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MEMORANDUM OF THE PRESIDENT OF THE
INTERNATIONAL DEVELOPMENT ASSOCIATION

TO THE EXECUTIVE DIRECTORS ON A
COUNTRY ASSISTANCE STRATEGY OF THE WORLD BANK GROUP

FOR THE REPUBLIC OF ZIMBABWE

I. INTRODUCTION

1. Zimbabwe is a young nation with
democratic institutions underpinned by a Box 1: Zimbabwe at a Glance
constitution which provides for an . Per capita income: US$540

independent judiciary, freedom of speech a Population (10.8 million) consists of Shona
and an independent press. Zimbabwe's (71%); Ndebele (16%) and others (11%); 70°%
economy is relatively robust. The country of population live in rural areas.
is drought prone, but in a normal year . One of the most industrialized economies in

Africa: industry accounts for 36% of GDP,
produces a surplus of food and cash crops agriculture 15%

and generates a trade surplus. Poverty is . It exports and imports about US$2.5 billion of
not as widespread as in many other African goods. Main exports, which are growing at

countries, but large disparities in income 15% p.a., are natural resource based (tobacco,
distribution and asset ownership persist gold, mineral products).
and are becoming the major factor in political debate.

2. The country has been in the forefront of policy development in Africa in healtlh
and education, and has a well-educated and reasonably well-paid civil service. Zimbabwe
has been cautious in foreign borrowing, and has never had to default or enter into a debt
rescheduling. The Bank's lending program to Zimbabwe has been moderate in size, and
the relationships sometimes strained, but the Bank has had an important influence on
macro and sector policy development. Almost all Bank projects in Zimbabwe have been
rated as successful.

Historical Setting

3. Zimbabwe became an independent nation in 1980, when the Lancaster House
Agreements with Great Britain brought to an end fifteen years of unilaterally declared
independence (UDI) by the former Government of Rhodesia. The legacy of the newly
independent nation was an economy that was one of the most industrialized in Africa,
with a diversified productive base, well developed infrastructure and a relatively deep
financial sector.

4. However, the ownership of productive assets and incomes were heavily biased in
favor of the white minority. About half of the former white settler population of about
250,000 had left at or before independence, but some 4,800 large-scale commercial farms
remained on the country's most productive lands, while the bulk of the indigenous
population was living in communal areas, many of which were in low potential
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agricultural land. Most medium and large scale industrial, mining and commercial
enterprises were owned by the minority population or foreign interests.

5. Political and economic strategies following independence were constrained by the
destabilization policies being pursued by the apartheid regime in neighboring South
Africa, and the related civil conflicts waging in Mozambique and Angola. Zimbabwe had
to maintain relatively large armed forces, part of which were needed to protect the trade
corridor to the port of Beira in Mozambique. Zimbabwe was one of the leading front line
states forming the Southern African Development Coordination Conference (SADCC)
which, with donor assistance, sought to foster greater independence from South Africa.
Recently renamed SADC, and including the majority ruled South Africa, this is now one
of the more successful regional organizations in Africa (paragraph 24).

Economic and Social Achievements of the 1980s

6. A major objective of the
new Government, and indeed of Box 2: Achievements in Health and Education

the independence struggle, was Zimbabwe's innovative policies in health pioneered many of the

to redress social inequities. For cost-effective community-based health interventions that are
the first decade after today considered examples of best practice. The country invested
independence, the nation made slightly more than average, but achieved better results than
great strides in education and average for similar nations.
health (Box 2). By the end of the Zimbabwe Sub-Saharan
1980s, Zimbabwe stood at the Africa
forefront of the continent in GNP per capita (US$) 680 1995 Latest
terms of overall access to health Life expectancy (years) 56 58 52
services (82 percent) and access Access to health services (%) 71 82 59
for the rural population (80 Infant mortality (per '000) 82 55 92
percent), as well as school |llliteracy(% pop. age 15+) 38 15 51
enrollment. SChild immunization (DPT; %) 32 80 58

School enrollment (%)
Primary 85 119 72

7. Influenced by the Secondary 8 45 24
unsuccessful experience of
neighboring countries, a cautious approach towards asset redistribution was adopted. Per
the Lancaster House Agreement, land acquisition for resettlement during the first decade
broadly followed a willing buyer/willing seller approach, aided by resources made
available by Great Britain. The state also bought shares in a number of private firms
acting as a proxy for the majority population and new parastatals were established to
foster employment growth. However, a sizeable private sector remained.

8. Economic growth was disappointing in the 1980s with GDP growing slower (2.7
percent per annum) than population (3.2 percent per annum). A key reason for the
slowgrowth was the complex array of price, investment, interest rate, foreign exchange
and import controls (mostly inherited from the UDI era) that protected domestic
production, inhibited competition and discouraged investment.
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II. RECENT ECONOMIC AND SOCIAL DEVELOPMENTS

9. In 1990, Zimbabwe decided to embark on an Economic Structural Adjustment
Program (ESAP). Unlike many other African countries, this decision was not forced by
crisis or outside pressure, but came from a recognition that per capita incomes were
declining and that improvements in social welfare since independence could not be
sustained without creating a more rapid and labor absorptive pattern of economic growth.
Support from the IMF and the World Bank was obtained in the form of adjustment credits
and balance of payments support to help cover the transitional costs of implementing the
program over a five-year period.

Economic Reform (ESAP)

10. Implementation of ESAP was undertaken with determination and persistence. By
1996, a substantial degree of structural adjustment had taken place, which has created a
greatly improved business climate for domestic and foreign investors (Box 3). Outward-
oriented sectors such as commercial agriculture and horticulture, tourism and mining
responded well to the new policy environment. Significant restructuring also took place in
the industrial sector. Zimbabwe's labor costs are now very competitive in international
terms.

Box 3: Key Structural Reforms

* The foreign exchange allocation system was dismantled and current account transactions and most
capital account transactions freed from control. The exchange rate is now market determined.

* Virtually all domestic prices were decontrolled and consumer subsidies phased out.
* Domestic marketing of agricultural commodities, most importantly maize, was liberalized and the

marketing boards for meat, dairy and cotton were commercialized and their monopoly powers
ended.

* Government's role in wage setting was reduced and decentralized to allow collective bargaining.
Retrenchment became more flexible and no longer required ministerial approval.

* Investment licensing was abolished for projects under US$40 million. Dividend remittances were
freed from controls for foreign investments made afiter 1980, and repatriation of capital is now
guaranteed for investments made after April 1993.

* Import tariffs were reduced and restructured, and import licensing almost totally eliminated.
* Some 23,000 posts were eliminated from the civil service and a further 12,000 from the military.

In total, non-interest budgetary expenditures were reduced by 7.6 percentage points of GDP.
* The commercialization of state enterprises resulted in transforming a consolidated loss (1.7

percent of GDP in 1993/94) for the twenty largest enterprises into a profit (0.6 percent of GDP) by
1996/97.

11. However, the expected benefits from the structural reforms failed to materialize as
quickly as expected. Initial GDP and employment growth were slow and have only
accelerated since 1995. On average, real GDP and employment both grew by 2 percent
per annum while real wages in manufacturing declined by 35 percent in 1991-96. Two
key causes were drought and persistence of high fiscal deficits. There were two major
droughts in 1991/92 and 1994/95 (the former being the worst in Zimbabwe's living
memory). The Government succeeded in mitigating the effects of the drought through
emergency programs, but the droughts had major fiscal repercussions as taxable revenues
were depressed and expenditures increased.
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12. In addition to the droughts, shortcomings in fiscal and debt management also
contributed to the persistence of large fiscal deficits. Fiscal deficits fluctuated in the range
of 8 to 11 percent of GDP throughout the adjustment period. In line with ESAP targets,
non-interest expenditure had been reduced by 7.6 percentage points of GDP by 1995/96,
but much of this gain was offset by a rise of 4.7 percentage points of GDP in interest
expenditures, caused by the liberalization of financial markets. Budgetary revenues also
declined much more sharply than anticipated (5.8 percentage points of GDP rather than
2.6 percentage points of GDP) following the reduction of tax and tariff rates and the
drought-induced recessions.

13. Delays in the reform of public enterprises also contributed to fiscal problems. The
commercialization of the operations of state enterprises resulted in transforming a
consolidated loss (1.7 percent of GDP in 1993/94) for the twenty largest enterprises into a
profit (0.6 percent of GDP) by 1996/97. Nevertheless, the overall return on parastatal
assets remained well below the rate of interest on public debt. Further efforts to privatize
public enterprises proceeded slowly because of Government's concern to ensure that the
sale of state assets benefit the historically deprived indigenous black population.

Recent Developments

14. Zimbawe's economic outlook improved substantially in 1996 and 1997. The
excellent rains in the last two seasons provided a substantial boost to agricultural
production, which contributed to the expansion of GDP by 8.1 percent in 1996. The
increase in agricultural income is now spreading to the rest of the economy, and industrial
output is recovering. Inflation declined from 26 percent in 1995 to about 19 percent by
March 1997, which allowed real interest rates to decline. Employment growth accelerated
substantially and has averaged 3.5 percent per annum in 1995 and 1996. Current
prospects are for economic growth to proceed at 5-6 percent in 1997 while inflation would
remain below 20 percent.

15. Because of these recent positive developments, a new feeling of optimism is
visible in Zimbabwe. The restructuring of the state sector has moved forward (paragraph
31) and efforts to reduce the fiscal deficit have been strengthened. In late 1996, an
unexpectedly large wage increase, that had been granted in the wake of widespread strikes
in the civil service, threatened to worsen the fiscal deficit by 2.5 percentage points of
GDP. To bring the fiscal deficit back on track, the Government launched a major tax
collection effort in early 1997, and budgetary expenditures were kept on target through the
stop-payment measures introduced in 1996. As a result of these policy measures and
strong economic growth, the fiscal deficit may decline from the 11.2 percent recorded in
1995/96 to a level close to 10.1 percent of GDP, which was viewed as a prerequisite for an
IMF ESAF program during the consultations that took place in late 1996.
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The Controversy over Adjustment Box 4: Civil Society's Views

16. Adjustment programs in Africa have Areas of Concern
been controversial, but Zimbabwe's ESAP . Employment loss through retrenchment
program has generated particularly heated exceeding employment gains
debate among local and international NGOs. * Real wages declining

* Deteriorating services in health and education
What was not sufficiently appreciated at the * Slow development of indigenous private sector
time, however, was the extent to which * Benefits skewed in favour of business sector
ESAP was a package deal, whose success * Poor are no better off
depended on the major elements being I
implemented simultaneously. While key aspects of the program such as the first stage of
trade liberalization were implemented faster than planned, the expected benefits failed to
materialize as expected because of the difficulties encountered in reducing the fiscal
deficit. Liberalization of the financial sector, coupled with the tight monetary policy,
caused real interest rates to rise. As a result of large government borrowing, interest rates
remained high in real terms which slowed down the supply response and led to increased
budgetary interest expenditures, which in turn crowded out social expenditures. Attempts
to shield vulnerable groups from high inflation, retrenchment and unemployment were put
in place, but they proved inadequate. The poor were hard hit by the 1992 drought when
many lost their livestock and other assets, and became increasingly welfare dependent.
The rising incidence of AIDS has also put increasing pressure on the health system and is
contributing to a decline in some health indicators.

17. The growing inadequacy of the economic and social data, also led to conflicting
assessment of ESAP. For example, the recent rapid growth of agricultural and mineral
exports and tourism suggests that in at least some areas there was a strong supply
response. But, this is not reflected in the labor statistics. Similarly, depending on which
poverty data are used, one can either conclude that Zimbabwe's poverty is widespread or
that it affects only a quarter of the population (Attachment 1). This inconsistency stems
primarily from weaknesses in the national accounts.I Not surprisingly, the lack of
consistency among indicators has fueled much of the controversy concerning Zimbabwe's
adjustment and it has prevented the formation of a common frarnework to evaluate recent
developments.

