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Abstract

The sluggishness of economic growth in Zimbabwe, via the formal sector, since the
1980s and more so after the introduction of ESAP in 1991 has led the informal sector to
become a key producer of goods and services, becoming the safety net for the jobless. ^JThis
study attempts to spell out the features of the sector in Zimbabwe, the constraints surrounding
it and highlighting the sector's potentials in the economic growth of the country. The informal
sector enterprises have been defined as entities having among others the following
characteristics (a) enterprises are run on average by young people; (b) starting capital is
normally derived from personal/family savings; (c) technology is simple and some
participants are very highly skilled; (d) the goods and services are highly fractionable and
customised; (e) reliance on indigenous resources and (f) the sector operates outside official
controls and enterprises are not registered with the Registrar of Companies and/or
Cooperatives of Zimbabwe. It has been established that the informal sector enterprises are
constrained with the lack of capital; technical know how; finance; suitable premises and
utilities; managerial and marketing skills. They need training, new technology and they have a
problem of the non-existence of informal sector data base. They are heavily taxed and
continuously harassed by the state agents. The sector on the other hand gives solace to the
school leavers, the retrenched and the jobless. Women have an equal footing with men in most
informal sector activities including those which traditionally used to be male dominated. The
sector requires not much capital to create new jobs unlike the formal sector. It heavily relies
on indigenous resources and it has become a generator of foreign currency. Some participants
in the sector earns above Zimbabwe's official minimum wage of ZS 500.00. The sector curbs
poverty, promotes tire concept of self reliance and inevitably contributes to the economic
growth of the country. The State should spearhead the removal of the sector's constraints
through a mechanism that involve financial institutions, NGOs, local authorities, etc. in giving
access to credits, training, creation of credit and savings associations and informal sector
banks, transfer of technology and paying special consideration to women in the sector when it
comes to credit allocations and training. Discriminatory practices against women should be
discouraged.
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CHAPTER 1: INTRODUCTION

1.1 Introduction

Southern African countries, like many other African countries, have been

predominantly formal sector centred. This sector has drawn most financial and

human resources as though it is the only engine to economic growth. In Southern
Africa the formal sector comprises major industrial plants in big cities and towns,
such as Johannesburg and Pretoria in South Africa, Harare and Bulawayo in
Zimbabwe, Gaborone and Lobatsi in Botswana, Mbabane in Swaziland and

Windhoek in Namibia. The firms are registered with the Office of the Registrar of
Companies, they pay direct and indirect taxes to the government.

The bias on the formal sector was nested in Zimbabwe by the colonialists
whose interests were and are still prime in many of the Southern African states.

Social scientists, academics, government research bodies as well as several

independent research fellows maintained the same trend of focusing on the formal
sector to the detriment of the informal sector. Manufacturing, mining and
modernised agriculture are the pillars of the colonial masters' wealth and hence the

interests as well as the serious support in formal sector research endeavors. In this

regard, one really sees the logic of the current argument for policy priorities which
are biased towards strengthening of the formal sector through research studies and

capital support.

The reality of the informal - formal sector disproportion justifies the case for
intensifying research and development in the informal sector with a view to



improve conditions of the informal sector enterprises. Most of the countries
recently christened as the Asian Tigers -Hong Kong, Taiwan, South Korea and
Singapore, as well as those in the Latin American regions, to mention but a few,
boast of the favourable position they have attained so far partly because of an
appreciable stock of the informal sector research and development they have
sponsored. These have had a profound impact on developmental social-action and
improvement in liaison with the formal sector research in their respective countries.

Although not at the same level, the African countries have, since the ILO
Kenya report of 1972, on the informal sector, recognised the importance of this
sector in terms of support in research and development. Zimbabwe, in particular,
has facilitated several research studies on the informal sector, which unfortunately

mainly covered some basics. However, this must not be misconstrued to mean that
the research work so far carried out is of little significance. Instead, it has

contributed greatly to the realisation of the sector and its interests. Studies on the
sector have been also considerable, in view of the World population explosion in
Africa in general and Zimbabwe in particular, and its effects to the unemployment
problem, population movements, social tensions, conflicts , etc.

The informal sector vis-à-vis rural urban population drift in Africa, is an issue

whose discussion cannot be avoided or sidelined particularly when the rate of
urbanisation is always beyond national population growth. It is an area of concern.
Accordingly research efforts in Africa have been mainly focused on the formal
sector problems, in areas like technological changes and development at the
expense of the informal sector. This bias on the formal sector resulted in it being



treated as though it was the only issue at stake in integrated social development
which most African states, including Zimbabwe, assumed since independence.

In general, studies have brought to light some interesting aspects of
industrialization via the formal sector that have significant implications tor

national policy formulation, social planning and socio-economic delivery systems.
Such aspects which inter-alia include import substitution, export-oriented growth,
indigenisation, unemployment versus gainful employment, migrant worker

programmes (especially in Zimbabwe and South Africa) have been illuminated by
the above studies mentioned elsewhere in this paper and others.

In Zimbabwe for instance, the many instances such as urban unrest,

University students' protests against unemployment, retrenchments, price hikes
and expatriatism followed by subsequent research studies in urban unemployment,
labour displacements due to Economic Structural Adjustment Programmes (ESAP)
and drought have led to some tangible results in the form of Presidential

Commissions of inquiry, equality on male and female employment opportunity

policies, education for all, etc.

Faced with the inadequacies of the formal sector, it is hardly surprising, that
social scientists, government research bodies, donor organisations and several
academics need to appreciably invest, sacrifice and/or carry out in-depth studies
on the informal sector. It has been noted by some researchers like Mac Pherson

(1991) that in Zimbabwe, the informal sector is a sleeping giant, contributing to

approximately 30% of the country's annual Gross National Product (GNP), and



employs over 1.6 million people. The informal sector's contribution to economic

growth is believed to be always under estimated or even unnoticed at all.

1.1.1 Statement of the Problem.

Economists and politicians from all nations; rich and poor, capitalist, socialist
and mixed have worshipped at the shrine of economic growth. At the end of each
year, statistics are compiled for all economic sub-sectors in any country. Economic
development programmes are often assessed by the degree to which their national
outputs and incomes are growing. Most often the informal sector statistics do not

appear. How realistic are the figures then when the other sector's activities are not

considered and/or are used basing on estimates?

The major factors in or components of economic growth in any society are
capital accumulation, including all new investments in land, physical equipment
and human resources; growth in population and thus, growth in the labour force
and technological progress. Investment in the factors of production, irrespective of
the sector, for instance human resources, research and development can improve
the efficiency, quality and quantity of production. Formal schooling, vocational and
on-the-job training programmes, adult and other types of informal education are

effective in enhancing human skills and resources towards positive economic
growth.

Economic growth may be defined as a long term rise in the capacity of a
country to supply increasingly diverse economic goods to its production (Simon



Kuznets, 1971). This growing capacity is based on advancing technology and the
institutional and ideological adjustments of that nation's demands. The sustained
rise in national output is a manifestation of economic growth, and the ability to
provide a wide range of goods is a sign of economic maturity. The informal sector
according to several social scientists, provides goods and services at affordable
prices for all classes, yet very few of the African governments have attempted to
measure the sector's full impact on economic growth.

According to the classical and neo-classical economists, economic growth, is
characterised by several factors. Todaro (1981) states that it includes:
-high rates of growth of per capita output and production.

-high rates of increase in total factor productivity, especially labour productivity.

-high rates of structural transformation of the economy.

-high rates of social and ideological transformation and
-the propensity of a nation to reach out for large markets and raw materials.

It has been a tradition that the above listed characteristics of economic

growth are assumed to be applicable to formal sector activities alone. The question
can therefore be raised as to why informal sector activities are not considered in

country statistics when in actual fact several activities take place so dynamically in
this sector. One may believe that this lack of interest by government, local
authorities and other bodies in collecting detailed data on the sector's contribution

annually seem to have contributed to the neglect, dwindle, closure and several

other difficulties experienced by the sector while its contribution if accounted for,

is significant in the economic growth of a nation.



Economie growth as explained above includes the gradual shift away from
agricultural to nonagricultural activities, a significant change in the scale or average
size of productive units (away from small family and personal enterprises to

partnerships and formal institutions). It also includes a corresponding shift in the
spatial location and occupational status of the labour force, away from rural toward
urban-oriented manufacturing and services pursuits. Economic growth demands
social and economic equalisation, i.e. the promotion of more equality in status,

opportunities, wealth, incomes and levels of living. The objectives óf the informal
sector enterprises is believed to be suitably addressing the characteristics of
economic growth but whose magnitude remains unknown.

Closely connected with urbanisation and population growth rate (Zimbabwe
3.2%) are persistent drought and effects of ESAP (retrenchments); Zimbabwe's
major cities, towns and even growth points have experienced a sprouting growth
of the informal sector mainly for survival. The participants range from the older
age vegetable and fruit vendors, sweets and cigarette sellers, wood and metal

craftsmen, private alcohol traders (sheebens), to tradable activities of all sorts.

Among them is a whole range of floating individuals of diverse ages, apprentices,
family members, illiterates, the learned, the poor and the rich.

Although unemployment was not a very serious problem in the past in
Zimbabwe particularly prior to the late-70s, its gravity has increased since the late

80s, been felt and has further worsened in the 90s, to assume increasing and
alarming proportions. Informal sector participation increased particularly in the
wake of retrenchments, layoffs, redundancy, closures during these times of ESAP
and recurrent droughts. Ill health through the AIDS epidemic has pushed many out



of employment, hence for survival, the informal sector has proved to be the safety
valve.

There has been an increase in the number of school leavers in Zimbabwe.

This has given rise to "a school leaver problem". The economy has not been able to

expand sufficiently to cope with the large numbers of school or college leavers.
Thus for example, in 1985 while there were 98,209 secondary school leavers, only
about 10,500 jobs were created (see Table 3 on page 32). This exacerbated the

unemployment rate. The figure of those who had left school since 1983 to 1994 in

Zimbabwe stood at 2,375,081 (Ministry of Education-Harare, 1995). This is really
a large number hence the need to pay immediate attention, now than later, to the

forthcoming questions.

The observations cited above are an attempt to describe Zimbabwe's

unemployment problem among others and the informal sector's attempts to reduce
it, and in the process boosting economic growth. It appears that the problem has
grown with time, well beyond bearable limits, and this explains the unemployment
phenomenon and the informal sector's sluggishness, which constitute a problem of

'

an economic nature that calls for a thorough investigation.

There are a number of searching questions which though partially answered
in past studies need independent scrutiny. These include:

i) what are the characteristics of the informal sector?

ii) how do informal sector enterprises start in Zimbabwe and how do they survive?
iii) what are their subsistence activities and socio-economic networks?

iv) are there any business linkages between the formal and the informal sector?



v) what problems do the informal sector participants encounter and in what ways
are they themselves a problem to the government and local authorities? and

»

vi) if the informal sector is harmonised, what are the implications for socio¬
economic policies in the country?

It is assumed that unless local attitudes and institutional conditions exist that

are amenable to structural change and, without holding back the growth-

promoting groups in society, still provide opportunities for wider segments of the
population to participate in the fruits of economic progress, efforts to stimulate
growth through narrowly conceived economic policies through the formal sector
alone, are likely to fail.

Economic growth as earlier mentioned, is basically concerned with the

provision of goods needed to satisfy human wants, individual and collective. One

argues that the informal sector meets the latter economic concern left, right and
centre. This is basically the purpose of its existence. To factually address this

argument, there is need for an empirical study which this study attempts to

explore.

This study was conducted with a view to partially monitor and document the
sector's features and contributions, while highlighting the hindrance and prospects

of the informal sector. It has been my concern that the outcome of this research

study should not only satisfy my academic endeavours but also be both meaningful
and useful to the economy ofZimbabwe.



The Planning Commission, the Public Service Commission and Central

Statistical Office whose collaboration was sought to make this study a success, are

extremely interested to hear more about the results and how these may be utilised
to redress some negative reception or signals that this sector has been experiencing
and hopefully to be used as a ground work for the support of the sector.

1.2 A Review of the Literature

In the mid 1960s, Zimbabwe (Rhodesia then) attempted to pursue an

industrialisation system through import substitution aimed among others to absorb
labour extensively. However, population growth far outspaced employment
creation in industry. During that period there was a presence of cheap underutilised
labour and an increasingly capital intensive process of capital accumulation.

The import substitution policies in the country then enhanced the degree of
monopoly of the economy and tended to artificially cheapen capital through
overvalued currencies and tariff structures that favoured importation of plant and
machinery. The discrepancy between the growth in output in industry and labour
absorption worsened in the late 60s and early 70s. the need to know what was

actually happening to those not employed in the modern (formal) sector arose.

In the African context, the extended family phenomenon was given the
blame to account for the cause of increase of the unemployed. However, some

researchers then dismissed the view that unemployment was on the rise in the third
world countries. Weeks (1971) in a rather provocative article argued that " it
has not been established that unemployment is in fact a general problem in the less



developed countries and that it is absurd to define the employment norms in
terms of the conditions enjoyed by a tiny minority of labour." On the other hand
Hart's (1973) study in Ghana suggested the prevalence ot an informal economy in
support of the ILO (1972) studies in Kenya.

African economies, Southern Africa in particular have several features and
forms of urbanisation that have had profound effects on the growth and character
of the informal sector. One main feature is the relatively low levels of urbanisation
on Southern African states' eve of independence. For instance in the early 1960s,
countries like Malawi, Mozambique, Lesotho and Swaziland had an average level
of urbanisation which was far less than 9% for the income class in the urban Sub-

Saharan Africa. Zimbabwe was the only country in Southern Africa which had
about 38% average level of urbanisation at independence, 1980 (Mkandawire,

1984).

Another feature of Southern Africa's urbanisation is their exclusive suburbs,

which were racially designed to keep Africans a distance from town centres. The
native residential areas of Southern Africans were designed by colonial authorities,

carefully planned and regulated housing schemes covered by such laws as

Rhodesia's Natives' Urban Areas Accommodation Act, Registration Act, Vagrancy

Act, Pass Laws, etc.

The two above mentioned features of urbanisation in Southern Africa,

Zimbabwe in particular gave birth to the third feature that is the invisibility of
informal sector activities in the 60s and early 70s. The Zoning Laws restricted

in



Africans' movements in urban centres. The informal sector was rendered more

invisible by its lack ofexistence in major commercial and industrial areas.

The ILO/ JASPA Mission (1977) study to Swaziland established that there
were no substantial informal sector activities as compared to the other African
countries especially in West Africa. Explanations on the differences among the
sub-regions, rested on the differences of the interests of the colonial powers. The
prevalence of the informal sector in West Africa was due to traditional or

entrepreneurial endowments ofWestern Africans (ILO/JASPA, 1977).

The smallness of informal sector in Southern Africa in the 60s were due to

several factors that included among others: a) relative newness and smallness of
urban centres (Swaziland); b) the restrictive laws and regulations such as those

requiring all businesses to be licenced; c) lack of socio-economic infrastructure
conducive to productive economic activity and d) competition from formal sector
and imports (ILO, 1977).

The creation ofAfrican labour reserves in Southern Africa by the colonialists
and the strict enforcement of Zonal Laws inhibited the growth of the sector

especially in the urban centres. The restrictions of the indigenous economic

activities such as "the Pass Laws" of Southern Africa had an effect to the slow
growth of the sector in the region.

The collection of forced labour (Chibaro) practices of the 70s in the region
specifically for forced work in railway construction, mines, settler farms, dam
construction, and construction of similar infrastructures, that benefited the white

11



community and destroyed the Africans' attempt to expand the informal sector

activities.

There were some establishment of comprehensive labour recruitment
organisations, introduction of discriminatory pricing policies against whatever
peasant agriculture which was permitted. There was outright prohibition of
production of certain crops and taxing of domesticated animals. Labour was to be

made available to the white economy only at the lowest wage rate. All other
economic activities outside the white economy were discouraged to hire labour.
The informal sector hence remained marginalised.

In the Third World countries and elsewhere the concept of the informal sector
became universally used in the early 1970s after the International Labour

Organisation's (ILO) Mission to Kenya of 1972. Thereafter, various authors came

up with alternative definitions while subscribing to the same characteristics

developed in the ILO Kenya report.

The ILO Kenya Mission report defined the informal sector as "a way of
doing things, characterised by: a) ease of entry; b) reliance on indigenous
resources; c) family ownership of resources; d) small scale of operation; e) labour-
intensive and adapted technology; f) skills required outside the formal school
system; and g) unregulated and competitive markets."

In sharp contrast, there was the formal sector whose major characteristics
included among others: a) difficult entry; b) frequent reliance on overseas

resources; c) large scale of operation; d) capital intensive and often imported

ï?



technology; e) formally acquired skills, often expatriate and f) protected markets,
through tariffs quotas trade licences (ILO, 1972).

However, one may argue that the ILO report's characteristics used in

defining the informal sector is not always the case, country by country or region by
region. For instance in Zimbabwe as the next chapters will show, resource inputs
are at times from non-governmental organisations even of foreign origin, entry is
not always easy with special reference to those involved in the transport informal
sector activities.

