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Abstract  
 
The debate on who is employed and jobless in Zimbabwe has taken centre stage after 2008, with variations 
ranging from definitions and motives of the source. The subject of unemployment incorporates issues of the 
nature of tasks being done coupled with the driving force behind a person to join a particular sector, formal or 
informal. This paper looked at the effect of formal unemployment to output and the growth of the informal 
sector. The paper proved that the continual collapse of the formal sector is the forcing factor behind a thriving 
informal sector in Zimbabwe. Thus the informal sector accounted for over 89% of employment in Zimbabwe by 
2013. Due to lack of clear operational framework, and limited resources that characterised the informal sector, 
the economy has lost millions in potential government revenue, national output, international competiveness, 
and hence, it has become a trading market place. The paper recommends the Government to urgently restore 
investor confidence through creation of a conducive economic environment.  
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1.0 INTRODUCTION 
The performance of the Zimbabwean economy has been under scrutiny by several analysts, 
especially so, after the economic crisis of 2000. Of these studies, the general conclusion was 
that, the economy of Zimbabwe was shrinking whilst labour force was growing, that is, the 
economy was incapacitated to absorb growing labour input, resulting in rising 
unemployment1

The debate of who is employed and not (joblessness) in Zimbabwe is a hot issue and widely 
debated. The disparities, however, arise from the definitions being used and the motive of the 
statistics. Generally, unemployment occurs when people are jobless and are actively 

.  
 
Although the causes of unemployment extent to pre-colonial period, they were so severe after 
independence and more so, after the year 2000. Hence, unemployment has not been an issue 
of concern in Zimbabwe until the turn of the new millennium when the country entered into a 
decade of serious economic crisis that lasted until February 2009. As a result, industrial 
capacity utilization declined dismally, companies closed, and thus giving birth to a thriving 
informal sector. The immediate impact on the economy was stern deterioration in the external 
sector. 
During this aforementioned interval, 1999-2009, the two economic evils, unemployment and 
inflation soared to unacceptably high levels. The combination of collapsing agricultural and 
industrial sector, together with uncertain political risk turned the economy from glory to 
gloom. The aim of this paper, therefore, is to analyse the effect of “formal unemployment” on 
output, and hence, the growth of the informal sector in Zimbabwe.  
 
2.0 UNEMPLOYMENT OF LABOUR IN ZIMBABWE 

1 Ncube, M. (2000). “Employment, unemployment and the growth of labour policy in Zimbabwe”. Department 
of Economics, University of  Zimbabwe. 
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searching for work. That is, unemployment rate2

With such variations in definition, statistical figures also differ and hence policy formulation. 
Official ZimStat statistics show that Zimbabwean unemployment rate in 2011 was 10.7%

 is the proportion of the economically active 
population that is unemployed and actively looking for employment but do not find it. 
According to the National Statistics Agency (ZimStat) Labour Force Survey 2011, “a person 
aged 15 years and above was considered to be currently economically active if he/she was 
either employed for at least one hour during the last seven days preceding the interview, or 
usually works but was temporarily absent from work, or was without work and available for 
work (unemployed)”.   
 

3 
while the Zim Asset admits that it is over 50%4. Most economists and industrialists, however, 
believe that unemployment is between 70% and 85%. The 2011 ZimStat survey statistics 
further showed that about 5.4 million of the employed population aged 15 years and above, 
4.6 million (85%) were considered to be in informal employment, 606 thousand (11%)  were  
in  formal  employment  and  252  thousand  were  in  employment  not  classifiable (4%).5

Classification 

  
 
The above statistics intrinsically show directly that “formal unemployment” is more than 
89%, that is, formally employed people as a proportion of the total active population. Table 1 
below provides proof of the collapsed formal sector and growing secondary economy. 
However, informal sector activities are characterised by none contribution to both the fiscus 
and national output. Thus, the growth of an unstructured informal sector translates into loss of 
government revenues, since most small entrepreneurs of this sector evade taxes and other 
legal obligations.   
 