18. However, the debate is now becoming more constructive. More open dialogue is
taking place among all interested parties, which is helping to create a broader consensus
on future policies and reforms. The Bank's Structural Adjustment Participatory Review
Initiative (SAPRI) which is to be launched shortly with the joint participation of NGOs
and the Government, will also ensure that a wide range of viewpoints are obtained in
evaluating the first phase of reforms and in formulating the next phase.

Due to recent structural changes, GDP may be underestimated by 30-50 percent. If this is confirmed
by the on-going revision of national accounts, the 1991-96 growth rate may turn out to be much
higher. Revised estimates of GDP are expected to be available by June-July 1997.
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Poverty and Recent Social Developments

19. Poverty in Zimbabwe is mainly rural (Attachment 1). Some 81 percent of the
poor live in communal and resettlement areas where seasonal droughts and long dry spells
are common. Poverty in Zimbabwe is linked to structural factors. The majority of
smallholders do not have sufficient access to reliable water and good quality land. Land
markets are inflexible, which constrains economic growth and leads to population pressure
in ecologically fragile areas. In some areas, food security is a chronic problem because
the existing levels of production are threatened by the environmental fragility of the
natural resource base and the unsustainability of farming practices. Population growth has
declined from 3.2 percent in the 1980s to 2.8 percent in the early 1990s, but still remains a
contributing factor to rural poverty.

20. Poverty is not as prevalent as in many other Sub-Saharan countries, but it is likely
to have increased in 1990-95 (Attachment 1). This period has seen two opposing
developments. The 1992 and 1995 droughts reduced agricultural incomes and assets
substantially, rendering most of the rural poor periodically food insecure and dependent
upon relief programs. In addition, urban real wages declined substantially, lowering
remittances and living standards. Other developments alleviated, but were not strong
enough to overcome, the impact of these trends. These included: (i) increased
employment opportunities for the poor resulting from the relaxation of constraints on the
informal sector and the expansion of exports (such as horticultural products); and (ii) the
liberalization of agricultural marketing, has benefited consumers by making low-cost
maize meal far more widely available. Also beneficial has been the growth of eco-tourism
projects, which are creating new opportunities for the population living close to the
wildlife reserves.

21. Social Developments. Zimbabwe's achievements in health and education have
come under threat in recent years from the pressure of declining per capita income,
droughts, fiscal constraints on the provision of social services and the rising incidence of
AIDS.2 While real expenditures in health and education declined, the Government
increased the relative share of health and education in budgetary expenditures (excluding
interest payments) from 31 percent in 1990/91 to 35 percent in 1996/97. In addition, the
reduction in budgetary expenditures took the form mainly of a decline in real wages, and
the number of teachers and health workers changed little. Hence, the Government has
generally managed to maintain service coverage but quality has deteriorated
(Attachment 1).

22. Already the worsening of acute malnutrition and under-five mortality rate can be
attributed to AIDS. With infection rates currently at 30 percent of the sexually active
population and growing, AIDS alone could drive child mortality back to pre-independence
levels and life expectancy could further decline sharply, following a decline already from

2 Budgetary expenditures for health and education declined from 1990/91 to 1992/93 and increased
afterwards in real terms. However, by 1996/97 budgetary expenditures of the Ministries of Health and
Education were still 10 percent and 3 percent lower in real terms, respectively, than those in 1990/91.
Those of the Ministry of Higher Education actually increased by 49 percent in real terms.
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63 in 1988 to 58 in 1995. All sectors of the economy will be affected by AIDS and need
to play their part in combating the spread of the disease.

External Environment

23. Being landlocked and largely dependent on natural resources for exports,
Zimbabwe is heavily influenced by climatic outcomes and relationships with neighbors.
Though exports are more diversified than is the case for many other countries in Africa, a
few primary products still comprise large shares of total exports (tobacco and gold each
constitute about 15 - 20 percent). Recent encouraging developments have been the
increase in foreign and domestic investment in export-oriented sectors such as in platinum
mining (with projected exports of over US$200 million per annum), tourism and
horticulture, thus diversifying the export base.

24. Zimbabwe is a member of the Southern Africa Development Community (SADC)
and is participating in the Cross-Border Initiative (CBI), which is co-sponsored by the
Bank together with the IMF, EU and AfDB. In the context of the CBI, Zimbabwe is
committed to implement tariff reforms to promote regional integration and accelerate the
integration of the country into the global economy.3 Following political changes in South
Africa, a growing proportion of Zimbabwe's imports are now coming from South Africa.
However, trade is becoming increasingly imbalanced. Access to the South African market
is very important for exports such as clothing, textiles, agricultural commodities and
processed food, but these exports are currently subject to high tariff barriers. Some
progress has been made recently in on-going bilateral trade negotiations. In addition, the
SADC countries have agreed to establish a free trade arrangement over the next eight
years. SADC members are also cooperating in rehabilitating and diversifying transport
routes for the landlocked countries and sharing energy resources through the Southern
Africa Power Pool.

III. ZIMBABWE'S DEVELOPMENT STRATEGY AND POLICY ACTIONS

National Vision: Growth with Equity

25. While the economy is more competitive than it was five years ago, and the
environment is much more conducive to investment, the Government recognizes that
further economic and social reforms are needed. These considerations have led the
Government to prepare ZIMPREST ("Zimbabwe Program for Economic and Social
Transformation") through an on-going process of consultations with civil society. Further
consultations with civil society are planned in May to August with the intention of
presenting the final version to Cabinet by September 1997.

26. Six main themes underlie ZIMPREST: (i) macroeconomic stability must be
maintained; (ii) growth needs to accelerate to around 7-8 percent in non-drought years.

The tariff changes announced in February 1997 (e.g., zero rate on capital goods, 15-30 percent on
inputs and 40-85 percent on finished goods) reduce the number of rates from 30 to about 20, but also
provide added protection for a selected group of domestic manufacturing activities.
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giving rise to an average GDP growth of 5 percent; (iii) Government should become a
facilitator of private initiative; (iv) the economy's outward orientation needs to be
maintained, because rapid growth requires outward looking trade and investment policies,
particularly for a country like Zimbabwe, which has a small domestic market;
(v) economic empowerment of local communities is required for the sustainable
alleviation of poverty, supported by appropriate investment in health, education and
infrastructure services; and (vi) indigenisation to be successful must focus primarily on
enterprise development.

Fiscal Policies for Growth and Equity

27. Fiscal management is at the heart of the Government's strategy for growth and
poverty reduction. The objective is to reduce the fiscal deficit while reversing the real
decline in budgetary expenditures on health and education. So far, this challenge has not
been met as the servicing of government domestic debt has absorbed a large and growing
proportion of government revenues. As a percentage of GDP, budgetary interest
payments rose from 5.8 percent in 1990/91 to 10.5 percent in 1995/96, squeezing other
budgetary expenditures.

28. The increase in interest rates has also shifted the allocation of savings towards
financial investments and away from investment in productive sectors.4 Achieving and
sustaining a reversal of these trends will allow for a faster supply response coming not
only from the export-oriented sector, but also from the indigenous sector that largely
serves the domestic market. Because most of the income of the poor comes from labor
income, there is a strong link between fiscal deficit reduction and poverty reduction.

29. The Government's fiscal strategy comprises the following elements, which are in
line with the recommendations of the recently completed Fiscal Management Review in
which the Bank collaborated. First, tax revenues are to be restored. At the start of ESAP,
budgetary revenues were about 35% of GDP, but in 1995/96 they amounted to only 28.5
percent of GDP. Government plans to increase revenues by a combination of sharply
improved collection of taxes (to bring all potential taxpayers within the tax net), increased
cost recovery for publicly supplied goods and services, and a widening of the tax base.
Technical assistance is being mobilized to strengthen the tax administration and transform
it into a National Revenue Authority. This would be accompanied by the introduction of a
VAT system.

30. Second, the Government intends to restructure the civil service. Unlike the
slimming of the civil service that took place under ESAP, the envisaged reduction in the
number of civil servants is to be carried out as part of a systematic restructuring of
government functions. Government's plans include defining the core functions of
ministries, subcontracting several government services, and decentralizing some services
in education, health care and agriculture to local governments. Control of budgetary

Interest rates on loans reached 15-18% in real terms in 1993-95, but declined to about 13% in early
1997. High interest rates were identified as the principal constraint on growth by firm-level surveys
(Regional Program on Enterprise Development, Zimbabwe Country Background Paper, 1993).
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expenditures would be strengthened through improving planning, budgeting and
accounting systems.

31. Third, an active management of the state's assets and liabilities would be
implemented to reduce the domestic debt service burden. Budgetary interest payments
are the second largest expenditure after wages, mostly on domestic debt (41 percent of
GDP). The Government's strategy for reducing its debt is to privatize state enterprises
and sell government holdings of publicly listed firms. In total, about Z$4 billion (6
percent of the 1996 GDP) could be mobilized by Government over the next three years.
Several companies are now being offered for sale. These include ZISCO (Zimbabwe Iron
and Steel Company), the Cold Storage Company, the Cotton Company of Zimbabwe
(COTCO), and the Dairy Board Zimbabwe Limited (DZL). The Government has
announced its intention to involve the private sector in the next additions to power
generating capacity and negotiations are under way on a joint venture arrangement with a
Malaysian company. Provided proceeds from asset sales are used to reduce the stock of
domestic debt, budgetary interest payments would fall substantially, which would allow
the Government to increase resources for the social sectors while lowering the overall
fiscal deficit. Government also plans to strengthen its domestic debt management
capacity, which it expects would lead to reduced cost of borrowing.

Rural Development and Empowerment of Local Communities

32. Improving Equity. The Government's objective is to shift from the provision of
welfare transfers to people in poor communities --which it found ineffective-- to an
approach which empowers the communities to participate in their own development. A
key element of the new approach is to build the capacity of local communities in rural
areas to identify and implement projects at the village level.

33. The development of rural areas is to be achieved by: (i) improving the access of
smallholders to water resources and better quality land; (ii) stimulating smallholder
agriculture inter alia by accelerating the commercialization of smallholder agriculture,
enhancing linkages with private agribusinesses, and improving rural infrastructure; and
(iii) developing an environmentally sustainable system of farming in semi-arid areas.
Improvements in natural resource management, especially at the local levels, will be
essential for reducing poverty and rendering sustainable growth which is feasible in
agriculture, tourism, wildlife management and the development of national parks (many of
which are in the semi-arid areas where the agricultural potential is limited).

34. Drought-proofing the economy is essential for reducing the variability of the
country's growth and its impact on poor households in rural areas. Reducing drought
vulnerability will require better management of water resources, more appropriate crop
choice and agronomic practices, and expansion of those sectors such as tourism, export
manufacturing and mining activities which are less sensitive to drought. The Government
is initiating a program of water sector reform to achieve more efficient use of water, which
includes the creation of a National Water Authority. Better planning and management of
public finances are also planned to make provision for the droughts that will undoubtedly
recur.
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35. Land Policies remain a subject of considerable internal controversy. In September
1996, the GOZ released a Policy Paper on Land Redistribution and Resettlement. The
implied Government objectives would be to decongest selected overpopulated and
resource degraded communal areas and increase the participation of indigenous farmers in
commercial agriculture. As in the past, the Government would acquire land on either a
willing seller-willing buyer basis, or through designation with compensation, and
administer the resettlement programs. Learning from the shortcomings of past efforts, the
resettled farmers would be provided with long-term leases (rather than just production
permits) and would be provided with training and technical and financial support. The
Government has indicated its commitment to accelerate the land reform process and to
allocate more budgetary resources to this, but support from donor organizations will be
required if any significant resettlement program is to be undertaken.

Stimulating Private Sector Development

36. After a lengthy period of inward looking, protected development, unlocking the
full potential of the private sector will require completion of fundamental changes initiated
under ESAP that were aimed at stimulating export growth, reducing the economic role of
the public sector and achieving greater integration in what is still a very dualistic structure
in industry and agriculture. This will mean not only improving the incentive framework
and strengthening support institutions, but also creating new mechanisms for
public/private consultation and partnership in policy refinement, in infrastructure
provision and in expanding indigenous participation in the economy.