Subsequent research after the ILO (1972) study has shown that several
definitions have been only variants of the ILO Kenya report list, with some

differences in internal emphasis and /or semantics. In his paper on the subject, S.V.
Sethuraman,(1981) argues that the ILO Kenya report had too many criteria in the
definition of informality to the extent that instead of simplicity and clarity the
definition turned to be ambiguous. He argues that each criterion could be used to
define an informal sector entity without the inclusion of other criteria mentioned.

Sethuraman in turn proposed that the sector be defined as "small-scale units
engaged in the production and distribution of goods and services whose primary
objective was to generate employment for the participants rather than to maximise
profits." One may disagree with Sethuraman's last argument " to maximise

profits'^' mainly because profit making is the underlying objective in most if not all
informal sector enterprise activities. In Zimbabwe, the informal sector is being used
as a means of supplementing formal sector earnings by some people especially
after work, weekends and during public holidays.

n



The ILO/PREALC (1981) studies established that the informal sector activities
are based on labour force status which included the following: domestic servants,

casual workers, own-account workers; and people who work in entities of less than
five persons. Persons in the sector should be earning less than a certain minimum
wage of a given country. One may argue that it is not always the case with most
informal sector enterprises.

In Zimbabwe, the participants in the informal sector are most often found to

be more than eight and in some cases even more than twenty. Some participants
earns more than senior managers in the government, that is, triple the official
minimum wage of Zimbabwe which is ZS500.00 (US$53). (N.B. For all

monetary figures in this paper, one Z$ is equivalent to US$9.50 as at 31

December 1995 current exchange rate.)

Several studies like those of Hernando de Soto (1989), Dipark Mazmundar
(1976), and others identified informality with illegality: illegal in the sense that
informal sector activities do not comply with regulations pertaining to fiscal,
employment, health and other matters because of flaws in the tax system and in
other laws and regulations. The ILO (1987) study established that nearly all
African countries have loose tax systems and regulations, worse so, in Central,
East and West Africa. Nevertheless, the existence of unenforced regulations leaves
the informal sector open to harassment and racketeering by the government and
local government police forces.

Other authors, for instance Jacques Charmes (1990) and George Nihan
(1976) focused on the productive accomplishments and potentialities of informal

14



sector enterprises. They observed that apart from being key players on employment
they contribute considerably, though unrecorded, to the national basket of the

economy. The latter preoccupation is the basis of the current study whose results
are clearly shown in chapters three and four.

Several discussions on the sector have been in place revolving around the
"dualistic ILO approach" i.e. modernity versus informality, on the one hand and
the "petty commodity production" approach on the other especially from the mid
80s onward. Rakowski (1994), established that besides the two above mentioned

approaches there are yet three others. The first being the "Underground Economy"
school, represented most clearly in the work of A.Portes (1993). Portes argued
that the ILO approach neglected the integration of forms of production, production
units, technologies and workers into local regional and international economies.

It has been evidenced in the Mac Pherson (1991) study that informal
economic processes are involved in a set of production relations currently being
reproduced on a World scale via the restructuring of the developed nations'
economies. Enterprises in the latter study were found to be subcontracting or

illegally hiring lower or cheaper labour as extensive first world labour is too

expensive or rather not cost-effective. H. de Soto (1989) viewed such practices of
cheaper labour use as simply another route to capitalist development. Whilst Portes
took it as equivalent to marginalisation.

State regulations, taxes and levies which squeeze the struggling indigenous
entrepreneurs, force new labour market entrants into extra-legality and poverty.
However, a significant number of them nevertheless develop craft and
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entrepreneurial skills which enable them to provide affordable goods and services
for the mass of the population, particularly through trade and provision of
transport services. Zimbabwe is one of the top ten countries in the world, apart
from Brazil and others, with high tax rates. High income tax has forced most

qualified and experienced personnel from the formal to the informal sector. In the

informal sector they earn more pay, less or no taxes at all. They are free and
independent from too many state rules and procedures.

It is also noted that, in Zimbabwe, some of the highly qualified personnel
leave the formal sector due to frustration-they cannot fully exercise their potential
because of their positions in the formal sector firms, most of which are dominated
by uneducated elders who are very conservative and feeling insecure and
threatened by the young, dynamic, upcoming new management personnel being
churned out by several institutions of higher learning. Before ESAP, experience
used to be an advantage but thereafter it has become a hindrance to progress and
most of the managers -both white and black- have found refuge in the informal
sector.

The third approach viewed by Rakowski (1994) is what she called "micro-
enterprise developmentalism". She argues that informal micro-enterprises are

nothing else but popular instruments for overcoming poverty and simultaneously
for organising the poor to gain control over a greater range of public resources.

The World Bank(1992) through its Long-Term Perspective Study on the
sector concluded that the informal sector represented a more "indigenous", vital
and authentic form ofAfrican economy than State based economic institutions. It is



further argued that the sector is wreaking its revenge on the post independence
> status quo by isolating and forcing into retreat ineffective state institutions.

Hyden,(1990) observed that the informal economy emanated from "Africa's
long traditions of open, competitive marketing at flexible prices" which continued
to "flourish independent of and against legal powers, demonstrating its vigour and
persistence". This economy, now embracing not only trade, but manufacturing,
construction, services/repairs and transport is being spearheaded by an aggressive
entrepreneurial class.

It has some successful features which appear to be sustainable because of
their greater congruence with indigenous values and institutions as well as their

adaptability and available technology, resources and socio-economic conditions.
One may suggest that it only lacks political will and the enabling environment to
revolutionalise the economv.

j

The World Bank (1989) documented that the sector is a success only that
"all artificial restrictions" should be removed forthwith from it. It went on to
describe the sector as "the seed-bed of African enterpreneurship and a major
positive example of the efficient use of resources, responsiveness to market signals
and progressive exploitation of freedom from regulatory constraint."

Meagher(1991), opposed Portes'(1993) assertions that the sector is open to
all forms of sub-contracting even with the modern sector. He established that sub¬

contracting in the sector appeared to be confined to the informal retail trade and
almost completely absent from production activities. But as the Mac Pherson's
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(1991) study pointed out, sub-contracting is practiced in nearly all activities, in line
with what Portes had observed.

Lachaud (1990) on his work on Abidjan, observed that over 70% of the
informal sector enterprises he studied were firms established for self-employment
to meet basic needs for individuals. About 6% of the enterprises which really
prospered were owned or supported by civil servants, which happens to be a
common case in Zimbabwe.

Meagher further observed that the African informality is being intensified bythe effects of Structural Adjustment Programmes, where inflation, import scarcity,rising unemployment and falling real wages (for illustrations, see Tables 1A and
IB on pages 29, 30 respectively) are becoming the order of the day. To cushion the
hardships, most informal sector participants respond to the difficulties by loweringproduct/service qualities, increasing working hours and at times increasing the useof unpaid labour.

The Structural Adjustment hardships has driven women into participating insectors which traditionally were dominated by men such as construction. As theParis, 1984 Women's Conference stated, "this drive by women is meant to makethem less economically vulnerable and more socially creative." Through their(women) active participation in informal sector activities it observed that womenhave gained a greater degree of economic power.

As Mustafa (1992), Musyoki and Orodlio (1993) observed, informal sector
women are now greatly involved in long-distance trade in high value goods most
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evidenced by cross-border women traders such as Zimbabwean women who cross

back and forth into South Africa, Namibia, Botswana and even as far as Mauritius.

Many of them are now the chief suppliers of autoparts and other essential
industrial inputs for both the informal and formal sector. Children have been

educated, modern houses constructed and purchased through informal sector
activities.

ESAP brought substantial cuts in public spending particularly in social
sectors. Women constitute some of the most affected because they play a key role
in maintenance of households of all strata (UNICEF, 1989). These changes or cuts
have reduced the resources they depend on to fulfill these roles and have forced
women in consequence to stretch labour into informal sector activities such as

bread, soap, candle making and even construction (Musyoki and Orodho, 1993).

Women in the informal sector are competing for jobs with men, especially
the enlightened or educated. May (1979) asserts that education is a universally
important factor in the entry of women into the labour force, irrespective of the
sector. Women's wage employment has been growing rapidly, to constitute around
14% of total employment in Central and Southern Africa in the late 70s and 18%

in the early 80s (Mbugua, 1989). Livingstone (1991) found out that women's

participation in the informal sector had risen to 35.5% in 1988. The ISES results in

Chapter 3 of this paper shows that women constitute about 40.5% in the informal

sector.

In theory, equality between the sexes was long recognised, almost half a
century or so ago by the UN Charter in 1945, but this recognition is hardly
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realised. Formal sector activities are still heavily dominated by by men. Whilst the
informal sector mainly practice it in most of its activities especially those in
commerce (Oakly,1987). The majority of the development policy makers and
implimenters do not fully address women's position in the development process.

Since the mid 80s there has been a growing trend towards seeing women as

agents and beneficiaries in all sectors and all levels of development process, more
so in the informal sector (Pietla, 1985). This is a positive development. Studies of
women's roles in agriculture from a sample of African peoples living in Senegal,
Gambia, Uganda and Kenya show that women contribute 60% and 80% of total

agricultural work done (Wallace, 1989).

However, how the issues of gender are actually addressed depends upon the
policy direction envisaged. One approach would be to design projects and
programmes to make life 'easier' for women and to help them in their given gender
tasks. Giving support to those involved in the informal sector by the state, NGOs
and related organs would be more appropriate. Both men and women should be
perceived as beneficiaries, participants and decision makers. Since gender include
the roles ascribed to males and females, it is an important factor for planning and
implementing successful development projects and programmes.

The cross-border market women of Sub-Saharan Africa, in their wake of
improving productivity in the informal sector, has proved that they are not only
merely mothers, affected passively by development in general and welfare and
family planning programmes in particular. They are also economic agents, in
charge of key aspects of production and economic development. Their contribution
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would be enhanced by more sensitive development programmes and projects
supported by the government and other development agents.

It is quite pertinent to assess the way in which social, economic and political
position of women in relation to that of men in both formal and informal sectors.
This is important so as to address the approaches to strategies for development and
to evaluate its implications on both groups. A few of the market women in the
informal sector are well off for instance "the Mama Benz of coastal West Africa"
(Lubell,1991); but the majority are on the borderline of survival, supplementing
family income if they are part of a married household and providing family income
when they are unmarried, divorced or widowed heads of household.

In Sub-Saharan Africa women suffer a host of handicaps: the burdens of
child bearing and child rearing, sex discriminatory legal disadvantages, social
disadvantages that include inferior education and lack of access to resources and
skills. Gender consideration is always an issue of concern when it comes to
national development irrespective of the sector.

A non-governmental organisation - the Equity Policy Centre (EPOC) ofWashington D.C. established that higher consideration of gender lies much in the
informal sector. EPOC (1989) discovered that Third World informality has a largefemale component. The highest rate of women's participation was found to be in
Iloilo- Philippines (90%), followed by Ziguinchor- Senegal (53%), Bogor-Indonesia (40%) and Manikganj- Bangladesh (37%). In Ziguinchor, men and
women vendors sold different products, sometimes determined by the capitalrequirements for operation. Women specialised in precooked foods prepared at
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home while men sold meat-and-onion brochettes and herb tea or coffee prepared
on the spot. In most cases the informal sector food traders are subjected to police
harassment and forcible removal from the streets.

In Zimbabwe this increase in women participation has many-fold benefits; it
has assisted several single mothers and enabled them to live independently. The
informal sector is undergoing noticeable changes in terms of characteristics of

participants and their activities. A single urban working class is no longer adequate
to support the average family especially in the Third World hence people engage in
multiple activities in the informal sector.

A combination of the lessons learnt in the literature review of the subject on
the past studies and present in addition to the observations or practical experiences,
the informal sector may be defined as an enterprise characterised by the following:
reliance on indigenous resources, labour intensive and adapted technology,
unregulated, competitive and easily accessible markets. It also includes enterprises
that are involved in the production of goods and/or offering services to the nation
while the entity will not be registered with the Registrar of Companies or
Cooperatives in accordance with the laws of a respective country, such enterprise
which do not pay direct taxes. They do not posses any trading licence. The
informal sector enterprise can be run by one or more people, there is no limited
number of participants. This definition however does not include immoral activities
that include prostitution, burglary and drug peddling.
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1.3 Objectives of the Study :

The general objective of the study is to assess the role of the informal sector
towards economic growth in Zimbabwe.
More specific objectives are:

-to examine the specific features of the informal sector in Zimbabwe.
-to determine the nature of bottlenecks experienced by the sector.
-to identify the potentials of the informal sector towards economic growth in the
country.
-to identify policy prescriptions and make recommendations that would boost the
informal sector's sustainable growth.

1.4 The Working Hypothesis

The study attempts to make an audit of the informal sector in Zimbabwe.
Being a descriptive study and a general audit, the study has not attempted
extensive statistical tests of correlation or regression. The level of available data
and the more specific aim of the study do not permit this. However, the following
hypothesis is tested:

Lack of access to credit /capital/finance is a major impediment to the performance
of the Informal Sector.

1.5 Organisation of the Study

The study is divided into four chapters. Chapter one introduces the thesis,
outlining the statement of the problem, literature review, rationale of the study and
the objectives of the paper. Chapter two explains more on the background
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information on Zimbabwe, and methodological issues. It also gives the description
of the data, scope, data analysis issues and limitations. Chapter three is devoted to

the analysis and interpretation of the Informal Sector Enterprises Survey results. It
has ten sub-sections which include among others the General Overview, Gender
Participation in the informal sector, Impediments to the development of the
informal sector, etc. Chapter four concludes the study with policy implications and
recommendations.



CHAPTER 2: BACKGROUND, DATA AND METHODOLOGICAL ISSUES

2.1. Introduction

This chapter provides background information 011 Zimbabwe, describes the
data and also discusses the methods of data collection and analysis used. It is
organised in two sections. The first section presents baseline information on the

country and its inhabitants, economic profiles such as macro-economic indicators
and sources of business finance. It further describes briefly some background
information on each of the four towns under study- Harare, Bulawayo, Mutare and
Masvingo. The second section discusses issues on methodology, data source,

description of ISES variables, data analysis and a presentation of the scope and
limitations of the study.
2.2 Background Information

General information on the physical location of Zimbabwe, its brief history,
economic growth patterns since independence and some background information
on the emergence of the informal sector activities are addressed. This is followed

by the investment profile requirements in the country. Throughout the study, an

attempt is made to link the background information of the country to the informal
sector's operational patterns.

2.2.1 A Presentation of the Nation ofZimbabwe.

Zimbabwe covers an area of 390 759 km2 which is three times the size of

England and approximately the size of California. It had a population of 10.4
million inhabitants as of 1992 Population Census estimates. The C.S.O. 1995

estimates indicates that the population is approximately 11.3 million, with a

population growth rate of 2.9% per annum. Zimbabwe is bordered by Botswana



on the west, Mozambique on the east, South Africa on the south, Zambia on the
north and Namibia on the north-west (see Map 1, on the next page).

Harare is the capital city of Zimbabwe which is in the centre of the country
with a population of about 2 million. The second largest city is Bulawayo on the
west, it has a population of 621 000. Mutare is in the east with a population about
132 000 while Masvingo in the south has a population of 52 000 inhabitants. All
the above stated population figures by city are based on the 1992 Population
Census data.

Evidence of the land's earliest settlers, the Khoisan, date back prior to 200
BC. There followed a period of Bantu domination, succeeded by a period of Shona
rule which has continued to date. The Bantu descent that included the Nguni, the
Zulu and Ndebele established a powerful warrior- like kingdom in the area now

known as Matebeleland. The colourful and frequently violent history of these
peoples prior to European settlement is still a matter of pride among the Shona
and Ndebele, the two main black peoples of present- day Zimbabwe.

The first British explorers, colonists and missionaries arrived in the country
in the 1850s, starting a massive influx resulting in the territory being named
Rhodesia in 1895. Zimbabwe became a universally recognised independent
country on 18 April 1980. Shortly after independence the desire- in line with
African nationalism trends at the time- was to establish a one-party state.
Developments in Eastern Europe and a global decline of those economies based on
the Marxist ideology, led to the idea of a one-party state being abandoned, in
favour of a market-led economic system.



HARARE

O Chinhoyi

__r:NAMfBfc£>=
(SÒUTH wg£r"jiTRjt*f

( CÃPRIvHjTjjíggg

ímSSÇS

(Nov» VxiduriRodclil

UAKSADUGAOI

INDIAN

OCSAN

?Sr#;

TANZANIAZAIRE
ALTITUDE TINTS

IN METRES

ANGOLA

ZAMÍ>t

IV-1BOTSWANA

M»boU'••Oil

REPUBLIC

9. \ SOUTH AFRICA

!EPUBLIC^ót/jâ)Í AFRICA

WÊËÈÊÊSÈm



The economy of Zimbabwe, developed under a liberal ideology, has• ï

historically been a capitalist system. This system, however, was in the 1980s
affected by various Government policies which resulted in more centralized control,
for example, in price control and wage legislation. The country embarked upon an
Economic Structural Adjustment Programme (ESAP) by 1991, which allowed the
economy to be influenced by free market forces to a greater extent than it had been
in the past, reversing the macro-economic distortions of the first decade of
independence.

