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Executive Summary

Zimbabwe is in debt distress with total public debt estimated
at USS13.7 billion as at the end of September 2021 up by 28%

from US$10.7 billion as at end of December 2020. This increase
is on account of the assumption of the blocked funds (historical
foreign currency obligations) estimated at US$2.9 billion and other

non-guaranteed facilities. The December 2020 figure represents
72.6% of GDP. This is higher than the 70% threshold provided for
in the Public Debt Management Act (Chapter 22:21) and the SADC
Regional Indicative Strategic Development Plan (RISDP) Public Debt-

to-GDP Macroeconomic Convergence Target of 60%. As at the end of
September 2021, the Disbursed Outstanding Debt (DOD) was 52.2%
of the total public debt stock with the rest being arrears. As at end No

of December 2020, the Disbursed Outstanding Debt (DOD) was only J'WD
37.8% of thetotal Public Debt Stock with the rest beingarrears. Public
debt registered a sharp increase between 2009 and 2019 on account  B&H
of the large fiscal deficits which were largely financed through
domestic borrowings. However, the 2019 currency conversion =

and the chronic high inflation significantly eroded its real value of +
domestic debt. The government continues to engage in public
private partnerships especially for infrastructure in education DW
and health.

The unsustainable stock of external debt has constrained
access to concessional financing and to international
markets, retarded economic growth, and hampered
socio-economicdevelopment. The high publicdebt
burden has been exacerbated by the structural
weaknesses inherent in the Zimbabwean
economy that have constrained the
country’s ability to generate high and
sustainable growth that is necessary
to mitigate and even forestall
needless debts and their
attendant problems.

TheCoronavirus
Disease
2019


file:///Users/pricilla/Downloads/Statement%20of%20Public%20Debt-%2024%20November%202021.pdf
https://old.zimlii.org/zw/legislation/num-act/2015/4/2015/Public%20Debt%20Management%20Act%2C%20Act%204-2015.pdf
https://www.sadc.int/files/4716/1434/6113/RISDP_2020-2030_F.pdf

(COVID-19) pandemic has exacerbated the public debt
situation inthe country. With limited fiscal space and recourse
to external financing, Zimbabwe has resorted to internal
borrowing to complement resources that were brought in
by Development Partners and other bilateral donors to help
mitigate the effects of the pandemic. On August 2, 2021, the
Board of Governors of the International Monetary Fund (IMF)
approved a general allocation of Special Drawing Rights
(about SDR 456 billion)
to address the long-term global need for reserves, and help

(SDRs) equivalent to

countries cope with the impact of the COVID-19 pandemic.
Zimbabwe received an allocation of SDR 677.4 million (USS
958 million). The SDR allocation will enhance the fiscal space
and reduce pressure on the Government to borrow. There
is therefore need for transparency and accountability in
the use of these resources in order to ensure that they help
boost liquidity and fight the pandemic. Zimbabwe’s key debt
sustainability indicators have worsened implying that the
country has little chance of emerging from its unsustainable
debt situation in the short run. Government signed the Global
Compensation Deed with former white farmers valued at
USS$3.5 billion. This is likely going to be financed partially or
wholly through public borrowing which will exacerbate the
debt position.

The cost of servicing the debt continues to crowd out
fiscal resources that could have been invested in critical
social services such as health care and education. As a

result, Government spending on critical sectors such as

health remains relatively low. During the period January

to September 2021, debt service payments amounting to
million were made to external creditors.

Government has improved on debt transparency with the
publication of the 2019 and 2020 Annual Public Debt Bulletins
as well as the Statement of Public Debt tabled in parliament
on the 25th of November 2021 by the Minister of Finance and
Economic Development. However, Zimbabwe’s adherence to
the principles and is mixed. The
recommendations on debt management proffered by

and reports have not been fully implemented.

Arrears clearance is a prerequisite for full engagement and
ability to borrow from the International Financial Institutions
(IFls). Zimbabwe is currently not considered poor enough
to be eligible for the Heavily Indebted Poor Countries
(HIPC) initiative. A sustainable arrears clearance strategy
must be anchored on inclusive and sustainable growth,
improvements in productivity and competitiveness, as well as
structural transformation of the economy. Moreover, a stable
political environment is very important. Moreover, restoring
debt sustainability requires a sustained implementation of
significant fiscal consolidation measures, cessation of quasi-
fiscal activities that lead to debt increases, as well as reaching
agreement with creditors on a comprehensive treatment of
Zimbabwe’s external debt and arrears.


https://www.imf.org/en/Topics/special-drawing-right/2021-SDR-Allocation
file:///Users/pricilla/Downloads/Budget%20Statement%202022%20(1).pdf
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https://afrodad.org/portfolio/annual-debt-management-report-for-zimbabwe-2020-2/
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Public External Debt, External Loan Disbursements
Public Domestic Debt, 2020 Budget Financing
Public Domestic Debt Maturity Profile



The rich ruleth over the poor, and the borrower is servant to the lender.

Proverbs 22:7 King James Version (KJV)

Zimbabwe’s debt distress can be traced back to the year
2000 when the country on its external
obligations to the International Financial Institutions (IFls)".
A combination of high debt service obligations, fiscal deficits,
erratic economic growth and constrained access to new
external financing in the 1990s culminated in a net outflow of
resources from the country, with the consequence of default
by 2000. The situation was exacerbated by an economic crisis
that was triggered following the onset of the fast-track land
reform programme. The US imposed sanctions on Zimbabwe
under the Zimbabwe Democracy and Economic Recovery
Act of 2001 which was further revised in 2018. It
restricts US support for multilateral financing to Zimbabwe
and the EU followed suit in February 2002. Consequently,
the country could not access external financing from IFls
and other traditional multilateral and bilateral creditors.
Agricultural output declined by about 50% between 2000 and
2008, headlined by the decline in tobacco production of 64%
and the decline in maize production of 76% .
, Zimbabwe’s debt burden
indicators as measured by debt to GDP ratio significantly
increased to levels above 100% in 2005 and 2008.

According to

In , Zimbabwe abandoned its currency
following a hyperinflationary episode’ and adopted a
multicurrency regime. The adoption of the multicurrency
regime helped to eliminate the hyperinflation and restore
macroeconomic stability. This multi-currency phase, amid
strained international relations and lack of access to external

1 Chigumiraetal (2018).

2 ByJuly 2008, when the then Central Statistical Office released its
last inflation figures for that year, the monthly inflation rate had reached 2,600.2
percent while annual inflation rate was 231 million percent.

finance led to budget deficits that were above the SADC
recommended threshold of 5%. These large fiscal deficits
were largely financed domestically through central bank
advances and treasury bill issuance. Domestic debt therefore
of GDP in 20173, although

it had been negligible during the early years of adopting

swelled and reached almost

the multicurrency regime in 2009. The growth in domestic
debt was also fuelled by recapitalization of the RBZ and
other public enterprises, as Government issued government
paper to commercial banks through the Zimbabwe Asset
Management Company (ZAMCO), in an effort to reduce the
stock of non-performing loans held by the banking system.*

For external financing, Zimbabwe has relied mainly on semi-
concessional financing mainly from China. Rather than
offering grants or concessionary loans (at below-market
interest rates), China provides huge project-related loans at
market-based rates. Concerns have been raised about the
lack of transparency, and the often little or no environmental
or social-impact assessments.

The outbreak of the Coronavirus Disease 2019 (COVID-19)
in 2020.
Following the COVID-19 pandemic, borrowing to support the

led to the economy declining by an estimated

associated health expenditure and to mitigate economic
vulnerabilities became is projected to rebound by 7.8%
in 2021 following 2 years of successive economic decline
as shown in Table 1. The country is currently experiencing
chronic high inflation with an estimated average inflation rate

3 IMF (2017) Article Iv Consultation—Press Release; Staff Report; And Statement By
The Executive Director For Zimbabwe IMF Country Report No. 17/196.

4 Chigumiraetal (2018).
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of 86% in 2021 down from 557.2% in 2020. The budget deficit improved from -4.7% of GDP in 2018 to a projected -0.5% in 2021,
while the current account position improved from a deficit of -8.3% of GDP in 2018 to 4.7% in 2020. A current account surplus is

important for debt and macroeconomic sustainability.

Table 1: Selected Macroeconomic Indicators

2005 L2010 2013 20s6 2017 2018 20152020 202
7.4 16.7 2 0.5 4.7 3.5

Real GDP (% change) -6.1 -5.3 7.8
Average Inflation (%) 6.2 3 1.6 -1.6 0.9 10.6 255.3 557.2 86
Gross Savings (% of GDP) -9.9 -4.5 -4.9 -1.2 13.5 -0.3 8.3 9.0
Investment (% of GDP) 9.9 17 9.2 9.8 8.9 5.7

Budget Balance (% of GDP) -2.2 0.2 -1.3 -6.5 -8.3 -4.7 -1.4 0.4 0.5
Current Account Balance (% of GDP) -9.7 -12 -13.2 -3.58 -1.66 -8.3 4.4 4.7

This report examines the debt management coordination; transparency and accountability; institutional framework; and debt
management strategy in the country among others. The report has the following specific objectives, namely:

i. Provide a brief country debt profile including latest 2021 statistics;

ii. Assess COVID-19 pandemic implications of Zimbabwe’s economy and debt distress situation;

iii. Review the uptake and implementation of the recommendations proffered by AFRODAD and ZIMCODD 2019/2020 Annual
Debt Management Reports for Zimbabwe;

iv. Review the extent to which Zimbabwe benefited from International financial institutions COVID-19 Response packages and
debt relief initiatives;

v. Proffer strategies for fostering responsible borrowing and effective use of COVID-19 resources.