Table 1: Employment statistics (by type) 
 

Formal Informal Formal Informal Formal Informal 
 1993 2002 2011 

Employed 
population6 1 136 900  335 250 992 400 1 887 550 606 163 4 572 771 

 
Source: ZimStat Labour force Surveys (2004 & 2011); Malte Luebker, ILO Sub-Regional Office for Southern 
Africa, July 2008 

3.0 MAJOR CAUSES OF UNEMPLOYMENT AND GROWTH OF THE INFORMAL 
SECTOR IN ZIMBABWE 
The work to explain the relationship between unemployment and loss in a country’s output 
was pioneered by Arthur Melvin Okun. Okun’s rule of thumb says that a decline of 3% in the 
GDP will produce 1% rise in unemployment rate. In general sense, unemployment and 
production have a close inverse association. In Zimbabwe, unemployment has been a result 
of several related factors under which much of them emanated from the economic, external, 
social and political environments. The combination of these factors led to massive de-

2 According to the International Labour Organisation Bureau of statistics, unemployment rate is simply a 
measure of the prevalence of unemployment. 

3 In 2004, the Central Statistical Office (CSO) of Zimbabwe published an unemployment figure of 9.3%. 
4 Zim Asset, p.23. 
5 ZimStat Labour Survey 2011, p.22. 
6 According to the CSO’s establishment surveys, total formal sector employment (excl. private domestic 
workers, incl. agriculture) fell from 1 136 900 in 1993 to 1 013 100 in 2002 (yearly average) and further to 992 
400 by December 2002- Malte Luebker, ILO Sub-Regional Office for Southern Africa, July 2008. 
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investment and weak export performance, drying up of foreign direct investment and other 
external budget support programmes. These developments worsened fiscal deficits and, were 
characterised by a drop in numerous externally funded projects countrywide and perpetual 
balance of payment (BOP) deficits. 
Chief economic source of joblessness in Zimbabwe is absence of the implementation drive on 
sound macroeconomic policies. This joblessness environment was exacerbated by high 
population growth rate relative to the economy’s ability to create work, and negative 
investment perceptions caused by government programmes, such as the fast track land reform 
programmes and partial application of the indigenisation law.  

With such unfavourable economic environment and the continual contraction of the formal 
sector, economically unemployed people were forced to join the informal sector, whilst the 
general country was made to over rely on manufactured imports. Table 4 summarises the 
challenges identified by CZI manufacturing survey in 2012 and their weights.  

Successive adverse environmental factors, such as drought in 1992, 2002 and 2007/8 also led 
to massive retrenchments, closures and downsizing by most firms. These natural phenomena 
impacted hardly and negatively on the agricultural sector, thus promoting rural-urban 
migration and enormous urban formal unemployment, which paved way to rapid informal 
sector growth. 

4.0 FORMAL AND INFORMAL SECTOR INCOME DISTRIBUTION  
The levels and distribution of incomes in any given country are subject to the performance of 
the economy. Formal economic activities generate financial and non-financial resources 
which can be used to improve industrial capacity. If there is meaningful production then 
output increases; subsequently, more human and non-human inputs will be employed; this 
leads to increased household and national income. However, following the shutting down of 
major companies in Zimbabwe, during the period 2000-2009, most people lost jobs and 
hence reliable sources of income. To earn a living, the majority ventured into informal 
activities, much of which was trading7

Income level (US$) 

. Table 2 below shows income received per month by 
sector in 2011 
 
.Table 2: Income received per month by sector in 2011 

Formal sector (%) Informal sector (%) 
≤ 100 5.3 52.5 
101 – 200 23.6 27.8 
201 – 300 45.5 13.1 
301 – 400 10.5 2.8 
401 – 500 4.8 1.3 
501 – 1000 6.6 1.3 
1001 – 3000 2.6 0.6 
Above 3000 0.7 0.2 

  Source: ZimStat Labour force Survey, 2011. 
 
 
 

7 Cross border traders became prominent, buying mainly household wares and clothes from neighbouring 
countries for re-sell in Zimbabwe. 
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5.0 THE CONTRIBUTION OF THE MANUFACTURING SECTOR TO ECONOMIC 
GROWTH 
Reluctance by the policy makers to undertake structural reform and implement fiscal policies 
which were consistent with underlying macroeconomic conditions led to supply-side 
shrinkage, speculation, rent seeking and corruption. The other key factor that contributed to 
the fall in industrial output and thus contribution to GDP was the collapse of agricultural 
sector; which disrupted previously strong forward and backward economic linkages. Table 3 
below shows the continuous decline, especially after 1996, in manufacturing sector 
contribution to gross domestic product. 

