension services

Zimbabwe needs to develop a demand-led,
farmer-centred agricultural research and
extension programme, as well as strengthen
linksbetween public, international and private
research organizations. In their review of
researchin Zimbabwe, Tawonezvi and Hikwa

attribute past successes, firdt, to long term,
focused and uninterrupted programmes;
secondly, to strong and consistent government
support and funding; and, third, to the active
participation by farmerspressing for thetype
of research and extension that would benefit
them most. They also believe that, ‘It is
necessary now more than ever to involve
universities, the private sector and farmersin
order for research to be demand-driven’
(2006: 209). Funding for research, for
example, could beaugmented by contributions
fromfarmers' unions, commodity associations
and agricultural companies. If research isto
be pro-poor, it should not only examine how
farmers within the traditional agricultural
system can become more technically
efficient, but how the system itself can be
transformed and commercialized.

Theprivate sector should play akey auxiliary
role in extension. Companies, eager to
market their products — such as seed,
fertilizer, chemicals and equipment — are
excellent extension vehiclesfor disseminating
agricultural information that could comple-
ment government efforts. The seed and
fertilizer companies have, in the past, been
successful agents of technological change
through innovation diffusion by the supply
of their productsto communal areafarmers.
Cotton and tobacco marketing companies
have, through contract schemes, also been
advising growerson the use of new varieties
and techniques to improve yields for their
mutual benefit. For its part, the government
should move away fromitssprawling, costly
and inefficient organizational structure and
develop a more professional, cost-efficient
and focused approach to extension, applying
innovative technigues and working closely
with the private sector and farmers.

Allow greater flexibility in farm sizes

Zimbabwe' sresettlement programmes have
in the past been based on standard farm
sizes. In 1999 the government specified the
maximum farm sizes allowed for different
Natural Regions. According to Bruce,
however, scale ‘will vary not only by crop,



but by land capability, and capital and |abour
endowments of the farm firm’. Because
farm size varieswith amultitude of factors,
‘any attempt to stipulate it will necessarily
involvesubstantial inefficiencies (1990: 25).
In economic termsthismeansthat itismore
efficient to allow factor markets to reflect
scarcities through the price mechanism so
that they are allocated efficiently onthebasis
of their relative marginal costs. Zimbabwe
should therefore move away from therigid,
centrally imposed A1 and A2 resettlement
models, based on standardized farm sizes,
and opt for amore flexible approach. Yet it
may be necessary, at least in the short term,
to continuewith administratively determined
farm sizes to bring order to the disarray
caused by the FTLRP. Once markets begin
to operate, farms — aided by a land tax —
should stabilize at their optimum sizes.
Similarly, single-farm ownership should
continue to apply for a prescribed period —
of say, sevento ten years— after which date
thislimitation could belifted.

Productivity gains from a land tax

A land tax has many advantagesover ceilings
on farm sizes set by bureaucrats. As a
progressive land tax does not distort
commodity prices, it is generally favoured
by economists because:

‘Conceptually, progressive land taxes
would be moreappropriatefor reducing
the tendency to hold land
unproductively than land ownership
ceilings. Taxes could reduce the scope
for land speculation and induce large
landowners to sell out or to use their
land more intensively.’ (World Bank,
2003: 168)

It encourages the full utilization of land
because thosewishing to hold agricultural land
would haveto ensurethat returnsfromfarming
outweigh the tax paid on the land. Another
advantage of aland tax is that, unlike most
agrarian reformsthat tend toimposeafinancial

28 See chapter 7 on labour markets.

burden on the state, a land tax generates
revenue. Despite these advantages, land taxes
have two major drawbacks: they aredifficult
to introduce and costly to administer. The
watchword for introducing atax is, therefore,
simplicity. Policy-makers have suggested
innovative methods of making the land tax
administratively more smple and effective.
For Zimbabwe, Doré (1993) proposedasmple
‘insurance’ tax evaluation method based on
self-assessment.

To make a land tax more politically
acceptable, a proportion of the proceeds
should be alowed to accrue to villages and
other local authorities. Thiscould strengthen
local capacity for land administration and
transfers, aswell asimprovedeivery of public
services and the provision of infrastructure.
Evidence presented by the World Bank
(2003) suggeststhat greater local autonomy
in setting tax rates can be highly desirable.
Taxes on land provide an ideal mechanism
for encouraging the more effective use of
land, whilethe authority to set rates enhances
local fisca responsibility by making officials
more accountable, thus strengthening the
voiceof thelocal population.

Pro-poor growth

As we argue elsewhere, it is the level of
employment that definesthe extent to which
economic growth can be considered ‘pro-
poor’.28 Mellor (2000) investigates three
major sources of employment growth in
agriculture: (i) yield-enhancing technol ogy;
(it) increased land area; and (iii) achangein
the composition of output to high-value
commodities. Asyield-enhancing technology
hasarelatively low el asticity of employment,
and because land frontiers are reached
relatively quickly, he argues for greater
emphasis on the production of high-value
commodities— particularly horticulture and
livestock. This, he believes, can generate
strong growth of between 4 and 6 percent
per annum. And, because the agricultural
sector in low-income countries (like

Chapter 9 — Land Policy and Agriculture Recovery

179



Comprehensive Economic Recovery in Zimbabwe

180

Zimbabwe) are so large, it adds immense
purchasing power to small farmers. Itisthe
expenditure of this increased income on
locally produced, labour-intensive, non-
tradable goods and services — expanded
housing, personal services, increased
primary education, health servicesand local
transport —that drives employment creation
in the non-farm sector, underpining broad-
based poverty reduction. With this spurt in
employment growth, |abour marketstighten
quickly inthelocal non-farm sector, causing
real wagesto tir andrise. That iswhy, claims
Mellor, poverty declines so rapidly with
increased agricultural output.

Improved market access for smallholders

Improved market access begins with rural
infrastructure — roads, transport and com-
munication networks — as conduits for
agricultural suppliesand commaodities, aswell
as market information. The second require-
ment for smallholders is to secure invest-
mentsin low-cost irrigation schemes based
on appropriate technol ogiesto produce high-
value crops with both strong local demand
and export potential . Groundwater supplies
(boreholes, wells) and surface-water
supplies (dams) should be developed or
upgraded for productive purposes once the
smallholders have established amaintenance
mechanism for the scheme. An environ-
mental plan would also help prevent silting
and thus preserve the economic value of
a water resource, such as a dam. And,
third, smallholders canimprovetheir access
to higher-value export crops through
corporate-smallholder partnerships (also
known as contract farming or out-grower
schemes). There are many examples of
successful smallholder corporate partner-
ships in Africa. These vary from dairy
projectsin Kenya, forestry projectsin South
Africa, and tobacco production in Malawi.
In Zimbabwe, models have been devel oped
for smallholder partnershipsin such diverse
areas as horticultural and cotton production

and ostrich farming. In the initial phases,
smallholders could provide land, water and
labour for production, while the finance,
extension services and marketing would be
provided by corporations. Over time, as
smallholder production develops, the more
lucrative higher-level activities (further up
the value chain) could be entered into by
growers themselves.2?

The private sector’s role in supplying
inputs and marketing

Only a small proportion of smallholder
production can be geared to produce high-
value crops. Their production of other crops,
such as maize, will benefit from more
conventional agricultural input and marketing
services. In order to avoid an unsustainable
dependence on subsidies, a preferable
alternative would be to develop markets
where companies compete for the farmers

production, as well as the farmers' custom
for their suppliesof seed, fertilizer, chemicals
and machinery. Through effective marketing
the Seed Company was ableto diffuse their
hybrid seed to nearly all communal farmers
during the 1980s. Fertilizer companies have
established warehouses for smallholders
whereit wasprofitableto do so, while others
have promoted their products through rural

agentsand outlets. These warehouses could
also serve as commodity collection points.

Recruit, retain and develop farming skills

The success of agriculture is critically
dependent on retaining the technical and
managerial skillsof experienced farmersand
developing the skills of new farmers.
Opportunities should also be created for the
many former students who have passed
through Zimbabwe's agricultural training
schools. Those farmers and workers who
were displaced by the FTLRP should be
encouraged to return and lend their skillsand
experienceto therebuilding of agriculture.

29 This has been achieved by forestry plantation growers in South Africa, including smallholders.



9.5 SEQUENCING OF LAND
REFORM AND
AGRICULTURAL
RECOVERY POLICIES

Each of the five strategic thrusts, discussed
above, focused on policy imperativesrather
than the sequencing of recommendations.
This section therefore briefly prioritises
activities for recovery and reconstruction,
starting with ‘quick wins' from emergency
post-crisis assistance, to short and medium
term recovery strategies, to long term and
generational objectives, such as structural
transformation. Caveats are in order. First,
brevity dictates that these categories are
broad, incomplete, notional and flexible.
Second, some activities are crucial at the
earlier stagesif long term and generational
changes are to come to fruition. Third, itis
not so much the pace of changethat iscritical,
but the direction of change. And fourth,
emphasis is placed on immediate activities
rather than more distant ones.

9.5.1 Emergency relief and

production (12 months)

Immediate measureswill be needed to bring
emergency food relief and get agricultural
production underway. Food security is the
top priority. The government must seek the
support of the humanitarian community to
securefood for distribution through theWorld
Food Programme (WFP), C-Safe and other
NGOs. The objective must be to fulfil their
programme of food distribution to an
estimated 5.1 million people by April 2009.
Concurrently, restriction should belifted on
private sector trading to allow imports of
food and trade between surplus and deficit
districts, thusensuring that householdswith
purchasing power can access food through
the markets (FAO/WFP, 2008). Competitive
food marketswould also help bring the cost
of food down.

The second imperativeisto get agricultural
production moving. Seed and fertilizer packs,
dipping chemicals to control tick-borne
livestock diseases, and/or cash transfers

could be distributed through C-Safe’s
network to boost smallholder agricultural
production. Donor funds could also be
channelled through aspecia fundtoAgribank
to provide concessionary loansto small-scale
commercial andA2 resettlement farmersfor
their farm inputs needs. Lines of credit to
the private sector should make seed, fertilizer,
fuel, chemicals and equipment available to
commercia farmers through commercial
banks at market prices. Balance of payment
support will be needed to tackle Zimbabwe's
energy crisis, primarily fuel for tractors, coa
for curing tobacco, and electricity for
irrigation and the manufacture of fertilizers.
It is not just fertilizer factories that
desperately need power, but the phosphate
mines on which fertilizer factories depend.

9.5.2 Short term measures
(1-3 years)

Food aid, asit is now delivered, should be
wound down and phased out while more
sustainable approaches to food security are
put in place. Theseinclude:

» Liberalizing the trade in food, both
domestically and internationally, and
allowing farm input and commodity
marketsto operate competitively.

e Improving famineearly warning systems
and the targeting of beneficiaries, and
establishing clear emergency food
distribution mechanisms.

e Promoting smallholder production
through improved extension services,
well-maintained infrastructure, and
widening the scope of corporate-
smallholder outgrower (contract
farming) schemes.

In addition, the government should undertake
a comprehensive review of the relative
benefits, feasibility and sustainability of
conditional cash transfersand basicincome
grants as possible methods for improved
household food security, social protectionand
development.
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Any announcement of pre-planting pricesas
acrop production incentive is meaningless
in a hyper-inflationary environment. An
aternative approach — preferably in thefirst
2 years only — could be to express pre-
planting prices in US dollars or rand (set
approximately at purchasing power parity),
but payablein Zimbabwe dollars at thetime
of delivery. Once the imperative of macro-
economic stability has been achieved, pre-
planting prices could be quoted in Zimbabwe
dollars until such announcements are
abandoned in favour of more market driven
approaches.

Thekey short term measures—that will allow
the process to unfold, and therefore need to
start immediately — are the legislative
changes to create the institutions whose
activities are crucial for getting recovery
underway. Foremost amongst these is the
enabling legidation for thecreation of aLand
Commission, whose most urgent task will be
a thorough land audit. Until this audit has
been completed, it will be difficult to move
forward and rationalize the occupation of
farmland, provideloansfor rebuilding farms
infrastructure, and provide secure tenure to
farmers. Concurrently, a Land Fund and
Tribunal should be established, while the
oversight functions and mechanisms of
Parliament and the Office of the Comptroller
and Auditor-General should be strengthened.
The Ministry of Agriculturewill need to be
restructured so that the task of building
capacity, especialy in agricultural research
and extension, can be resumed as soon as
possible.

9.5.3 Medium term recovery
(3-5 years)

Gradually, the government should move
away from announcing pre-planting and
minimum support prices, and allow the
market to govern commaodity prices. Inabid
toreduce volatility in staplefood pricesand
protect the poor, the government, through a
restructured and commercialized GMB,
could enter the market in surplusyears, when
prices are depressed, and sell onto the

market in deficit years, when pricesare high.
This would dampen price volatility, enable
the government to maintain asufficient level
of buffer stocksin case of emergencies, earn
a profit on its transactions, and export its
surpluses.

Thisphase of recovery should aso consolidate
the gains of restructured agricultural
institutions. A solid foundation should have
beenlaidfor robust and sustainable agricultura
growth based on more competitive input and
commodity markets, as well as agricultural
research and extension. Likewise, the new
|and institutions—the Land Commission, the
Land Fund and the Land Tribunal — should
have moved beyond legal, organizational and
funding concerns, to the planning of a
sustainable land reform programme, imple-
menting a transparent settler selection and
farm all ocation programme, and introducing
aland tax in the commercia aress. It should
also see the dtirring of a land market, the
beginnings of innovative financial arrange-
ments based on secure tenure, heightened
farm investment and greater productivity in
the resettlement and commercial farming
areas.

Once the land reform programme is
underway, the Land Commission should turn
its attention to establishing the legal and
regulatory framework for land tenurereform
in the communal areas.

9.5.4 Long term strategies and
reforms (5-15 years)

Land tenure reform would begin by trans-
lating communa land policiesinto aworkable
legal and institutional framework. An
unfolding programme would legislate the
transfer of de jure ownership of the
communal areasinto the hands of community
assemblies, which would have jurisdiction
within adjudicated and demarcated
boundaries. These steps could then be
followed by the establishment of common
property regimes and the registration of
residential and arable land using low cost
technologies. At the same time, a land or



unitary tax levied on smallholders would
contributetolocal administrative mechanisms
to register land and the transfer of land
through rental and sales markets.

By thisstage, investmentsin rural social and
physical infrastructure should have helped
boost agricultura productionand putit firmly
on apath of sustainable growth. Smallholder
farmersand small-scaleenterprisesarelikely
to have been weaned off subsidized state
financing by restructuring in the financia
sector. Agricultural loans would have
become availabl e through various channels,
such as a restructured POSB, Agribank,
contract farming, and microfinancing
institutions. Informal credit based on the
collateral value of communal plots should
have become more common. Food handouts
and other social protection measuresfor the
most vul nerabl e househol ds may have been
replaced by conditional cash transfers or
basic income grants, possibly administered
through the POSB.

9.5.5 Generational change and
structural transformation
(15-50 years)

Over the coming decades most residential
and arableland in the communal areas should
have been registered. As the land market
starts to develop and operate, small farms
could be consolidated into larger holdings,
while other families decide to migrate to
urban centres in search of jobs and
employment opportunities. Gradually, the
larger and more profitable communal
farms are likely to opt for freehold title;
communities may decide to convert their
common property regimesintoindividual land
rights; and the communal areas will slowly
decongest. As registered title becomes the
norm, formal private sector financing based
onthecollateral vaueof land should become
more common. Eventually, a unimodal
agrarian structure should start emerging in
Zimbabwe, with farm sizesranging fromthe
very small to the very large, but consisting
mainly of medium-sized family farms. At this
point, growth pointsand rural service centres

should have been transformed into small
towns.

If this transformation process seemstoo far-
fetched, we need only think of China, whose
reforms started 30 years ago. Zimbabwe is
not China, and is unlikely to follow China's
path or its heady pace of development and
modernization. But Zimbabwe hasthe human,
capital and natural resource potential to grow
and develop steadily into a transitional
economy and shed its dependence on aid.

9.6 CONCLUDING REMARKS

Most of the recommendationsin this chapter
are not new. They are broadly acontinuation
of the seminal work of the Land Tenure
Commission chaired by Rukuni (Zimbabwe,
1994). It wasthe Commission that suggested
that village assemblies be elected in
communal areas; that villages be surveyed
and mapped; that all communal arable and
residential land should be issued with land
registration certificates; that resettled farms
be replanned and given title; and that
freehold tenure should be maintained for all
commercia farms. It was the Commission
that first recommended that a Land Board
or Commission be established together with
amore decentralized system of governance
and land administration. And it was the
Rukuni Commission that suggested that
all laws on land be consolidated and
streamlined, and that an agricultural land tax
be introduced. It also recognized the
importance of promoting rural centres and
growth pointsin aprocess of migration and
rural transformation.