37. Continuing the process of tariff reduction will be necessary to spur international
competitiveness and comply with agreements to move towards free trade in the SADC
sub-region. However, this will need to be coordinated with Zimbabwe's trading partners
and with steps to stabilize the economy and lower interest rates so that firms can support
the necessary investments to rationalize product lines and raise productivity. These are
also being supported by export facilitation programs, such as the Export Processing Zones.

38. Provision of efficient and cost-effective infrastructure will be vital to sustain
private sector growth. Given the fiscal constraints, Government is now promoting
increased private sector participation in future infrastructure provision and establishing the
adequate regulatory framework. Access to telecommunication services has been a major
constraint, which is now being addressed through licensing of private cellular services.
Power supply has been more reliable, but partnership with the private sector is being
pursued to help meet the high costs of providing for future demand growth, including the
costs of expanding access in rural growth points. Internationally competitive road, rail
and air transport services are particularly important for a landlocked exporter and are
promising areas for private sector participation. AFRETAIR, the air freight parastatal, and
AIR ZIMBABWE are being commercialized, with private participation being sought at a
later date. A new rail link between Bulawayo and Victoria Falls is being constructed by a
private company on a Build-Operate-Transfer basis.

39. Expanding indigenous participation in the formal economy is an important
objective of Government's development strategy. It is recognized that this is a sensitive
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area that needs to be handled cautiously to avoid negative repercussions on domestic and
foreign investment. Developments in neighboring South Africa, which has similar
concerns, are being followed with interest. Government has stated that it will not pursue
this goal through expropriation but rather by encouraging greater indigenous participation
in development. Thus, new foreign investors are being encouraged to form partnerships
with indigenous entrepreneurs, large firms are being encouraged to link up with small
firms and to hive off non-core businesses, and support mechanisms for small and medium
scale enterprises are being strengthened, including through the Bank-financed Enterprise
Development Project (FY96). Nevertheless, there is a real fear that the envisaged sale of
state assets will be mainly acquired by the white minority or foreign entrepreneurs. To
ensure that privatization benefits the historically-deprived indigenous majority, the
Government is creating a National Investment Trust, which is to buy shares in privatized
public enterprises and hold them in trust for Zimbabwe's indigenous population. Work is
also in progress on the establishment of a semi-autonomous Indigenisation and
Privatization Agency to speed up the process of indigenisation and privatization.

40. In all of the above areas, it is recognized that the establishment of better
mechanisms for consultation and constructive partnership between Government and
the private sector is vital. The trade unions are also important partners in this process.
Various options, including the South African National Economic Development and
Labour Council (NEDLAC), are currently being studied to create an appropriate
consultative forum.

Human Resource Development

41. Government strategy places strong emphasis on the continued development of
human capital to enable the population to contribute to and take advantages of new
opportunities for growth. The approach being followed in education and health is to
undertake fundamental reappraisals of the efficiency with which resources are being used
in relation to the priority outcomes desired, including burden sharing between the state,
patients and students and the private sector. This work was initiated as part of the Fiscal
Management Review, but is now to be pursued in greater depth. A Presidential
Commission is being formed to carry out a comprehensive review of primary, secondary
and tertiary education in a consultative process with civil society. A general review of the
country's health system is also being planned, and to facilitate the process, a Health
Review Commission is to be established. In both sectors, priority is being given to
maintaining adequate standards of primary education and basic health care for the rural
population.

IV. BANK GROUP'S COUNTRY ASSISTANCE STRATEGY

42. During the 1980s the Zimbabwean authorities adopted a cautious approach in their
relationship with the Bank. As a newly independent nation, the Government was anxious
to lead its own development and not to be overly influenced by the views and perceived
biases of the Bank and other donors. In addition, it wished to avoid building up too much
external debt on relatively expensive IBRD terms and sought to finance long term social
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sector investments with domestic resources or with highly concessional external
financing.

43. The Bank's perception of Zimbabwe was different. The country was viewed as
one of the most potentially dynamic economies in Africa. It had a diversified production
base, sound economic infrastructure and a manageable external debt problem, which left
Government with greater choice over its future economic course. The Government's
commitment to addressing social inequities while ensuring national reconciliation raised
great hope that the required policy changes for growth and poverty reduction would be
quickly implemented and supported by strong Bank lending.

44. As a result of these different expectations, the Bank's lending relationship with
Zimbabwe has gone through cycles of heavy involvement with a large lending program
followed by periods of low lending. The Government's concern was that the Bank was
trying to force the pace of policy reform in some sectors to the point where the country's
ownership was becoming compromised. From the Bank's point of view, the slow pace of
reform resulted in lengthy processes of project preparation and last minute policy
reversals, leading to increased frustration.

Implementation Experience with Previous CAS

45. The last CAS for Zimbabwe was presented to the Board in January 1994. With the
adoption of the ESAP program in 1991 and Zimbabwe's renewed IDA eligibility in 1992,
interest in Bank financing had increased. Seven operations had been approved in FYs 91-
93, including two adjustment operations. The CAS was therefore aimed at providing
support to those elements that had been identified as critical for the sustainability of the
adjustment effort, namely: (i) the recovery of economic growth and private sector
development; and (ii) an accelerated movement towards equity and poverty alleviation.
The CAS was underpinned by a relatively large program of Bank assistance in the form of
project lending (ten projects over five years in the base case) and substantial economic
work.

46. Achievements. The results of the 1994 CAS were mixed. Difficulties surfaced,
which resulted in several operations being put on hold or dropped at an advanced stage in
the project cycle. In total, two projects were approved by the Board in FYs 94-96.
Nevertheless, substantial policy reform was carried out as a result of the sector work done
under project preparation. For example, most of the policy reforms in agriculture
originated from the sector work carried out for the preparation of an agricultural project.
While the project was not finalized, the reforms gave a strong dynamism to the
agricultural sector. Substantial policy changes were also achieved through
macroeconomic policy dialogue (see paragraph 10).
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47. What worked well. Technical Box 5: Elements of a Fruitful Partnership
advice provided in the form of short, The example of the Rural District Councils

policy notes has been quite fruitful. The * A national vision: The recently created Rural
Bank's assistance has also worked well District Councils (RDCs) brought together two

when the Government's program has separate system of local govemnments.
been designed following an extensive * Extensive consultation: Amalgamation of the new

process of internal consultation and RDCs has been a slow and highly consultative
process, drawing cautiously on the experiences of

consensus building. Such a process neighboring countries.
allowed the Bank to process quickly the . Bank/donors/Government partnership: the process

Rural District Councils (RDC) Pilot has remained very much Zimbabwean, while
Capital Development Project. IDF grants receiving significant and well coordinated support
have also proven to be a flexible from a range of donors (including ODA, SIDA and
instrument for delivering timely support the Netherlands.)

i u fdp * Results: quick preparation. The RDC Pilot Capital
to the implementation of the country's Development Project was prepared and negotiated

reform program. Examples include the in nine months.

IDF grants for Agricultural Marketing
Reforms (1994) and for the organization of a National Conference on Indigenisation in
November 1996.

48. Lessons learned. To a considerable extent, the slippages encountered in project
preparation reflected differences in the time schedule of the Government and the Bank.
Quite often the preparation of projects took longer than expected by the Bank because of
the need to carry out extensive analyses and reach internal consensus on the required
policy changes. In most cases, the policy changes required for proceeding with the project
were eventually implemented by the Government. These misunderstandings could be
avoided by ensuring that the requirements for a fruitful partnership are in place (Box 5).
This would argue for extensive consultations and consensus building, underpinned by
needed analyses, making use, as appropriate, of small pilot projects or nonlending
services.

Portfolio Performance and Management

49. Since 1980, the Bank has approved 28 operations in Zimbabwe for a total of
US$ 1,409.6 million equivalent. Of this amount US$896.2 was on IBRD terms and
US$513.4 were IDA credits. Investment projects accounted for 80 percent of the total
while 20 percent was to support the Economic Structural Adjustment Program.

50. Performance of the Bank/IDA portfolio has been generally good. As of end-FY96
the portfolio consisted of one adjustment operation (SAC II) accounting for US$125
million and eight investment projects amounting to US$419 million. The investment
portfolio included one agriculture project; one forestry project; one urban development
project; two infrastructure projects (Railways and Power); two health projects; and the
Enterprise Development project. The development objectives ratings for all projects were
satisfactory. The Implementation Progress (IP) ratings for the investment portfolio also
retained their FY95 satisfactory status. However, the IP rating for SACII was downgraded
to unsatisfactory in FY96. All the conditions for tranche release had been met a year
earlier with the exception of two specific conditions, namely: satisfactory macroeconomic



14

framework and agreement on a satisfactory plan for restructuring ZISCO. However, with
the recent step of offering ZISCO for privatization, this latter condition may be met. The
status of the macroeconomic framework would be reviewed during the forthcoming
May/June joint Bank/IMF mission at which time the mission would have access to the
proposed budget for FY97/98.

51. The disbursement ratio in FY96 was 18.9 percent. The following projects have
experienced delays: SACII (as explained above); the Family Health project (as a result of
the need to scale down the initial design for health facilities, no funds were disbursed
during the first 18 months of the project; but, after resolving these problems, the project is
on schedule for 100 percent disbursement by the closing date of December 31, 1997); and
Urban II (affected by early delays as urban councils satisfied criteria for participation as
well as low Bank disbursement percentages for expenditures on civil works. Raising the
disbursement percentage and/or cancellation of some remaining funds is being reviewed
by Government and the Bank.) By contrast, the undisbursed balance remaining under
Railways II reflects a positive decision by Government not to invest in equipment that was
not needed in view of the slower growth in the demand for railways service.

52. The existing portfolio is an important instrument for the implementation of the
CAS. Bank supervision activities have been strengthened to carry out substantial sector
dialogue and support the government's effort to restructure public enterprises. For
example, the recent restructuring of Railways II would support the revitalization of the
railways sector through retiring of uneconomical assets, retrenchment of staff and
adoption of a more aggressive marketing approach. Generic issues affecting project
implementation have included: (i) procurement difficulties stemming from staff turnover
in implementation agencies; cumbersome local procurement procedures; and lack of
clarity among implementing agencies as to Bank procedures; (ii) counterpart funding
constraints; and (iii) slow or incomplete preparation of reimbursement documentation,
especially when agencies have access to up-front budgetary financing. In response to
these difficulties, the Bank has increased disbursement and procurement training in
Zimbabwe. A local procurement assistant was appointed in 1994, and the role of the
Resident Mission in project disbursement, procurement and supervision has increased. A
CPPR was held in 1996 and an action plan for portfolio strengthening agreed. A CPPR is
planned for FY98.

Towards an Effective Assistance Strategy

53. Zimbabwe's country assistance strategy draws heavily on the lessons learned from
the implementation of the previous CAS (paragraphs 46-48) and the process of Annual
Consultations, begun in 1995, through which the Bank has sought to develop clear
understandings with the core economic and sector ministries on the priorities for Bank
assistance and means to improve the effectiveness of our cooperation on new and ongoing
projects. These meetings have benefited from a series of stakeholder consultations at
which the views of a wide cross section of civil society have been sought on the key issues
facing Zimbabwe and on the Bank's program and effectiveness. In more recent project
preparation and economic work, Bank staff have taken care to use collaborative
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approaches that ensure local Box 6: CAS Consultations with Civil Society 1996
ownership and not to try to force and 1997
the pace or dominate the process. Key Areas of Desired Action

* Reduce unemployment rate
54. Wider consultations, . Increase investment and improve industrial policies

including a visit by the Regional * Expand/improve infrastructure, particularly in rural areas
Vice President in mid-1996, have . Create enabling environment for small enterprises
helped demonstrate that the Bank is .Improve drought preparedness and management of water
an institution with a human face Reduce fiscal deficit

* Reduce poverty
with a real concern for the welfare . Strengthen health and education services

of the poor. This has translated into . Implement land reform
increased demand for advice from . Establish more effective consultation mechanisms

the Bank on a wide range of policy between government and private sector

and institutional issues, as well as How the Bank Can Perform Better
for financing and its embedded * Continue process of enhanced consultation with civil
technical assistance. society

* Tailor recommendations to Zimbabwe reality
5. The Bank's assistanice* Foster more debate on major development issues
55. The Bank's assistance .Caact buidin
strategy now aims to provide

selective support to Zimbabwe's development goals and priorities set out in the previous
section. The Bank's assistance would focus on those areas where the Government of
Zimbabwe considers that Bank support can be used most effectively and efficiently. Key
features of the assistance strategy would be as follows:

* Increased emphasis would be given to non-lending services, including
increased advisory support, workshops and seminars designed to give
Zimbabwean policy-makers access to cross-country knowledge (in
cooperation with EDI, FIAS and MIGA where appropriate), shorter focused
studies rather than broad-based economic and sector work, and continued use
of IDF grants to address specific capacity building needs.

