
JAN 13 1981 

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA.
 

FROM: 	 AAA/AFR/DR,-J&'fW. Koehring
 

SUBJECT: 	 FY 1981 Zambia Commodity Import Program
 
(CIP) Loan
 

Problem: Your approval is required for the agricultural sector
 
support measures negotiated between AID/Zambia and the Government
 
of the Republic 	of Zambia (GRZ) in connection with the Zambia FY
 
1981 Commodity Import Program (CIP) Loan.
 

Discussion: On January 10, 1981, the Administrator authorized
 
up to $15 million tor a loan to the Government of the Republic of
 
Zambia (GRZ) for a Commodity Import Program. The foreign exchange
 
provided under this loan will be used to tinance the procurement
 
of fertilizer raw materials or fertilizer which will help increase
 
the yields and total output ot Zambia's staple food crop, maize.
 

At the time when this activity was authorized, tentative agreement

had been reached between the GRZ and AID/Zambia on the agricultural
 
sector support measures, subject to tinal GRZ cabinet approval.
 
AID/Zambia, in Lusaka 00010, has indicated that the GRZ approved
 
the support measures quoted therein, and as amended by Lusaka
 
00042.
 

We have reviewed the support measures as finally approved by the
 
GRZ cabinet and we are satistied that these meet the goals which
 
the Bureau established for desired changes in Zambian agricultural
 
sector policies. We have concluded that there were no significant
 
changes made in the final support measures as compared to those
 
measures that were set forth in the PAAD authorization package.
 

The principal change occured in the addition of a new paragraph

B. This provision acknowledges the GRZ's responsibilities of
 
right of actions as well as progressive steps that it has taken
 
towards the realization of Zambia's agricultural potential. This
 
is a recognition of Zambia's sovereignty. At the same time,
 
paragraph B recognizes the USG's interests and intentions to
 
assist the GRZ in the realization of its goals in the agricul
tural sector.
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Other minor changes concern certain dates which are
 
acceptable.
 

The PAAD provides that AA/AFR must approve the finally
 
negotiated agricultural sector support measures prior to the
 
execution of the loan agreement.
 

Recommendation: That you approve the final agricultural
 
sector support measures negotiated between the GRZ and
 
AID/Zambia, and authorize the signing of the Loan Agreement.
 

Approved: __ _ 

Disapproved:
 

Date:
 

Attachment:
 

A. Support Measures
 

Clearances:
 

GC/AFR: EDragon ____ Date: 
AFR/DR: NCohen ( IJV. Date: .i/hI I 
AFR/SA: MDagata (dratt) Date: 1/8/81 
AFR/SA: LPompa (dratt) Date: 1/8/81 
AFR/DP/PPEA: FDuncan (dratt) Date: 1/8/81 
AFR/DR/SA: WWolff ____Date: :113K, 
DAA/AFR: WHNorth ___ _/_Date: Z. 

AFR/DR/SA: AHarding:agb:l/12/81
 



SUPPORT MEASURES
 

A. 	 In implementing these support measures which complement
 
the overall objectives of the Third National Development
 
Plan (TNDP), specific emphasis will be placed on con
tribution directly to development in poor rural areas and
 
in increasing agricultural production through small farm
 
agriculture.
 

B. 	 The United States Government intends to lend its full
 
support to the Government of the Republic of Zambia
 
which has taken determined and progressive steps in
 
recent months towards realizing Zambia's agricultural
 
potential. In this regard, The United States Government
 
is willing to assist the Government of the Republic of
 
Zambia in increasing maize producer prices in real terms
 
in order to encourage small far production and lead
 
tc maize self-sufficiency. The United States Government
 
recognizes that a price increase can only be effected if
 
it does not enlarge Zambian Budgetary Subsidies for
 
consumer and producer price. In support of Government
 
of the Republic of Zambia decisions, the United States
 
Government is prepared to utilize local currency
 
attributable to this loan to help subsidize a real
 
increase in maize producer prices. In accordance with th:.
 
principle, the United States Government is ready to
 
commit the local currency generated under this loan,
 
and, to the extent of funds available under this loan, 
to cover 	 a commensurate real price increase which the 
Government of the Republic of Zambia decides is appro
priate and will offer a substantial incentive to farmers.
 

C. 	 The Government of the Republic of Zambia will:
 

1. 	 (A) Reinforce the Planning Unit within the Ministry
 
of Agriculture and Water Development charged
 
with undertaking comprehensive annual and ad
 
hoc reviews of agricultural producer prices and
 
fertilizer subsidies.
 

(B) 	 (1) Continue to conduct a comprehensive review
 
of maize producer prices and fertilizer
 
subsidies to determine if there is sufficient
 
incentive to reduce the prevailing maize
 
production shortfalls;
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(2) 	Consider during the course of the 
review the following factors: (A) 
Current production prices in the 
Region, (B) Self-sufficiency, (C) 
The cost of production plus a 
reasonable profit margin, and (D) 
Comparative costs of importation; and
 

(3) Keep AID advised of the findings of
 
the review during the preparation and
 
complete these discussion with AID
 
prior to May 1, 1981. (It is understood
 
that discussions with AID will not
 
include consideration of Ministry
 
recommendations to Cabinet.)
 

(C) 	Adopt a selective approach to the subsidiza
tion of fertilizer and other input costs in
 
order to provide farmers, especially traditional
 
and emergent farmers, with the necessary in
centives to increase the production of maize
 
and to reduce subsidies to manageable levels.
 

2. 	 (A) Reduce consumer subsidies on maize and fertilizer
 
to align retail prices more closely to producer
 
prices.
 

(B) Reduce progressively the per unit maize subsidy
 
within a period to be agreed with AID by June
 
1981.
 

3. To permit commensurate increases in maize producer
 
prices in real terms which will stimulate production,
 
without simultaneously enlarging Zambian Budgetary
 
Subsidies caused by differences between maize consumer
 
and producer prices, utilize local currency attribu
table to this loan to partially subsidize maize pro
ducer/consumer prices. This subsidization is to be
 
done on a declining graduated basis (allowing maize
 
consumer prices to be adjusted suitably) in accordance
 
with a schedule to be adopted in consultation with AID
 
prior to May 1, 1981. The results of the review cited
 
in C.1 (B) above will be instructive in this regard.
 