Table 3: Manufacturing contribution to RGDP and RGDP growth rates 

 Manufacturing sector contribution to RGDP1 (%) RGDP growth2 (%) 
1980-85 23.8 6.0 
1986-90 20.6 4.6 
1991-95 22.0 1.4 
1996-00 14.3 2.4 
2001-05 9.9 -7.2 
2006-08 7.3 -8.48

2009-10 
 

9.4 7.8 
2011 11.8 10.6 
2012 12.7 4.4 

Source: 1CSO national statistics (various publications), 2World Bank statistics 

6.0 INDUSTRIAL CAPACITY UTILISATION   
Zimbabwe’s manufacturing industry is struggling, with most companies operating below full 
capacity.  According to studies done by the Confederation of Zimbabwe Industries (CZI), 
industry’s capacity utilisation were 18.9 percent in 2009, 57 percent in 2011, 44.9 percent in 
2012 and 39,6 percent in 2013. The fall in capacity in 2013 marks a new era of political and 
economic environments, which demands further research.  

The city of Bulawayo, which used to be Zimbabwe’s second industrial hub after Harare, has 
become more of a ghost town following years of precipitous economic meltdown and none 
implementation of revival strategies by the government. Nearly 100 companies closed down 
in this city since 2000, with the remaining companies scaling down their operations putting; 
out of work more than 12 000 workers or relocating to Harare. 

The industrial bleeding has seriously injured subsectors such as textiles and ginning, clothing 
and footwear, paper, printing and publishing, chemicals and petroleum products, as well as 
pharmaceuticals. The table below summarizes the capacity by sub-sectors. 

Table 4: Average capacity utilization (by sub-sector) 
 
Manufacturing sub-sector  Average capacity utilisation (%) 
Bakers  40.0 
Battery  76.5 
Building (construction and related)  59.5 

8 The year 2008 recorded the largest decline in output of -14 percent since the onset of the economic crisis in 
2000. 
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Car Assemblers  30.3 
Electric Appliances Manufacturers  43.8 
Engineering Iron and Steel  36.7 

Food, Dairy and Beverages  58.2 
Grain Millers  30.0 
Chemical  41.6 
Leather and Allied  27.5 
Paints and Inks  30.5 
Pharmaceuticals  58.0 
Plastic, Packaging and Rubber  46.1 
Paper, Printing and publishing  58.3 
Textiles and Clothing  34.4 
Timber Processors  53.8 

Source: 2012 Report - The annual CZI Manufacturing Sector Survey 

7.0 POSSIBLE INDUSTRIAL CONSTRAINTS 
Zimbabwe’s manufacturing foundation was severely affected by absence of long term 
financial resources in the economy, high cost of available short term loans, unreliable 
supplies of industrial utilities, such as electricity and water, among other challenges. Table 5 
below provides a summary of the CZI Manufacturing Sector Survey findings in 2012. Note 
that, it ranks the problems according to weight. 
 
Table 5: Major capacity constraints  
 

 
Source: 2012 Report - The annual CZI Manufacturing Sector Survey 
 

8.0 GOVERNMENT POLICIES AND INITIATIVES ON UNEMPLOYMENT AND 
THE INFORMAL SECTOR 
In pursuit of increasing national output and creation of jobs, the Government of Zimbabwe 
undertook and adopted several initiatives and policies. These structural reforms include the 
creation of new Ministries, institutions and the adoption of new economic policies. The two 
Ministries created that had the jurisdiction over labour market issues and aspects of 
employment creation were the Ministry of Public Service, Labour and Social Welfare; and 
the Ministry of Youth, Indigenisation and Economic Empowerment. Other Ministries such as 
Higher and Tertiary Education; Small and Medium Enterprises and Cooperative 