1.1 Zimbabwe’s Public Debt Profile and External Payment Arrears: The Stylised Facts
A key macroeconomic objective of the National Development Strategy 1 ( ) is for Zimbabwe to maintain public and
publicly guaranteed external and domestic debt to GDP at below 70% of GDP. This is in line with the provisions of the

which caps public and publicly guaranteed debt to a maximum of 70% of GDP and can only be exceeded
through a resolution of the National Assembly under one or more of the following conditions:

. Occurrence of natural disasters or other emergencies requiring exceptional expenditure;
. Where a large investment project in the public sector is deemed by Cabinet to be timely and prudent;

. In case of a general economic slow-down requiring fiscal and monetary stimulus.


file:///Users/pricilla/Downloads/National-Development-Stratetgy1-2021-2025_compressed.pdf
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Figure 1: Comparison of Government Debt as a Percent of GDP: 2009 - 2021
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Figure 1 above shows that Zimbabwe government debt has
been well above the regional averages indicating the need for
long term solution to resolve the debt overhang. As shown
in Table 2, the total public debt as at end of September 2021
was USS$13.7 billion up by 28% from USS$10.7 billion as at end
December 2020. Thisincreaseis on account of the assumption
of the blocked funds (historical foreign currency obligations)
estimated at USS$3.34 billion and other non-guaranteed
facilities. The December 2020 figure represents 72.6% of GDP
while IMF puts the government debt at 86.1% of GDP. This
is higher than the 70% threshold provided for in the Public
DebtManagement Act (Chapter 22:21) and the SADC Regional
Indicative Strategic Development Plan (RISDP) Public Debt-

to-GDP Macroeconomic Convergence Target of 60%. As at
the end of September 2021, the Disbursed Outstanding Debt
(DOD) was 52.2% of the total public debt stock with the rest
being arrears. As at end of December 2020, the Disbursed
Outstanding Debt (DOD) was only 37.8% of the total public
debt stock with the rest being arrears.

Total debt owed to bilateral creditors of USS$5.4 billion
accounted for 37.7% of the total public debt stock, while debt
owed to multilateral creditors of USS$2.7 billion constituted
19.4%t of the total public debt stock. On the other hand,
RBZ balance sheet debt amounted to US$4.9 billion which
constituted 35.4% of the total public debt stock.


file:///Users/pricilla/Downloads/statisticalappendix.pdf
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Table 2: Total Public Debt Stock end September 2021 (US$ million)

Non-Guaranteed Grand Total

Total Public Debt 2,269 5,182 7,452 4,883 1,388 6,271 13,722
1. External Debt (a+b+c+d) 1,738 5,182 6,920 4,883 1,388 6,271 13,191
A. BILATERAL CREDITORS 1,271 3,320 4,591 22 832 854 5,445
Paris Club 110 2,831 2,942 19 823 843 3,784
Non-Paris Club 1,160 489 1,649 3 8 11 1,661
B. MULTILATERAL CREDITORS 246 1,862 2,108 0 557 557 2,664
World Bank 162 1,070 1,232 0 2901 291 1,523
African Development Bank 31 599 630 0 87 87 716
European Investment Bank 14 167 181 0 179 179 361
Others 38 26 64 0 0 0 64

C. RBZ ASSUMED DEBT (2015) 221 0 221 0 0 0 221

D. RBZ BALANCE SHEET DEBT 4,860 4,860 4,860
RBZ Borrowing - Guaranteed 1,448 1,448 1,448
RBZ Borrowing - Non-Guaranteed 72 72 72
Blocked Funds 3,340 3,340 3,340
2. Domestic Debt (etf+g) 532 0 0 0 0 0 532

E. TREASURY BILLS 426 426

F. TREASURY BONDS 62 62

G. DOMESTIC ARREARS 44 44

Government signed the Global Compensation Deed with former white farmers valued at USS$3.5 billion which if included external
debt will increase to USS$14 billion with total PPG debt of USS17.2 billion. The government continues to allocate interim relief to
the pending finalisation of the settlement. The huge debt burden has undermined the government’s ability to fulfil its social and
economic rights obligations.

The cost of servicing the debt continues to crowd out fiscal resources that could have been invested in critical social services
such as health care and education. As a result, Government spending on critical sectors such as health remains relatively low.
According to the 2022 National Budget Statement, during the period January to September 2021, debt service payments to
external creditors amounted to US$44.2 million. These payments were made for the active portfolios and for token payments to
International Financial Institutions (IFIs) and bilateral Paris Club creditors.

1.2 Public External Debt

Asshown in Table 3, as at September 2021, total PPG external debt, including RBZ external guaranteed debt amounted to US$13.2
billion up from US$10.5 billion as at December 2020 (26% increase). Total external debt accounts for 96% of the total public debt.
RBZ external debt (both assumed debt of 2015 and balance sheet debt) amounted to USS$5.1 billion up from US$2.1 billion as
at December 2020. The RBZ balance sheet debt of RBZ balance sheet external debt of US$4.9 billion comprises US$1.4 billion
guaranteed debt, USS$72 million non-guaranteed debt and USS$3.3 billion of blocked funds. The total RBZ debt constitutes 38.5%
of the total external debt and 37% of total public debt. Debt owed to bilateral creditors amounted to USS$5.4 billion while debt to
multilateral creditors amounted to USS$2.7 billion.


http://www.zimtreasury.gov.zw/index.php?option=com_phocadownload&view=category&download=440:statement-of-public-debt-nov-2021&id=67:2022-budget&Itemid=793

Table 3: Public External Debt by Creditor Type end September 2021 (US$ million)

Non-Guaranteed Grand Tota

1. External Debt (a+b+c+d)

A. BILATERAL CREDITORS
Paris Club

Non-Paris Club

B. MULTILATERAL CREDITORS
World Bank

African Development Bank
European Investment Bank

Others

C. RBZ ASSUMED DEBT (2015)

D. RBZ BALANCE SHEET DEBT
RBZ Borrowing - Guaranteed

RBZ Borrowing-Non-Guaranteed

Blocked Funds

1,738
1,271
110
1,160
246
162
31

14
38
221

5,182
3,320
2,831
489
1,862
1,070
599
167
26

0

6,920
4,591
2,942
1,649
2,108
1,232
630
181
64
221

4,883
22
19

O O O o o w

4,860
1,448
72

3,340

1,388

832
823
8
557
291
87
179

6,271
854
843
11
557
291
87
179

4,860
1,448
72

3,340

13,191
5,445
3,784
1,661
2,664
1,523
716
361
64
221
4,860
1,448
72
3,340

Table 4 reflects the total public external debt by original debtor. The RBZ balance Sheet of US$4.8 billion constitutes 36.8% of the

total public external debt

Table 4: Public External debt by Debtor end of September 2021 (US$ millions)

Debt

and Disbursed

Outstanding | Principal Arrears

Interest Arrears

Penalties

Total Public External Debt (a+b) | 6,620 2,995 1,676 1,899 13,191
A. PUBLIC EXTERNAL DEBT (EXCL. RBZ) | 1,760 2,995 1,676 1,899 8,331
Central Government (Including | 1,741 2,436 1,297 1,466 6,939
USS$221 million RBZ Assumed
Debt)
IDBZ 0 23 3 26 52
ZESA 2 236 198 163 598
Telone 17 174 99 138 429
Netone - 18 9 13 40
NRZ - 8 2 4 14
ZISCO - 67 67 36 170
ZAGRINDA - 7 0 12 20
NOCZIM - 21 0 31 52
Wankie Colliery - 4 0 8 12
Petrozim - 1 0 3 4
B. RBZ BALANCE SHEET 4,860 - - 4,860
RBZ Guaranteed 1,448 - - - 1,448
RBZ - Non-Guaranteed 72 - - - 72

- - - 3,340

Blocked Funds

3,340



Figure 2: Evolution of PPG External Debt 1980-2021
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The Government, through an Act of Parliament, the RBZ Debt
Assumption Act assumed the Reserve Bank of Zimbabwe
(RBZ) Debt in 2015. As at the end of September 2021, the
RBZ’s external debt stood at US$4.9 billion up from USS$2.1
billion as at the end of December 2020. The RBZ external
debt comprises guaranteed borrowing of US$1.4 billion; non-
guaranteed borrowing of US$72 million; and blocked funds
(historical foreign currency borrowings) of USS$3.3 billion.

