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Executive Summary

Zimbabwe is in debt distress for a very long time. It has been struggling

with settling its debt since beginning of the new millennium in 2001. This
has constrained the government from accessing foreign loans except

from a few creditors because there are no guarantees.

Zimbabwe is in debt distress for a very long time. It
has been struggling with settling its debt since
beginning of the new millennium in 2001. This has
constrained the government from accessing foreign
loans except from a few creditors because there are
noguarantees. Intheabsence of any foreign loans, it
is difficult for Zimbabwe to implement any
development programme. It forces the government
to resort to domestic borrowing crowding out
private investment leading to slow growth since
governments are usually inefficient compared to
private sector investment unless if it is investment
in key enablers in the country. Domestic resource
mobilisation is constrained and the national
budget expenditure is mostly recurrent. In the
absence of loans, not much is happening on
development.

Four major pieces of legislation that govern public
debt management include the Constitution of
Zimbabwe; Public Debt Management Act; Public
Finance Management Act and the Reserve Bank of
Zimbabwe Act. Zimbabwe's debt management
legal framework is very clear and is rated quite
strongly by development partners such as World
Bank and MEFMI as one that meets minimum
standards for debt management. The major issue
has been on government's failure to comply with
the law. For example with regards to observing the
borrowing limits for Government's borrowing
were not fixed by the National Assembly resolution
The other issue if the failure by the Ministry of
Finance to present to Parliament a report on loans
raised and guarantees issued by the State and a
comprehensivereporton publicdebt.

The institutional arrangement for debt
management includes but not limited to the
Ministry of Finance and Economic Development;
Debt Management Office; External and Domestic
Debt Management Committee, Reserve Bank of
Zimbabwe (RBZ); Parliament of Zimbabwe. The
DMO is housed as a unit within the Ministry of
Finance and Economic Development. Concerns
were raised by some of the consulted stakeholders
regarding the independence of this office.
Stakeholders revealed that its efficiency and
effectiveness in debt management is more critical
than where it is placed. Others however, strongly
felt it requires operating autonomously to ensure
checks and balances within the Ministry of
Finance. The otherissueis the housing of the front
office of the DMO in another department of the
Ministry of Finance raises coordination issues
thus impeding on effective debt management.
The front office for the domestic debt is housed in
the RBZ. Depending on information flow from the
RBZ to the Ministry of Finance, this set up could
also pose coordination issues thereby
compromising on sound debt management.
Further, it was highlighted that there is no perfect
flow of information between these institutions.

The country's current sovereign debt is regarded
as high and unsustainable estimated at ZWL$66.8
billion'as at end June 2019. External debt is
estimated at US$8.1 billion (ZWL$58.8 billion), of
which about US$5.9 billion (72.8 percent) is
accumulated arrears. In the face of the local
currency depreciation, external debt becomes
expensive to service given that more Zimbabwe
dollars are required to purchase US dollars if the
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local currency continues to depreciate against the
US dollar. An issue of concern is the fact that
external debt dominates in other countries but in
Zimbabweitisalmostat parwith the domestic debt.

Domestic debt is about ZWL$8.8 billion which
translates to around 13 percent of total debt. It
ballooned from zero in 2011 toabout US$9.62 billion
in 2018 (January to September), before declining by
about 9.4 percent to ZWL$8.8 billion (about
US$1.33 billion) by June 2019. This reflected a
massive pace at which itaccumulated which is nota
good sign for the economy. Further, this is evidence
of the limited access to external financing. Despite
the Government of Zimbabwe benefiting from
domestic debt being eroded by the depreciation of
the Zimbabwe dollar against the United States (US)
dollar, as Zimbabwe dollar continues to depreciate,
the local creditors have been reaped off their real
value of their loans which may further threatens
Zimbabwe's country risk profile. Domestic debt to
GDP was 37% in 2018 which is very significant
compared to that of the regional countries which is
lower than 20%. This implies that pressures on the
government are significant. Options for borrowing
are narrow locally.

External and domestic debt have largely been
driven by penalties on overdue external debt; high
budget deficit; Central Bank overdraft facility; large
infrastructure requirements and depreciation of
thelocal currency.

In an attempt to address the debt problem in
Zimbabwe, the Government of Zimbabwe
undertook a number of initiatives. One of the
initiatives was the Domestic Debt Restructuring
(2001-2008) but the policy did not produce
intended results owing to the poor growth of the
economy. The other one was Sustainable and
Holistic Debt Strategy of 2010 but no debt
repayments payments were done following the
intervention. The Government of Zimbabwe also
formulated the Zimbabwe Accelerated Arrears
Clearance Debt and Development Strategy in
September 2010 considering a debt relief

mechanism under the Heavily Indebted Poor
Countries (HIPC) initiative and make use of fresh
financing from international institutions and
mineral wealth to achieve sustainable
development. The Lima Strategy Lima of October
2015 is yet another attempt Zimbabwe made to
clear its debt arrears. It was premised on a non-
HIPC debt resolution strategy designed to clear
external debt arrears amounting to US$1.8 billion
owed to the IMF, World Bank Group and the
African Development Bank (AfDB) as a first step
towards seeking a debt treatment by the Paris
Club after which the government would
commence negotiations towardsaresolution with
the Paris Club. Despite all these strategies there
has been limited success achieved in addressing
Zimbabwe's debt problem.

Zimbabwe's debt service requirements have
increased significantly averaging 22 percent
between 2009 and 2018. High debt service inhibits
future investment in social expenditure such as
education and health, thereby perpetuating low
productivityand poverty. The country has notalso
been servicing its debt and in the event that it had
done so, social sectors would have suffered more
given the constrained fiscal space the country is
grappling with, hence the need for fiscal
consolidation.

Going forward, the increase in inflation is
expected to continue to reduce the size of
domestic debt to GDP as long as government
minimises issuance of new debt. There are a
number of policy and regulatory measures that
the Government of Zimbabwe may consider in
order to enhance debt management for the
country. These include containing the budget
deficit; debt restructuring and debt forgiveness;
growing the economy; ensuring policy
consistency; guarding against exchange rate and
macroeconomic risks; the need for political will to
implement punitive and deterrent measures;
strengthening Zimbabwe's institutional capacity
for debt management; conduct regular debt
audits and ensuring public access to sovereign
debtstatistics.
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1. Background

At independence in 1980, Zimbabwe inherited about US$700 million of
debt from the Rhodesian government, which mainly emanated from
the United Nations sanction-busting loans to the white regime to buy
arms during the civil war (Jones, 2011).

The legal basis for public debt management in
Zimbabwe is contained in Public Debt
Management Act [Chapter 22:21] as well as Section
300 of the Constitution. Section 3 of the Public
Debt Management Act [Chapter 22:21] provides for
the objective of public debt management, which is
to ensure that Government's financing needs and
its payment obligations are met at the lowest
possible cost over the medium to long term, with a
prudent level of risk, and to promote development
of the domestic debt market. The International
Monetary Fund (IMF)(2014) highlights that public
debt management s the process of establishingand
executing a strategy for managing the
government's debt in order to raise the required
amount of funding at the lowest possible cost over
the medium to long run, consistent with a prudent
degree of risk. It further highlights the need for
countries to ensure debt sustainability; debt service
even under periods of economic and financial
market stress.

At independence in 1980, Zimbabwe inherited
about US$700 million of debt from the Rhodesian
government, which mainly emanated from the
United Nations sanction-busting loans to the white
regime to buy arms during the civil war (Jones,
2011). Since then the country has been on a
borrowing spree to finance development
expenditure (Chigumira, et al., 2018). However,
over the period 1980-2000, the country had a good
record of settling its external payments to
multilateral and bilateral creditors and did not
experience major challenges with external payment
arrears. The accumulation of external payment
arrears resulted in the IMF declaring the country
ineligible for the general resources account of the
IMF financing window (IMF, 2001 as cited in

Chigumira et al, 2018). Equally the same, other
multilateral institutions, notably the World Bank
and the African Development Bank and traditional
creditors from the Paris Club also suspended
disbursements of existing loan facilities and also
declared the country ineligible for new loans.
Domestic and external debt remained
unsustainable at ZWL$8.8 billion and US$8.1
billion (ZWL$58.1 billion), respectively translating
to ZWL$66.8 billion in total debt as at end of June
2019. Of the external debt, interest arrears and
penalties constituted about US$5.9 billion, which
translates to about 72.8 percent of external debt,
which shows that the actual debt is merely about
USs2.2 billion. In terms of composition by creditor,
44 percent of external debt was owed to Paris Club
creditors, 31 percent to multilateral creditors, 20
percent to non-Paris Club creditors and 5 percent
to bilateral creditors (Figure1).

Figure 1: Composition of External Debt Creditors, 2019

B Multilateral institutions
u Parls

® Mon-Paris Club

© Other bilateral creditors

Source: Ministry of Finance and Economic
Development, 2019
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The existence of arrears shows that Zimbabwe is in
a debt distress. In fact, evidence reveals that, on
average external debt is still within manageable
levels in SADC countries, with the exception of
three countries (Mozambique, Zambia and
Zimbabwe) that are at high risk of external debt
distress (Mupunga et al, 2019). External debt in the
SADC region is vulnerable to macro- fiscal,
exchange rate and export shocks (Mupunga et al,
2019).

In the outlook the Government intends to curb the
growth of domestic debt by implementing fiscal
rules as enunciated in the Public Finance
Management Act [Chapter 22:19] and the Public
Debt Management Act [Chapter 22:21], a
development which is commendable if
implemented. Section 11(2) of the Public Debt
Management Act requires that total outstanding
Public and Publicly Guaranteed Debt as a ratio of
gross domestic product (GDP) should not to
exceed 70 percent at the end of any fiscal year.
Adherence to fiscal rules will curb unnecessary
recurrent expenditure, create resources for capital
expenditure and may reduce acquisition of new
debtand possibly create room for debt repayment.

