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1. Introduction
1.1
Contextualization of Stabilization in Zimbabwe

In terms of economic reconstruction, the roundtable sought to discuss a comprehensive plan to reconstruct the economy of Zimbabwe with priority placed on the need to deal with the humanitarian crisis that the economic decline has precipitated.  This report provides an analysis of the general conditions for underpinning such an action plan/policy document as elaborated by the roundtable discussions. The report also provides some recommendations/best practice for post-election planning and reconstruction of the country’s economic sectors. It is hoped that this input will be used in broader consultations with Zimbabwean stakeholders.
The roundtable reached a common understanding that the following critical benchmarks will form the litmus tests for a conducive environment for Zimbabwe’s Economic Recovery process:

1. A credible political settlement that is acceptable to all Zimbabwean stakeholders, the African region and the international community;

2. Credible first steps demonstrating commitment to globally acceptable values of political governance (protection of humanitarian rights, sound economic management,  commitment to the rule of law,  upholding human rights,  and commitment to democratic processes);

3. Commitment to a stabilization package that is acceptable to both domestic stakeholders  i.e. all non-state stakeholders (business, farmers, trade unions and civil society) as well as the international community;

4. Credible institutions with an obligation to carry out the tough mandates associated with an orthodox stabilization programme, recognizing that countervailing measures need to be simultaneously put in place to deal with the social costs of stabilization;

5. A credible team of economic managers, starting with the Minister of Finance and Governor of the Reserve Bank of Zimbabwe, delivering a credible budget and committed to an internationally supported stabilization package.
Taking into account the relationship between the conduct of politics and economics, the roundtable contended that substantial re-engagement will depend on clear progress in these areas. In the first instance, the credibility of the political settlement will be the primary factor in dictating the parameters and depth of re-engagement.  Even with such a go-ahead, engagement will include safeguards to manage the political and financial risks of investing in transition in Zimbabwe. At the political level, the conditions for the success of Zimbabwe’s Stabilization Programme will be anchored on the following benchmarks:

a. The economic programme must be informed by the economic principles adopted by the Global Political Agreement (GPA);

b. The establishment of an independent Advisory Council composed of mainly Zimbabwean experts, and assisted by  regional and international experts;

c. Institutional reform, i.e. the capacity to implement policies that are supportive of sustainable broad-based and inclusive growth that overtime leads to structural transformation of the economy should be an essential part of the stabilization package: 
d. Sequencing of the stabilization programme is as essential as the formulation of the stabilization programme itself.

It is generally understood and accepted that the starting point for stabilization programme must be a combination of fiscal and monetary restraint. However, in the case of Zimbabwe virtually all targets for launching an orthodox stabilization programme and package are being overtaken by events on a daily basis. It is therefore pertinent to emphasize that, there is no single, unique stabilization model that is applicable to different countries at different times in different regional locations that followed different paths to economic decline and hyperinflation.
In Zimbabwe’s case, a central determining fact is the total collapse of the domestic currency as a means of transaction. The country’s domestic finance system has virtually collapsed only to be replaced by dollarization of the economy. Up to the first week of October, there were four legal payment methods: (1) Real Time Gross Settlement (RTGS), (2) inter-account transfers, (3) cheques, and (4) cash. Subsequently, the Central Bank banned the first two, the viable methods of payment. The RTGS was temporarily replaced by a cheque system. In terms of the parallel market rate, this took into account the clearance period or perceived clearance period of a cheque and hence ends up much higher than the RTGS rate. Even with the excessive printing of bank notes, the local printers cannot keep up with the demand created by the government’s excessive expenditure.

As a result, Zimbabwe is progressively moving towards de facto though not yet de jure dollarization. Even before the advent of foreign currency shops, it was estimated that over 80 percent of transactions were already taking place in foreign currencies, mainly the US dollar and the South African Rand (ZAR). The legitimacy of the currency therefore needs to be restored. 
1.2
Characteristics of successful stabilizations

Stabilization is a process of bringing down high inflation to moderate levels without major macroeconomic imbalances and at minimum social cost. Experience has shown that the employment of heterodox approaches (such as price ceilings for essential goods and interest rates, a fixed exchange rate with exchange controls, and wage indexation) do not work to stabilize high inflation. In fact Zimbabwe has been stuck in this heterodox approach without any success since 2002. In addition, there is an urgent need to launch a stabilization programme as, the longer the government waits to fight inflation, the social costs of the policy increase. For stabilization to be successful, there are common characteristics that should be in place in a given country. Successful stabilizations hinge on the following features:

(a) A credible legitimate government whose integrity transcends national borders. Concrete evidence of an improvement in governance and respect for the rule of law and property rights and commitment to institutional reform.