The 1960s-1979 war, compelled the hitherto economically passive Rhodesian
government to play an active role in the process of import substitution and in
creating an industrial structure with forward, backward and horizontal economic
linkages. Cut off from traditional sources of industrial supplies and faced with
domestic industrialists with inadequate resources, the State sought to establish a

lasting industrial infrastructure which was to become the springboard for private
enterprise.

2.2.2 Economic and Social Indicators

Some of the most salient trends with regard to economic performance and
government's spending on social sectors (the very sectors that would benefit the
poor and those in informality) such as health care are summarised in Table 1A on
the next page.



Table 1A: Social Sector Economie Indicators, Zimbabwe
1988/89 1989/90 1990/91 1991/92 1992/93 1993/94GOZ Health budget

Nominal Expend. (Z$m)
329.0 421.4 566.8 631.4 802.5 873.2

Share of total Budget (%) 6.0 6.5 6.8 5.7 6.0 5.9Real Expend. (1990,Z$m) 403.1 453.0 513.4 433.9 396.3 359.4Real per Capita Expend.
(Z$m)

13.18 14.60 16.50 14.51 12.59 10.92

Increase or Decrease % +3.7 +11.4 +12.4 -12.1 -13.2 -13.3Source: C.S.O. Quarter y Digest and Stats Flash 1995, Harare.

The Health sector has been getting a small allocation from the national
budget since the mid 80s. Its average share of total budget (1988-94) was about
6.2%. This hampered one of the government's health policy programmes i.e. the
provision of Primary Health Care to all: the poor, the elderly, breast-feeding
mothers, children and the disabled.

Although the share of government expenditure allocated to the Health sector
was kept at around the level maintained during the 1980s, the pressure from
ESAP, to reduce government spending especially on social sectors led to a

significant decrease in real per capita expenditure as from 1990 till 1994. This had
some adverse effects to the vulnerable group, the very people found in the informal
sector.

It shows that the official inflation rate had mounted to 46.4% (see Table IB
on page 30) in 1992 whereas the inflation rate for food was estimated at 72.6%
during the same period. For 1993 the figures were estimated at 20.0% and 24.5%
respectively. Whereas government commitment to maintaining mass access to
social health services or education in the country was beyond means in the 1980s.
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Recent trends as depicted in Tables 1A and IB, ï show that the policy of
consistent' real increases in public financing of social sectors would not be
sustained under conditions of structural adjustment which started in 1991. The
terms dictated by the Bretonwoods Institutions (IMF and WB) of cutting down on

government expenditure has brought suffering to the vulnerable groups.

Table IB Macroeconomic Indicators- Zimbabwe.

1 Year 1987 1988 1989 1990 1991 1992 1993 1994

I -GDP at current

factor cost, Z $ bn
8.019 10.184 12.114 14.702 19.587 25.706 25.278

-GDP at 1980 factor

cost, Z$bn 3.861 4.144 4.332- 4.426 4.641 4.284 4.399

-Real GDP,% -0.5 7.3 4.6 2.2 4.3 5.2 1.7 4.4

-Inflation, % 7.4 12.9 17.4 24.3 46.2 28.4 10.1 18.8

-Consumer Price
Index

- 281.8 321.9 377.8 489.6 716.4 834.2 -

-Food CPI - 302.0 364.7 435.5 572.2 984.5 1182.0 -

-Food Inflation
Rate,%

- - 17.3 19.4 31.4 72.6 24.5- ' -

-Population, million - 8.88 9.12 9.37 9.6 10.4 10.7 11.0

-Employment
(annual
average),million

1.085 1.131 1.163 1.192 1.244 1.236 - -

Source: C.S.O. Quarterly Digest and Stats-Flash, 1995, Harare.

In 1980-81, the real per capita expenditure on health had risen from

Z$10.76 to Z$16.50 in the 1990-91 fiscal year, despite relatively low average -

annual GDP growth of 3.1% over that period. By 1993-94 fiscal year after the
introduction of ESAP in 1991, the real per capita expenditure fell by 33.8% to

Z$ 10.92. The economic growth pattern of the country had some declines since the

chronic drought period of 1982. By 1987 real GDP % went as far down as -5%.



Table IB above shows that nearly all macro-economic indicators were reporting
some stagnations or a general fall of the economy. The statistics in the table above
excludes output from the informal sector. One would wonder what could have been

the output levels of the economy if the informal sector figures were included.

Table 2: Exchange Rates (1 US dollar (TJS$) :

Zimbabwean dollar (Z$f 1985-96

Source: BusinessHerald, Various,

Harare 1990-96

The decline of the Zimbabwean economy was even

evidenced by the rapid loss of the value of the local currency
in relation to the US$. Table 2, shows that within the first

five years from 1985, the fall in the value of the ZS had

doubled. Today, its value is even ten times lower.

The reduction of government expenditure on social sectors such as

education, health and social services has contributed to the increase of the

unemployed, and with it the swelling of the informal sector. Educational expansion
introduced by the new government in the 80s, brought an increase in the number
of educational institutions which, unfortunately were not accompanied by a

corresponding growth of the formal sector. Instead, the sector started to contract.

The outputs at primary and secondary schools, colleges and universities never

matched, even by a quarter, employment opportunities in the formal sector.

Year Exchange
Rate

1985 1:1.24
1986 1 1.61
1987 1.66
1988 1.89
1989 2.23
1990 2.53
1991 4.95
1992 5.20
1993 6.47
1994 8.00
1995 1 8.75
1996

May
1:9.50
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Table 3, illustrates this fact and throws light on an even extended problem
that -affects University graduates. The statistics do reveal that well over three-

quarters of primary and secondary school pupils become drop outs every year

because of various reasons including socio-economic hardships. They join the
unemployed , with very few entering the formal sector while the bulk is believed to

have found solace in the informal sector.

Comparatively, the crisis of immediate redundancy of primary school leavers
has been less biting in Zimbabwe than for Mozambique and Zambia as the

percentage of pupils not selected for secondary education dwindled in the late 80s.
In spite of the short term relief of Zimbabwe and given the expansion of the both
primary and secondary school system whose products could not be absorbed by
the University system, coupled with droughts and ESAP effects, etc. victims of the
system remain high.
Table: 3. Secondary school leavers by level 1983-94.
YEAR FORM -IV. FORM-V. FORM-VI TOTAL.
1983 24,509 2,189 2, 890 29,588
1984 71.014 3,112 2,911 77, 037
19S5 91,763 3,246 3,200 98,209
1986 93,092 4,245 4,019 101,356
1987 141,593 4,511 . 4,224 150,328
1988 152,122 4,729 4,516 161,367
1989 180.047 5,004 4,817 189,868
1990 267,677 5,700 5,131 278,508
1991 325,448 6,420 5,400 337,268
1992 306,714 6,580 5,854 319,148
1993 301,165 7,349 6,216 314,730
1994 303,626 7,840 6,208 317,674 ,

Total 2,258,700 60,925 55,386 2,375,081

Source: Statistics Unit: Ministry of Education, (1995),Harare, Zimbabwe.
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In view of the above alarming statistics of school leavers, some pertinent
i

1

questions arise: where do all these young school leavers who are unabsorbed into

higher classes go? where have they gone or ended since the more serious years (of
drop-outs) of the early 90s and now? In the formal sector? Some, yes; but for
the majority, with lack of opportunities and/or otherwise, it is believed many joined
the self reliant producers (the informal sector) as proprietors or apprentices or even

petty traders. Entry into this sector, increases the economic growth through
increase in production output. Many people got employed and inevitably it
enhanced the general standard of living of the people involved.

On the other hand, the rapid population growth rate exacerbated the industrial

capacity to accommodate the employable population. Droughts of 1982, 1987 and
1992 worsened by the effects of ESAP affected all productive sectors resulting in
retrenchments, lay-offs, close downs, mergers etc. The folding up of the formal
sector gave birth to the informal sector in the country.

2.2.3 Investments

The main reasons for embarking on economic policies like import
substitution, growth with equity and the Economic Structural Adjustment
Programme were to attract and boost investment- both domestic and foreign. This
is pivotal in realising sustainable economic growth, creating employment and
enhancing overall economic development in Zimbabwe. But as the programmes
unfold and further restructuring and liberalisation take place in line with the set

targets and the dynamic international environment, a lot of the investment and
trade barriers that exist are being removed.



The Zimbabwe Investment Centre (ZIC), a parastatal, is responsible for
investment promotion. It encourages direct investment from within and abroad. In

assessing the prospecting proprietors, ZIC has its guiding principles. The
applicants are required to satisfy the following conditions:

. the firm should be a registered entity, with the Registrar of Companies
and/or the Registrar of Cooperatives.

. further, the applications should contain the information listed below;
-details of shareholders irrespective of size.
-details of mode of injection i.e. direct cash injection,

capital equipment loans, etc.
-location of project and the size of investment should be over

a million ZS.

2.2.4 Taxation

Taxation in Zimbabwe takes various forms. There are direct taxes on taxable

income. A capital gains tax is levied on the capital gains realised on the disposal of
immovable property and marketable securities. Withholding taxes are levied on

dividends, interest, fees and royalties. A sales tax is charged on the sale of goods
and services. Customs duty is chargeable on specific imports and excise duty on

fuel, liquor and tobacco.

Taxes are levied in the form of transfer duty on transfers of immovable

property and stamp duty on listed documents. For tax purposes, there is no

difference between public, private, cooperative or any indigenous company. As
mentioned earlier, Zimbabwean taxes are considered to be among the highest in the
world. This situation may push qualified people to leave the formal employment
sector to join the informal sector, with an attempt to avoid the high taxes.
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2.2.5. Sources of Finance

The country has a relatively sophisticated and well developed banking and
monetary system. Banking arrangements and practices, the range of services
available and methods of management and control closely follow the British
pattern.

The money and banking system of the country consists of :

a) The Central Bank i.e. The Reserve Bank ofZimbabwe.

b) Five Commercial Banks:

-Barclays, Stanbic, Standard Chartered, Zimbabwe Banking and Commercial
Bank ofZimbabwe.

c) Three Discount Houses:

-Bard, Discount Company and Intermarket Discount House Ltd.

d) Five Accepting Houses/ Merchant Banks:

-Merchant Bank ofCentral Africa, First Merchant Bank, Standard Chartered

Merchant Bank, Syfrets Merchant Bank Ltd and National Merchant Bank Ltd

e) Five Finance Houses:

-UDC Ltd, Scotfin, Fincor, Standard Chartered Finance Ltd and

Stanbic Finance Ltd.

f) Two Development Banks:
-Zimbabwe Development Bank and Agricultural Development Bank.

g) A Group ofPost Office Savings Banks.

h) Four Building Societies:
-Central African Building Society, Founders Building Society, Beverley
and Zimbabwe Building Society.

i) Several Insurance , Pension and Provident Funds,

j) One Zimbabwe Development Corporation.



k) One Agricultural Finance Corporation.
1) One Industriai Development Corporation. v 1

m) One Venture Capital Company of Zimbabwe,
n) A Small Enterprise Development Corporation.
Source: Zimbabwe Investment Centre, Quarterly-1995.

The functions of the above money and banking systems are varied but the
only common factor among them is that they only deal with registered entities
when it comes to business or investment issues. To qualify for a loan from say

Small Enterprises Development Corporation which mainly provides project finance
to all productive sectors of the economy, the applications should satisfy the
following conditions:

-the enterprise should employ less than 50 people.
-the investor should have assets valued at less than Z$0.5million (US$53000)
-the project sponsor or investor should provide at least 30% equity in the
project.
-the project should be registered.
A case for the Venture Capital Company of Zimbabwe (VCCZ), which was

set up to provide finance, mainly through equity, to new and expanding small to
medium size business ventures. To qualify for assistance through VCCZ, the
project promoter should maintain constant feedback, through write ups to the
VCCZ Board about his/her requests. The entities should have their books of

accounts in order that is proper accounting, banking and management information
systems before approaching or doing business with VCCZ.



The above-mentioned facts about Zimbabwe, clearly spell out the business
r< climate in the country. It has attempted to give the operational possibilities or

impossibilities open to the informal sector entrepreneur, its a leave or take
situation. The stringent rules, regulations or procedures in the system worsened by
ESAP gave birth and led to the expansion of the informal sector as the Magaba
case (Brand, 1986).

2.3 Methodological Issues

2.3.1 Introduction

This sub-section describes the methodology used, description of the data and
the data source. It is organised in five parts. The first part presents the

methodology which comprises the three data collection procedures viz. mail

questionnaire, personal interview survey and desk research. Further, it explains the
limitations encountered. The second describes more on the data, with the third

part describing the variables used. Part four explains strategies used in the analysis
of the data. Finally part five discusses the scope of the study.

2.3.2 The Methodology

Three guiding principles underlie the methodology of the research study:
-the study had to im>estigate both quantitative and qualitative factors, as both are

important contributions to understanding the cause and effects of impediments in
the informal sector. Thus, whilst it was necessary to have a quantitative assessment

on the informal sector's outputs and activities, it was found equally essential to

engage in qualitative discussions with informal sector enterprise owners and those

they employ. This was to elicit perceptions and ideas about the daily operations of
this sector and the problems encountered. To get it from the horse's mouth in this



manner it is crucial to know what really happens on the shop floor rather than
relying solely on qualitative data on the subject which may overshadow some

features and realities of the sector.

This^approach involved the use of questionnaires targeted to the enterprise
owners in addition to focusing on group discussions with their "employees",
through which realities about the sector were unhesitantly explained.
-in keeping with the above, the research was to adopt a participatory approach
to investigation and data collection. It was found that to be more fruitful in

investigating the developments, progress and hindrance encountered in the sector,
there was a need to draw attention to experiences of those involved. Furthermore,
as part of the research process, facilitating the framing of responses and strategies
at both levels i.e. the enterprise owner and his workers. Information collected in

this manner can have a multiplier effect, and act as a tool for mastering the needs,
difficulties, achievements and prospects at all levels.
-historical data through desk research was considered equally important. As
noted earlier, much has been written on the informal sector in Africa and

elsewhere. Experiences from other countries are quite pertinent in coming up with
possible policy prescriptions which can be accommodated in the Zimbabwean set¬

up.

The above principles led me in conducting a survey entitled "Informal Sector

Enterprise Survey (ISES)".
In choosing the universe or population units for the survey the convenience

. sampling technique was used, with the help of the Central Statistical Office's
« unpublished informal sector statistics. This involved identification of enterprise
names and addresses providing out unit numbers on each enterprise. The
convenience sampling method was chosen because it restricted generalisation to



only the individuals responding to the survey. The population of the informal sector
enterprise is not yet lodged with the Central Statistical Office, which if known
random sampling could have been the best. The ISES sample was drawn from the
list of informal sector enterprises data with C.S.O. offices, which they were

compiling for their country-wide statistics which was in progress, and expected to
be completed by December 1997. Data was collected-from enterprises whose
activities were in manufacturing, commerce, services and repairs, construction and
transport.

The sample was made up of 850 informal sector enterprise units. However,
325 units were used in the analysis of the study because of the problems of non¬
returns. Although great care was taken during the enumeration exercise supported
with professional expertise in personal interviews, there was a problem with mail

questionnaires.

As oftenly said, mail questionnaires are usually plagued by a relatively high
percentage of non-returns. This study was no exception. The non-return rate was

28% out of 650 earmarked for mail questionnaires. About 49% were spoilt returns
(incomplete or otherwise) while 23% were correctly completed and returned. The
most important factor in promoting a high percentage of returns that is the follow-

up to mail questionnaires could not be implemented because of some time

constraints.

Though lack of follow up contributed much to non-returns, it could be true

that some targeted subjects just ignored the questionnaires. Another factor would
be that the response time set was too short, it did not give lead time for human pre¬

occupations. Four months (July-October) was so short a time for mail

questionnaires to be posted, completed and returned; a lead time of five to seven

months would have been optimal.
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Some respondents were not able to give certain information e.g. earnings,
; mainly because of the intermittent nature of their activities and the fact that they do
not keep up-dated records. The information on financial issues therefore, has to be

interpreted with caution. Other respondents were generally unwilling to reveal
what they would consider to be classified internal information due to mistrust and

suspicion of the use to which the information may be put e.g. by such Ministries
like that of Labour, the Department of Taxes, etc.

For, while it was necessary at the outset to establish, or even approximate the

magnitude of the subjects of the study, it would nevertheless have been impossible
at a later stage to obtain personal testimony from the three research techniques
used. The research methods used include: (a) mail questionnaire (b) personal
interview and (c) desk research.

Mail questionnaires were posted to respondents the last week of July 1995.
The questionnaires included the guidelines on how to answer the questions. Annex
1 on pages 101-102, shows the specimen of the questionnaire used. For both the

mail and personal interview questionnaires, the questions used were both closed

and open ended. The questionnaires were pre-tested and some adjustments made.

They were documented in English but many of the questions were administered in

Shona and Ndebele, the two major vernacular languages. Weekly reviews were

held by the author and the C.S.O. assisting staff to check on standardisation,
quality and style of recording and any other difficulties experienced.

Personal interviews were conducted in August-October 1995. Respondents
for personal interviews were selected from the four cities under study viz.: Harare,
Bulawayo, Mutare and Masvingo. As for desk research, it was carried out during
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the periods July 1995- March 1996. The literature review was on several studies

conducted in the past on the informal sector in Zimbabwe, from other countries in
Africa and abroad.