* Greater use of pilot operations and adaptable project designs would be made
in those cases where major policy or institutional reforms are being
undertaken.

* In sectors such as health, education and agriculture, the Bank would work
closely with other donors to support government-led efforts to formulate
integrated sector wide strategies and, if appropriate, integrated sector
investment programs.

* Every effort would be made to ensure that the various lending and non-
lending components of the CAS are coordinated and mutually supportive in
dealing with cross-cutting issues such as AIDS, rural development, capacity
building and the reform of central and local government.

* The role of the field office in advisory services, portfolio supervision, and
overall donor liaison would be strengthened.

56. Key elements of the CAS strategy are summarized in Attachment 2. The first and
most important focus of the CAS strategy would be to assist Government to complete the
macroeconomic reform agenda spelled out in its ZIMPREST document. This means



16

supporting efforts to reduce the fiscal deficit to sustainable levels by restoring tax
revenues, restructuring budgetary expenditures towards the social sectors, streamlining the
civil service and better managing public assets and liabilities. Achieving sustained higher
economic growth with improved equity is a related objective. These goals will be pursued
through: (i) the creation of a consistent data base to evaluate the outcomes of the reform
program and to build consensus among various stakeholders on future policies; (ii) srmaL
focused macroeconomic policy notes (inflation, poverty, tax reform, trade liberalization
and internal debt); and (iii) technical assistance and advisory support for improving public
sector management (national accounts, monitoring and evaluation of economic reform, the
new Revenue Authority, budgeting and control of public expenditure, tax mobilization,
and privatization of public enterprises). This support would be provided through selected
IDF grants and direct advisory assistance culminating into a Public Sector Reform
Capacity Building Project (FY99). Assuming that recent improvements in fiscal
management continue and that agreement with the Bank and IMF is reached on a medium
term fiscal and macroeconomic framework, further Bank support for the economic reform
program could be provided through a resumption of adjustment lending.

57. The second element of the CAS strategy would be to help achieve wider
participation in the benefits of economic reform and reduce poverty by supporting
Zimbabwe's efforts in rural development and natural resource management. This will
involve several inter-related components. The first component would assist Government's
program to decentralize and empower local communities by strengthening the capacity of
local government bodies, delegating decision-making powers and providing capital
resources to relieve constraints in local infrastructure and services. This process is being
initiated through the RDC Pilot Capital Development Project (FY97). If the pilot project
is successful, it would be followed by a more comprehensive Local Government
Development Project (FY00), which would also cover urban neighborhoods. A related
Community Action Project (FY99) would empower rural communities to develop their
capabilities to set priorities and implement community level development activities. This
project would also aim at increasing the participation of women in economic
development.

58. The next component would aim to enhance the participation of small farmers in
growth. This implies expanding linkages between smallholders and agribusiness,
strengthening smallholder cultural and post harvest management capabilities, and
enhancing access to land and water resources. These goals would be pursued through a
mix of focused sectoral studies, advisory support and lending activities. The Bank would
continue to provide support for studies on land taxation options. Bank assistance would
be provided in cooperation with other donors, most likely in the context of the pilot
Agricultural Services and Management Project (FY98) and the successor Agricultural
Sector Investment Program (FY00) and related preparation activities.

59. Over the longer term, the greatest potential for broad-based land reform probably
lies in a market-assisted process, combining a land tax, private farm sub-division, and a
government/donor-funded pool of grant and loan funds for smallholder purchases or leases
of land. However, such a market-assisted approach is being handled very cautiously until
programs currently being implemented in South Africa and several Latin American
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countries demonstrate a level of Box 7: Poverty Reduction and CAS Links
success and provide counter Main Characteristics of Poverty:
evidence to the concerns of . About 90% of the poor are in rural areas

Zimbabwean policy-makers about . The poor are dependent on labor employment and
the possible inequalizing effects of remittances (about 60% of income)

land markets. . Their land is environmentally fragile.
Bank's Strategy to Support Poverty Alleviation

60. The other major component Objective is to assist Government:
is directed at reducing the . Reduce the fiscal deficit, because it will stimulate output

vulnerability of agricultural and employment and increase remittances to rural areas
* Increase the participation of smaliholders in agricultural

production to drought and ensurnng growth from 15 to 30%
that economic development in rural . Integrate environmental management into economic

areas is environmentally sound. development
The main instruments for this . Improve targeting of poverty reduction programs

purpose would be: (a) technical * Empower local communities to implement projects
assistance for the developmtent of a . Strengthen human resource development (health and

national environmental action plan education)
(NEAP); (b) joint Government/Bank/Donors studies of the development options for arid
regions; and (c) lending aimed at promoting appropriate cultural practices (including
minimum tillage) and cropping patterns, rebuilding of livestock herds and development of
drought survival strategies, and enhancing the management of wildlife, forestry and other
natural resources. Key operations would be: ongoing agriculture sector and forestry
projects, the new agriculture sector operations mentioned in the previous paragraph, and
the National Parks Rehabilitation and Management Project (FY98), which would seek to
ensure that the infrastructure of parks and related eco-tourism resources are sustainably
managed to the benefit of neighboring rural communities. Improvement in the availability
and management of water resources in rural areas will be provided through the Rural
District Councils and Local Government Development projects mentioned above and
through a possible water sector operation currently under discussion.

61. The third focus of the CAS is on Private Sector Development. Achieving
Zimbabwe's strategy of private sector-led economic growth depends on continuing efforts
to improve the business climate and incentive framework and on developing public/
private partnership in the provision of efficient and cost-effective infrastructure and in
addressing equity concerns. Bank support in addressing the first of these concerns has
been outlined above in the section on fiscal and economic management. Financial sector
issues related to ensuring improved access to credit on the part of the indigenous
enterprises and strengthening supervision of financial institutions would be addressed
through supervision of the Enterprise Development Project and economic work. Advisory
support for the establishment of more effective mechanisms for consultation between
Government, the private sector and representatives of labor would continue to be
provided. Technical advice on the restructuring of the railways and power sectors to
facilitate private sector participation in their future development would be provided in the
context of on-going Bank projects in these two sectors, with the possibility of follow-up
on projects, if Bank involvement is necessary, for example, to facilitate private sector
entry through guarantee or other risk reduction mechanisms. The Bank would support the
establishment of a regulatory framework for the liberalized telecommunications sector
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through an IDF grant or possibly a small project. Rehabilitation and maintenance of main
roads and upgrading of the rural road network, including the establishment of a dedicated
Road Fund, would be supported through the Road Rehabilitation Project (FY00).
Indigenization strategy formulation is being supported through an on-going IDF grant.

62. The fourth focus of the CAS --the development of human capital-- would be
supported through lending and sector work, backed up by increased attention to social
sector issues in the macro dialogue and close cooperation with other donors. The
Community Action Project (FY99) will support improved quality and coverage of social
services by investing in small projects in these sectors identified as priorities by poorer
communities (see also paragraph 57). The Health Sector Investment Project (FY99) is
being prepared as an integrated sector project by a government/donor team. It will be the
successor to the on-going Family Health II and Sexually Transmitted Infections Projects
and will focus on efficiency of resource use and financial management in the health sector,
prudent decentralization of health services and strengthening the battle against AIDS.
There is now agreement that AIDS prevention and the social consequences of AIDS need
to be addressed in all sectors and that AIDS concerns should be considered as relevant in
the preparation of all projects that the Bank is intending to support. As an important non-
lending activity, the Bank will aim to make up to date information on AIDS activities and
progress in other countries available to Zimbabwe through Internet access to the Bank's
network, possibly using an IDF grant. The Bank, together with other donors will provide
technical support to the work of a Presidential Commission that will be undertaking a
comprehensive review of the education sector focusing on quality, financial sustainability
and relevance to labor market and entrepreneurship needs.

63. Capacity-building concerns will underlie the manner in which Bank will work
with Government and other beneficiaries and stakeholders in implementing its assistance
strategy. Widespread consultation and participatory approaches will be used extensively
during project preparation and in monitoring and review. Despite the relatively high
educational level within its civil service, Zimbabwe recognizes the need to develop its
experience and capabilities in many areas. The Minister of Finance has recently requested
the Bank to support a National Capacity Assessment covering both the public and private
sectors.

64. The Bank's assistance strategy is consistent with the Government's own
development objectives. However, differences could arise concerning the pace and
method of implementation of the envisaged reforms as they have before (paragraphs 42-
48). The use of sector dialogue, pilot projects, and the procedures for consultations and
partnerships are designed to minimize these differences and ensure that project preparation
is well advanced and a widespread consensus exists before proceeding with the appraisal
of large projects.

Macroeconomic Prospects

65. Base Case. The implementation of the reform program should enable Zimbabwe
to grow at 4.8 percent on average during the 1997-2000 period (including the impact of
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recurrenit droughts)) lUnderlying the projected growth of GDP is an increasc in
investment from 18 percent of GDP in 1995 to 23 percent by 2000. Giveni Zimbabw&s
traditional savings rate of 20-22 percent of GDP. most of the investment would be
Financed domestically provided the Government fiscal deficit is reduced bv about FIve
percentage points of GDP by 1999/2000.

66. Debt Sustainabilitv. Zimbabwe has a manageable external debt position. Its
external debt is projected to decline from 59 percent of GDP in 1996 to 52 percenit by
2000. Due to the rapid growth of exports. debt service payments are projected to declille
fiom 1 9.5 percent of exports of goods and services in 1996 to 12.9 percent in 2000. wIhile
debt service to the Bank would remain below 3 percent of exports during the same period.
Because of its prudent debt management policy, Zimbabwe has reasonable. thougl
limited, access to international capital markets.

67. The Governmenit's domestic debt would decline below 40 percent of C.DP by
1999/00 as a result of reduced borrowing requirements and declining interest payments.
The fiscal deficit would fall from 11 percent of GDP in 1995/96 to 6.1 percent of GDP
by 1999/00 due to increased budgetarv revenues (1.5 percentage points of GDP): and
reductioni of budgetary expenditures (3.5 percentage poinits of GDP) onl account ot the
reduction in interest payments (2.9 percent of GDP) and restructuring of' government
FLnctions (0.6 percent of GDP). Interest pavments would decline as a result of:
(i) reduced borrowing needs; (ii) the sale of about Z$1 billion per year of public assets
over the next three years: (iii) improved domestic debt management to reduce the cost oF
treasury bill financing; and (iv) substitution of low cost concessional external finanlcilln
for highi cost domestic borrowing.

68. High Growth. With prudent macroeconomic maniagemiient and substantial
acceleration of the pace of sectoral retorm, the resulting increase in the productivity of
land and capital could boost economic growth to 6 percent per anuml.T11 rhe policies
underlying the increased growth would consist of: (i) accelerated restructuring ot
government funlctions that would allow for a more rapid rate of investment in humall
resources: (ii) increased involvement of private firms in the provision of public services.
whose expansion would permit domestic enterprises to become more coimlpetitive
internationally; and (iii) accelerated land reform that would allow for increased eFFicielncy
in the use of Zimbabwe's substantial natural resources.