Zimbabwe has already cleared its overdue
obligations to the International Monetary Fund in

..... the country cannot
acquire new debt from the
international financial
institutions and other
creditors until they clear all
the arrears they owe to
creditors.

October 2016. However, the country cannot
acquire new debt from the international financial
institutions and other creditors until they clearall
thearrears they owe to creditors. The Zimbabwean
government has also continued to contract new
loans from China. This threatens the repeat of past
mistakes of over-reliance on foreign borrowing
rather than using domestic resources and using
foreign borrowing for activities which will not
createssufficient returns torepay the loans.

Reintroduction of the local currency, the
Zimbabwe dollar through Statutory Instrument
142 of 2019 prejudiced the local creditors since the
real value of what is due to them have been eroded
by a factor of 8.9931just by direct conversion of the
current domestic debt of ZWL$ 9.6 billion to the
USs1.01 billion. In the face of weak economic
growth and declining international commodity
prices, heavy debt servicing potentially raises
concern regarding sustainability and carries
immediate implications about macroeconomic
stability and economic growth and development.
Hence, the need to interrogate the evolution of
domesticand external debt to provide measures to
enhance the country's growth and inclusive
development.

Itisagainst this background that The Annual Debt
Management Report was compiled to provide an
overview of the internal and external debt
portfolios, macro challenges, and how the nation
is managing those challenges. It is aimed at
informing policy on the country's internal and
external debt.

1.1 Objectives of the Annual

Debt Management Report

The Annual Debt Management Report provides
the country with a broad overview of the internal
and external debt portfolios, macro challenges,
and how the nation is managing those challenges.
Its purpose is to provide the nation with
information and context to inform decisions about
the nation's external and internal borrowing
activities.
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1.2  Methodology

The Report was compiled based on both qualitative
and quantitative data. The data was obtained
through document review and primary data
collection derived from questionnaires and
interview guides. Desk review and analysis was
done to understand the legislation and
institutional framework governing the public
management in Zimbabwe; to assess the trend,
pattern and drivers of both foreign and domestic
debt in Zimbabwe as well as; to understand the
country's debt management strategies; its public
debt management and reforms. Some of the
reviewed documents include the Constitution of
Zimbabwe, Public Debt Management Act [Chapter
22:21], the Public Finance Management Act, the
Reserve Bank of Zimbabwe Act among others.
Various government and international financial
institutions policy documents and reports were
also reviewed to get a clearer understanding on the
evolution of debt; strategies and its socio economic

impacts to the economy of Zimbabwe. Secondary
data analysis was complemented by key
informant interviews with Ministry of Finance
and Economic Development officials from Fiscal
Policy Departmentand Debt Management Office;
Development partnerssuchas the United Nations
Development Programme, African Development
Bank; regional institution, Macroeconomic and
Financial Management Institute of Eastern and
Southern Africa (MEFMI);civil society
organisations such as Zimbabwe Coalition on
Debt and Development (ZIMCODD); as well as
the academia like the Economics Department
from the University of Zimbabwe. The aim was to
extract key and general findings, opinions,
attitudes, joint problem analysis and
recommendations on debt management in
Zimbabwe.

The IMF framework for fiscal analysis was used to
do the debt burden projections for Zimbabwe in
the medium term.
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2 Legal and Institutional Framework Governing Public Debt

Management in Zimbabwe.

The four major pieces of legislation that govern public debt
management include the Constitution of Zimbabwe; Public Debt
Management Act; Public Finance Management Act and the

Reserve Bank of Zimbabwe Act.

2.1 Legal framework governing public
debt management in Zimbabwe

The four major pieces of legislation that govern
public debt management include the Constitution
of Zimbabwe; Public Debt Management Act; Public
Finance Management Act and the Reserve Bank of
Zimbabwe Act. This section summarises some of
the key provisions with respect to debt
management.

Constitution of Zimbabwe

The Constitution of Zimbabwe has a number of
provisions thatimpact on debt managementsuchas
requirement to set limits on state borrowing, public
debt, and state guarantees; full disclosure and
transparency about public debt in a comprehensive
manner among others. For example, Section 300 (1)
statesthatan Actof Parliament mustset limitson

« borrowings by the State ;

« the public debt; and

« debts and obligations whose payment or
payment is guaranteed by the State and
those limits, must not be exceeded without
the authority of the National Assembly.

Section 300(2) requires an Act of Parliament to
prescribe terms and conditions under which the
government may guarantee loans. The requirement
for full disclosure and transparencyabout the public
debt is stipulated in Section 300 (3) of the
Constitution where the Minister responsible for
Finance is required to gazette the terms of a loan
agreement or guarantee concluded by the

Government with sixty days and accountability on
public debt issues. Further Section 300 (5)
requires the Minister of Finance to present a
comprehensive statement of the public debt of
Zimbabwe biannually before Parliament. The
National Budget Statements and the Mid-Term
reviews seem to comply with this requirement
although the issue of comprehensiveness remains

debatable.

As one of the principles guiding public finance in
Zimbabwe, Section 298 (1)(f) of the Constitution
states that public borrowing and all transactions
involving the national debt must be carried out
transparently and in the best interest of
Zimbabwe.

Public Debt Management Act [Chapter
22:21]

The Public Debt Management Act is provided for
under Chapter 17 of the Constitution. It stipulates
major guidelines on borrowing, maintenance,
extinction of debt; definition of contingent
liabilities; exposure of government; borrowing
powers of the Minister; as well the Minister's
powers to give guarantees; borrowing by local
authoritiesand publicentitiesamong otherissues.

It further provides for the functions and
administration of the Public Debt Management
Office which falls within the Ministry of Finance
and Economic Development. One of the functions
of the Public Debt Management Office is to
prepare and publish a Medium Term Debt
Management Strategy in accordance with Section
8 of the Act. MEFMI (2017) defines it asa plan that
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the government intends to implement over the
medium term to achieve a desired composition of
the debt portfolio, which captures the
government's preferences regarding cost-risk
trade-off."The purpose of this Medium Term Debt
Management Strategy is to guide the country on
managing public debt. For example, it informs the
borrowing plan for the country; outlining how
much the country has to borrow externally and
domestically as well as allowing the Debt Officials
to draft and follow a calendar on raising the debt
from the domestic and external sources. This
calendar is to be given to the Reserve Bank of
Zimbabwe (RBZ) to share with the market but that
is not happening. The Medium Term Debt
Management Strategy was drafted in 2017 but is yet
to be published. It is now four years after the Public
Debt Management Act was passed into law.
Consultations with stakeholders revealed that it
was signed to satisfy the Wold Bank credit rating
system but needs buy in from the Secretary of the
Ministry of Finance for its finalisation and
publication.

The other purpose of the Medium Term Debt
Management Strategy is to operationalise the
Public debt management objectives that are
provided for in Section 3 of the Public Debt
Management Act. These are to ensure that
Government's financing needs and its payment
obligations are met at the lowest possible cost over
the medium to long term, with a prudent level of
risk, and to promote development of the domestic
debt market. The delay in its implementation is
therefore postponing the operationalisation of the
debt management objectives for the country.
Making this document public enhances
monitoring and holding the Debt Management
Office (DMO) accountable by the members of the
public including the civil society organisations and
Parliamentarians.

Consistent with Section 300(1) of the
Constitution, the Public Debt Management Act
[Chapter 22:21] also sets limits on borrowings by
the stateas well as sustainable level of Public Debt
to GDP. Section 11(2) of the Public Debt
Management Act [Chapter 22:21] requires that
total outstanding Publicand Publicly Guaranteed
Debt as a ratio of GDP should not exceed 70
percent atthe end of any fiscal year. The Minister
isonlyallowed by law to exceed thislimitin case of
an occurrence of a natural disaster; to fund a large
investment deemed timely and prudent by the
Cabinet; or in case of a general economic slow-
down requiring fiscal and monetary stimulus.
Given that Zimbabwe is a signatory to the
Southern African Development Community
(SADC), a regional body that set itself
macroeconomic convergence benchmark of
public debt that is less than 60 percent of GDP'the
limit of 70 percent of debt to GDP therefore falls
outside the sustainable range according to
international best practice.

Section 300 (2) of the Constitutions requires an
Act of Parliament to prescribe terms and
condition under which the Government may
guarantee loans. These are provided forin Section
20 of the Public Debt Management Act as well as
in Section 5 of the recently gazetted Statutory
Instrument 79 of 2019 on Public Debt
Management. These regulations were issued to
further strengthen and to give effect to the legal
framework governing debt management.

The Public Debt Management Act [Chapter 22:21]
repealed Part VI of the Public Finance
Management Act [Chapter 22:19] which
contained provisions for debt management
relating to borrowing powers; the purpose for
which the Minister may borrow money; the
manner of raising fundsamong others.
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Public Finance Management Act [Chapter - limits for Government's borrowing

22:19] were not fixed by the National
Assembly resolution nor by means of a

This Act provides for the control and management provision in a Finance Bill in line with

of public resources. Its objective is to secure the section 11(2) of the Public Debt

transparency, accountability and sound Management Act

management of public revenues, expendituresand « The Minister of Finance failed to

assets. comply with the requirements and
condition for borrowings provided for

Reserve BankAct [Chapter 22:15] in section 13 (1) of the Public Debt
Management Act

This Act sets the ceiling on Central Banklendingto « The Minister of Finance failed to

the State. For example its Section 11(1) of the propose and seek approva] from the

Reserve Bank Act states that Government National Assembly, the aggregate of the

borrowing will not exceed 20 percent of the amounts to be guaranteed in line with

previous year's revenues. Government's overdraft Section 13 (1) of the Public Debt

facility with the RBZ stood at US$2.93 billion as at
December 2018 (DMO, 2019), representing 75.7
percent of the 2017 revenues which far exceed the
requisite borrowing limit.

Management Act.