The first two approaches were interdependent with assistance from the
Central Statistical Office staff in both population identification and enumeration.
The third was obviously a total self effort. The aim was to come up with a balanced
quantitative-qualitative picture of the informal sector's realities in terms of its

contribution to economic growth. In the context of the research questions asked
the field investigation as previously mentioned covered four selected urban centres

namely Harare, Bulawayo, Mutare and Masvingo. Harare is the capital city of
Zimbabwe while Bulawayo, Mutare and Masvingo respectively are the three major
towns in the country.

The four urban centres are coincidentally geographically positioned to

represent the entire country. Harare is in the centre but slightly close to the north
of the country, Bulawayo is in the west, Mutare on the east and Masvingo on the
south. Though the sample is not statistically representative of the informal sector's
entire population in Zimbabwe, one may argue that in a way it partially satisfies
representativity based on the geographical location of the towns under study.

As earlier mentioned, the main focus of this study is to measure the role of
the informal sector towards economic growth and equity in Zimbabwe. In the

process an analysis on how capital on investment, type of and exposure to training,
education, nature of support from the government and other related organs affect
the output, specifically the net income of an informal sector enterprise will be
pursued. Further more, indicating how the above said attributes contribute to the
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economic growth of a nation through income generation, employment,
trademanship and increase of goods and services in the economy.

2.3.3 The Data Source

2.3.3.1 Description of the Data

On collection of the data, as earlier mentioned, I was assisted by officials
from the Central Statistical Office stationed in Harare, Bulawayo, Mutare and

Masvingo. The survey was for the period July 1995 to October 1995. The survey is
the main primary source of the data used in the analyses with inclusion of data
collected from desk research. ISES collected data on demographic, socio-economic

characteristics; enterprise type data, data on education, initial capital investment,
sources of support, data on reasons for starting or joining the informal sector
enterprise, data on forward and backward linkages with the formal sector, etc.

About 200 enterprise owners were interviewed, Harare (70), Bulawayo (50),
Mutare (40) and Masvingo (40). Six hundred and fifty questionnaires were posted
to subjects in July 1995. Of these, 125 of them were well completed and returned.
About 320 of the 650 mail questionnaires were returned but with incomplete
answers and the rest were never returned, the reasons are as earlier mentioned on

page 40. The analysis of the study therefore narrowed down to 325 respondents
whose questionnaires were completed.

The survey team was composed of a seasoned group of C.S.O. staff including
the author. Basing on the C.S.O. staffs experience on locating the Informal Sector

Enterprise, it was . easy to identify enterprises whose activities were in
manufacturing, commerce, service and repairs, construction and transport. Pre-
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interview information i.e. documents with information defining the purpose of the
study and the possible times for actual interviews were sent to the subjects in
advance to minimise call backs.

2.3.4 Description of ISES Variables

As earlier mentioned, analysis is mainly based on the Informal Sector
Enterprise Survey data and is also supported by data from desk research on the
informal sector and investment information on Zimbabwe. The main variables used

in the analyses are described below. Five broad groups of variables are created
from the Informal Sector Enterprise Survey data:

1. Basic demographic characteristics
2. Socio-economic status

3. Social background
4. Constraints and other characteristics

5. Location/Identification characteristics.

The detailed sub-descriptions are as follows:
1. Basic Demographic Characteristics

.Sex

.Age of the enterprise owner

.Number of workers under the age of 30 years

.Number of workers above the age of 30 years

2. Socio-Economic Status

.Number ofworkers with on-the-job training

.Number ofworkers with institutional training

.Number ofworkers who joined the sector for employment reasons

.Number of workers who joined the sector on parental advice
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.Number of workers who joined for profit making.
3. Social Background ■>.

.Number ofworkers related to the owner

^.Number of workers not related to the enterprise owner
.Number of married workers

.Number of unmarried workers

4. Constraints and Other Economic Characteristics

.Sources of initial capital

.Initial capital on investment-equity

.Enterprise's net monthly income

.Salary and wage profiles

.Nature of constraints.

5. Location/ Identification characteristics

.City (location of the enterprise)

.Sample area (Central Business District, Industrial Sites and Residential
Sites)

.Enterprise type (Manufacturing, Commerce, Services and Repairs,
Construction and Transport).

2.3.5 Data Analysis

The software used to analyse the data is Epi-Info. Epi-Info was used to create

questionnaires, process and analyse the ISES survey data. Epi-Info, Version 5.01 is
a word-processing, database and statistics programme basically for epidemiological
studies but which can be used for any other survey related or field investigation

studies like this ISES. It was designed and developed by Andrew G. Dean of CDC

Atlanta, Georgia, USA.
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The Epi-Info software was borrowed from the National Population Council
Office in Dakar, Senegal and installed in one of the computers in IDEP's main
computer theater. It was established that Epi-Info software has an edge over other
social science softwares such SAS and SPSS. The package has features designed
for permanent or research oriented systems. The user can create and update
questionnaires, using Epi-Info, that will be used as the main tool of the study. It
gives much leeway for one to edit or make several changes on the questionnaire to
suit peculiar issues to be covered in the study.

It enables one to import and export files from other systems with easy, for
instance from SPSS, SAS, dBASE and Lotus 1-2-3. The Analysis Programme in
the main Epi-Info programme was used to produce lists of variables, frequencies,
cross-tabulations, graphs and other statistical calculations used in the study.

2.3.6 Scope

The study in no way attempted to determine the level of detailed
understanding of economic growth concepts and theories desirable for high
economic growth and development of any economy. Nor did it attempt to explore
much on the factors that promote or hinder the growth of the formal sector in
Zimbabwe. It attempted only to identify the extent of understanding the core
concepts of the informal sector with reference to Zimbabwe, its characteristics,
growth patterns and exploring the constraints impeding its growth as well as
highlighting the potentials of the sector.



CHAPTER 3 : INFORMAL SECTOR ENTERPRISES SURVEY RESULTS

3.1 Introduction

This chapter interprets the results obtained from the ISES study. It is
composed of nine (9) subsections. Each subsection gives an outcome of the
results, supported by graphs, charts or tables wherever necessary as a way of
clearly spelling out the facts about the informal sector as they appear on the
ground.

3.2. General Overview

The ISES (1995) survey estimated that out of the 325 informal sector

enterprises studied in the four cities of Zimbabwe, their distributions were a)
Harare(lOO), b) Bulawayo(lOO), c) Mutare(63) and d) Masvingo(62). The
breakdown of the activity branches were: Commerce (37%), Services/Repairs
(33%), Transport (12%), Manufacturing (10%) and Construction (9%). Figure 1
below shows the distribution of the activities graphically, whilst the distribution of
the enterprises by city were as shown in Table 4 on the next page.

(Fig.1): ISES-Distribution by
Sectors □ Commerce

EI Construction

□ Manufacturing

□ Services/Repai
rs

E3 Transport

Source: ISES-July - October, 1995, Harare.



Table 4:Distribution of Informal Sector Enterprises by Activity Type and City
Main Activity City

Bulawavo Harare Masvingo Mutare Percentage Total

Commerce 44 29 25 21 36.6 119

Construction 8 8 6 7 8.9 29

Manufacturing 1 21 5 4 9.5 31

Services/Repairs 34 30 18 25 32.9 107

Transport 13 12 8 6 12.1 39

Total 100 100 62 63 100.0 325

Source: ISES July-October, 1995, Harare.

The specification of the categories of the informal sector activities studied

showed that the commerce sub-sector constituted much of the enterprises which
were involved in merchandising that is buying and selling of both consumable and
non consumable goods. This involved tuckshops, confectioneries and other

tradesmen.

The Construction sub-sector constituted brigades of people involved in

building and repairing of houses, walls, firms and even erecting fence. The

manufacturing sub-sector had a lot of sub-activities which ranged from soap,

candles and bread making, brick moulding, carpentry, crocheting, weaving and

tinsmithing among others.

The informal sector enterprises which specialised in services/repairs included
.those which were involved in food and catering, hair salons and beauty shops,
' household utensil repairs, shoe repairs, automobile and other related repairing

47



activities. The transport , sub-sector was involved in activities such as pirating-
ferryipg commuters, baggages, containers from place to place.

The ISES study found that the participants or workers working in this sector
were influenced by varied reasons viz. employment, on parental advice and some

for profit making reasons. It was reported that soon after independence (1980)
many people who had been displaced by war could not get jobs in the formal sector
instead they joined or started informal sector businesses for employment. The
drought periods of 1982, 1987 and 1992 forced many people who in the past relied
on agricultural activities into urban centres to join or start informal sector jobs. The
retrenchments caused by the austerity measures under ESAP forced quite a number
of participants into joining the sector.

A total of 1 464 informal sector participants reported that they joined the
informal sector for employment reasons, which is equivalent to about 55% of the
total informal sector work-force understudy. 749 participants reported that they
entered the sector on parental or relatives' advice.

It was established that many of them were sons, daughters or closely related
members of the enterprise owner. Others confirmed that though they now enjoy the
work and wish to remain in the informal sector they had initially joined this sector
under duress from parents or guardians. Those who reported that they joined the
sector on parental advice constitutes almost 28% of the total population in the
sector.



The study found out that 443 informal sector workers joined the sector for
profit making reasons. They constitute about 1:7% of the population employed by
325 informal sector enterprises. The survey also established that for one to be
employed in the sector kinship, though not a dominant factor, plays a big part.
Almost 1004(38%) participants were found to be related to the enterprise owner

as shown in Table 5 below.

Table 5: Informal Sector Workers' Relationship to the Enterprise Head

Status Percentage No. ofWorkers

Related 37.8 1004

Not Related 62.2 1650

Total 100.0 2654

Source: ISES July-October, 1995, Harare.

About 1 650 (62%) of the sector's workers were found not related to the

enterprise owner. It may mean that the informal sector is no longer run on kinship
basis alone but also on commercial and merit basis. The informal sector's locus is

now on economic dynamism thriving for economic growth. It could also be a result
of the fact that some of the informal enterprises are owned by people formerly

employed elsewhere who just want to make money, but would not have their own
relatives willing to participate in this sometimes very harsh economic sector.

3.3 Gender Participation in the Informal Sector

Increased unemployment, rising prices, falling wages and drought are some

of the most negative effects of economic crisis and recession, and a larger extent
structural adjustment policies, in Zimbabwe. High inflation, a consequence of

AQ



devaluation has reduced real wages. Food prices have increased as a result of a
stagnation in. agricultural production and government's withdrawal of subsidies
and price controls. This has meant a lowering of the living conditions of the
majority of people. The worst affected were women and this forced them to join the
informal sector activities even those which traditionally were meant for men such
as in transport and construction.

The ISES study estimated that the 325 enterprises employed about 1 075
female and 1 579 male workers. The distribution of workers by sex and by

activity branch were found to be as follows:

Table 6: Informal SectorWorkers by Sex and Branch ofActivity

Activity Branch Sex

No. of

Female

Percentage No. ofMale Percentage Total

Workers-

Overall

Percenta

Commerce 401 37.3 490 31.2 891 33.4

Construction 64 6.0 309 19.5 373 14.1

Manufacturing 192 17.9 189 11.9 381 14.4

Services/Repairs 400 37.2 433 27.4 833 31.5

Transport 18 1.6 158 10.0 176 6.6

Total 1075 100.0 1579 100.0 2654 100.0

Source: ISES July-October 1995, Harare.

Table 6 above shows that female workers were overwhelmingly concentrated

in the commerce, services/repairs and manufacturing activities. The three sub-

sectors have an equivalent of almost 92% total female participation in the informal
sector. Women were relatively over-represented in the merchandising, restaurant

lib
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- work and in hair-dressing and beauty salons. Women's participation in the
commerce, manufacturing and services/repairs trades is dominant in the marketing
of food, making clothes and artifacts. The study established that women are not

many in the other informal sector trades such as construction and transport. On the
one hand, male participation is evenly spread but with heavier dominance in
commerce and services/repairs trades. As shown in Table-5, the two sub-sectors
constitutes about 58% total male participation in the sector.

It was observed that much of women's marketing activities involved

straddling between trade and productive occupations. For example, some Mutare
women food traders own small farms in nearby plots around Mutare Central
Business District. The plots have been developed from waste or unutilised land and
are used to grow vegetables, potatoes, maize, carrots, beans and flowers; the

situation is the same as regards Harare women food traders who have small

gardens along Mukuvisi river basin ( It flows across Harare-city).

The survey observed that besides selling direct to customers they sell to other
vendors on a wholesale basis. They earn a substantial income from such

production, especially during rainy seasons when the women take advantage of
the rainfall which brings with it several debris that is turned into manure.

Tailoring is another production activity which was observed to be frequented
by female informal sector participants. However, it was established that this

activity requires a substantial sum of money to establish. Types of dress

making/tailoring engaged in therefore depended on capital, in such instances they
could win tenders for making uniforms for institutions for instance hotels,

churches, schools and clubs.
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Another manufacturing activity undertaken competently by informal sector
female workers was found to be handicraft production that includes knitting, tie
and dye, basket weaving and mat making. The informal sector enterprises involved
in the above mentioned manufacturing activities reported that their products are of
international repute- colourful and intricate fiber baskets and bags were getting
customers world over especially tourists from Germany, Britain, Australia and
Sweden.

3.4 The Informal Sector Workers: Age Structure

The nature of the work and perhaps social reasons explain to a greater extent

why female workers are dominant in .the commerce and services/repairs activities.
It also explains why young women are part of the enterprise heads. Regarding the
age group of the entrepreneurs, (see Table 7 below) about 6% of the entrepreneurs
were less than 30 years old and about 89% were over 30 years but under 60 years.
Whilst almost 8% were above 60 years old. The age distribution of the informal
sector enterprises heads as found in the survey leads to two important implications.
Firstly, it suggests that entrepreneurs are relatively young. This may perhaps be a

Table 7: Age Distribution for Enterprise Heads

Age fyrs) Percentage Enterprise Heads

less than 30 5.9 19

>30 but <60 85.9 279

above 60 8.2 27

Total 100.0 325

Source: ISES, July-October 1995, Harare,
reflection of the age structure of the Zimbabwean population. The ISES established

that about 54% of the enterprise owners were below the age of 45. The age

s?



structure, especially the youthfulness of entrepreneurs suggests which group of the
population unemployment may be hitting the hardest.

I able 8 : Age Distribution- Informal Sector Workers

Age Limit fin Percentage No. ofWorkers
years)
Less than 30 48.5 1288 -

More than 30 51.5 1366
Total 100.0 2654
Source: ISES July-October 1995, Harare.

Table 8 shows that at least about 49% informal sector workers under
consideration are aged 30 years and below. The high concentration of the youth in
the informal sector is an indication of the failure of the modern sector to create

employment for this age group, which as pointed out earlier, accelerates their entry
into the informal sector. It partly reflects the problem ofmatching skills acquired in
the modern educational institutions with the demands of the industry. But the
concentration of the youth in the sector is indicative of the adaptability within the
sector to provide employment and income earning opportunities for persons with
different types of skills.

3.5 Background of Informal SectorWorkers: Education and Training
The performance of the informal sector workers in general, enterprise owners

in particular and their ability to absorb managerial and technical information in
their respective trades can be influenced to a large extent by their education and/or

training background. These have an important bearing on the choice of the area of

operation in the informal sector and quality of produce.



Table 9: Informal Sector Workers: Education and Training Distribution

Nature of training Percentage No. ofWorkers
On-the-job 78.3 2078
Institutional 21.7 576
Total 100.0 2654

Source: ISES, July-October 1995, Harare.

As shown in Table 9, about 22% of the participants had institutional training,
whilst almost 78% had on-the-job training skills. Institutional training includes
training obtained through classroom work i.e. theory combined with practicals. On-
the-job training include skills gained hy a trainee as he/she carries out the work.

Within the on-the-job trained group about 5% of them had no formal education. It

was established that persons with little or no formal education tend to concentrate

in activities in which skills can easily be acquired and where formal education is

not a pre-requisite for i.e. the manufacturing sub-sector ( e.g. brick moulding).

The dominant type of education received by many informal sector

participants was primary education. About 45% of the participants were found in
this category; over 30% had completed secondary level and almost 16% went as fai¬

as to tertiary education. Whilst about 9% did not have any formal education. Many
of those who did tertiary education were the ones who managed to pursue

institutionalised vocational training in various fields in which they now specialise
within the sector.

The ISES observed that there is an increasing need by enterprise heads for

understanding the management and other skills of the informal sector activities.
The present content of uninstitutionalised training as shown in Table 9, may not be
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adequate. With very few trained in tertiary and other vocational courses this is
likely to have adverse effects on the development potential of the activities,
especially in the use and development of new tools or products. In this respect, it is
necessary to correct this shortfall by complementing the training activities in the
sector.

Vocational or technical skills are important to the sector in two ways. First,
there may be serious problems for the informal sector activities regarding their
capacity to upgrade the present class of products into producing goods and services
of a relatively modest technological level, especially in manufacturing and
construction activities. Second, their level of educational background could
determine the types of training programmes that will have to be planned for the
entrepreneur, since one of the main purposes of this study is to develop ways
which could enhance the productivity and growth of the sector.

