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Abstract 

The study uses the Trade Reform Impact Simulation Tool for to evaluate the impact of WTO 
FTA on Zimbabwe.  The findings of the study reveal that the domestic prices are expected to 
fall by a weighted average of 8.4 percent. Total imports are expected to increase by US$184.9 
million if a WTO FTA is implemented. It emerged that Zimbabwe is giving a lot of tax 
exemptions as actual collected revenue was 51.8 percent of the expected statutory revenue. 
Zimbabwe is expected to lose US$467.5 million of import tariff revenue if it adopts WTO 
FTA. However, the country expects to get revenue from VAT and excise taxes to the tune of 
US$546 million and US$ 278.7 million, respectively. WTO FTA need to be accompanied by 
steps to improve revenue collection from other sources such as Value Added Tax and income 
tax. 
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1.0 INTRODUCTION 
Trade liberalisation is seen as leading to 
faster economic growth because it reduces 
distortions in price relativities and allows 
those activities with a comparative 
advantage to develop (Duncan & Quang, 
2003: 1). Poor countries usually have high 
ratios of labour to land and labour to 
capital.  Poor of labour – intensive 
activities in these countries provides 
income – countries have a comparative 
advantage in labour-intensive activities. 
Therefore, the removal of trade barriers 
that even favour capital-intensive industry 
development will see increased 
employment of the low - skilled labour 
(Duncan & Quang, 2003). 

Neo-liberal economic reasoning justifies 
liberalisation of trade on the premises that 
it creates opportunities for firms to grow 
through better access to new production 
technologies and market information for 

local producers (Tekere, 2001). Trade 
liberalisation brings about competition 
from imports which leads to specialisation, 
efficient allocation of resources and 
cleanse the economy of inefficient 
producers which removes burden on the 
society of sustaining such entities. With 
greater openness, small economies tend to 
have higher shares of trade in their gross 
domestic product when compared large 
countries and their gains from trade are 
most likely to be higher than those nations 
that restrict trade (Kuznets, 1973).  

Further, trade liberalisation enhances 
welfare of consumers and reduces poverty 
since consumers will have opportunities to 
choose over a wide variety of better 
quality and cheaper imports. In other 
words, trade liberalisation is a means 
towards enhancing human capital 
development, social welfare and 
sustainable economic growth. 
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Policies that make an economy open to 
trade and investment with the rest of the 
world are needed for sustained economic 
growth (IMF, 2001). The evidence on this 
is clear. According to IMF no country in 
recent decades has achieved economic 
success without being open to the rest of 
the world. Trade liberalisation has been an 
important element in the economic success 
of East Asia (IMF, 2001).  The average 
import tariff has fallen from 30 percent to 
10 percent over the past 20 years (IMF, 
2001). 

There is considerable evidence that more 
outward – oriented countries tend to 
consistently grow faster than ones that are 
inward-looking (IMF, 1997). Indeed, one 
finding is that the benefits of trade 
liberalisation can exceed the costs by more 
than a factor of 10 (Matusz and Tarr 
(1999). Countries that have opened their 
economies in recent years, including India, 
Vietnam, and Uganda, have experienced 
faster growth and more poverty reduction 
(Dollar, 2001). On average, those 
developing countries that lowered tariffs 
sharply in the 1980s grew more quickly in 
the 1990s than those that did not (Dollar & 
Kraay, 2001).  

On the contrary, trade liberalisation is 
expected to create adjustment costs, 
encompassing a wide variety of potentially 
disadvantageous short-term outcomes. 
Outcomes of trade liberalisation may 
include a reduction in employment and 
output, the loss of industry - and - firm 
specific human capital (Matusz and Tarr, 
1999). Macroeconomic instability arising 
from balance - of - payments difficulties or 
reductions in government revenue is 
another economic ill of trade liberalisation. 
The size of the adjustment costs depends 
on the speed with which resources make 
the transition from one sector to another 
(Matusz and Tarr, 1999). 

1.1 Statement of the Problem 
In Africa there is no conclusive evidence 
regarding the role and impact of trade 
liberalisation and globalisation on human 
development, livelihoods, social welfare 
and economic development (Tekere, 
2001). Few countries have benefited from 
trade liberalisation (World Bank 1995, 
1996b).  In a number of cases, 
liberalisation was followed by misery, 
destruction of poor peoples’ livelihoods, 
environment and marginalisation of poor 
countries and their communities (Tekere, 
2001). 

Zimbabwe like other African countries has 
weak supply response as the most 
important impediment to its export 
performance.  This is mainly because 
Zimbabwe witnessed a decade long 
economic decay, that is, from 1998 – 
2008. Over this period, the country 
experienced massive closure of industries 
thereby transforming the economy into a 
retail economy which have technically 
become a tenth province of South Africa. 
Zimbabwe in recent years has witnessed a 
ballooning trade deficit, a sign that the 
country is failing to compete with its 
trading partners.  

Notwithstanding the current state of affairs 
in Zimbabwe economy and controversy 
regarding trade liberalisation on economic 
development, and social welfare, the 
momentum of trade liberalisation 
continues in Zimbabwe.  