+ The Minister of Finance also failed to list
and present to the National Assembly,
monthly, quarterly and annual reports on

. loans and guarantees as required by

Overall observation Section 30 of the Public Debt

Management Act.
Zimbabwe's debt management legal framework is

very clear and is rated quite strongly by The other thorny issue regarding the legal

development partners and regional organisations  framework is on what happened to the domestic
such as World Bank and MEFMI as one that meets  4obt on change over from the multiple currency

minimum standards for debt management. The regime to the mono-currency in June 2019. It

major issue has been on government's failure to  g¢50d at around USs 10 billion at the end of 2018

comply with the law; particularly the provisions of (US$ 9.6 billion at the end of September 2018 as
the Constitution, the Public Management Act, the

Public Debt Management Act on debt

management. Parliament of Zimbabwe (2019) 00000000 0ceccccccscecccccccecscee
highlighted non-compliance of Ministry of

Finance to the Constitution with regards to
gazetting loans contracted and guarantee issued
(Section 300 (3)); as well as failure to present to
Parliament a report on loans raised and
guarantees issued by the State and a
comprehensive report on public debt. The
Parliament of Zimbabwe (2019) report further
highlighted breaches of many provisions in the
Public Debt Management Act by the Minister of
Finance. Forexample,

Parliament of Zimbabwe
(2019) highlighted non-
compliance of Ministry of
Finance to the Constitution
with regards to gazetting
loans contracted and

guarantee issued (Section
300 (3)...

)9
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per the 2019 budget statement). This was however
reported to be ZWL$9.5 billion at the end of 2018
according to the 2019 Mid-Year Budget Review and
Supplementary Budget. Basically, the Government
has told people (owning such assets) that we will
pay you only a tenth of what you owned (a trick
through a smart transition from US$ to ZWL$ and
followed by a huge depreciation). This is a blatant
violation of the Constitution, unless there is
provision for settling these debts at the former
agreed rate. This seems to be contrary to Section
298(1) (f) of the Constitution, one of the principles
of public financial management, which states that
financial management must be responsible.

Contingent liabilities being assumed by
government are on the high side raising questions
of compliance to the existing legal framework on
the management of contingence liabilities. The
other issue is that there is no office that is
responsible to effectively monitor contingent
liabilities in Zimbabwe. Some of the consulted
stakeholders cited that this could be owing toa lack
of capacitytodoso.

2.2  Institutional framework governing
public debt management in
Zimbabwe.

Institutional framework in the form of
organisational structure, systems, human capacity,
reporting and oversight for debt management is
assessed in thissection.

Effective debt management is necessary to ensure
that the cost of debt obligations is minimized in the
long term and that the country has the capacity to
meet all obligations when they are due
(Government of Zimbabwe and World Bank, 2018).
The strengthening of public debt management
capacity has been a priority issue for the
Government of Zimbabwe since 2011 and great
strides have been made. This is evidenced by the
setting up of a dedicated Debt Management Office
(DMO), adoption of a modern public debt

management legislation, preparation and
adoption of debt management procedures
manuals, regular reconciliation of public debt
database, installation of frameworks for debt data
back-up, aswell asstaff recruitmentand training?

Institutional arrangement

The institutional arrangement for debt
management includes but not limited to the
Ministry of Finance and Economic Development;
DMO; External and Domestic Debt Management
Committee, Reserve Bank of Zimbabwe (RBZ);
and Parliament of Zimbabwe. Their duties and
responsibilities are summarised hereunder.

The Ministry of Finance and Economic
Development is a major player when it comes to
debt management in Zimbabwe. Debt
management duties of the Minister for this
Ministry as provided for in the Constitution as
well as the Public Debt Management Actinclude:

* borrowing public debt on behalf of the
state;

* repayment of state loans;

« guaranteeing the repayment of loans;

 taking recommendations of the External
and Domestic Debt Management
Committee when exercising his
authority;

+ maintaining the public debt at
sustainable levels; as well as

+ Disclosure of information concerning
loans and guarantees periodically to
Parliament and the Government
gazettes.

To ensure transparency and accountability, the
Constitution further mandates the Minister to
report to Parliament at least twice a year on both
the performance of loans raised and guaranteed
by the state. The Minister must also table in
Parliament a comprehensive statement of the
public debt of Zimbabwe at the same time as the




Annual Debt Management Report for Zimbabwe - 2019

ZIMCODD (2019) highlights that whilst the Committee is confirmed to
have met a couple of times to discuss and give advice to the Minister
of Finance and Economic Development with regard to debt

estimates of revenue and expenditure are laid
before the National Assembly in terms of Section
305 of the Constitution. As elaborated in the
section on reporting below, the Minister reports
on debt before Parliament as per the
Constitutional requirement although the
reporting lacks comprehensiveness.

The DMO is housed as a unit within the Ministry
of Finance and Economic Development. The
Public Debt Management Act mandates the Debt
Management Office to conduct annual debt
sustainability analyses. In terms of its
independence to execute its mandates, some of
the consulted stakeholders revealed that its
efficiency and effectiveness in debt management
is more critical than where it is placed. Others
however, strongly felt it requires operating
autonomously to ensure checks and balances
within the Ministry of Finance. In the current
arrangement, the Ministry on one hand receives
advice from the DMO yet on the other hand, it
oversees the debt office hence creating an
opportunity for faltering on prudent debt
management practices. The other issue is the
housing of the front office of the DMO in another
department of the Ministry of Finance. An ideal
DMO hasa front, middle and back office structure
in one place. The current set up raises
coordination issues thus impeding on effective
debt management. The front office for the
domestic debt is housed in the RBZ. Depending
on information flow from the RBZ to the Ministry
of Finance, this set up could also pose
coordination issues thereby compromising on
sound debt management. Consultations with
stakeholders revealed that there is limited debt

management in Zimbabwe.

data reconciliations and validation between the
Ministry of Finance and the RBZ. Further, it was
highlighted that there is no perfect flow of
information between these institutions.

Section 7(1) of the Public Debt Management Act
provides for the creation of an External and
Domestic Debt Management Committee whose
functionsare toadvise the Minister on publicdebt
management policy and strategy; all external
borrowings, domestic debt issuance and
guarantees; as well as any other functions
assigned to it by the Minister. The Committee
reports to the Minister. It is composed of the
Secretary for the Ministry of Finance, whoshall be
the Chairperson of the Committee, the Governor
of the Reserve Bank of Zimbabwe, and the
Attorney General. The Debt Management Office
plays a secretarial role for this Committee. The
chairperson of this Committee may invite any
other person to provide technical expertise when
the Committee meets. The Committee is required
to meet at least once every calendar month in
terms of Section 7(3) of the Public Debt
Management Act. This Committee was formed in
2015 but only operationalised this year 2019.
ZIMCODD (2019) highlights that whilst the
Committee is confirmed to have met a couple of
times to discuss and give advice to the Minister of
Finance and Economic Development with regard
to debt management in Zimbabwe, its meetings
are not being conducted regularly. Section 7(2)
(ii) states that the Committee shall meet at least
onceevery calendar month.

Reserve Bank of Zimbabwe is responsible for
issuing government securities for the sole
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purpose of supporting monetary policy objective in
terms of Section 12 of the Public Debt Management
Act. Section 18 (1)(c) of the same Act allows the
Minister to authorise the Reserve Bank in its
capacityas the banker of the State, to act as agent of
the State in the repayment of interest and principal
and also in the issuance of Government securities
in repayment of the public debt ,as he or she may
determine. As stated earlier, the Reserve Bank of
Zimbabwe sits in the External and Domestic Debt
Management Committee thus providing policy
advice on debt management in Zimbabwe. The
participation of the Bank is normal in countries
where the Central Bank still acts as a fiscal agent to
government.

Parliament of Zimbabwe plays an oversight role in
debt management as provided for in the
Constitution, Public Debt Management Act, and
Public Finance Management Act. Section 299 (1) of
the Constitution provides that Parliament must
monitorand oversee expenditures by all the tiers of
government. Some of its duties include receiving,
scrutinising and holding the Minister accountable
for issues emerging from his reports whose
contents and timing are clearly outlined in Section
36 of the Public Management Act. Further, Section
36(3) highlights yet another role for Parliament,
which is the ratification of all external loans
contracted under the Public Debt Management Act
inaccordancewith the Constitution.

The government's excessive
borrowing without
Parliament's approval is
clear evidence of the
limitations of Parliament's
capacity to play its
oversight role.

One major challenge on oversight is the
competence of the Parliamentarians to play this
role. The government's excessive borrowing
without Parliament's approval is clear evidence of
the limitations of Parliament's capacity to play its
oversight role. Zimbabwe's laws did not set any
minimum educational qualification forone to bea
Member of Parliament. Given that debt
management is a relatively specialised field, this
may tend to compromise effective oversight by the
Parliamentarians. In addition, the
incompleteness of the reports presented to
Parliament by the Minister of Finance further
impedes them todeliveron their mandate.

Reconciliations and human capacity
building

The DMO conducts regular reconciliation of
public debt in collaboration with international
financiers like the IMF and the World Bank, a
practice which is applauded to have improved the
accuracy of reported data. More so, it is fully
manned and the staff is getting adequate human
resource capacity building and support from
various organisational like MEFMI, World Bank,
and IMF among others. The major challenge
however, which is not unique to this department is
the limited capacity of the DMO to retain staff by
offering them competitive remuneration
packages owing to limited fiscal space.

In terms of the extent of debt management,
Zimbabwe is rated quite highly, forexample in the
Public Expenditure and Financial Accountability®
(PEFA) Assessment of 2017(Government of
Zimbabwe and World Bank, 2018). This report
highlights that central government loans and
issued guarantees are approved by a single
authority and recorded and reconciled at least
quarterly, usingacomprehensive system.
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Reporting

The Constitution as well as the Public Debt
Management Act require the Minister of Finance to
report to Parliament at least twice per year on all
government debt management activities,
guarantees and lending. For example, in line with
Section 300(4) of the Constitution, Section 36 of
the Public Debt Management Act requires the
Minister'sreport toinclude:

 information on how the debt management
strategy has been implemented over the
course of the financial year;

+ bi-annual reporting of debt management
activities covering an evaluation of
outcomes against the debt management
objectives;

+ alist of all guarantees issued by
Government including a classification of
guarantees according to their probability
of being called in;

« alist of all outstanding borrowings and
related debt service projections including
classification of the loans by Government,
public entities and local authorities.

