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Recommendation for approval

The Executive Board is invited to approve the proposal to reschedule the debt of the
Republic of Zimbabwe, in accordance with the principles set out in paragraphs
19 to 22.

Proposal for rescheduling the debt of the Republic of
Zimbabwe

I. Introduction
1. Over the past four years, the Republic of Zimbabwe has indicated to IFAD a desire

to re-engage with the Fund, and has acknowledged that a prerequisite for meeting
this goal is the clearance of its current arrears of loan repayments to the Fund.

2. After an IFAD mission to Zimbabwe in June 2015, the Government sent a letter
(appendix I), which reaffirmed its commitment to settle its outstanding arrears
with IFAD.

3. The most recent mission by IFAD to Zimbabwe in August 2015 included
consultations with representatives of all concerned government ministries and
departments on possible terms and conditions for rescheduling the debt owed to
IFAD (appendix II).

4. Zimbabwe requires long-term financing to reboot its economy, but is constrained
by external debts, which have blocked the flow of international capital into the
country. The Government is aware of the need to clear its arrears to international
creditors in order to access badly needed financing that will allow Zimbabwe to
make progress on economic and social issues.

II. Country context
5. Agriculture is a major component of the Zimbabwean economy, providing a main

livelihood source for more than 60 per cent of the economically active population.
The agricultural sector accounts for 17 per cent of the country’s GDP, 60 per cent of
the raw materials required by the manufacturing industry and 40 per cent of total
export earnings. Zimbabwe underwent over a decade of severe economic decline
since 2000, losing up to 40 per cent of its GDP as a result of social, economic,
environmental and political factors that continue to negatively impact the country’s
food security. Food insecurity is especially acute in the country’s marginal rural
areas where 76 per cent of households are poor and 30 per cent are extremely
poor according to a 2012 poverty survey.

6. In 2013, Zimbabwe introduced a new development plan, the Zimbabwe Agenda for
Sustainable Socio-Economic Transformation (2013-2018). The plan’s four clusters
are: (i) food security and nutrition; (ii) social services and poverty eradication;
(iii) infrastructure and utilities; and (iv) value addition and beneficiation. The plan
targets a medium-term growth rate of 6 percent, driven by large infrastructure
investments. Its financing plan focuses on leveraging the country's natural
resources (through mining and agriculture) to attract foreign capital. The plan’s
success depends largely on public-private partnerships, which remain elusive due
to the current policy of indigenization and unclear government succession plans.

7. Despite these challenges, the Government is increasingly focused on supporting
the agricultural sector. Following the 2013 elections, nearly US$1 billion was
earmarked for supporting crop and livestock production in the 2013-2014 farming
season.
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III. Country debt status
8. At the end of June 2015, Zimbabwe’s public and publicly guaranteed debt stood at

US$8.4 billion. This comprises external debt of US$6.7 billion, representing
47 per cent of GDP, and domestic debt of US$1.7 billion.

9. In order to manage its external debt obligations, the Government intends to meet
the quantitative and structural targets set by the International Monetary Fund
(IMF) Staff-Monitored Program (SMP), which were reviewed in December 2014. As
part of this strategy, the Government is working to clear the combined US$1.8
billion in arrears owed to the African Development Bank (AfDB), the IMF and the
World Bank – a move that will enable Zimbabwe to access capital from these
financial institutions.

10. An IMF mission to Harare in September 2015 conducted the second review under
the 15-month SMP. At the conclusion of the visit, the IMF issued the following
statement:

“The authorities have moved forward with their reform program, despite
increasing economic and financial difficulties. Moreover, they have intensified
efforts toward reengagement with the international financial community. They
have developed a proposal for a strategy for resolving Zimbabwe’s external
arrears to the international financial institutions.”

11. The Government has increased payments to the World Bank and the AfDB, and has
begun to repay the European Investment Bank. As payment capacity improves, it
intends to increase payments to all international financial institutions.