It is in light of these past developments 
and the increased negotiations in trade it is 
imperative and intuitive at this juncture to 
carry out a detailed study. The study will 
show the effects of previous trade 
liberalisation. Therefore, will provide the 
best way in which Zimbabwe negotiators 
can position themselves to ensure that any 
further negotiations will not bring about 
disastrous effects to the economy. 
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1.2 Objectives of the Study 
The purpose of this paper is to estimate 
and discuss the expected impact on of a 
unilateral liberalisation of the WTO MFN 
rate on Zimbabwe. Specifically, this study 
intends to; 

1. Evaluate the impact on imports, 
revenue and prices in Zimbabwe; 

2. Estimate the impact of value added tax 
and excise duties on national revenue; 

3. To identify major trading partners for 
Zimbabwe after WTO FTA; and 

4. Analyse the implication of the study’s 
findings on trade policy in Zimbabwe. 

2.0 LITERATURE REVIEW 

This section looked at selected literature 
on economic integration and specifically 
on the imports, welfare, prices and revenue 
implications of a free trade agreement. The 
assessment will cover both theoretical and 
empirical literature. 

2.1 Theoretical Literature 

Review of theoretical literature discussed 
in this section includes price effect, 
revenue effect and economies of scale 
argument.  

2.1.1 Price Effect 
Trade liberalisation has ripple effect on 
domestic prices. Price change affects trade 
total effect and occurs only with a finite 
export supply elasticity assumption (World 
Bank, 2011). A tariff reduction which 
comes into effect through a free trade 
agreement has an immediate impact on 
domestic prices (also known as the “terms 
of trade effect”). While trade creation and 
trade diversion effects depict impact on 
quantity, the price effect represents the 
additional import value from increased 
world price. 

2.1.2 Revenue Effects 

The earliest trade theory generally 
believed that any economic integration that 

represents a movement towards freer trade 
should be beneficial and welfare 
enhancing. It is believed that free trade 
maximises world welfare. A free trade 
reduces tariffs and is therefore a 
movement towards free trade hence it was 
believed that a customs union increases 
world welfare.  However, this belief was 
challenged by Viner (1950) when he 
showed that the net impact of a regional 
trade agreement on welfare is uncertain 
and depends on a number of economic 
circumstances.  

Viner (1950) showed that a free trade 
agreement can result in either trade 
creation or trade diversion. Trade creation 
involves a shift from high-cost domestic 
production to lower-cost production in a 
partner country in the FTA while trade 
diversion involves a shift from the low-
cost non-union producer to a higher-cost 
partner of the FTA. According to Viner 
(1950), trade creation enhances efficiency 
and therefore raises the home country's 
welfare. FTAs that are largely trade 
diverting reduce efficiency and lower the 
welfare of the FTA members as well as the 
world.  The impact of trade diversion will 
be negative if the consumer surplus, as a 
result of lower prices due to elimination of 
tariffs, is less than the revenue that could 
have been collected from duties of imports 
from non-members.  

Cooper and Massell (1965) argue that the 
welfare effect of an FTA, whether trade 
creating, trade diverting or both can be 
split into two components namely a tariff 
reduction component, and a pure trade 
diversion component. They compared the 
gain that would accrue to a country as a 
result of a given non-preferential reduction 
of its tariff from its previous prohibitive 
level with that which would accrue to the 
country should it join an FTA involving 
the same change in domestic prices. The 
analysis revealed that any rise in consumer 
welfare as a consequence of forming an 
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FTA, whether as a result of trade creation 
or a favourable consumption effect, is due 
entirely to the tariff reduction component 
of the move.  

2.1.3 Economies of Scale Argument 
RTAs present firms in member countries 
with the opportunity to exploit economies 
of scale through enlarged and economies 
of scale in the formation of RTAs 
(Amponsah, 2002). Corden (1972) 
formalised this theory in terms of the 
importance of scale of economies to trade 
and welfare under FTAs. However, this is 
based under the assumption that firms 
operating within the RTA would produce 
more goods following formation of RTAs 
(Amponsah, 2002). Corden (1972) 
proposes that RTA has a cost reduction 
effect, enhanced intra-regional trade, 
resulting from greater internal demand and 
reduced barriers to trade. The immediate 
result expected is provision of 
opportunities for firms to achieve greater 
economies of scale and lower output prices 
as these firms capture larger markets for 
their products both at home and abroad 
(Amponsah, 2002). According to 
Amponsah (2002) this phenomenon is also 
supposed to give rise to economic gains in 
partner countries within the RTA. 

RTAs may successfully erode the market 
power of dominant firms in the member 
countries (Smith & Venables, 1988). This 
is done by encouraging market entry by 
competing firms from other member 
countries and, thereby, contributes to 
lowering prices. Granted, Baldwin and 
Venables (1995) do not seem to confirm 
such pro-competitive effects in their study. 
The authors conjecture, however, that an 
RTA may only cause a shift in the 
production of goods among member 
countries, while having little or no impact 
in reducing market segmentation, and little 
or no increase in the number of firms in 
the trading bloc that produces similar 
products (Amponsah, 2002). 