Thereisa so muchto commend the Zimbabwe
government’ sown suggestionsin June 1998,
when Phase | of theresettlement programme
wasbeing planned (Zimbabwe, 19983). It, too,
took on board recommendations from the
Rukuni Commission and the advice of its
friendswithintheinternational community: that
the identification of settlers would follow
formal criteriawhich would be made public
prior to the sel ection process; that A2 settlers

Chapter 9 — Land Policy and Agriculture Recovery

183



Comprehensive Economic Recovery in Zimbabwe

184

would be better-off smallholder farmerswith
demonstrated competency in farming, such
asmaster farmersand agricultura graduates;
that disputes between farmers and the
government should be settled through an
adminigtrativeland court; and that agricultura
land-use planswould be prepared to facilitate
demarcating, surveying, and the granting of
title. And, crucially, the government’s report
reiterated the principles that resettlement
had to be implemented in a transparent, fair
and sustai nable manner and that compensation
had to be paid to farmers whose land was
acquired.

Naturally, this chapter has also suggested
some changes. Whereas the Rukuni
Commission foresaw resettlement areas
being granted state |eases on farms with an
option to purchase, it has been argued here

that these leases do not provide secure land
tenure, nor do they unlock the collateral value
of the land. An aternative has therefore
been proposed. Drawing on arecent World
Bank review of land policy and thework by
Alden Wily for the UNDP, a two-stage
process of providing secure tenure was
recommended for both resettlement and
communal areas (World Bank, 2003; Alden
Wily, 2006). This has the added advantage
of facilitating rental markets and migration
to non-farm opportunitiesin rural and urban
centres in a process of economic structural
transformation. In essence, therefore, the
chapter has tried to recapture the broad
consensus reached on land policy beforethe
crisisdeepened after 2000. This, it ishoped,
will provide asolid foundation to construct a
way forward that brings economic and social
recovery for the benefit of all Zimbabweans.



Chapter 10

Restructuring of Public Enterprises,
Infrastructure and Housing

This chapter focuses on the restructuring of
public enterprises, and theinfrastructure and
housing sectorsin Zimbabwe. An overview
of global trendsis provided, highlighting the
fact that privatization, the main form of
restructuring peaked during the 1990s and
tapered off thereafter. It isargued that there
has been an over-emphasis on the benefits
of privatization, and the pendulum hassince
swung back to a more cautious approach,
especialy with respect toinfrastructure. The
global emphasis is no longer on pursuing
privatization from adoctrinaire perspective,
but rather taking a more eclectic approach
(World Bank, 2004 and 2005; OECD, 2004;
Nellis, 2006; UNDP, 2007; Gomez-lbanez,
2007). According to Kikeri and Ndllis (2004:
87)

‘Mounting empirical evidence of
privatization’s benefits coincides with
increasing dissatisfaction and
opposition among citizens and
policymakers. This dissatisfaction
reflects the growing questioning of the
benefits of privatization, the general
downturn of global marketsin the past
few years and the resulting swing of
the pendulum back toward increased
governmental supervision, the over-
selling of privatization as a panacea
for all economic problems, and the
concern that privatization does not
produce macroeconomic and
distributional gains equivalent to its
microeconomic benefits.’

The public enterprise, infrastructure and
housing sectors in Zimbabwe are then
analysed, tracing their past performance and
experienceswith restructuring. Even though
public enterprise reforms were a central
tenet of thereform period beginningin 1991,
the process was characterized by inertia

and serious implementation challenges,
resulting in limited progress. The lack of
maintenance, replacement and new invest-
ment in infrastructure resulted in amarked
deterioration in its quality, and the neglect
of the housing sector has created serious
shortages of shelter and prohibitive rental
and housing prices. The constraintsto past
growth and future recovery are
then considered, and include legal and
institutional aspects (overlapping and
unclear roles and functions), policy,
capacity (physical and human capital) and
policy constraints.

Key broad strategic objectivesareidentified
and strategic thrusts derived from them. For
each of these a set of policies — a policy
package — that includes measures for
recovery, is advanced.

OVERVIEW OF GLOBAL
TRENDS

10.1

The post-World War |1 period, and especially
the 1950s and 1960s, saw governments
around theworld actively direct and control
their economies (dirigisme). The scope of
the public sector was expanded during this
period, especially through the establishment
of public or state-owned enterprises and
parastatals. However, results did not match
expectations, as political considerations
overrode economic ones, resulting in public
enterprises becoming a drain on the fiscus
and being kept afloat through subsidies.

Owing to the widespread failure of public
enterprises, a new market-oriented thrust
replaced the hitherto popular statist
approaches, finding political expressionwith
the coming to power of Margaret Thatcher
inthe UK in 1979 and Ronald Reaganinthe

THE GLOBAL
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USA in 1981. This marked a period of neo-
liberal revival that isunprecedented in recent
history. The process of rolling back the
State gathered momentum, with waves of
privatization sweeping across continents.
Structural Adjustment Programmes (SAPs)
adopted by the World Bank and the
International Monetary Fund (IMF) in the
1980sinsisted that |oan recipients privatize
public enterprises. The pendulum swung
decisvey infavour of aminimalist state, with
a focus on market (private sector) led
development.

Over the period 1990-1999, global proceeds
from privatization amounted to US$850
billion, rising from US$30 billion in 1990 to
US$145 billion in 1999. Proceeds from
privatizations were lower in the new
millennium, at US$282 billion between 2000
and 2006.1 Latin Americaand the Caribbean
accounted for the bulk of privatization
proceeds at 55 percent (the largest sales
emerging from the sale of infrastructure and
energy firmsinArgenting, Mexico and Brazil),
followed by Eastern Europeand Central Asia
(21 percent), East Asia and the Pacific (14
percent), South Asia (4 percent), the Middle
East and North Africa (3 percent), and sub-
Saharan Africa (3 percent). In sub-Saharan
Africa, sales of state enterprises rose from
175in 1990 to more than 400 in 1996 and to
morethan 2,200 by 1998, concentrated mainly
in Mozambique, Angola, Ghana, Zambia,
Kenya, Tanzania and Guinea. Sales from
Africaaccounted for 3 percent of total sales
from devel oping countries during the period
19901999 (Kikeri and Nellis, 2004).

For the period 1990-1999, privatization
revenues were estimated to be US$9 billion
for 37 sub-Saharan African countries, less
than that realized by sales in New Zealand
aone, and under athird of what wasrealized

from two auctions of Brazilian
telecommuni cations companiesin the mid-
1990s. A total of 979 privatizationsoccurred
in sub-Saharan Africa between 1988 and
2003, with atotal value of US$11.7 hillion,
compared to privatization recei ptsamounting
to US$195 billionin Latin Americaover the
sameperiod (Nellis, 2006). Morerecent data
show that, during the period 2000-2006, sub-
Saharan Africaraised $8.3 billion, 3 percent
of the total for developing countries. Most
privatization initiativesin sub-Saharan Africa
have been at the behest of the Bretton Woods
Institutions. It has been observed that 70
percent of all SAPs during the 1980s
contained a privatization component (Cook
and Kirkpatrick, 1995).

10.2 PUBLIC ENTERPRISES,
INFRASTRUCTURE AND
HOUSING PROVISION IN
ZIMBABWE

10.2.1 The public enterprise sector
in Zimbabwe

At the advent of independence in 1980,
Zimbabwe inherited a large humber of
parastatals. Thesewere present in all sectors
of the economy, notably agriculture, mining,
transport, energy, communications and
finance. According to the State Enterprises
Restructuring Agency (SERA), in 2006 there
were 76 public enterprises.2 More than 60
percent of the parastatals had been inherited
from the Rhodesian administration. Thus,
unlike the experience in most African
countries after independence, Zimbabwedid
not expand its parastatal sector through
nationalization and expropriation but rather
through the creation of new bodies.3
According to the Reserve Bank of

Detailed data on privatization transactions and proceeds for the period 2000-2006 are available at <http://

rru.worldbank.org/Privatization>. The data do not include non-cash transactions such as the use of vouchers.
2 The Privatization Agency of Zimbabwe (PAZ), established in 1999, changed its name to the State Enterprises
Restructuring Agency (SERA) in 2005. See <http://www.sera.co.zw>.
3 In Zambia for instance, nationalization saw the number of public enterprises increasing from 14 at independence
in 1964 to more than 150 by 1986, constituting 80 percent of the economy. The level was even higher in

Tanzania.



Zimbabwe (RBZ) (2007), the parastatalsand
local authorities sector accountsfor at least
40 percent of Gross Domestic Product
(GDP), and their contribution to the economy
is even greater given their backward and
forward linkages with the rest of the
economy.

The major public enterprises, in which
government has 100 percent shareholding
and those in which government has a stake
through RBZ shareholding, are reported in
Table10.1.

Table 10.1: Major public enterprises

Public enterprise restructuring in
Zimbabwe

The restructuring of public enterprises, and
in particular privatization, came to the
fore in Zimbabwe following the shift in
economic strategy from the highly inter-
ventionist approach of the first decade of
independence (1980-1990) to amore market-
based strategy under the Economic Structural
Adjustment Programme (ESAP) in 1991. In
the government reform blueprint entitled,
‘Zimbabwe: A Framework for Economic

A. Those with 100 percent government shareholding
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1. National Railways of Zimbabwe (NRZ)

2. Zimbabwe Electricity Supply Authority (ZESA)

3. Zimbabwe Iron and Steel Company (ZISCO)

4. Cold Storage Company (CSC)

5. National Oil Company of Zimbabwe (NOCZIM)

6. Zimbabwe National Water Authority (ZINWA)

7. District Development Fund (DDF)

8. Grain Marketing Board (GMB)

9. Air Zimbabwe
10. Agricultural and Rural Development Authority (ARDA)
11. Tel*One
12. Net*One
13. Industrial Development Corporation (IDC)
14. Zimbabwe Mining Development Corporation (ZMDC)
15. Minerals Marketing Corporation of Zimbabwe (MMC2Z)
16. Central Mechanical Engineering Department (CMED)
17. Zimbabwe Defence Industries (ZDI)
18. Zimbabwe Development Corporation (ZDC)

B. Those with a government stake through RBZ shareholding

Enterprise RBZ shareholding (%)
1. Astra Holdings 66
2. Cairns 65
3. Tractive Power Holdings 65
4. Fidelity Printers and Refineries 100
5. Export Credit Guarantee Company 100
6. Aurex 100
7. Sirtech 60
8. St Lucia Park 50
9. Homelink 100
10. Old Mutual 8
11. Dairibord 21
12. Cotton Company of Zimbabwe 7
13. Infrastructure Development Bank of Zimbabwe 16.75
14. Tuli Coal 70

Source: Reserve Bank of Zimbabwe (2007: 3-4)
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Reform 1991-95' the negative impact of
parastatalson thefiscuswashighlighted. The
largest of the public enterprises, the four
agricultural marketing boards,* the NRZ,
ZESA, ZISCO, NOCZIM, the Posts and
Telecommuni cations Corporation (PTC) and
Air Zimbabwe were singled out as the most
dependent on the fiscus. A key objective of
ESAPwasthereduction of the budget deficit
from 10 percent of GDP1to 5 percent by 1994/
95. Toachievethis, government sought, among
other measures, to eliminate the large
budgetary burden caused by subsidies by
making the public enterprises operationally
efficient and more commercially oriented.
Subsidiesto public enterprisesweretargeted
to decline from Z2$629 million (US$231
million) in 1990/91 to Z$40 million (US$4.5
million) in 1994/95.

For the period 1986-1991 the country’s
largest parastatals received from central
government subsidies and advances
exceeding Z$2 hillion (US$1.6 billion), which
contributed to the high budget deficit that
wasin excessof 10 percent of GDP by 1991.
The question is then, whether with such
support, these public entities performed
effectively. The total losses of public
enterprises, which had declined between
1986/87 and 1987/88, increased by 48
percent in 1988/89 compared to thelevel in
1985/86. Clearly, the performance of state
enterprises left a lot to be desired. As the
ESAP blueprint document stated, ‘ not only
do public enterprises absorb a large pro-
portion of recurrent budgetary expenditure
indirect subsidies, grants and advancesfrom
government, but as a group they produce
very small returns, if any, on capital invested’
(Zimbabwe, 1991: 1, Annex 1).

The ESAP blueprint identified the causes of
the poor performanceof parastatalsasfollows:

e Government pricing policiesdid not alow
anumber of public enterprisesto cover
their costs.

» Various Acts required government to
finance public enterprises’ deficitsfrom
the national budget, even when these
deficits were due to mismanagement.

» Government usually failedto pay for the
costs of investment or activities carried
out by public enterprisesfor purely social
reasons.

» The capital base of many public enter-
prisesconsisted largely of loans, resulting
in a heavy debt-service burden.

» Boardsof directorsand managerslacked
autonomy and accountability. Line
ministries were involved in day-to-day
decison-makingintheareasof personnd,
salaries, investment and purchasing
decisions.

»  Corruption and mismanagement.

* Internal financial control systems and
external monitoring systems for public
enterprises’ performance were
inadequate.

* Their boards did not always include
the expertise needed for effective
management.

When the economic reforms were
implemented, the major objectivesof public
enterprise reform were not dissimilar to
those applied el sewhere:

» Efficiency improvementsand economic
development through the attraction of
foreign investment, technology and
know-how and the harnessing and
encouragement of local entrepreneurial
skills.,

» Generation of revenues through sales
and leases.

» Useof afull range of options, including
outright sale of sharesand assets, leasing

4 The Grain Marketing Board (GMB), the Cotton Marketing Board (CMB), the Dairy Marketing Board (DMB),

and the Cold Storage Commission (CSC).



and management contracts, and
contracting out of services.

According to the reform blueprint, the
specific action to be taken regarding
privatization or commercialization would
depend on the category into which a
parastatal fell. These entities were grouped
asfollows:

» Category 1(a): Enterprisesto beretained
because of their social functions
(the Forestry Commission and Grain
Marketing Board).

» Category 1(b): Enterprisesto beretained
because of their promotional functions
(such as the Zimbabwe Broadcasting
Corporation and the Zimbabwe Tourism
Authority).

e Category 2: Enterprisestoremainwholly
owned by the government for strategic
reasons (such as ZI SCO and Zimbabwe
Defence Industries).

» Category 3: Enterprises carrying out
commercial functions (such asthe Dairy
Marketing Board, the Cotton Marketing
Board and the Cold Storage Commission).

According to the ESAP document, those
parastatalsin Categories 1 and 2 would only
undergo commercialization, while those in
Category 3 would be privatized.

When government adopted economic
reformsin 1991, public sector and parastatal
reform featured prominently. In fact, the
reform blueprint emphasi zed theimportance
of ‘frontloading’ this aspect so asto reduce
public expenditure quickly, thereby reducing
the budget deficit. Frontloading such reforms
also made sense in terms of sequencing the

reforms in that, without stabilization,
measuresto deal with adjustment would not
work. This sense of urgency was echoed in
all subsequent economic strategies,®
including the budget and monetary-policy
statements presented since ESAP. In spite
of such concernsraised at the highest level,
nothing of significance hastaken placewith
regard to public sector and parastatal reform.

Performance of public enterprises since
the onset of the reforms

Despitethereform programme emphasizing
the need for privatization and
commercialization, it wasnot until 1994 that
apolicy paper on the subject was prepared
by an inter-ministerial Cabinet committee
established in October 1994.5 Box 10.1
reports on the few stories of success in
restructuring public enterprisesin Zimbabwe.

Ten years after the government first
announced its policy to privatize and
commercialize parastatals, they continued to
make huge losses. In fact, the target of
reducing the budget deficit to 5 percent of
GDP by 1994/95 was missed by a wide
margin, with the out-turn at 13.5 percent of
GDP. This was explained partly by the
continued deterioration in the overall
performance of public enterprises, whose
losses amounted to Z$2 billion (4 percent of
GDP) in 1993/94, and which in the 1997/98
financial year had reached Z$11 billion (8.6
percent of GDP). The major loss-makers
were NOCZIM (50 percent of the total
losses), ZESA (20 percent), the Cold Storage
Company (8 percent), NRZ (6 percent) and
ZISCO (6 percent). The State Enterprises
Restructuring Agency observed that the
recent performance of public enterprises
suggests a progressive decline (SERA,
2008).

