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SUMMARY

Concern with bank failures and crises due to the increased
volume and complexity of banking risks has emphasised banking
regulatory policy that is aimed towards helping to ensure bank
safety. In response to the changing banking environment, prudential
supervision has increased in importance. This study is an empirical

evaluation of the impact of the present and evolving supervisory

system 1in Zimbabwe. The ultimate aim is to 1identify the most
appropriate system that can best meet supervisory objectives. It 1s
found that capital adequacy supervision is a central requirement for
effective supervision.

Three research methods were applied to the problem: field
survey, theory and related statistical analysis, and simulation.
The field survey established the pressures leading to supervision,

and the objectives, instruments and likely effects of supervision in
Zimbabwe. Theory and practical policy considerations were then used
to draw out the potential empirical effects of supervision.

For statistical testing purposes, supervision was proxied as
the imposition of capital adequacy constraints. The general
methodological approach used was to analyse trends in performance
and condition of banks before and after the implementation of
supervision. Since the Zimbabwean supervisory system 1s mnew, a
comparative study of other developing countries’ supervision was
undertaken. Non-statistical, financial simulation experiments were
then carried out to illustrate more clearly the important policy

implications of the results.
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The results confirmed the importance of capital adequacy
analysis. It was concluded that capital ratios should be
strengthened as volume of operations increased and the operating
environment became risky. Whilst gearing ratios were useful 1in
relating the volume of operations to capital strength, the results
indicated the comparative suitability of adopting the risk assets
ratios which facilitates more detailed risk appraisal. However, it
was concluded that capital ratios, used alone, are not adequate

indicators of overall prudential soundness. Close and adequate

monitoring of all bank operations are also essential.
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CHAPTER 1

AIMS AND METHODOLOGY

1.1 AIMS OF THE STUDY

The primary aim of this study is to evaluate the costs and
benefits of implementing different alternative bank supervisory
(prudential regulation) systems in Zimbabwe. Bank supervision is
concerned primarily with regulating and monitoring the 'prudential
health’ of financial firms. In the early stages of its use as a
policy instrument it is also (wrongly) seen as an additional way of
directing banking resources towards specific development aims.
Present supervisory policies and plans in Zimbabwe will be compared
with other possible supervisory ’'policy mixes’ that Zimbabwe might
adopt. A related aim is to use this evaluation exercise in order to
establish policies on how best to implement, operate and develop the
most appropriate supervisory system for Zimbabwe.

The most appropriate supervisory system for Zimbabwe will be
one which meets the stated aims of the government. Ceteris paribus
supervision should improve the risk - return locus of banking. In
this context the implementation of an appropriate supervisory
process should help stimulate - or at the very least not hinder -

real economic development.

This research involves necessarily an enquiry into the economilc
impact of supervision: whether a practical supervisory system can
help to promote the growth of the banking system consistent with
aiding economic development. Thus, an important research objective
that is related directly to the primary aims of the study 1s to

examine whether supervision can help to improve the performance of



banks, encourage them to use more efficient methods in their

operations.

Various aspects of efficiency that are relevant to this
hypothesis will be explored - a fundamental economic one is
improving the risk:return (efficiency frontier) 1locus for banks.
Supervision might promote the banking habit and help financial
institutions by inspiring greater public confidence in the system.
In this setting an appropriate system of bank supervision should
help the development of a sound financial system, and this may
induce the household sector to save a greater part of its surplus in
the form of financial assets: this 1is essential for growth in a
developing economy.

Although the development context of supervision cannot be
ignored completely 1in a developing country 1like Zimbabwe, the
primary aim of this research 1is not concerned directly with
development. Our concern is with the design and implementation of a
practical supervisory system for Zimbabwe. Concern with the related
development aspects of supervision may be summarised in that any
recommended system should ideally meet the following criteria:

1 The recommended system should, at the very least, not
hinder real development

2 Faced with two competing (mutually exclusive) supervisory
systems, for Zimbabwe, and subject to 1 being met, we
should generally prefer that system which is likely to aid

economic development to the greatest eXtent.