1.2.1  External Loan Disbursements

As shown in Table 5, external on-lent loan disbursements, for
the period January to September 2021, which were from the
India Eximbank for the Deka Pumping Station and River Water
Intake System project, amounted to US$3.9 million.

The low disbursements are on account of the accumulation
of arrears on projects such as Victoria Falls Airport (China
Eximbank), Netone Network Expansion Phase Il (China
Eximbank) and Telone Backbone Network and Broadband
Access (China Eximbank). Total disbursements projected for
2021 amount to US$37.7 million.

Projected external loan disbursements for 2022 (see Table
5) for projects implemented by State Owned Enterprises are
estimated at US$308.6 million. The disbursements will be
towards the Hwange 7 and 8 Thermal Power Station, Deka
Pumping Station, R.G. Mugabe International Airport, Netone
Network Expansion Phase Il and the Bulawayo Thermal
Power Station.



Table 5: 2021 Disbursements (January to September) and 2022 Projected Disbursements (US$ million)

Loan Facility Lender Loan Amount 2021 Actual 2021 Q4 Proj 2021 Total 2022 Proj
Hwange 7 & 8 Thermal | China Eximbank 997.7 - 33.83 33.83 200
Power Station

Deka Pumping Station | India Eximbank 28.6 3.9 - 3.9 10

and River Water Intake

System

R.G. Mugabe | China Eximbank 153 - - - 51

International Airport

Netone Network | China Eximbank 71 - - - 27.6

Expansion Phase I

Bulawayo Thermal | India Eximbank 87 - - - 20

Power Station

Total 3.9 33.83 37.73 308.6

In 2021, Government concluded a concessional loan amounting to US$35.7 million for the smallholder irrigation revitalisation
programme. Thisfacilityisfunded by the International Fund for Agricultural Development (IFAD). In line with the legal requirements,
this loan was gazetted on the 13th of August 2021 and was subsequently approved by Parliament on the 11th of November 2021.

Table 6: Loans Concluded by Government in 2021 (US$ millions)

Loan Facility Lender Loan Amount Tenure (years) Grace Period (years) | Interest

Rate (%)
Smallholder Irrigation IFAD 35.7 40 10 15
Revitalisation Programme

As shown in Table 7, in 2020, US$189.5 million external loans were disbursed and these were mainly from the OPEC Fund for
International Development (OFID) and the China Eximbank. The disbursements for 2020 represent a 216% increase from the
US$60.0 million recorded in 2019. This increase is mainly attributed to the ongoing projects particularly the Hwange 7 and 8
Thermal Power Station Expansion and the rehabilitation of the Robert Gabriel Mugabe International Airport projects funded
by the China Eximbank. Chigumira et al (2018) argue that loan contraction from China threatens to repeat past mistakes of
overreliance on foreign borrowing rather than using domestic resources and using foreign borrowing for activities that will
not create sufficient returns to repay the loans. They further contend that in the future, Zimbabwe could find itself in similar
challenges with China as it did with the other creditors in the 1990s following the dwindling of the country’s capacity to service
the loans and accumulation of arrears.



Table 7: 2020 Actual Disbursements from External Loans

Loan Facility Lender Loan Amount (US$ millions) 2020 Disbursements (US$
millions)

Hwange 7 & 8 Thermal Power | China Eximbank 997.70 129.60

Station Expansion

Robert G. Mugabe International | China Eximbank 153.00 27.70

Airport

Telone Backborne Network China Eximbank 98.60 5.51

NetOne Network Expansion Phase | China Eximbank 71.00 21.30

3

Poverty Alleviation Project OFID 7.80 1.73

First Education Project OFID 20.00 3.35

Smallholder Irrigation | OFID 15.00 0.38

Revitalisation Project

Total 189.50

In 2020, the Government signed two external concessional loan agreements amounting to US$320 million, for the refurbishment
of Hwange 1 - 6 Thermal Power Station and the procurement of Personal Protective Equipment (PPE) and laboratory equipment
towards the mitigation of the COVID-19 pandemic. The loans signed by Government in 2020 are shown in Table 8.

Table 8: Loans signed by Government in 2020

Loan Facility Lender Date Signed Loan Maturity Grace Interest Grant
Amount US$ Period Rate % Element %

Repowering Hwange || n d i a|24.02.2020 310 million 25 5 1.75 32.95

1-6 Thermal Power | Eximbank

Station

Urgent Response | BADEA 28.08.2020 10 million 20 5 2 27.21

Operation to fight
COVID-19

1.3 Public Domestic Debt

With limited access to external resources, fiscal deficits have been financed domestically through the local financial and capital
markets. According to the 2022 National Budget Statement, domestic debt stock as at end September 2021, amounted to
ZWL$46.6 billion, with Treasury Bills (TBs) having the largest share of 80% of the total domestic debt (ZWL$37.3 billion), Treasury
bonds with 12% (ZWLS5.4 billion), while domestic arrears were at 8% (ZWLS$3.9 billion). Public domestic debt increased from
ZWL$20.9 billion as at end of April 2021, and ZWL$16.7 billion as at end of December 2020.

In 2019, public domestic debt was ZWLS7.7 billion. Domestic debt had reached almost 45% of GDP in 2018, driven mainly by the
issuance of Treasury Bills (TBs) and the use of RBZ overdraft facility. The real value of the domestic debt has been significantly
eroded owing to the chronic high inflation and the conversion of USS denominated debts during the multicurrency era to
Zimbabwean Dollars at an exchange rate of 1:1 in February 2019. Consequently, the share of domestic debt in total PPG debt
dropped significantly from 51% in 2017 to 1.9% in 2020.



Table 9: Domestic Debt at end of 2019 - 2021 (ZWL$ Millions)

Category

December 2019 December 2020 September 2021
Treasury Bills 1,211 3,126 37,300
Treasury Bonds 7,672 11,085 5,400
Domestic Arrears - 2,490 3,900
Total 8,884 16,702 46,600

ion exercise

Recapitalization of the RBZ and other public enterprises and the issuance of government paper to commercial banks through the

Zimbabwe Asset Management Company (ZAMCO) to reduce the stock of non-performing loans held by the banking system also
contributed to an increase in domestic debt ®.

Figure 3: Evolution of Domestic Debt 1980-2020
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Historically, with limited scope for external financing, public
domestic debt ballooned to ZWS$15.9 trillion as of October
2005 up from the ZWS1.7 trillion in December 2004. This
was mainly because government resorted to Treasury
Bills (TBs) and the Central Bank overdraft facility. The
macroeconomic environment worsened between 2006 and
2008 characterised by chronic high inflation with inflation
reaching the record high of 231 million % in 2008. Domestic
debt grew to ZW$119.4 billion in 2006 and ZW$12.5 trillion
in 2007 reflecting the impact of inflation on government
operations and programmes. The Government did not
release information with regard to domestic debt between
2009 and 2012, after which it published a domestic debt of
USS$276 million in 2012.

Since then, the public domestic debt had been growing at an
exponential rate due to the government’s then propensity to
borrow domestically by issuing TBs and through the RBZ bank
overdrafts. The RBZ Debt Assumption Act in 2015, resulted in
the sharp rise in domestic debt from USS$1.7 billion in 2014
to USS$2.2 billion. The huge budget deficit continued driving
domestic debt to unsustainable debt levels of USS$4.0 billion
in 2016, USS7.1in 2017 and USS$9.5 billion as of August 2018.
Zimbabwe then in 2019 reintroduced the Zimbabwe dollar
through Statutory Instrument (S.I.) 142 which prejudiced the
local creditors since the real value of what was due to them
was eroded by a factor of 8.9931° This was after a direct
conversion of the domestic debt of ZWL$9.6 billion to US$1.01
billion. As a result, the debt figure fell from US$8.398 million
(37% of GDP) in 2018 to USS$535 million (3% of GDP) in 2019.

The 2020 Annual Public Debt Bulletin attributes significant

improvements that have been made in domestic debt

management through the implementation of the following

measures:

+  Continuation of the Treasury Bill auction system;

« Zerorecourse to Central Bank overdraft window;

«  Non-issuance of Treasury Bills to ZAMCO; and

« No quasi-fiscal operations at the RBZ, hence no further
monetisation of the budget deficit.

Given the limited access to external financing attributed to
continued accumulation of external debt arrears, the

Government has sought increasing recourse to the issuance
of Treasury Bills (TBs) to finance the deficit. On 9 July 2021,

6  AFRODAD 2019 Annual Debt Management Report.

the RBZ raised ZWLS1.1 billion through a TBs issuance’.
In 2020, 50.3% of these Treasury Bills were raised through
private placements, 12.3% through the auction and 43.5%
were restructured TBs. A total of ZWL$485 million was raised
through the auction system at an average interest rate of
15.9%, while ZWLS$3.4 billion worth of Treasury Securities were
restructured at an average interest rate of 7.6% and ZWLS$4.0
billion was raised through Private Placements at an average
interest rate of 19.9%. Of the ZWS$7.9 billion raised through
Treasury Bills issuances, ZW$4.0 billion was for health-related
COVID-19 pandemic expenditures, while ZWS3.4 billion was
for restructuring the existing debt, which was converted into
Treasury Bills. Furthermore, ZWS$327 million was issued to
mobilise resources for grain importation and ZW$9.0 million
was for cashflow management, including maturing Treasury
Bills®.