5 The Zimbabwe Programme for Economic and Social Transformation (ZIMPREST), 1996-2000, and the
Millennium Economic Recovery Programme (MERP), 2001-2002, referred to public enterprise reform as
‘unfinished business from ESAP’. Annex 2 (pp. 51-55) of ZIMPREST provides a timetable for the
commercialization and privatization of 52 public enterprises. A similar timetable appears in MERP, with over 40

public enterprises to be privatized/commercialized.

6 Inter-Ministerial Committee on Commercialization and Privatization (IMCCP), ‘Privatization and

Commercialization Policy and Strategy Paper’.
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Box 10.1: Some Success Stories in Restructuring Private Enterprises in Zimbabwe

The domestic marketing of agricultural products was gradually liberalized. Initially, the three main agricultural
parastatals, the Dairy Marketing Board (DMB), Cotton Marketing Board (CMB) and Grain Marketing Board
(GMB) were, in 1994, converted into companies wholly owned by government, i.e., corporatization. In January
1995, government took over the accumulated debts of these boards to enable them to start with a clean slate.

Dairibord Zimbabwe Limited (DZL) was fully commercialized and registered under the Companies Act in July
1994, with government retaining 100 percent equity. Having been run for four years from 1994 to 1997, DZL
was privatized through its listing on the Zimbabwe Stock Exchange in September 1997, with the counter
oversubscribed. DZL has been a success story, as exemplified by the following:

i) The company is highly profitable and well capitalized through its own funds.

i) DZL achieved real growth in sales volumes, both on the domestic and export markets: the company is a net
earner of foreign currency.

iii) Government is collecting corporate tax from it, and not subsidizing its operations.

iv) Employee motivation is high as the company can now afford market-related conditions of service (RBZ,
2007: 9).

The CMB was commercialized in 1992. Cottco was registered in 1994 and realized profits in 1995, culminating
in its privatization in 1997. The introduction of competition in 1995 allowed new coftton trading companies into
the market, enhancing efficiency in the sector. Thus, Cottco is also a success story, as evidenced by the
following:

i) It is now one of the blue-chip companies listed on the Zimbabwe Stock Exchange.
i) The company is one of the top exporters of cotton.

iii) The opening up of the cotton sector has enhanced competition resulting in increased cotton output and fair
compensation to growers (RBZ, 2007: 10).

The government raised over Z$2 billion (US$100 million) through the sale of Dairibord Zimbabwe Limited, the
Cotton Company of Zimbabwe, the Commercial Bank of Zimbabwe (1997), the Zimbabwe Reinsurance
Corporation (1999) and the Rainbow Tourism Group (RTG) (1999). The main method used in these privatizations
was a public share offering (in the case of Dairibord, Cottco, CBZ and RTG). Other methods used in conjunction
with the public share offering included Employee Share Ownership Plans (ESOPs) in the cases of Dairibord,
Cottco and RTG, in which management and employees participated.
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As a result of their deteriorating
performance, public enterprises have
experienced ahigh staff turnover, especialy
incritical technica and financia areas, which
has undermined their operations. It is often
the case that staff remain in an acting
capacity in key executive positionsfor long
periods. Some public enterprisesgo for long
periodswithout boards, effectively being run
from the parent ministry. An example of the
skill shortages at the public enterpriselevel
isillustrated by the human resources audit
of the National Railways of Zimbabwe
(NRZ) in 2007 (Table 10.2).

Low salaries and poor working conditions
have affected mora e, and hence productivity,
in the parastatal sector. This has been
exacerbated by the lack of technical
expertise on boards, which tend to be
appointed on the basis of political criteria.

Much of the infrastructure in the public
enterprise sector isantiquated and constantly
breaking down. Loans under the Public
Sector Investment Programme (PSIP) have
declined drastically, which hasresulted inthe
non-replacement of plant. For instance,
ZISCO is experiencing low plant capacity



Table 10.2: Human resource audit of the National Railways of Zimbabwe, 2007

Category Actual 2007 budget Shortfall Actual-budget (%)
Managerial 93 182 89 51.1
Engineers 48 81 33 59.3
Artisans 529 771 242 68.6
Others 6,591 8,950 2,359 73.6
Apprentices 282 362 80 77.9
Total 7,543 10,346 2,803 72.9

Source: Chenyika (2007: 7).

utilization, withamonthly production average
of 12,473 tonnes which is less than the
break-even production output of 25,000
tonnes per month.

Currently, ZESA isgenerating 49 percent of
the total power requirements owing to low
plant availability. Air Zimbabwe has very
limited capacity in two B767s, three B737s
and three MAG0s.

Thedow progressof public enterprisereforms
is also related to a fear of strengthening the
grip of foreign capital on the economy. This
was exemplified by the emergence of an
indigenization |obby inthe 1990s, culminating
in the government Policy Framework for the
I ndigenization of the Economy (24 February
1998).78 |ssues of indigenization continue
to take centre stage, as witnessed by the
passing of the Indigenization and Economic
Empowerment Act (No. 14 of 2007) by
Parliament in 2007, which cameinto forceon
17 April 2008.

Lack of political will and commitment, the
unpredictable political and macroeconomic
environment, and alack of investor and donor
confidence have also been identified as key
constraints. An often ignored factor is the
credibility of the government itself as an
agent of change. This credibility is related
to the extent to which the government
enjoys the support of the populace. It is
inconceivablethat public enterprisereforms

can work in an environment characterized
by mistrust, where business, |abour and social

groupsarevilified asunpatriotic and agents

provocateurs. In such an environment of
hostility and policy failure, public enterprise
reforms are as much a casualty as any other
aspect of the economy. Since acentral tenet
of public enterprisereformsisto unleash the
discipline of markets, it is impossible to
envisage its success in a generally anti-
business environment.

SERA (2008: 2) itsdlf identified thefollowing
as the causes of the poor performance of
public enterprisereforms:

» Viability deficiencies as a result of
the prevailing harsh macroeconomic
environment, characterized by a high
interest-rate regime and high inflation
level.

e Under-capitalization.

* Inappropriate operating and financial
structure.

» Leakage and abuse of resources owing
to poor and ineffective management.

* A hugedebt overhang in ahigh-interest
rate environment.

* Serious deterioration of infrastructure
owing to limited resources for both
maintenance and new investments.

7 1t was revised in 2004. See <http://www.indigenisation.gov.zw>.

8 Zhou (2000) observes that the Z$400 million allocated to the NIT since its formation in 1996 was diverted to
pay gratuities to war veterans in 1998 (see The Herald, 1 October 1998).
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» Shortages of foreign exchange, which
have constrained the importation of
essential spares.

* No access to external lines of credit.

Since the appointment of a new Governor
of the Reserve Bank in December 2003, he
has provided probably the most scathing
attack from agovernment official on public
enterprises, which he saw as a ‘drag’ and
‘the critical missing link’ for economic
recovery.® The RBZ unveiled an 18 to 24
months ‘Parastatal and Local Authorities
Reorientation Program (PLARP) in January
2005 designed to spearhead the restructuring
of public enterprisesand local authorities.1°
It was projected that the government would
cease providing allocationsfrom the budget
from 2006. PL ARP therefore sought to move
public enterprises and local authorities
towards sound corporate governance,
efficiency, profitability and sustainablelong
term growth.

A review by SERA of the post-PLARP
performance of public enterprises as at 30
June 2007 pointsto some positive devel op-
ments. Perennially loss-making parastatals
—such asZISCO, GMB, CSCL, NOCZIM,
Tel*One, Net*One and ZESA Holdings —
had made some profit, with the exception of
ZINWA, which realized a loss of Z$15.6
billion (US$52,000). Chenyika (2007)
indicatesthat, following the NRZ' s adoption
of aturnaround strategy with theinvolvement
of its social partners, its fortunes improved
markedly, with theannual tonnagerising from
3.7 million in 2005 to 5.4 million in 2006.
However, analysesfrom the RBZ and SERA
suggest that therecovery istill fragile. When
one considerswhat might have happenedin
the absence of support from PLARP, it
becomes clear that the results are artificial.
The RBZ has admitted that the funding

comes from printing money, which suggests
that under normal conditions these
enterprises would not have received such
highly inflationary support. The Governor of
the Reserve Bank reasoned: ‘We are aware
of theinflationary impact of printing money
to fund infrastructure development, but what
good will it do to us to have zero inflation
and have people dying dueto rail accidents
as we have recently witnessed in Victoria
Falls? 11 Thus, even though the Reserve
Bank had identified the year 2006 astheyear
it committed itself to attending to the
unfinished businessin the sector to achieve
aturnaround, this was not achieved.

10.2.2 Current status of infrastructure
in Zimbabwe

In the 1980s and into the 1990s, the view
was frequently expressed that there was
adequate investment in Zimbabwe's infra-
structure and that it was well maintained.
The supply of infrastructure services was
therefore adequate to support productive
sector investments and provide relatively
high coverage of the needs at least of the
urban dwellers, if not of therural population.
This generalization may have had some
validity in relation to the mai ntenance aspects
of transport, energy and water, but
certainly did not apply to information and
communicationstechnologies (ICT), where
poor maintenance of publicly ownedfacilities
and underinvestment was very evident in a
sector which was becoming increasingly
important as apotential source of economic
growth. In fact transport, energy and water
also suffered from under-investment, but the
effects only became really obstructive
towards the end of the 1990s. In the post-
2000 crisis, not only has there been a total
lack of replacement and new investment, but
real expenditure on maintenance has fallen
toderisory levels.

9 See, for instance, the Monetary Policy Statement for the Fourth Quarter of 2005 presented on 24 January 2006:
<http://www.rbz.co.zw/inc/publications/| egal dept/rbzpdfs/M onetary%20Poli cy%202006.pdf >

10 See <http://www.rbz.co.zw/inc/publications/| egal dept/rbzpdfs/Supplement4.pdf>.

11 Quoted in The Herald, 16 September 2006, p. 11.



The resulting deterioration in the state of
infrastructure has been marked:

» Tarred roads in urban areas as well as
highways are visibly deteriorating,
while many rural roads are becoming
impassable. This has occurred despitea
sharp decline in road transport due to
thelimited availability of fuel.

» Therail track has deteriorated signifi-
cantly with agrowing proportion of main
lines having to operate under speed
restrictions. Locomotive availability is
poor and locomotive reliability isdown
to 16,000 km between failures, against
a standard of 100,000 km. Wagon
availability was 59 percent in 2005 and
has continued to decline.

» Water supplies in urban areas have
become erratic and quality uncertain, this
being due to the unavailability of spare
partsfor pumpsand other equipment and
shortages of electricity and water
purification chemicals.

* Inthe energy sector, fuel isin constant
short supply and extremely expensive
when available (in part due to rapid
increases in the international price of
petroleum products); electricity supplies
have become extremely erratic, the
economic costs of blackouts being
exacerbated by the lack of planning of
outages.

* |nthetelecommunications sector, there
isalarge backlog in both fixed line and
cellular phone connections. Service
quality is extremely poor, with call
completion rates between mabile net-
works for example, being estimated to
be less than 10 percent.

In al the above (except road transport),
public enterprises (PEs) are the dominant
suppliers of services and suffer from al of
the problemsidentified above. Theseinclude

massive deficits on current operations and
the accumulation of significant level sof debt.
Another issue of particular concern when
considering recovery strategies is the loss
of skilled personnel at all levels.

The challenge of restoring Zimbabwe's
infrastructure baseis one of the most urgent
reconstruction tasksand onethat will be most
demanding of investment resources. As is
well known, the costs of rehabilitation of
infrastructure are many times higher than
the costs of regular maintenance. The
economic cost of the recent neglect of
mai ntenance, compounded by the legacy of
past under-investment in infrastructure, will
place a considerable burden on the country
at the start of therecovery period (seeWorld
Bank, 2006 and 2007).

10.2.3 Housing provision

The UN Covenant on Economic, Social and
Cultural Rights considers housing (shelter)
as a basic socioeconomic right, and yet
this is seldom acknowledged and reflected
in national policy and in practice.!?
Furthermore, housing development
generates strong forward and backward
demand linkages, setting up powerful
multiplier effects within the economy. The
backward demand linkages for building
materials, electrical and sanitary ware,
roofing, and so on, will encourage the
production of awide range of manufactured
products. Similarly, once adwelling hasbeen
built, the occupants will want to furnish it,
install electrical appliances, and need many
consumables to maintain their homes. It is
therefore not just the process of producing
houses that would create employment, but
the derived demand for labour for every
product required by prospective and new
homeowners. If thehousing policy facilitates
the construction of ultralow-cost housing for
the urban poor, then employment created by
micro and small-scale enterpriseswould be
strongly pro-poor.

12 This right is also enshrined in the UN’s Universal Declaration of Human Rights; the Convention on the
Elimination of All Forms of Discrimination against Women; the International Convention on the Elimination
of All Forms of Racial Discrimination; and the Convention on the Rights of the Child, among others.
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Following the attainment of independencein
Zimbabwe, the new Government quickly
recognized the challenge of meeting the
housing needs of the urban population. A
housi ng crisishad emerged following theinflux
of peopleinto the urban areas during the war
of liberation, which had resulted in the
mushrooming of sgquatter camps. Thus, the
Ministry of Public Construction and National
Housing (MPCNH) was empowered by the
Housing and Building Act, 1979 and the
Housing Standards Act (Chapter 205) to
formulateand administer theNational Housing
Policy. The policy was founded on home-
ownership in order to address the housing
shortage, tenurial insecurity, and encourage
privateinvestment in housing.

Asafirst step, the Government allowed the
occupants who rented municipal houses to
buy them, promoting home-ownership,
secure tenure, and reducing the local
authorities’ housing maintenance costs. The
introduction of ‘state sponsored self-help
housing’ was made possible by assistance
from the United Nations, the World
Bank, the Commonwealth Corporation and
USAID. Under these schemes, site devel op-
ment and the provision of services were
undertaken by private sector contractors,
who completed the civil engineering works
and the physical infrastructure. Serviced
stands were then allocated to those on the
housing lists, who built their own housesusing
low cost, labour intensive methods. As
opposed to building brigades, aided self-help
was the most popular and cost effective
method.

The government maintained the minimum
standards embodied in the Model Building
By-laws of 1977. While this improved the
quality of high-density housing, the govern-
ment wasimmediately faced with increased
construction costs. As Auret observes:

‘Historically, the housing delivery
system has been characterised by
unrealistically high standards for
housing structures, infrastructure and
public facilities — determined by the
Government.’ (1995:114)

Private sector participation in low cost
housing included the provision of mortgage
loans from building societies; employer
assisted housing schemes, privateindividuas,
real estate developers and NGOs.

During the ESAP period, housing wasto be
provided on a cost recovery basis. The
MPCNH channelled funds into i) the
National Housing Fund; ii) the Housing and
Guarantee Fund; andiii) the Civil Servants’
Fund. Rentals were paid to the Ministry’s
offices. The government launched the * Pay
for Your House Scheme' in 1992. Individuals
made monthly paymentsinto afund. When
their contributions reached half the
construction cost, flats were built. The
MPCNH was responsible for acquiring the
land, preparing the plans and the eventual
construction of the units. The scheme saw
the building of flats and houses in Harare,
aswell assmaller towns. Themajor strength
of the scheme was that it did not rely on
budget allocations or subsidies.

However, as the government provision of
housing stalled, thewaiting listslengthened.
Government often found itself implementing
interventions at odds with its stated
objective of providing housing for all. For
instance, ahead of the Queen’svisit at the
Commonwealth Heads of Government
Meeting in Harare in 1991, many house-
holdswereforcibly removed frominformal
squatter settlements, carted off to Porta
Farm (on the outskirts of Harare), and had
their homes bulldozed. Auret found the
Government’s action ‘extraordinary in
the light of the enormous shortage of
accommodation’ (1995:71). It was
discovered that many squatters who had
been moved to Porta Farm were income-
earners who had been driven to live in
informal squatter settlements by the
shortage of accommodation and the high
lodging costs charged by house-ownersin
Harare's high-density suburbs.

‘In the last five years’, wrote Auret,
‘Government, acting apparently with no
foresight or planning, has in fact increased



the number of homeless by evicting several
large groups of peoplewho were at thetime
adequately housed’ (1995:73). By the mid-
1990s, there were an estimated 1.5 million
people without adequate housing and there
were an estimated 100,000 peopleliving in
squatter settlements in and around Harare
alone (Auret, 1995:1). Overcrowding was
ubiquitous as illustrated by the fact that
instead of one family occupying 300 square
metres, four families shared 100 square
metres of land and onetoilet.