These are the normative objectives for which simple, pragmatic tests

will be developed.



It 1s 1important to emphasise our primary concern with
supervision. Zimbabwe has already committed 1itself to the
implementation of a bank supervisory system. We shall explore this
decision, but it is not our primary objective to question it. Our

research orientation is rather: ’'Given that supervision in Zimbabwe
is a committed policy decision, how best may it be implemented ...?'
A great deal of research into the bank supervisory process also
adopts - often implicitly - this same approach. Most serious

students of developed banking systems, for example, do not dispute
the need for some supervision. The policy issue is the desirable

extent and form of supervision.

Our adoption of this speclalised and, admittedly, partial
approach facilitates a more direct exploration of supervisory issues
in a developing country. A more explicit concern with the rationale
for supervision and associated development issues would open a
veritable 'can of worms’. The ’'model’ we shall explore, then, 1s

the design and implementation of a practical supervisory system in a

developing country. We seek to strip out as much 'noise’ as

possible from our model in order to focus on the primary aim
investigated. Zimbabwe 1is our case study. Nevertheless, the
related and selective normative (positive) 1implications of a good

supervisory system will be explored where relevant to the primary
aim of the study. 1In particular it will be argued that supervision
may need to be developed alongside structural deregulation
(l1iberalisation) of a financial system in order to help ’capture’
the alleged economic benefits of such a deregulation process. It 1is

not the purpose of this study, however, to explore the exact

tradeoffs between these two important policy areas.




1.2 METHODOLOGY OF THE STUDY

The general empirical approach used in this study is to
evaluate the effects of supervision on the performance of banks
before and after the implementation of supervision. Performance
will be defined as a multi-attribute function and it will cover both
micro and macro aspects of banking performance. Since supervision
in Zimbabwe is still in its infancy (started March 1985), the study
will rely heavily on four main methods of investigation namely:

1 field survey of regulators and regulatees in Zimbabwe

2 eXxploratory data analysis of banking performance in

Zimbabwe before and after supervision

3 comparative study of other developing countries and
developed countries’ experiences with supervision

4 simulation tests of different identified supervisory

system alternatives for Zimbabwe.

Figure 1.1 outlines the summarised chapter plan of the study.

Initially, the economic, social and political system in Zimbabwe
will be analysed (in Chapter 2) in order to determine the
distinguishing characteristics of the Zimbabwean economy and the
environment within which the banks operate. Chapter 3 analyses the
level of banking and financial development in Zimbabwe. Concern with
supervision of banks lies in the important role banks play in the
economy. In order to understand how regulation in Zimbabwe has
developed, the evolution of regulation is studied (in Chapter 4):
all regulations pertaining to banks are examined. An analysis of

monetary policy operations is also undertaken to determine overall



policy intentions and whether there has been any deliberate attempt

to liberalise the banking system.

The next chapter (Chapter 5) will be to review the relevant

literature

on the objectives, rationale, methods and style of

supervision. The present supervisory arrangements in Zimbabwe are

also examined in this context.

Chapter 6 will report a field survey using structured

questionnaires. This will be carried out in Zimbabwe by

interviewing the Reserve Bank of Zimbabwe, and the commercial and

merchant banks. The survey’s main objectives will be to establish

the pressures leading to supervision, the ultimate objectives of

supervision, the methods and style of supervision, benefits and

costs of

Figure 1.1

Chapter
1

2

10

11

supervision and its likely effects 1in Zimbabwe.

Chapter outline of the study

Aims and Methodology

The Economic System in Zimbabwe

The Banking and Financial System in Zimbabwe

The Regulatory Environment in Zimbabwe

Regulation and Supervision: Issues and Systems

Bank Supervision in Zimbabwe: Field Survey

Costs and Benefits of Supervision: An Empirical View
The Impact of Supervision: Empirical Analysis 1

The Impact of Supervision: Empirical Analysis II
Supervision and Zimbabwe: Policy Implications

Conclusions and Limitations



Chapter 6 provides the final bridge into the more detailed and
specific research objectives.