Additionally, the benefits from trade 
depend on the production and demand 
characteristics of the goods that a country 
produces and trades, the economic policies 
pursued, and the trading regime adopted 
(Amponsah, 2002). In Africa, over 80 
percent of export earnings are derived 
from the sale of primary commodities, and 
the price of primary commodities relative 
to manufactures has been deteriorating for 
at least a century at an average rate of 
approximately 0.5 percent per annum 
(Thirwall, 1995). 

2.2 Empirical Evidence  

There are two approaches in the trade 
literature by which impacts of RTAs are 
assessed. One is the ex post that assesses 
the impacts of RTAs by using simple 
investigation of intra-regional trade 
patterns following the formation of the 
RTA. The other is the ex ante approach 
that is undertaken at an earlier date before 
the formation of the RTA. We provide a 
general review of some of the existing 
findings that draw heavily on studies by 
Pomfret (1988), the WTO (1995), DeRosa 
(1998), and a summary review of past 
studies by the Organization for Economic 
Cooperation and Development, OECD 
(2001a). 

2.2.1 Evidence from Ex Post Studies 

The ex post analyses from the cited studies 
report substantial expansion of intra-
European Community(EC) trade during 
the 1960s.Intra-EC trade as a share  of the 
total EC trade increased from 35 percent  
in 1960 to 49 percent in 1970. 
Furthermore, with the expansion of the EC 
to include Denmark, Ireland, and United 
Kingdom, intra-EC trade as a share of its 
total trade grew more slowly, from 49 
percent in 1975 to 52 percent in 1981. 

Rattso and Torvik (1998) carried out a 
research on the impact of trade 
liberalisation in Zimbabwe which was 
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carried out in early 1990s under Economic 
Structural Adjustment Programme. 
According to Rattso and Torvik Zimbabwe 
economy has not responded favourably to 
quick trade liberalisation. The immediate 
experience involved contraction in output 
and employment, a consumption boom, the 
inflow of imports and a rising trade deficit 
(Rattso & Torvik, 1998). Rattso and 
Torvik noted that the timing of the reform 
was unfortunate since it coincided with 
serious drought in 1992.  

According to Rattso and Torvik (1998) the 
Zimbabwe economy expanded during 
trade liberalisation phase 1, 1990-91, as 
expected and contracted during phase 2, 
1991-92, with drought. Compared to trend 
growth, output fell by about 10 percent in 
1992.  

Merchandise imports rose by more than 20 
percent on an annual basis (Rattso & 
Torvik, 1998). Real exports fell and the 
1993 merchandise exports were still below 
the 1990 figure (measured in US dollars). 
The trade deficit at its worst reached 20 
percent of GDP. The foreign debt 
accumulated fast during the liberalisation 
process in a country that previously had 
shown prudent control and independence 
from international financial markets. 

Imports crowded out domestic production. 
The negative effect on industrial 
production was influenced by the 1992 
drought, with reduced agricultural income 
and demand and reduced access of inputs 
from agriculture to industrial processing. 
The interest rate shock associated with 
financial liberalisation raised the costs of 
working capital, and real wages dropped 
substantially with the overall rise in 
inflation (Rattso & Torvik, 1998). 

In other work, Vamvakidis (1998) has 
tried to estimate the effect on growth of 
the size and openness of neighbouring 
countries, and finds that countries which 
have neighbours with large open 

economies experience faster growth. 
Openness matters more than size. Being 
near a developed country also has a 
positive spill-over effect. In both respects, 
sub-Saharan Africa is at a disadvantage, 
consisting as it does of mainly small and 
highly protected economies, relatively 
remote from the industrialised economies 
of Europe and North America. 

2.2.2 Evidence from Ex Ante Studies 
Lewis et al (1999) have conducted a study 
on southern Africa. They consider the 
effects of SADC (parallel to the EU-South 
Africa FTA) and a trilateral agreement 
which includes the EU as well. The results 
indicate that in either type of RTA trade 
creation exceeds trade diversion, 
suggesting that the EU is more important 
than South Africa for trade and growth in 
the rest of southern Africa, as the latter 
gains far more from a trilateral RTA. Its 
real GDP increases by 4.1 percent per 
annum with a trilateral agreement, whereas 
its real GDP increases by only 0.33 
percent per annum when it forms the RTA 
with South Africa alone.  

2.2.3 Ancillary Policy Issues Associated 
with RTAs 

Although the focus of empirical studies of 
the effects of RTAs has been primarily on 
the changes in trade flows induced by 
regional integration, other consequent 
effects deserve attention. The first is that 
changes in trade flows may lead to a 
change in world prices, potentially 
improving the terms of trade of 
participating countries, although this gain 
may arise at the expense of third countries. 
For example, Chang and Winters (1999) 
show that Brazil’s membership in 
MERCOSUR has been accompanied by a 
substantial decline in the relative prices of 
imports from third countries. Econometric 
estimates seem to suggest that these 
changes in relative prices are largely due 
to the reduction in tariffs on members’ 
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exports to the bloc as compared to those 
on world exports. The results also show 
that third countries’ export prices in the 
Brazilian market declined in absolute as 
well as relative terms during the 
integration period, indicating that 
MERCOSUR’s terms of trade have 
improved at the expense of the rest of the 
world.  