Even though an average of over 4,000 stands
was dllocated between 1994 and 1996, the
waiting listsstood at over 100,000. Inreality
however, the housing needs were far more
critical thanthewaiting list reflected. Many
of those in lodgings had not bothered to
register, either through ignorance or as a
result of a sense of hopelessness (Auret,
1995:26). As the relationship between
government and the donors deteriorated in
the late 1990s, USAID, World Bank and
other donor-supported housing projects
came to an abrupt end, worsening the
housing situation as demand outstripped

supply.

Clearly therefore, the huge backlog in
housing started well beforethe crisisperiod.
The National Housing Delivery Policy of
2000 acknowledged a cumulative backlog
of over one million housing units, whilethe
National Housing Programme of 2003 noted
that actual production of houses had been
between 15,000 and 20,000 units per annum
between 1995 and 2000 as compared with
an annual target of 162,000 units. The
situation was worsened by the government
systematically demolishing at least 93,000
houses during Operation Murambatsvina,
with few replacements being constructed
in the subsequent Operation Garikai (a
mere 3,325 new houses in the first year,
according to a survey by Amnesty
International). The setting up of the National
Housing and Infrastructure Development
Bank of Zimbabwe in recent years has not
helped asit was grossly undercapitalized.

10.3 CONSTRAINTS TO
GROWTH AND RECOVERY

10.3.1 Public enterprises

The legal, institutional and policy
framework

The literature on public enterprise
restructuring pointsto theimportance of the
fallowing:

e Thedepth and quality of the programme
design and management.

* Theexistence of appropriatelegidation
(e.g., restructuring/privatization law).

e Thelegal authority of the restructuring/
privatization agency which allowsit to
undertakeitswork with minimal political
interference.

e Transparency —the stepstakentoinform
the public about the programme and to
encourage their maximum participation
inthe process (see, for instance, Godana
and Hlatshwayo, 1998: 15).

As shown below, weighed against these
criteria, Zimbabwe’'s public enterprise
restructuring programme fares poorly. The
framework for public enterpriserestructuring
in Zimbabwe is a minefield, characterized
by a multiplicity of pieces of legislation,
institutions, and at times contradictory
policies, and even policy reversals.
Zimbabwe'sinstitutions and proceduresfor
restructuring/privati zation weredeveloped in
an ad hoc manner, are cumbersome and
non-transparent.

The Inter-Ministerial Committee on
Commercialization and Privatization
(IMCCP), established in 1994 to coordinate
the commercialization and privatization
process, wasinitialy chaired by the Planning
Commissioner and later by the Minister of
Finance and Economic Development. The
IMCCP convened ministerial level meetings
to consider proposals and recommendations
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of line ministries; if satisfied with their
proposals, and made recommendations to
Cabinet. Following the changefrom PAZ to
SERA in 2005, the IMCCP was renamed
the Inter-Ministerial Committee on
Commercialization and Restructuring of
Public Enterprises (IMCCR). Since 2005,
when the Ministry of Finance and Economic
Development was split into two, theIMCCP
hasbeen chaired by the Minister of Economic
Development.

To drive the privatization process, the PAZ
was established in September 1999 following
criticismsof the piecemeal approachthat had
resulted in little progress. It was a semi-
autonomous ingtitution in the Office of the
President and Cabinet and derived its
authority from Cabinet. Its functions were
set out asfollows (RBZ, 2007: 8):

e To assist, support and accelerate the
privatization process, working closely
with the public enterprisesand with line
ministries, which have had responsibility
for the various public enterprises.

* Tofacilitateasmooth flow frominitiation
through to approval by the Inter-
Ministerial Committee of theprivatization
plan.

e To lead to an eventual successful
privatization process.

e To contribute to job creation, and to
increase Zimbabwe'sforeign-exchange
earnings.

Renamed the State Enterprises Restructuring
Agency in 2005, it now falls under the
Ministry of Economic Development and its
director reports to the Secretary for
Economic Development through the
Principal Director for Economic Affairs;
however, itsauthority derivesfrom Cabinet.
In conjunction with the relevant enterprise
anditslineministry, SERA preparesaninitia
commercialization and restructuring plan,
giving theoverall rationalefor restructuring
and privatization, suggestions on the method
of privatization, etc., and submitsthe plan to
the IMCCR for approval. The IMCCR then
reviews the plan, and accepts, modifies or
requests modification and resubmission.
When accepted the plan is submitted by the
chairman of the IMCCR to Cabinet for
approval; the Cabinet may request further
modifications or amendments before final
approval. Once Cabinet approval has been
given, SERA isrespons blefor implementing
the plan. The agency is charged with
selecting and appointing professional

Figure 10.1: The institutional set-up for the commercialization and restructuring of private

enterprises

SERA

Cabinet

Implementation

Secretariat

Inter-Ministrial
Committee on
Commercialization and
Restructuring (IMCCR)

4—* SERA, Line Ministry, PE 44

Source: Adapted from Zhou (2000: 182)



advisers (consultants, lawyers and, as
appropriate, merchant or investment
bankers) to make any necessary preparations
for the commercialization and restructuring
of the enterprise, prepare the documentation,
and execute the transaction. Figure 10.1
summarizestheinstitutional structure.

However, SERA clearly lacks autonomous
existence: amost all the staff of PAZ were
reassigned, resulting in the recruitment of
new staff at SERA. It employs thirteen
people, seven of whom are technical staff.
A change agency such as SERA needs to
be strategically positioned and empowered
to be autonomous and make independent
decisions. Locating it under a ministry,
reporting to a Principal Director, does not
giveitrea ‘clout’.

Players, structures and processes

At least 12 actors are involved in the
commercialization and restructuring of public
enterprises, creating confusion and thereby
promoting clientelism, patronage and the
pursuit of rent-seeking activities. The
agenciesinvolved inthe processat different
levels and in different capacities are:

* Management and board of the entity to
be commercialized/restructured.

e Theparent ministry.
* Ministry of Finance.
* Ministry of Economic Development.

* Department of State Enterprises and
Parastatal sin the Office of the President
and Cabinet.

e Inter-Ministerial Committee on
Commercialization and Restructuring.

» State Enterprises Restructuring Agency.

e The Vice-President with a specific
mandate on public enterprises.

* RBZ and its PLARPfacility.
+ Cabinet.

» Variousregulatory bodies/authoritiesin
some of the sectors.

* The ruling party and aligned |obby
groups.

The restructuring/privatization programme
therefore hinges on the commitment and
efficiency of these key players. Therole of
SERA isreduced to implementation and not
decision-making, which has resulted in
bureaucratic inertia and hence the lack of
progress.13

Theinstitutional set-up isalso clouded by the
existence of specialized departments and
ministries in charge of parastatals. These
include the Department of State Enterprises
and Parastatalsin the Office of the President
and Cabinet and the Ministry of
Indigenization and Empowerment. This
ministry often makes strong pronouncements
ontherestructuring of public enterprisesthat
contradict line ministries. With no clear
policies on ESOPs, the under-capitalized
National Investment Trust and evolving
empowerment initiatives, the issue of
indigenous participation has acted asabrake
on public enterprise restructuring. Thereis
a clear conflict between the renewed
focus on immediate restructuring and the
objectivesof privatizing through indigenous
participation. |ssues of economic empower-
ment are not short term, and, in the context
of thecrisisand paralysisin theinstruments
of indigenous participation (e.g., NIT and
ESOPs), no action has been taken. Further-
more, the legal framework has remained a
minefield, with amendmentsto thelawsunder
which public enterprises were created

13 |In other countries (such as Zambia, Uganda and Tanzania), a similar institution was established through legislation,
and hence had decision-making powers, was autonomous and reported to Parliament.
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lagging behind. The amendment of lawshas
been painstakingly slow, resulting in the
absence of an enabling legal environment.
Thus, the legal framework reflects the old
control mindset, which has been used to
telling effect by lineministries.

The introduction of the PLARP facility by
the RBZ in January 2005 gaveit direct entry
into the issue of public enterprise
restructuring. Thus, the RBZ has come out
very strongly on the subject, coming up with
itsown structures, unilateral time-tablesand
processes that serve only to further
complicate an already complex situation.
SERA (2008) set out the Divestiture,
Commercialization and Restructuring
Programme for 2007—2008, and produced
its own list of entities for restructuring.
However, little progress has been made in
terms of either list. It must aso be noted
that listing entitiesand prioritizing them for
implementation has been undertaken in all
economic blueprints since ZIMPREST
(Zimbabwe, 1998b). This appears now a
game of hit and miss, played with more
enthusiasm than success. More funda-
mentally, however, thereisno shared vision
around issues of public enterprise
restructuring, even within government, with
the current approaches being more piecemeal
and reactive. In addition, the existing
structure hardly promotes stakeholder
participation in the design of therestructuring
plan, and hence workers and their unions
have often resisted the reforms.

The role of the presidency and ruling party
inrestructuring also deserves mention. Zhou
(2000) describesZimbabweasa' presidential
state’, in which the influence of the
presidency is widely felt. It is commonly
accepted that most managers of public
enterprises owe their existence to political
connections, and henceto survivethey have
to support political positions. Worse till, the
system is such that the change of aminister
or Permanent Secretary is accompanied by
changes in the board or management of

public enterprises, highlighting the role of
patronage in appointments. Boards have
been removed for disregarding the views of
powerful individuals.

As the crisis has deepened, and the
credibility of government waned, the space
for wider participation in public enterprises
and sectors in which they have a monopoly
was closed, as evidenced by the reversal of
the opening up, even to ruling party members,
of the airwaves. Thus, the predominant
mind-set of controlsisevidentin all sectors
of the economy, and has effectively put paid
to efforts to restructure public enterprises.

Capacity constraints

Virtually al public enterprises face severe
capacity constraints, which have impacted
adversely on their performance. One of the
major constraints is financial, which
manifests itself in terms of poor financing
and alack of proper financial management
systems, poor liquidity management, lack of
investment by the principal shareholder
(government), poor financial accountability,
poor pricing structures, financial mismanage-
ment, and corruption. Almost all public
enterprises have failed to produce timely
audited financial statements, an issue that
has been raised consistently by the various
Parliamentary Portfolio Committees that
oversee the sectoral enterprises.

Thetariffscharged are well below economic
cost, resulting in most public enterprises
having to rely on subsidies from the state,
with the RBZ bailing them out since 2005.
Experienceswith the PLARPfacility suggest
that they have aclear dependency syndrome
and an ‘insatiable appetite for free money’.
Asthe Governor of the RBZ observed, ‘ For
some parastatals, thetragedy isthat not only
are they repeatedly coming to the Central
Bank for foreign currency, mainly at
subsidized exchangerates, but also are doing
so without apenny of local currency to buy
the foreign exchange.’ 14

14 Monetary Policy Statement of 24 January 2006, paras. 12.16-12.17).



10.3.2 Infrastructure

Policy, institutional and regulatory
framework for recovery

In 2006-2007, theWorld Bank commissioned
infrastructure studies and stakeholder
debates in the following sub-sectors:
roads, railways, water, energy and tele-
communications.’® The resultant reports
provide recommended action plans over 3
time-frames:. short term (6 months), medium
term (2 years) and long term. The main
elements of these action plans address
changes that are required in the legal and
institutional framework to facilitate the
largeinvestments necessary to restore these
sectors and give assurances of sustainable
infrastructure services thereafter (adequate
maintenance systems and cost recovery
tariffs being key elements).

Summarizing and adding to the
recommendations of the infrastructure
dialogue, the main palicy, planning, legal and
institutional changes which are needed to
overcomeexisting constraintsare asfollows:

* Roads: Articulation of a National
Transport Policy and preparation of a
National Road Development Plan,
reinforcement of the Road Fund
(intended to finance road maintenance
viathe fuel levy), establishment of the
State Highways Authority (to carry out
major road maintenance) and of a
community rural road maintenance
system.

» Railways:. Articulation of a National
Transport Policy, amendment of the
Railways Act to incorporate all forms
of private sector participation,
restructuring of the National Railways
of Zimbabwe (NRZ) to shed non-core
businesses and introduce Public Service
Obligation Contracts for NRZ’s core

business, with subsequent outsourcing
and concessioning of rail transport.

» Water: Preparation of a Policy Frame-
work Adjustment Note and aWater and
Sanitation Sector Capacity Devel opment
Strategic Plan, amendmentsto the Water
Act, establishment of a Water and
Sanitation Tariff Regulation Commission
and a system of community based
management of water schemesin rura
areas, restructuring of the Zimbabwe
National Water Authority (ZINWA).

* Energy: Reform of the Zimbabwe
Electricity Regulatory Commission
(ZERC) so that it fulfils its intended
functions, reversion to the pre-2000
institutional reform strategy in the
electricity sector, preparation of arevised
System Development Plan; in the
petroleum sector, the creation of a fair
and transparent system for predominantly
private sector fuel importation, with the
functions and assets of the Nationa Qil
Company of Zimbabwe (NOCZIM)
being restructured.

» Telecommunications. Reform of the
Postal and Telecommunications
Regulatory Authority of Zimbabwe
(POTRAZ) and the Universal Services
Fund so that they fulfil their intended
functions, review of the dominance of
Tel*One in fixed line services and
expansion of thetraining availableinthe
sector.

One of the cross-cutting themes is the need
toinvolvetheprivate sector moreintensively
in the provision of infrastructure services.
Scarce publicinvestment resources are best
directed to urgent needsin the social sectors
and to housing. If properly managed,
encouraging the private sector to engagein
the infrastructure sectors should bring
efficiency gains as well as investment
resources.

15 World Bank (2006): Zimbabwe Infrastructure Investment Note for Roads, Railways and Water Sectors, and World
Bank (2007): Zimbabwe Infrastructure Dialogue in Roads, Railways, Water, Energy and Telecommunication

Sub-Sectors, Africa Transport Sector, Washington DC.
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It would be useful for aframework law on
public private partnerships (PPPs) to be
passed. Thiswould facilitate the structuring
of PPPsin the public interest in all sectors
where private participation might be
considered. The main pre-requisite for
effective private sector participation in
infrastructure would be the establishment of
independent, professional regulatory
agencies. These are required to protect the
interests of consumers, particularly in respect
of being charged ‘fair’ prices for
infrastructural services, while at the same
time assuring investors of a predictable and
impartial environment in which tariffs and
other crucial parameters affecting their
business viability will be set. The
infrastructure regulators established so far
in Zimbabwe — POTRAZ and ZERC — are
a caricature of what is intended, having
neither the professional competency that is
required nor any vestige of autonomy in
making key decisionsin respect of licensing
and tariff-setting.

Given the size of the Zimbabwe economy,
the high level of skills required for world-
classinfrastructura regulation to beachieved
and the limited pool of peopleto draw on, a
single infrastructure regulatory authority
should be considered for transport,
telecommunications, water and energy.
Successful multi-sectoral regulators are in
operation in countries such as Ghana,
Rwanda and Jamaica. Water is a special
case, in that there are two major aspects
requiring regulation: water as a natural
resource, which is best handled as part of
an environment regulator, and water as an
infrastructural service, which has many
similaritiesto electricity and similar services.
Itisthelatter aspect which could beincluded
in a multi-sector infrastructure services
regulator.

10.3.3 Housing provision

Constraintsto efficient and effective housing
delivery included thefollowing:

Onerous minimum housing standards and
Inappropriate Policies

The government maintained the minimum
standards embodied in the Model Building
By-laws of 1977, which proved not only
onerous, but also costly. The United Nations
commission for Human Settlement in 1989
endorsed a new Global Shelter strategy,
whose focus was to reduce government’s
role as adirect provider of housing, urging
Government to concentrate on resource
mobilization. Yet, in 1992, the MPCNH,
contrary to its own policy of encouraging
private sector participation and in defiance
of apolicy agreement with the World Bank,
began to directly intervene in the
construction of houses.

Poor planning and coordination

InMarch 1991 ‘the Harare City Council was
in danger of losing funding from the World
Bank to establish 3,653 stands because the
land had been planted to maize and the
‘Councillorsrefuseto take action out of fear
of losing votes' (Auret: 1995:39). This
problem persisted for a further four years.
According to Auret, ‘The current critical
housing shortage can be attributed to alarge
degreetothelack of commitment on the part
of the Government to low cost housing’
(1995:109).