In order to investigate the main hypothesis of this study an
analysis of the effects of implementing supervision will be carried
out by evaluating the benefits and costs of various supervisory
requirements. The benefits and costs of supervision will be

identified in Chapter 7 by:

1 reviewing the relevant literature on costs and benefits of
supervision

2 using the results of the field survey reported in Chapter
6

3 using the other preceding results from Chapters 2-5.

An 1mportant part of this study will be the comparative ex

ante/ex post country models undertaken in Chapter 8. The identified

benefits and costs of Chapter /7 will be the basis for evaluating the
experiences of these countries. An object of this analysis is to
identify formally the different kinds of supervisory 'policy mixes’,

together with their associated costs and benefits, that are relevant

(may be used) for Zimbabwe.

In this regard, ex ante/ex post exploratory data analysis (EDA)

of banking performance and condition will be undertaken using the

developed model framework. The expected return and variance

analysis will be one measure of banking performance analysed to

establish the general trends in the risk:return locus and other

relevant aspects of banking performance and condition.



Initially, the task will be to locate ’'country models’ which
are comparable to Zimbabwe. This selection of suitable countries
will be based on the analysis of the economic/financial/regulatory
analysis of Chapters 2-5 for Zimbabwe. In Chapter 8 developing
countries with similar economic and financial characteristics as
Zimbabwe will be selected and/or countries which have followed the
same development path as Zimbabwe. It might be that these countries
are at the same stage of development as Zimbabwe or behind Zimbabwe
or ahead. Different ’'sets’ of countries will be selected on these
kinds of criteria. The countries selected will have been operating
a supervisory system for at least 3 years or more, a significant
period.

Chapter 9 will be a continuation of the data analysis of
Chapter 8 but employs a more formal statistical approach to
analysing the effects of supervision on banking performance and
condition. The analysis in Chapter 9 requires an identification of
a further sample, a set of non-supervisory developing countries with

broad economic and financial characteristics as Zimbabwe. The
performance of banks of supervisory countries will be compared with
that of non-supervisory countries. Statistical tests of
significance are employed in Chapter 9 in order to help isolate the
impact of supervision.

The findings from the study and the resultant policy
implications for Zimbabwe will be analysed in Chapter 10. In order
to test and evaluate the feasibility of the proposals on the
Zimbabwean banking system and thus recommend the most appropriate
supervisory policies for Zimbabwe, a sophisticated deterministilc

simulation model will be wused to test the results. Different



supervisory instruments of supervision will be evaluated using this
simulation model.

The overall conclusions, practical implementation aspects and

limitations will be summarised in Chapter 11. Figure 1.2 summarises

the more detailed chapter plan of the study.

Figure 1.2 Detailed chapter content

Chapter 1

Aims and Methodology

Chapter 2
The Economic System in Zimbabwe

Analysis of structural characteristics and development path
taken by Zimbabwe. The aim is to present the environment in which
banks operate and to help provide the database for the later

comparative studies (Chapters 8 and 9).

Chapter 3
The Banking and Financial System in Zimbabwe

The structure of banking operations and the level of financial
development in Zimbabwe are analysed. Concern about the financial
health of the banks is based on the role banks perform in the

financial system and the real economy. Any policy of supervision

recommended in the study will have to take into consideration the

environmental circumstances in Zimbabwe.



Chapter 4

The Regulatory Environment in Zimbabwe

This chapter analyses the evolution of regulation in Zimbabwe -
what the regulations pertaining to banks are, when and why they have
been imposed and how they are used in practice. This examination is

important because banking supervision 1is inevitably part of a

'regulatory raft’ applied to banks by the authorities. In this
chapter, monetary policy is analysed in detail to see 1f there has
been any deliberate policy to liberalise the system. Liberalisation
tends to 1increase competition which might increase risk, thereby

necessitating more supervision.

Chapter 5
Bank Supervision and Regulation: Issues and Systems

This chapter defines supervision and regulation, establishes
the aims, rationale and forms of supervision and presents the
supervisory system in Zimbabwe. The aim of this chapter is to draw

out more formally the relevant issues which will be tackled in this

study. The justification of supervision and 1its effects are

reviewed.