4. Adopt 	procedures to improve the Ministry of Agriculture
 
and Water Development's crop forecasting by improving
 
the accuracy of the data base and the timeliness of
 
the publication of the forecast.
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5. 	 Through the Ministry of Agriculture and Water
 
Development revive a regular market news service.
 

6. 	 In October of 1981, furnish AID with a statement 
of the progress the Government of the Republic of
 
Zambia has made in carrying out the above measures.
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ACTION MEMORANDUM FOR THE ADMINISTRATOR
 

THRU: 	 'ES
 

THRU: 	 AA/PPC, Mr. Alexander Shako - _J - . .......
 

FROM: 	 AA/AFR, Goler T. Butcherk,)t
 

SUBJECT: 	 P.A.A.D°Authorization - Zambia FY 1981
 
Commodity Import Program Loan
 

Problem: Your approval is required for a Commodity Import

Program (CIP) Loan of $15,000,000 from the Section 53.,

Economic Support Fund,appropriation to the Government of the
 
Republic of Zambia (GRZ). It is planned that the entire
 
authorized total 	of $15,000,000 will be obligated in FY 1981.
 

Discussion: The proposed loan will (I) help mitigate

Zambia's current balance of payments problems; (2) contribute
 
to the GRZ's objectives to accelerate agricultural develop
ment and diversify the economy; and (3) support GRZ/AID
Zambia's goals to increase food production and raise small
 
farmers' incomes. Foreign exchange provided under the loan
 
will be allocated for fertilizer raw materials or fertilizers
 
to be processed by a new plant expansion, scheduled to start
 
operation in July 1981. Utilization of these commodities
 
will help increase the yields and total output of Zambia's
 
staple food crop, maize.
 

An important feature of the FY 1981 CIP Loan is 
the
 
negotiation of several agricultural sector measures supportive

of the objectives outlined above (Attachment A). These measures
 
have been developed as an integral part of the AID/Zambia program.

While not essential to the successful implementation of the CIP,

they are essential to the overall program of USAID/Zambia.

Consequently they are not 	 covenants or
stated as 	 conditions
 
precedent to the loan; instead they are inserted as an annex to
 
the Loan Agieement and,in the Agreement itselfthe GRZ promises

to use the counterpart funds generated by the loan to support

those measures.
 

These measures will reinforce the Ministry of Agriculture and
 
Water Development's planning unit responsible for analyzing

prices and subsidies, especially those for maize and fertilizer.
 
AID/Zambia is prepared to support the strengthening of the staff
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through the Zambia Agricultural Training, Planning and
 
Institutional Development project. The GRZ will 
use
 
annual and ad hoc reviews prepared by the unit as a
 
basis in its annual establishment of producer prices.
 
Additional measures address the maize and fertilizer
 
subsidies and provide a means for assisting the GRZ
 
in reducing such subsidies. Local currencies generated
 
under the loan will partially subsidize maize consumer
 
prices on a declining graduated basis in accordance with
 
a schedule to be adopted in consultation with AID prior
 
tc May 1, 1981. This use of counterpart funds will
 
soften the impact of consumer maize price increases in
 
the short run while leading to reductions in overall
 
subsidy levels over the long run.
 

Tentative agreement between the GRZ and AID/Zambia has
 
been reached on the measures and is awaiting cabinet
 
approval. Signature of the Loan Agreement is contingent
upon approval by the Assistant Administrator for Africa
 
of the final negotiated measures.
 

It has been concluded from the analysis included in the
 
Program Assistance Approval Document (PAAD) that:
 

(1) the program approach is technically and economically
 
sound;
 

(2) the timing and funding of program activities are
 
appropriately scheduled;
 

(3) sufficient planning has been done for the implementation,
 
monitoring and evaluation of progress under this activity;
 
and
 

(4) all statutory criteria have been satisfied.
 

The Initial Environmental Examination, which can be found
 
in Annex I of the PAAD, has been throughly reviewed, and I
 
have approved the negative determination recommended by my
 
staff, in concurrence with the Bureau's Environmental Officer,
 

It is requested you sign the attached PAAD and,thereby,
 
authorize the Loan on the basis of the following condition:
 

rThat prior to execution of the Loan Agreement,the Assistant
 
Administrator for Africa will determine that the 
support measures
 
negotiated with the GRZ are satisfactory to AiD. This condition
 
allows the maximum time and flexibility for AID/Zambia and the
 
GRZ to successfully conclude negotiations.
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A procurement source and origin waiver of up to $4 million
 
from AID Geographic Code 000 (U.S. Only) to Code 941 and
 
899 (Free World) is also required for ocean transport
 
services to ocean ports in East and Southern Africa. It is
 
expected that heavy demands will be made upon the limited
 
supply of suitable U.S. and Code 941 flag vessels during
 
the time of shipping (July - September 1981), and it is
 
probable that insufficient U.S. and Code 941 flag vessels
 
will be a.vailab.e. It is essential that the fertilizer
 
and fertilizer raw materials be shipped during this time
 
in order that they arrive in 2ambia for processing and
 
distribution prior to the beginning of the crop growing
 
season in October. This waiver will only be used if AID/W
 
determines that insufficient, suitable U.S. or Code 941
 
flag vessels are available at the time of shipping. It
 
should also be noted that drawdowns of previous AID
 
Commodity Import Program loans to Zambia have been timely
 
and a similar record is expected for this loan.
 

Two Project Review Meetings were held on October 14 and 31,
 
1980 and the ECPR met on November 24, 1980. All issues were
 
resolved. A Congressional Notification was not necessary
 
as this activity appeared on page 522 of the FY 1981
 
Congressional Presentation. The responsible AID officer in
 
the field will be the AID Representative, or his designee,
 
and the AID/W backstop officer will be Alfred Harding,
 
AFR/DR/SA.
 

There are presently no significant human rights issues in
 
Zambia.
 

Recommendation: That you sign the attached PAAD, thereby,
 
authorizing the proposed activity in the amount of up to
 
$15 million, and the requested waiver.
 

Attachments:
 

PAAD
 

Clearances:
 

DateGC: NHolmes __ ' 
AA&PPC/PDPR: JEriksson 41 Date/', 
GC/AFR: EDragon z-,12 r)WDate . 