Although Government had committed to move away from
a system of private placements in favour of auction system
to enhance transparency and ensure a defined vyield gap,
Treasury resorted to private placements due to the COVID-19
induced lockdowns. As part of curtailing the growth in
domestic debt, parastatals and state enterprises are required
to submit their borrowing requirements for incorporation
into the Government Borrowing Plan for 2022.

Domestic financing remains short-term, as the Ministry of
Finance and Economic Development continues to access
funding mainly from the financial and capital markets.

The domestic debt maturity profile reflects the short-term
nature of the domestic debt securities/TBs, as investors
of government securities have a preference for short term
instruments to hedge against chronic high inflation. About
ZWLS31.3 billion (81%) of outstanding domestic debt
securities is maturing in 2022, with a corresponding interest
bill of ZWLS$5.1 billion.

The 2020 Annual Public Debt Bulletin revealed that ZWL$4.1
billion (25% of the total public domestic debt) and ZWLS$4.6
billion (28% of the total public domestic debt), will mature
in 2021 and 2022 respectively, while ZWLS700 million will
mature in 2023. The concentration of the maturities in 2021
and 2022, is attributable to the preferences of investors for

8 2020 Annual Public Debt Bulletin.


https://allafrica.com/stories/202107150236.html.

short-to-medium term instruments in government securities, as they desire to hedge against inflation, which in turn translates
into Treasury’s refinancing risk. Figure 5 shows the maturity profile from 2021 to 2034 for the stock of domestic debt amounting
to ZWLS$16.7 billion as at the end of December 2020.

Figure 4: Treasury Bills and Bonds Maturity Profile 2020-2034
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1.3.3  Guarantees Issued by Government to Domestic Borrowers
During the period January to September 2021, Government issued guarantees for domestic creditors amounting to ZWL$20.3
billion and US$1.4 billion as shown in Table 10 below, for the purposes of financing agricultural inputs, grain purchase, importation

Table 10: Guarantees issued from January to September 2021

Borrower Amount - US$ Amount - ZWL$ Purpose Date Approved Expiry Date
millions millions
Agribankand AMA | 0 100 Finance horticulture and | 8-Mar-21 31-Dec-21

oil seed production for the

2020/21 agricultural season

AMA 0 20,000 Grain Purchase 8-Jun-21 8-Jun-22
RBZ-Africa  Export | 1,425 0 Facility — Restructuring - | 10-Mar-21 10-Mar-24
Import bank Importation  of  strategic
commodities
IDBZ 0 200 Financing the development | 18-Aug-21 17-Aug-22
of a low-density residential
area
Luxaflor Roses 0.75 0 Working capital | 16-Mar-21 16-Mar-24

requirements

Mbano Manor Hotel | 0 10 Working capital | 8-Mar-21 8-Sep-22

requirements

Total 1,425.75 20,320

Source: Zimbabwe Public Debt Management Office In 2020,




In 2020, the Government issued guarantees to support State-owned enterprises and the private sector worth ZWL$19.2 billion.
Table 11 summarises the domestic guarantees issued in 2020.

Table 11: Domestic Guarantees Issued in 2020

Borrower Purpose Date Issued Amount (ZWLS$ Millions) Expiry Date

Agribank and FBC Bank | Issuance of Agrobills to finance | 14.04.2020 100 31.12.2020
2019/2020 Agriculture Season

Agribank and FBC Bank | Issuance of Agrobills to Finance | 01.07.2020 200 31.12.2021
2020/2021 Tobacco Season

Silo Food Industries Finance of short-term trading | 09.10.2020 350 31.10.2021

capital requirements of the

issuer

IDBZ To finance site servicing of | 30.10.2020 300 26.02.2021
Sumben Housing Project

CBz Financing of 2020 winter wheat | 28.08.2020 1,500 12.03.2021
cropping season

CBZ Financing of the 2020/2021 | 21.12.2020 16,536 26.02.2021
maize and soya beans cropping
season

Total 19,219

In 2020, Government approved domestic borrowing by the Zimbabwe Power Company (ZPC) from the domestic market for its
working capital requirements amounting to ZW$50 million

1.4 Key Debt Sustainability Indicators

Zimbabwe’s debt situation remains an impediment to both external sustainability and economic development. The country isin
debt distress with large external payment arrears, against a context of limited fiscal space. Table 12 shows Zimbabwe’s key debt
sustainability indicators as at end December 2020. While the total PPG debt as a percentage of GDP has improved from 88% in
2019 to 72.6% in 2020, however the PPG external debt as a percentage of GDP has worsened from 47% in 2019 to 71.2% in 2020.

Table 12: Key Debt Indicators as at end of December 2020

Indicator 2019 2020

Total PPG External and Domestic Debt Stock/GDP (%) 88 72.6

Total PPG External Debt Stock/GDP (%) 47 71.2

Total PPG Domestic Debt Stock/GDP (%) 41 1.4
Multilateral Debt/Total PPG External Debt Stock (%) 27 25
International Reserves/Total PPG External Debt Stock (%) 0.9 1.6
Nominal GDP at market prices (Million ZWLS) 182,866.82 1,207,835.30
Exports (Million ZWLS) 58,568.34 430,467.02
International Reserves (Million ZWLS) 291.7 168
International Reserves (Month of Import Cover) 0.7 0.4

End Period Exchange Rate (Interbank, RBZ) 11.1 81.79




A Joint World Bank-IMF Debt Sustainability Analysis carried
out in February 2020 shows that Zimbabwe is classified as ‘in
debt distress’ with unsustainable PPG external and total debt
and large external arrears. The country’s current debt-carrying
capacity is classified as ‘weak’ according to the methodology
employed in the revised DSF Framework (2017). As at end of
2018, the country had a Present Value (PV) of PPG external
debt-to-GDP ratio of 36.2% and this ratio is projected to reach
48.8% by 2021; a PV of PPG external debt-to-exports ratio of
156.7% with this ratio projected to be 199.7% by 2021; a PPG
debt service-to-exports ratio of 12.4% and projected to be
10.4% by 2021; and gross external financing need of USS$3.2
billion in 2018 up from US$2.0 billion in 2017, this expected
to be US$2.0 billion by 2021. The high external debt to export
ratio is of great concern because of its negative effects on
investmentand savings. The high ratio pointsto debt servicing
problems, because most of the cash required to service the
external debt largely comes from export earnings. The high
debt-to-exports ratio also points to the fact that Zimbabwe’s
debt is unsustainable and likely unrepayable. The total debt
stock also continues to outstrip revenues.

In terms of public sector debt sustainability, the PV of public
debt-to-GDP ratio was 43.7% in 2018 and is projected to reach
61.8% by 2021; the PV of public debt-to-revenue and grants
ratio was 502.4 per in 2018 and is forecast to reach 579.7% in
2021; while the debt service-to-revenue and grants ratio was
62.5% in 2018 and is expected to reach 100.5% in 2021 (World
Bank and IMF, 2020).

What is clear is that without sustainable growth or more
concessional financing and debt relief, Zimbabwe has little
chance of emerging from its debt problems even in the
long term. These outturns, together with the existence of
substantial arrears, support the notion that Zimbabwe is in
external debt distress.

Overall, the country is susceptible to the following debt risks:

«  Worsening debt risks - the country has no access to
traditional concessional sources of financing; for further
borrowing the country is turning to expensive loan
options;

«  Fiscalrisks: the country faces fiscal sustainability stresses;
+  Crowdingouteffect-budget deficit finances unproductive
government expenditures like transport subsidies;

+  Overborrowed domestic market which crowds out private

borrowing;
+  Weakened foreign currency reserves as foreign debts
mostly repaid in foreign currency;

Generational burdens - future generations will have to
pay higher taxes in the future to pay for the unproductive
debts incurred in the past;

Loss of economic and social welfare: increased interest
payments slow income growth. Government may resort
to increasing taxes which may increase both the cost of
business and the cost of living.

O—Y Key Factors
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Pandemic and Its Implications of
Zimbabwe’s Economy and Debt
Distress Situation



The outbreak of the COVID-19 pandemic, first detected in
China in late 2019 has led to huge socio-economic costs on
the global economy. The country reported its first imported
case of COVID-19 on 21 March 2020 with local transmission
beginning on 24 March 2020. The Government sought to
limit the spread of the virus and mitigate the negative health
outcomes of the disease through various policy measures
that have limited travel,imposed lockdowns and curfews, and
closed businesses, schools, and borders. These interventions
coupled with the financial and economic burden of COVID-19
associated morbidity and mortality have had profound
implications on the economy?®. The COVID-19 pandemic has
affected the economy through a number of channels which
include: supply chain disruptions; disruptions in trade which
have affected the capacity of the country to import raw
materials; decline in tourist arrivals; decline in commodity
prices; decline in foreign direct investment inflows (FDI) and
the diversion of government resources to fight the outbreak
which will reduce funds available for key development
priorities. The pandemic has negatively impacted on revenue
collections whilst also increasing expenditure demands.