Chapter 6

Bank Supervision in Zimbabwe: Field Survey Evidence

This chapter analyses the results of a field survey on the
Reserve Bank of Zimbabwe and the banks. The aim is to establish the
practical policy objective of supervision in Zimbabwe, the methods
used in the supervisory process and the views of the regulated (the

'regulatees’) on the likely effects and effectiveness of



supervision: that is, the costs and benefits of implementing

supervision.

Chapter 7
Costs and Benefits of Supervision: An Empirical View

This chapter will be a review of the literature on the benefits
and costs of supervision in order to identify the relevant measures
that will be used to test the comparative attractiveness of
alternative supervisory systems for Zimbabwe. The different measures
identified will then be used to wundertake an exploratory data
analysis in order to obtain an understanding of the trends in the
performance and condition of the Zimbabwe banking system. Chapters

1-6 provide part of the essential background for this exercise.

Chapter 8
The Impact of Supervision: Empirical Analysis I

This chapter aims to evaluate the effects of supervision in a
'set’ of developing countries. These ’'sets’ will be selected on the
basis of their comparative relevance to Zimbabwe. The measures used
to test these effects will be those outlined in Chapter /. Another
important objective 1is to identify different 'supervisory mixes'’,

alternative supervisory policy and instrument systems, that may be

used in Zimbabwe.

Chapter 9

The Impact of Supervision: Empirical Analysis II

This chapter refines the analysis in Chapter 8 by comparing the

effects of supervision in the set of supervisory countries with

10



those of non-supervisory countries. More powerful statistical
techniques will be used, including some non-parametric tests. The

latter are necessary because of the paucity of useful data.

Chapter 10
Supervision and Zimbabwe: Policy Implications

Recommendations on the best instruments, targets and

supervisory framework for Zimbabwe will be made from the findings of

the study. An appraisal of the proposals’ practical policy

implications will be undertaken using a simulation model.

Chapter 11

Conclusions and Limitations
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CHAPTER 2

THE ECONOMIC SYSTEM IN ZIMBABWE

2.1 INTRODUCTION

This chapter analyses the structure and development of the

economic system 1in Zimbabwe. The purpose of the analysis 1is
twofold. The first objective is to present the environment within
which the banks operate. Secondly, the analysis of the

characteristics of the economy and the path of development taken
will help to build up some of the necessary data for comparative
studies in Chapters 8 and 9. Additionally, knowledge of the type of
economy and financial system in Zimbabwe will be necessary when the

researcher seeks to explore appropriate bank supervisory systems for

Zimbabwe.

Section 2.2 will present an overview of the economy in terms of
i1ts size, location, natural resources and political standing.
Section 2.3 analyses economic development, and section 2.4 will
present the national objectives in Zimbabwe. Section 2.5 concludes

the chapter.

2.2 OVERVIEW OF THE ECONOMY

2.2.1 Size and geography

Zimbabwe is situated in the Southern part of the continent of
Africa (Figure 2.1). It is bordered by Mozambique to the east,
South Africa to the south, Botswana to the west and Zambia to the
north and north east. Zimbabwe'’s total land area is approximately

391,000 square kilometers and the country lies wholly within the

tropics.
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Figure 2.1 Countries of Southern Africa

Third Party Material excluded from digitised copy.
Please refer to original text to see this material.

\a

Source: Statistical Yearbook, CSO, 198/
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2.2.2 Population and demographic indicators

According to the latest census for 1982, the population of
Zimbabwe was reported to be 7.6 million. Almost 98 per cent of the
population is of African origin. Europeans comprise around 2 per
cent and Asians and coloureds make up 0.1 per cent and 0.3 per cent,
respectively. About 47.3 per cent of the population are at the age
of 14 and below; 3.1 per cent are above the age of 65. There are
more females than males, 51 per cent and 49 per cent respectively.

The rate of population growth has been around 3 per cent between

1970-81.