CDAA/AFR: WHNorth _iDate 

AFR/DR/SA: AH64 ing:agb:12/18/80
 

_/_/ _ 

_
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Commodities for the agricultural Sector such as fertilizer and
 
fertilizer raw materials, and other commodities directly
 
supportive of agricultural development.
 

Loan: $11,000,000 (Code 000) $11,0oo8 
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FreeWorld: _________________ ___________ 
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The loan will provide U.S. Assistance to the Government of the Republic of
 
Zambia (GRZ) to (1) provide short-term balance of payments relief; (2)
 
contribute to the GRZ's longer run objectives to accelerate agricultural

development and diversify the structure of the economy; and (3) support
 
GRZ-AID Zambia's goals to increase food production and raise small farmers'
 
incomes. The loan will make available foreign exchange for critically
 
needed public and private sector agricultural imports and related services
 
to be agreed upon by the GRZ and AID.
 
1. The GRZ shall repay the loan to AID in United States Dollars within forty

(40) years from the date of the first disbursement under the loan including
 
a grace period of not to exceed ten (10) years from such date. The GRZ shall
 
pay to AID in United States Dollars interest at the rate of two percent (2%)
 
per annum during the grace period and three percent (3%) per annum thereafter
 
on the outstanding disbursed balance of the loan.
 

2. Local currencies will be used in conjunction with economic measures now being
 
negotiated to achieve maize self-sufficiency and reduce maize subsidies
 
through producer and consumer price adjustments. Continued on next page.....
 

AAA/AFR/DR, Jl.Koehring a"___, . 

AFR/SA, TMorse (draft) 12/22/,O t
GC /AFR., EADrago i .=/-'D -c 4U 0*F,_-1-/ QP.-r ,,E.-;,ZT:. s, , 


PC/PDPR: Jr on Doug-l-as J. Bennet, Jr. 6/
I_-. 


! : h- ,/, >- Administrator, AID 

('Th'NALT. II2ED
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3. The PAAD includes one condition precedent. Prior to loan
 
execution, negotiations must be concluded between the GRZ and
 
AID/Zambia on the measures outlined on pages 49-51 of the PAAD.
 
Upon finalizing these negotiations, the Assistant Administrator
 
of the Africa Bureau will determine whether the agreements are
 
satisfactory to AID. This provision will allow maximum time and
 
flexibility for AID/Zambia and the GRZ to successfully negotiate

the measures.
 

4. Commodities and related services financed under the loan shall
 
have their source and origin in the U.S. (A.I.D. Geographic Code
 
000), except for charges-related to ocean transportation for
 
which a source waiver to Code 941 and Code 899 is included as
 
Annex J.
 

By your signature you will authorize this waiver and will certify

that the interests of the U.S. are best served by permitting
 
financing of transportation services on ocean vessels under flag

registry of free world countries other than the cooperating
 
country and countries included in 941.
 

5. Such other terms and conditions as AID may deem advisable.
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ZAMBIA COMMODITY IMPORT PROGRAM LOAN
 

FY 1981
 

Summary
 

A. Problem
 

Political Considerations
 

The United States foreign policy in southern
 
Africa is to support self-determination, majority rule,
 
and equal rights and human dignity for all people of
 
the region. The focal point of this policy was Zimbabwe
 
(then Rhodesia) until its transition to majority rule in
 
April 1980. Prior to this transition, the U.S. assisted
 
countries bordering Zimbabwe which were sustaining economic
 
losses by enforcing sanctions against Zimbabwe. Zambia
 
was one of these countries.
 

Although Zambia had to bear an extremely heavy
 
financial burden to maintain sanctions, President Kaunda
 
consistently supported a political solution in Zimbabwe
 
and provided moderate leadership for African efforts
 
to bring about a negotiated settleipent. Now that
 
majority rule has been established.in Zimbabwe, Zambia
 
is using its influence to encourage change to majority
 
rule in Namibia and South Africa.
 

Macroeconomic Justification
 

President Kaunda's continued ability to play
 
a constructive and moderating role in those countries
 
still under minority rule has in part been undermined
 
by Zambia's worst economic crisis since independence.
 
The crisis originated in the dualistic structure of the
 
economy which has traditionally relied heavily on copper
 
earnings for government revenues and foreign exchange.
 
In 1975, world copper prices plummeted and remained
 
low through 1978. The resulting losses in revenues and
 
foreign exchange earnings, coupled with the higher costs
 
of maintaining economic sanctions against Zimbabwe -
particularly those related to transportation -- are basically
 
the factors explaining the current financial crisis.
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These adverse economic developments have
 
had an acute impact on Zambia's balance of payments

in particular. From 1975 to 1978, the current
 
account averaged a deficit of U.S. $320 million a
 
year. After borrowing heavily in 1975, net capital
 
inflows fell from 1976 to 1978, resulting in large

overall deficits. These deficits led to an
 
accumulation of external payments arrears which stood
 
at about U.S. $620 million at the end of December,
 
1978.
 

The Government has undertaken a series of
 
corrective measures to stabilize the economy since
 
the onset of the crisis in 1975. These have included
 
an initial stabilization program in 1976 and a
 
two-year stand-by arrangement with the IMF (April
 
1978-April 1980). In addition, t e Third National
 
Development Plan (TNDP: 1979-83) ,as laid the basic
 
groundwork for diversifying the Yconomy; nationwide
 
food production programs are being launched; and Zambia
 
is continuing its efforts to promote political
 
stability in southern Africa.
 

In 1979, there was considerable improvement in
 
the balance of payments oosition due largely to higher
 
copper prices, the opening of the railway link through

Zimbabwe to South Africa, and more disciplined foreign
 
exchange management. These improvements helped move the
 
balance of payments position from a 1978 deficit of
 
U.S. $259 million to a 1979 surplus of U.S.$233 million
 
and permitted a reduction in arrearages by U.S.$150
 
million to U.S. $ 470 million.
 

Zambia's implementation of the stand-by agreement
 
ending in April 1930 was generally satisfactory with the
 
major exception of agricultural. pricing policy and
 
subsidies. It was 
the GRZ's intent to eliminate the
 
subsidies by 1980, [.ut instead they are now forecast to
 
reach Ki50 million (U.S.$187.5 million) in 1980.
 