(b) An acceptance by all stakeholders (including government) of the existence of an economic crisis that requires urgent attention. Then, there must be broad consensus on crisis resolution and an acceptance by all stakeholders to bear the costs of stabilization (temporary decline in output and hence employment). 

(c)  Social pacts need to be created to negotiate the burden of adjustment across sectors and to impose commitment on corresponding government actions. A coordinating forum between government, labour and the private sector would be required. 

(d) Bearing in mind that inflation is a monetary phenomenon, the central bank needs to be independent and not subject to political manipulation.

(e) There must be external financing support in order to underpin the stabilization programme and to mitigate adverse effects. Such external support is necessary to both stabilize the currency and deal with the social dimensions of stabilization.

2. Challenges to Stabilization in Zimbabwe:

1. The starting point is abnormally unfavourable in respect of inflation – officially estimated at 231 million percent in July 2008 – and a consolidated budget deficit in excess of 80 percent of GDP.  As at the end of September 2008, independent inflation figures put inflation in excess in excess of 26,000% for the month of September, with the year-on-year (YOY) figures of over a trillion percent (1.1 trillion %) on food inflation. The YOY estimate by the end of the year will be in tens of quadrillions even with a tapering off of the monthly inflation rate.

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

3. Hyperinflation has in many ways and forms made Zimbabwe dollar redundant.  US dollarization has increased markedly since the middle of 2008, though it is still illegal in many instances.  The financial sector is under severe stress due to RBZ policies aimed at extracting revenue from banks.  Banks largely undertake very little financial intermediation in matching short term lenders with longer term borrowers.

4. Mining sector production has been declining steadily because of excessive taxation (including the tax imposed by surrendering requirements to the RBZ) and the prospects for new investments are clouded by uncertainties over the Indigenisation Act. Formal businesses are now simply closing operations and laying off staff. 

5. The military pervade the economy (in state institutions, parastatals and also the private sector).  Further, the military play a dominant role in the development of national policy (through their prominent role in the Joint Operations Command – JOC) and are also central in enforcing policies such as price controls. 
6. The state is involved extensively throughout the economy through parastatals and the activities of the RBZ.  Government owned or controlled parastatals are significant in utilities, infrastructure, mining, commerce, agriculture and finance.

7. The collapse of the power sector is a major obstacle to economic recovery.  Many existing facilities are in need of rehabilitation.  Thermal stations have difficulty accessing coal, in part due to the rail system running below 10% capacity (only eight trains a day).  There is a major power deficit, and load shedding is routine, constraining industry and agriculture.  About 40% of power is currently imported, but the region may not be able to sustain this supply. 

8. The agricultural sector is in a state of near collapse.  Overall, export crop volumes have plummeted over the past decade to about a quarter of previous levels.  Zimbabwe is facing massive and unprecedented food insecurity.  The 2008 FAO/WFP Food and Crop Assessment shows that an estimated 5.1 million people will be food insecure by January 2009.  With the exception of 1992, when there was a major drought, this year's crop is the worst since independence and will only meet about a third of Zimbabwe's food needs.

9. Outward migration has generated large volumes of remittances in cash and in kind that have been critical in maintaining many families' consumption.  However, the loss of skills in the public sector (teachers, health workers, engineers for utilities, bureaucrats and managers) and in the private sector have dented Zimbabwe’s capability.

10. Basic service provision is quickly collapsing and the ability to pay for private provision is weak.  Social sector indicators are alarming.  Only five percent of teachers have returned to work since the new term began in October, school examinations were clouded in shambles, and universities have remained closed since March. One in three children is not getting life saving vaccinations for preventable diseases.  The broader economic and humanitarian situation worsens Zimbabwe’s ability to respond to the challenge of HIV/AIDs.  Even though the HIV prevalence rate has gone down in recent years, every week 2,500 adults are dying of AIDS, and 2000 or more children are orphaned.