The second effect is that changes in tariffs 
and trade volumes will generally lead to a 
loss of government tariff revenue. The cost 
to government depends on the social cost 
of raising funds in alternative ways, and 
can be severe especially for developing 
countries where trade taxes are an 
important source of government revenue. 
For example, Fukase and Martin (1999) 
indicate that Cambodia’s entry into 
ASEAN provided a powerful stimulus for 
the introduction of a value added tax to 
compensate for the loss of customs duties 
amounting to 56 percent of total tax 
revenue prior to its entry into the 
agreement.  

From the above discussion, it is apparent 
that the impact of a free trade agreement 
on imports, welfare and revenue is 
ambiguous from a theoretical point of 
view. The various theoretical contributions 
point to potentially important effects and 
fundamental guidelines, but no general 
conclusions can be drawn from theory 
alone. This therefore implies that the 
question of whether a free trade agreement 
is welfare-increasing or not is essentially 
an empirical question that must be settled 
by examining data specific of free trade 
agreement on Zimbabwe. Although Rattso 
and Torvik in 1998 carried a research on 
the effects of trade liberalisation, their 
study is not enough to explain the effect of 
a WTO FTA case as it was partial 
liberalisation. It is therefore important that 
this research is undertaken to fill the gap in 
literature. More importantly, this study 
focuses mainly on revenue effects which is 
expected to provide Zimbabwe with 

measures aimed at mitigating revenue loss 
caused by trade liberalisation.  

3. RESEARCH METHODOLOGY 

A Tariff Reform Impact Simulation Tool 
(TRIST) developed by the World Bank 
will be used in this study. TRIST is a trade 
policy impact assessment tool build in 
Excel spreadsheet that can be used to 
simulate the short term implications of 
tariff reform on revenue (World Bank, 
2012). It can give an indication which 
sectors of the domestic economy are likely 
to be most affected in terms of output and 
employment.  

TRIST uses country’s revenue authorities 
reported data for imports and collected 
duties from the tariff, value added tax and 
excise tax at the tariff line (HS 8 digit) 
level, broken down by trading partner 
groups (World Bank, 2012). The use of 
TRIST model allows for the identification 
of tariff exemptions and the trading partner 
specific collection rates for tariffs, VAT 
and excise duties (World Bank, 2012). 
This provides for more accurate 
projections than when using statutory tariff 
rates.  

The TRIST model estimate short-term 
tariff, VAT and excise revenue and import 
value changes at tariff line level. This is 
important as it enable the government to 
evaluate the effects a trade policy reform. 
For example, through TRIST model 
government will be able to know in 
advance major casualty of tariff reform. 
This will therefore enable the government 
to either classify such products as sensitive 
product which will be exempted from 
trade policy reform or provide relevant 
safety nets. 

The TRIST model also calculates the 
resulting changes in applied tariffs and 
prices by sector. Through the TRIST 
model the impact of a trade policy reform 
on domestic prices of products by sector 
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can be estimated. This is an important 
outcome as it is one of the objectives of 
this study. Many developing countries 
have suffered from food riots as food 
prices soared after member states 
undertook to liberalise the agricultural 
sector. Also, the TRIST model will also 
show the extent to which applied tariffs 
have changed after a tariff reform. 

In addition, it gives an indicative idea of 
the magnitude of output and employment 
losses by sector (the quality of results will 
depend on availability of detailed data). 
However, this fundamental was not 
undertaken because of unavailability of 
data at the time this research was 
undertaken. 

This study grouped Zimbabwe trading 
partners in various groups as follows: 

• COMESA FTA, these are member 
states in COMESA who have 
implemented the FTA with Zimbabwe. 
As a result, trade between Zimbabwe 
and these countries will be duty free 
for the agreed tariff lines. These 
countries are Zambia, Sudan, 
Mauritius, Malawi, Egypt, 
Madagascar, Kenya, Burundi, Rwanda, 
Libya, Comoros, Seychelles and 
Djibouti. 

• COMESA non FTA, some member 
states in COMESA have applied for 
reprieve (derogation) to implement the 
COMESA FTA. The countries 
considered in this study which are part 
of the COMESA non FTA are 
Democratic Republic of Congo, 
Uganda, Swaziland, Ethiopia and 
Eritrea. 

• SADC non COMESA, the study took 
this as another trade partner whose 
trade with Zimbabwe will not enjoy 
preferential treatment from COMESA. 
SADC non COMESA are member 
states which are in SADC but not in 
COMESA. These are South Africa, 

Botswana, Angola, Tanzania, 
Mozambique, Lesotho and Namibia. 

• The EU is included as a Zimbabwe 
trading in this study. Twenty – seven 
member states which were considered 
under the EU regional group are 
Austria, Belgium, Bulgaria, Cyprus, 
Czech Republic, Denmark, Estonia, 
Finland, France, Germany, Greece, 
Hungary, Ireland, Italy, Latvia, 
Lithuania, Luxembourg, Malta, 
Netherlands, Poland, Portugal, 
Romania, Slovakia, Slovenia, Spain, 
Sweden and United Kingdom. 