The continuing burden of these subsidies are due for the
 
most part to uneconomic government pricing of maize
 
and fertilizers; a long term decline in Zambian food
 
production accentuated by bad weather over the past
 
two years; and the high costs of imported maize. It
 
is estimated that 1980 maize imports will cost the GRZ
 
U.S. $75 million in scarce foreign exchange.
 



In addition to the subsidy problem, balance of
 
payments performance for this year has not kept pace
 
with that experienced in 1979. This is mainly due
 
to the pent up demand for imports and a relaxation of
 
foreign exchange management. Payments on arrearages
 
stopped after the first quarter, and it is now possible
 
that arrearages may not be significantly reduced and could
 
rise. Nevertheless, prospects for a GRZ-IMF three-year
 
Extended Finance Facility (EFF) seem good and the
 
implementation of an EFF should again help tighten fiscal and
 
monetary control.
 

Despite the overall improvement in the balance
 
of payments position since 1979, Zambia's longer term
 
_-d more difficult tasks of economic recovery -
structural adjustment and the resumption of sustained
 
growth-- still lie ahead. The GRZ Third National
 
Development Plan establishes a framework within which
 
these goals can be sough,. Government diversification
 
programs and policy reforms, adequately supported by
 
external assistance, will be required for several years
 
if these goals are to be met.
 

B. U.S. Response
 

Proposed Loan and Objectives
 

In consideration of the GRZ's balance of payments
 
difficulties and long term development objectives as
 
described above, AID proposes to loan the Government
 
of Zambia U.S. $15 million from the Economic Support
 
Fund. The loan will be utilized through a Commodity
 
Import Program (CIP) to (1) provide short-term
 
balance of payments relief; (2) contribute to the
 
GRZ's longer run objectives to accelerate agricultural
 
development and diversify the structure of the economy;

and (3) support GRZ-AID/Zambia's goals to increase food
 
production and raise small farmers' incomes.
 

A major national problem adversely impacting
 
upon the accomplishment of all of these objectives

is Zambia's declining domestic food production. The
 
severity of the problem is discussed in Annex B. Therein
 
it is noted that the volume of Zambia's domestically
 
produced and marketed maize progressively fell from
 
578,000 MT in 1978 to 334,000 MT in 1979 and is
 
estimated at 390,000 MT in 1980. This compares with
 
750,000 MT produced in 1976 and 690,000 MT in 1977.
 
In 1979, only about 50% of the nation's maize consumption
 
requirements were met with domestic production, and
 
prospects for 1980 are nearly as bad. Over the same
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years, budgetary subsidies attributed largely to the
 
uneconomic pricing of maize and fertilizers, increased
 
from K42 million to K94 million to an estimated K150
 
million in 1978, 1979 and 1980 respectively.
 

To assist the GRZ in meeting its food production
 
challenge, the foreign exchange proceeds, local currency
 
generations, and economic measures negotiated under this loan
 
will all be directed towards achieving maize self-sufficiency
 
and reducing budgetary subsidies. In so doing, the
 
broader objectives of the loan will be supported as well.
 

Commodities to be Financed
 

As officially requested (see Annex C), it is
 
proposed that the foreign exchange provided under this
 
loan be used to procure the following materials required
 
for the domestic production of fertilizers:
 

Description of Quantity Approx. Value U.S.$ 
Raw Material (MT) C.I.F. Kafue 

Borax 40 24,000 
Potassium Chloride 200 84,000 
Potassium Sulphate 7,100 3,500,000 
Single Super 

Phosphates 1,100 473,000 
Triple Super 

Phosphates 11,500 5,290,000 
Di-Ammonium 

Phosphates 11,200 5,600,000 
Coating Agent 

(NUFLO 10) 350 105,000 

TOTAL 31,390 15,076,000 

Domestic Production Capability
 

The selection of these raw materials as opposed
 
to finishea product is proposed in light of Zambia's
 
increased domestic capacity to produce and blend
 
fertilizers. This additional capacity, an expansion of
 
state-owned Nitrogen Chemicals of Zambia Limited, will come
 
on stream in April 1981. When the plant reaches full
 
production capacity in 1985, the plant is expected to
 
meet 80% of Zambia's total fertilizer requirements.
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An analysis of the plant's capability to start production
 
on schedule is included herein as Annex E. The analysis
 
found that NCZ has the necessary equipment for manufacturing

the required compound fertilizers. Adequate plans also
 
appear to have been made to insure that sufficient manpower

is available for the plant cormmissioning (start-up). The
 
financial analysis found that the expanded plant's output will
 
not be financially competitive with imported fertilizers.
 
However, heavy debt resulting from cost overruns during con
struction have been assumed by the GRZ. 
 This will permit the
 
plant to operate on a positive cash flow basis within five
 
years. Foreign exchange savings, the reduced demand for trans
port services, the additional jobs created and an enhanced
 
economic self-sufficiency are factors which AID/Zambia believes
 
adequately compensates for the plant's initial financial
 
shortcomings. Citibank and Barclay Bank have negotiated

syndicated loans of $20 
million and $25 million respectively
 
to finance raw material and other start-up costs. Germany,

France, Japan and Iraq have also assisted in financing plant

construction and operation.
 

1981 Fertilizer Requirements Analysis
 

Annex Dpresents a detailed analysis of Zambia's past
and projected fertilizer sales. The GRZ aims to stock a
 
minimum in-country supply of 50,000 MT of fertilizer but
 
prefers 
to maintain a one-year supply composed of in-country
 
stocks and shipments in the pipeline. This is believed
 
justified in view of Zambia's long history of transportation

and foreign exchange difficulties.
 

It is estimated that current (August, 1980) in-country

stocks are 
129,000 MT with another 97,800 MT in the pipeline.

Projected sales in 1981 are 173,000 MT. Given the tradi
tionally heavy fertilizer sales during October-December and the
 
arrival of most of the pipeline, NAMBoard projects beginning

stocks in 1981 to be almost 185,000 MT. This leaves a surplus

of roughly 12,000 MT above projected sales for 1981. Thus it
 
is concluded that the current stock position is 
not excessive,
 
and that 1981 requirements will be adequately met.
 