In 2020, Zimbabwe’s economy is estimated to have
contracted by 4.1%' mainly due to the COVID-19 pandemic.
The pandemic came at a time when the country was already
grappling with the effects of climate change induced shocks,
characterised by droughts and Cyclone Idai. These shocks had
significant negative effects on the country’s already existing
infrastructure gap, health systems and livelihoods. Estimates
from the World Bank show that the number of extremely
poor Zimbabweans reached 7.9 million - almost 49% of the
population in 2020, up from 42% in 2019*. The economy is
projected to rebound in 2021 to register an economic growth
rate of 7.8% mainly on account of a very successful 2020/2021
agricultural season before slowing to 3.6% in 2022 »2.

Expenditure pressure in public health measures to save lives
coupled with the slowdown in economic activities following
the partial orfull lockdowns and general economic slowdown,
have exerted considerable pressure on government finances.
The Government faces pressures related to the need to

9 According to the COVID-19 update from the Ministry of Health and Child Care, as
at 09 December 2021, Zimbabwe had 155 817 confirmed cases, including 129 136
recoveries and 4 723 deaths.

10 2020 MOFED Fiscal and Economic Performance report.

11 Zimbabwe Economic Update Overcoming Economic Challenges, natural Disasters,
and the Pandemic: Social and Economic Impacts, June 2021, Issue 3, World Bank.

12 2021 Mid-Term Fiscal Policy Review.

procure sufficient vaccines and other COVID-19 related
expenditures. As a result, Government in 2020 and 2021
had to resort to domestic borrowing to finance these fiscal
expenditures. As domestic resource mobilisation weakened
due to reduced economic activity, debt repayment capacity
was also eroded. The 2020 Annual Public Debt Bulletin
highlighted that in 2020, due to the COVID-19 pandemic,
Government faced challenges in making external debt
service payments and hence no token payments were made
to the three IFIs namely: the World Bank (WB) Group; African
Development Bank (AfDB); and European Investment Bank
(EIB). Consequently, total debt service payments for 2020
amountedto only US$20.39 million. The payments were made
to creditors with active portfolios including the International
Fund for Agricultural Development (IFAD) (US$2.2 million),
OPEC Fund for International Development (OFID) (US$0.92
million), Arab Bank for Economic Development in Africa
(BADEA) (USS$0.17 million) and the China Eximbank (USS$17.1
million).

Inflows of development partner support were also reduced
as source countries were also affected by the COVID-19
pandemic. The 2021 Midterm Fiscal Policy Review Statement
observed that planned implementation of programmes and
projects was affected/delayed by the unprecedented impact
of the COVID-19 pandemic. Government has committed
to increasing the vaccination drive so as to achieve herd
immunity by vaccinating at least 60% of the total population.

As the country taps into domestic resources for borrowing
to finance the COVID-19 national response and other fiscal
pressures, it limits investment opportunities at a time
when the country requires financial resources in line with
its aspirations of becoming an empowered upper middle-
income country by 2030. While tapping into the domestic debt
market provides a sound alternative and does not expose the
country to foreign exchange risk, it has the potential to crowd
out private sector borrowing, thus hampering investment
and output growth.

In May 2020, Government unveiled the ZWLS18 billion
COVID-19 pandemic Recovery and Stimulus Package aimed
at reviving the economy and providing relief to industries
and small businesses impacted by the economic slowdown
induced by the COVID-19 pandemic lockdown. As such,
Treasury in 2020 issued guarantees amounting to US$15.2
million (equivalent of ZWLS 1.3 billion) under the COVID-19
pandemic Recovery and Stimulus Package. Steel Makers





https://www.worldbank.org/en/topic/debt/brief/covid-19-debt-service-suspension-initiative
https://www.worldbank.org/en/topic/debt/brief/covid-19-debt-service-suspension-initiative

also pledged US$239 million to complement Government efforts in fighting the pandemic, of which US$118 million was disbursed
in 2020*. This support was channelled towards strengthening of public health response, procurement of medical equipment
and Personal Protective Equipment (PPE) as well as provision of test kits. Development Partner interventions assisted in the
rehabilitation of Wilkins Hospital and boreholes across the country as well as capacity development of essential staff involved in
the implementation of COVID-19 interventions. Zimbabwe also received a grant amounting to USS7 million issued by the Global
Partnership for Education (GPE) to address the impact of COVID-19 on education, out of which US$1 million was disbursed in
2020.

The Ministry of Finance and Economic Development reported that in the first half of 2021 Development Partners contributed
resources amounting to USS17 million against an annual projection of US$214 million in response to the COVID-19 pandemic®.
The funds went towards procurement of medical equipment, Personal Protective Equipment (PPE), provision of test kits and
hand washing facilities. Government also received a donation of 560,000 doses of vaccines from the Governments of China, India
and Russia while the Government of Japan extended its support to the COVID-19 response by improving the COVID-19 vaccines
cold chain - ensuring crucial vaccines can be adequately transported and stored.

On August 2, 2021, the Board of Governors of the International Monetary Fund (IMF) approved a general allocation of Special
Drawing Rights (SDRs) equivalent to US$650 billion (about SDR 456 billion) to address the long-term global need for reserves, and
help countries cope with the impact of the COVID-19 pandemic. This is the largest-ever allocation. To date, a total of SDR 660.7
billion (equivalent to about US$943 billion) have been allocated. SDRs are an international reserve asset, created by the IMF in
1969 to supplement its member countries’ official reserves.

Zimbabwe has already received its SDR allocation of SDR 677.4 million (US$958 million) from the IMF. This represents about 20%
of the country’s total exports and about 10% of the country’s external public debt. This is a significant boost for the Zimbabwean
economy which is recovering from the COVID-19 pandemic and is expected to rebound by 7.8% this year. This SDR allocation
has increased Zimbabwe’s depleted foreign currency reserves position by US$958 million and should provide temporary relief to
the exchange rate. This is an important and positive development indeed especially given the fact that thisis not a loan. There is
need however to prioritise and allocate resources towards sectors that are productive and welfare enhancing. Importantly, the
SDR allocation will enhance the fiscal space and reduce pressure on Government to borrow.

14 Economic and Fiscal Report for Year 2020 2020 Annual Budget Review.

15 Ministry of Finance and Economic Development 2021 Mid-Year Fiscal Policy Review Statement, paragraph 335
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Debt Resolution Mechanisms and
Options for Zimbabwe



Zimbabwe’s constrained access to external capital due to
the accumulation of external debt arrears, perceived high
country risk and an unfavourable investment climate calls
for accelerated engagement and re-engagement efforts
with the international community to resolve the country’s
unsustainable external debt position. The NDS1 proposes
a strategy that involves limiting recourse to Central Bank
borrowing and encouraging listing of Bonds on the Securities
Exchange Market. The strategy also involves mapping and
agreeing on debt resolution with creditors through the
clearance of external debt arrears and debt relief in order to
open new lines of credit for the economy, which is critical to
the achievement of Vision 2030.

Government has also committed in the NDS1, to craft and
implement a second Medium-Term Debt Strategy as well as
to continuously review and update the Debt Sustainability
Analysis (DSA) indicators. The debt strategy will focus on
maximising access to concessional financing and will ensure
consistency between the capacity to service the debt and
minimising costs with the objective of fiscal consolidation.
A commitment to contract non-concessional borrowing for
commercially viable projects with a high rate of return, such
as infrastructure projects has also been made. Private sector
driven financing options to ensure debt sustainability will
also be considered as part of the debt strategy.

Historically, the Government has undertaken a number

of initiatives in an attempt to address the debt problem.

Over the period 2001 and 2008, Government pursued the
Domestic Debt Restructuring policy. The policy, however, did
not yield the expected results owing to an underperforming
economy. In 2010, a Sustainable and Holistic Debt Strategy
was developed, however no debt was paid in pursuance of
this strategy. In 2012, Government formulated the Zimbabwe
Accelerated Arrears Clearance Debt and Development
Strategy which sought to leverage fresh financing from
international institutions and mineral wealth to clear arrears.
In 2015, Government pursued the Lima Strategy which was
premised on a non-HIPC debt resolution strategy designed
to clear debt arrears amounting to USS$1.8 billion owed to
the IMF, World Bank Group and the African Development
Bank as the first step, after which the government would
commence negotiations towards a resolution with the Paris
Club. Success was recorded when Zimbabwe cleared its
overdue obligation to the IMF in October 2016. Despite the
settling of the IMF obligation, the country cannot contract
new debt from the international financial institutions and

other creditors until it clears
all the arrears they owe to
creditors
(the Pari
Pasu

principle).
On 15 May
2019, the IMF approved a
Staff-Monitored Program (SMP)
for Zimbabwe, covering the
10-month period May 15,2019
to March 15, 2020. An SMP is an informal
agreement between country authorities and

IMF staff to monitor the implementation of the authorities’
economic program. Under this initiative the Government has
qualitative and quantitative measures which are supposed
to be met as part of reforms to improve the ease of doing
business. The SMP does not entail financial assistance or
endorsement by the IMF Executive Board. At the end of

the SMP period, the IMF reported that the Government’s
economic reform agenda was off track, owing to policy mis-
steps and structural challenges. The Fund recommended

a market-based foreign-exchange system, privatisation of
loss-making parastatals, removal of subsidies, restoration of
macroeconomic and financial sector stability and an end to
the RBZ financing of the fiscal deficit.