• Other Zimbabwe major trading 
partners which include USA, China, 
United Arab Emirates, Kuwait, India 
and Japan were included in this study 
to evaluate the impact of various tariff 
reforms on Zimbabwe. The list of 
Zimbabwe’s major trading partners 
seemed to have left out traditional 
partners such as South Africa, Zambia 
and the United Kingdom because these 
countries are already covered under 
SADC non COMESA, COMESA FTA 
and EU, respectively. 

• The last Zimbabwe trading partner is 
classified under the rest of the world 
(ROW). ROW includes all countries 
outside the list above. As a result, this 
study included all Zimbabwe trading 
partner even those outside the WTO it 
evaluating the impact of trade policy 
reforms on Zimbabwe. 

• A WTO FTA scenario was also used to 
determine impact its impact on 
Zimbabwe. In this study, a unilateral 
WTO FTA was evaluated. 

After defining tariff reform scenarios and 
model parameters, the study undertook 
simulation of trade policy single Excel 
Import responses to tariff changes are 
modelled in a partial equilibrium 
framework. The TRIST model takes into 
account substitution between imports from 
different trading partners, substitution 
between domestic production and imports 
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and the effect of tariff liberalisation on 
overall demand (World Bank, 2012). 
However, it does not take into account 
secondary growth or competitiveness 
effects.  

After simulation, the following results are 
expected excluding impact on output and 
employment since there was not data for 
such analysis. 

• Imports by product and trading partner; 

• Tariff surcharge and VAT revenue by 
product and trading partner; and 

• Applied tariff rates and price changes 
by sector. 

4. RESEARCH FINDINGS 

This section presents the empirical 
findings and analysis of the revenue and 
welfare implications of the WTO FTA on 
Zimbabwe. This will be followed by the 
presentation of the TRIST results and their 
analysis which is aimed at addressing the 
research question posed in the study. 

An FTA situation here implies that 
Zimbabwe would have concluded free 
trade agreement with the whole world. 
This can be a hypothetical investigation of 
the conclusion of the Doha Round which is 
being spearheaded by the WTO on 
Zimbabwe. Although the intention of the 
WTO is not to exclusively disband all 
forms of controls as in this analysis it still 
remain intuitive to test the impact of a total 
removal of trade protection mechanisms.  

The need to check the impact of a free 
trade agreement for Zimbabwe is coupled 
by the fact that, many member states 
including Zimbabwe are spearheading 
FTAs at regional level and have bilateral 
agreements with their major trading 
partners outside their regional trading 
blocs. Technically, a country will come 
close to a near free trade agreement in its 
own world.  

Zimbabwe imports before an FTA stood at 
$6.9 billion. However, if the country 
would have completed an FTA with all its 
trading partners it would have seen its 
imports rising by $184.9 million to $7.04 
billion. 

Table 1: The Impact of Revenue and Imports on Zimbabwe after WTO FTA 

Impact on imports: Value US$ 
Imports pre FTA 6,857,061,222 
Imports post FTA 7,041,924,516 
Change in imports 184,863,293 
% change in imports 2.7% 
Impact on Revenue:   
Tariff revenue pre FTA 467,538,350 
Tariff revenue post FTA 0 
Change in tariff revenue -467,538,350 
% change in tariff revenue -100.0% 
Total Tax Revenues on Imports   
Total revenue pre FTA 1,327,474,459 
Total revenue post FTA 825,018,428 
Change in Total revenue -502,456,031 
% change in Total revenue -37.9% 
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Total Tax Revenues on Imports and Domestic Production   
Total tax revenue pre FTA 1,327,474,459 
Total tax revenue post FTA 825,018,428 
Change in total tax revenue -502,456,031 
% change in total tax revenue -37.9% 
Collected Tariff rate:   
Collected applied tariff rate pre 6.8% 
Collected applied tariff rate post 0.0% 
% change in collected applied tariff rate -100.0% 
Source: Author’s own calculations 

However, the country would have 
immediately lost out $467.5 million in 
terms of tariff revenue (see table 1). Total 
amount of revenue that could have been 
collected before an FTA was $1.3 billion 
but fell to $825 million after an FTA. 
Since the country literally collects nothing 
from import duty, it therefore means that 
the $825 million is made up of VAT and 
excise duty. An FTA for Zimbabwe will 

result in total revenue going down by 37.9 
percent (see table 1). 

4.1 Impact of WTO FTA Zimbabwe on 
Imports by Destination 

Overall, Zimbabwe imports increased by 
2.7 percent, that is, US$184.9 million. 
With the rest of the world, that is, 
countries which are outside classification 
shown in table 2 

Table 2: The Impact of WTO FTA on Zimbabwe Imports by Source (US$ Millions) 

TRADING PARTNERS 
Imports Pre 
WTO FTA 

Imports Post WTO 
FTA 

Change 
US$ 

Change 
% 

Rest of the World 325.0 333.4 8.4 2.59 
COMESA FTA 454.8 452.1 (2.7) (0.59) 
COMESA non FTA 22.8 22.9 0.1 0.20 
SADC non COMESA 3,284.4 3,357.4 73.0 2.22 
EU 1,501.4 1,519.0 17.5 1.17 
USA 554.0 613.9 60.0 10.81 
China 290.7 303.7 13.0 4.46 
UAE 77.3 81.1 3.8 4.96 
Kuwait 152.7 152.7 0.0 0.00 
India 107.0 109.6 2.6 2.41 
Japan  86.9 96.3 9.3 10.73 
Total 6,857.1 7,041.9 184.9 2.70 
Source: Author’s Own Calculations 