The finished fertilizer materials financed under the past

three CIP loans to Zambia have accounted for 30 to 35 percent

of the country's total sales. 
 These CIP imports consisted
 
primarily of NPK compounds and urea. The estimated 1,390
 
MT to be procured under this loan represents 45 percent of
 
1980/81 and 1981/82 projected imported raw material require
ments and can potentially contribute to the production of
 
about 55,000 MT or roughly 30 percent of expected sales in
 
1981.
 



Fertilizer Marketing System Analysis
 

This proposed loan program for FY 1981 goes

beyond the basic market analysis to examine the entire
 
fertilizer marketing system and especially its accessability

to small farmers. 
 The FY 1980 CIP PAAD included a brief

overview of the fertilizer sub-sector and recommended that
 
a more in-depth examination be made. AID/Zambia therefore
 
contracted a fertilizer marketing specialist as 
a member of
 
the FY 1981 CIP team to 
further analyze the system. The

objectives of the analysis are 
to enhance AID/Zambia's

knowledge of the system, as well as 
serve as a basis for
 
proposing a major GRZ-AID/Zambia study of the system.

The analysis is included herein as Annex G. 
 Conclusions
 
and recommendations are presented in Section V C. 
Funding

for the proposed major study is available through the

Zambia Agricultural Training Planning and Institutional
 
Development project (ZATPID 611-0075).
 

The major finding of the marketing system analysis

was that the marketing functions of product selection,

pricing, distribution and promotion in Zambia are carried
 
out by different organizations and collectively they form
 
the marketing system. 
 The analysis concluded that
 
'As a general rule, the probability of a successful
 
fertilizer marketing program is rather low, when marketing

functions are allocated to different organizations for
 
execution". It therefore recommends that an in depth

study be made of the fertilizer marketing system to

determine constraints on fertilizer consumption, distribution,

product suitability, promotion and pricing, and to determine
 
an effective fertilizer marketing organization within
 
the Zambian econontic, cultural and political environments.
 
The study will give special consideration to a marketing
 
system that will aid the small farmer.
 

The CIP team undertook one "case study" (see Section

V B 4) to determine the extent of small and emergent farmer
 
access to the fertilizer marketing system. 
 It was concluded
 
that traditional and emergent farmers 
are getting fertilizers
 
but it is still not known how much they receive nationwide
 
or if it is an adequate amount. 
The CIP team therefore
 
recommended that the proposed in depth study "determine
 
the areas not 
 being served by the present distribution system,

how far farmers are willing to travel for inputs and a means

of making fertilizers available to the small farmers."
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Use of Local Currency Generations
 

It is proposed that the local currency generated

under this loan be used in support of a GRZ-AID program
 
now being negotiated (see discussion below of measures) to
achieve maize self-sufficiency and to reduce maize
 
subsidies through producer and consumer price adjustments.
Specifically, it is planned that local currencies will be

used to partially subsidize maize consumer prices. 
 The
 
subsidization will be done on a declining graduated basis

(allowing maize consumer prices 
to be adjusted suitably) in accoraance with a schedule to 
be adjusted in consultation
 
with AID prior to Pay 1, 1981. The results of a compre
hensive pricing study as 
cited in Section IVBlb will be

instructive in 
this regard. Annex B estimates the pos
sible magnitudes of direct AID subsidy assistance. It

is anticipated that local currencies generated through

the FY 1981 PL 480 agreement will contribute to this
 
program as well.
 

Agricultural Sector Support Measures
 

Another major feature of the FY 1981 loan program

is the negotiation of several economic measures 
(see Section

IV D) supportive of the loan objectives just described
 
above. Basically, the aims of these proposed measures
 
are 
to reinforce the MAWD's planning unit responsible for

analyzing agricultural prices and subsidies, especially

those for maize and fertilizer. AID/Zambia is prepared

to support the strengthening of the staff through the

ZATPID project. It is planned that annual and ad hoc

reviews prepared by the unit will be 
the basis for es
tablishing producer prices that will bring about maize
 
self-sufficiency while setting fertilizer prices and

maize consumer prices that will reduce the current heavy

drain of subsidies on budgetary resources. By June 1981,

the GRZ and AID will agree upon target dates for achieving

these goals.
 

As of this writing, negotiations of these measures
 are underway. 
On November 10, 1980, AID/Zambia, the NCDP

and MAWD reached tentative agreement on the measures as
 
stated in Section IVD. As approval from higher GRZ

officers is required, it is not certain whether all of
 
the measures 
will appear in the loan agreement, nor whether
they will appear in the precise language as presently shown.
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Loan Program Rationale
 

Basic to the rationale of this proposed loan is
 
the changing emphasisof the AID economic assistance program
 
to Zambia. As economic recovery continues, U.S. aid is
 
gradually undergoing a transition from non-project economic
 
stabilization assistance to a more project-based program

directed toward agricultural and rural development. At
 
present, the program includes both categories as described
 
in Section I D.
 

A combination of non-project and project assistance
 
is especially appropriate at this time for the AID/Zambia
 
program Jiust function on both the policy and action fronts
 
as stated in the Zambia Country Development Strategy
 
Statement (CDSS). Program intervention on the policv

front is essential because difficult policy changes,

adequately supported by external technical assistance,
 
are still needed to support the shift in GRZ development

priorities. In this regard, the CIP and PL 480 programs

offer substantial foreign exchange and local currency as
sistance to support GRZ/AID agricultural activities.
 

Looking beyond this year's loan, it is envisaged

that a major fertilizer sector study will be undertaken in
 
1981 along the lines recommended in the attached scope of
 
work (Annex H). Funding for such a study is available
 
through the ZATPID project (611-0075). It is possible that
 
this study would be the basis for a major sector or sub
sector support loan. Such a.loan would have a significant

commodity component and would represent a logical develop
mental evolution of the CIP program in Zambia.
 

Implementation
 

The authorized source and origin of commodities
 
and related services to be financed under the loan will be
 
A.I.D. Geographic Code 000 (U.S. only), with the exception

of a waiver to code 899 for ocean transportation services.
 
The waiver request and justification are included as Annex
 
J. 

The implementation schedule projects that the
 
loan will be authorized in late November. This is a
 
critical date as it is necessary to purchase and ship the
 
raw materials before the "window period" of February

through May. AID normally does not allow the purchase or
 
shipment of AID-financed fertilizer during this period

because these would be competing with U.S. domestic demand.
 