Capacity Constraint  %  
 

Working capital constraints  32.3  
Low local demand  13.3  
Antiquated machinery and machine breakdowns  11.4  
Power and water shortages  9.9  
Competition from Imports  9.5  
Drawbacks from the current economic environment  8.4  
High cost of doing business  8.0  
Shortage of raw materials  5.3  
Other  1.9  
Total 100.0 
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Development; and Women Affairs, Gender and Community Development also overlapped 
into labour market issues, and had key roles in employment generation.    
After a decade of self rule, which followed social ideology, the government of Zimbabwe 
tried to combat unemployment and increase manufacturing output by adopting numerous 
reforms that transformed the economy into more of market oriented. These include the 
Economic Structural Adjustment Programme (ESAP) of 1991 and 1992. This was followed 
by Zimbabwe Programme for Economic and Social Transformation (ZIMPREST) which was 
targeted to create 42 200 new jobs per year between 1996 and 2000 making them 211 000 
jobs during the five years. It also estimated a 6% growth in GDP. Unfortunately, the period 
was characterized by massive retrenchments which had never been seen since the country got 
independence. The Millennium Economic recovery Programme (MERP) of 2001, and the 
National Economic Recovery Programme (NERP) of 2003, were short term stabilisation 
policies, which however, failed to meet the expected goals.  

Other national policies adopted were the Macroeconomic Framework (2005-2006) and the 
National Economic Development Priority Programme (NEDPP) of 2006. After the 
Government of National Unity in 2009 were the Short Term Recovery Programme (2010-
2012) and the Medium Term Policy (2011 – 2015).  

 
9.0 THEORETICAL LITERATURE REVIEW 
Classical economists, on one hand, argued that unemployment exist when unions maintain 
wages above their equilibrium level that is when the labour market refuses to accept wage 
decrease in presence of high unemployment, and that voluntary unemployment is a short term 
phenomena. The Keynesians, on the other hand, believed that unemployment is a result of 
demand deficiency in the economy, hence the need for government intervention. Other 
theorists, such as the Marxists postulate that unemployment is inherently a problem of 
unstable capitalist system. 
 
9.1 EMPIRICAL LITERATURE REVIEW  
Tara, M. Sinclair (2004), in his paper titled “Permanent and Transitory movements in Output 
and Unemployment”, developed a bivariate correlated unobserved components model to 
investigate the interaction between output and unemployment in United States of America.  
In his model, he separated these two key macroeconomic variables into permanent and 
transitory components and provided estimates of the correlations among these components.  
The results for the US indicated that fluctuations in both output and unemployment are 
largely permanent and there exists a negative relationship between these permanent 
components, similar to the Okun’s law. 
Dumitrescu Bogdan Andrei (2009) in his study of Romania investigated the correlation 
between unemployment and real GDP growth. The empirical analysis showed that a rise of 
one percentage point of unemployment is associated with a decline of roughly half 
percentage point of real GDP growth. Similarly, Hany Elshamy tested the relationship 
between unemployment and output in Egypt. He found out that there was an inverse 
relationship between GDP and unemployment; that is, a GDP growth of 3% led to a 1% 
decrease in unemployment.  

David Castells Quintana, Vicente Royuela (2012) in their paper Unemployment and long-run 
economic growth:  The role of income inequality and urbanisation. In their work, they 
considered unemployment and income inequality, and interactions between both, as possible 
determinants of long- run growth by using cross-sectional international data. Their results 
suggested that while initial high unemployment rates do not seem to be statistically 
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significant to explain long-run growth, they do have a negative and significant effect when 
interacting with increases in inequality and increasing inequality harms growth in countries 
with high levels of urbanization, as well as in countries with low levels of urbanization in 
which there is high and persistent unemployment. 

Further, in Nigeria, Asoluka N and Okezie A, (2011) in their paper “Unemployment and 
Nigerian Economic Growth (1985-2009)”, discovered that although the economy grew by 
55.5 percent between 1991 and 2006 whilst population increased by 36.4 percent, 
unemployment grew by 74.8 percent. In Jordan, Fuad M. Kreishan empirically investigated 
the relationship between unemployment and economic growth using annual time series data 
covering the period 1970-2008. His empirical results reveal that Okun’s law cannot be 
confirmed for Jordan. Thus, it can be suggested that the lack of economic growth does not 
explain the unemployment problem in Jordan. Hence, he concluded and recommended that 
economic policies related to demand management would not have an important effect in 
reducing unemployment rate. Accordingly, he added, implementation of economic policies 
oriented to structural change and reform in the labour market would be more appropriate by 
policy makers in Jordan. 