Lending Scenarios

69. The reduction of the fiscal deficit is the most crucial policy chanige rot Zibihabke
because of its centrality for growth and poverty reduction (paragraphs 27-298). It is also
the main renmaininig policy target of ESAP. It is for these reasons that the three-jear hase
leiidiig case depends oni budgetary improvements. At a minimu,n. the budget lor

Due to the exceilent rain the last twvo seasons. the country's darns have been suflicientltv repleniishied to
cushiioni the impact of a drought in 1998 --if it occurs. For illustrative purposes. droughts are assumlied
to occur every three vyears. starting in 1999. During these drought years. (iDP x%ould croND oD)ll\ 1 5
percenit.
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1997/98. which will be announiced in July 1997. would need to aim for a reduction in the
deficit (before grants and excluding the proceeds of privatization) equivalent to two
percentage points of GDP compared to the actual deficit recorded in 1995/6 of 11.2
percent of GDP. Such a reduction would be consistent with medium-term fiscal
sustainabilitv. Under this scenario, lending would amount to US$90 million per year. all
on IDA terms, with the possibility, if requested, of additional guarantee arrangements to
support private participation in infrastructure. Should the improvements in fiscal
performance indicated above not materialize, the Bank's assistance program would revert
to the low case with Bank assistance amounting to US$40-50 million per year in IDA
terms, focused on rural and social sector development and capacity building.

70. 'I'he three year high lending scenario would amount to US$100 million on IDA
terms and US$40 million on IBRD terms per year. again with possible additional
guarantees. The triggers would include: (i) continued progress towards medium-term
fiscal sustainability (as in the base case scenario): and (ii) accelerated structural changes at
the sectoral level. The latter would be measured by: (a) establishment of effective
mechanisms for Government/Labour/Private Sector consultation: (b) continued progress
with privatization, involving actual sale of shares; and (c) significant improvements in the
pace of project preparation and in reaching consensus on sectoral policy reforms. Under
this scenario, lending may include a resumption of adjustment lending. which could help
Government to accelerate fiscal adjustment by providing additional low cost resources to
the budget and to address in a more comprehensive fashion the social costs associated
with accelerated parastatal and civil service reform. This scenario would also imply a
more dynamic supply response and increased public and private investment in supporting
infiastructure and productive sector expansion.

Performance Indicators

71. The achievement of CAS objectives will be monitored according to three criteria:
(i) macroeconomic variables, namely the evolution of the fiscal deficit: (ii) performance
indicators by task (presented in the Country Assistance Strategy Matrix in Attachment 2);
and (iii) indicators of portfolio performance.

Assistance Coordination

72. IFC, FIAS and MIGA Activities. Zimbabwe's expanding private sector
activities are ideally suited to partnerships with the IFC. IFC therefore has an important
role to play in further developing private investment in Zimbabwe. Its exposure, over
US$76 million, represents one of the Corporation's largest portfolios in Africa. IFC is
involved in projects covering a wide range of industrial sectors including mining (US$8
million) and the financial sector (US$20 million) as well as through the Africa Enterprise
Funld Program (US$8 million). IFC intends to promote private sector activities by: (i)
helping to enhance export generating activities; (ii) assisting corporate restructuring and
modernizations; (iii) assisting Government at the policy/regulatory level. starting with
legislationi on unit trusts and the stock exchange; and (iv) promoting small to medium
scale projects through the Africa Enterprise Fund Program (AEF).
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73. FIAS has assisted the Government to improve the policy environmiiienlt for ftoreignl
and domestic investment through analytical studies and through managing an IDF ,grant to
strengthen the Zimbabwe Investment Center. Further assistance will focus on
administrative and regulatorv constraints to investment, including those affecting private
participation in infrastructure provision. Technical assistance to attract foreigni direct
investmeint has also been provided through the Inxvestmenit Marketing Services Departmiienlt
of MIGA. These services include capacity building, information disseminlatioll through
electronic media, and direct support for investment promotion. Guarantees for foreign
investment are also provided by MIGA. Three applications for investmiielnts in
infrastructure are under consideration.

74. IMF. As a result of unsatisfactory macroeconomic perf'ormance. the ESAF and
EFF programs were left to expire in 1 995 w-ithout a third year. However, efforts to
establish a new IMF program are being developed in the context of joint missions and
complementary technical assistance missions with the Bank. As a result of' a series of'
preparatory missions' a new approach conducive to supporting the country's owIn str-ategy
has emerged. Progress has been made on preparing a medium-term macroeconiomic
framework. Provided agreement is reached with Government during forthcomllillnu
missions. an IMF program could be in place bv late 1997.

75. Bilateral and Multilateral Donors and NGOs. Zimbabwe has a large number- ot
development partners with active programs. The most important multilateral donors. in
addition to the World Bank and the IMF are the European Union, the UJN system and the
African Development Bank. Among the bilaterals. the United Kingdom, Japan. Germ-laniy.
the Netherlands. the Nordic countries. the United States and Canada have been among thle
more active. but many others. including France and several Asian countries. have close
relationis with Zimbabwe and are expanding their development cooperation. Most donor-s
are providing aid on grant or highly concessional terms. The l,NDP and Imlost tIN
agencies are well-represented in Harare. which for many is a sub-regional headquarters.
Traditionally, Government has preferred to deal individually with donors on their bilateral
programs, but has supported increasing donor coordination at the sectoral level, where UN
agencies play an important role. and in the context of support for the adjustment program.
where the Bank and IMF have been the principal coordinators. Local and interniationial
NGOs are very well-represented in Zimbabwe and. in total. their resource flows are a
significant componenit of development aid. A variety of coordinationi mechanismlis have
been established within the NGO sector. of which the Poverty Forum. wlich the Banlk and
UANDP helped establish. is becoming increasingly important.

Risks

76. A number of risk factors could influenice the ultimate success of the CAS
implementation. First, uncertailnties at the political level could slo%N down the retolmll
process. Tlese include the complex political issue of indigenisationl wlichi has sloeCd
down the process of privatization, and, if implemented in a noni-tranisparent mannier. could
deter interested investors. Second. the Government might not be successful in loxNCerinl
the fiscal deficit as rapidly' as planned because of continued civil service acitation t'OI
increases in real wages. Third. the economyiv mighlt be hit by another severe drought bet'or
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it has made much progress in reducing drought vulnerability. This would retard fiscal
deficit reduction and arrest economic expansion. Fourth, the complex issue of land reform
could adversely affect growth if not addressed through transparent policies. Fifth, failure
to deal effectively with the economic and social consequences of the increased rate of
AIDS morbidity and mortality, could have a negative impact on the output and the
efficiency of the productive sectors.

77. These risks are an integral part of Zimbabwe's country assistance strategy.
However, both ZIMPREST, and the Bank's forthcoming Structural Adjustment
Participatory Review Initiative (SAPRI) are aimed at ensuring that the major stakeholders
are involved in the design of the reform program. The flexibility and selectivity built in
the CAS should also ensure continued Government's ownership of the program and
provide the foundation for a sustained partnership.

V. AGENDA FOR BOARD DISCUSSION

78. The Bank's relationship towards Zimbabwe has undergone successive cycles. We
now see the possibility of a firmer relationship resting on a more selective and flexible
country assistance strategy that recognizes the need for the CAS to be owned and driven
by the Government, and implemented in partnership with other donors and the private
sector. We would welcome the Board's views on these developments.

79. The following issues are suggested for Board discussion:

* Is the proposed assistance strategy appropriate? In particular, will the
proposed strategy address the previous systemic issues that affected adversely
the relationship with Government?

* Are the risks facing implementation of the proposed CAS acceptable?

James D. Wolfensohn
President

by Gautam Kaji
VJice President, AFR

Washington, D.C.
May 1, 1997
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ATTACHMENT I

POVERTY, HUMAN DEVELOPMENT AND GENDER ISSUES

1. Poverty

Estimates of poverty prevalence obtained from various poverty assessments cannot be
compared across time due to differences in data collection and serious methodological
flaws.6 However, it is possible to make robust inferences about the patterns and
characteristics associated with poverty. The common conclusions are that:

* Poverty is not as prevalent as in many other Sub-Saharan countries. Most of the poor
(81%) live areas in semi-arid communal and resettlement areas where there has been
virtually no growth since the mid-1980s (see Table).

* The poor depend to a large extent on income from off-farm sources. both through
direct employment and remittances. Zimbabwe is different from other countries
because it has a developed manufacturing and service base, and a large commercial
farm sector which give access to income from sources outside the households' own
farm. Sources other than crop sales (but including wage employment from
agriculture) accounted for 60% of the cash income of the average rural household in
1995.

POVERTY PREVALENCE (%) 1991

Prevalence of Percentage of Poor
Poverty Households by Category2/

Rural 31 88
Communal Areas 33 76
Large scale commercial farms 16 6
Resettlement Areas 41 5

Urban 10 12

Total 25 100

Source: "Understanding Poverty and Human Resources in Zimbabwe: Changes in the
1 990s and Directions for the Future", Discussion Paper, December 1996)

Note: 1/ Number of poor households in the category divided by the number of
households in the category
2/ Number of poor households divided by the total number of poor households

A poverty rate of 62 percent of households or 74 percent of population is quoted in the 1 996 Poverty
Assessment Survey. However, the Poverty Assessment Survey contains serious methodological
shortcomings that affect the validity of the poverty estimate.
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Recent Evolution of Social Indicators

Education and health indicators provide mixed signals about the outcomes in the
sectors since 1990. However, the fact that health and education services have been
maintained despite budgetary restrictions is a substantial achievement.

Education Indicators
* The rates of transition from primary to secondary school stayed constant
* The rates of completion of secondary school increased somewhat
* Passes at "O" levels increased between 1991 and 1994

Health indicators

* Life expectancy decreased from 63 in 1988 to 58 in 1995
Mortality rates

* Infant mortality rate was unchanged (53 per 1,000 live births)
* Under five mortality rate rose from 75 in 1988 to 77 per 1,000 in 1994 (probably on

account of AIDS)
Nutritional status of children:

* Wasting (weight for age malnutrition) rose between 1988 and 1994 from 1.3 percent to
5 percent of the population under the age of three. HIV/AIDS is a major factor, as the
disease is associated with severe wasting.

* Stunting (height for age malnutrition) declined to 21 percent as compared to 30
percent in 1988, which amounts to major progress. This is in part a tribute to the
Government's active nutrition efforts over the past decade.
Utilization of health services

* Proportion of births in facilities and attended births remained at 70 percent
* Proportion of women receiving antenatal care increased from 91 to 94 percent
* Immunization of children remained constant at around 80 percent

2. Gender Issues and Action Plan

Education in Zimbabwe is remarkably equitable by international standards. The
literacy rate for women in Zimbabwe is almost 90 percent that of men, whereas on average
across Sub-Saharan Africa, women's rates are only two-thirds those of men. There are
few gender differences concerning primary education. For the whole population, 49
percent of males and 52 percent of females had completed primary education in 1995.
Some 70 percent of girls went to secondary education versus 68 percent for boys. For the
poor households 25 percent of females completed secondary education compared to 37
percent of males. However, for all subjects and type of schools, girls' indicators improved
more rapidly than boys' indicators between 1988 and 1994.

Income differences concerning poverty are also far lower than in other parts of the
continent. Due to the significant presence of remittances as a source of income, female-
headed households in rural areas are less likely to be poor than male-headed households.
Gender imbalances continue to be critical in certain areas, however. The areas below
suggest that the best way to help women in Zimbabwe is to take actions most likely to
reduce poverty overall and to assist the economy to grow. The three priority areas are:
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1. AIDS: Zimbabwe has one of the world's worst rates of AIDS infection,
with probably more than 30 percent of the sexually active population infected, and with
infection rates of more than 20 percent among girls as young as 15 in urban areas. AIDS
is now the leading cause of death among infants aged 1-4 in Harare and possibly also in
the general population. This crisis particularly affects women. The Bank is supporting
the Ministry of Health directly through the Sexually Transmitted Infections Project and
the Family Health Project. Technical assistance is provided through these projects for
reproductive health information and services targeted at women to enhance awareness,
access, testing, prevention, treatment and counseling for both sexually-transmitted
diseases and HIV/AIDS.

2. Opportunities to Generate Income: Zimbabwe has done a commendable
job at improving the population's access to basic health and education services, but has
had far less success providing them with opportunities to earn incomes. Stagnation of
employment opportunities in urban areas has a relatively greater impact on female-headed
households in rural areas which rely on remittance incomes for a significant proportion of
their overall household incomes. In addition, the content of extension services (focused
on cash crops) is more appropriate to male farmers as female farmers tend to favor
subsistence over cash crops.