It was interesting to note that nearly all of the participants who indicated that

they have an on-the-job training got that training within the informal sector. Table
9 on page 54 shows that about 78% of the workers had in-house training in the
informal sector. This included the informal sector enterprise heads. To some extent
the training in this sector is practical and appropriate to the needs of a particular
trade or industry. Improvisation is their trade mark. Further-more, they do not have
any respect for patent rights, licensing, etc. This confirms the general belief that the
informal sector trains people largely for itself. On such basis, one may conclude
that a large proportion of persons trained in the sector continue to work in the
sector.

The effectiveness of the role of informal sector entrepreneurs as will be seen

in the next subsection could be enhanced through training programmes which are



particularly geared to meeting their sectoral needs. The ISES found out that a small

proportion of persons enter the sector as unskilled labourers while dn the same

vein, most have primary and secondary education as previously mentioned.
Therefore, relevant training programmes may not be too difficult to formulate.

It was observed that with the inadequacy of trade skills and training, the types

of skills currently imparted within the sector, especially to the apprentices, would
be severely limited to the knowledge, skills, technology and methods of operation
which already exist in the sector. One may conclude that the injection of new skills
from outside the sector would certainly play an important role in the efficiency,

productivity and growth of the sector. Such vocational training would be expected
from the government and other development oriented organisations.

The ISES noted that not all the informal sector entrepreneurs had the ability
to keep records of the business operation; some of the records were however rather

rudimentary. This was more so in the commerce and services/repairs sub-sectors
due to the fact that it constitutes a considerable part of the labour force with

primary education and some without. For those who managed to keep track of the
business records their rationale was to be able to evaluate the performance of the

business and to keep note of creditors and debtors.

It was observed that the records took account ofmainly sales and purchases

but not other pertinent detailed records as found in the formal sector. In spite of the
fact that some enterprises maintained business records, the content of these records
needed considerable improvement in such areas as cost accounting, trial balancing,

management of working and fixed capital. It is believed that the government of



Zimbabwe, local authorities and other related bodies can provide short courses in
such areas to assist the sector. Failure to know the accounting of profits, revenue,
wages/salaries, working and fixed capital have often resulted in the collapse of
some informal sector enterprises. As evidenced by several employees in the sector
who mentioned that they had joined the current enterprises from defunct similar
enterprises. The enterprises had gone broke because of mismanagement especially
improper accounting practices most often by enterprise heads. Chimedza (1985)
cited lack of training on business management as the central cause of the sector's

collapse.

3.6 Informal Sector Enterprises: Ownership and Reasons to join the sector

The survey noted that about 90% of the ventures were owned by the
enterprise heads. Whilst the rest were operating as joint ventures with one member

acting as the owner. This was mainly because he/she might have inherited the
business from the parents. Non of the informal sector enterprises operated on the
basis of cooperatives or partnerships. Ownership structure within the five branch
activities (commerce, construction, manufacturing, services/repairs and transport)
covered in the survey did not differ significantly from the one shown, generally

speaking.
The predominance of single type of ownership confirms the general belief

that informal sector enterprises are largely owned by individuals whose first and

foremost objective is to make profit and subsequently to create employment for
themselves and relatives. Fig.2 on the next page shows that at least about 55%

(1 464) of the informal sector workers interviewed joined the informal sector

purely for employment purposes. Almost 28% of them joined the sector on parental
advice whilst about 17% joined for profit making.

S7



(Fig. 2): ISES-MaJor Reasons For
Joining The Sector

Q Employment

13 Parental
Advice

□ Profit Making

Source: ISES July-October 1995, Harare.

Those who joined for employment and on parental advice, their objectives for

joining the sector are one and the same, thus for employment and self reliance.
These are important features of the sector which needs to be recognised and taken
into account, especially in the design of programmes of assistance for the sector

from the government and other interested parties.

Instances of some few entities similar to joint ventures were common in the

transport and manufacturing sub-sectors. This seems to be so because of the large
initial capital requirements in the respective activities. Thus participants obviously
headed by a key shareholder will have pulled their resources together to make joint
ventures of this sort.

3.7 Location of Informal Sector Enterprises

Informal sector units in all four cities (Harare, Bulawayo, Mutare and

Masvingo) are widely dispersed but certain activities tend to concentrate in
particular sections of the urban area. As shown in Tables 10A and 10B on the next

page, about 43% of the informal sector enterprises were found to be located in



Residential Areas, 31% in the Central Business District and almost 27% in the

Industrial Sites.

Table 1 OA: Distribution of Informal Sector Enterprises by Area
Area Percentage Number ofEnterprises
CBD 31.1 101
Industrial Sites 26.5 86
Residential Sites 42.5 138
Total 100.0 325

Source: ISES, July-October 1995, Harare.

As reflected in Table 10B; Commerce enterprises, about 48%, were mainly
concentrated in the residential areas of the cities followed by those in the Central
Business Districts (39%). Construction units (about 76%) are most prevalent in
Industrial Sites with considerably few in the Residential Areas(21%).
Manufacturing enterprise units (46%) are concentrated in the Industrial Zone and a

few(29%) in the Residential Areas too. Though the services/repairs units are

significantly spread across sites, there are more (about 50%) in the Residential
Areas. Transport activities cut across the board but more (41%) are prevalent in
the Industrial Sites.

Table 1OB: Distribution of Branch ofActivities by Operational Area

Com
merce

Perce
ntage

Constr
uction

Perce

ntage

Manufa
cturing

Perce

ntage

Services
/Repairs

Perce

ntage
Trans

port
Perce

ntage
Tot

âl
CBD 46 38.7 1 3.4 8 25.8 36 33.6 10 25.6 101
Industri
al Sites

16 13.4 22 75.9 14 45.2 18 16.8 16 41.1 86

Reside¬
ntial
Sites

57 47.9 6 20.7 9 29.0 53 49.6 13 33.3 138

Total 119 100.0 29 100.0 31 100.0 107 100.0 39 100.0 325

Source: ISES, July-October 1995, Harare.
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The respective areas have specific attractions for the relevant informal sector

operatives, but to a large degree their concentration in a given place has been more

or less dictated by the availability of infrastructure facilities and as for residential
zones for evading taxes and licenses. It was noted that apprentices often had to set

up new enterprises nearer to their old masters so as to obtain technical advice when

need arises.

Nearly all of the informal sector enterprises interviewed operated from fixed
locations. Well over 60% of the enterprise owners owned their places of work and
75% of these happen to be their homes. About 15% of the enterprises operated
from places which they did not own and neither did they pay rents for them. The
rest rented the premises from formal sector operators.

The location of the activities has an important bearing on the type of facilities
which are available to the enterprises. It was observed that some of the enterprises
relied on public water points and toilets. Electricity in some enterprises never

existed, some argued that the production level as well as demand was not high

enough to warrant such utilities. One may interpret it as an indication of the

relationship between demand for the product and level of technological adaptations
within the specific enterprise. Another reason for not using utilities such as

electricity was that some enterprises operated from temporary structures most often

operating in the open air. Thus the temporary nature of their workshops also

played a role in influencing the adoption techniques and production which used

electricity.

Apart from the above, it was noted that there were other factors that

influenced the location of the enterprises, these include; residence of proprietors,

proximity to the market, proximity to raw materials, proximity to similar

enterprises and easy access to transport. Inspite of the reasons given by the
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enterprise owners in justifying their firms' locations, quite a number pointed out
that they were prepared to move from their present location.

The above, implied that the participants were not satisfied with their present
locations as well as the structure from which they operated. In the same vein many
were not prepared to move, their main fear was that the new location may not be
suitable or that an allocation of a place by the local authority i.e. municipalities of
Harare, Bulawayo, Masvingo and Mutare or the government would bring with it
the payment of higher taxes and licenses which they wanted to avoid or even may

not afford.

3.8 Informal Sector Earnings and Income Distribution

This section focuses on the level of earnings of the labour force in the sector.

Three categories of earnings were used. Firstly, those who earned less than
Z$300.00 (US$32) per month; secondly the informal sector workers who earned

between Z$301.00 and ZS600.00 (US$ 64)and thirdly those who earned above
Z$601.00 per month. The section also attempts to explain the differences in the
level of earnings with a view to analysing the variables that could influence

earnings.

Information on earnings of the labour force was collected by asking the
enterprise owner/head the number of people who belonged to any of the categories
one to three mentioned above. For the five branches of activities more than 27% of

the labour force earned less than ZS300.00 per month.

Table 11 : Distribution of Informal Sector Workers' Earnings

Earning Limit Percentage No. ofWorkers
Less ZS300.00 26.5 700
Z$301.00-Z$600.00 46.0 1226
Z$601 + 27.5 728
Total 100.0 2654

Source: ISES, July-October 1995, Harare.
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As Table 11 shows, many of the informal sector labour force earned betwec
ZS301.00 and Z$600.00 per month. Many of those in the second category earned
lot well over Zimbabwe's official minimum wage in the formal sector of ZS500.
(US$53) per month. This second category constitutes 46% of the total inform
sector labour force included in the survey.

The third category which for obvious reasons include the entrepreneurs (

enterprise heads, those who earn above Z$601.00, constitutes 28% of the sector7

labour force. Available information showed considerable differences between th

earnings of the labour force within different activities. Labour force in th

transport sub-sector earned higher than any other labour force in the five branche
of activities. The labour force in the commerce sub-sector earned relatively loi]
incomes. In all cases the differences in earnings, was an indicative of the extent tj
which certain activities can generate high incomes compared to others and als
individual enterprises operating at efficient levels depending on the training an

other factors.

It was discovered from the results of the survey that education and/or natur

of training had important bearing on the labour force's level of earnings. It waj
observed that the labour force's incomes correlates the nature of training. Informa
sector workers with institutional training had a better chance of doing well and it i
reflected by their higher earnings.

Primary, secondary and tertiary education with special focus on enterprise
illheads is important for the better management of their businesses on a day to daf

basis. It was established by the survey that post-primary education has importai!
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positive implications for the earnings of the informal sector labour force
particularly the enterprise heads. As pointed out earlier, over 65% of the informal
sector enterprise heads had their vocational training obtained through
apprenticeship system. However, one may conclude that one's ability to

successfully go through the apprenticeship training depended largely on the
educational level received e.g. primary or secondary.

Generally, the level of education and size of initial capital injected into the
business and indeed experience are the important variables in determining the ;

earnings of the informal sector entrepreneurs. The informal sector activities which

perform well were found to be offering higher remuneration to their work-force and
it was not surprising that highest salaries/wages were paid to the work-force in the

transport and manufacturing sub-sector. It was found that the two activities

appeared to be more efficient than others.

The above underlying observations confirm the assumption that the informal
sector is involved with inter alia:

-the provision of goods and services at affordable prices to all.
-the participation of locals in the economic management of the economy,

-employment of people, curbing unrest and unemployment that may build up into
social and political instability if not attended to.

lil!

3.9. Impediments to the Development of the Informal Sector

3.9.1 Introduction

This section deals with the main factors impeding the development of the
informal sector in Zimbabwe as observed by the survey in the four cities. The

section also forms the basis for identification of the types of measures which need
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to be evolved to assist the sector. The survey asked the enterprise heads to indica
the major problems affecting the growth and development of their entities at entr
and in the life line.

Inquiry on the problems affecting the sector were important in identifying th'
I

major bottlenecks likely to be encountered by either the new entrant into the sector 1
daily problems in running the business operations as well as other problems whic
are common to certain activities. An analysis of the above are essential i|.
identifying the areas which require assistance in the form of policies and practica
areas where the government ofZimbabwe and its organs could develop tailor mad
programmes to assist the sector.

3.9.2 General Problems

¥

The major problems that were identified in relation to initial setting up

informal sector enterprises include among others: inadequate capital, lack o

technical know how, lack of technology, lack of suitable premises an

inappropriate government regulations(government bureaucracy). Reporte'
impediments to existing enterprises included lack of managerial skills, sti:

competition and financial constraints.

The survey established that about 48% of the enterprises reckoned tha-

inadequate capital was one of the informal sector's key problems. This wa;

11

Table 12: Informal Sector Enterprises' Constraints

Source: ISES, July-October 1995, Harare.

Most Common Problem Percentage Frequency
Financial 48.0 156
Government Bureaucracy 18.8 61

Managerial Skills 18.4 60
StiffCompetition 14.8 48
Total 100.0 325
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followed by government regulations (bureaucracy) and lack of managerial skills
with almost 19%, 18% respectively. The problem of stiff competition was

mentioned by 15% of the entrepreneurs. Table 12 on the previous page, shows the
response of the informal sector enterprises to the difficulties which they face in :

starting and running their enterprises.

Several issues may be drawn from Table 12, the consistently high emphasis l

on lack of capital as a major source òf the informal sector's problems are both prior
to the entry into the sector and after. Government regulations and/or bureaucracy
was found to be the second main problem. For instance, a look into Zimbabwe's |
Five Year Development Plans reveals that on paper the government has been t

establishing policies regarding the growth of the informal sector. Yet, in practice
there are government instruments that block the development plans' set objectives. :

.

It can be observed that in the Transitional National Development Plan (TNDP) -

1982-1985, several of its sections spell out how the informal sector was to be used

as one of the ways of transforming the economy into a modern type.

Page 14 of the TNDP identified insufficient growth in the modern sector and

the desire to supplement incomes as factors contributing to the emergence and

growth of a "vibrant and dynamic informal sector". Page 15, section II of the plan

identified the sector as facing all forms of discrimination which impeded its ability
to create more jobs. It was noted that government objectives over the plan period

were to remove such discrimination.

Reading through Zimbabwe's First Five Year National Development Plan

(FFYNDP) 1986-1990, one would find out that though it tended to focus much on
1

..-.59



the large scale businesses, slight attention was given to the informal sector. Pa1
17 of the FFYNDP identified the sector as "key sector for changing the structure
the economy and for achieving rapid and sustained economic growth ai
development." It outlined the need to give assistance to the sector in the form
provision of infrastructure, credit facilities and technical assistance.

A further look into the Second Five Year National Development
I(SFYNDP) 1990-1995, one would find out that it makes reference to employmeit*

creation opportunities in the informal sector. Specifically, it stated that at least
50 000 jobs were to be created in the sector over the plan period. The SFYNDf
acknowledged the significant contribution of the informal sector to GDP which
estimated at Z$650 million at current 1990 prices. Page 8 of the plan noted th
"growth of the informal sector was being constrained by several factors which

If
.

included the multiplicity of regulations that retarded the growth of the sector, lack
of suitable financing arrangements for the sector and inadequate marketing
arrangements for the informal sector products."

It is observable that as with the previous plans, page 16 of the SFYNDP
mentions that "employment generating projects will be given high priority and
incentives will be provided, various informal sector employment schemes will be
encouraged and supported." While so much as been written and said in these Long
Tenu National Development Plans of the country there is very little which can been
written as achievements in an effort to pave way for the informal sector's
sustainable growth and development.

As earlier mentioned in Chapter Two under sections on Investments and
Sources of Finance, the infrastructures that exit in the country favour businesses
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that are registered with the respective authorities only. The current investme
policies in Zimbabwe requires that any entity which need to do business in tl
country should firstly get registered with the Registrar of Companies or Registn
of Co-operatives. But to register, fairly complex legal procedures have to of
followed at a cost of at least a few hundred dollars, perhaps as much as Z$1 50
(US$158). Most of this being needed to draw up articles of association and
memorandum of association, which must be submitted by the foundin;

111shareholders to the Registrar's Office.

To be acceptable to the Registrar's Office, the memorandum and article,
must correctly reflect the business activity, the rights and obligation of its
shareholders and directors and the company must have a name that would hav
been approved before any of the procedures mentioned above are undertaken. On
may conclude that all these are inhibitives to the economic growth of the count:
via the informal sector.

The survey established that the government of Zimbabwe has several law
enforcement agents that restrain individuals in operating within the informal sector.
This finding is common even in other African and Third World countries.
Regulations of such governments and/or local authorities are often regarded as
restrictive to new entrants as well as the existing informal sector enterprises.

Several areas of assistance were cited that include the need for fixed and
permanent locations, provision of basic utilities such as water and electricity,
provision of loan facilities, assistance to purchase new equipment, technical and
managerial training for the informal sector labour force. Quite a number of the
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0 entrepreneurs indicated that the sector faced other problems such as lack
information on the organisations in the country where they could obtain techni
know-how, modern technology, financial and managerial support. Lack o

information on what services are offered by the above mentioned organisations
fear of approaching them on the pretext that they may be turned down and of no
knowing how to approach the same organisations i.e. the protocols.

One may argue that if policies which minimise or remove the variou

constraints facing the informal sector are effected, it could enable and lead the

sector to increase the quantity and quality of production as well as increasing
employment. The survey established that with respect to the effects of employmen
in the sector, it was noted that some enterprises had some short life spans because
of the constraints raised above. Such short life spans threatens the status of

employees and their stability in the sector.