10.0 MODEL SPECIFICATION AND EMPIRICAL RESULTS 
This paper adopted a model used by Fuad, M. Kreishan (2011) when he empirically analysed 
the relationship between unemployment and economic growth in Jordan. He used a linear 
regression model with real gross domestic product as the dependant variable and the 
unemployment rate as the only independent variable. This paper used a log-linear model of 
the aforementioned version of Kreishan and it added two more variables; fixed gross capital 
formation and broad money supply. The addition comes after the realisation that there are 
copious variables that affect national output apart from unemployment. 
 
10.1 MODEL SPECIFICATION  
This paper assumed the following econometric function; );;( msKUffY = , where 

.sup; plymoneybroadmsandformationcapitalfixedgrossKtunemplomenformalUf ===
Firstly, the data was tested for stationarity using the Augmented Dickey-Fuller method. Real 
GDP, gross capital formation and money supply were stationary after first differencing, 
whilst formal unemployment variable was stationary in levels. The output table below 
presents the results of the following estimated linear regression model: 
 

*................................................3210 imsKUfLnRGDP ttttt εββββ ++++=  
 
Table 6: Estimation results 
Variable Coefficient t-statistic Prob 
Constant  4.891 1.434 0.123 
LnUf -2.236* 2.518 0.018 
LnK 0.244* 2.401 0.023 
Lnms -0.114** -1.788 0.071 
No. Of Obs =32 Adj R2 = 0.462 DW statistic = 1.76 Prob(F-statistic) =0.0037 
Note: * and ** denote significance at 5% and 10%, respectively.  
 
The regression result above depicts an output of US$4.9 million at full employment level of 
labour, ceteris paribus. All estimated variables were seen to be significant at 5% level of 
significance (that is, formal unemployment and gross capital formation) while money supply 
was significant at 10%.  Formal unemployment and real gross domestic product (output) were 
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found to be inversely related, thus suggesting that labour is a critical production input. 
Accordingly, a 1% rise in formal unemployment in Zimbabwe will reduce national output by 
more than 2.2%.  Apart from labour, the regression output confirmed the assertion that capital 
plays a key and positive role in the production of output. A 10% rise in gross capital will 
cause output to increase by more than 2.4%. It entails, therefore, that the current deterioration 
in the country’s capital base and insignificant flows of foreign direct investment, especially 
after 2000, adversely impacted on GDP. Money supply growth was found to be negatively 
related with GDP, a possible indication that the growth in monetary variables was not in 
tandem with movements in real variables.  
 
It is imperative to note, however, that the relatively low value of R-squared is an indication of 
other significant missing variables that affect output. These include, among many others, the 
political environment, government policies, global economic developments and domestic 
aggregate demand. 
 
11.0 CONCLUSION AND RECOMMENDATIONS  
This paper was analysing the effect of formal unemployment to national output and the 
subsequent growth in informal sector. The results showed that employment and output are 
positively related, that is, a growth in one variable must drive the other in the same direction. 
With reference to the Zimbabwean context, the high level of formal unemployment is 
depicted in relatively low national output. Also found to be critical to production of output 
was capital. The slow rate of industrial recapitalisation and sluggish foreign direct 
investments flows have added to the decline in GDP in Zimbabwe. It is important to note that 
movement in international capital and investment flows is largely depended on the 
investment climate of the recipient country. Hence, political developments and government 
policies have played a pivotal role in the adverse movements in economic variables in 
Zimbabwe since the turn of the new millennium. 
 