Its Section (3) stipulates that the Minister shall at
the same time as the estimates of revenue and
expenditure are laid before the National Assembly,
table in Parliament a comprehensive statement of
thepublicdebt.

Government of Zimbabwe and World Bank (2018)
highlights that approval of and reporting on all
government debt and guarantees through the
Minister for Finance, as provided for by the
Constitution and the Public Debt Management
Act, have been respected since 2015. Whilst this has
been done through the budget statements
presented to the Parliament, it is the
comprehensiveness of the reports that still needs to
be improved in order to enhance transparency and
accountability on debt management. For example,
the budget documentation must contain summary
information of fiscal risks, including contingent

liabilities such as guarantees, and contingent
obligations embedded in structure financing
instruments such as public-private partnership
(PPP) contracts, and so on (Government of
Zimbabwe and World Bank, 2018). Thisis however
sometimes not fulfilled. The 2019 National
Budget Statement for example, only reports on
public and public guaranteed debt without giving
details. No other details relating to fiscal risks as
well as any contingency liabilities linked to PPPs
were reported. Only information relating to
corporate governance reforms for state enterprise
was reported. Further, implementation of debt
strategy as well as an update on outstanding debt
and the related debt services are missing in the
reports. This is despite the fact that Zimbabwe isa
member of the International Budget Partnership
that calls for fiscal transparency and
accountability.

Consultations with the Ministry of Finance
Officials revealed that they have the tools to make
a thorough assessment of the risks and the
Ministry commits to report these on how they
impact the budget forthwith.

The Constitution as well as the
Public Debt Management Act
require the Minister of Finance to
report to Parliament at least twice
per year on all government debt
management activities
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3 Trends, Pattern and Drivers of External and
Domestic Debt in Zimbabwe.

....The issue of debt in Zimbabwe dates back to
independence when Zimbabwe inherited about US$700
million of debt from the Rhodesian government

Size, natureand composition of
sovereigndebt

3.1

Zimbabwe has been struggling with settling its debt
since beginning of the new millennium in 2001.
However, the issue of debt in Zimbabwe dates back
to independence when Zimbabwe inherited about
US$700 million of debt from the Rhodesian
government, which mainly emanated from the
United Nations sanction-busting loans to the white
regime to buy arms during the civil war (Jones,
2011). Since then the country has been borrowing
spree to finance infrastructure, social services and
other development expenditure that was
considered as critical for the country (Chigumira, et
al., 2018). However, over the period 1980-2000, the
country had a good record of settling its external
payments to multilateral and bilateral creditors
and did not experience major challenges with
external paymentarrears.

The country's current sovereign debt is regarded as
high and unsustainable estimated at ZWL$66.8
billion'as at end June 2019. Domestic debt is about
ZWL$8.8 billion which translates to about 13
percent of total debt. External debt is estimated at
US$8.1 billion (ZWL$58.8 billion), of which about
USs$5.9 billion (72.8 percent) is accumulated
arrears®Multilateral institutions are owed a total of
USs2.5 billion (30.9 percent of external debt), of
which the World Bank, African Development Bank,
European Investment Bank and others are owed
about USs$1.5 billion, USs$702 million, US$309
million and US$74 million respectively. Total

bilateral debt amounted to US$5.5 billion with
Paris Club creditors being owed US$3.5 billion
whereas the Non-Paris Club is owed US$1.6
billion. The evolution of external debt shows the
ballooning of external debt from 1980 to June 2019
(Figure 2 and Annex 1). The rise in government
debt may reflect the economic collapse during the
period 2000 - 2008 (Chigumira et al., 2018) as well
astheeffects of the 2014 fall in commodity prices as
enunciated by the IMF Fiscal Monitor (April 2018).
In actual fact the external debt did not decline in
2019 but it is the issue of different sources of
information which was used. The slight variation
in figures of 0.2 percent for external debt from
US8.116 billion reported in December 2018 to
US$8.1for June 2019 may be due to the rounding off
of figures during reporting since the 2019 figures
were retrieved from the 2019 Mid-Year Budget
Review and Supplementary Budget whereas other
statistics for prioryears were availed by the DMO.

The country's current
sovereign debt is
regarded as high and
unsustainable
estimated at ZWL$66.8
billion'as at end June
2019.
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Figure 2: Evolution of Zimbabwe's External Debt (USS$ Billions), 1980-2019
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Despite the fact that public debt dates back to the
1980s, Zimbabwe's failure to service the debt
resulted in the accumulation of external payment
arrears due to IMF's suspension of Zimbabwe to
access the general resources account of the IMF
financing window (IMF, 2001). Equally the same,
other multilateral institution, notably the World
Bank and the African Development Bank and
traditional creditors from the Paris Club also
suspended disbursements of existing loan facilities
and also declared the country ineligible for new
loans. The composition of public external debt has
changed dramatically over recent years, with
declining concessionality and increased borrowing
from non-traditional lenders and private creditors.
Private debt started to show up in 2014 at about
US$565.9 millionand has been slightly declining by
about 3.23 percent, 3.18 percent and 4.32 percent
from 2015, 2016 and 2017, respectively.

The debt owed to Paris Club and that of
multilateral creditors have been consistently
increasing since 2000 due to interest payments
and penalties due to non-payments of debt owing
(Figure 3 and Annex 2). Non-Paris Club debt
started to accumulated from 1986, and has started
to grow faster from 2006 mainly due to the
increase in Chinese debt. This has been due to the
Government of Zimbabwe's failure to access credit
from the traditional creditors (multilateral and
Paris Club).The external debt build up in
Zimbabwe has been slowing down not because the
country has no appetite to borrow but because the
Government has difficulties to borrow more due to
theexistence of thearrears.
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Figure 3: External debt, Interest and Penalties (USS$ Billions), 1980 - 2017
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Zimbabwe has cleared arrears with the IMF in
October2016. However, the country cannotacquire
new debt from the international financial
institutions and other creditors until they clear all
the arrears they owe to creditors with the exception
of other bilateral creditors such as China. The
Zimbabwean government has been contracting
new loans from China, which if not managed
carefully can threaten the sustainability of
Zimbabwe's debt burden due to high appetite to
borrow at a time when the country's fiscal space is
constrained. The limited fiscal space by the
Government threatens its ability to pay back the
loansacquired.

Between 2009 and 2011, Zimbabwe was running a
cash budgeting system which did not provide for
accumulation of domestic debt. However, from
2012 onwards, domestic debt skyrocketed to about
US$9.62 billion in 2018 (January to September),
before declining by about 9.4 percent to ZWL$8.8
billion (about US$1.33 billion) by June 2019 (Figure
4). The decline of domestic debt has been

necessitated to debt repayment since the
Government of Zimbabwe has been honouring
maturing domestic debt. All the debt was
converted at US$1: ZWLs1. This is a positive
development given that government borrowing
from the local market crowds out local private
investment. However, the liberalisation of the
domestic currency to the US dollar in 2019 which
resulted in the RTGS dollar being pegged at
RTGS$2.5 against US$1 led to the erosion of the
value of the domestic debt in US dollar terms. The
introduction of the mono-currency in June 2019
further eroded the value of real the domestic debt
toZWL$8.8 billion which equated toabout US$1.33
billion as at 30 June 2019 (Figure 3). The
liberalization of the exchange rate has reduced the
real value of the domestic debt at the expense of
thecreditors.
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Figure 4: Domestic Debt (US Millions), 2009 - 20198
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Despite the Government of Zimbabwe benefiting
from domestic debt being eroded by the
depreciation of the Zimbabwe dollar against the
United States (US) dollar, as Zimbabwe dollar
continues to depreciate, the local creditors have
been reaped off their real value of their loans which
may further threatens Zimbabwe's country risk
profile. For instance, the Monetary Policy
Statement of 20 February 2019 introduced the
exchange rate between the US dollar and the bond
initially at US$1 to RTGSz2.5. However, the local
currency has continued to depreciate and has
registered an average interbank rate of USs$1:
ZWL$9.7955 as at 9 August 2019° Domestic debt of
ZWL$8.8 billion translates to about
US$898,371,701.3 million due to the depreciation of
the Zimbabwe dollar. However, external debt
becomes expensive to service given that more
Zimbabwe dollars are required to purchase US
dollars if the local currency continues to depreciate

against the US dollar. In the face of weak
economic growth and declining international
commodity prices, heavy debt servicing
potentially raises concern regarding
sustainability and carries immediate implications
about macroeconomic stability and economic
growth and development. Hence, the need to
interrogate the evolution of domestic and
external debt to provide measures that enhance
the country'sgrowth and inclusive development.

The Government of Zimbabwe recently made a
decision to improve on compensation to all
former farmers affected by the Land Reform
Programme in accordance with the country's laws
and commitments under the various bilateral
agreements (Government of Zimbabwe, 2018). A
key issue raised by some of the consulted
stakeholders as part of challenges on debt
compilationrelates to theabsence of theland debt
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in the government's debt books. It is not clear how
much the country owes to the former farmers as
well as the interest that is accruing. More so, data
consistency of debt statistics in the various
government documents is an issue thereby raising
concerns on the system's gaps to capture the exact
debt position for the country. There is an
irregularity on the country's public finance audits.
The audits mainly focus on how the funds were
expended but not on their performance e.g. how the
country's debt is performing according to law or
according to the country's debt strategy; as well as
the action taken by government to address the
issues raised by these audits. What is critical at the
end of day isvalue for money.