Assistance to the sector would therefore enhance the life span of the activities
and improve stability of employment in the sector. Inevitably additional
employment could be created as a result of efforts made to assist the informal
sector. It is therefore clear from the foregoing that there is considerable room for
the local authorities in the four cities under consideration i.e. the government and
other related organs to assist the sector in turning and/or boosting the quantity and
quality of production in the sector. The aim being to increase the economic growth
ofZimbabwe.

3.9.3 Technological Constraints

The informal sector is handicapped by technological shortages. The survey
established that many informal sector enterprises use rudimentary tools in most

(ÍR
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cases home made. Free-hand production techniques are most often used. The
product quality and quantity is therefore compromised, more attention is paid to
functionability rather than appearance. However, it was observed that exceptionally
gifted craftsmen exhibited considerable skill especially on baking bread, smithing
and crocheting.

Hie level of technology in the sector is explained by the fact that informal
sector businesses are started relatively with small capital hence the capital to invest
in modern technology though required is not available. It was observed that in
general basic machine shop or production rules and operations are ignored. The
reasons varied, their haste is to get a job done and lack of basic facilities resulted in
daring improvisations.

The informal sector businesses are operating in a difficult and complex
business environment. However, they can not undertake adaptation and
development of technologies on their own. They need support from the state and
other related organs. Lessons can be borrowed from the Ghana Regional
Appropriate Technology Industrial Service (GRATIS) project where through
government and involvement of other institutions the informal sector formed an

intermediate technology centre responsible for forging ahead the development of
the sector in all trades. It is a strategy worth borrowing and improving in the wake
of improving technology in the sector.

$
A3.9.4 Financial Constraints

As mentioned earlier the sector depends on the informal means to solve their
operational problems. The survey found out that many of the entrepreneurs

1



interviewed solved their financial problems by using their personal savings. These
personal savings included retrenchment packages, past savings on previous
employment, cash got after selling personal belongings e.g. farm products, cattle
and even after the marriage of one's daughter.

Assistance from relatives and friends is one of the major sources of the
sector. Many entrepreneurs reported that family help was one of their key sources

of finance, while some of them mentioned non-governmental agencies. The above
mentioned means of sourcing funds confirms the fact that the measures adopted to

.

meet their financial problems come from within the informal sector. This is so,
•

inspite of the fact that the terms of the informal financial assistance tend to be

relatively harsher compared to those from the formal institutions.

The informal sector's means of financing the sector activities draws one to

conclude that there is need to develop a system of financial assistance of the type
that would suit the needs of the sector both in quantity, quality and in the

guidance of their investment programmes. The survey also inquired about the types
of assistance they, the entrepreneurs, in the informal sector looked forward from

other institutions in the country.

Information obtained from the above could be of use in designing suitable
programmes of action for the sector as well as policies which could be

recommended to assist the informal sector. The obtained data also gave the
informal sector participants a sense of actively participating in finding solutions to

their problems. Further more, the programmes will be easy to implement if total

participatory method is used.
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More than 75% of the enterprises in the sector revealed that the government
is one major arm that could help them to become more efficient in production and
in creating a more stable situation for the persons already engaged in the sector. In
the same vein, several informal sector enterprises indicated their fear of
government and other financial institution officials' attitude to their request for
loans or any other form of assistance.

The ISES survey reveals that, informal sector enterprises do not have access

to formal financial institutions such as banks, postal savings bank networks,

provident funds and insurance companies. The financial market in Zimbabwe is
highly segmented as previously shown in Chapter Two. The sector relies on
informal means of financial support as mentioned earlier in the study.

For the five activities covered in the survey, personal savings was the highest
source of capital for investment, accounting for almost 63% of the 325 enterprises.
This was followed by a categoiy of investments which relied on family help or

social relations. It constituted about 31% of the enterprises included in the survey.

A little over 6% of the enterprises had managed to get non-governmental assistance
in starting or expanding their businesses. Table 13, illustrates the sources in which
the sector gets financial/capital support.

Table 13: Informal Sector Enterprise' Sources of Finance

Source Percentage Frequency

Family Help 31.4 102

Non-Governmental Assistance 5.5 18

Personal Savings 63.1 205

Total 100.0 325

Source: ISES July-October 1995, Harare.
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Although government assistance to the sector was mentioned as insignificant i

it is evident that it offers much support to small scale enterprises especially
cooperatives through its departments which include the Ministry of Employment :

Creation and Cooperatives, Small Enterprises Development Corporation, etc. The
types of support include among others financial, machinery, training, etceteras. In
accordance with the specific mandates of the above mentioned institutions such ;

support do not cover informal sector enterprises because they are not registered.

The absence of any enterprise indicating any capital assistance from the

government and other formal financial institutions confirms the general belief
Table 14: Informal Sector Enterprises- Initial Capital Used on Investment

Amount in ZS Percentage
11.1

Number of Enterprises

ZS2001- Z$4000
£$4001- Z$6000
ZS6001- ZS8000
ZS8001- Z$10000
Z$10001-Z$12000
Z$12001-Z$14000
ZS14001-Z$16000
ZS1600l-ZS18000
ZS18001-ZS20000
ZS20001-ZS22000
ZS22001-ZS24000
ZS24001-ZS26000
ZS26001-ZS28000
ZS28001-ZS30000

Source: ISES, July-October 1995, Harare.

concerning the reluctance of formal financial markets to support informal sector

operations. The average initial capital for all enterprises was ZS6 966.54



(US$733) irrespective of the trade. However, the initial capital invested by all sub-
sectors was Z$2 264 125.00 as shown in Table 14 and Annex 3 on pages 105-106.
It was noted that transport and manufacturing sub-sectors had much higher initial
capital on investment than other sub-sectors.

Hypothesis Test

Availability of initial or working capital as a positive relationship to the
netmonthly income earned by an informal sector enterprise- the larger the capital
the more the netmonthly income.

To test the above hypothesis, a regression analysis using the graphical
approach of a scatter diagram was used. The test was performed to judge the
existence and character of a relation between netmonthly income (dependent
variable) and initial capital (independent variable). Annex 4 on page 107 shows the
results of the scatter diagram. As a general rule, the dependent variable-
netmonthly income was plotted on the vertical scale while the independent variable
is on the horizontal scale. Each point represents initial capital used vis-à-vis the

netmonthly income earned by the enterprise.
Results:

The clustering of points from lower left to the upper-right hand part of the
diagram reveals the existence of some positive correlation between the two

variables. The larger the initial capital used by an enterprise the more the

netmonthly income is earned. However, the spread of points shows that the

relationship is not a close one, there may be other factors apart from initial capital
that leads to high netmonthly income such participants' levels of training, market
demands, etc.

I

I

I



It was observed that about 71 % of the informal sector enterprises understudy
(see Annex 3) had an initial capital of less than Z$ 7 000.00 on average and Annex
4 clearly shows that the same enterprises had a netmonthly income which ranged
from under Z$ 1 200.00 to around Z$ 3 000.00. Those enterprises which invested
heavily for instance above Z$ 30 000.00 had an average netmonthly income going
as far as Z $ 12 000.00. It is therefore evident that availability of initial or working

capital has strong relationship with netmonthly income earned by an enterprise.

Since an average of 63% of the entrepreneurs depended on their own savings
to enter the sector, the survey probed further into the sources of the personal

savings for these entrepreneurs. It was found that a large number of the enterprises
almost 46% had saved out of their previous employment especially retrenchment

packages. About 30% of them had sold their beasts (cattle, sheep, pigs, etc.) ,

while others had worked for informal sector activities before starting their own

entities. Nearly 25% of them had saved out of their employment outside the

country, mainly South Africa, Botswana, Europe and the Far East.

In general, it is clear as shown in Table 14 that there is the heavy dependence
on internal sources of financing that is finance within the sector. Such finance

obtained from outside the formal financial institutions presents enormous problems

for the informal sector in breaking the vicious cycle of low saving, low investment,

low production hence somewhat low contribution to economic growth of the
country.

Though the sector proved to be capable enough to harness the unemployed,
the above situation presents two main difficulties. Firstly, the position of the
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persons already in the informal sector becomes precarious in terms of the stabilityof employment. Secondly, potential entrants into the sector face severe constraintsin expanding or creating employment for themselves and others.
The initial value of capital on investment sets considerable limitation to thetypes of capital, machinery and/or inputs which would be purchased or introducedin the enterprises (or branch of activities). It was observed that for commerce andservices/repairs non of the enterprises had an initial capital ofmore thanZ$5 000.00 (US$526) . In manufacturing and construction none of the firms hadinitial capital value exceeding Z$6 000.00 (US$632). While many of theenterprises in the transport sub-sector had initial capital which exceededZ$20 000.00 (US$2 105).

It was also noted that informal sector credit transactions are carried out onthe basis of personal relationship between the creditor and the debtor. Interestrates are as high as up to 30% in some cases, while the formal financial marketsgive credit to the formal sector clients at 15%.

It was also noted that those enterprises which borrowed from friends andother informal means of credit managed to get feedback from their proposedapplication quickly, repayment is encouraged by mutual confidence and social
pressure. At times a residual threat of violence in the event of nonpayment isapplied.

In the process of ensuring the availability of a small working capital at alltimes and even at times of need, some operators operate some informal sector
savings clubs where fixed deposits are mandatory on every Friday of the week.
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(Fig.3): Inflation Rate Profile 1987-
1996
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19 19 19 19 19 19 19 19 19 19
87 88 89 90 91 92 93 94 95 96

Those in dire need would apply for loans with interest. At the end of the yeai
profits are shared on a prorata basis.

The informal savings clubs' savings are deposited in Building Societies where
deposit interest rates are slightly higher than other financial banks (at 15% as

opposed to 9% in other financial markets). However, the deposits have been

seriously eroded by inflation. As

previously shown in Table IB on

page 30 and in Fig.3, the
inflation rates in Zimbabwe since

1987 have been escalating
yearly.
Source: Herald,Various-Harare.

Some respondents reported that sources of credit include advances of
material or cash from customers, supplier's credit and subcontracting. Availability
of credit from such sources depends partly on the reputation of the entrepreneur
and partly on the frequency and duration of clientele. Lack of finance sounds

vague. It constitutes a wide range of problems which stretches from lack of funds
for investment, funds to purchase raw materials and other necessities.

Most of the entrepreneurs complained that lack of capital has stagnated their
activities. The formal or institutional financial markets impose stringent
restrictions. The institutions demand collaterals, title deeds and other requirements
before any loan is approved. The institutional restrictions imposed by the banks
and government institutions was reported as a major obstacle to capital for the
informal sector enterprises.

The financial markets give preference to the formal sector firms almost as a

matter of course. This widens the gap between the two sectors in terms of size of

: !
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production, quality and efficiency and this constitutes another - unfortunate
intervention of the organised sector in the informal sector. ,

3.9.5 Constraints Related to Women in the Informal Sector

It was observed that enterprises headed or run by women had more serious
financial and other constraints. Lack of access to credit to women are due to

several inhibitive lending requirements such as the demand for collaterals, the need
for husbands or male backed signatures for any loan application and the demand
for marriage certificates. These are not only discrimate but counter productive.

Women suffer a host of handicaps, apart from the burdens of child bearing
and child rearing, sex discriminatory legal disadvantages, social disadvantages that
include inferior education, lack of access to resources, lack of technical skills, and
the accumulation of income-earning and unpaid household tasks. Informal sector

participants are generally disadvantaged by lack of access to business credit; the
situation of women operators is often worse in most cases, it was observed that

they form indigenous revolving saving and credit associations established mostly
by women for women such as the tontines in West Africa. Among the particular
constraints on access by women to credit are non-interest transaction costs such as

the transport time required to reach potential lenders, collateral requirements as

earlier mentioned, where ownership is legally vested in male household members
but not female, and a variety of cultural factors. The associations, among those

frequently cited as having some success in urban areas are the Self-Employed
Women's Association (SEWA) of Ahmedabad in India, the Working Women's
Forum (WWF) of Madras and the Indigenous Business Women of Zimbabwe
(IBWZ). In rural areas the Grameen Bank of Bangladesh is a shining example
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Ë where lessons of empowering women through credit allocation which are nob
ideas.

Constraints on informal sector women are not on lack of access credit alon
but they also include other kinds of handicaps such as lack of marketing skills
lack of advice on production and management techniques. Women street fooi
vendors are subject to police harassment and in most cases the wares are eithe
confiscated or destroyed. Nonetheless, expanding the income-earning opportunitie
for women is paramount hence support from the state, financial institutions anc

other related organs is very important. Since sustainability of the informal secto *
depends on more women being literate, educated, trained in various skills anc

given access to credit. I

3.10 Potentials of the Informal Sector towards economic growth
The informal sector ofZimbabwe has a wide potential in contributing to the

economic growth of the country. As observed during the ÍSES study, the highest
potential of the sector lies on its great contribution in redressing the unemployment
problem in the country. Facts and figures that can be borrowed from past studies
clearly show the potentials of the sector towards economic growth and
development. Particularly, Gemini ( 1991 ) estimated that by 1991 Zimbabwe had at

least 1.3 million unemployed people representing over 32% of the then total

employable population of 4.1 million. It was observed that each year about
240 000 people are added to the job market in excess of those who are leaving the
market. Gemini found that many of the new job aspirants are employed by the
informal sector.

1
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The C.S.O. labour statistics of 1994 estimated that the average employee in
the community then was supporting four dependents and this figure compared to
1.3 million unemployed, it meant that the dependents were roughly 4-5 million.
This force household heads to start or join self help trades for survival. On the
other hand the Gemini study (1991) established that about 1.6 million (39% of the
employable labour force) were actively engaged in the informal sector. Whilst the
formal sector employed about 1.2 million (29% of the employable population)
during the same period.

As evidenced by Eric Block (1992), to create a single job in the formal sector
in 1992 it required Z$110 000 (USSll 579). Whilst during the same period five
jobs could be created by only Z$20 000 (US$211). These being reasonable jobs
that could sustain a living of an average citizen. The above figures clearly shows
the potential of the informal sector in employment creation.

The ISES estimates show that substantial additional employment is likely to
be generated. Solutions to the constraints of the sector could result in each
establishment creating additional 5 new jobs per annum. This is in view of the net

monthly incomes (see Annex 2, pages 103-104) vis-à-vis initial capital used (see
Annex 3, pages 105-106) estimated in the study as well as taking note of Eric
Block's estimates shown above on his argument of creating new jobs in the
informal sector.

In line with this argument, 325 establishments covered in the study could
create an additional 1 625 new jobs per annum. This is indicative of the high level
of employment potential within the sector, let alone those who would have been
induced to join the sector as a result of a specific policy to assist the artisans.
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The stimulation of increased activity common within the informal sector as
evidenced in the ISES study, has significant economic benefits. First, it is the
removal of people from the employment market as statistically shown above. Those
who go into commercial operations and those who become entrepreneurs, were

found to be no longer seeking employment in their own right.

The second is the extent to which the informal sector enterprises create

employment opportunities directly within their ventures. The third is the extent to

which they indirectly create employment opportunities in other sectors as they
source supplies and services for the operation of their entities. They create

increased demand within the economy, they stimulate the need to employ more

people by those suppliers who attend to their needs. Fourth, there is the economic
contribution created by their buying of supplies and service increasing the national

output of the country. Fifth, in many instances it has been observed during the

survey that the informal sector are generators of foreign currency, for example, by
those who manufacture curios, carvings and other products for sale to tourists.

The ISES interviews revealed that the informal sector though rarely make

any direct contribution to the fiscus, nevertheless their operations do make a

substantial indirect contribution by virtue of their sales tax that they pay because,

as they are not registered operators, they are unable to claim exemption, they are

unable to buy within the Sales Tax Free ring; by virtue of the customs duties,
import taxes and surtaxes on any imported content of their operations and by virtue
of the taxes that are imposed upon the earnings of the downstream suppliers.
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Discussions with the informal sector operatives has revealed that there is a

factor which impacts quite dramatically on the economy, that is the immensely
high levels of unemployment that has prevailed upon Zimbabwe since
independence. Many enterprise owners echoed that unemployment is a dangerous
phenomenon to the state, it results in political unrest. Further it imposes an

immense burden upon the fiscus through social welfare. For instance, in 1993 the
Department of Social Welfare spent about ZS93 million (US$9.8 million) on school
fees for children of the unemployed (Ministry ofEducation, Statistics 1994). It was
observed that by joining the informal sector many can now manage on their own.

The Mac Pherson (1991) report estimated that the total contributions of the

informal sector to the country's GDP in 1990 was about 20%. Basing on these
estimates one could underlie that the sector is therefore an area that the

Zimbabwean government should not afford to disregard. It is an area of which
National Economic Planners must take into account and it is an area which

motivate the need for economic growth debates, particularly on the sector.

The study established that the disposable income of most Zimbabweans is

falling short of purchasing monthly family basic needs. This is so because of the

challenges of ESAP, drought and other causes earlier mentioned. In view of these

challenges prices of goods and services escalates now and again. As a counter

measure most people have shifted from purchasing goods from formal sector

enterprises which are generally expensive. They now buy from informal sector

enterprises which are reasonably cheaper, easily accessible and much closer to

dwelling units. In so doing, the market of informal sector is therefore expanding
tremendously.
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In-house training which has been observed by the ISES as the main human
resource development method used in the informal sector is crucial to the growth of
the sector and the economy. The on-the-job training is practical and appropriate to
the needs of a particular trade or industry. This strengthens the sector's potential to
economic growth. The same approach of on-the-job training enables the informal
sector enterprises to improvise most of their trade mark, which are tailor made for
specific customers. Further, the sector relies mainly on indigenous inputs which
requires less or no foreign exchange thus promoting the concept of self reliance and
import substitution.