Zimbabwe imports from the EU, USA, 
SADC non COMESA countries (member 
states in SADC which are not in 
COMESA such as Mozambique, Botswana 
and South Africa), United Arab Emirates 

(UAE) and Japan rose by US$17.5 million, 
US$60 million, US$73 million, US$3.8 
million and US$9.3 million, respectively. 
The increase in imports can be attributed 
to the alignment of tariffs in line with the 

Gift Mugano,Michael Brooks & Pierre Le Roux, Int. J. Eco. Res., 2013, v4i2, 104 - 120 ISSN: 2229-6158

IJER | MAR - APR 2013  
Available online@www.ijeronline.com

112



new requirement of 0 percent for all 
imports. As a result, some product 
categories will witness massive decline in 
import duties, for example, heavy trucks 
which were previously at duty rate ranging 
from 60 percent to 80 percent will coming 
at a duty free under the WTO FTA.  

SADC and EU remained major trading 
partner for Zimbabwe. Total imports 
before and after Zimbabwe implemented 
the WTO FTA for SADC and EU stood at 
US$3.3 billion and US$1.52 billion, 
respectively. 

Zimbabwe registered imports from the 
COMESA FTA member states declined by 
US$2.7 million (see table 2).  

4.2 The Impact of a WTO FTA on 
Zimbabwe Revenue 

This section discusses the statutory 
revenue, actual revenue collected, VAT 
and excise revenue. 

(a) Impact on Statutory Revenue 

Statutory revenue is the revenue which the 
government expect to receive if all imports 
are levied relevant import duties without 
concessions.  

Table 3: The Impact of WTO FTA on Zimbabwe Revenue: Statutory Revenue 

(US$ Millions) 

Categories 
 STR Pre WTO 
FTA  

 STR Post 
FTA  

 Change 
US$  

Change 
% 

Rest of the World 25.2 27.8 2.6 10.26 
COMESA FTA 37.8 36.6 (1.1) (2.99) 
COMESA non FTA 0.64 0.64 0.0 0.00 
SADC non COMESA 564.0 588.9 24.9 4.42 
EU 98.0 103.0 5.0 5.06 
USA 164.8 185.7 20.9 12.71 
China 31.8 35.6 3.9 12.11 
UAE 8.8 9.9 1.1 13.11 
Kuwait 6.0 6.0 0.0 0.0 
India 6.1 6.5 0.4 6.23 
Japan  27.1 30.3 3.3 12.06 
Total 970.1 1,031.0 60.9 6.28 
Source: Author’s Own Calculations 

Zimbabwe’s revenue before WTO FTA 
stood at US$970 million. The country’s 
revenue is expected to rise to US$1.03 
billion after adopting WTO FTA. The 
increase in revenue by $60.9 million, that 
is, 6.28 percent of total will be propelled 
by marginal increase in imports after 
adopting the WTO FTA. 

Major sources of revenue to Zimbabwe by 
destination in descending order are SADC 
non COMESA countries, United States, 
EU and Japan (see table 3). Zimbabwe 
revenue from SADC non COMESA 
countries stood at US$564 million. 
However, after the adoption of WTO FTA 
Zimbabwe revenue increased by US$24.9 
million. Zimbabwe revenue on imports 
from the United States was US$165 
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million and rose to US$186 million after 
the implementation of the WTO FTA. By 
and large, imports from United States 
contributed a surge in revenue by US$21 
million. This is in line with a surge 
imports from the United States. 

 

(b) Collected Tariff Revenue Impact 

Unlike the statutory tariff revenue which 
hypothetically shows what is due to the 
country in terms of revenue if no 
concessions are given, the collected tariff 
revenue is the actual revenue collected. 
Normally, there is a variance between 
statutory tariff revenue and collected 
revenue. 

Table 4: The Impact of WTO FTA on Zimbabwe Revenue: Collected Tariff 

Revenue (US$ Millions) 

Categories 
 CTR Pre WTO 
FTA  

 CTR Post WTO 
FTA  

 Change 
US$  

Change 
% 

Rest of the World 17.6 - (17.6) (100.00) 
COMESA FTA 2.1 - (2.1) (100.00) 
COMESA non 
FTA 0.157 - (0.157) (100.00) 
SADC non 
COMESA 193.0 - (193.0) (100.00) 
EU 40.6 - (40.6) (100.00) 
USA 153.3 - (153.3) (100.00) 
China 24.7 - (24.7) (100.00) 
UAE 7.4 - (7.4) (100.00) 
Kuwait 0.004 - (0.004) (100.00) 
India 4.2 - (4.2) (100.00) 
Japan  24.5 - (24.5) (100.00) 
Total 467.5 - (467.5) (100.00) 
Source: Author’s Own Calculations 

Zimbabwe revenue collected before 
adopting the WTO FTA was US$467.5 
million. However, after adopting the WTO 
FTA, Zimbabwe is expected to lose the 
entire import tariff revenue as all the 
commodities will be imported duty free.  