It is expected that the commodities will be
 
expeditiously cleared frcn the port of discharae
ocean 
by a commercial freight clearing and forwarding

firm and transported to Zambia as quickly as
 
possible. Inland transportation is not expected to
 
be as difficult as 
in previous years. An agreement

has been signed between the GRZ, Tanzania and the
 
People's Republic of China to return Chinese technicians
 
to assist in the operation of TAZARA. Additionally,

in early September, the GRZ received 60 units of a
 
total order of 100 Mack trucks being financed through
 
an arrangement with Eximbank. 
The balance is expected
 
to arzive within two months.
 

The loan will be administered in accordance
 
with AID Regulation I and will use standard Commodity

Financing Procedures. In view of the GRZ's good

record in drawing down past loans, the terminal
 
disbursement date will be set within 18 months after the
 
loan agreement is signed. All disbursements will be
 
through direcL AID Letters of Commitment to suppliers.
 

Other Considerations
 

The short-run impact of the loan on the U.S. balance o:
 
payments position will be minimal. 
 In the long-run,

U.S. exporters may be able to establish market positions

in Zambia, but the transportation cost disadvantage of
 
buying from the U.S. 
(as opposed to traditional
 
European suppliers) could mitiate against any lasting
 
inroads.
 

Given the nature of Eximbank's activities in
 
Zambia, it can be concluded that this proposed loan
 
does not present any conflict in interest to current
 
or planned Eximbank exposure (see discussion, Section
 
VII C.)
 

In accordance with AID Regulation 16,

paragraph 216-2(f), it has been determined that a
 
negative determination is appropriate regarding the
 
environmental impact of this activity.
 

Recommendations
 

It is recommended that AID authorize a
 
U.S.$15 million loan to the Government of the Republic

of Zambia subject to the following terms:
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(a) Repayment to A.I.D. in U.S. dollars
 
within forty (40) 
years after the first disbursement,
 
including a grace period not to exceed ten 
(10) years.
 

(b) Interest payable to A.I.D. in U.S.
 
dollars at two percent (2%) during the grace period and
 
three percent (3%) thereafter.
 

(c) Commodities and related services
 
financed under the loan shall have their 
source
 
and origin in the U.S. (A.I.D. Geographic Code 000),
 
except for charges related to ocean transportation

for which a waiver to code 899 is included
 
as Annex J.
 

(d) Such other terms and conditions:
 
as A.I.D. may deem advisable.
 



II. Political Considerations
 

A. Political Background
 

Zambia's modern political history dates
 
back to 1888 when the area now constituting Zambia
 
and Zimbabwe was proclaimed a British sphere oP
 
influence. In the same year, the British entrepreneur

and explorer Cecil Rhodes obtained a mineral rights

concession from indigenous chiefs to exploit the
 
region's mineral wealth. A year later the British
 
South Africa Company was commissioned to administer
 
the area. Present-day Zambia and Zimbabwe were
 
named after Rhodes and were known as Northern Rhodesia
 
and Southern Rhodesia, respectively, in the colonial
 
era that followed.
 

Northern Rhodesia became a British
 
Protectorate in 1924 and was joined with Southern
 
Rhodesia and Nyasaland (now Malawi) in 1953 to
 
form the Federation of Rhodesia and Nyasaland.
 
The years of the Federation, 1953-1963, were marked
 
by controversy. Africans made insistent demands
 
for greater participation in government, while
 
Europeans feared for their future if they yielded
 
government control to the Africans. In 1963,

the Federation was dissolved after years of turmoil
 
and crisis.
 

Upon attaining independence in 1964, the
 
Republic of Zambia was established with a single
 
legislative house composed of 75 members. A new
 
constitution was promulgated in 1973 creating what
 
is now called a "one party participatory democracy".

The 1973 constitution provides for a strong president

and unicameral parliament (National Assembly) composed

of up to 136 members. Under the new system, a 25-member
 
Central Committee formulates national policy and the
 
Cabinet executes the policy. The sole legal party

is the United National Independence Party (UNIP).
 

The major figure in Zambian politics is
 
President Kenneth Kaunda. Kaunda was selected as the
 
first president in 1964 and has been reelected president
 
in every election since then. He has wide popular

support and has proven himself capable of bridging
 
rivalries that have existed among the country's various
 



regions and ethnic groups. He advocates government

according to his philosophy of "humanism", a loosely
 
structured African socialist doctrine which stresses
 
the tradition of cooperation among the people, but
 
not at the expense of the individual.
 

Reflecting this philosophy, the Government's
 
constitution provides extensive guarantees for the
 
protection of basic human rights. These guarantees
 
have not been seriously impaired despite the guerrilla
 
movements that have operated in recent years along the
 
country's borders with Namibia, Zaire, and Zimbabwe.
 
Freedom of speech and press are somewhat restricted.
 
Political activities are subject to control by the
 
single party, but the country does not suffer from
 
an atmosphere of repression. Freedom House rates


.Zambia in category 5 out of 7 (seven is least free)
 
for both political rights and civil liberties,.
 
comparable to the ratings for Kenya, Egypt and Singapore.
 

In foreign affairs, Zambia follows a
 
policy of non-alignment and its major foreign policy
 
concern is to promote a transition to majority rule
 
in Namibia (South West Africa) and South Africa. The
 
Portuguese coup of April 1974 opened the way to
 
independence for the neighboring Portuguese possessions

of Angola and Mozambique. Since then, Zambia has
 
been active in efforts to effect a peaceful change in
 
these countries and in those still under white minority
 
rule. Most recently, Zambia played a leading role in
 
working for a merger of black nationalist movements
 
in Zimbabwe (then Rhodesia) and in concluding the
 
breakthrough agreement providing for supervised
 
elections involving all major parties. These efforts
 
contributed to the establishment of majority rule
 
in Zimbabwe on April 18, 1980.
 

B. U.S.-Zambia Relations
 

Although the United States and Zambia have
 
differing viewpoints on some international issues,
 
relations between the two countries are good. The
 
United States shares Zambia's concern for the promotion
 
of self-determination and majority rule in the white
 
controlled areas of southern Africa. In support of
 
these goals, the U.S. Government bans the sale of
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arms for use in South Africa and discourages new
 
American investment in Namibia. Zambia, however,
 
would prefer that the United States take even
 
more vigorous action.
 