3.2 Foreign and domestic debt as a
proportion of GDP

When funds are borrowed, they have to berepaid. It
is not much of an issue if the funds are borrowed to
increase the country's capacity torepay the debte.g.
through productive capital investments. Zimbabwe

has however, been on record of allocating the bulk
of its resources on recurrent expenditure. For
example, its total Government spending on
recurrent expenditure was 9o.49percent between
2015 and 2017 (Global Economic Governance,
2018). This state of affairs imposes a huge burden
on the economy as it does not increase its capacity
to generate resources to repay the debt and tax
payerswill have torepay the debt.

Debt to GDP ratio is an indicator that reflects on a
country's ability to repay borrowed loans.
Zimbabwe's total debt to GDP was 54.52 percent
when the country emerged out of the hyper
inflationary era in 2009. A steady decline of debt to
GDP to 34.24 percent was recorded as the economy
was recovering and registering high economic
growth (see Figure 5). This ratio however, nearly
doubled to 66.43 percent in 2017 mainly driven by
huge domestic debt that was not supported by
corresponding growth of the economy.

Figure 5: Debt to GDP (%) between 2009 and 2017
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Huge domestic debts were mainly driven by
elevated wage bill, agricultural financing among
other expenses. Whilst total debt to GDP was
slightly below the constitutionally provided limit of
7opercentit exceeded what was agreed as
sustainable threshold by the SADC region as well as
international best practice as alluded to above.
SADC's macroeconomic convergence benchmark of
publicdebtislessthan 60 percent of GDP."

Further, the debt sustainability analysis conducted
by the IMF in 2017 revealed that external debt to
GDP will remain unsustainable throughout the
projected period between 2017 and 2037. Estimates
showed that external debt to GDP ratio will remain
aboveitsthreshold both in the baselineand extreme
shockscenarios.

Debtserviceasaproportion of
governmentrevenue

33

The trend in debt service to government revenue
seems to be following the movements in the cost of
serving the debt (see Figure 6). Debt service to
government revenue oscillated between 10.7
percent and 43.3 percent in the period between
2009 and 2017. This in the face of huge arrears,
huge domestic borrowing and subdued revenues
that constrained the country to service its debts
through revenues.

Figure 6: Debt Service to Government Revenue (%) between 2009 and 2017
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According to Essl et al (2019), revenues remain
subdued amid weak growth and structural
rigidities. Debt is harder to deal with, if tax
revenues are lower!'Evidence abounds that
Zimbabwe's revenue generation capacity is heavily
constrained. In 2019, for example, the economy is
expected to grow even below -2 percent owing to
poor agricultural performance; low power
generation, high inflationary pressures, foreign
currency shortages and limited external financial
support (Government of Zimbabwe, 2019).
Further, industry capacity utilisation is projected
to decline from 48.2 percent in 2018 to around 34.3
percentin 2019 (CZI, 2019).

Such shrinking of the national cake constricts
government's capacity to generate revenue to meet
its dues. More so there has also been an increase in
the non-compliance of tax payers further
constraining the country to raise adequate
revenues to services its debts. For example, the
Zimbabwe Revenue Authority reported that the
stock of outstanding tax debt rose from US$821
million in 2014 to an estimated US$3.5 billion
between the period 2014 and 2017. Thisamountwas
enough to finance at least 6o percent of the
announced 2018 National Budget. Further, around
60.6 percent of the economy is informalised
(Medina and Schneider, 2018) and the bulk of the
economic agencies are not in the Zimbabwe

Revenue Authority tax net. The country will not be
able to service the principal while interests and
penalties continue to accrue. This implies that the
general citizens will incur the huge costs as
payments on the debt are made at the expense of
expenditure on social sectors and rehabilitating
infrastructure. Other options for domestic
resource mobilisation such as savings, and
diaspora remittances have also been weak in
generating resources toservicedebt.

Debt service as a proportion of
exports

3-4

This indicator reflects government's ability to
meet external creditor claims on the public sector
through export revenues: Figure7 illustrates the
evolution of debt service to exports. The ratio
sharply shot from 6.76 percent from 2009 to 36.94
percent within two years amidst sluggish growth
in exports. A moderate decline was noted when
debt service to exports significantly dropped to
12.08 percent in 2014 before rising again. A
persistent deterioration of this ratio signals an
inability to generate enough foreign exchange to
meet obligations on a country's Public and
Publicly Guaranteed debt, and thus potential debt
distress in the absence of external support or debt
restructuring.13

Figure 7: Debt Service to Total Trade (%) between 2009 and 2018
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Weak export competitiveness and the withdrawal
of foreign investment have hampered the country's
debtservice capability (IMF, 2017). The weak export
competitiveness is partly explained by the high cost
of doing business in Zimbabwe owing to the
prolonged harsh economic environment. In the
2018 Global Competitiveness Report, the country
was ranked 128" out of 140 countries of the world
four places down the ladder from the 2017 score
(Schwab , 2018). In terms of foreign direct
investment inflows, Zimbabwe recorded US$745
million in 2018 (United Nations Conference on
Trade and Development (UNCTAD), 2019). These
inflows represent around 3 percent of the country's
GDP and is too small for the country to take off to
becomean upper middle income by 2030.

Debt sustainability assessment done by the IMF
(2017) revealed that debt service to export ratio will
remain below its respective threshold from the
baseline scenario throughout the projected period
from 2017 to 2037. However, in the most extreme
shock scenario, it will be above, indicating that
Zimbabwe will not be in a position to meet its debt
obligations as they fall due in the event of a drastic
shock to exports. It further reflects high risk of
liquidity challenges.

Inaddition, the ratio was projected to be increasing
throughout the medium term thus indicating an
increasein thedebtservice burden.

3.5 Debt service in comparison with
expenditure on social sector, health
and education

Massive debt burden that has been built up for
close to two decades in Zimbabwe are
economically distortive as they trigger economic
recessions, rising unemployment as well as
reducing tax and other public income, such that
public service provision becomes difficult to fund
(Ellmers, 2016). Hence sovereign debt crises can set
back economic and social progress and hinder the
ability of governments to engage in economic and
social investments necessary for sustainable
development. Debt service has not been effected
for most of the external creditors as the
government of Zimbabwe has been servicing
domestic debt. As such there cannot be any impact
of the same on domestic service provision. Despite
that Zimbabwe has not been servicing its debt, the
debt service ratio to education, health and social
services sector is very high (Figure 8). This implies
that if the country was servicing its debt, debt
service would be more that what is allocated to
education, health and social services sector. This
situation would not be ideal since more resources
would go towards debt service instead of social
services which may be catastrophic given that
these services are basic services which are required
foran economy to performwell.

Figure 8: Debt service to Education, health and Social sector, 2009 - 2017
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The accumulation of debt through interest and
penalty charges has some implications on future
service delivery when the debt is eventually
cleared. This may impact the social services since
more resources will be required to repay the debt
and arrears. This may affect resources to be availed
for social services such as education and health,
which also have some multiplier effects to other
productive sectors of the economy. Excessive debt
service payments prevents government spending
on critical social services and other development
related spending including infrastructure further
stalling growth.

3.6 Trends and drivers of external and
domesticdebtin Zimbabwe Drivers of Debt

Anaya and Pienkowski (2015) argue that the
primary balance, the interest rate, growth and
inflation are the main drivers of public debt.
Furthermore, they argued that the choice of
monetary policy regime plays an important role in
these debt dynamics. Hence, countries with
constrained monetary policy are more at risk from
changes in market sentiments and must rely much
more on fiscal policy to constrain debt. For
Zimbabwe a number of drivers can be singled out
to have been driving external and domestic debt.
Theseinclude the following:

Penalties on overdue external debt - Foralmost
two decades, Zimbabwe has not been paying
external debt. As a result, penalties have piled and
comprisea huge componentof the external debt.

High budget deficit -Huge budget deficit wasalso
driving debt due to excessive spending above
means, including subsidies and relatively higher
wages than it warranted especially in the
multicurrency regime which operated from
February 2009 to June 2019. The budget deficit
which was the major driver of domestic debt rose
from -6.9 percent of GDP in 2016 to -11.7 percent of
GDP before slightly declining to -10.8 percentage
in 2018 (Figure 9). The budget deficit is expected to
further decline to -5% in 2019 owing to the fiscal
consolidation measures to contain government
expenditure. Limited revenue generation due to
tax loopholes, tax evasion, inefficient tax
administration and corruption and lack of access
to external funding, especially concessional
borrowing due to debt arrears also lead to the
accumulation of debt and the slow growth of the
economy. The World Bank (2018) argues a drought
in 2015, fall in commodity prices and an
expansionary fiscal policy led to a burgeoning
fiscal deficit and acute foreign currency shortages
dampening demand and supply. *

Figure 9: Budget deficit as a percentage of GDP
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In 2019, the Ministry of Finance and Economic Development through the
2019 Mid-Year Budget Review and Supplementary Budget reported a
budget surplus of budget surplus (savings) of ZWL$803.6 million
translating to about 19.2 percent of the total budget by June 2019

However, the performance of the budget deficit
going forward will depend on the performance of
fiscal consolidation (austerity) measures that are
meant to reduce fiscal deficit and ultimately
sovereign debt. In 2019, the Ministry of Finance and
Economic Development through the 2019 Mid-Year
Budget Review and Supplementary Budget
reported a budget surplus of budget surplus
(savings) of ZWL$803.6 million translating to
about 19.2 percent of the total budget by June 2019.
This was due to fiscal deficits which fell due to the
austerity measures currently being undertaken by
the Government of Zimbabwe. This is in line with
the targets set by the Transitional Stabilisation
Programme (October 2018 - December 2020).
However, it was also reported in the 2019 Mid-Year
Budget Review and Supplementary Budget that the
surplus will be overturned intoadeficit by yearend.