The IMF staff conducted a virtual staff visit with the Zimbabwe authorities in June 2021 to discuss recent economic developments
and the economic outlook. They issued a statement to the effect that IMF is precluded from providing financial support to
Zimbabwe due to an unsustainable debt and official external arrears. A Fund financial arrangement would require a clear
path to comprehensive restructuring of Zimbabwe’s external debt, including the clearance of arrears and obtaining financing
assurances from official creditors; a reform plan that is consistent with macroeconomic stability, growth and poverty reduction;
a reinforcement of the social safety net; and governance and transparency reforms.

The current Medium-Term Debt Strategy (2017-2021) which focuses on the following;

«  Foreign financing limited to concessional external financing;

+  Limit non-concessional borrowing to finance economically viable projects;

«  Prioritise token payments to Multilateral Development Banks (MDBs) and payments to creditors with active portfolios; and

«  Continue re-engaging MDBs and other creditors for a programme, given progress made so far in the stabilisation and other
supply-side, governance and structural reforms under the Transitional Stabilisation Programme (TSP) and the National
Development Strategy 1 (NDS1: 2021-2025).
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https://www.imf.org/en/News/Articles/2021/06/16/pr21183-zimbabwe-imf-staff-concludes-virtual-staff-visit-to-zimbabwe

Options for Debt Relief and Arrears
Clearance Table



"9ANBINIUL DdIH 8Y1 JO JIqWe 8y 9pIsino
11B4 1Y} S2INSeaW ‘papasu OS|e aJe Juswadeuew 1gap
211gnd pue ‘Guidueul} MaU JO SWISY Sy} ‘Juswadeuel
1e2Sl}  ‘UonedlISIBAIp  Jodxe Ul SjuswsAoidwl
pauleIsns “Ayljigeuleisns 3gsp Jo SiaAUp aidinw ay}
10944 03 JUSWINJISUI JUSIDIYNS B JOU S| SUOJE UOIdNPal
1g9p 1By} SIUIUO0D Yuegd ay ] "SpPJoysalyl DdIH pasdxa
ulede aoUO 0} SUWIO0D 9ARY SO BY3 ‘S3IUN0D 3SaY)
JO Y319 Ul Ing ‘SaUN0D 8T JO4 ey Ul Sofes 3gsp
N2 SARRRIUL DdIH Padueyu3 By} Jeyl punoj 900T
Ul eARenRiul DdiH ay3 Jo uolienjers yued pHUOM oYL

uonenjeny

"9]gRUIRISNSUN S| 1gaP S,A3UNOD dY3 1Byl MOYS PINOYS SI03edlpul A}ljigeuleisns
199p au3 Jje 91918113 DdIH @q o] “Jood Se palIsse)d aq 03 A13UNod e 4oy palinbal 08E$SN UBL3 SS9 Jo swodul eyded-1ad jo
UOLI}LID SSUPaIgapUl D43 398W 03 pajiey A1UN0d ay | “ueg PLOM Pue 4| aUl Ag (DdIH) 2A1zeniu| A1unod Jood paigapul
AYSIH 2y3 Japun Ja1121 1Gap 0} 31qI8112Ul paJejIap sem 3 ‘000z 1A dU3 9DUIS SS2.ISIP 3Gap Ul U3aq Sey amgequiiz y3noyly

9K 9U0 1583 1B U0) dS¥d SH 3uswa dwi pue ydopy ‘Il

pue ujod uoIsap 2y} 1e paa.de swuoyal Aoy Ajioioejsiies Juswaldul

Mueg

PIOM 343 pue 4| ay3 wolj sueo) Aq parioddns swesdo.d Jspun souewlopad poos Jo piodal yoel} Jsyung e ysngeisy

SN A13unod e ‘eAleRIu| DdIH 9Y3 Jopun a]ge)IeA. 3gap Ul UOIIdNPa 9]GBI0ASLII PUE ||Nj DAI93U 0} 13PIO U

'ssaoo.d Aiojedioiied paseg-peold e y3noayy (dSyd) Joded A331e43S uononpay Alanod e padojanap aneH A
pue ‘sweidoid papoddns-yq| pue 4| 8yl y3nolyy saidljod punos pue Wiojal Jo piodal ¥oel} e ysijgeis Al

‘SyuswiAed 1gap s 4O e Uo ep-03-dn 9 3snw A13unod ay3 Suluesw ‘siealle 3uipueisino Aue Jes))

‘swisiueydsw

Jol]2J 1g9p |eUONIPe)} Y3N0Jy) Passaippe ag jouued jeyl Usping 1gep o]geuleisnsun ue 9dej isnw Aiunod syl Il
G60TSSN UBY] SS9 Jo awodu| eyided Jad e Y3im ‘Sa3el pazipisgns 1e S93unod SLWodUI-Mo) 03 SUeo] sapirold yaiym
‘(494d) A)1984 YImoID pue uoiINPay ALUSAOG S|l @Y} WO} PUB ‘S31IIUNO0D 352100d S, pJUIOM 8U} 03 SJUBIS pUR SURODR.Y

A1saiayul sapiroid yojym “(Aluo-yaj) Aouady juswidojanaq jeuciieussiul syueg pUOp dU3y Wolp mosiog o3 31qiSie ag

‘212319 SUIMO)|0)
a3 199w Isnw Anunod e ‘quiod uoisidsp ayy 104 (8T0Z ‘e ¥e eswndny)) juiod uopsidwod ayy pue juiod UOISIIAP By}
:ssa00.d dais-omy e ydnolyy 08 saaunod “OdiH Jos Ajljenb o3 aplo uf '2]qi8112 DdIH PaJapISuod 3 03 Wi} J9A0 PI0d3I-YdeI}
poo3 e ajeljsuowsp pue sadueyd Ad1jod y3noiyy uopdnpal Ajaaod 03 JWWOD ‘BB UIRLISD 399W ISNW SSLIIUNOYD) 'S|9Ad)
3]geuleisnsun 03 sieauie dn Buip)ing Inoyim pue yimoid djuwouods guisiwoldwiod Inoym sueo) 11943 ¥oeq Aed 03 sa1aUNOd
Jood a)qeus 03 yueg plIOM PUB 4] 83U Ag 966T Ul paydune] sem | swiesdoid wiojal pue juswisnipe pspoddns Yueg pluom

pue 4| 3uinsind saujunod Jood pajgapul AjiAeay Joj uondnpal 3gap 03 yoeoidde saisuayaidwod e S| aAlzeliul DdIH @Yl

uoneuejdxy

EARERIE]
(OdIH) Anuno) Jood
paigapul AlySiH Byl

22UDIDS]I SIDSLID PUD J31J2.1 3Gap 40§ suonRdo 0T 3)qoL

‘@oUelIeald Siealie pue Jal|aJ 1gop JO) chEO_O QWOS Sosllewwins QT o|ge ]




"S90UB|RG LU |BUIDIXS JO S9SNED 100U S} SS2Uppe
Aj11eSS929U J0U S0P UORAO By "S}9SSe Pazi|els)e||0d
3U3 JOAO 0J3u0d $350] Aj939)dw0d A1junod v .

UOISISAUOD 3Gop JO SULINIINIISSI Iop B Se pasn
9q OS|e UeD 3| ‘S}9SSE D13SoWOP S} JO 3]s 1y31IN0 sy}

1NOYIIM 1gep |eulalXe S]I a13a) ued >bc30u< .