Informal sector activities covered in the survey play a significant role in
employment promotion, income generation, skill formation and obviously
developing a mechanism for internal financing of the activities and their
improvement.

The survey established that the informal sector activity branches contribute to
the national economy in many ways for instance, contribution to national output,
value added and income distribution. The goods and services produced by the
sector meet the needs of the nation and at times other nations. Manufacturing sub-
sector serves as a rudimentary form of local capital accumulation and/or goods
industry that provide for both industrial and cosmetic items such as scotch-carts,
hoes, pots, detergents, confectioneries, washing basins and gardening tools, etc.
Window frames, door frames, doors, tables and several other items are also found
in this sub-activity.

It was noted that the products from the sector are often geared to meeting
demands from the society especially those that are often met by the formal sector
which had relatively high costs. The informal sector therefore plays a crucial role in
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meeting the needs and wants of nearly every Zimbabwean. It was observed that the
sector s output consisted of goods and services sold out to individuals or firms. The

output were made of principal products, secondary or by products and work done
for others.

Table 15 and Annex 2 pages 103-104, shows information on the net monthly
income earned by the enterprises. Net monthly income in this context means total
income after all other expenses- input purchases, salaries/wages, overhead costs,
etc. have been deducted. There were extremely wide dispersion around averages
sub-sector by sub-sector. Total monthly net income for activities in the commerce

sub-sector was found to be always lower than the other sub-sectors.
Table 15: Informal Sector Net Monthly Profits

Net Monthly ProfitsfZS) Percentage Number of Firms
less than ZS1000 33.5 108
Z$1001- ZS2000 33.9 110
ZS2001- Z$3000 14.1 47
Z$3001- Z$4000 5.3 17
Z$4001- Z$5000 4.6 15
Z$5001- Z$6000 2.8 9 !
Z$6001- Z$7000 0.6 2
Z$7001- ZS8000 2.2 7
Z$8001- Z$9000 2.2 7
ZS9001- ZS10000 0.6 2
Z$10001-Z$11000 0.0 0
Z$11001-Z$12000 0.3 1
Total 100.0 325
Source: ISES,July-October 1995.

Table 15 shows that about 34% of the informal sector enterprises had a

netmonthly income which ranged from Z$250-Z$2 000. About 14% of the

enterprises earned a net profit which ranged between Z$2 0Q1-Z$3 000. Whilst

almost 1% had a net profit well over Z$9 001.
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lhe transport sub-sector brought much revenue than the other sub-activities.

Though inter-industry differences account for the wide variation between total net

income or total production within the different activities, the level of operation,
market orientation, managerial skills, training of workers have obviously played a

role in bringing about the noted variations.

An analysis of Gross Average Value Added per month among the sub-
branches reveals a lot of arguments or lessons. As mentioned before, one may take
net income as Gross Average Value Added which can be estimated as the

difference between total revenue and total costs. Going along this line of thinking,
the survey revealed that the net income estimates show that the net income per

enterprise was highest in transport and construction. The two sub-sectors have

activities which practice considerable degree of division of labour in their operation
and are likely to generate more employment. The two are followed by

manufacturing, services/repairs and lastly the commerce sub-sector. The rationale

on this goes back to the initial capital used, management, marketing and other
factors as mentioned before.

As explained earlier, the significant variation in net income per enterprise
between the different activities may be attributed to the use of relatively improved

technology in different activities. Entrepreneurs in transport, manufacturing and
construction were exposed to technology in the formal sector where they once

worked and these have been adapted within the informal sector. In the transport

sector about 88% of the participants underwent institutional training, i.e. they were

trained for the job, consequently labour productivity is higher in this activity than
others.

h l:
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CHAPTER 4: CONCLUSION AND RECOMMENDATIONS

4.1 Conclusion

This study described the informal sector in Zimbabwe, its features,
impediments which are dragging its growth and development and it outlined the
potentials the sector has towards the economic growth of the country. It has also
attempted to explore the nature and types of support the sector obtains from the

government, local authorities and other related parties. It was interesting to note
that although much of the stated hypotheses were confirmed true, quite a number
of them differed from what was observed in the ISES survey. The following sub¬
sections briefly highlights what was established.

4.1.1. Features

A review of the literature revealed that though the subject on informality is
now almost two and a half decades old since the famous ILO Kenya's report of
1972, the topic is still as new as it was in the early 70s. Its definition is still full of

ambiguities. Each study brings with it new developments and features and thus a

new definition of the sector.

This study finally defined the informal sector firm as an enterprise
characterised by the following: reliance on indigenous resources, labour intensive
and adapted technology, unregulated, competitive and easily accessible markets. It

also includes enterprises that produce goods and/or services for the nation while

the entity will not be registered with the Registrar of Companies or Cooperatives in
accordance with the laws of a country. The enterprises do not pay direct taxes and

they do not posses any trading licence. The informal sector enterprise can be run

by one or more people, there is no limited number of participants.



The people in charge of the informal sector in Zimbabwe are generally
young. Entry into the sector is not onerous in terms of seed capital, which has been
proven that normally it is derived from personal/family savings. Apart from the
fact that on average the technology used is simple some of the sector's participants
are highly skilled. The goods and services are highly fractionable and customised.
The sector operates outside official controls, they are highly structured in their
organisation based on family, ethnic and cooperative ties.

It has been observed that the sector's activities are often ignored in official
definitions of economic activities. Thus they are either not reported or are often
under reported in official Gross National Product statistics. The study has
concluded that the sector's activities are often not recorded statistically because of
deficiencies in estimation methods or from difficulties in data collection particularly
where activities are not easily accessible. The sector has interesting behavioural
and decision making qualities of adaptability and flexibility.

The study established that the sector has three common major missions; first,
provision of employment for its participants, second, provision of goods and
services to the nation at affordable prices plus at convenient time and third,
improvement of the standard of living of the people concerned.

4.1.2. Impediments

The ISES survey revealed that the sector is financially handicapped, relying
mostly on personal savings and assistance from relatives and friends for initial as

well as working capital.

J
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The sector receives very little assistance from the non-governmental
organisations and next to nothing from the government. For the lucky informal
sector enterprises that gets support from the non-governmental organisation, it has
been established that in most cases the entities receive short term support. There
are general problems of lack of continuity of support services from the donor
community.

Instead of getting support from the State, the study found out that the
informal sector participants are always harassed by State agents and local authority
security. It has been discovered that the financial institutions are not interested in
any informal sector dealings particularly in terms of providing the sector with loan
or credit facilities and financial management advice.

The existing financial institutions have set conditions that limit informal
sector enterprises' access to credit. The conditions among others include demand
by the financial institutions for a comprehensive business plan, demand for lease
documents and trading licenses, demand for collateral securities, demand for up to
date business records and a verification of demand of their (informal sector's)

products/services.
The reported nonfinancial but related constraints include lack of knowledge

of the sector's entrepreneurs about seeking financial and nonfinancial assistance,
lack of access to cheaper goods and raw materials. There was a common outcry
that the sector buy supplies from retailers instead of wholesalers due to the fact
that they could not meet minimum purchase requirements set by different
wholesalers/manufacturers. This adversely affects their profit margins.

The common problems experienced in the sector range from inadequate
capital, lack of technical know-how to lack of suitable tools and premises. The raw



materials (inputs) used by the sector are always heavily taxed. The entrepreneur,
in the sector are always classified by bankers as uncreditworthy. They are neve !
trusted because most of them have no collateral securities to support borrower

tip

•I

funds.
m
11There is no-one stop referral centre for informal sector information. The

need for access to information and referral services is crucial. These facilities
would provide all available or important information on finance, training and
technology. It has been established that although through out Africa and the rest of
the world much research has been conducted into the dynamics of the informal
sector, little of such data is available within the country.

Lack of sufficient finance, managerial, technical, accounting skills and
training added with the non-existence of informal sector data base not to mention
the multiplicity of regulations have thwarted the attempts by the sector to
contribute towards economic growth of the economy.

It was found out that although the government's policy documents points
out the need to support the sector, not much has been done by the state to translate
the policies into reality. The standard problems that have been cited as inhibiting
the development of the sector e.g. discriminatory regulations such as on tax. import
and export duties, loans, etc. have been hardly addressed.

The study established that although sixteen years after independence, the
government's annual budget still tend to completely ignore the informal sector.
There has been no vote of funds or allocation specifically earmarked for this sector.
The study further revealed that there has been an unfavourable environment from
both the government, financial institutions and local authorities; that inhibits the
growth of the sector.
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4.1.3 Potentials

The research further established that though the sector operates under severe
constraints, on average within a month, 325 enterprises studied managed to obtain
a net profit ofZ$689 178.00 (US$72 545) and a mean netmonthly profit of
Z$2 120.55 (US$223) (see Annex 2 on page 103). This confirms the sector's
seriousness and its potential to contribute equally well side by side with the formal
sector to the economic growth of a country.

The study has revealed that the sector is doing perfectly well in line with the
current wave of equity in gender participation. Women are reasonably represented
in all informal sector activities including construction and manufacturing. It

practices the principle of non discrimination and promotes the concept of

rewarding according to one's ability.

The study showed that the informal sector give solace to the retrenched, the

school leavers, the divorcee and the unemployed. Many of those interviewed

reported that the sector has become the safety net in terms of employment for

those affected by the effects of ESAP, drought,etc.
A study of informal sector businesses which was undertaken in Zimbabwe by

Gemini (1991) revealed that not only is one in four Zimbabwean is engaged in the
informal sector business; up to 1.6 million people are employed in this sector

compared to about 1.2 million people in the formal sector. It has also been revealed
that the sector requires not much capital to start new businesses like those in the
formal sector.

It was established that the informal sector business is more robust than larger

more established enterprise in a time of economic change, such as being

experienced in Zimbabwe at this time. Most textile factories are folding up whilst
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small informal sector tailoring shops are expanding. Small firms are managing to
grow, they are much more ready to adapt i.e. by changing product mix, seeking out
new markets (especially targeting the poor) than larger firms.

Flourishing of the sector results into some trickle down effects in the entire

economy. This include boom to itself, boom to suppliers of inputs and to the nation
at large in terms of cheap products which are manageable for all groups of the
society. The study showed that the informal sector has become a generator of
foreign currency and a chief user of indigenous resources. The sector has
contributed to the national economy in various ways not only economic stability
but political stability as well, in the sense that the unemployed who are likely to be
a nuisance in the community because of idleness some are engaged in the sector

and become productive.

The study has revealed that the sector contributes greatly in raising the
standard of living of the people. The sector offer in-house training to its artisans,
such training is practical and appropriate to the needs of the sector.

4.2 Recommendations

This sub-section outlines possible policy prescriptions that would in a way

enhance the contribution made by the informal sector to the economy of

Zimbabwe. As the results in the survey together with various evidence from past

studies have clearly shown that the sector has a potential; what is only needed is
the strategic tapping of the efforts and participation of all parties concerned.
Removing or reducing the constraints retarding the sector to grow and always to
record its performance periodically.
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There is need for the government to make a special investigation on the
nature and types of services being currently offered to small scale enterprises bythe State, NGOs, parastatals and other organisations so as to identify areas of
common interests where they can forge to assist the unregistered enterprises. An
institution or two among the above mentioned can be mandated to care of this
sector obviously with support from the others.

Assuming that the above may not be easily achieved because one reason or

another, it is therefore suggested that the government especially through the
ministries responsible for Industry, Trade and Commerce and the Planning
Commission, in collaboration with such sister ministries like the Ministry of
National Affairs- Employment Creation and Cooperatives, to come up with an
independent working body responsible for informal sector policy making,
development, promotion and to produce some papers on:

i) Policies and Regulations
ii) Informal Sector Financial Support Services
iii) Appropriate Training of Informal Sector Participants
iv) Informal Sector Enterprise Development
v) Informal Sector Infrastructure Improvement
vi) Promotion of Business Linkage Opportunities

in the wake of creating a favourable environment for the sector.

4.2.1. Policies and Regulations

The proposed set body should establish Informal Sector Affirmative Action
Committees to canvass for favourable legislation, local planning and administration
of the informal sector. The committees should constitute representatives from the
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infoimal sector enterprises, non-governmental organisations, the government, local
authorities, the banking sector etc. The same body should identify policies and
regulations that hinder the development of the informal sector. The issues it should
address should include inter alia:

-formulation and adoption of a strategic policy document on informal sector
development. I here must be a genuine attempt to promote, and not to control
the sector as this will be counter-productive.

-promote both horizontal and vertical linkages within the sector. There is need
to strengthen or expand sub-contracting practices within and outside the
sector.

-initiate dialogue between the Informal Sector Affirmative Action Committee

and the relevant actors e.g. financial institution, the government informal
sector associations, non-governmental organisations, etc.

-press for the amendment or repeal of policies and regulations which hinder
informal sector development and promulgation of those which facilitate
smooth operation of informal sector enterprises and
-assist in the implementation, monitoring, evaluation and adjustment of the
informal sector policies and regulations.

4.2.2. Financial Support

The proposed body should also establish ways and means of harmonising
the sector in terms of the financial support it so desires. This would include among

others bringing together and mobilizing local key players to discuss and spearhead
thç establishment of special financial services foi the uiban, iiiral, icseltlement and
commercial farm informal sector enterprises.



The committee or the key players should involve informal sector participants,
financial institutions, the local authority, NGOs and the government. Furthermore,
the body should identify and analyse problems facing the informal sector in
sourcing finance. It should identify and justify the financial needs of the informal
sector enterprise province by province.

The proposed body should also encourage institutions to introduce policies
favouring informal sector access to capital. Further, they should encourage local
financial institutions to develop suitable services e.g. simple forms -easy to

complete and to process as well as expedite the processing of loans and any other
finance related queries. It is also expected to motivate informal sector enterprises
to raise their own equity contribution to businesses, e.g. through savings - loan
programmes etc.

The sector need to have access to financing at reasonable interest rate. An
interest rate which is encouraging for instance of 10% and under. Zimbabwe needs
a bank similar to the Grameen Bank in Bangladesh (See Insert I on pages 108-109)
which makes loans for small amounts at lowest interest rate to the needy.
4.2.3 Access to Credit and Training for Women

Special programmes should be set to train informal sector women in basic
skills on business management and marketing. Such specific training may include
courses on how to access credit, what is needed to acquire credit, how record
keeping is done, etc. Lenders should be edged by the government to relax lending
requirements specifically to women e.g. on collaterals and the need for male
signatory on women's loan applications should be discouraged. Government
donors should subsidize or guarantee loans to the informal sector, they should
target a percentage ot its loans to women in the sector.
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4.2.4. Training of Informal Sector Participants

The proposed institution should identify the local actors responsible for
taking initiative in promoting training activities. The body is expected to define the /

target group for training an informal sector enterprise and to assess training needs
[fiof informal sector enterprises. This leads into designing training programmes for

the sector and establishing mechanisms for access to informal training.

H
It is expected to encourage establishment of local training'units perhaps *

:

1 III
province by province. With special focus on how to implement training, keeping in j

I
review courses which are pertinent e.g. market related training, management skills j

training, market research analysis, quality control and financial management. The |
body should also evaluate the training provided and assess its impact on Informal *

111
Sector Enterprises.

4.2.5. Informal Sector Enterprises Organizational Development

The proposed body should identify key informal sector development actors
and institutions, conduct institutional capacity analysis and establish network of .

informal sector development and support institutions. It should design and

implement suitable capacity building programmes relating to project management
etc.

The proposed institution should facilitate establishment of informal sector

entrepreneur associations and design support programmes for informal sector

entrepreneur associations e.g. in areas of subcontracting and business expansion

programmes. It should devise a way of setting up informal sector database for
III

information dissemination.
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4-2-6 Technology Adaptation into the Informal Sector
The proposed independent body should encourage the development or

provision of some institutional support systems that must promote the adaptation
of new technology, products or developing new ones that are easily mastered by
the sector' participants. The State run Science and Technology Vocational Centres
like all Provincial Polytechnics should offer special subsidized or free periodical
courses to informal sector participants in a way of promoting technology transfer.
Lessons of this nature can be borrowed from the GRATIS project in Ghana, which
has done exceptionally well in transferring technology into the sector.

4.2.7. Existing Informal Sector Infrastructure Improvement
The informal sector working team should come up with some local

committees to look at existing informal sector infrastructures if any. It may
encourage local committees to identify alternative means of providing
infrastructure e.g. approaching local authorities and/or using local resources. The
body should influence the priorities and utilisation of existing infrastructure and
press for the provision of timely, adequate and appropriate infrastructure e.g.
water and sanitary facilities, improved state of road network, adequate power

supply such as upgrading the grid system.

4.2.8. Promotion of Informal Sector Business Linkages

The informal sector working team should set up an informal sector

businessmen's committee. They should identify companies interested in franchise
agreements and establish joint ventures. The proposed institution should promote

linkage between informal sector enterprises and formal sector enterprises e.g. in
terms of subcontracts, distribution of goods and services, etc. It should promote

OS



manufacturing of components for established companies, component assembling
and manufacturing under license by informal sector enterprises.