About 56 per cent of the population of Zimbabwe are peasants
who live in communal areas and 23 per cent consist of people living
in urban areas. Communal areas account for 42 per cent of total
land area, and only 25 per cent of this land is suitable for
intensive cultivation. The rest of the communal land 1is only
suitable for livestock grazing. Thus the population in the communal
areas exceeds the carrying capacity of the land. The main

demographic indicators are given in Table 2.1.

Table 2.1 Demographic indicators (per '000)

(estimates for 1982)

1969 1982
Crude birth rate 47 39
Crude fertility rate (age 15-49) 176
Crude death rate 15 11
Life expectancy 50.8 years 57.4 years
Infant mortality rate 101 83

Sources: Statistical Yearbook 198/, CSO, Harare
Socio-Economic Review 1980-85 (1986)

14



The above table indicates that in Zimbabwe the mortality rate

and birth rate have decreased from the 1969 level. Life expectancy

has increased from 50.8 years in 1969 to 57.4 years in 1982.

2.2.3 Natural resources

Zimbabwe is relatively rich in natural resources. There are
about 8.6 million hectares of potentially arable land, 5.4 million
hectares of forests, national parks and wild life estates. Surface
and underground water is potentially ample for irrigation, domestic
consumption, power generation and industrial uses.

Minerals with known reserves include gold and silver, chromium,
iron ore, copper, nickel, tin, asbestos, magnesite, lithium, sulphur
and coal. Other minerals (with less reserves) include aluminium,
platinum, lead and zinc, phosphate and mica. Energy resources
include hydro, thermal and solar power potential, as well as forests

and woodlots.

2.2.4 Political structure

Zimbabwe gained political independence from British rule on 18
April 1980. The country was colonised in 1890 when the first
settlers arrived in Harare: the capital city previously known as
Salisbury.

The main historical developments of the political structure

before 1980 were: the British South Africa Company Administration

between 1890 and 1923, Responsible Government Administration between
1923 and 1954, the Federation period between 1954 and 1963 and the

Unilateral Declaration of Independence (UDI) from 1965 to 19380.
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UDI was a significant development in the history of Zimbabwe.
Britain immediately imposed economic sanctions and the United
Nations followed suit. The country was expelled from the sterling
area and the Commonwealth preference for the country’s goods was
brought to an end. Full mandatory sanctions against Zimbabwe’s main
exports were 1lmposed in May 1968. Exports to Zimbabwe were banned.

In the beginning of the colonial era, land was divided between
Europeans and Africans. Separate housing conditions for Africans
and Europeans were defined. Jobs, wages and employment

opportunities were defined by race (The Masters and Servants Act
1891 and the Industrial Conciliation Act 1934). Administrative jobs
were restricted to Europeans (the Public Servants Act 1931). Entry
and movement within urban areas by Africans was restricted (the
Native Registration and Identification Act 1957). There were also
separate social and recreational facilities and schools for Africans

and Europeans.

The Land Apportionment Act 1limited the land available to

Africans for permanent settlement. As a consequence there was a
shift to the traditional system of continuous cultivation which

caused soil erosion. This reduced the productivity of land.

Thus, restrictions of land available to Africans, deterioration
of peasants productivity, curtailment of African investment and
declining real wages created frustration and insecurity among
Africans. This led to the War of Liberation which started in 1965

and ended in 1980, when, after the Lancaster House Agreement,

Zimbabwe attained political independence.
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2.2.5 Characteristics of the Zimbabwean economy

2.2.5.1 Size_and level of development

According to the World Bank, World Development Report (1983),
Zimbabwe is classified on the international level as a small, lower-
middle income country. The Gross Domestic Product at factor cost
was $9,000 million as at the end of 1987. With an estimated
population of 8 million, per capita gross domestic product (GDP) was
$1,000 in 1987. Exports and imports constituted 25.1 per cent and
20.7 per cent respectively of GDP.

Wages and salaries accounted for 59.7 per cent of gross
domestic income in 198/. Like other developing nations, Zimbabwe
has a dual economy with no less than two thirds of the labour force
engaged in traditional agriculture and other subsistence production.
Commercial agriculture was responsible for the employment of around
26.7 per cent of the total number of employees in the modern economy
in 1984. Commercial agriculture is the largest employer of the
labour force. Other sectors that provide employment are:
manufacturing industry (16% of total workforce) private domestic
service (9.5%), public administration (8.6%), distribution (/.7%),
mining (5.3%) and transport and communications (4.8%).