The on-going Enterprise Development Project aims to help enterprises respond to
the new policy framework and thus generate employment. The Bank is assisting the
government to prepare a Community Action Project which will build the capacity of
poorer rural communities, and especially women within these communities, to implement
small economic and social infrastructure projects which can assist them to take advantage
of existing and potential economic opportunities. As part of its extended poverty
assessment, the Bank is also supervising a number of studies financed through the ODA,
Dutch and Danish Trust Funds for Poverty Assessments and Norwegian Trust Fund for
Poverty Monitoring, which will collect and analyze primary as well as secondary
information to examine the impact of reforms on the livelihoods of poor women and men.

3. Access to Land: Land is extremely unequally distributed in Zimbabwe. This
particularly affects women, who de facto head 40 percent of rural households. Unclear
procedures for inheritance are a particular problem for women who often lose rights to
their former land if their husband dies or if they divorce. The planned agriculture project
would provide assistance for land reform, while the planned Community Action Project
would support community-driven initiatives to improve land and prevent or mitigate the
effects of drought. One of the areas to be addressed in the proposed studies is analysis of
the Government's Land Tenure Commission Report, a key component of which is to
clarify women's land rights.
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Zimbabwe: Country Assistance Strategy Matrix 26

Developmentt Objectives/lIssues Diagniosis Strategy/Actions Progress Inistruments
Benchinark IBRD/IDA IFC/FIAS

MIGA

Primary Development Objective is to raise per capita income and reduce poverty

L. Growth with Incomplete Fiscal Reform Improve fiscal performance
Macroeconomic Stabilization
Objective is to increase GDP * Fiscal deficit (11 % of GDP in * Mobilize tax revenues (reduce exemptions, * Reduce fiscal - PFP (1997)
growth rate from 2% p.a. to 4- 1996/97) inconsistent with increase tax base and reform tax system) deficit by 2% in - Policy Notes
5% p.a. which is essential for growth and poverty target * Reform planning, budgeting and 1997/98
poverty reduction. * High fiscal deficit due to monitoring of budgetary expenditures * Create Tax - Capacity

declining budgetary * Restructure functions of Government as Authority Building
revenues, high interest part of civil service reform (1997/98) and Project
payments (10.5% of GDP) introduce VAT
and slow restructuring of (1998/99)
government functions

Achieve manageable debt service burden
Domestic government * Develop debt management strategy * Domestic debt to - PFP (1997)
borrowing too large (9% of * Replace high-cost domestic borrowing by decline below - Technical
GDP) low-cost external borrowing on 40% of GDP by assistance

concessional terms 1998/99
* Sell state enterprises and use proceeds to

reduce stock of domestic debt

Private sector development
Stimulate private sector growth * Private sector still dominated Develop/adopt policy on indigenous * Increase in - Policy Financing for
and participation of indigenous by white population participation in privatization process number of advice (on- indigenous
community in that growth indigenous going IDF) enterprises

enterprises
Foster more competitive financial sector

Supply response constrained by * Lack of access to credit by * Reduce government borrowing (see below) * Decline in real - Supervision - Advice on
high real interest rates small and indigenous firms * Create level playing field between banks interest rates of Enterprise creation of

due to high real interest rates and other financial institutions * Growth of Development environment
and lending spreads. manufacturing Project to attract

Need for greater competition in * Fragmented mobilization of output (6%) - Technical foreign
commercial banking financial savings assistance investment

and ESW - Investment in
Fin. Inst.

* Banking system weaknesses * Develop capacity of Reserve Bank to * Adopt revised
and large interest spreads supervise banks and other financial Banlking Act

institutions
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Development Diagnosis Strategy/Actions Progress Benchmark Instruments
Objectives/lIssues IBRD/IDA IFC/FIAS/

MIGA

Redefine role of Private sector development Improve infrastructure services Advise on
Government and limited by infrastructure framework for
parastatals deficiencies private

investment in
infrastructure

(a) Roads
* Issue is maintenance and * Improve institutional arrangement * New financing Road Sector

efficient use of network * Continue with transport deregulation; mechanisms (Road Credit (FY2000)
deregulate passenger transport (draft Maintenance Fund)
law approved by Cabinet)

(b) Airtransport
* High cost of airfreight * Eliminate monopoly of Afretair

* Implement recent decision to privatize * Privatization completed
Air Zimbabwe

(c) Energy
* Resource constraint; * Open up to private sector participation * Implement regulatory Supervision of

significant additional capacity * Adjust tariff rates framework for private Power Project
needed sector involvement Possible Bank

* Conclude arrangements guarantees
for private participation in
generation

* Adjust tariff rates
(d) Telecommunications

* Needs resources to modernize * Following decision to allow for private * Commercialization of Technical
sector and reduce cost of sector participation in cellular phones, PTC (operations under assistance (IDF)
business establish regulatory agency Company Act)

* PTC to be restructured as a holding * Establishment of
company with four subsidiaries regulatory framework

(e) Railways
* Restructured railways could * Restructure NRZ (including provision * Eliminate financial losses Supervision of

save US$100 million, two- for staff retrenchment) of NRZ (US$20 million in Second Railway
thirds of which accruing to * Separate NRZ's operating and 1996) by 1999 Project
Zimbabwe infrastructure assets

* Private participation in management of
infrastructure and operations
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Development Diagnosis Strategy/Actions Progress Benclhmark Instruments
Objectives/lssues IBRD/IDA IFC/FIAS/

MIGA

Reform Public Sector Management
Delays in implementing * Government capacity adversely * Rebuild institutional capacity * Wage policy
structural reforms affected following 1991-95 * Restore financial incentives for key civil consistent with

retrenchment servants macroeconomic
stabilization and
wage decompression

* Overlapping government * Rationalize functions and retrench staff * Smaller government
functions size

* Inadequate data base for policy * Revise National Accounts and * New sets of National - TA (capacity
analysis strengthen Central Statistical Office Accounts (mid-1997) building

* Enhanced CSO project)
capacity

* Low productivity of state * Accelerate the transformation into * Commercialization of - On-going IDF Advise on
resources (rate of return on commercially-oriented enterprises nine largest state for Unit Trust
capital of state enterprises * Develop strategy for indigenisation (i.e. enterprises (i.e. to indigenization Act to
below opportunity cost of participation of domestic entrepreneurs operate under support
funds) in privatization) Company Act or be privatization

privatized) by 1999
11 Rural Development and
Natural Resource
Management
Need to accelerate * Dualistic agricultural sector Increase participation of smallholders in
agricultural growth (from (4,800 large scale commercial agricultural growth (from 15% to 30%
1.5% to 3-4% p.a.) farms and one million within five years)

smallholders)
70% of population lives in * Until recently, lack of coherent * Prioritize agricultural support services * Core functions of -Agricultural
rural areas, but agriculture agricultural strategy for smallholders in the poorer agro- public agricultural Services and
accounts for only 15% of * Core agricultural services have ecological regions focusing on services strengthened Management
GDP deteriorated seriously due to household food security and sustainable and put on a Project

budget constraints agriculture financially (FY98)
sustainable track

* Implement policies for more efficient * Transparent and cost - Technical
land market and better use of high effective land reform assistance for
potential land land reform

* Expand smallholder-agribusiness * Smaliholder's share - ESW Investment
linkages in the better agro-ecological in agricultural growth (smallholder in agri-
areas rises from 15 to 30% linkages) business
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Development Diagnosis Strategy/Actions Progress Inistruments
Objectives/lssues Benchmark IBRD/IDA IFC/FIAS

Reduce vulnerability of economy to
drought

Low and highly variable * Promote non-traditional drought tolerant * Strategy for - Agricultural
agricultural growth crops; improve livestock management; improved food Services and

* Drought relief mode rather raise commercialization of small grains security in semi- Management
than drought preparedness * Develop sustainable investment in arid and arid areas Project (ASMP)
and management irrigation (FY98)

* High environment risk of * Assess feasibility of introducing a system - ESW
farming in semi-arid areas for drought insurance

Integrate environmental management
into economic development

High risks to environmental * Vicious cycle between * Improve natural resource management * Draft bill - Supervision of
sustainability poverty and environmental and develop sustainable, low risk (environment) Forestry Project
Most of the rural poor are in degradation farming in the low potential areas. presented to - ASMP (FY98)
semi-arid areas. But the * Lack of prioritization and * Assess economic impact of proposed Parliament in - TA
existing farminig systems are focus of agricultural services environmental law reform 1998 (environmental
unsustainable given the on agricultural development * Revise water policy * NEAP completed law reform)
fragility of the resource (expenditures were for post- * Improve management of national parks - National Park
base. drought-relief; coverage of Project (FY98)

state enterprise losses; - ESW (Dev.
subsidies) Options for

Dryland Areas)
- Possible water
project

III. Social Development * Improve targeting of poverty
and Poverty Reduction reduction programs
Poverty relatively low * Weak local analytical * Analyze poverty changes between 1991 * Report on - ESW/Trust
(25%). Probably worsened capacity for poverty analysis and 1996 using recent household surveys comparison of funds (FY97-
in 1991-95 * Establish cost-effective system for changes in 99)

poverty monitoring on regular basis poverty profile
* Lack of consensus on causes * Assess linkages between macroeconomic * Preparation of - ESW (FY98)

of increased poverty policy and poverty 1995-96 poverty
* Develop methodology for geographically profile - SAPRI

targeting resources to poorer districts (FY97/98)
* Carry out debate with NGO and civil (Bank/NGO

society initiative)
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Development Diagniosis Strategy/Actions Progress Benchmark Instruments
Objectives/lIssues IBRD/IDA IFC/FIAS/

MICA
Improve Development of Rural Areas

Increase income of rural * Previous system of income * Increase the participation of the poor in * New financing - Rural District
poor transfers ineffective local development & resource allocation mechanisms for small Council Project

decision projects for poor (FY97)
* Strengthen the capability of Rural communities - Community

Districts Councils to sustainably manage * Decentralization Action Project
economic and social development policy in place (1998) (FY99)

* Increase investments in small - Local Gvt.
social/economic services identified by Project (FY00)
communities in poorer areas

Vicious cycles between * Develop an environmentally-sustainable
poverty and environmental farming system (see above)
degradation

Most of the poor (90%) Limited agricultural potential * Improve the access of small farmers to * Implement transparent - IDF grant for
live in semi-arid and arid of arid and semi-arid areas water and better quahity land land reforn land reforn
areas * Increase off-farm employment (see * Revised Water Act

below)

Develop employment
Importance of off-farm * Cut fiscal deficit to reduce interest rates * Employment growth On-going Investment
employment for reducing to promote development of private sector at least equal to labor Enterprise in labor
rural poverty (see above) force growth Development intensive

* Promote private sector activities Project industries

Increase efficiency of public expenditures
on human resource development
(a) Health

Previous achievements in * Current allocations (US$6 * Reallocate resources for preventive * Restoration of health - On-going
health are being eroded per capita) cover only 2/3 services and grants to local authorities, spending to 2.5% of Family Health
by declining budgetary of complete basic health missions and NGOs (which provide over GDP and increased Project
resources and new package 70% of beds in rural areas) public funding for - Policy dialogue
challenges (AIDS) * Pursue cost recovery from higher-level primary health care and Health

facilities and insured patients from US$6 to US$9 Project (FY99)
* Rationalize investment program, and per capita

ensure that all new facilities have
sustainable budgets for operations and
maintenance
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Development Diagnosis Strategy/Actions Progress Benchmark Instruments
Objectives/lIssues IBRD IFC