Unsupportive macroeconomic framework

Macroeconomic instability saw the cost of
houses soar. Erratic supply of inputs, the
collapse of the various housing schemes as
a result of the withdrawal of donors,
prohibitive interest rates, and suspension of
mortgages, among other causes,
exacerbated what was already a serious
housingcrisis.

Bureaucratic inefficiencies and corruption

Thebureaucratic chain of authority involved
inthe process of housing delivery waslong,
cumbersome and fraught with potential



obstacles. Such a complex procedure
invariably led to long delays and increased
costs.

10.4 REMEDIAL ACTIONS AND
POLICY MEASURES

10.4.1 Strategic objectives

Two broad strategic objectives should inform
the process of restructuring public enterprises
inZimbabwe:

Economic objectives

* Improve the overall efficiency of the
economy.

* Improvetheefficiency, productivity and
profitability of firms.

* Improve the quality of products and
services, including affordable housing.

» Attract foreign investment, technol ogy
and know-how.

* Promote public-private partnerships in
serviceprovision.

Fiscal objectives

* Reduce government subsidiesto public
enterprises.

» Raise money from the sale of public
enterpri ses.

* Increasetax revenue from privatized or
commercialized enterprises.

Themain aim of ahousing policy should be
to significantly increase the national housing
stock for avariety of typesof housesto meet
the need for shelter of all Zimbabweans. An
increase in housing stock will lower house
and rental prices through a housing market
that will benefit the poor significantly. The
government, municipalitiesand other public
agencies should facilitate the construction of

a mix of housing types, from high quality
housing in low density areas, to low cost
housing in high density areas, and ultra-low
cost dwelling in specially designated areas.
A wide range of house prices would create
aladder of opportunity whereby the poorest
households could enter the market at the
lowest level, but with the possibility of moving
up market when their circumstances and
resources allow.

10.4.2 Strategic thrusts

While the broad objectives of restructuring
are widely shared, the methods by which
these can be achieved remain ‘contested
terrain’. However, there is an emerging
consensusthat a‘ one-size-fits-all’ ideological
approach to restructuring will not work. As
with the emerging wisdom with respect to
development discourse, there are key
principal successfactorson which consensus
has emerged:

* There is need for broad-based
participation at all levels, from policy
design/formulation to implementation,
monitoring and evaluation to ensure
national ownership.

» Indtitutional structures for broad-based
participation are essentia to avoid ad hoc
consultations.

e There is a need to ensure universal
access to basic services, especialy in
utility provision (water and sanitation,
electricity, etc).

L essonsfrom experience suggest that, while
some methods of restructuring are suitable
in some cases (e.g., privatization where
competitive marketswork); other cases till
require the active role of the state and the
promotion of public—private partnerships
(e.0., basic utilitiesand infrastructure). This
represents a shift from a doctrinaire
promotion of ownership change. As the
authors of a World Bank Working Paper
rightly observed: ‘Given the record,
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moreover, itisdifficult to recommend specific
SOE [state-owned enterprise] reform
strategies with great confidence’ (Gomez-
Ibanez, 2007: 49). The World Bank (2005:
195) also reported: ‘ The 1990s experience
shows how difficult both privatization and
regulation are. There is no universally
appropriate reform model. Every
restructuring and privati zation program needs
to consider explicitly the underlying
economic attributes and technology of each
sector anditsingtitutional, social, and political
characteristics.” And Nellis (2006: 9)
observed that ‘given the recent shift away
from dogmatic promotion of ownership
change, perhaps caution was the correct
course of action, particularly regarding
infrastructure’. The IMF (2007: 18) seems
to betaking a similar position with respect
toreform of public enterprisesin Zimbabwe,
placing an emphasis on putting public
enterprises on acommercial footing, which
includes possible privatization. Inthisregard,
a case-by-case approach is recommended
to take account of the specific situations of
every public enterprise.

Theimportance of developing socia-dial ogue
mechanisms to allow the voices of all
stakeholdersto be heard isacritical success
factor in public enterpriserestructuring (ILO,
1999). A restructured SERA should be the
platform from which this recategorization
isdonein aparticipatory way, involving all
key stakeholders. This categorization seems
to be supported by latest thinking on the
subject:

‘Nevertheless, any effort at prescription
should begin by dividing firms
according to the degree of conflict
between their commercial and non-
commercial objectives and the level of
development of their country’'s market,
administrative and  political
ingtitutions. Infrastructure enterprises
often suffer from serious conflict
between commercial and social goals
onlyif because accesstoinfrastructure
services is considered so important to
modern life. But in some firms this

conflict may be less severe if, for
example, tariffs have never been
allowed to fall too far below costs,
over-staffing has never been too
excessive or the potential technical
efficiency gains are large enough to
compensate customersor laid-off staff.’
(Gomez-lbanez, 2007: 49)

Thus, the strategy should be to begin with
the ‘low-hanging fruit’, dealing with
government shareholding in private entities,
the cases where the enterprises are in
competitive segments or where they do not
have a sustainable role, such as ZINWA,
NOCZIM, Tel*One and Net* One, among
others. Where for instance, a public
enterprise performs both commercial and
social roles (e.g., Grain Marketing Board),
there is need to separate these roles, with
the social role reverting to aministry.

In anutshell therefore, restructuring should
include both divestiture and non-divestiture
options. Divestiture options involve the
transfer of ownership rights, while non-
divestiture options entail the transfer of
operating or development rights from the
public to the private sector. Divestiture
options include direct sale, public share
offering, private placement with a strategic
investor, public auctions, employee/manage-
ment buy-out, mass/voucher privatization
and liquidation. Non-divestiture options
include restructuring, commercialization or
corporatization, contracting out, management
and service contracts, leases and
concessions and public—private partnerships.
In practice, these two methods may not be
mutually exclusive as, where divestiture is
appropriate; preparation for privatization
usually begins with the restructuring of the
enterprise, with commercialization featuring
prominently.

At the level of strategic thrusts, it is
necessary to create an agent for
restructuring that will drive the process and
implement it. Such a change agent should
be placed at asufficiently high level todrive
the process without being entangled in



bureaucratic red tape. With respect to
infrastructure and housing delivery, itisclear
that Government on its own should not
shoulder the immense responsibilities of
provision, hencethe need to promote public-
private partnerships.

Giving housing high priority fromthe start of
the recovery period will provide an
opportunity to address one of the country’s
most pressing social issueswhile at the same
time generating a significant level of
employment, both directly via the actua
house construction and upstream in the
construction material supply industries. The
import content of low cost housing is very
low. Whilethe construction material supply
chains include capital intensive industries
(notably cement), many other items (such
aswindow frames, doors, bricksand roofing
sheets) are amenabl e to production both by
formal industries and by small labour-
intensive enterprises. A rapid increase in
low-cost housing starts will provide
considerable multiplier effects through the
economy.

10.4.3 Recovery policies and policy
measures

Public enterprises

The State Enterprises Restructuring
Agency (SERA)

The participatory approach to restructuring
has been promoted by the ILO through its
Interdepartmental Programme on
Privatization, Restructuring and Economic
Democracy (IPPRED). It emphasizes the
importance of a tripartite approach in
ensuring a smooth transition from a
bureaucratic to an entrepreneurial culture.
According to the ILO, ‘Public sector
reforms are most likely to achieve their
objectives of delivering efficient, effective
and high-quality serviceswhen planned and

16 Quoted in Marcovitch (1999: 5)

implemented with the full participation of
public sector workers and their unionsand
consumers of public services at all stages
of the decision-making process.16

A participatory restructuring culture helpsto
transform the public enterprises into an
effectiveresults-oriented long term codition
by reconciling conflicting interests (Nellis,
2006). The ILO is promoting socially
sensitive enterprise restructuring (Rogovsky,
2005). Thisapproachisinlinewiththelatest
developmentsin the devel opment discourse,
wheretop-down, ‘ one-size-fits-all’ traditional
approaches are being replaced by an
integrative, stakeholder approach that
emphasi zestransparency and accountability
in decision-making processes. Inthisregard,
the shift from dogmatic blueprints to
participatory, inclusive approaches promotes
win—-win outcomes and, ultimately,
sustainable human devel opment.

SERA should be transformed into a multi-
stakehol der authority —aswasinitially agreed
at a stakeholders' workshop organized by
the National Planning Commission in
Nyanga in March 1996 (Godana and
Hlatshwayo, 1998: 20-21) — and be re-
established under an appropriate Act
that gives it autonomy as the agency
responsible for the planning, management,
implementation and control of the public
enterpriserestructuring programme. Thiswill
help avoid the conflict of laws and the need
to amend individual enabling Acts that
established the specific enterprises. To
facilitate communication and reporting to
Cabinet, it should be linked to a specific
Ministry.

Appropriate methods of restructuring

As discussed above, the method of
restructuring to be adopted depends on the
type of enterprise, suggesting a need to
cluster them on thebasis of their amenability
to thetwo main methods: divestiture and non-
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divestiture. Divestiture options have the
major advantage of not requiring continued
dependency on the state for resources. This
is particularly critical in the case of
Zimbabwe, wherethe state has no resources
and will have to implement a deflationary
stabilization programme. Given the state of
under-capitalization that characterizes most
public enterprises, wherever feasible,
divestiture options should be considered;
where these are not feasible, as is the case
with those providing basic services, non-
divestiture optionswill haveto be employed.

Giventhisdevelopment, cooperating partners
will haveto play arolein providing requisite
resources. There is now a growing interest
infunding infrastructure, especially giventhe
failure by the private sector, on its own, to
take up such investments following cut-
backsby international financial institutions.
(UNDP, 2007; World Bank, 2005). Public—
private partnerships now offer the
opportunity to share the costs of such
massive investments. In this regard, the
private sector, whose devel opment alsorelies
ontheprovisionof quality infrastructure, will
have to co-finance such investments. There
are some interesting examples, especially
with respect to the construction and
maintenance of road networks—for instance,
the toll road option (build, operate and
transfer) in South Africa.

The strategy should be to begin with the
divestiture of shareholdings. Thisshould also
includeliquidating those enterprisesthat may
not have any future role such as ZMDC.
Water provision should be returned to local
authorities, and the private sector can easily
take over the supply of fuel, asisthecasein
other countriesin theregion and beyond. In
those areas where competitive markets
operate — including such enterprises as the
CSCL, the IDC’s subsidiaries, and tele-
communications services — divestiture
options should be applied.

The real challenge will begin with the
infrastructure enterprises that may not be
suitable for divestiture, and also in view of

their current state of under-capitalization. In
some cases, such as Air Zimbabwe, a
strategic investor should be identified. The
example of Kenya Airways is a significant
one, which teamed up with KLM to turn
around its fortunes. Other enterprises, such
as ZISCO should a'so follow this example.

Giventhat the driving force of the economy
in the post-crisis dispensation will be the
private sector, it will be necessary to open
up sectors where markets work, such as
telecommunications, media, especially the
€lectronic segment, electricity and transport
sectors.

Thereistherefore alot of scope for private
sector involvement in all sectors of the
economy, which should befacilitated through
the deregulation of existing monopolies.

Infrastructure sub-sector strategies
i) Transport

Therestoration of theroad and rail networks
needs to be accompanied by the creation of
a competitive market for the provision of
transport services. This is particularly
important in road transport, but appliesalso
to rail and to boat services on Lake Kariba.
In respect of air transport, an ‘open skies
policy would beimportant in attracting back
theinternational carrierswhich have ceased
providing services to Zimbabwe. Having a
range of international and regional carriers
is a vital component of reinvigorating the
tourism industry and of providing the air
cargo capacity for the export of horticultural
and other high value export products. These
arekey components of the short-termrevival
strategy, generating foreign currency and, as
they are also labour intensive, providing an
early boost to employment.

The restoration of affordable and reliable
urban transport will also be critical in the
early stages of the recovery period.
Innovative solutions to urban transport
problems need to be sought, drawing on
examples from elsewhere in the world of



successful strategies which provide good
services for commuters while reducing
pollution and making greater use of
indigenous fuels and technol ogies. Options
for improving passenger services between
Chitungwiza and Harare should receive
particular attention.

i) Water

Although vulnerableto drought, Zimbabwe
is relatively well endowed with water
resources. However, the main problems are
inequitable access to water and a failure to
exploit the development potential of water,
arising from poor management of water
resourcesin the past. A recovery programme
affords an opportunity to establish a
framework for sustainable, efficient and
integrated utilization of water resources for
the benefit of all Zimbabweans.

The main principles to be applied in
formulating a strategy for the water and
sanitation sector are:

e integrated water resource manage-
ment (IWRM): holistic management of
land and water, the importance of user
participation, particularly of women, and
the need to treat water as an economic
aswell asasocia good

* regulation: separation of the roles of
natural resource regulation and infra-
structural services regulation (as
discussed in Section 10.1.2) and the
introduction of economic pricing of both
raw and treated water, with transparent
subsidy and other mechanismsto protect
the poor

e demand side management in urban
water supplies, with other urban centres
emulating the extremely successful loss
reduction and water efficiency strategy
whichison-goingin Bulawayo

* sanitation: providerural and peri-urban
communities with access to a range of
technologies

e productive water: the Millennium
Development Goals emphasize clean
water for domestic purposes — equaly
important isthe provision of water torura
households for enhanced agricultural
production so astoraiseincomes (thereby
inter alia making it more likely that
domestic water schemes can be main-
tained through financial resourcesraised
within the communities).

iii) Energy

Theimmediate challengein the energy sector
will be to restore normal supplies of liquid
fuels, electricity and coal, but inthe medium
term the energy strategy needs to ensure
universal accessto modern formsof energy,
in part through embracing resources which
have hitherto been neglected in Zimbabwe.
Theseinclude both renewabl e sources (solar
water heating, solar voltaicsand small hydro-
power schemes) aswell asunexploited fossil
fuel resources (coal bed methane and the
extensive coal deposits which exist around
the country, with only Hwange's coal
reserves being mined at present).

In the electricity sector, the return to the
previously envisaged unbundling of ZESA
into generation, transmission and distribution
companies (without any holding company)
needsto be accompanied by the progressive
development of a competitive electricity
market. Experience in other countries
suggests a three stage process:

* In the first stage, competition is intro-
duced in the generation sector through
independent power producers (IPPs)
being licensed to compete with the state
owned generation company; power
purchase agreements (PPAS) are signed
with the transmission company, which
islicensed asasingle buyer (thisalready
existsin asmall way with PPAsfor the
Rusitu hydro and Hippo Valley and
Triangle bagasse schemes).

» In the second stage, large ‘eligible’
customers are permitted to purchase
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power directly from competitive
suppliers (wholesal e competition), with
abalancing market to ensure continuity
of supply.

« In the final stage, a fully competitive
market is developed, with suppliers
competing for all customers, including
domestic customers(retail competition).
Thismay entail further devel opment of
the institutional structure, including a
separate system operator and possibly
also a market operator.

In Zimbabwe's case, the development of an
internal competitive market will have to be
coordinated with the development of a
competitive regiona pool by the Southern
African Power Pool (SAPP). Supplies from
SAPP have become increasingly important
insustaining el ectricity in Zimbabwein recent
years, and were maintained even when the
country was unable to pay for itsimports of
electricity. In the recovery programme,
Zimbabwe needsto restoreitsown generation
capacity, but with the security of supply
associated with SAPP and the very much
lower cost associated with many of the
potential generation projects located else-
wherein theregion, the country would dowell
to consider joint venture developments of
power stations not located on Zimbabwean
soil. Thisstrategy will bind Zimbabwe more
closdy toitspartnersin SADC, ensuring the
necessary support in duecoursefor largejoint
power projects such as Batoka

iv) Information and Communications
Technologies(ICT)

In the 21st century, ICT has become
recognised as a fundamental ingredient of
economic growth, socia development andthe
deepening of democracy. The principles to
be adopted for anationa ICT strategy are:

» thecreation of an enabling environment
for the growth of the ICT industry

* provision of universal serviceand access
to information and communications
facilitiesin rural aswell as urban areas

e investment in the convergence of
telecommunications and information
technologies.

Zimbabwe needs to work with other
countries in Southern Africa to ensure that
the region is able to capitalize on the
opportunitiesthat ICT isopening up. These
include the export of services (finance and
back-office banking services, call centres,
etc.) that could become animportant source
of employment for Zimbabweans once the
country’s international image has been
restored.