Central Bank overdraft facility - The
government of Zimbabwe has been financing the
fiscal deficit largely through domestic borrowing
from both commercial banks and Central Bank
using an overdraft facility. The overdraft created
electronic deposits or Real Gross Time Settlement
(RTGS) in the banking system allowing the
government to make payments without
concomitant increases in United States dollar cash
balances. This resulted in a mismatch between US$
cash balances and RTGS balances resulting in cash
USs versus RTGS dollar exchange rate weakening
whileinflation wasincreasing.

Large infrastructure requirements - Large
infrastructure requirements amid rapidly growing
population, also lead to issuing debt to fill the
financing gaps. World Bank (2012) estimated that
Zimbabwe faces huge infrastructure financial
requirements estimated at US$33 billion over a

twenty-year period from 2012. The AfDB (2011) also
argues that, Zimbabwe requires around US$1.7
billion annually between 2011 and 2020 towards
the rehabilitation of existing infrastructure
networks. Transitional Stabilisation Programme
(October 2018 - December 2020) also estimated
that the country requires about US$26.97 billion
for the two year period of the programme. This
warrants that the huge infrastructure gap may
drive capital expenditure which may in turn push
the overall expenditure to incur budget deficits.

Depreciation of the local currency-
Depreciation of the local currency leads to a
country requiring more domestic resources to
finance external debt. This is what has happened
through the introduction of the mono currency
where more domestic resources are required to
service the same level of external debt. Hence, it is
important for policymakers to ensure that their
debt is sufficiently hedged against currency and
interest rate risks. However, the depreciation of
the local currency leads to a decline in the real
valueof thedomesticdebt.

The government of
Zimbabwe has been
financing the fiscal deficit
largely through domestic
borrowing from both
commercial banks and
Central Bank using an

overdraft facility. ’ ’
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4 The Impact of Public Debt Strategies and Public Debt
Management and Reforms in Zimbabwe

Given the structure of the economy, the existence of short-
term debt may not address the requisite concessionary long
term financing required to boost the ailing economy.

In an attempt to address the debt problem in
Zimbabwe, the Government of Zimbabwe
undertook a number of initiatives. Some of the
initiatives undertaken by government to clear the
debtinclude the following:

« Domestic Debt Restructuring (2001-2008) -
through restructuring of 30% of domestic debt
to the tune on ZWL$125 billion in 2000 part of
domestic debt to medium and long term while
the remainder was converted to Treasury Bills
(TBs) of 91 days, six months and one year
maturities (ZIMCODD, 2019). However, the
policy did not produce intended results since
only 1.5% was categorised as long term debt by
2017 with 98.5% debt as short term. Given that
the Zimbabwe economy primarily depends on
agriculture and mining as the provider of
feedstocks to other sectors of the economy,
these sectors have a longer gestation period and
hence this may also affect the resources which
ultimately accrue to the government through
taxies and levies. Given the structure of the
economy, the existence of short-term debt may
not address the requisite concessionary long
term financing required to boost the ailing
economy. Despite a deliberate strategy to
restructure the domestic debt further to long-
term, the country has been struggling to meet
thisobjective.

« Sustainable and Holistic Debt Stategy, 2010 -
This was a hybrid model which involved a
combination of traditional debt resolution
initiatives and creative leveraging of the
country's natural resources for economic

development (ZIMCODD, 2019), following a
decade of struggling to pay international
creditors. However, no debt repayments
payments were done following the
intervention.

e A debt plan Zimbabwe Accelerated Arrears
Clearance Debt and Development Strategy
(ZAADDS) in September 2010 -Government of
Zimbabwe formulated the ZAADDS
considering adebt relief mechanism underthe
Heavily Indebted Poor Countries (HIPC)
initiative and make use of fresh financing from
international institutions and mineral wealth
to achieve sustainable development. The
plan's key objective was to enable Zimbabwe to
secure comprehensive external arrears
clearance and debt relief from creditors at the
same time as laying a solid foundation for
economic growth supported by investment
from both domestic resources and external
support. Theinitial ZAADDS sign posts were:

Establishment and operationalization of a debt
management office;

Reengagement with creditors and the
international community;

Establishment of a track record under an IMF Staff
Monitored Program (SMP). A Staff Monitored
Programme is an informal agreement between
country authorities and Fund staff to monitor the
implementation of the authorities’ economic
program. SMPs do not entail financial assistance
or endorsement by the IMF Executive Board. For
instance, a Staff Monitored Programme was
undertaken between April and December 2013;
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Seeking the reclassification to IDA-only eligibility.
The eligibility for IDA support depends on a
country's relative poverty, defined as gross national
income (GNI) per capita below an established
threshold and updated annually ($1,175 in fiscal year
2020). Zimbabwe is categorised as a blend country
with IDA-eligibility based on per capita income
levels and are also creditworthy for some
International Bank for Reconstruction and
Development (IBRD) borrowing; and

Open comprehensive negotiations with creditors
for arrears clearance and full debt relief.

The new debt management office within the
Ministry of Finance immediately started
consolidating all debt claims, data, and proceeded
tovalidateand reconcile figures with creditors.

+ Establishment and operationalisation of
Zimbabwe Aid and Debt Management Office
(ZADMO) - This is another initiative which was
meant to improve transparency and
accountability in the compilation, publishing
and management of the debt in Zimbabwe. The
DMO is now fully operational under the
Ministry of Finance and Economic
Development.

» Lima strategy, October 2015 - The Government
of Zimbabwe presented a new arrears clearance
strategy to its creditors on the side-lines of the
2015 International Monetary Fund and World
Bank Annual Meetingsin Limain October 2015,
The Lima Strategy is premised on a non-HIPC
debt resolution strategy designed to clear
external debt arrears amounting to about
US$1.8 billion owed to the IMF, World Bank
Group and the African Development Bank
(AfDB) as a first step towards seeking a debt
treatment by the Paris Club after which the
government would commence negotiations
towards a resolution with the Paris Club. The
strategy includes (a) using SDR allocations to
repay arrears to the IMF which was already
undertaken , (b) a bridge loan to repay arrears
owed to the AfDB and IDA, and (c) a long term
loan from a bilateral creditor to repay arrears to
the IBRD. The Government intends arrears
clearance to be followed by a resumption of
lending from these institutionsand, eventually,
debt relief from the Paris Club and other
creditors. This staggered process started with
clearance of the US$108 million arrears to the
IMF on 20 October 2016. This adds to tokens
payments that have been made between 2012
and 2019 which cumulatively amounts to about
USs1.1billion (Figure10).

Figure 10: Principal External Debt Repayments (US$ Millions), 2009 - 2019
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Implementation of the IMF staff monitored programme -
Zimbabwe has already engaged in reengagement with the
international community and is implementing another IMF

supported SMP

Implementation of the IMF staff monitored
programme -Zimbabwe has already engaged in
reengagement with the international
community and is implementing another IMF
supported SMP. Under this initiate the
Government of Zimbabwe has qualitative and
quantitative measures which are supposed to be
met to as part of reforms which are meant to
improve the ease of doing business in
Zimbabwe. The quantitative measures include
(i) ceilings on: the primary budget balance, net
domestic assets of the RBZ, net financing of the
nonfinancial public sector by the Reserve Bank
of Zimbabwe, and new contracted and
guaranteed non-concessional external public
debt; and (ii) floors on net international
reserves, and social spending (IMF, 2019).The
structural benchmarks focus on enhancing
public financial management, improving fiscal
transparency and accountability, increasing
financial stability, and advancing governance
reforms.

The Government has also indicated its
willingness to compensate white farmers who
lost their farms during the land reform
programme. For instance, there was dialogue
with the Netherlands Foreign Trade and
Development Ministry over outstanding
differences on the issue of compensation in
respect of Dutch farmers affected by the
country's land reform in accordance with the
Bilateral Investment Protection and Promotion
Agreement (BIPPA) concluded in December

1996.

Despite these strategies implemented by the
Government to address the sovereign debt
challenges, external debt remains a big challenge
to the economy. This affects the country's country
risk and the ability to access concessionary lines of
credit from the international market. This is
happening at a time when the productive sector
wants to retool in order to compete on the
international market. The signing and ratification
of the African Continental Free Trade Area
(AfCFTA) by Zimbabwe, puts more pressure to
domestic producers as the country open the
borders to its African counterparts. This calls for
the need to continue prioritising engagement with
the international community to address the debt
problem. The domestic debt problem has been
temporarily addressed due to liberalisation of the
currency and honouring of maturing debt. The
Government should continue to honour maturing
debtssince treasury billsare being issued out to the
domestic market.

The Government
has also indicated
its willingness to
compensate white
farmers who lost
their farms during
the land reform
programme.
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5 Socio Economic Impact of Debt Cirisis in Zimbabwe

External debt arrears fundamentally prevent
Zimbabwe from accessing foreign capital and
investment driving the economy down.

5.1  Policy challenges that have been
arising from the debt crisis

High level of external debt negatively affects
growth and development. External debt that is
arrears is a thorn in debt management and
economic recovery. External debt arrears
fundamentally prevent Zimbabwe from accessing
foreign capital and investment driving the
economy down. It forces the government to resort
to domestic borrowing crowding out private
investment leading to slow growth since
governments are usually inefficient compared to
private sector investment unless if it is investment
in key enablers in the country. This may result in a
vicious circle of poverty. For a country such as
Zimbabwe with huge natural resource base and
economic potential, the level of external debt
should not be excessive. However, with the
declining economy, despite fiscal consolidation
measures to stabilize the country, it is becoming a
problem and a big burden. The debt issue should
be resolved through expenditure control and
expediting revenue generation through trying to
contain leakages in revenue collection. This is
critical given the volatility of external financing
which may beacquired with stringsattached.