11. The appointment of a transitional administration is likely to constrain decision-making fostering consensus-style compromises that both delay and undermine reforms. The parliament, a number of ministries, the justice system, and the security services are likely to be partially paralysed in the light of internal strife and turf battles.  Because the politicians will be aware of the shortened electoral cycle, they will be less willing to implement radical reforms for fear that the benefits will not materialize within the time-frame set by the GPA for the process of constitutional reform.

It is hoped that the above issues will be kept in mind by the new administration, especially, as seems possible, if the donor community as well as private sector investors hold back for some or all of the transitional period. This point is critical since, without substantial foreign assistance, sustainable economic recovery is impossible.     

3. Issues for Stabilization

3.1 Sequencing of the programme
The roundtable generally agreed that the sequencing of the programme is as important as its formulation. Following a decade of decline, full economic recovery with a return to sustainable, inclusive growth needs to be understood as a lengthy, three-phase process:

· Phase One – short-term economic stabilization, a period of at least two years.

· Phase Two – institutional and structural reforms designed to create a solid platform for strong growth. Ideally, some of these reforms should be implemented – or at least initiated – during Phase One. 

· Phase Three – second-generation institutional and structural reforms that are necessary to ensure that growth is both sustainable and inclusive and that Zimbabwe avoids the short-lived growth spells that prove unsustainable, as has been seen in other sub-Saharan African economies. Many, perhaps most, of these second-generation reforms will need to have been launched during Phase Two, but the process will be complex and the delivery period lengthy.

Short-to-medium-term stabilization needs to be embarked on in the context of securing a platform for long-run growth. In the first ninety (90) days of the installation of the post crisis administration the following steps should be taken: 

(a) The new government should increase its  dialogue with key actors (both domestically and internationally) on possible re-engagement plans;
(b) On their part, the donor community should, as a matter of urgency, prepare a paper or positions on a needs assessment and joint donor engagement strategy;
(c) The new government should prepare an interim budget statement which will lay the foundations for the development of an interim Poverty Reduction Strategy Paper (PRSP). In Zimbabwe, it is generally agreed that there is sufficient material, including that from the UNDP, through bilateral initiatives, the World Bank Multi Donor Trust Fund (MDTF), local and regional think-tanks, business and non-state stakeholders to draw up such an interim PRSP.


The roundtable participants emphasized that the plan for the first 90 days should be understood as only one part of a normal short-term stabilization programme. Such a programme should lay the foundations for the following medium to long-term economic baseline:

· Coherent, effective macro-economic stability

·  Efficient institutional reforms and frameworks

·  Sound macro-economic management

· Institutional reform to build a developmental state

These long-run development issues all point to institutional and structural reforms as well as appropriate strategies designed to restore sustainable, equitable growth and to eradicate poverty.  

4.
Proposed Targets of program implementation 
January – March 2009

· Firm commitment to the rule of law, respect for property rights and independence of the judiciary 

· Establish fiscal discipline oversight through the creation of relevant parliamentary committees 

· Announce commitment to and start dialogue with regional and international financial institutions on economic reform

· Allow an IMF visit, full information disclosure and substantive policy discussions with government

· Announcement of stabilization package (fiscal & monetary)

The early benchmarks of progress will include:

· An invitation to the IMF and Multilateral Development Banks (MDBs) for substantive policy dialogue and agreement on a monitored programme

· The announcement of a stabilization budget, exchange rate reforms, and agreement to a stabilization programme

· The establishment of a track record on economic stabilization developed

April – December 2009

· Continue and consolidate the implementation of first 90 days programme elements
· Implement monetary based stabilization, leave exchange rate to the market, removal of all exchange and trade controls  
· Firm commitment to price stability and separation of powers in terms of responsibility over fiscal policy (Minister of Finance) and monetary policy (Reserve Bank of Zimbabwe - RBZ)

January 2010 - December 2011
· Equitable, transparent and effective revenue collection 

· Institutional reform measures to be in place for the building of a developmental state

The elements of an orthodox stabilization programme are as elaborated below. The stabilization elements listed represent the best practice and generally successful episodes of stabilization programmes.  It will be up to the new government, in consultation with its key stakeholders both domestic non-state players and international donors, to ensure the implementation of the agreed upon stabilization package.