Pre-requisites for rapid growth in housing

Three pre-requisites for a major housing
programmeto beinitiated are:

* Changes in the legal, policy and
institutional framework

Thereport on Operation Murambatsvina by
AnnaTibaijuka, the Head of UN-HABITAT,
noted that Zimbabwe has had unrealistic
housing standards. ‘ Thereis an urgent need
on the part of all stakeholders and the
Government of Zimbabwe to harmonise
policiesand strategiesvis-a-vistheinformal
economy and housing for the majority of the
urban population’. The Regional Town and
Country Planning Act and the Housing
Standards Act need to be transformed
to become ‘pro-active instruments of
enablement and empowerment rather than
exclusion’.

Housing is best managed by urban local
authorities. ‘As the sphere of government
closest to the people, they are in the best
position to strike abal ance between demand
and supply for housing, infrastructure and
basic services. Lessons learned from
successful practices in meeting the social,
economic and aesthetic challenges of rapid
urbanization and globalization indicate that
positive and sustainable outcomes areindeed
possible. They depend, to alarge extent, on
recognising that housing and urban develop-
ment is a process, however imperfect, that
is best managed through socially inclusive



dialogue and participatory decision-
making’17.

Critically, therefore, housing authorities
should focus on their core functions.

The government, municipalities and town
management boards are the key facilitators
inthe provision of housing. Their primerole
should beto:

e ensure that sufficient land has been
banked for future housing devel opment;

e provide secure tenure, introduce
inexpensive survey techniques, and
maintain a cadastre (records) of al land
surveyed and transferred;

» build professional institutional capacity
to plan and control urban development,
and deliver housing effectively;

» supervisethetender process, surveying,
and those contractors providing key
services and infrastructure; and

e create incentives for private sector
participation.

Itisessential that public organizationsfocus
on their core functions, leaving the private
sector to fund development, install infra-
structure and construct houses. Given the
need to provide sufficient public funds for
efficient public administration, any housing
subsidies should bejustified, prioritized and
transparent. In particular, municipalities
should sell any ‘income generating’ invest-
ments that often impose huge losses on the
city, and use the capital generated to support
its core business.

* Provision of finance for housing

Public sector funds will be needed to kick-
start the housing programme. Allocations of
publicinvestment fundsinthe national budget
should be channelled to local councils to
expand public housing provision and provide

the stands for site-and-service and
cooperative housing schemes. Home-owners
and cooperative members can undertakethe
subsequent building themselves, or do their
own contracting as and when they have the
means to do so. Funding through building
societies needs to be restored as part of the
macroeconomic stabilization and financial
sector reforms.

In the longer-term, it would be beneficial to
enableingtitutional savings (pensionand life-
insurance funds) to be channelled into
mortgagefinancing, asthiswould dramatically
increase the resources available to peopleto
borrow for home building. To do this, lega,
taxation and regulatory changes would be
needed to create an effective and financially
sound secondary mortgage market.

e Serviced stands

Because of deficiencies in other infra-
structure sectors, it will be difficult initially
for local authorities to make available
sufficient fully serviced stands. So asto allow
progress to be made on house construction,
imaginative means will have to be used to
provide stands as rapidly as possible.
Provision needsto be made for some aspects
of infrastructure (such as connection to
water supplies) to be connected at a later
stage, which should if possible coincidewith
the completion of the construction of the
dwelling.

Another strategy to overcome the initial
problem of a lack of fully serviced stands
would be for local authorities to encourage
demonstration projects involving housing
complexeswith self-contained provision of
water (from underground sources) and soak-
aways for wastewater disposal. Housing
estates involving innovative designs for
affordable, low-income housing using local
materials have been proposed in the past:
some trial schemes should be promoted on
apilot basis as part of the drive to achieve
rapid growth in housing construction.

17 Anna Tibaijuka, UN Special Envoy on Human Settlements Issues in Zimbabwe (2005): Report of the Fact-
Finding Mission to Zimbabwe to assess the scope and impact of Operation Murambatsvina, Habitat, Nairobi.
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Chapter 11

How the State Does Business

A recurrent theme of the sectoral and
thematic analysis contained in thisreport is
the need for comprehensive reform of the
country’s system of governance, or ‘ how the
state does business'. The challenge of
improving governanceisnot restricted to any
field of activity but is a systemic one,
requiring a reorientation of the state, a
change in mindset and how it engages with
the economy and society. Any sustainable
socioeconomic recovery over thelong term
is dependant on this transformation. This
chapter does not set out to offer a detailed
strategy for addressing the complex
governance challenges facing Zimbabwe,
and the considerationsit contains have been
refracted largely through the prism of the
economic analysis which lies at the core of
the entire report. Future work on thistheme
is required and should be informed by the
central question of how existing systems of
economic and political governance might be
reformed over time in order to arrive at a
state form that is effectivein delivering both
development and security for the
Zimbabwean people.

11.1 GOVERNANCE

INDICATORS

Six governance indicators estimated by the
World Bank (Kaufmann et al., 2007) show
a substantial deterioration that affects all
aspects of life in the country — economic,
social and political (Table 11.1):

» Government Effectiveness assesses the
quality of public services, the quality of
the civil service and the degree of its
independence from political pressures,
the quality of policy formulation and
implementation, and the credibility of the
government’s commitment to such
policies.

» \oice and Accountability measures the
extent to which a country’s citizens are
able to participate in selecting their
government, as well as freedom of
expression, freedom of association, and
a free media.

e Political Sability and the Absence of
Violence measures perceptions of the
likelihood that the government will be
destabilized or overthrown by
unconstitutional or violent means,
including domestic violence and
terrorism.

* Regulatory Quality measuresthe ability
of the government to formulate and
implement sound policiesand regulations
that permit and promote private sector
development.

e The Rule of Law measures the extent
to which agents have confidencein, and
abide by, the rules of society and in
particular, the quality of contract
enforcement, the police, and the courts,
as well as the prevalence of crime and
violence.

e The Control of Corruption measures
the extent to which public power is
exercised for privategain, including both
petty and grand forms of corruption, as
well as ‘capture’ of the state by elites
and private interests.

The message of this and other chapters is
that progress in all aspects of life in
Zimbabwe has been constrained by poor and
deteriorating governance, leaving no room
for doubt that in the future the state needs
to do businessin amore effective, efficient,
equitable and transparent manner.

THE CHALLENGE
OF IMPROVING
GOVERNANCE IS
NOT RESTRICTED
TO ANY FIELD OF
ACTIVITY BUT IS A
SYSTEMIC ONE,
REQUIRING A
REORIENTATION
OF THE STATE, A
CHANGE IN
MINDSET AND HOW
IT ENGAGES WITH
THE ECONOMY
AND SOCIETY
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Table 11.1: Zimbabwe: Governance indicators

1996 2006
Government effectiveness —-0.44 -1.53
Voice and accountability -0.65 —-1.58
Political stability & absence of violence -0.60 -1.18
Regulatory quality -0.73 -2.21
Rule of law -0.68 -1.71
Control of corruption -0.17 -1.36

Note: An increase in the negative score denotes a deterioration in the indicator.

Source: World Bank (2007) Governance Matters VI, 1996-2006; Daniel Kaufmann, et al.

Figure 11.1: Aggregate governance indicators

1996 1998 2000 2002

2003 2004 2005 2006

i

-10

-12

Note: The greater the negative score, the poorer the state of governance
Source: World Bank (2007) Governance Matters VI, 1996-2006; Daniel Kaufmann, et al.

11.1.1 The developmental state

Asnoted in thefirst chapter, one key feature
of adevelopmental state, aconditiontowhich
the Zimbabwe government arguably aspired
when it took officein 1980, is that it should
actively foster economic devel opment while
avoiding capture by particular groups. One
key mode of interaction between states and
their economiesliesin the extent and nature
of their intervention in the economy, with
developmental states being characterized by
a capacity to implement policies that are
supportive of sustainable, broad-based and
inclusive growth that over time leads to a
structural transformation of the economy. In
thecase of Zimbabwe, asargued inthisreport,
state-led development not only failed to
achievetheintended resultsbut al so soonfell

into the trap of state capture, with the
undesirable consequences analysed below.

11.2 DETERIORATION OF
ECONOMIC GOVERNANCE
OVER TIME

At independence in 1980, the new
government inherited a highly regulated
economy, albeit with astrong private sector
and a mostly well-maintained physical
infrastructure. Over the ensuing 28 years,
the Zimbabwe government’s approach to
doing business hasturned full circle, froma
command economy approach in the 1980s,
through amarket liberalization phase during
Economic Structural Adjustment Programme
(ESAP), returning to a dirigiste command



economy as the crisis deepened after 1997.
The brief period of orthodox economic
reforms (ESAP) aside, political imperatives
took precedence over economic goals, most
marked inthe FTLRP but also in exchange-
rate policy, the pricing policiesof parastatals
and, most recently, the Indigenization and
Economic Empowerment Act. To the
observer, economic policies seem to have
been driven by the need to secureimmediate
and medium term political goals, while paying
scant attention to collateral social and
economic conseguences of such actions.

A number of analysts have argued that
developments during the crisis period
illustrate both the extent to which the state
had been captured, but also the apparent
transition from State Capture to Predatory
State.l The point was forcefully made by
President Mugabein the course of hisspeech
during the 26th August 2008 opening of the
First Session of the Seventh Parliament:

‘Corruptionimposesa huge cost burden
on the conduct of business....effortsto
revive the country’s economy could
remain a pipedream unless they are
supported by stern and decisive action
to eradicate the scourge of corruption,
which has now reached alarming
levels....There will be no sacred cows
seeking to hide behind the banner of
social positions or party affiliation for
their venal tendencies. 2

This change in the orientation of the state is
reflected in the government’s deep-seated
suspicion of independent business trans-
actions, particularly those that did not
involvethe government or party. Rather than
seeking to facilitate private sector business
operations, it became official policy to make

extensive inroads into the private sector by
acquiring majority or minority stakes in
privately owned firms, a strategy latterly
formalized in the Indigenization and
Economic Empowerment legislation. In a
predatory state, traditional macroeconomic
and regulatory policy levers are deemed
inadequate and the authorities seek to secure
direct control over markets and economic
actors. This process of encroachment has
been both cause and effect of the economic
downturn.

11.2.1 Market failure and the
supremacy of the public
sector

Since independence, policy-makers have
tended to assume that markets will aways
fail and that the state’s role is to fix them.
During the crisis period this focus changed,
forcing the state to broaden its role from
remedying market failure to seeking to
mitigate the impact on sectors, firms and
households of the unintended and unforeseen
consequences of its own interventions
through the takeover of whole sub-sectors
of the economy.

Thistrendisakey explanatory variablewhich
accounts for the proliferation of government
ministries, parastatals, state-owned entities,
new ingtitutions, committees and working
partiestasked with achieving specific goas—
such as the state marketing of minerals to
counter perceived transfer pricing — or to
implement specific policieslike price controls.
Since the early 1990s government ministries
and state administrative structures have
increased in number, seemingly in direct
proportion to the underlying deterioration in
the socio-economic situation. Arguably, a
major cause of the country’seconomic decline

1 The concept of State Capture refers to a situation in which one group uses its disproportionate influence to
exploit government policies to its advantage at the expense of society as a whole and in such a way as to secure
long-lasting privileges. A predatory state consumes the surpluses of the economy, as government offices come
to be treated as income-generating sinecures (World Bank, 2005). More recently, Larry Diamond has argued that
such states in turn produce predatory societies where people get rich not through ‘productive activity and honest
risk-taking....but by manipulating power and privilege, by stealing from the state, extracting from the weak and
shirking the law.” Diamond, Larry, (2008) The Democratic Rollback: Resurgence of the Predatory Sate’,
Foreign Affairs, 87 (2), http://www.foreignaffairs.org/20080301faessays87204/larry-diamond/the democratic-

rollback.html>p.3
2 The Herald, Harare, 27th August 2008, p.5.
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has been an overblown state that has operated
inefficiently whiledraining thefiscus.

The combination of mistrust of markets and
of the private sector isillustrated in the way
the state has managed public enterprises —
insistence on control of marketing and pricing
policies, denia of managerial autonomy to
boards of directors and top management,
seemingly arbitrary interventionsin operationd
decision-making, and a monopoly over
appointmentsat al levels.

The net effect has been to widen the role of
the state, to curb economic freedom and to
underminethealocative efficiency of market
mechanisms, graphically illustrated in
government policy towards the pricing of
agricultural produce. In 2005, intervention
became more direct, with the launch of a
military-style Operation Magutato increase
food production.

Over time an increasingly weak state —
poorly resourced in terms of finance, skills
and equipment — has been called upon to
undertake awidening range of increasingly
complex, often mutually incompatible,
interventions. As shown in the chapter on
the financial sector, the fact that almost
half of bank lending to the private sector
is undertaken by the Reserve Bank of
Zimbabwe — in competition with private
banks—reflectsthe government’sconviction
that the ‘independent’ private sector cannot,
or should not, betrusted to undertake policies
deemed essential by the authorities.

11.2.2 Hostility towards foreign
direct investment

Partly for historical and ideological reasons,
but also because of a commitment to
indigenization, policy towards FDI has
always, at best, been ambivalent. The
Zimbabwe Investment Centre, purportedly
created to facilitate both domestic and foreign

investment, has in fact acted as a filter
mechanism, enabling the state to block or
restructure proposals deemed to conflict with
its strategic goals in terms of indigenization
or market competition. Thishostility towards
foreigninvestment isexemplified in terms of
policy towards Foreign Direct Investment
(FDI) inthefinancial servicessector. In 1981,
for example, the government rejected a
takeover bid from one of the world's largest
banks (at the time), the Bank of America, for
Zimbabwe Banking Corporation, when the
latter’s South African parent, Nedcor, decided
todivest. Arguably, the economicaly efficient
policy would have been to accept the Bank
of America bid, but instead ZB Bank (then
known as Zimbank) was nationalized and
became a vehicle for government patronage
at the expense of itslocal shareholders.

INSTITUTIONAL
STRUCTURE AND
FUNCTIONAL OVERLAP

11.3

Asnoted throughout thisreport, Government
ministries and state administrative structures
have since the beginning of the 1990s
increased in number and have been
accompanied by anincreasing concentration
of administrative and financial powers at
central level.

As of 2007, Zimbabwe’'s government
comprised 25 cabinet ministers, 21 deputy
ministers and 8 ministers of state in the
President’s Office. Coupled with the
country’s 10 provincial governorswho enjoy
the status of resident ministers, Zimbabwe
hasatotal of 64 ministers. Taking the case of
onecorefunction alone, namely agriculture—
and against the background of the need to
contain public expenditure — there seems to
be little justification for the existence of
five ministers, all dealing either directly
or tangentially with land reform and
agriculture.

3 This core function of government is served by (a) the Minister of Agriculture, (b) the Deputy Minister of
Agriculture, (c) the Minister of State for Land Reform and Resettlement, (d) the Minister for National Security,
Land Reform and Resettlement, and (e) the Minister of State for Agricultural Engineering and Mechanization.
As indicated above, to this list should be added the Reserve Bank given the growing number and scope of its

interventions in the agricultural sector.



Although the present government structure
has 18 core functions represented at
ministerial level, thisis arguably too large
for a country of the size of Zimbabwe,
particularly one with a shrinking GDP. Not
only doesthistrans ateinto heavy demands
on both the fiscus and the country’s
constrained human resource base, but it
gives rise to duplication, complicating the
coordination of service delivery and
accountability. State machinery, that has
weakened over time as theinstitutional and
infrastructural framework deteriorated, was
called upon to do more and more with less
andlessintermsof funding, resources, skills
and above all, experience.

11.4 CONCENTRATION OF
POWERS

From 1990, with the expiry of some of the
specific clauses of the 1980 Lancaster House
constitution, the administrative machinery
was restructured and the state began to
create new centres of power authorized to
override the conventional administrative
machinery of government departments,
parastatals and local government. Power
shifted to the presidency, the central bank
and most recently, the military, aswell asto
a plethora of ad hoc agencies and bodies
seemingly established to create what is often
seen as a veneer of consultation.

The presidency

The most fundamental change was the
progressive centralization and fusion of
powers in the presidency. Since 1990, the
president has enjoyed extensive executive
powers of appointment and veto throughout
the civil service and public enterprises,
including veto on the appointment of judges
aswell asthe appointment (until 2008) of all
30 seats formerly reserved for whites in
Parliament. A strongly centralized system

and concentration of powershasbecomethe
hallmark of political governance. In addition,
the frequent use of the Presidential Powers
(Temporary Measures) Act [ Chapter 10:20]
has become the norm rather than an
exception. Presidential Powersareroutinely
used for a wide range of measures that
normally and more properly should be
scrutinized and approved by thelegislature.
The appointment of no fewer than eight
ministers of state within the presidency also
illustrates the shift of power from the
legidlature to the executive.