On external debt interest and charges now exceed
theactual debt borrow which shows the extent that
the country is incapacitated to services the debt.
Failure to acquire concessionary lines of credit
following suspension to borrow from IMF and
other international financial institutions resulted
in the countryaccruingarrears in terms of debtand
interest payments to the creditors. This led to debt

from the non-Paris Club increasing with the
increase in domestic debt from 2012 as the
government resorted to borrowing from the local
market which can crowd out domestic private
investment. The domestic debt has however, been
eroded due to the liberalisation of the exchange
rate since February 2019. External debt remains a
big challenge as more domestic resources are
requires to service the debt since more Zimbabwe
dollars are required to survive the debt depending
on the ruling interbank rate. This reduced the
resources which should be availed for
rehabilitation and expansion of infrastructure,
social services such as education, health and
resources that should be availed to the
marginalised groups. Thisalso deprives the quality
of life for the present and future generation, hence
the need to find a lasting solution to the debt crisis.
Defaulting on repayments of debt has led to the
increase in the country's risk premium which
further exacerbates the cost of doing business in
Zimbabwe.

Failure to meet international debt payment
obligations has left the country out of the
international financial markets. This implies that
the country can only tap into domestic savings for
borrowing which seriously limits investment
opportunities at a time when the country requires
financial resources in line with its aspirations of
becomingamiddle income country by 20130.

The Government has to explore optionsto clearthe
external debt arrears as a first option before
engaging partners on new debt. Currently, efforts
are being made towards clearing outstanding debt
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to the World Bank, the AfDB and European
Investment Bank. Consultations are also ongoing
with Paris Club creditors and Non-Paris Club, a
move which is critical to addressing the
outstandingarrears.

The impact of narrow fiscal space and its adverse
effects on the economy means narrowing space for
domesticresources mobilization. Strategies can be
adopted by Zimbabwe to move out of the debt trap
are to raise economic growth as this will reduce the
debt/GDP ratio. This includes adherence to fiscal
rules even beyond the Staff Monitored
Programme. Other issues which may raise
economic growth areattracting foreign investment
including through joint ventures, aggressive ease
of doing business and reducing corruption and re-
engagement with the international community to
resolve the debt issue. Raising revenue including
through more efficient tax administration,
removing loopholes and reducing tax evasion.
Other issues such as control of excessive and
unnecessary expenditure, reducing blanket
subsidies and exemptions with effective targeting
of those in need may reduce unnecessary
expenditure. The Government should move away
from engaging in some businesses and leaving
them to the private sector if they can do it better
and more efficiently hence the current reforms
towards privatization of some parastatals is the
rightdirection.

Hence, there is a need to continue with prudent

Strategies can be
adopted by Zimbabwe to
move out of the debt trap

are to raise economic

growth as this will reduce
the debt/GDP ratio.

macroeconomic management to ensure that the
economy can fight against shocks. The World Bank
(2018) also argue that there is need to reduce
vulnerability by facilitating the use of alternative
energy to reduce oil dependence, diversifying
development and expanding labour market access
tosecureremittances.

5.2 Impact of debt service on the
government revenues and social
investment in Zimbabwe.

High debt service inhibits future investment in
social expenditure such as education and health,
thereby perpetuating low productivity and poverty
(IMF, 2018). High debt service impact on social
investment through various direct and indirect
channels. Directly, debt service payments crowd
out social spending by government to support
improved access to quality education, health,
among others. This implies that in developing
countries which cannot readily raise taxes such as
Zimbabwe increased debt service payments
directly result in reduced government resources
towards social spending such as health, education
and social protection.

Indirectly, high debt service payments may also
affect investment in social spending through
reduction in growth. High debt service also affects
growth through the investment channel by
heightening uncertainties and decreasing
expenditures on economic infrastructure. The
increased high debt service discourages private
sector-led investmentand thus growth. The overall
impact would be a reduction in total revenue,
which will also impact on social spending. Lastly,
the larger share of resources for debt can also result
in increased liquidity which will also have impact
negatively on growth, therefore reduced
government revenues and concomitant social
spending.

Zimbabwe's debt service requirements have
increased significantly averaging 22 percent
between 2009 and 2018. The debt service is
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expected torise even higherin 2019 asaresult of the ‘ ‘."“““.““““"““““"““
recent liberalisation of the exchange rate. In 2019,

the projected total debt service to government
revenue is around 33%.If the Zimbabwean
Government was servicing its debt in full,
including foreign debt, then on average 22 percent
social spending would be affected per annum.
Servicing the debt would have crowded out
financing of social services in the country. This
could have been suicidal given that the two are
basic human rights that should be extended to the
citizens. Government on average allocates 30

percent of revenues to education and health, this ”““”.“”““”“”““”““.’ ’
means the 22 percent debt service will negatively

impactonsocial spending (see Figuren).

If the Zimbabwean
Government was servicing
its debt in full, including
foreign debt, then on
average 22 percent social
spending would be
affected per annum.

Figure11l: Budgetary Allocations of Social Sectors to Government Revenue (%)
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Given the challenge in servicing the foreign debt,
Zimbabwe has been accumulating arrears on
external debt. The country has been paying only
nominal (token) payments on external debt. In
2018, the country paid only 5.3 percent of the total
external debt service, resulting on minimal effect
onthesocial sectorspending.

Impact of sovereign debt on the
fiscal space and domestic resources
mobilization in Zimbabwe

5-3

The increase in sovereign debt in Zimbabwe has
led to reduction in fiscal space. The fiscal space is
the gap between actual debtand the debt ceiling as
given by the law or some other prudent level
(Heller, 2005) and (Ghosh, Kim, Mendoza, Ostry,
& Qureshi, 2013). In Zimbabwe, two debt limits are
important. Zimbabwe has a debt rule which limit
of total public debt to GDP at 70 percent asalluded
toabove. In addition, as part of the SADC regional
finance and investment protocol, the country
should abide by the regional macroeconomic
convergence target of public debt to GDP of 60

percent (SADC, 2006). In addition, Zimbabwe is
rated as weak in terms of debt carrying capacity
using the IMF/World Bank Low Income Country
Debt Sustainability Framework (DSF), implying a
total public debt bench mark of 35 percent of GDP
in present value terms. The DSF benchmark is
even lower than the national and regional
thresholds. Debt carrying capacity is determined
using various factors that have a bearing on the
debt management capacity, solvency of debt and
ability to repay, which include the CPIA, domestic
growth, reserves, remittancesand world growth.

Figure 12 shows that the developments in
Zimbabwe's total public debt to GDP against
national and SADC regional benchmarks for the
period 2013t0 2018.

Figure 12: Public Debt to GDP against National and SADC target (%)
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As shown in Figure 12, Zimbabwe's debt has
surpassed all the prudent debt benchmarks in 2018,
implying that the country has no fiscal space. This
means that the country has nolongerany budgetary Given that the actual

room for government to increase expenditure debt level has breached
without further threatening the debt situation, the prudent levels, it also
which is already in debt distress. Given that the
actual debt level has breached the prudent levels, it

means the country has no

also means the country has no any additional debt any additional debt
buffer which ensures that that debt remain stable ¢ buffer which ensures that
even macroeconomicrisks. debt remain stable even

) o macroeconomic risks.
To check the impact of debt on fiscal space, it isalso

important to model the primary balance that ’ ’
ensures that Zimbabwe's debt is sustainable (IMF, 000000000000000000000000000000000¢0
2018). The primary balance is calculated using the

debtstabilising primary balance approach, which is

asimple tool with minimal data requirements. This

approach calculates the primary balance to be

achieved in order for debt to remain stable, given

the set of macroeconomic assumptions, mainly

related to real interest arte and growth. If the debt

stabilising primary balance is higher compared to

the actual, it means the country has no fiscal space

and there is need for fiscal consolidation. The debt

stabilising primary balance was found to be -1.3

percent of GDP, which is well higher than the

historical actual average of -6 percent since 2015.

This means that the country has no fiscal space and

infactthereisneed for fiscal consolidation.

Table 1: Debt Sustainability Analysis: Macroeconomic Assumptions

Baseline Scenario 2019 2020 2021 2022 2023 2024
Real GDP growth -6.5 3.0 3.0 3.0 3.0 3.0
Inflation 185.6 108.2 44.2 18.6 8.8 9.0
Primary Balance -5.2 44 -33 -2.8 -1.8 -1.2
Effective interest rate 5.0 5.7 7.9 8.5 8.7 8.6

Author's Assumptions
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6 Debt Sustainability and Macroeconomic Shocks

To understand Zimbabwe's debt sustainability in
the medium term, the evolution of debt burden
indicators were assessed under the baseline
scenario and stress scenarios. The baseline scenario
is based on the government's envisaged
macroeconomic framework for 2019 and
projections based on the country's historical
performance and potential output growth
dynamics. The stress scenarios were computed as
the historical average minus one standard
deviation. The IMF framework for fiscal analysis
was therefore used to do the debt burden
projections in the medium term. In addition to
profiling the evolution of debt under baseline
scenario, it subjects the debt to macroeconomic
stress testing. The baseline considers an average
growth rate of 3 percent considerable fiscal
consolidation that culminates in primary balance
at-1.2 percentin 2024.

Figure 13: Drivers of Public Debt

The main baseline assumption underpinning the
evolution of debt burden indicators are shown in
Table 1. Based on the assumptions above,
Zimbabwe's public debt to GDP ratio is expected
to progressively decline from 71 percent in 2018 to
41 percent in 2020 and remain relatively stable
around 40 percent up to 2024 as shown in Figure
13. The sharp decline in the public debt to GDP
ratio in 2020 is as a result of high inflation that
eroded the real value of domestic debt. In
addition, the fiscal consolidation being
undertaken by Government will result in little
debt being issued, overally depressing total public
debt. As shown in Figure 13, fiscal laxity given by
huge primary deficit was historically the main
factor driving public debt ratio upwards. From
2019, however, negative real interest rate will be
the main factor driving public debt down in the
medium term.
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6.1  Sensitivity of Zimbabwe's public

debt to macro-fiscal shocks

The baseline case is, however, vulnerable to macro-
economic shocks, which may result in increased
debt. Figure 14 shows that public debt is likely to
increase in the event of shocks to GDP, real interest
rate and primary balance. It is likely that if the
upward inflation trend witnessed in 2019
continues, the interest rates are likely to go up in
the near-term. Importantly, it shows that if
government stops austerity measures mid-way,
public debt is likely to rebound. Lastly, public debt
is likely to increase if government follows its
historical trend. This implies that government's
fiscal austerity programme s critical to bring down
debttosustainablelevels.