Like other developing nations, at the time of independence 1in
Zimbabwe there were striking wage differentials between black and
white workers. For example, black unskilled workers in the
agricultural sector recelve on average S400 per annum, whilst the
white skilled workers in the financial, insurance and real estate
sectors were receiving §5,300 per annum. The new Government
introduced minimum wage legislation and it 1is wundertaking the

training and employment of blacks in more skilled occupations. The
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new government'’s policy is to narrow these differentials, and this

has been evidenced by giving high priority to the development of the

large subsistence sector.

2.2.5.2 Large private sector and diversified production structure
Zimbabwe has a broadly based economy, with production largely
carried out by the private sector. Central government, local
authorities and public corporations are responsible for the
provision of modern infrastructural services: namely general
administration, education, health, transport, communications,
electricity and water services. The private sector 1s responsible

for production in agriculture, mining, manufacturing, construction,

distribution, finance, insurance and real estate.

Agriculture, which plays a dominant role in the economy takes
the form of both commercial farming and subsistence production.
Production is widely diversified amongst the major crops like
tobacco, cotton, maize, sugar, wheat and coffee. There 1is also a
large beef and dairy produce 1ndustry. Maize is the major
subsistence crop, but the industry as a whole is export-oriented
with tobacco, beef, sugar, maize, coffee and tea as major foreign

exchange earners. Agriculture contributed 12.1 per cent to GDP 1in
1987 (Table 2.2).

Another important sector in Zimbabwe is mining: it contributed
7.6 per cent to GDP in 1987. The industry is export-oriented and
its contribution to exports was 26.1 per cent in 1987/. The
manufacturing sector is the leading sector with a contribution of

24.3 per cent to GDP in 1987. This situation 1is unlike other
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developing countries whose manufacturing sector 1is wusually

negligible.

Table 2.2 Sectoral contribution to GDP and to exports

Sector $ contribution

Contribution to GDP by each sector 1987

Agriculture and forestry
Mining and quarrying
Manufacturing
Electricity and water
Construction
Distribution, hotels
Transport and communications
Finance, 1nsurance

Real estate

Public administration
Education

Health

Domestic service

Other services

H

N
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=
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Contribution to exports by each sector 1987

Agriculture and forestry 40 .
Mining (excluding gold) 14,
Gold 24 .

Manufacturing#* 45 .8

N O

Sources: Socio-Economic Review, 1980-85 (1986)
Quarterly Digest of Statistics (1988)

Note: * Other products classified under the manufacturing
sector originate from agriculture. 1If these products
are excluded, the contribution of the manufacturing
sector would fall. These products 1include: sugar,
cotton lint and processed meat.

19



The growth of the manufacturing sector benefited from the
lmport-substituting industries which developed during the UDI
period. The sector’s contribution to exports was 41.4 per cent in
1987, although other products classified under manufacturing (like
sugar, cotton lint, processed meat) originate from agriculture. If
adjustments were to be made in this respect, the manufacturing
sector’s contribution to exports would be slightly lower.

Other important sectors in the Zimbabwean economy (Table 2.2)
are distribution, hotels and restaurants (10.5% of GDP): education
(10.3%); public administration (10.1%); finance, insurance and real
estate (6.1%) and transport and communications (5.8%).

Most of the manufacturing establishments are privately owned,
although government has a 49 per cent interest in the country’s iron

and steel 1industry. A significant proportion of overall production
is provided by a small number of large companies which are generally

foreign owned.