It is worth to note that the actual collected 
revenue is 51.8 percent lower than the 
statutory revenue expected. The result 
suggests that Zimbabwe borders are 
porous. Most goods could be smuggled 
into the country without paying required 
import duty. There could be rampant 
corruption at the border. Senior 

government officials exempted from 
paying import duties could be abusing the 
system. 

(c) Value Added Tax 

Value added tax is domestic tax instrument 
collected on all commodities traded within 
the country. For imports, all imported 
goods and services pays VAT as well in 
addition to import tariffs such as import 
duty and surtax. The inclusion of VAT in 
this analysis is to provide policy options 
available to the country in the face of 
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decline in government revenue caused by 
removal of import duties. 

Table 5 shows VAT collected by 
Zimbabwe before a tariff reform and after 
tariff reform as well as various 
contribution of VAT from different trading 

partners. Zimbabwe VAT levied on all 
imports before a WTO FTA stood at 
US$581 million. The implementation of 
WTO FTA saw Zimbabwe revenue from 
VAT falling to US$546 million, that is, a 6 
percent decline.  

 

Table 5: The Impact of WTO FTA on Zimbabwe Revenue: VAT (US$ Millions) 

Categories 
CTR Pre WTO 

FTA 
CTR Post WTO 

FTA 
Change 

US$ 
Change 

% 
Rest of the World 22.4 21.4 (1.0) (4.65) 
COMESA FTA 21.0 20.4 (0.60) (3.03) 
COMESA non FTA 3.4 3.4 (0.0) (0.28) 
SADC non COMESA 314.5 302.5 (12.0) (3.86) 
EU 49.5 46.5 (3.0) (5.99) 
USA 100.3 86.6 (13.8) (13.70) 
China 39.0 37.3 (1.7) (4.12) 
UAE 8.8 8.4 (0.40) (4.09) 
Kuwait 0.000701 0.000597 (0.000104) (14.84) 
India 6.1 6.0 (0.0001) (2.60) 
Japan  16.1 13.9 (2.2) (13.63) 
Total 581.3 546.4 (34.9) (6.00) 
Source: Author’s Own Calculations 

Although Zimbabwe lost US$35 million in 
terms of VAT revenue after embracing 
WTO FTA it does not entirely put entirely 
VAT system into disrepute in using it as 
an alternative policy option in mitigating 
losses of revenue from tariff reforms. Still 
with the use of the TRIST model the study 
is able to reveal that government of 
Zimbabwe will be collecting a staggering 
US$571 million in revenue through VAT. 

Major contributors to Zimbabwe VAT 
revenue are SADC non COMESA 
countries, United States, EU, China, UAE 
and Japan with contributions of US$315 
million, US$100 million, US$39 million, 
US$8.8 million and US$16 million, 
respectively. 

The contribution of VAT revenue is in line 
with the contribution of imports to 
Zimbabwe by these trading partners. The 
same trading partners who topped VAT 
revenue contributions are the same who 
were top sources of Zimbabwe imports 
after the country implemented WTO FTA 
for the simple reason that VAT is an ad 
valorem tax. Hence, trading partners who 
supply more goods to Zimbabwe will pay 
more VAT. 

(d) Excise duty 

Excise duty is a domestic tax levied 
selected products such as beer and tobacco 
aimed at discouraging over consumption 
of those commodities on health grounds.  

Gift Mugano,Michael Brooks & Pierre Le Roux, Int. J. Eco. Res., 2013, v4i2, 104 - 120 ISSN: 2229-6158

IJER | MAR - APR 2013  
Available online@www.ijeronline.com

115



Table 6: The Impact of WTO FTA on Zimbabwe Revenue: Excise Duties (US$ 

Millions) 

Categories 
 Excise Pre WTO 
FTA  

 Excise Post WTO 
FTA  

 Change 
US$  

Change 
% 

Rest of the World 1.4 1.4 - - 
COMESA FTA - - - - 
COMESA non 
FTA - - - - 
SADC non 
COMESA 16.9 16.9 (0. 048) (0.28) 
EU 238.4 238.4 - - 
USA 0.102 0.102 - - 
China - - - - 
UAE 0.943 0.943 - - 
Kuwait 20.9 20.9 - - 
India - - - - 
Japan  - - - 

 Total 278.7 278.7 (0.48) (0.02) 
Source: Author’s Own Calculations 

Table 6 shows the contribution of excise 
duty into the national coffers. Revenue 
generated by excise tax before WTO FTA 
stood at US$278.7 million. The country 
witnessed a marginal decrease in excise 
tax after adopting the WTO FTA. 
Expected excise revenue is expected to 
decline by US$47 851.  

4.3 The Impact of Zimbabwe WTO 
FTA by ISIC  

This section discusses the impact of tariff 
reform scenario on Zimbabwe industry and 
prices in general which are part of the 
objectives of this study. From this study 
Zimbabwe prices are expected to decrease 
by a weighted average of 8.4 percent is 
caused by the need to align Zimbabwe 
import tariffs of these products from high 
rates to 0 percent for all commodities in 
line with WTO FTA nomenclature. The 
move transforms into low prices as 
importers of these commodities pass on 
the benefit of reduced import duty to 

households by reducing prices. This is 
welfare improving. 