5. An Overview of  Current Proposals on  Short-Term  Stabilization in Zimbabwe

	
	COMPREHENSIVE ECONOMIC RECOVERY

	Price liberalization
	· Remove price (including interest rate) controls

· Announce pre-planting prices for first 2 agricultural seasons

	Exchange rate liberalization
	· Remove exchange rate controls on current transactions and transfers

· Allow exchange rate to be market-determined

Remove capital controls on private individuals
· Unify the exchange rate by first establishing a single official rate that is then steadily depreciated toward market-determined levels (reference-parallel market rate)

	RBZ and financial sector
	· Restructure the RBZ and return it to its core function of stabilizing prices

· Revise RBZ Act and grant autonomy to central bank

· Recapitalize commercial banks

· Restore liquidity by reducing statutory reserve requirements and restructuring the RBZ discount window

· Improve the regulatory environment (e.g. review RBZ Act 2004;create a Monetary Policy Committee),  
· Facilitate financial inclusiveness through easing barriers to the operations of microfinance institutions 

	Quasi-fiscal activities (QFAs)
	· Eliminate QFAs

· Consolidate existing QFAs into national budget

· RBZ should not engage in QFAs

	Monetary regimes
	· Review options - dollarization, free banking and currency board (see Box 1 below)

· Partial dollarization (whereby a preferred hard currency tender is allowed to co-exist with domestic currency of fixed monetary base) is viewed as the least controversial option

· Recommend proactive monetary policy via indirect monetary control using a monetary based anchor

· Establish and publish money supply growth targets

· Curb excessive expenditure through  printing of money and restore M1 ratio to M3 to normal levels of below 1:10

	Fiscal policy
	· Exercise fiscal restraint

· Secure aid funding to supplement budgetary revenue

· Introduce extra revenue measures

· Conduct public expenditure review

· Establish and publish fiscal rules

· Develop rolling Medium Term Expenditure Frameworks (MTEF)

· Conduct mid-term budgetary reviews

· Carry out debt audit

· Introduce budget caps for Public Enterprises (PEs)
· Strengthen public financial management systems

	Countervailing measures
	· Strengthen the Enhanced Social Protection Programme

· Improve food aid distribution

· Introduce labour intensive public works

· Improve emergency drugs/medical supplies

· Extend the basic education assistance

· Support children in need

· Improve targeted direct transfers through Basic Education Assistance Model (BEAM), disability allowances, medical treatment orders, food vouchers.etc.


6. Envisaged Processes for Engagement

It will be risky any engagement process to ignore the existing framework of aid implementation architecture. Even though all processes have their own strengths and weaknesses, the obvious strength of the existing framework is the engagement with Zimbabwe from a regional perspective, with South Africa and rest of SADC playing a pivotal role.

For example, within the current humanitarian environment, there are some donor coordination mechanisms and there are areas of limited interaction with the government.  Some of the joint architectural groupings in existence include:
· UN/OECD monthly coordination meetings
· Imba Matombo – UN/WB jointly chaired meetings of donor heads/HOMs and UN Country Team
· Multi Donor Trust Fund – Policy Group includes heads of aid agencies of contributing countries and the UN technical working groups are open to all.  Under World Bank leadership the fund sponsors the preparation of shared technical analysis, a technical assistance facility and aid instruments for post change
· Humanitarian coordination mechanisms – UN/OCHA

· The African Development Bank (AfDB) has a prominent leadership role to play in Zimbabwe’s recovery, working closely with the IMF and World Bank.  Although it is unlikely to be able to provide substantial new money to Zimbabwe early on, due to arrears, the success of the recovery package will depend on the reform agenda being developed by Zimbabweans with support from African institutions.
· South Africa and other SADC countries will also have a prominent role in Zimbabwe’s recovery.  Technical support and coordination between central banks will be important during currency reform.  Regional development banks and the private sector will be significant players in the restoration of Zimbabwe’s utilities and infrastructure.

· It is important to respect established streamlining between IFIs/ MDBs e.g. the IMF’s lead on macroeconomics and currency issues. 