The working team should identify institutions willing to provide credit e.g.
inputs, cash and other services. It should enhance practice of product quality by
providing latest technology to informal sector enterprises, through business
linkage companies and the promotion of good business for sustainable and
business relationships.

Finally, it would be advantageous for the government to annually allocate

(budgetary) funds to the sector. This would in a way reduce the constraints the
sector is experiencing and will inevitably empower the sector's contribution to the

economy of the country. A sector that has proved to be capable of:

.providing goods and services affordable to all.

.promoting indigenisation i.e. employment of locals, use of local inputs, use
of local technology, etc.

.promotion of equity in the economy in terms of income distribution and

gender participation.

.bringing peace and stability through the employment of the masses that

would be a menace to the State.

.promotion of self reliance, reducing dependency syndromes to both the State

and relatives and being a safety net for frustrated/retrenched professionals
and other citizens.
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Annex 1

Questionnaire

Strictily Confidential when completed'.
Informal Sector Enterprise Survey 1995/96

Public Service Commission

for UN-IDEP Studies

P.O. Box 440, Causeway
Zimbabwe

Starting Time Date

Identification & Questions:

Enterprise City Sub-sample Enterprise Enterprise Number of Number of
Number Area Name Type Female Male

Workers Workers
1 2 3 4 5 6 7

Enterprise
Owner's

Age

Number
of
Workers
<30Years

Number

of
Workers
>30Years

Marital
Status of
Enterprise
Owner

Number

of
Married
Workers

Number
of Unm¬
arried
Workers

On-Job-
Trained
Workers
No. of

Institution
ally Train¬
ed
Workers

8 9 10 11 12 13 14 15

l
i

No. of
Workers
Related to

Owner

No. of
Workers
N/Related
to Owner

No. of
Workers
who
joined for

emplovm
nt reasons

No. of
Workers
who
joined on

parental
advice

No. of
Workers
who
joined for
Profit
Making

Other
Reasons
(specify)

Nature of
Sources
of

Support
(Rank!

Business

Operating
Hours

16 17 18 19 20 21 22 23
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Initial

Capital
Invested >

Net
Monthlv
Income
(averasei

No. of
Workers
Earning
<300Z$
per month

No. of
Workers
Earning
btwn 301-
600ZS

No. of
Workers
Earning
>601Z$
per month

List f/b
linkages
with other
sectors

List the
most

common .

constraint
to firm

Other ï

Constrai¬
nts

(specify)

24 25 26 27 28 29 30 31

Questionnaire Ending Time.

Enumerator

Checked by

Date

ï no



ISES: NETMONTHLY INCOME EARNED PER ENTERPRISE ANNEX 2

NETMONTHLY Freq Percent Cum.

250.0 1 0.3% 0.3%
275.0 2 0.6% 0.9%
290.0 1 0.3% 1.2%
300.0 2 0.6% 1.8%
325.0 1 0.3% 2.2%
340.0 1 0.3% 2.5%
345.0 2 0.6% 3.1%
350.0 5 • 1.5% 4.6%
375.0 1 0.3% 4.9%
390.0 1 0.3% 5.2%
400.0 2 0.6% 5.8%
450.0 8 2.5% 8.3%
480.0 5 1.5% 9.8%
495.0 1 0.3% 10.2%
500.0 2 0.6% 10.8%
520.0 1 0.3% 11.1%
540.0 2 0.6% 11.7%
550.0 5 1.5% 13.2%
555.0 1 0.3% 13.5%
560.0 1 0.3% 13.8%
565.0 1 0.3% 14.2%
570.0 1 0.3% 14.5%
575.0 1 0.3% 14.8%
578.0 1 0.3% 15.1%
580.0 1 0.3% 15.4%
600.0 7 2.2% 17.5%
650.0 3 0.9% 18.5%
750.0 4 1.2% 19.7%
780.0 1 0.3% 20.0%
800.0 3 0.9% 20.9%
850.0 6 1.8% 22.8%
875.0 4 1.2% 24.0%
890.0 1 0.3% 24.3%
900.0 5 1.5% 25.8%
950.0 8 2.5% 28.3%
980.0 1 0.3% 28.6%
985.0 2 0.6% 29.2%
990.0 1 0.3% 29.5%
995.0 3 0.9% 30.5%
1000.0 10 3.1% 33.5%
1025.0 1 0.3% 33.8%
1050.0 5 1.5% 35.4%
1090.0 1 0.3% 35.7%
1100.0 4 1.2% 36.9%
1200.0 24 7.4% 44.3%
1240.0 1 0.3% 44.6%
1250.0 8 2.5% 47.1%
1300.0 5 1.5% 48.6%
1350.0 2 0.6% 49.2%
1400.0 3 0.9% 50.2%
1500.0 8 2.5% 52.6%
1540.0 1 0.3% 52.9%
1570.0 1 0.3% 53.2%
1575.0 1 0.3% 53.5%
1600.0 3 0.9% 54.5%
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1700.0 1 0.3% 54.8%
1725:0 1 0.3% 55.1%

1750.0 1 0.3% 55.4%

1800.0 11 3.4% 58.8%
1850.0 1 0.3% 59.1%

1875.0 1 0.3% : 59.4%

1900.0 9 2.8% 62.2%

1950.0 3 0.9% .

• 63.1%

1980.0 1 0.3% 63.4%

1985.0 1 0.3% 63.7%

2000.0 12 3.7% 67.4%

2050.0 2 0.6% 68.0%

2100.0 7 2.2% 70.2%
2200.0 1 0.3% 70.5%

2300.0 6 1.8% 72.3%

2350.0 1 0.3% 72.6%

2400.0 4 1.2% 73.'8%
2500.0 10 3.1% 76.9%

2575.0 2 0.6% 77.5%

2700.0 4 1.2% 78.8%

2750.0 3 0.9% 79.7%

2800'. 0 3 0.9% 80.6%

2900.0 1 0.3% 80.9%

3000.0 2 0.6% 81.5%

3200.0 3 0.9% 82.5%

3400.0 3 0.9% 83.4%

3500.0 6 1.8% 85.2%

3540.0 1 0.3% 85.5%

3750.0 1 0.3% 85.8%

3800.0 1 0.3% 86.2%

4000.0 2 0.6% 86.8%

4100.0 1 0.3% 87.1%

4500.0 8 2.5% 89.5%

4750.0 1 0.3% 89.8%

5000.0 5 1.5% 91.4%

5400.0 3 ' 0.9% 92.3%

5500.0 2 0.6% 92.9%

5600.0 2 0.6% 93.5%

5700.0 1 0.3% 93.8%

6000.0 1 0.3% 94.2%

6500.0 2 0.6% 94.8%

7500.0 6 1.8% 96.6%

7800.0 1 0.3% 96.9%

8400.0 1 0.3% 97.2%

8500.0 4 1.2% 98.5%

9000.0 2 0.6% 99.1%

9050.0 1 0.3% 99.4%

9500.0 1 0.3% 99.7%

12000.0 1 0.3% 100.0%

Total 325 100.0%

Sum = 689178.00
Mean - 2120.55
Standard deviation = 1985.43
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ISES: INITIAL CAPITAL USED PER ENTERPRISE ANNEX 3

INITIALCAP Freq Percent Cum.

800.0 2 0.6% 0.6%
900.0 2 0.6% 1.2%
950.0 3 0.9% 2.2%
955.0 — 1 0.3% 2.5%
1000.0 2 0.6% 3.1%
1050.0 1 0.3% 3.4%
1200.0 1 0.3% 3.7%
1250.0 2 0.6% 4.3%
1300.0 2 0.6% 4.9%
1350.0 1 0.3% 5.2%
1450.0 1 0.3% 5.5%
1500.0 2 0.6% 6.2%
1600.0 1 0.3% 6.5%
1800.0 3 0.9% 7.4%
1850.0 1 0.3% 7.7%
1860.0 1 0.3% 8.0%
1875.0 1 0.3% 8.3%
1900.0 3 0.9% 9.2%
1990.0 1 0.3% 9.5%
2000.0 5 1.5% 11.1%
2200.0 1 0.3% 11.4%
2400.0 1 0.3% 11.7%
2500.0 8 2.5% 14.2%
2575.0 1 0.3% 14.5%
2600.0 2 0.6% 15.1%
2800.0 3 0.9% 16.0%
2850.0 1 0.3% 16.3%
2860.0 1 0.3% 16.6%
2900.0 2 0.6% 17.2%
3000.0 7 2.2% 19.4%
3100.0 1 0.3% 19.7%
3400.0 1 0.3% 20.0%
3500.0 13 4.0% 24.0%
3570.0 3 0.9% 24.9%
3600.0 2 0.6% 25.5%
3700.0 3 0.9% 26.5%
3750.0 2 0.6% 27.1%
3800.0 11 3.4% 30.5%
3850.0 1 0.3% 30.8%
3900.0 1 0.3% 31.1%
3950.0 1 0.3% 31.4%
4000.0 2 0.6% 32.0%
4125.0 2 0.6% 32.6%
4200.0 4 1.2% 33.8%
4250.0 4 1.2% 35.1%
4500.0 20 6.2% 41.2%
4550.0 1 0.3% 41.5%
4580.0 1 0.3% 41.8%
4600.0 7 2.2% 44.0%
4700.0 2 0.6% 44.6%
4750.0 4 1.2% 45.8%
4800.0 7 2.2% 48.0%
4900.0 5 1.5% 49.5%
5000.0 20 6.2% 55.7%
5025.0 2 0.6% 56.3%
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5200.0
5250.0
5280.0
5400.0
5500.0
5600.0
5700.0
5800.0
6000.0
6050.0
6200.0
6240.0
6250.0
6500.0
6800.0
7000.0
7400.0
7500.0
7800.0
8500.0
9000.0
9500.0
11000.0
11500.0
11900.0
12000.0
14500.0
15000.0
15500.0
16000.0
16500.0
17000.0
17500.0
18000.0
18500.0
19000.0
19500.0
20000.0
21000.0
21500.0
22000.0
23000.0
24000.0
25000.0
26500.0
27000.0
27800.0
30000.0

Total

2.5% 58.8%
0.6% 59.4%
0.3% 59.7%
3.7% 63.4%
1.5% 64.9%
1.5% 66.5%
0.3% 66.8%
1.2% 68.0%
3.1% 71.1%
0.3% 71.4%
0.9% 72.3%
0.3% 72.6%
0.6% 73.2%
2.5% 75.7%
0.6% 76.3%
0.9% 77.2%
0.3% 77.5%
1.2% 78.8%
0.3% 79.1%
0.9% 80.0%
1.5% 81.5%
0.6% 82.2%
1.2% 83.4%
0.3% 83.7%
0.3% 84.0%
1.5% 85.5%
0.6% 86.2%
1.2% 87.4%
0.9% 88.3%
0.9% 89.2%
0.3% 89.5%
0.6% 90.2%
0.3% 90.5%
0.3% 90.8%
0.6% 91.4%
0.6% 92.0%
0.9% 92.9%
1.2% 94.2%
0.9% 95.1%
0.3% 95.4%
0.3% 95.7%
0.3% 96.0%
0.3% 96.3%
1.2% 97.5%
0.3% 97.8%
0.9% 98.8%
0.6% 99.4%
0.6% 100.0%

100.0%

8
2
1

12
5
5
1
4

--10
1
3
1
2
8
2
3
1
4
1
3
5
2
4
1
1
5
2
4
3
3
1
2
1
1
2
2
3
4
3
1
1
1
1
4
1
3
2
2

325

Sum
Mean :

Standard deviation

= 2264125.00
- 6966.54

6160.55



An interview with Muhammad Yunus
A BANK THAT ONLY LENDS TO THE POOR . \ r T

The Grameen Bank, which was founded in Bangladesh in 1983 by
Muhammad Yunus, a university professor, has won a unique reputation
because it lends only to the very poor. Most of its clients are women. It
has inspired similar ventures in other developing countries including
Malaysia, the Philippines and Burkina Faso, as well as in France, Canada
and the United States.

A loan from the Grameen Bank

enabled this woman to start a

confectionery business
(Bangladesh).

Muhammad Yunus.

B What gave you the idea of founding a bank to
help the penniless?
— When Bangladesh became independent in 1971,
everyone was euphoric. We were convinced our
lives would change for the better, but instead things
went downhill very fast. In 1974 Bangladesh was
hit by a famine. At that time I was teaching eco¬
nomics .11 Chittagong'University, and while 1 was
u .\ hi:eg beautiful economic theories, people were
th ing. This was very hard to accept, and 1 started
thinking about what I could do to help the poor to
rise out ol poverty.

( Ihiitagong University is in a rural area, and as
soon as 1 left the campus I was in a village where I
saw people sutfering for want of very small
amounts ol .: -,ev. I thought that if I could find
such small sunc. ior them, they could overcome
their difficulties. At first I provided them with
money from my own pocket.

! hen 1 thought of putting things on a more reg
iil.tr looting and went to the banks, but they thought
my idea was crazy. "How can you lend such small
sums?" they asked, "and to the poorest people?"
I hey gave me long le. '.ores on banking, but 1 wasn't
convinced. I said thai the poor were the people who
most needed money, and that it was to them that
money should go. They wanted to give money to the
rich. I told them I thought that was a strange idea.

l'.ventually, I offered to act as a guarantor for
'"•ins myself. 1 signed all the documents, took the
money and gave it to the borrowers. I was rcspon-
'«'hlv lor collecting the repayments, and' was very
pleasantly surprised to find that everyone repaid
their debts on time. I went back to the banks and
asked them to increase the number of loans, but the
hankers said no. I Hey were convinced that the
project would fail. All the same, I extended the
Joans, first to two villages, then to five, ten, fifteen.
' he result was always the same: everyone paid

'vhat 'thev owed on time. But still the hanks-

refused to budge.4 extended the project to the
whole district, then to five districts, but 1 still got
the same reaction from the banks. So I made up my
mind to found my own bank. I asked permission
from the government, but they too thought it was
a crazy idea. It was only after spending two years
knocking on doors that I was finally granted per¬
mission to set up the bank. That was in 1983.

@ Today you have 12,000 employees and two
million borrowers, 94 per cent of whom are women.

- Yes, most ol our clients are women. It has been
a hard struggle to achieve this. Not only are the
men hostile—"Why lend to her?" they ask. "She
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doesn't even know how to count"—but at first the
women too were afraid to accept the money. Theyasked us to give it to their husbands. Women in our
society have no self-confidence. From the moment
they arc born, they are told by their families: "You
have brought misery on the family because you are
a girl." They are so often told they are worthless, that
they end up believing it.

il How did you persuade them to borrow from the
bank?
— It wasn't easy. But first one woman took the
plunge, then another and another. When one
woman succeeds, the others are encouraged. Seeing
that it works, the others try their luck.

□ What kind of projects do they want to finance?
— Very simple projects such as raising a cow, selling
milk, processing rice, weaving baskets or sewing...
the things that women do anyway but never get
paid for. Now that we give the money directly to the
women, the husbands no longer take the receipts.
The women do the work and are paid for it.

■ Do you ever write off losses?
— No, never. It's a principle with us. What wc do
is transfer the loan into a long-term loan and then
grant a new, short-term loan.

O But the debt grows?
— Yes and no. Rich people are also heavily in
debt, but they make a lot of money. Being heavily
in debt is not a problem provided that debt is
earning money for you. There's only a problem
when you are heavily in debt and not getting any

B Can a person borrow from your bank more than
once, or do you stop after a first investment?
— No, we keep lending. Suppose you borrow
twenty-five dollars and pay it back within a year;
you feel more confident and know you can borrow
fifty dollars the next time. Once that's paid back,
your ambitions grow.

B How many years does it take on average before
your clients achieve a financially viable situation?
— Experience shows that ten loan cycles arc
required before a person rises above the extreme
poverty line. More than a third of our borrowers
have already done this. It is very exciting to see
people emerge from poverty. Our aim is to make
sure that the two million families that are with us

all cross the povertv line within the next five years.

B What kind of setbacks do you come up against?
— Bangladesh is often hit by natural disasters. A
single cvclone like the one in 1991 that killed 150,000
people can wipe everything out. Or the cow you've
bought on credit falls ill and dies. The woman gets
very upset. She can't do anything, but this is money
that she has to pay back. She blames her luck and
starts to lose confidence. Our job is to reassure her.

income out of it. In any case, when women sign on
with the Gramcen Bank, there are a certain number
of promises thev have to make, such as neither
giving nor receiving a dowry. Thev also promise to
send their children to school, not to drink pol¬
luted water, and to plant trees. •

El Do you ever refuse a loan if it's not for a good
investment?
— We don't get involved. We don't have to. The
women asking for loans belong to groups and only
propose a project to us once it has been agreed on
by their group. We say, "The money is ours, but the
idea is vours." We refrain from mvine advice so

people can become surer ot themselves. It's also a

way of making them more responsible. □

A woman fishes in the Indus
while her children watch.

With a loan from the Grameen
Bank this Bangladeshi mother
bought a rickshaw to increase
her family's income.

109



IDEP/T