12. During IFAD’s August 2015 mission, meetings were held with representatives of the
IMF and AfDB, and with the World Bank country manager. IFAD’s intention to
arrange settlement of Zimbabwe’s outstanding arrears and progress towards the
resumption of operations in the country were discussed, and all parties expressed
positive views of IFAD’s strategy.

13. At the recent annual meetings of the World Bank and IMF in Lima, Peru, a plan to
clear US$1.8 billion in arrears owed by Zimbabwe to the IMF (US$110 million), the
World Bank (US$1.15 billion) and AfDB (US$601 million) by the end of April 2016
was discussed. Subject to a positive report from the final SMP in 2016, the
Government will seek to develop a new comprehensive country financing
programme supported by the AfDB, the IMF and the World Bank to attract long-
term financing for promoting growth and debt sustainability.

IV. Debt to IFAD
14. Zimbabwe’s arrears to IFAD as of 31 December 2015 amount to SDR 16.63 million.

15. IFAD has provided five loans to Zimbabwe. Two of these loans are past maturity
while three loans are within the original principal repayment schedule.

(a) Loans 123 and 248 are fully matured, with final repayments of principal due
in April 2003 and October 2010 respectively. These loans were approved in
1983 and 1989 respectively, and are on intermediate terms; interest is
charged at 4 per cent.

(b) Loans 341, 382 and 490 have between 22 to 31 years of their principal
repayment periods remaining. These loans are on highly concessional terms
and have a service charge of either 1 per cent or 0.75 per cent.

16. As a result of the unsatisfied loan repayments, Zimbabwe’s portfolio was
suspended in February 2002 and all loans were cancelled in December 2005. A
summary of the portfolio and the current status of the amounts owed to IFAD is
included in appendix III.
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V. Debt rescheduling proposal
17. In accordance with paragraph 15(a)(iii)(7) of the Policies and Criteria for IFAD

Financing, which allows the Executive Board to “amend the terms upon which an
approved loan is provided to a country, including the grace period, the maturity
date and the amount of each instalment for the repayment of loans, while securing
the original net present value”, a rescheduling of arrears repayments can be
submitted to the Executive Board for approval.

18. The amount of current debt to be rescheduled is defined as the net present value
for compensation (NPVC) and includes amounts owed on all matured and
unmatured loans, providing the full recovery of the outstanding principal and
interest as of 31 December 2015. The repayment plan has been calculated to
maintain the net present value of this amount over time.

19. The Government has agreed to the rescheduling terms as follows (see
appendix IV):

(a) The total NPVC is SDR 16.63 million.

(b) A down payment, equivalent to 10 per cent of the total NPVC
(SDR 1.66 million), was already received in October 2015.

(c) The repayment period is five years.

(d) The requirement to “secure the net present value” is satisfied by discounting
the future cash flows of the debt settlement plan using the original interest
rate of each loan.

(e) Zimbabwe will also make repayments of principal and service charges as
scheduled on the three loans that have not reached full maturity.

20. The debt settlement agreement will include a clause stipulating that, in the event
that Zimbabwe does not honour its obligations under the debt settlement
agreement, IFAD may declare it to be in default, the consequences of which, in
accordance with the Fund’s standard procedures from managing arrears, may
include:

 Suspension, in whole or part, of Zimbabwe’s right to make withdrawals under
any other agreement with the Fund; and

 Suspension of Zimbabwe’s right to have projects and programmes submitted
to IFAD’s Executive Board for approval.

21. From a financial perspective, any debt settlement plan agreed to by IFAD must
continue to secure the original net present value of the outstanding arrears.
Therefore, any combination of repayment terms is considered to be of equal value
to the Fund. It should be noted, however, that Zimbabwe has agreed to a
repayment period that is shorter than those negotiated in recent debt settlement
plans of a similar nature. This can be positively interpreted as a sign of its
commitment to re-engagement with the Fund.

22. A detailed repayment schedule for the proposed debt settlement plan is provided in
appendix IV.
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