5. CONCLUSIONS AND POLICY 
OPTIONS  

This chapter summaries the research 
findings relating to the revenue and 
imports of the WTO FTA on Zimbabwe. 
Conclusions are drawn based on the 
findings. The last section will put forward 
policy options that the policy makers in 
Zimbabwe may wish to adopt.  

5.1 Summary of Research Findings 
The study used the Trade Reform Impact 
Simulation Tool model to evaluate the 
impact of a WTO FTA on imports, 
revenue and prices on Zimbabwe. The 
TRIST model provides some interesting 
and useful results which would be helpful 
to policy makers in the on-going Doha 
Round negotiations. A notable result from 
the analysis is that the implementation of 
the WTO FTA will present both benefits 
and challenges for the country.  
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An FTA situation here implies that 
Zimbabwe would have concluded free 
trade agreement with the whole world. 
This can be a hypothetical investigation of 
the conclusion of the Doha Round which is 
being spearheaded by the WTO on 
Zimbabwe. Although the intention of the 
WTO is not to exclusively disband all 
forms of controls as in this analysis it still 
remain intuitive to test the impact of a total 
removal of trade protection mechanisms.  

The need to check the impact of a free 
trade agreement for Zimbabwe is coupled 
by the fact that, many member states 
including Zimbabwe are spearheading 
FTAs at regional level and have bilateral 
agreements with their major trading 
partners outside their regional trading 
blocs. Technically, a country will come 
close to a near free trade agreement in its 
own world.  

Zimbabwe imports before an FTA stood at 
$6.9 billion. However, if the country 
would have completed an FTA with all its 
trading partners it would have seen its 
imports rising by $184.9 million to $7.04 
billion. 

However, the country would have 
immediately lost out $467.5 million in 
terms of tariff revenue. Total amount of 
revenue that could have been collected 
before an FTA was $1.3 billion but fell to 
$825 million after an FTA. Since the 
country literally collects nothing from 
import duty, it therefore means that the 
$825 million is made up of VAT and 
excise duty. An FTA for Zimbabwe will 
result in total revenue going down by 37.9 
percent. 

Price effects are significant especially in 
all the scenarios. A unilateral WTO 
liberalisation will result in prices tumbling 
by a weighted average of 8.4 percent in 
Zimbabwe. A COMESA CET that 
excludes SADC will result in prices falling 
by 0.36 percent in Zimbabwe.  

Results from the TRIST model shows that 
VAT revenue is reduced despite increasing 
imports, due to the fact that the tax base is 
being reduced through tariff and price 
reductions. 

In Zimbabwe it seems that the country is 
giving a large number of tax exemptions. 
As a result, actual trade revenue collected 
is around 51.8 percent of its potential level 
for duties and VAT. 

5.2 Policy Options for Zimbabwe  

An ultimate free trade agreement is 
inescapable for Zimbabwe. A number of 
measures could be put in place to mitigate 
the negative impact and also enhance the 
benefits of the WTO FTA 

1. The country need to consider 
improving the collection of revenue 
from alternative sources such as 
personal and company taxes and excise 
duty in order to cushion itself against  
the revenue loss impact of the WTO 
FTA. The country could reconfigure 
the income tax bands so that they 
become more progressive thereby 
raising more revenue. Government 
could also consider widening the tax 
base by taxing the informal sector, 
which has been growing rapidly in the 
past years. And, fiscal authorities need 
to consider VAT as an important trade 
policy instrument that can be used to 
mitigate loss of revenue due to trade 
liberalisation as suggested by Alfieri, 
Cirera and Rawlinson (2006). 

2. The agreement by member states to 
have a basket of sensitive products will 
help to reduce the revenue loss for 
Zimbabwe. In this regard, Zimbabwe’s 
negotiators should push for sensitive 
products that will not be subjected to 
tariff reduction for some time. This is 
crucial as it gives member states the 
needed policy space to develop their 
sensitive industries before opening up 
to third countries’ competition. For 
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Zimbabwe the sensitive products 
basket should mainly be composed of 
finished products that are currently 
levied high duty rates.  

3. Government needs to put in place 
capacity utilisation and re-tooling loan 
facility to encourage industries to 
increase their capacity utilisation and 
boost their efficiency and 
competitiveness in preparation for the 
reduction and removal of tariffs in 
some cases. An industrial bank mooted 
in the 2012 – 2016 industrial policy 
should come into reality. The industrial 
bank objectives inter-alia includes the 
provision of long term finance to 
industry at concessionary rates for re-
tooling. 

4. In addition to this, the industry needs 
to be sensitised and educated about the 
trade reforms and its implications so 
that they are well prepared. 

5. Using the ongoing Doha Development 
Agenda, the government of Zimbabwe 
should call for smooth and flexible 
implementation of trade liberalisation 
that will take into account peculiar 
situation of developing countries like 
Zimbabwe.  

6. On the ongoing Doha Round 
negotiations Zimbabwe should argue 
for adjustment facility which is 
designed to assist member states that 
will incur adjustment costs due to tariff 
reductions.  
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