The central bank

On the economic front, a concentration of
decision-making was also evident. In 2003
for example, the president effectively
transferred a wide range of decision-
making powersfrom government ministries,
especialy the Ministry of Finance, to the
RBZ. Since then, crucia economic policy
decisions, including many that liefar outside
the normal purview of acentral bank, have
been taken and implemented by the Governor
of the RBZ. Theseinclude setting exchange
rates, announcing changesto the tax system,
providing subsidiesfor agriculture, exporters,
manufacturers and construction businesses,
and bypassing parliament via quasi-fiscal
spending programmes that exceed the
central government budget approved by
thelegislature.

Joint Operations Command (JOC)

Comprising all the leaders of the security
forces, some senior Cabinet ministers and
the Governor of the Reserve Bank of
Zimbabwe, the JOC came into public view
when it launched Operation Murambatsvina
in 2005,% the ongoing Operation Magutato
increase food production in 2006 and, more
recently, ‘ Operation Reduce Prices’ in 2007
and other interventionsin the economy. This
suggests that the JOC plays an important

4 In the wake of the government’s 2005 ‘slum clearance’ campaign in urban and peri-urban areas, the UN Special
Envoy on Human Settlement Issues estimated that some 700,000 people in cities across the county had either
lost their homes, their source of livelihood, or both, with a further 2.4 million directly affected (United Nations,

2005).
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role in economic decision-making, and that
it may in fact be the ‘kitchen cabinet’, with
the official cabinet relegated to a rubber-
stampingrole.

Other agencies and bodies

In addition, on an ad hoc basis, the govern-
ment has established a plethora of agencies
and bodies outside the bureaucracy charged
with tackling specific problems. Theseinclude:
the National Economic Consultative Forum
(NECF) launched in 1997; the Tripartite
Negotiating Forum (TNF), that included
|abour, businessand government, in 1998; the
National Economic Recovery Council
(NERC) in 2006, as part of the National
Economic Development Priority Programme
(NEDPP), a bipartite body comprising
government and business; and in 2007 a
National Incomes Pricing Commission
(NIPC) and a Cabinet Taskforce on Income
and Pricing Stabilization, thelatter possessing
a‘crack unit’ toimplement its positions.

The net effect of thisrestructuring has been
to erode the authority of parliament, while
undermining the professional capability and
indeed the morale of the public service. The
shift to asystem of direct controls, invariably
exercised without resort to the legislature,
has negatively affected transparency and
accountability, denying both the legislature
and the professional public service the
opportunity to carry out their tasks, at the
same time limiting media coverage of the
decision-making process, public scrutiny and
debate.

11.4.1 Policy incoherence and
inconsistency

As shown in the chapter on the country’s
macroeconomic situation, the government
has produced a plethora of turnaround
programmes, none of which have been
implemented with any discernable degree of
success. Coupled with the multiplication of
bodies, and no clear lines of responsibility
for thedesign and implementation of policies,
the current landscape is characterized by

institutions often working at cross purposes.
It isin thislight that the decision to create
another ministry tasked with ‘policy
implementation’ becomes understandable.
Such policy unpredictability has been
compounded by an apparent move away
from a rule-based system towards
one characterized by the exercise of
discretionary powers.

With different bodies such as the military
being coopted for the implementation of
Operation Maguta, the conventional arms
of government such as the Ministry of
Agriculture and Agribank have been
marginalized, certainly in terms of policy-
making, though they still havearoleto play
interms of service delivery. For most of the
post-2004 period too, the RBZ has usurped
not only therole of the Ministry of Finance,
but also that of sector-specific government
ministries, such as those responsible for
agriculture, mining and transport.

11.4.2 Goal confusion

Examples of goal confusion include long-
standing failures to design coherent
strategies for public enterprise reform and
private sector development. Privatization
initiatives have been embroiled with
indigenization issues, not to mention
widespread allegations of cronyism. It
mattered more that private enterprises be
owned and managed by ‘the right peopl€e’
than that they should be efficient and
effective. Similarly, privatization decisions
weredriven by the need to reduce the budget
deficit rather than the imperative of
productivity and efficiency and delivering a
cheaper and better service to customers.

Conflicting goalsareaso evidentinthefield
of monetary policy. For example, the 2001
monetary policy, subsequently elaborated and
expanded after 2004, was intended to curb
inflation while at the sametime using interest
rate controls to reduce the cost of funding
public sector debt and to promote specific
sectors and activities — agriculture, home-
building and exports. Becausethe goalswere



mutually incompatible, the strategy failed.
Funding narrow state priorities was given
precedence over fighting inflation.

11.5 HOW THE STATE SHOULD
DO BUSINESS

At the end of the current crisis Zimbabwe
will be characterized by aseverdy debilitated
economy, the near collapse of its infra-
structure, and a deeply impoverished
population that is heavily reliant on inter-
national humanitarian assistance. Most of the
country’s state institutions will be a mere
shadow of their past, severely weakened in
terms of capacity to both design and
implement technically sound policies. The
dangers of overloading the state given its
debilitated condition should loom largeinthe
ca culationsof both domestic and international
actors in a recovery scenario. Managing
expectations will be an essential aspect of
supporting sustainablerecovery.

The desired shift on to a new growth path
will have to start with the strengthening of
all aspects of governance. In parallel, the
formulation and implementation of a
stabilization programmeto coordinate fiscal
and monetary interventionswill berequired
so asto win back the confidence of domestic
and international economic actors, leading
inturnto theimplementation of asustainable
and comprehensive medium to long term
recovery strategy. But for this to happen,
the orientation of government should
be shifted away from an authoritarian,
centralized system based on a command
economy to an inclusive (pro-poor) market
economy based on democratic principles,
accountability and the rule of law.

This process of reforming the State should
be rooted in an informed analysis of the
political economy of reform in Zimbabwe—
which lies outside the scope of thiswork. A
sound historical understanding of previous
attempts at reforms in areas as varied as
civil service reform, administrative and
financial decentralization processes, therole

of the judiciary, anti-corruption initiatives
amongst others, will greatly enhance the
prospects of success for governance
reforms in the context of recovery. In
particular, diagnostics which help to throw
light on what worked, what did not and why,
will be key to designing comprehensive
governance reform strategies that are
redisticintermsof timeframes, rootedinan
understanding of the ‘ carrying capacity’ of
Zimbabwe to implement the necessary
reforms, that are properly sequenced and that
have widespread domestic support.

11.6 POLITICAL GOVERNANCE

11.6.1 Constitutional and legal
reform

A reading of therecent historical experience
of the country would indicate that con-
sideration should be given to the following
reforms:

* Theestablishment of anew constitution
that provides for the unequivocal
separation of powersto ensure effective
checks and balances between a freely
and fairly elected legislature, an inde-
pendent and impartial judiciary and the
executive branch of government.

* Therepea or amendment of laws that
are an affront to fundamental human
rights and the principles governing
democratic societies.

e The rule of law must be restored by
ensuring that agents of the state uphold
their constitutional duty to protect the
country’scitizens, and that every citizen
has the constitutional right to be heard
in anindependent and impartial court of
law.

» Therewill need to be amove towards a
more functional, rule-based system of
government, away from discretionary
and rel ationship-based systems, in order
to minimize cronyism and corruption.
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11.6.2 Institutional reform and
cooperative governance

* Theindependence, institutional capacity
and powers of oversight vested in the
Office of the Auditor-General need to
be restored and strengthened to ensure
strict adherence to laid-down govern-
ment procedures.

e Annua audited accounts and regular
independent eval uations of government
departments, major projects, and para-
statal organizations must be made
availablefor public scrutiny.

e The scope, efficacy and powers of
oversight vested in Parliamentary
Portfolio Committees or Select Com-
mittees should be extended in order to
constrain executive power and ensure
greater state effectiveness.

* National economic statistics must be
depoaliticized, and the confidentiality of
information collected from private sector
companies ensured. The creation of an
autonomous Central Statistical Office
needsto be speeded up, with independent
directors nominated by the Ministry of
Finance, the RBZ and private sector
organizations.

* A private sector think-tank should be
established, with private sector/donor
contributions tasked with ensuring
that private sector organizations have
the necessary research and strategy
formulation capacity to maintain arobust
policy dialogue with state institutions.
Thisisof particular importance giventhe
need for a post-crisis developmental
state to understand the microeconomic
foundations of economic policy (see
below).

e A consultative and supportiverelationship
must be created between the public and
private sectors, and between government
and civil society, including labour.

5 See chapter 6 on private sector development.

* Long term, independent economic
decisions should be made without undue
political interference; independent
institutions should be created and/or
reconfigured with clear objectives.
These should include, among others, the
Reserve Bank of Zimbabwe and a
future Land Commission.

11.7 DEVELOPMENT
ORIENTATION

11.7.1 Rebuild institutions

Institutional decay is both a cause and a
consequence of economic decline as well
as a feature of state capture. Right across
society, ingtitutions, with thesignal exception
of civil society which has become stronger
as the crisis worsened, have regressed. All
walks of life have been adversely affected
by the inability of public, and private
ingtitutions, to deliver thevolumeand quality
of services required.

Future policy should focus on acombination
of rebuilding indtitutiona capability, abolishing
redundant bodies and, where necessary,
establishing new institutions such as the
Land Commission. This will be a lengthy
process, not just because it takes years —
even decades—to reestablish the credibility
and capacity of institutions undermined over
along period, but aso because institutions
such as the public service, education and
health services and parastatal s have suffered
disproportionately from the exodus of skilled
professional s and a consequent serious |0ss
of institutional memory. Thisisyet another
instance of the ‘missing middle’
phenomenon.> Ministries, clinics, schools
and parastatals are excessively reliant on
youthful, inexperienced personnel because
middle management have either sought
greener pastures in the private and NGO
sectors, or have left the country altogether.



This has profound implications for the
process of nurturing afuture developmental
orientation within the state apparatus, which
in the immediate post-crisis period will not
have the capacity to perform some of the
tasksthat it would normally be expected to
undertake. At the sasmetime, however, there
will be awindow of opportunity to ensure
that new entrantsinto the public service are
provided with the necessary training, and
existing civil servants are retrained, so that
the post-crisis state plays a facilitating and
supportive rather than obstructionist and
dirigisterolein relation to economic recovery
processes. Merit-based promotion systems,
competitive salary structures, long term
career propects, a two-way traffic of
personnel between the public and private
sectors, and results-based training for al civil
servants, will be some of the key ingredients
in ensuring the necessary changeinfocusin
the state apparatus. The notion of the State
returning to its ‘core business', however
Zimbabwean society should over time
chooseto definethis concept, should inform
al governancereforminitiatives.

11.7.2 Economic governance

e Inclusive and transparent economic
policy-formulation processes need to be
initiated. This will help to ensure the
efficiency of the process of determining
prioritiesamong public problemsand the
allocation of resourcesto addressthem.

* There must be a return to macro-
economic stability asafirm foundation
for sustainable economic growth. Itisin
light of this consideration that therole of
institutions such as the RBZ merit
particular scrutiny in order to ensurethat
the past is not repeated.

e Property rights must be secured.

» Institutions must be built that allow
competitive markets to function fairly
and efficiently to sustain economic
growth.

e« Appropriate Doing Business and
Investment Climate reforms should be
introduced. Many of these might come
under a set of first generation reforms
in the area of economic governance, and
would include asamatter of priority the
abolition of a plethora of laws which
have accumulated over time and which
have served to criminalize themost basic
forms of production and exchange.

» Appropriateregulatory frameworksneed
to be devel oped that createincentivesfor
therebuilding of the country’slost human
and physical capital.

e Seriousconsideration should be givento
theimposition of aceiling (expressed as
apercentage of the budget approved by
parliament) on government borrowing
without parliamentary approval and by
setting a maximum percentage of the
national budget that may be allocated to
contingency reserves and/or donor
counterpart expenditure not expressly
approved by parliament.

e A budget report should be presented to
Parliament mid-way through the fiscal
year.

11.7.3 Pro-poor policies

The various constraints, often by admin-
istrative fiat, that have left much of the
population in a state of destitution, with
severdly restricted choices and opportunities
other than to emigrate, should be removed
through the adoption of ‘development as
freedom’ principles® Thisinvolvesaprocess
of cultivating the peopl€'scapabilitiesby their

6 Amartya Sen’s concept of ‘development as freedom’ is succinctly captioned by his statement: ‘What people can
positively achieve is influenced by economic opportunities, political liberties, social powers, and the enabling
conditions of good health, basic education, and the encouragement and cultivation of initiatives' (Sen, 2000: 5).
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access to health and educationa facilities,
the freedom to exchange words, goods and
gifts, and the freedom to enter markets,
including labour markets. Amartya Sen
(2000) identifiesfiveinstrumental freedoms,
or typesof rightsand opportunitiesthat help
advance the general capability of a person:
political freedoms, economicfacilities, social
opportunities, transparency guarantees and
protective security. These can be seen as a
process of expanding real freedoms that
peopl e enjoy, mainly through:

e Promoting pro-poor growth, being the
extent to which the opportunities for
employment, production and enhanced
incomes reach the poor through
improved access to credit and markets.

* Improved economic governance which
includes the extent to which growth
contributestowards social development
in health, education, housing and social
security within the context of macro-
economic stability.

* The relationship between pro-poor
policy and economic growth, mediated
through employment creation.

11.7.4 A new focus on the
microeconomic foundations
of economic policy

A common feature of successful develop-
mental states has been their deep under-
standing of microeconomics. Hitherto, the
prime — usually the sole — focus of policy
interventions has been at the macroeconomic
level. The microeconomics of how markets
work has been ignored. This focus must
change, so that policy interventionsenhance,
rather than hinder, market efficiency. The
challengeisclearly set out inthe 2008 report
of the World Bank’s Commission on Growth
and Development:

‘The growth of GDP may be measured
up in the macroeconomic treetops, but
all the action is in the microeconomic
undergrowth, where new limbs sprout
and dead wood is cleared away. Most

growth-oriented policies and reforms
are designed to foster this micro-
economics of creation and destruction,
and, crucially, to protect people who
are adversely affected by these
dynamics.” (World Bank, 2008: 2)

Markets work best where there is a level
playing field so that all firms are treated
equally, whereentry barriersto the establish-
ment of new businesses are minimal, and
where state-provided infrastructure and state
institutions reduce operating costs and
business risks. By enhancing policy clarity,
predictability and credibility, governmentscan
help reduce businessrisk and thereby foster
investment and job creation.

11.8 ADDITIONAL LESSONS
FOR THE POST-CRISIS
DEVELOPMENTAL STATE

Zimbabwe's experience underscores the
need for a new and different model of
economic development. Defining and
prescribing the boundaries of the develop-
mental state is essentially a political issue
that cannot be set by technical criteria.
However, valuable lessons can be learned
from past experience.

Some protagonists of developmenta state
theory believe that some of the dictates of
the broad ‘ good governance’ agenda stand
in the way of rapid economic and social
progress and that it is enough for emerging
markets to achieve ‘good enough gover-
nance’, defined as ‘the minimal conditions
necessary to alow political and economic
development’ (Grindle, Merilee, 2004.525).

Zimbabwe's experienceisacautionary tale
and a useful corrective to, if not refutation
of, ‘good enough governance’ asadevelop-
ment path. The combination of what donor
agenciesand multilateral lendersat onetime
seemed to believe to be ‘good enough
governance’ and state-led development in
Zimbabwe has degenerated progressively
into the satisfaction of particul arist rather than
broader publicinterests. Whileaccepting that



the broad ‘good governance’ agenda
presentsformidablechallengesto al societies
since it implies an ambitious range of
institutional changesin order to ensure both
sound economic and political development
that need to be prioritized and sequenced,
the danger lies in circumscribing this
aspirational list in order to achieve more
restricted goals. * Good enough’ governance
can easily be gradually whittled down to
‘sufficient’ governancefor all time.

In sum, this second-best approach to
governance hasaready failed in Zimbabwe.
The lesson is that state-led development is
unlikely to succeed without a strong
leadership committed to inclusive growth,
backed by well-managed institutions, an
honest and capable public bureaucracy
working with private enterprise and civil
Soci ety.