C. U.S. Interests and Objectives
 

1. Majority Rule in Southern Africa
 

The United States foreign policy in 
Southern Africa is to support self-determination, 
majority rule, and equal rights and human dignity 
for all people of the region. The focal point of 
t iis policy was Zimbabwe until its transition 
to majority rule in April 1980. Prior to this 
transition, the U.S. assisted countries bordering 
Zimbabwe which were sustaining economic losses 
by enforcing sanctions against Zimbabwe. Zahinia 
was one of these countries. 

Although Zambia had to bear an
 
extremely heavy financial burden to maintain sanctions,
 
President Kaunda consistently supported a political
 
solution in Zimbabwe and provided moderate leadership
 
for African efforts to bring about a negotiated
 
settlement. Now that majority rule has been
 
established in Zimbabwe, Zambia is using its
 
influence to encourage change to majority rule in
 
Namibia and South Africa.
 

President Kaunda's continued ability
 
to play a constructive and moderating role in those
 
countries still under minority rule has in part
 
been undermined by Zambia's worst economic crisis
 
since independence. The crisis is primarily attributed
 
to the rapid and prolonged decline in copper prices
 
since mid-1975, and to the heavy cost of sanctions
 
applied against Zimbabwe prior to its transition to
 
majority rule.
 

2. Economic Stability and Development
 

The Zambian economy, particularly its
 
agricultural sector, has fair to good development potential.
 
However, due to external factors and recognized weaknesses
 
in past management of the economy, this potential has not
 
been exploited. In order to resume long-term growth and
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development, recovery from the current financial
 
Economic stabilization is,
crisis is essential. 


therefore, a major objective of U.S. assistance
 

to Zambia and is considered necessary towards
 

establishing a climate within which the longer
 

term development objectives of U.S. economic
 

assistance can be realized.
 

D. U.S. Economic Assistance Program
 

1. AID Strategy
 

The proposed AID strategy for Zambia
 

is an evolutionary one. At present, as in recent
 

years, the principal aim of U.S. aid to Zambia
 

is to assist the GRZ in its efforts to recover
 

from the financial crisis triggered by the sharp
 
This is being
plunge in copper prices in 1975. 


done by providing balance of payments support
 

through the Commodity Import Program (CIP) and
 
Zambian
the PL 480 food aid program. However, as 


policy measures to promote the diversification
 

of the economy continue, and as the prospects
 

for economic recovery improve, U.S. stabilization
 

assistance is gradually being replaced by a
 

longer term development program.
 

This program will support the objectives
 

of the Government's Third National Development Plan
 

(1979-1983) which aim to diversify the economy 
by
 

giving priority development emphasis to agriculture
 

and rural development. AID-strongly endorses this
 
now being
approach, and the AID program is 


restructured to place special emphasis on the
 

agricultural sector and rural development. This
 

re-direction of AID's assistance will help Zambia
 

move away from complete reliance on copper resources
 

thereby cushioning future development efforts against
 

the volatile financial fluctuations characteristic
 

of the past.
 

2. AID Program Elements*
 

a. Commodity Import Program
 

AID initiated a program of commodity
 
Since then resource
assistance to Zambia in FY 1973. 


transfers under this program have totaled U.S.$92 
million.
 

*Also see Annex A, Table 1 "U.S. Economic Assistance
 
- FY 1978."
to Zambia: FY 1946 




In more recent years, loans of U.S.$30 million
 

(FY 1978) U.S.$20 million loan, (FY 1979), and
 
U.S.$20 million (FY 1980) have been provided. This
 

U.S.$15 million loan is being proposed for FY 1981.
 

By providing foreign exchange to purchase essential
 
imports, this assistance has aided the GRZ in its
 
efforts to recover from its severe balance of payments
 

Most of the commodities
difficulties of recent years. 

imported under this program have been for use
 
in the agricultural sector; e.g. fertilizer, stockfeeds,
 
spare parts and equipment for vehicles used in
 
agricultural production and in transporting goods
 
and services. The sale of these commodities also
 
generateslbcal currency to support the GRZ's
 
national budget.
 

b. PL 480
 

From a U.S. $200,000 program in
 

FY 1975, PL 480 assistance increased sharply to
 
U.S.$5.6 million in FY 1977, and to U.S. $12.5 million
 
in FY 1980. Total PL 480 aid over the 1975-1980 period
 

was U.S.$38.5 million. A U.S.$10.0 million program
 
is proposed for FY 1981. This program helps Zambia
 
reduce its requirement for hard currency and provides
 
essential food supplies. Self-help criteria designed
 

to encourage domestic food production is a major
 
feature of the program. Local currency to support
 
development programs is also generated through the
 
sale of Title I commodities comprising the bulk
 
of this program.
 

c. Technical Assistance
 

AID's gradual transition to a longer
 
term development assistance program was initiated
 
in FY 1980. This program is directed towards two
 
basic GRZ objectives: (1) to increase small farmers'
 
incomes; and (2) to increase food production. The
 

program operates on the policy and information fronts
 
as well as the action front. Activities consist primarily
 

of technical assistance and training in the U.S., Zambia
 
and third countries. On the policy front, AID
 
assistance will help strengthen the GRZ's capacity
 
to analyze, define, and implement development policy,
 
particularly as it relates to rural development.
 



The action program, now just beginning, ultimately
 

seeks to establish a crop or crops-specific
 
one or two areas aimed
decentralized program in 


at increasing small farmer income and at increasing
 

the GRZ's capacity for managing and replicating
 

such programs. The technical assistance program
 

was begun in FY 1980 with projects in research
 
(U.S.$12.5 million) and agricultural
and extension 


training, planning, and institutional development
 
(U.S.$4.8 million).
 

3. Other U.S. Economic Assistance
 

In addition to the U.S. bilateral aid program, 

the U.S. indirectly supports Zambia's development
 

efforts through the multilateral institutions. The
 

U.S. is the single largest donor to the World Bank
 

group, provides the United Nations with about 25%
 

of its total budget, and is the largest subscriber
 
Zambia has
to the International Monetary Fund. 


benefited substantially from the economic and
 

financial assistance programs of these institutions
 

for many years. The U.S. has also provided U.S.
 