‘uoido S|y} Japun mo.LIog ued A13unod ayy yonw moy sa3edipul ‘Aousiind udiaioy uj ‘syasse ojjgnd asayy Jo uonen|ea

"|esaye)109 se syasse oljgnd paiyiauapl uisn ‘4gep ali3al 03 SUIMOIIOG |eUISIXS SaA|oAUl uoido SIY |

SERSY

onsawog Jo  Ajnoas

1sulede 3uimollog

‘Alunod ayy

Ul 1S9AUI O} SDUSPHUOD B3 Sey Jey) uoneziuesio

Jeuonewsaul Sunjim e puly 0} amdequilz 1o}
HNDIYIP H SYBW JSAIMOY ¥SII AJUNOD PaAIDIDd o

$904n0saJ 93UeydXxa U312104 924ES S,A13UN0D

9y} asn 01 Suirey AJLIBSS9U INOYIM USpPINg

30IAISS 1Gap ay3 Ajjusnbasuod ‘pue suonediqo
1gop |euwsaixe SAIUN0D 3y} DNPaJ OS|e ||Im 3 e

‘leyided mau Joeijie 03 3 9)qeus pue amgequiiz

Jo 3unel ypald oyl 2dueyud M awweldoid

UOISIDAUOD  3Y} 4O  uopa|dwod  |nysseoons e

"PaysIN3uIIXe S13gap |eulaixe ayy Aem sy uj s3sfoid jeyuswidolanap

SWOS U 1S9AU| 03 JO SI9SSe d3saWop aseyind 03 JuajeAinba AoUaiind |20} 943 S9SN pUB JUNOISIP B 18 1gap USIDISA0S
Adua.ind piey e alinbae jjim (I¥a) jeuoiieulaiul AI0SIApY 3ad Se Yans uoijes|iuedio ugiaio) e ‘quswiaduelle siyy Japun
“JUSWIS2AUI |BJNIONAISEIJUI U. OJU|

10 JuswIsaAul Aiinba ue ueo) 1ydiens e Suaauod “8'9 JUsWNIISUl 1GIP B JO a1njeu 10 uonen|ea [euidio ay) Jalje asay |

SUOISISAUOD)

/sdems 1924

‘Aiunod ayy

Ul 3S9AUI O} DUSPIUOD BY3 Sey Jey) uoneziuedio

Jeuoewsaiul Sunjim e pulj 0} amdequilz 1o}
HNDIYIP 3} SOBW JSASMOY ¥SII AJJUNOD PaAIdIsd o

$924N0SaJ 93UrLIXS USI910) 92J8DS SAIUNOD

3y} asn 03 3uiney Ajllessadau Inoyym usping

30IAIBS 1Gep By} Apusnbasuod ‘pue suoledijqo
1gop |euwssixe SAIUNOD Sy} 2dNpaJ OS|e ||IM 3| e

‘lended mau 1oeie 03 1 9)geus pue smgequlZ

JO Buijes Jpasd |yy Sdueyus |Im swwesdold

UolSisAu0d 9y}  Jo COEEQEOU [IISSERRIEIN .

"PaysIN3uIIXa S13gap |eulaxe ayy Aem siyj uj s3sfoid jeyuswidolanap

SWOS U 1S9AU| 03 JO SI9SSe J3SaWop aseyind 03 JuajeAinba ADUaiind |20} 943 S9SN pUB JUNODSIP B 1e 1gap U3I2IaA0S
Adua.ind piey e alinbae jjim (Iya) jeuoiieulaiul AI0SIApY 3ad Se Yans uolies|iuedio ugiaio) e ‘quswaduelle siyy Japun
“JUSWISDAUI |BINIDNAISEIUI UE OJU|

10 JuaWIISaAUL AINba ue ueo] Jy3iedis e 3UIPSAUOD “3'3 JUSLINJISUL ISP € JO 3JNJBU JO UOIleN|eA |euid1io 3y} Ja3e asay |

wnpojelow 1gap e 3ule)dsp ajduwexs Joy
‘Suoed1|qo |eIdURUI [BUISIXD S} 398 W 03 3]qeun S| 31 3ey3 aAoid jsnw pue ‘Swiwel30id palojuoW 4| Ue Ul aq ‘(Siealle Jo
uole|NWNI2e) SUOESIGO 31AISS 3GaP USI2104 21NN} PUB JUSLIND ||Nj UI3d3W 03 SUljIe}aq pjnoys AJjunod e ‘9]qidNe aq oy

"SSOUIYHOMIIPaID S,A13UN0D B3 JO JusWaA0Id W] pue siealle JuswAed |eulaixa JOo UOJIES]IGRIS Ul S) NSy

Sunnpayosal 1gad




“9506-08 JO S}UNOSIP Je sawwesdold
¥oegAng 1gap pajuswajdwi epy{eaolS pue dljgnday
4o9z) “8'2 JoAng e 1oes3R 0} SSaUIYHOMIIPRID
S} 9oueyus pue Sapljod  JIWOUOIS0IOEW
S onoidwll 0} pasu  pnom  AJunod vy
‘SJealle Ul Jou 3Je 1eY3 S91IUN0D J0j 9]gRIINS IO

‘swinjwaid Jay31y 1e paseydindas aq Aew
1gap ayy pue swajqold 1gap |eulaixe SulApspun
sAnunod ayy 3uinjosal Apusuewlad  Inoym

‘suonesjqo yuswAed Jajap Ajpsaw syoegAng 1gaq

"9DUB WO DILIOUODS [BUISIXD S} Ul punoseuiny aARIsod e sjedidipue ‘4snw Aipunod 103gap oy |
"1g9p aya Aedaid o3 pasn aq uayy pjnod spasdold ay |

"9)ep 21NNy € 3. 3gap ay3 aseydindal 0y Supjenspun UB YIM ‘JUNodS|p e e 1gap Sy S|19S AJjunod ay |

s}oegAngigsq

‘siealle JuswiAed |eusaixd
93ny pajejnwindoe Apeaije sey 3 UIS ‘@mgequiiz
Joy Jnoilp 2q Aew SIy| SIO}PaID  |BUIDIXD
sAJJunod 8y} Jo juasuod ssaidxe ayy salsnbal
uondo Suunpnsal 1gap Byl ‘emgequilz |

"3U1INIDNIISAI 1GP J0J ‘S1S0D
UO01Ie11033U |BUOIIIPPE SIAJOAU] 0S| 3| 'SjuawAedal
1s2J9jUl Jay3ly Ul ynsas Aew Ing syuswaiinbal

DIAIBS  1gep  dnpas  Auesodway  Aew 3

'SUOI1E311qO |eUISIX3 S} 393W 03 |el3ujod ay3 3uiesid snyi ‘A3lj1ge)s 21LIOU0I9-010B W 2J03SaJ 0} SW I} A13UN0D 3Y3 SaAIS )|
"SI0}IPaJD |BUOIBUISIUI Y3IM SUOIIe])
S} 3uluie)is I3noym ‘suoiredijqo syuswAed jeulaxe Jo ainssaid ay3 jo A13unod ayy sanslal Ajuesodwal 31 ‘pajuels J|

"}gap WJa3-3U0] pue Wnipall 0} WS}-HOoYS Woij 3gap |UIIXS Jo Uoljisodwod sy} SUiyiys SSAJ0AUL SIY L

gunnoNAsaI1gag

"SS9UIYLIOMIPID J00d S} JO 9SNeIaq SaUO SUNSIXD
Aedal 0} sueo] mau SSe2oe J0UUBD SMCE]IIZ
‘Swia1qosd 31gap |euIaIx® S,A13UN0d

3y} Suinjosas Apusuewriad INOYIM ‘9DIAISS 1GIP
ssuodisod Apssw 3 ‘suopedngo ugiLio) UO
JolRl Atesodwsay siayo Supueulyal 1G3p SIYM
"SUOI}IPUOD PUB SWLIDY

3]gelnonej je ‘spopiad J123U0) U0y MO.IIOg pue 3Gap

W1-Hoys aAisuadxe ysinduinxa ued Aiunod ay|

‘uonisodwod A2Ua.ind S} U33|e 1O 3gap A3 JO 81n3aNIIS Ajinjew ayy anoidul ‘Buimo.iod JO 302 a3 8N pail 03 pasn Ajule |y
"gn|D slied ay3 ydnoayy A1e3unjoAUl 10 SAIRIIIUI S J9MOLI0G 343 3B ‘S| B3 ‘AieIunion aq ued

1gop unsixe ue Aedald Jo Aedas 03 uBO] MaU e SuIMOLIOg

Supueuyaiigeq




LT

‘MO.I0q
0} JINDIYIP 240w 31 Suew ‘sispud| Suole 3uijel
1IpaJ2 JaMO| B pue saies 3sauajul Jaysly Suioe;
JUBWUISA0S B Ul }nSat Aew 3neyep u3la1an0S

‘SIapus) 93eAlld pue SsjusLuIan03
UI23Som ‘yueg pUOM PUB 4|N| dY3 Se YoNsS SIapua)
WOJJ SUBO] MBU SS820B 0 3]ge 3] J0U 0} dNURUOD

0} 3q PINOM }NEJSP JO ISOD |BIdURUY UBW By |

7' LTOT PUB 9TOZ 410G Ul 968'T Sem Y31y snoiasud
3Y1 020 Ul %' 03 6TOT Ul %6°0 Wou 6T-GIAOD O3 3NP 0Z0Z Ul Pasealdul sey 1 nejop uSIoIaA0s 18yl UMOYS SABY S3IPNIS

‘anp Jedipund 10 1s3193U1 S)I Aedas 03 810US| UBD JUBSWIUISAON

jnejep 03 oNUIIUO)



https://www.fitchratings.com/research/sovereigns/sovereign-defaults-hit-record-in-2020-more-are-possible-08-06-2021

Sustainable Debt Strategy
for Zimbabwe



The country is currently in debt distress, with a significant
proportion of its external debt stock being in arrears. The
unsustainable stock of external debt has constrained access
to concessional financing and to international markets,
retarded economic growth, and hampered socio-economic
development. The high public debt burden has been
exacerbated by the structural weaknesses inherent in the
Zimbabwean economy that have constrained the country’s
ability to generate high and sustainable growth that is
necessary to mitigate and even forestall needless debts and
their attendant problems.