7.  Recommendations and  way forward

In view of the above analytical framework and deliberations, the panel came up with the following recommendations as a way forward: 

i. On the synergies between politics and economics, the panel agreed that a good and acceptable political settlement is a precondition for the embarking on levelheaded economic stabilization programme to match the mandate of the economic challenge. 
ii. It is also critically important in building confidence if there is a strong mandate from government. A strong and organized government is needed in order to face the challenges of a “shock therapy” that is often associated with stabilization and be able to devise and implement robust countervailing measures to cushion people through these hard times. However, without the support of all stakeholders and especially the donor community the envisaged stabilization programme cannot succeed. 
iii. It was agreed that only a strong and acceptable government engage can the donor community in accordance with the latest methods of aid architecture, whereby both the donors and the Zimbabwe establish reciprocal donor accountability for a new set of values and compliance with new procedures. These include:

· Mutual accountability
· Principles of donor harmonisation and alignment with country systems
· New aid instruments, including sector wide approaches and budget support
· Support for the development of  a Poverty Reduction Strategy Paper (PRSP)
· Increased transparency and involvement of non-governmental actors in the development of strategies
iv. It is envisaged that the new government will cease the opportunity to take advantage of these advances in donor behaviour early on. Ideally this will start with the engagement at the high level dialogue involving the Prime Minister’s office and the Minister of Finance representing the government on one hand, and the donors represented by the Multilateral Finance Institutions (MFIs): the AfDB, the World Bank, major African finance institutions, e.g. the Development Bank of Southern Africa (DBSA), the PTA Bank, and the United Nations and the OECD.
v. A key component to the reconstruction and management of the stabilization programme would be the creation of a ‘transitional economic advisory council’, which is provided for in the GPA. The advisory council would give support to the government in the form of advice from different sector specialists and from local, regional and international players. This body could then critique advice from groups like the IMF and WB.  A positive that could come out of this council, as an independent advisory body, is that it should cancel out political rivalry around the advice given to government. 
vi. The resuscitation and revamping of Institutions will be critical as many of these have been politicized. There has been institutional interference by politicians since the deepening of the crisis in 1997. Such institutional re-engineering should involve setting out clear and separate mandates for the Ministry of Finance in fiscal policy and that of the Reserve Bank of Zimbabwe in the area of monetary policies and price stabilization.

vii. Policy consistency and sequencing of policies will be crucial in the new Zimbabwe so that credibility of policy is maintained. 

viii. Buy in from all stakeholders, ranging from domestic non state stakeholders, business, labour, civic society, and the international community. 
ix. There is a need to build capacity in the interim government in order to enable it to deliver and follow its new mandates.
x. In the vital sphere of the land policy, the new government must spearhead policies that address both multiple land ownership and production bottlenecks on farms - it remains unclear who owns what land and how much of the land is now underutilized.  A Land Commission will be needed to ensure that no one person has more than one farm. This will be addressed by the enactment of a Land Audit, as stipulated in the GPA.
xi. The new government will have to immediately deal with the problem of the near total collapse of the domestic currency, which has effectively paved the way towards the dollarisation of the economy. 
Three Exchange Rate Options


Dollarisation (or Randisation). Zimbabwe already has a high, but unknown, degree of unofficial dollarization. With the introduction of foreign currency shops, the public has been allowed to purchase goods from retailers in foreign currency. In addition to over 500 registered shops operating in foreign currency, the wider informal sector has long been transacting in foreign currency, making dollarization (officially or unofficially) a de facto reality in Zimbabwe


(Official or full dollarization is where a foreign currency – possibly the rand, or US dollar – has exclusive, predominant status as full legal tender so that the domestic currency is phased out and replaced by the US dollar or South African rand. Countries that adopt this model can no longer have an independent monetary policy and set their own interest rates but must ‘import’ the monetary policy of the country whose currency is chosen)


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


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


*Steve H. Hanke, Zimbabwe: Hyperinflation to Growth. Harare: Imara Holdings, 2008





At present the only significant interaction between donors and the government is in:





Health – HIV/AIDs and health programming


Social Welfare – OVC and safety nets, food and humanitarian assistance


For EC, Ministry of Finance – the Finance Secretary is the National Authorising Officer for European Development Fund resources


Ministry of Agriculture – food aid





The expectation is that this and other processes in vogue will pave the way for full engagement of the new government and will be equally important in the early stages of recovery. For example, coordination takes place around a PRSP. Government and donors should also organize themselves into sector and thematic groups so that policy dialogue can be harmonized and spending plans well coordinated at the sector level. Donors will also interface with government in a way which reflects aid modalities and financing vehicles, whether project or budget support multi-donor or bilateral aid.


Among the major players at the outset will be key African institutions, namely: 











�  The Medium Term Expenditure Frameworks (MDTFs) have now become the conventional three months planning horizon for yearly and medium-term plans mainly used in national programmes and coordination with international donors.





PAGE  
2