Developments since the late 1990s have
inculcated a deep suspicion of the state
within the private sector, both domestically
and internationally. Accordingly, confidence-
building measures, as outlined above, will be
essential. Without inany way minimizing the
crucial role the state will have to play in
creating the appropriate environment for
rapid, sustainable and equitable growth, the
primacy of the private sector as the engine
of growth must be acknowledged. In the
words of the report of the World Bank
Growth Commission (2008:4):

‘ Gover nment is not the proximate cause
of growth. That role fallsto the private
sector, to investment and entrepreneur-
ship responding to price signals and
market forces. But stable, honest, and
effective government is critical in the
long run.’
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Operational Framework

CURRENT SITUATION

A.

Macroeconomic Management

Hyperinflation officially estimated at over 11.2 million percent by mid-2008
Unsustainable budget deficits and unmanageable public sector debt, foreign and domestic
Uncontrolled monetary expansion driven by quasi-fiscal activities

Volatile and unpredictable exchange-rate systems (multiple exchange rates, rapid dollarization and
a collapsing currency)

Pervasive controls in the financial sector
Central bank operating outside its mandate
Politicization of aid flows

Productive Sectors

Diminishing international competitiveness
Lack of secure and predictable property rights
Rapidly-worsening shortage of skills arising from out-migration

Hostile investment climate characterized by excessive, volatile and mutually-conflicting government
interventions and uncertainty over economic empowerment initiatives

Acute shortages of essential inputs, especially fuel, raw materials and intermediate inputs
Uncertain agricultural land rights and land tenure insecurity

Industrial and mining output down 50 percent to 60 percent since 2000 and all sectors operating well
below capacity levels

Production jeopardized and operating costs increased by infrastructural deficiencies, especially
electricity

Business decision-making undermined by volatile, often contradictory, regulatory environment
Inadequate and dilapidated productive infrastructure
Inefficient and subsidy-dependent public enterprises

Poverty

High levels of unemployment and decent work deficits

Growing informalization and deepening dualism in the economy

Serious and rapidly increasing social distress and chronic food insecurity
Limited access to financial services by small-scale borrowers
Fragmented state-dominated labour administration system

Supply-driven education system without a ‘pathways’ approach
Inadequate and dilapidated social infrastructure

Estrangement from traditional development partners and processes

How the State Does Business

Institutional incoherence and inconsistency
Contraction of the revenue base

Concentration of decision-making in the executive
Deteriorating governance indicators
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STRATEGIC OBJECTIVES AND THRUSTS

A) Establish sound macroeconomic management
Strategic Thrusts

v" Achieve price and exchange rate stabilisation

v' Carry out fiscal consolidation and exercise monetary restraint

v' Establish independent and orthodox central bank

v" Improve national management of aid flows based on Paris principles

B) Revive and restructure the productive sectors
Strategic Thrusts

Rebuild competitive markets

Establish clear property rights and land tenure security
Utilize diaspora skills and capital effectively

Implement Doing Business reforms

Ease skills constraint

Improve efficiency of public enterprises

Provide well maintained productive infrastructure

S N N RN

C) Ensure pro-poor growth
Strategic Thrusts

Rapidly improve human development indicators

Transform the dualistic structures in the economy

Strengthen household food security

Develop more demand-driven education and training systems

Promote employment-intensive growth within a decent work framework
Provide well maintained social infrastructure

SN NN SR RN

Engage with international donor community

D) Build a developmental state and good governance
Strategic Thrusts

v" Reform national institutions

v' Expand the revenue base

v' Expand patrticipation in national decision-making

v' Strengthen the rule of law

v' Transform State into a facilitator of private enterprise
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STRATEGIC OBJECTIVE A: ESTABLISHING SOUND MACROECONOMIC MANAGEMENT

Short Term (2009-2010)

Strategic Thrust: Achieve price and exchange rate stabilization

Key Actions Responsibility

» Remove interest rate controls and exchange-rate controls Ministry of Finance/RBZ
» Remove capital controls on private individuals Ministry of Finance/RBZ
» Reduce Statutory Reserve Ratios substantially RBZ

Strategic Thrust: Carry out fiscal consolidation and exercise monetary restraint

Key Actions Responsibility

» Eliminate quasi-fiscal activities Ministry of Finance/RBZ

» Conduct public expenditure review Ministry of Finance/Parliament
» Establish and publish fiscal rules Ministry of Finance/Parliament
» Develop rolling MTEFs Ministry of Finance

» Conduct mid-term budgetary reviews Ministry of Finance

» Introduce budget caps for PEs Ministry of Finance/Parliament
» Establish and publish money supply growth targets Ministry of Finance/RBZ

» Strengthen public financial management, accounting and reporting systems and Ministry of Finance/Parliament

budgetary processes

Strategic Thrust: Establish independent and orthodox central bank

Key Actions Responsibility
» Review RBZ Act 2004 Ministry of Finance/RBZ
» Create Monetary Policy Committee (MPC) RBZ

Strategic Thrust: Improve national management of aid flows based on Paris principles

Key Actions Responsibility

» Undertake an audit of outstanding foreign debt Ministry of Finance/RBZ
» Reach agreement to clear outstanding arrears with BWIs and Paris Club Ministry of Finance

» Carry out debt sustainability analysis Ministry of Finance

» Seek re-classification as IDA only Ministry of Finance

» Undertake audit of public domestic debt Auditor-General/RBZ

» Seek foreign aid to restructure domestic debt Ministry of Finance

» Deepen understanding of key state and non-state actors in management of Ministry of Finance

international aid flows

v

Develop a National Aid Policy framework Ministry of Finance

Medium Term (2011-2015)

Strategic Thrust: Price and exchange rate stabilization

Key Actions Responsibility
» Introduce an inflation targeting regime Ministry of Finance/RBZ
» Review capital controls on corporates Ministry of Finance/RBZ

Strategic Thrust: Improve national management of aid flows based on Paris principles

Key Actions Responsibility

N

» Establish an agency or department for Development Cooperation Ministry of Finance/Ministry of
Foreign Affairs

N

» Develop, jointly with donors, a performance assessment framework (PAF) Aid Coordination Agency
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STRATEGIC OBJECTIVE B: REVIVING AND RESTRUCTURING THE PRODUCTIVE SECTORS

Short Term (2009-2010)

Strategic Thrust: Rebuild competitive markets

Key Actions

Responsibility

» Ensure compliance with the tariff structure in line with commitments to COMESA,
SADC and the World Trade Organisation

Ministry of Finance, ZIMRA,
Ministry of Trade and Industry

» Secure lines of credit for private sector inputs Commercial Banks/RBZ

» Improve smallholders access to credit, inputs and higher-value export commodity Ministry of Agriculture/Producers’
markets through contract farming Associations

» Facilitate restructuring and capitalization of weak banks Ministry of Finance/RBZ
through private sector driven mergers and consolidations

» Remove restrictions to participation of foreign banks Ministry of Finance/Parliament

Strategic Thrust: Establish clear property rights and land tenure security

Key Actions

Responsibility

» Enact legislation to establish a Land Commission, a Land Fund and a Land Tribunal

Parliament

» Carry out a land audit

Land Commission

» Design a land reform programme

Land Commission

Strategic Thrust: Utilize diaspora skills and capital effectively

Key Actions

Responsibility

» Develop and implement a policy framework for return migration

Ministry of Labour /Ministry of
Education

» Review legislation to enable dual citizenship

Ministry of Home Affairs

» Remove restrictions on the operation of MTAs

Ministry of Finance/RBZ

Strategic Thrust: Implement Doing Business reforms

Key Actions

Responsibility

» Develop strategies for key sectors (agriculture, manufacturing, mining and tourism)

Line ministries

»> Establish a private sector think tank

Private sector

» Design SMEs policy framework

Ministry of Industry

Strategic Thrust: Ease skills constraint

Key Actions

Responsibility

» Carry out national manpower survey

Ministry of Labour/CSO

» Facilitate importation of skills

Ministry of Labour

Strategic Thrust: Improve efficiency of public enterprises

Key Actions

Responsibility

» Carry out public review of mandates of existing regulatory authorities

Ministry of Finance/Line ministries

N

» Carry out audit of PEs

Auditor-General/SERA

» Design strategies for privatization/restructuring

Ministry of Finance/SERA

Strategic Thrust: Provide well maintained productive infrastructure

Key Actions

Responsibility

» Restore national power generation capacity and water supply

Ministry of Energy/ZESA/Local
authorities

> Design cost-recovery and maintenance strategies for public infrastructure and
services

Ministry of Finance/Line
ministries




Medium Term (2011-2015)

Strategic Thrust: Rebuild competitive markets

Key Actions

Responsibility

» Review (ongoing) tariff and non-tariff barriers to trade

Ministry of Finance/ZIMRA/
Ministry of Trade

Strategic Thrust: Establish clear property rights and land tenure security

Key Actions

Responsibility

» Implement a sustainable land reform programme, including a transparent settler
selection and farm allocation process

Land Commission and Land
Tribunal

Reorganize settled farms to ensure their economic viability

Land Commission

Rationalize the occupation of farmland based on the land audit

Land Commission

V| v|v

Issue land registration certificates in resettlement areas and title to commercial
farms

Land Commission

» Establish the legal, institutional and regulatory framework for land tenure reform
in the communal areas

Land Commission/Parliament

» Transfer de jure state ownership of the communal land to communities

Parliament

Introduce a land tax on commercial and A2 resettlement farms

v

Land Commission /ZIMRA
Ministry of Finance

Strategic Thrust: Increase efficiency in revenue collection

Key Actions

Responsibility

» Draw up a new fiscal regime for mining

Ministry of Mines/Finance/ZIMRA

Strategic Thrust: Ease skills constraint

Key Actions

Responsibility

N

> Establish a National Training Authority

Ministry of Education

Strategic Thrust: Improve efficiency of public enterprises

Key Actions

Responsibility

» Enact legislation for public enterprise restructuring

Ministry of Finance/Line Ministries

Long Term (2015 onwards)

Strategic Thrust: Establish clear property rights and land tenure security

Key Actions

Responsibility

\

» Adjudicate and demarcate village and ward boundaries in communal areas

Ministry of Local Government/
Land Commission

» Establish common property regimes

Land Commission/AREX

» Demarcate and register smallholders’ residential plots and arable land

Land Commission/Rural
Development Councils

> Issue land registration certificates for residential and arable land in communal areas

Land Commission/Rural
Development Councils

» Introduce a land or unitary tax on smallholders for local administration, land
transfers and rentals

Ministry of Local Government/
ZIMRA

\

Upgrade land registration certificates in communal and resettlement areas to full title

Land Commission

Operational Framework
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STRATEGIC OBJECTIVE C: ENSURING PRO-POOR GROWTH

Short Term (2009-2010)

Strategic Thrust: Rapidly improve human development indicators

Key Actions Responsibility
» Review and update all national human development strategies and action plans Relevant line ministries
» Design and operationalize social safety nets Ministry of Social Welfare/
UN agencies/NGOs
» Update national poverty survey Ministry of Labour/CSO
» Update labour force surveys Ministry of Labour/CSO
> Design an Interim- PRSP Ministry of Finance/Social Welfare

Strategic Thrust: Transform the dualistic structures in the economy

Key Actions Responsibility
> Design policy framework for the informal economy Ministry of Industry
» Create an appropriate regulatory framework for microfinance institutions Ministry of Finance/RBZ

Strategic Thrust: Strengthen household food security

Key Actions Responsibility
» Announce pre-planting prices as a crop production incentive during two

agricultural seasons Ministry of Agriculture
» Rehabilitate AREX infrastructure Ministry of Agriculture

Strategic Thrust: Develop more demand-driven education and training systems

Key Actions Responsibility

» Establish consultation mechanisms between ministries of education and labour Ministries of Education/Labour/
and private sector associations Private sector associations

» Conduct long term national manpower needs projections Ministry of Labour

» Review mandate and operations of ZIMDEF Ministries of Labour/Education

Strategic Thrust: Promote employment-intensive growth within a decent work framework

Key Actions Responsibility

» Rationalise institutional overlap in area of labour market issues Ministry of Labour
» Carry out reviews of laws governing labour administration Ministry of Labour
» Finalize the National Employment Policy Framework Ministry of Labour
> Develop a comprehensive Labour Market Information System Ministry of Labour
» Implement labour-intensive national public works programme Ministry of Labour

Strategic Thrust: Provide well maintained social infrastructure

Key Actions Responsibility
» Carry out social infrastructure needs assessment Ministry of Social Welfare
» Prioritize urgent needs Relevant line ministries

Strategic Thrust: Engage with international donor community

Key Actions Responsibility

» Engage technical assistance to strengthen national poverty analysis capacity Ministries of Finance/Social
Welfare
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Medium Term (2011-2015)

Strategic Thrust: Rapidly improve human development indicators

Key Actions Responsibility
» Design and implement a full- PRSP Ministries of Finance/Social
Welfare

¥

» Review the relative benefits of conditional cash transfers and basic income grants Ministry of Social Welfare

Strategic Thrust: Transform the dualistic structures in the economy

Key Actions Responsibility

» Develop an integrability (active labour market) programme Ministry of Labour

» Enact legislation to promote financial inclusiveness and microfinance institutions Ministry of Finance/Parliament
» Improve credit information infrastructure Private sector

Strategic Thrust: Strengthen household food security

Key Actions Responsibility

» Improve targeting by national relief bodies Ministry of Social Welfare

» Improve operational efficiency of emergency food delivery systems Ministry of Social Welfare/

UN agencies/NGOs

» Reduce grain price volatility through domestic trading and the maintenance of Ministries of Agriculture/Finance
buffer stocks

» Develop a demand-led, farmer-centred agricultural research and extension Ministry of Agriculture/Growers’
programme associations

Strategic Thrust: Develop more demand-driven education and training systems

Key Actions Responsibility
» Design a reform programme for the education and training system Ministry of Education/Private
sector

Strategic Thrust: Promote employment-intensive growth within a decent work framework

Key Actions Responsibility

» Review existing labour administration legislation Ministry of Labour/Trade Unions/
Employers’ organizations

» Operationalise the comprehensive Labour Market Information System Ministry of Labour

» Develop an integrated and decentralized labour administration system Ministry of Labour
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STRATEGIC OBJECTIVE D: BUILDING A DEVELOPMENTAL STATE AND GOOD GOVERNANCE

Short Term (2009-2010)

Strategic Thrust: Reform national institutions

Key Actions Responsibility

» Review civil service pay scales Ministry of Public Service

> Design civil service retention scheme Ministry of Public Service

» Carry out review of inter-ministerial functional overlap Ministry of Public Service

» Design a manpower recovery plan for the public sector Ministry of Public Service

» Build oversight capacity of the Auditor-General Ministry of Finance

» Carry out review of operations of the State Tender Board Ministry of Finance/Parliament
» Create an autonomous Central Statistical Office (CSO) Ministry of Finance

> Design a civil service reform programme Ministry of Public Service

Train key civil servants in results-based management and budgeting

All line ministries

Strategic Thrust: Expand the revenue base

Key Actions Responsibility

» Rationalize the tax structure Ministry of Finance/ZIMRA
» Increase efficiency in revenue collection Ministry of Finance/ZIMRA
» Develop incentive structure for informal enterprises to be registered Ministry of Finance

Strategic Thrust: Expand participation in national decision-making processes

Key Actions

Responsibility

» Review existing state/civil society/private sector consultation mechanisms

Civil society umbrella groups and
private sector organizations/Line
ministries

» Review current status of political, administrative and financial decentralisation
processes

Ministries Local Government/
Finance

Build oversight capacity of parliamentary portfolio committees

Parliament

Build multi-stakeholder oversight mechanisms for national minerals wealth fund

Ministry of Finance/Auditor-
General/Chamber of Mines/INGOs

Strategic Thrust: Strengthen the rule of law

Key Actions

Responsibility

» Review laws restricting media, freedom of association and freedom of speech

Ministry of Justice/Parliament

» Initiate constitutional review process

Ministry of Justice/Parliament

Medium Term (2011-2015)

Strategic Thrust: Reform national institutions

Key Actions

Responsibility

» Implement civil service restructuring

Ministry of Public Service

» Restructure the Investment Centre in consultation with the private sector

Ministry of Finance/CZI|

Strategic Thrust: Expand the revenue base

Key Actions

Responsibility

» Design and implement aid obsolescence strategy

Ministry of Finance/Line ministries
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Strategic Thrust: Transform State into a facilitator of private enterprise

Key Actions Responsibility

» Train key staff in relevant ministries in the microeconomic foundations of Ministries of Finance/Trade and
economic policy and foreign trade issues Industry

» Carry out joint state/private sector growth diagnostics Ministries of Finance/Trade and

Industry/Private sector
associations

» Design and implement international competitiveness strategy Ministry of Trade and Industry/
Private sector
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