Borrowing in and of itself is not bad. It becomes bad when
it is unsustainable (government cannot service its debt or
the debt is crowding out key development expenditures) or
the loan is not used for development purposes. However
higher levels of borrowing can also be a symptom of a wider
and deeper systemic crisis reflecting political and economic
instability especially if the debt was contracted to finance
recurrent expenditure as is the case in Zimbabwe.

Arrears clearance is a prerequisite for full engagement and
ability to borrow from the International Financial Institutions
(IFls). Zimbabwe is currently not considered poor enough
to be eligible for the Heavily Indebted Poor Countries
(HIPC) initiative. A sustainable arrears clearance strategy
must be anchored on inclusive and sustainable growth,
improvements in productivity and competitiveness, as well
as structural transformation of the economy. Moreover, a
stable political environment is very important. Reinhart et
al (2012), demonstrate that faster real economic growth has
significantly contributed to reducing public debt burdensin a
number of advanced economies.




Proposed Possible Policy and
Regulatory Measures for
Sustainable Debt Management in

Zimbabwe



The underlying debt crises in Zimbabwe and in most African
economies emanate from weak loan contraction processes
and public debt management systems. Realising this, in 2018
AFRODAD came up with a Borrowing Charter which contains
Principles and Guidelines on sovereign financial borrowing.
Theseguidelines, iffollowed, are meanttoimprovethe current
weak administrative, institutional and legal procedures for
loan contraction and public debt management systems.

Objectives of the African Borrowing Charter include the
following:

i. To enhance efficient and effective management and use
of resources by African governments;

i. To secure a paradigm shift in the international
socioeconomicand politicalworld ordertoadevelopment
process that addresses the needs and aspirations of the
majority of the people in the world; and

iii. To facilitate dialogue between civil society and
governments on issues related to Debt and development
in Africa and elsewhere.

Zimbabwe is a culprit in irresponsible borrowing and
ineffective use of loans, grants and donations. In 2021, the
Auditor General, in a special audit report on the COVID-19
pandemic Financial Management and Utilisation of
Public Resources in the Country’s Provinces by Ministries,
Departments and Agencies pointed to schematic abuse
of funds, revealing how fake names, identity documents
and mobile phone numbers were used in the grant looting
scheme in which ZWL$890 million may have been stolen.
The audit was funded by World Bank and it focused mainly
on how COVID-19 relief funds were disbursed as well as the
management of quarantine centres and isolation centres,
among other issues.

The Charter contains the following principles and guidelines:

i. Adherence to prudent public borrowing and debt
management practices;

ii. Existence of predictable rules and regulations;

iii. Coordinated and coherent structures and obligations;

iv. Existence of an autonomous Debt Management Office;

v. Public
disclosure;

participation, inclusivity and information
vi. Respect for human and people’s ecological rights;

vii. Mutual respect and equal partnership with lenders.

In line with some of the Principles and Guidelines in the
Charter, Zimbabwe has strengthened the Public Debt
Management System through the enactment of the Public
Debt Management Act in 2015 that culminated in the
establishment of the Public Debt Management Office.
Zimbabwe’s debt management legal framework is very clear
and is rated quite strongly by development partners such
as the World Bank and MEFMI as one that meets minimum
standards for debt management.’* The major issue has
been Thegovernment’s failure to fully comply with the law.
Parliament of Zimbabwe has on several occasions highlighted
non-compliance of the Ministry of Finance and Economic
Development and the RBZ to the Constitution with regards to
the contraction, gazetting of loans contracted and guarantee
issued as well as failure to present a report on loans raised
and guarantees issued by the State and a comprehensive
report on public debt.

The Government has enhanced debt transparency through
the publication of the 2019 and 2020 Annual Public Debt
Bulletins as well as the Statement of Public Debt tabled in
parliament on the 25th of November 2021 by the Minister of
Finance and Economic Development. The bulletins however
exclude information on the cost and risk indicators of the
current country’s debt portfolio and lack an analysis of loan
guarantees. To maintain this transparency, the government
in NDS1 undertook to publish comprehensive reports on the
performance of the public finances, including public debt
reports detailing the stock of public debt and its main features
in line with the Constitution and the Public Debt Management
Act (Chapter 22:21). Moreover, in the 2020 Annual Public Debt
bulletin, the Ministry of Finance and Economic Development
has undertaken to strengthen Development Assistance
coordination and to host the International Debt Resolution
Forum. There is however no timeframe given for the hosting
of the International Debt Resolution Forum.

Realising the importance of clearing external payment
arrears, the Zimbabwean authorities have promised to take
bold steps to re-engage with the international community,
with the immediate objective of resolving arrears with the
IMF, the World Bank Group and the AfDB.

18 file:///C:/Users/user/Dropbox/My%20PC%20(DESKTOP-E9ADQ6J)/
Downloads/20200123-zwe-zim-sitting-on-debt-time-bomb-businesstimes%20(2).
pdf



Recommendations on
Strengthening the Policy and
Regulatory Framework for
Sustainable Debt Management in
Zimbabwe



iv.

The Parliament of Zimbabwe must commit to undertake,
in partnership with CSOs, a comprehensive citizens’ audit
of the Zimbabwean debt to expose the culpability of all
the actors in loan and debt contraction and ascertain
what constitutes illegitimate or odious debt. The audit
will also ascertain extent of the debt, the loan contraction
process, how it was used and/or misused, evaluating the
terms of the specific loans and how the loans benefited
Zimbabwe. These audits uncover opacity, failure and
often criminality surrounding loans. The audit should
cover the social, economic and human rights impacts
of the loans and debt in Zimbabwe. ZIMCODD contends
that Zimbabwe has been shouldering unjust debt since
independence, having inherited USS$700 million from
the Rhodesia Government which was meant to propel
racial supremacy but assumed, despite citizens refusal,
the RBZ, ZISCO Steel and ZAMCO debts without due
processes also escalate the public debt.

The Ministry of Finance and Economic Development,
after the Comprehensive debt audit, should craft and
implement a Debt Management Framework which
encompasses a multi-stakeholder approach in designing
realistic and implementable strategies on how to
address the current debt challenges while learning
from experiences of other countries that faced similar
situations.

Thegovernmentneedstoensure policy consistency asthis
isanimportantaspect to communicating its commitment
to reforms and efforts to enhance economic stability and
growth. In this regard, all policy pronouncements should
be centralised in the Office of the President and Cabinet
(OPC) while subsidiary legislation provided for under
Section 134 of the Constitution should be coordinated by
the Ministry of Justice, Legal and Parliamentary Affairs.

All borrowing should be guided by a Medium-Term
Debt Management Strategy (MTDMS) to avoid ad-
hoc borrowing which worsens the country’s debt
sustainability. Treasury must monitor and manage its
exposure to contingent liabilities, as they pose significant
fiscal risks to the budget. In this regard, the Framework
for Evaluating, Monitoring and Managing Guaranteed and
on-lent Loans that is being developed must be shared
with stakeholders and citizens.

Treasury should bring, along with the National Budget, a
charter of Fiscal Responsibility as is the case in Uganda.

Vi,

Vil.

viii.

This Charter serves as a commitment to fiscal discipline
and adherence to fiscal rules to ensure that the primary
balance remains within sustainable levels. The charter
will also give assurance on the promises to build a
track record of implementing comprehensive, sound
macroeconomic policies and reforms as articulated in the
NDSL.

As rightfully observed in the NDS1, Zimbabwe needs to
borrow on concessional terms in the medium to long
term and only borrow on commercial terms for financing
productive sectors which yield high returns.

Independence of the institutions that advise the
government like the central bank is critical to contain debt
accrual. There is an urgent need to reform the legislative
framework underpinning the RBZ so as to entrench
accountability, transparency, and autonomy. Central
bank autonomy implies that the RBZ can resist undue
influence and pressure from politicians and other vested
interests. It also implies more importantly restricting and
limiting direct central bank credit to the government.

Government should guarantee full disclosure of all
relevant information regarding loan agreements, debt
repayments, debt management, outcomes of public debt
audits and other related matters. Transparency in the
borrowing process should involve greater involvement
of civil society and affected groups as well as Parliament.
All project documents and evaluations should be
made publicly available. CSOs together with the media
should ensure that there is widespread dissemination
of information on government debt, before, during and
after the loan agreements. This will create and facilitate a
dialogue on sustainable debt management.

. Given the impact of high debt service on education,

health, and social services spending, there is a need to
include the debt restructuring agenda in the ongoing re-
engagement efforts since the resumption of debt service
payments may significantly affect resources available
for social spending. This is particularly critical given the
devastating effects of the COVID-19 pandemic on the
social and economic sectors of the country. Government
should therefore vigorously pursue the international re-
engagement process to restructure the external debt with
multilateral institutions, the African Development Bank,
and other bilateral lenders.
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