It is likely that if the
upward inflation trend
witnessed in 2019
continues, the interest
rates are likely to go
up in the near-term.

Figure 14: Public Debt and Macroeconomic Shocks
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In addition, to the impact of inflation, domestic debt has
been contained since 2019 as a result of significant
fiscal consolidation efforts by government.

The baseline scenario forecasts public debt to GDP
to decline from 2019. This is mainly attributed to
the expected decline in domestic debt to GDP, asa
result of increases in inflation and fiscal
consolidation, which slowdown the build-up of
new debt. For instance, domestic debt at $9,612
million, accounted for about 40% in 2018 but this
has fallen drasticallyasa percentage of GDP in 2019.
Using the 2019 Mid Term National Budget Review,
domesticdebtat ZWL$8,761 million asat June 2019,
accounted foronlyabout 7.6% of GDP. The increase
in inflation is expected to continue to reduce the
size of domestic debt to GDP as long as government

The increase in inflation is
expected to continue to :
reduce the size of
domestic debt to GDP as
long as government
minimises issuance of
new debt.

minimises issuance of new debt. In addition, to
the impact of inflation, domestic debt has been
contained since 2019 as a result of significant fiscal
consolidation efforts by government. This
resulted in government recording fiscal surplus for
the period January - June 2019. The fiscal
consolidation efforts include limited recourse to
Central Bank financing, restructuring of overdraft
facility, cash advances and treasury bills held by
Central Bank into long-term marketable
instruments and issuance of Treasury Bills for cash
flow managementonly.
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7 Possible policy and regulatory measures on
debt management in Zimbabwe.

The fact that Zimbabwe is already implementing a Staff
Monitored Program should work as pointfers to show the
country's readiness to reform the economy.

Contain the budget deficit - On domestic debt,
there is need for government is to contain the
budget deficit within the limits prescribed in the
Transitional Stabilisation Programme. The
Government needs tocontrol of excessive and
unnecessary expenditure, reduce subsidies and
impose exemptions to the well to do with effective
targeting. The oother issue includes the need to
contract new domestic debt only for productive
purposes. This is important even if domestic debt is
not a big issue at the moment. The culture of
managing the debt by adhering to fiscal rules is
critical to avoid crowding out domestic private
investment. The Government of Zimbabwe should
continue to honour new domestic debt that is due
for repayment under the current fiscal
consolidation measures torebuild the confidence in
thedomestic market.

Debt Restructuring and Debt Forgiveness- The
analysis of debt shows that the country has no fiscal
space for social sector financing even under current
arrangements where government is servicing only
less than 10% of its debt service. This implies that
government cannot fully service its external
obligations without serious dislocations on the
social sectors of the economy. Given the high debt
service to education, health and social services
spending, there is need for seriously considering
debt restructuring since resumption of debt service
payments may significant affect resources available
for social spending. This is catastrophic given that
social services should be prioritised to benefit the
marginalised groups. Against this background,
government should vigorously pursue the
international re-engagement process with a view to
restructure the external debt with multilateral
institutions, the African Development Bank and the

World Bank. The issue of debt forgiveness can be
pursued with the Paris Club given the current
difficulties that the country is facing to service the
arrears and the debt accrued from external
creditors. The fact that Zimbabwe is already
implementing a Staff Monitored Program should
work as pointers to show the country's readiness
to reform the economy. However, to enable
creditors to consider debt restructuring and debt
forgiveness, Zimbabwe should strive to meet all
the indicators under the IMF Staff Monitored
Program to give assurance to the creditors that the
country is ready to transform the country. These
measures will enable the Zimbabwean authorities
to try and grow the economy while adhering to
fiscal rules which then will enable the country to
generate enough resources to fund critical
expenditure requirements such as health,
education, social servicesand infrastructure.

Growing the economy- The government needs
to take decisive policy action to raise economic
growth (this will automatically reduce debt/GDP
ratio) including through smart economic
policies, structural reforms, making policies
consistent and market friendly, attracting foreign
investment including through joint ventures,
aggressive ease of doing business and reducing
corruption. Growing the economy increases the
country's potential to generate more government
revenue toserviceitsdebt.

Policy Consistency - The current fiscal
consolidation by government will result in decline
in public debt. There is, however, need to ensure
that government stays on course and avoid costly
policy reversal that would result in debt
explosion.
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The depreciation of the Zimbabwe dollar against the United States
dollar requires the counftry to raise more resources to service the
debt at a fime when the country has limited fiscal space.

Guard against exchange rate and
macroeconomic risks- Going forward, the debt
profile for Zimbabwe is very sensitive to
macroeconomic risks particularly GDP growth,
exchange rate and real interest rate. The
introduction of the Zimbabwe dollar as a mono-
currency brought about the exchange rate risk for
external debt. The depreciation of the Zimbabwe
dollar against the United States dollar requires the
country toraise more resources to service thedebtat
atime when the country has limited fiscal space. As
such there is need to ensure limited fluctuations in
the Zimbabwe dollar/ US exchange rate to
guarantee public debt sustainability in the medium
term.

Commitment to adhere to legal provisions of
debt management and implementation of
punitiveand deterrent measures - Thereisneed
for high commitment within the institutions
responsible for debt management (e.g. Ministry of
Finance, Reserve Bank of Zimbabwe and DMO) to
operate within the legal framework of debt
management in Zimbabwe. The culture of
compliance should be inculcated in these
institutions. For example, the government requires
to observe provisions relating to the borrowing
limits prescribed by law as well as seeking approval
from Parliament with regards to aggregate of the
amounts to be guaranteed as required by law. It
further needs to timely prepare ad publish
comprehensive debt management reports in order
toenhance transparency and accountability on debt
management. More so, corrective measures should
be putin place in case of breach of law. Government
is cognisant of the fact that adherence to the
borrowing legal requirements helps the country to

avoid committing the country to unsustainable
and unproductive loans (GoZ, 2017 National
Budget 2018). It is therefore expected for
Government to implement and follow the
statutory provision on debt management.

Strengthen Zimbabwe's institutional capacity
for debt management - There is need to
strengthen the Debt Management office in the
Ministry of Finance and Economic Development.
The DMO front, middle and back offices require to
be in one place for ease of coordination. More so,
there is need to ensure that institutions
responsible for debt management such as the
Ministry of Finance and the Reserve Bank of
Zimbabwe are well coordinated. There is also need
for an office that is responsible for effectively
monitoring of contingent liabilities in Zimbabwe.
Further, Parliament and Audit office should
enforce compliance with fiscal rules.

The depreciation of the
Zimbabwe dollar against the
United States dollar requires

the country to raise more
resources to service the debt
at a time when the country has
limited fiscal space.
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It is imperative for the Government to finalise and
make the Medium Term Debt Management
Strategy publiclyaccessible. This not only enhances
debt management in the country but enhances
monitoring and holding the Debt Management
Office (DMO) accountable by the members of the
public including the civil society organisations and
Parliamentarians.

Conduct regular debt audits -Like any other
government transactions; debt management
processes can be audited alongside the usual audits
of public finance. There could be loopholes in debt
management processes which increase risks for the
country if unattended. Debt audit is important for
Zimbabwe as it assesses how well the government is
utilising debt proceeds as well as tracking
achievements towards the debt management goals
for the country. Thus through these audits,
Zimbabwe will also send a message to international
partnerson how seriousitisondebt management.

Debt audit is important for
Zimbabwe as it assesses
how well the government
is utilising debt proceeds

as well as tracking
achievements towards the
debt management goals
for the country.

Ensuring public access to sovereign debt
statistics - Currently bits and pieces of debt
statistics are published in government and
government agencies report such as the national
budgets publish different debt statistics. This calls
for the need to relook at the figures to ensure that
both the Ministry of Finance and Economic
Development and the Reserve Bank of Zimbabwe
publish the same statistics over reported period. A
series of the statistics can be published at the
Ministry of Finance and Economic Development,
the Reserve Bank of Zimbabwe and the ZIMSTAT
websites and through hard copies to ensure easy
access to the information. The current scenario
where the information is availed upon request
does not augur well with the transparency
requirement where the information should be
available to thecitizenry to ensureaccountability.
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Annex 1: Evolution of Zimbabwe's Domestic and External Debt, 2009-2019

200
9 | 2010 | 2011 2012 2013 2014 2015 2016 2017 2018 | 2019
Total USS$8100
External 527 6160. | 6704. | 7030. (ZWLS58.8
Debt 0| 5320 | 5613 5847 5 3 0| 7186.5 7508.1 8164.0 | 00)
Paris 261 2960. | 2828. 2811.
Club 4 | 2621 | 2735 2828 8 3 2| 30105 3095.1 3468.0 | 3500.0
Non-
Paris 1004.
Club 329 331 443 534 | 659.7 801.7 6 1148.3 1337.5 1691.0 | 1600.0
Multilate
ral 232 2540. | 2508. 2666.
Creditors 7| 2368 | 2435 2485 0 4 7| 24977 2568.3 2562.0 | 2500.0
Private 0 0 0 0 0.0 | 5659 | 5476 530.1 507.2
ZWLSS8,80
Domestic 0
Debt - - - 276 375 1,676 | 2,239 4,033 7,134 9,624 | (US$1,329)
ZWLSIS66,
800
Total 527 | 532 | 5,61 (Uss16,91
debt 0 0 3 6,123 6,536 | 8,380 | 9,269 11,220 14,642 17,788 | 4)
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Annex 2: External debt, Interest and Penalties (USs$), 1980 - 2017
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