Develop an intensified strategy for dealing
with AIDS

* AIDS has become a major * Carry out thorough investigation of * Reverse recent increase - On-going health
cause of morbidity and AIDS situation: identify gaps in in infant mortality rate projects and Health
mortality (HIV prevalence response, best practices and lessons (from 49 in 1988 to 54), Project (FY99)
rate is as high as 32% learned mainly due to AIDS Address AIDS issue
among pregnant women) * Accelerate behavior change through * Reduction in HIV/AIDS in projects in all

partnership with NGOs and others estimated incidence sectors

(b) Education
High investment in * Imbalances in intra-sector * Improve cost-effectiveness and quality of * Lower drop-out rates - ESW
education (twice as high allocation (primary, education * Better exam performance - Technical
as GDP share of East secondary and tertiary * Develop more relevant curriculum * Improved employment assistance
Asian countries), but not education) and between * Mobilize resources from private sector prospects for graduates
meeting needs of labor salary and materials for
market teaching

* Low completion rates
(20%) at secondary level

Development of partnerships
Improved relations and * Government inadequately * Support establishment of Public/Private * Establishment of - Technical
consultations processes consulted with society on Consultative mechanism Public/Private Forum assistance
between Government and objectives and modalities of * Bank to strengthen mechanism with civil * Improved perception of - More frequent
Civil Society reforms. Bank also society Bank locally and consultation with

considered enhanced stakeholders
uncommunicative Bank/Zimbabwe

initiative program
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Data as of: 4/21/97

Zimbabwe - Selected Indicators of
Bank Portfolio Performance and Management

Indicator FY94 FY95 FY96 FY97

Portfolio Performance
Number of projects under implementation 15.00 10.00 9.00 9.00
Average implementation period (years)a 4.52 4.18 4.42 5.42
Percent of problem projects rated U or HUb

(for past years, rated 3 or 4)
Development objectivesc 0.00 0.00 0.00 0.00
Implementation progress (or overall 0.00 0.00 11. 11 11.11

status for past years)d
Canceled during FY in US$m 6.53 0.00 35.69 0.00
Disbursement ratio (%)e 22.28 14.34 18.90 13.87
Disbursement lag (%)f 19.80 33.40 39.42 40.19
Memorandum item: % completed projects 0.00 0.00 0.00 0.00

rated unsatisfactory by OED

Portfolio Management
Supervision resources (total US$ thousands) 783.55 1029.40 586.06 400.94
Average supervision (US$ thousands/project) 52.24 102.94 65.12 44.55
Supervision resources by location (in %)

Percent headquarters 0.00 0.00 62.09 63.12
Percent resident mission 0.00 0.00 37.91 36.88

Supervision resources by rating category
(US$ thousands/project)

Projects rated HS or S 52.24 102.94 73.11 49.99
Projects rated U or HU 0.00 0.00 1.22 1.03

Memorandum item: date of last/next CPPR
a. Average age of projects in the Bank's country portfolio.
b. Rating scale: "HS' denotes "Highly Satisfactory", "S" denotes "Satisfactory", "U" denotes "Unsatisfactory", and "HU"

denotes "Highly Unsatisfactory".
c. Extent to vhich the project will meet its development objectives (see OD 13.05, Annex D2, Preparation of

Implenmentation Sumniary/ [Form 590])
d. Assessment of overall performance of the project based on the ratings given to individual aspects of project implementationl

(e.g., management, availability of ftmds. compliance with legal covenants) and to development objectives (see OD 13.05,

Annex D2, Preparation of lmplenmentation Summarv [Form 590]) . The overall status is not given a better rating than that

given to project development objectives.
e. Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the beginning of the year

investment projects only.
f. For all projects comprising the Bank's country portfolio, the percentage difference between actual cumulative disbursemilents

and the cumulative disbursement estimates as given in the "Original SAR/PR Forecast" or. if the loan amounts have been
modified, in the "Revised Forecast." The country portfolio disbursement lag is effectively the veighted average of

disbursement lags for projects comprising the Bank's country portfolio. vwiere the weights used are the respective project

shares in the total cumulative disbursement estimates.

Note:
Disbursement data is updated at the end of the first week of the month.

Supervision resources include Salaries. Benefits, and Travel for all sources of funds but excludes FAO staff and PCR task

costs.
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Zimbabwe - Bank Group Fact Sheet FY 1997-2000
IBRD/IDA Lending Program, FY 1994-2000

Past Current Planneda
Category FY94 FY95 FY96 FY97 FY98 FY99 FY00

Commitments (US$m) 90.0 0.0 70.0 12.3 60.0 95.0 115.0

Sector (%)b

Agriculture 0.0 0.0 0.0 0.0 50.0 0.0 34.8

Electric Pwr & Engy. 100.0 0.0 0.0 0.0 0.0 0.0 0.0
Environment 0.0 0.0 0.0 0.0 50.0 0.0 0.0

Finance 0.0 0.0 100.0 0.0 0.0 0.0 0.0
Popultn, Hlth & Nutn 0.0 0.0 0.0 0.0 0.0 78.3 7.7

Public Sector Mgmt. 0.0 0.0 0.0 0.0 0.0 21.7 0.0

Tranlsportation 0.0 0.0 0.0 0.0 0.0 0.0 34.8

Urban Development 0.0 0.0 0.0 100.0 0.0 0.0 30.4

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Lending instrument (%)
Adjustment loansc
Specific investment loans 100.0 0.0 100.0 100.0 100.0 100.0 100.0
and others

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Disbursements (US$m)
Adjustment loansC 74.8 11.0 0.0 30.0 30.0 0.0 0.0

Specific investment loans 76.4 51.8 56.4 87.0 82.0 83.0 90.0

and others

Repayments (US$m) 39.0 45.1 47.4 34.2 48.9 50.0 41.9

Interest (US$m) 43.4 47.6 46.7 34.8 43.7 43.4 32.7

a. Ranges that reflect the base-case (i.e., most likely) scenario. For IDA countries, planned commitments are not presented by FY but as a
three-year-total range: the figures are shown in brackets. A footnote indicates if the pattern of IDA lending has unusual characteristics
(e.g., a high degree of frontloading, backloading. or lumpiness). For blend countries, planned IBRD and IDA commitments are presented
for each year as a combined total.

b. For future lending, rounded to nearest 0 or 5%. To convey the thrust of country strategy more clearly. staff may aggregate sectors.
c. Structural adjustment loans, sector adjustment loans, and debt service reduction loans.

Note:
Disbursement data is updated at the end of the first week of the month
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Zimbabwe - Summary of Economic and Sector Work
(US$ Thousands)

Actual Planned
Category FY96 FY97 FY98 FY99 FY00

Agriculture 16.7 1.1 x x
Environment 78.9 0.1 x x x
Finance 3.3 0.0
Multisector 360.9 171.9 x x x
Popultn, Hlth & Nutn 0.4 12.1 x x
Social Sector 122.1 64.6 x x x
Unidentified 86.6 13.7
Water Supply & Santn 17.7 0.0

Total 686.6 263.5 0.0 0.0 0.0
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Zimbabwe Page 1 of 2
Most Same regionlincome group Next

Latest single year recent . Sub- higher
Unit of estimate Saharan Low- income

Indicator measure 1970-75 1980-85 1989-94 Africa income groaUp

Priority Poverty Indicators
POVERTY
Upper poverty line local curr. .. 400
Headcount index % of pop. .. .. 26

Lower poverty line local curr. .. .. 242
Htadcount index % of pop. .. .. 8

GNP per capita USS 590 620 490 500 390 1,670

SHORT TERM INCOME INDICATORS
Unskilled urban wages local curr. . -. ..

Unskilled rural wages
Rural terms of trade

Consumer price index 1987=100 24 78 389
Lower income ' .. 78 177 .. .

Food' a -
Urban
Rural .. 77 184

SOCIAL INDICATORS
Public expenditure on basic social services % of GDP .. .. .. .. ..
Gross enrollment ratios
Primary %schoolagepop. 73 135 119 71 105 104
Male 79 140 123 77 112 105
Female 67 131 114 64 98 101

Mortaity
Infant mortality per thou. live births 93 80 54 92 58 36
Under 5 mortality .. .. 8t 161 101 47

Immunization
Measles % age group _ 7S.0 87.0 51.4 86.2 77.4
DPT " .. 72.0 89.0 53.5 89.1 82.0

Child malnutrition (under-5) . 14.0 15.5 .. 38.2
Life expectancy
Total years 52 56 58 52 63 67
Female advantage 3.5 3.6 2.5 3.5 2.4 6.4

Total fertility rate births per woman 7.5 6.6 4.0 5.9 3.3 2.7
Maternal mortality rate per 100,000 live births .. 145 S0

Supplementary Poverty Indicators
Expenditures on social security % of total gov't exp. .. 4.4 3.8
Social security coverage * econ. active pop. .. .. ..

Access to safe water total % of pop. .. 31.4 _.
Urban .. 100.0 ..
Rural .. 10.0 ..

Access to health care .. 71.0 ..

Population growth rate GNP per capita growth rate Development diamondb
+ (average annual, percent) l averae anual, percent)

4 -;- 5_Lf_ _

2-- e/ '**l a - N _.G

capita \ / enrollmrnt

1970-75 1980-85 1989-94 1970-75 1980-45 1989-94 Access to safe water

:Zirnbabwc -Zitnbabwe
- Low-income Low-ine

a See the technical notes, p.387. b. The development diamond, baed on four key inictors, shows the averge level of development in die country
compared with its income group. See the intoduction.
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Zimbabwe
Most Same region/income group Next

Latest single year _ recent Sub- higher
Unit of estimate Soanran Low- income

Indicator measure 1970-75 1980-85 1989-94 Africa income group

Resources and Expenditures
HUMAN RESOURCES
Population (mre=1994) thousands 6,065 8.319 10,778 5,1.902 3.182.221 1.096.881
Age dependency ratio ratio 1.07 0.96 0.85 0.94 0.66 0.63
Urban %of pop. 19.6 25.2 31.4 30.6 28.3 55.9
Population growth rate annual % 2.8 3.4 2.3 2.8 1.7 1.3
Urban 5.6 5.8 4.6 4.9 3.2 2.7

Labor force thousands 2.762 3.832 5.C5 j 254,250 1,590,533 488,647
Agriculture % of labor force 75 70 68 65 67 36
Industry 10 8 9 14 26
Female * 44 44 44 41 39 40
Labor participation rates
Total % of pop. 46 46 47 44 50 45
Female 20 20 21 37 41 36

NATURAL RESOURCES
Area thou. sq. km 390.76 390.76 390.76 24,273.83 40,391.42 40,594.43
Density pop. per sq. km 15.52 21.29 26.96 22.90 77.44 26.66
Agricultural land %of land area 19.18 19.82 19.99 50.61 52.42 41.05
Change in agricultural land annual % 0.00 0.03 0.03 0.01 0.16 -1.38
Agricultural land under irrigation % 0.94 1.96 2.50 0.86 17.84 11.40
Forests and woodland thou. sq. km .. 95.06 88.97 5,323.14 7,632.00 5,969.25
Deforestation (net) % change. 1980-90 -. .- 0.66

INCOME
Household income
Share of top 20% of households % of income .. .. 62
Share of bottom 40% of households .. . 10
Share of bottom 20% of households . 4 .4

EXPENDITURE
Food %of GDP .. 25.6 ..
Staples .. 5.8 ..
Meat, fish. milk, cheese. eggs .. 12.0 ..

Cereal imports thou. metric tonnes 57 153 538 14.051 36,922 68,936
Food aid in cereals .. 131 900 5.079 S,516 5,771
Food production percapita 1987=100 147 133 84 102 115 102
Fertilizer consumption kglha 19.8 22.2 20.6 5.3 58.5 46.3
Share of agriculture in GDP %ofGDP 16.2 18.0 13.4 19.5 27.6 14.0
Housing % of GDP .. 8.0 ..

Average household size persons per household .. .. ..

Urban
Fixed investment: housing % of GDP .. 0.8 ..

Fuel and power % of GDP .. 3.2 ..

Energy consumption per capita kg of oil equiv. 441 391 432 251 373 1,602
Households with electricity
Urban % of households .. .. ..
Rural

Transport and communication % of GDP .. 3.9 ..

Fixed investment: transport equipment .. 2.0 ..

Total road length thou. km 81 78 91

INVESTMENT IN HUMAN CAPITAL
Health
Population per physician persons 6.300 5,942 .. .. .. 3,064
Population per nurse 645 990 ..