Although the primary sectors (agriculture and mining) together
contribute only about 19.7 per cent to GDP (1987 figures) they
provide almost 70 per cent of the country’s total merchandise
exports, with the remainder coming from the manufacturing sector.
Thus, from a foreign trade point of view, Zimbabwe is very much a
primary producer, despite the fact that primary production
contributes significantly less to GDP than is the case for most
developing countries. Although the manufacturing sector provides
almost 40 per cent of total merchandise exports, 1t remains a net
user of foreign exchange. This 1is because of the very large
imports of capital equipment and industrial raw materials, which

comprised 90.6 per cent of total imports in 1984 (see Table 2.3).
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Thus the economic development of Zimbabwe, which has been based to a
significant extent on growth in secondary industries, has only been

made possible by the large export earnings of the primary sectors.

Table 2.3 Structure of foreign trade in 1984

% share in % share 1in

Exports total exports Imports total imports
Agriculture 41.0 Agriculture 7.9
Tobacco 20.1 Mining 1.5
Cotton 8.2 Industry 90.6
Sugar 3.9 Energy (oll,

Coffee and tea 3.8 products and
Meat and hides 3.5 electricity) 20.9
Other agricultural Chemicals 16.38
products 0.5 Metal products 4.8
Mining 26.9 Textiles, wood and

Gold 11.2 paper 4.7
Asbestos 5.2 Iron and steel 3.4
Nickel 4.4 Other intermediates 0.8
Copper 3.0 Cables, screws,

Coal and coke 1.1 tools and engine

Other mining spares 4.0

products 2.0 Machinery and

equipment 27.1

Industry 32.1 Consumer goods 8.1
Ferro-alloys 10.8

Iron and steel 4.0

Textiles 3.5

Chemicals 1.8
Machinery and equipment 1.5

Other manufactures 10.5

Source: First Five-Year National Development Plan (1986), volume 1

7imbabwe has a well-developed economic infrastructure.
Transport facilities are also well-developed. The rail system
connects all the major cities and there are four links to ports.

Fffective communications systems also exist with a widespread
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network of telephone and telex links within Zimbabwe and with the
international community. Power requirements are met mainly by
hydro-electric power, supplemented by thermal generators. However,
there is a need to increase existing capacity in order to be self-

sufficient as power is being imported from Zambia.

2.3 TRENDS IN ECONOMIC DEVELOPMENT

2.3.1 Background to economic structure and development

Before independence, economic policies were designed to cope
with the state of isolation. This was brought about by UDI in 1965

and the resultant imposition of economic sanctions. Most of the
economic growth which took place up to 1975 was enhanced by the

import-substitution strategy and export promotion in order to save

and earn foreign exchange.

The import substitution was directed at consumer goods while
the export promotion effort, directed at the processing industries
for minerals and agricultural products, was by way of increased
production and the setting up of new industries. As a result, most
of the country’s exports came from the primary industry sector. The
effort directed towards the manufacturing sector was primarily for
production to supply the domestic market.

Although the economic strategy adopted was meant to foster
self-reliance and counter the effects of economic sanctions,
economic growth and development were highly dependent on external
factors: industrial production depended on large importations of raw
materials, machinery and equipment (as stated 1in the previous

section). Thus the country continued to maintain external links,

mainly with South Africa.
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The pre-independence regime relied heavily on exchange controls
and import controls because of the shortage of foreign exchange.
This state of affairs continues to exist today.

Besides economic sanctions, other factors which had a
significant impact on the growth of the economy were the escalation
of the war of liberation. As a result of the war, there was a large

drain of skilled personnel from economic activity to meet the
demands of the war. The war also resulted in most rural
infrastructure being either partially or totally destroyed.
Agricultural extension services and animal disease control measures
became limited, thereby having adverse effects on agricultural

performance.

Also during the war, a large proportion of total Government
expenditures went into defence and general administration connected
with the war. For example, general administration and defence rose
from 29 per cent in 1971 to 46 per cent in 19/9, while education and

health declined from 26 per cent in 1971 to 19 per cent in 19/79.

2.3.2 Trends in economic growth
The previous section outlined the factors which influenced the
growth and performance of the economy. The factors included the
imposition of sanctions during the UDI period, the war of
liberation, the unfavourable world economic climate and occasional
drought periods which affected agricultural output and incomes.
Growth in GDP was approximately 7 per cent between 19/1 and

1974, but declined to -2.3 per cent between 1975 and 1978 (Table

2.4) .
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