In this regard, the researchers suggested the following economic drivers and policy measures 
by government to facilitate national output growth: 
 
The Government should consider 
 removing import tax duties on all industrial materials; capital and raw materials. This will 

facilitate recapitalisation process and also lower cost of productions.  
 formulating and implementing credible macroeconomic policies that attracts FDI. FDI is 

required because it injects new capital into the country 
 introducing well thought fiscal and non-financial investment incentives. Financial 

incentives (such as concessionary loans and grants) are currently not feasible due to 
unavailability of funds. Fiscal incentive will include among other things reduced tax rates. 
Non-financial incentives include subsidised infrastructure and provision of reliable 
industrial utilities at economic rates. 

 restoring of investor confidence, especially with regard to the systematic and economical 
way of policy implementation.  

 implementing policies and economic structures that promote beneficiation of products 
and value addition of output. 
 

These aforementioned policies and incentives earn the country foreign currency and create 
more job opportunities. Absence and/or limited access to capital and lines of credit by 
corporates and new entrepreneurs are the major reasons behind a flourishing informal sector 
in Zimbabwe. 

Talknice Saungweme, Simeon Matsvai,  
Rose C Sakuhuni, ,Int.J.Eco. Res., 2014, v5i2, 01-09 ISSN: 2229-6158

IJER | MAR - APR 2014  
Available online@www.ijeronline.com

8



 
REFERENCES 
Asoluka Njoku And  Okezie A. Ihugba, Unemployment and Nigerian Economic Growth 

(1985-2009). 
David Castells-Quintana, Vicente Royuela, Unemployment and long-run economic growth:  

The role of income inequality and urbanisation, Barcelona (Spain) June 2012. 
Desire Dube and Innocent Chirisa The Informal City: Assessing its Scope, Variants and 

Direction in Harare, Zimbabwe, April 2012.  
Dumitrescu Bogdan Andrei, Dedu Vasile and Enciu Adrian. 2009. The correlation between 

Unemployment and Real GDP growth. A Case Study of Romania, Bucharest, Romania.  
Government of Zimbabwe. December 2013. The 2014 National Budget Statement. 
Government of Zimbabwe. Zimbabwe Programme for Economic and Social Transformation 

(1996-2000). 
Government of Zimbabwe.  Framework for Economic Reform (1991-95) 
Malte Luebker. 2008. Employment, unemployment and informality in Zimbabwe: Concepts 

and data for coherent policy-making. Issues Paper No. 32 and Integration Working 
Paper No. 90 

Hany Elshamy ,The Relationship Between Unemployment and Output in Egypt, 1st World 
Congress of Administrative & Political Sciences (ADPOL-2012).  

International Monetary Fund Country Report No. 13/193: Zimbabwe – Staff Monitored 
Program. July 2013. 

International Monetary fund, International Financial Statistics and data files (various 
publications). 

Mahmoud A. Al-Habees and Mohammed Abu Rumman 2002. The Relationship between 
unemployment and economic growth in Jordan and Some Arab Countries, IDOSI 
Publications. 

Mkandawire, T. 1985. The Informal sector in the labour reserve economies of southern 
Africa with special reference to Zimbabwe (Lusaka, ILO Southern African Team for 
Employment Promotion). 

Ncube, M. 2000. Employment, unemployment and the evolution of labour policy in  
Zimbabwe. Zambezia , Vol. XXVII, No. ii, pp. 161-93. 
Tara M. Sinclair Permanent and Transitory Movements in Output and Unemployment: 

Okun’s Law Persists,October 2004, Department of Economics Washington University. 
The Annual Confederation of Zimbabwe Industries (CZI), Manufacturing Sector Survey-

2012 Report. 
World Bank World Bank National Accounts data (various publications). 
Zimbabwe National Employment Policy Framework (ZiNEPF) , Ministry Of Labour & 

Social Services, And Ministry Of Youth Development, Indigenisation & Empowerment 
In Conjunction With ILO/SRO April 2009. 

Zimbabwe Agenda for Sustainable Socio-Economic Transformation (Zim Asset), October 
2013. 

ZimStat Labour Force Surveys (2004 & 2011). 

Talknice Saungweme, Simeon Matsvai,  
Rose C Sakuhuni, ,Int.J.Eco. Res., 2014, v5i2, 01-09 ISSN: 2229-6158

IJER | MAR - APR 2014  
Available online@www.ijeronline.com

9