Population per hospital bed 300 693 1,959 1,316 1,034 592
Oral rehydyratnon therapy (under-5) % of cases .. .. 77 37 38
Education
Gross enrollment ratios
Secondary % of school age pop. 9 41 45 24 48 63
Female 7 33 40 23 42 62

Pupil-teacher ratio: primary pupils per teacher 41 40 38 40 39
Pupil-teacher ratio: secondary 18 28 30 .. 20
Pupils reaching grade 4 % of cohon 80 85 77
Repeater rate: primary % of total enroll .. I ..

Illteracy % of pop. (age 15+) .. 38 15 53 35
Female % of fem. (age 15+) .. 45 20 54 46

Newspaper circulation per thou. pop. 19 24 19 12 .. 236

World Bank Intemational Economics Department, April 1996
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Zimbabwe - Key Economic Indicators

Estimate Projected
Indicator 1992 1993 1994 1995 1996 1997 1998 1999

National accounts
(as % GDP at current
market prices)

Gross domestic product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Agriculture - 13.1 10.0 14.7 15.0 12.1 17.0 14.1 15.2

Industryv 28.0 26.0 24.0 26.1 24.0 24.1 31.0 30.2
Services0 47.1 53.2 49.8 46.5 51.4 45.9 42.2 41.4

Total Consumption 85.4 81.2 82.0 85.1 81.7 78.6 78.2 77.1
Gross domestic fixed 23.7 24.8 19.5 17.5 16.9 20.0 19.4 20.7
ins estment

Government investment 4.7 4.3 3.7 3.1 2.3 2.0 1.6 1.7
Private investment 20.8 16.9 16.3 14.4 15.6 18.4 18.8 20.0
includes increase in
stocks)

Exports (GNFS)b 37.1 37.4 41.7 44.3 41.2 42.7 43.1 44.4
Imports (GNFS) 48.0 39.8 43.7 46.9 40.7 41.7 41.7 43.2

Gross domestic savings 14.6 18.8 18.0 14.9 18.3 21.4 21.8 22.9
Gross national savingsc 10.2 14.9 14.4 11.9 16.2 18.3 18.5 18.9

.tfemorandum items

Gross domestic product 5464 5573 5819 6606 7507 8006 8536 8834
(UIS5 million at current
prices)
Gross national product per 570 520 500 540 563 620 660 660
capita (US$. Atlas method)

Real annual growth rates
(I.. calculated from 1990
prices)
Gross domestic product at -8.9% 3.09o 6.1% -2.3% 8.1% 5.0% 4.5% 1.5°%
market prices I/
Gross Domestic Income -12.6°o 1.6% 4.5% -0.1% 8.5% 4.6% 4.7% 1.6%

Real annual per capita
growth rates (%, calculated
from 1990 prices)

Gross domestic product at -11.7% -0.2% 2.9% -5.1% 5.1% 2.2% 1.8% -1. 2'o
market prices
Total consumption -9.8% -12.9% 6.7% 0.4%/o 0.5% -1.3% 1.3% -2.7%
Private consumption -8.6% -15.1°o 10.4% 0.5% -2.0% -2.5% 1.4% -1.6%

(continued)
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Zimbabwe - Key Economic Indicators
(Continued)

Estimate Projected
Indicator 1992 1993 1994 1995 1996 1997 1998 1999

Balance of Payments
(US$m )

Exports (GNFS)b 1883 1945 2357 2720 3090 3420 3676 3923
Merchandise FOB 1573 1610 1941 2217 2499 2802 3027 3240

fmports (GNFS)t 2437 2068 2471 2882 3053 3340 3562 3815
Merchandise FOB 1781 1512 1778 2128 2213 2467 2644 2848

Resource balance -554 -123 -114 -162 31 80 114 107
Netcurrenttransfers 40 26 86 120 126 126 126 128
(including official current
transfers)

Current account balance -555 -171 -142 -192 -49 -37 -46 -138
(after official capital grants)

Net private foreign direct 6 27 80 168 38 75 112 93
investment
Long-term loans (net) 467 245 68 176 96 74 94 144
Official 355 444 189 207 220 151 49 70
Private 112 -199 -121 -31 -124 -77 45 74

Other capital (netL including -223 -22 -175 -1 -128 18 30 80
errors and omissions)
Change in reservesd 305 -79 169 -151 43 -130 -190 -180

Memorandurm items
Resource balance %of -10.1% -2.2% -2.0% -2.5% 0.4°o 1.0% 1.3% 1.2%
GDP at current market
prices)
Real annual growth rates
(1990 prices)
Merchandise exports -11.8% 7.7% 14.8% 10.2% 6.9°o 12.4% 6.0% 4.8%
(FOB)

Primary -15.1% 7.3% 20.6% 8.0% 12.6% 6.7% 0.3% -0.2%
Manufactures -6.9% 14.2% 0.9% 12.2% 0.0% 5.2% 8.1% 1.5%

Merchandise imports 1.2% -13.6% 14.7% 10.6% -0.2%, 10.8% 5.9% 5.9%
(CIF)

Public finance
(as % of GDP at current
market prices)"
Current revenues 34.2 31.5 29.0 29.4 28.6 29.4 29.7 30.0
Current expenditures 36.5 34.1 32.3 35.6 33.9 34.2 32.2 31.3

(Continued)
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Zimbabwe - Key Economic Indicators
(Continued)

Estimate Projected
Indicator 1992 1993 1994 1995 1996 1997 1998 1999

Current account surplus (+) -2.3 -2.6 -3.3 -6.2 -5.3 -4.8 -2.5 -1.4
or deficit (-)

Capital expenditure 8.0 6.9 6.9 6.0 5.0 5.1 4.9 4.9
Foreign financing 4.2 2.4 0.6 0.2 0.1 1.8 1.1 0.7

Monetary indicators
M2/GDP (at current market 24.3 28.5 29.2 29.7 29.4 30.2 30.4 29.9
prices)
Growth of M2 (%) 18.0 52.1 34.3 22.7 31.0 23.2 17.0 15.0
Private sector credit growthJ 287.4 115.1 86.0 105.6 84.1 93.7 118.7 91.4
total credit growth (%)

Price indices( 1987 = 100)
Merchandise export price 114.2 108.5 113.9 118.1 124.5 124.3 126.6 129.2
index
Merchandise import price 120.4 118.3 121.3 131.3 136.9 137.7 139.3 141.7
index
Merchandisetermsoftrade 94.9 91.7 93.9 89.9 91.0 90.2 90.9 91.2
index
Real exchange rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(US$/LCU)'
Real interest rates
Consumer price index 42.1% 27.6% 22.3% 22.6% 21.4% 13.9% 16.5% 15.1%
(% growth rate)
GDP deflator 1/ 36.1% 25.8% 23.9% 23.4% 22.2% 14.2% 11.5% 15.0%
(% growth rate)

a. If GDP components are estimated at factor cost, a footnoote indicating this fact should be added.
b. "GNFS" denotes "goods and nonfactor services."
c. Includes net unrequited transfers excluding official capital grants.
d. Includes use of IMF resources.
e. Should indicate the level of the government to which the data refer.
f. "LCU" denotes "local currency units." An increase in US$/LCU denotes appreciation.
1. Drought is assumed in 1999
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Zimbabwe - Key Exposure Indicators

Actual Estimate Projected
Indicator 1991 1992 1993 1994 1995 1996 1997 1998

Total debt outstanding and 3436 4005 4199 4367 4390 4396 4444 4487

disbursed (TDO) (US$m)"

Net disbursements (US$m)a 231 594 356 296 103 -84 30 12

Total debt service (TDS) 461 600 621 594 650 596 578 575

(US$m)a

Debt and debt service indicators

(%)
TDO/XGSb 164.9 209.9 212.4 183.2 159.0 140.5 12S.4 120.6

TDO/GDP 52.5 74.3 76.1 74.9 66.9 58.6 55.5 52.6

TDS/XGS 22.1 31.5 31.4 24.9 23.5 19.1 16.7 15.4

Concessional/TDO 0.0 0.0 0.0 0.0 0.0 38.7 41.9 44.3

IBRD exposure indicators (%)

IBRD DS/public DS 18.1 14.3 15.4 20.2 17.2 19.4 20.8 20.7

Preferred creditor DS/public 26.0 22.6 30.5 32.5 43.5 40.5 48.1 51.7

DS

IBRD DS/XGS 3.2 3.6 3.8 3.6 3.3 2.9 2.8 2.7

Share of IBRD portfolio 0.4 0.5 0.5 0.5 0.5

IFC (US$m)

Loans

Equity and quasi-equity /c

MIGA

MIGA guarantees (US$m)

a. Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-

tern capital.

b. "XGS" denotes exports of goods and services, including workers' remittances.

c. Includes equity and quasi-equity types of both loan and equity instruments.
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Difference
between expected

Project Loan or Fiscal and actual Development Implementation

Credit No. Year Borrower Purpose IBRD IDA Cancellations Undisburse disbursements' Objectives Progress
d

No. of Closed Loans/Credits: 24

Active Loans

ZW-PE-35628 C28510 1996 GOV ENTERPRISE DEVELOPM 70.00 65.70 3.15 S S

ZW-PE-3309 L36960 1994 ZESA POWER III 90.00 61.13 59.13 S S

ZW-PE-3322 C25270 1993 SAC 11 125.00 61.07 63.20 S U

ZW-PE-3333 C25160 1993 GOV STI 64.50 35.28 8.15 S S

ZW-PE-3302 L33390 1991 GOVT FAMILY HLTH.II 25.00 7.30 7.30 S S

ZW-PE-3286 L32730 1991 GOVT. RAILWAYS 11 38.60 19.92 19.92 S S

ZW-PE-3287 L31790 1990 GOVT OF ZIMBABWE FOREST RESOURCE MGT& 14.50 0.52 0.22 S S

ZW-PE-3294 L30790 1989 GOVT. URBAN 11 80.00 41.00 41.00 S S

ZW-PE-3305 L30630 1989 GOVT OF ZIMBABWE AGRI.CRD. & EXPORT P 36.30 3.89 3.89 S S

TOTAL 284.40 259.50 0.00 295.80 205.96

Active Loans Closed Loans Total

Total disbursed (IBRD and IDA) 241.89 926.98 1168.87

Of which repaid 14.24 374.30 388.54

Total now held by IBRD and IDA 529.66 546.66 1076.32

Amount sold 0.00 70.32 70.32

Of which repaid 0.00 70.32 70.32

Total undisbursed 295.80 0.00 295.80



- MALAWI ;4 To, i-f _ s

ZAMBIA 7 1o
10 4 Chirundu

ZAMBIA
XMBABWE /G19[3t/\ KrribrJ nMakuti <,

ZIMBABW Ka.r, 0l
NAMIBIA / NDHAN Krb ~t~ 5

! O CFA N ~s, , '7 uu Centery i.

BOTSWANA Mh~ongura Mt0 Doo.

XSOUTH \t G,-) 8- \KraroiV O 2) XMt.Dorwin -:tzvJ+r 0

AFRICA BI-tySn,~' 0 \ 0 uwiA .- -

>2~~~~~~~~~~~~LK ,.- 1/9 /l M 00 j 0 0aM >S~L >< : 0 f </ ,{ Darwe Ma\a *e--

2, a uoe' Kew 

ZIMBA < E X _ t ' y~~~~~~~~~- MA VI -Q,-y-/.-' g / 2

N,VRAIBRAS' Fgre%< A CHNOYI n i ( 71p9<Tela

T. MAJOR RIVERS

* NATIONAL CAPITAL Broncingowe ! 
n Jhown

c The World Bank Groop, ~~~~~~~~~~~~~~or

KLMTE OTEAROT 50 100J& XG anda udne on the legala d 22

Gorwe 22 rcet7ETERS o s0 100 150 < ] A \ /' X ;) )o /eTne vf sock 2

<7 A0tSO5 0 tT ~ > - / xcprn fs n - \ Kredor . . , oldle







IMAGING

Report No.: 16541 ZIM
Type: CAS