Export-Import Bank loans and guarantees (U.S.$96
 
of May 30, 1980) and Overseas
million exposure as 


Private Investment Corporation (OPIC) guarantees.
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III. Macroeconomic Justification
 

A. Structure and Development of the Zambian Ecomomy
 

1. Structure of the Economy
 

a. General
 

Zambia, located in south central
 

Africa, is slightly larger than the American state 
of
 

The country supports a population of 5.8 million
Texas. 

(1980 estimate) growing at anaverage of about 

3.0% per
 

About 40% of the population live in urban areas
 annum. 

making Zambia one of the most rapidly urbanizing 

societies
 

among African developing countries today.*
 

Mining is the most important sector and accounted
 However,

for 32% of gross domestic product (GDP) in 1974. 


in recent years, mining's relative share of GDP 
has fallen
 

(1977) as a result of the depressed world
 to as low as 11% 

market demand for copper, sharply declining copper 

prices,
 
Despite its reduced relative
and production difficulties. 


contribution to GDP in recent years, the dopper 
industry
 

remains the primary determinant of Zambia's 
economic and
 

In 1979, the mining sector's share
 financial performance. 

of GDP was 18%. Other major contributors to GDP in 1979
 

services 16%;

included manufacturing 16%; agriculture 15%; 


(see Annex A, Table 2).
and commerce 11% 

for 1980.
Total GDP is estimated at K3.3 billion/ 


On a per capita basis, this would be about U.S. 
$570 per
 

While this figure suggests a moderately high 
income
 

annum. 

compared to many African countries, it does 

not reflect the
 

extreme dualism that exists between the urban-oriented 
modern
 

sector, dominated by mining, and the rural agricultural 
sector-


Indicative of urban-rural income disparities 
is a 1972-73
 

survey which shows that average annual household 
income in
 

urban areas was over four times that in rural 
areas. Economic
 

developments since 1973 would suggest that this 
ratio has
 

not changed appreciably. Other socio-economic indicators show
 

the per capita calorie supply as a percent 
of total
 

!/During the period 1963-74, the population in urban areas
 

grew at the rate of 7.9% p.a. while the rural population
 
of Zambia's population
expanded at a 0.8% rate; by 1974, 35% 


Estimates now place the
 was urban compared to 20% in 1963. 


urban population at about 40% but evidence now 
suggests the
 

rate of rural-urban Tmiration 
is slowing.
 

!/Kl = U.S. $1.25
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(1973); literacy at 43%
 requirements at 85% 	 (1977).

(1974); and life expectancy at 	48 

years 


b. 	Potentials and Constraints
 

and large land
 Zambia's mineral resources 


area offer fair to good potential 
for economic
 

At currently projected rates 
of
 

development. 

extraction, the country's quantity 

of copper ore
 

will be sufficient to last about 
20 years.
 

Even barring the possibility of 
the discovery
 

and development of new ore reserves, 
financial
 

resources generated-by the mining 
sector over
 

the next two decades can support 
diversification
 

efforts already begun to lessen 
the country's
 

dependence on copper.
 

Zambia's land area and low population
 (1980

density of 20.0 persons per square 

mile 


estimate) also offer good potential 
for
 

But though the
 agricultural development. 

population to land ratio is quite favorable, the
 

generally weak soil structure 
and current cultivation
 

such that any significant increases
 practices are 

in production and acreage will 

require more complex
 

management techniques and increased 
inputs to
 

maintain soil productivity.
 

Of the total land area of 290,410 
square
 

is potentially suited to continuous
 miles, about 90% 
 At present

cultivation, pasture and forestry. 


only 3 to 5% of this potentially 
arable land is under
 

Moreover, subsistence farmers
 crops at any one time. 
 of
 
using traditional practices account 

for 85% 

of all cattle
 

total cereal production and 90% 

Therefore, significant production
slaughtered. 


increases are possible through 
both the expansion
 

of area suitable for cultivation 
and through higher
 

traditional farmers
 levels of productivity as 
 Further
 
adopt more modern technological 	

practices. 


enhancing this potential is Zambia's favorable
 

climatic and geographic conditions 
which permit
 

the production of a wide variety 
of crops and livestock
 

Thus, with still
 in varied ecological zones. 


significant known reserves of 
mineral deposits, large
 

areas of uncultivated arable 
land, the absence of
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population pressures in rural areas, and
 
favorable growing conditions, Zambia has
 
fair to good prospects for economic development.
 

While possessing this potential, Zambia
 
also faces formidable development constraints. The
 
overdependence of the economy on copper is, perhaps,

the most serious. This dependence, together with
 
the chronic volatility of copper prices, has
 
perpetrated instability in foreign exchange

earnings and tax revenues and has made long-term
 
planning difficult.
 

Transportation also is a major problem for 
landlocked Zambia. Because of regional political

developments in recent years, border closings

have often cut off traditional lessr; costly

routes to the sea and operational inefficienci.es
 
have plagued the alternative routes. Except

for the Benguela line, traditional outlets are
 
now open but remain costly and difficult to
 
maintain.
 

Still another major constraint is the lack
 
of adequately trained human resources. This is
 
evident in the continued dependence upon expatriate

technical and managerial personnel, the limited
 
institutional capacity of many government agencies,

and the inefficient management of several parastatal

organizations. Emanating from and adding to 
the major

constraints just noted is the current financial
 
crisis described in section III B below. 
A closer
 
look into the structural and historical factors
 
relating to Zambia's development to date is helpful

towards better understanding the present crisis.
 

c. Major Productive Sectors
 

1. Mining
 

Zambia's economy is dominated by the
 
mining sector. Until recently, it generated about
 
30% of total wage employment, contributed about 50% to
 
government revenues, and, in 1976, it accounted for
 
98%of export earnings. It also contributed in the
 
same year about 23% to GDP.* Mining activities consist
 

*This relative share compares with a peak of
 
33% in 1973/74 to a low of 11% in 1977.
 

http:inefficienci.es
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mainly of copper mining and smelting. Cobalt,
 

zinc and lead are also mined but are of much less
 
MT
significance. Copper production reached 595,000 


in 1979, down from the peak level of 748,000 MT
 

In terms of world output, Zambia
mined in 1969. 

ranks fifth as a producer of copper and second
 

as a producer of cobalt.
 

2. Agriculture*
 

Zambia's agricultural sector is
 

highly dualistic. At one extreme are about 600,000
 

small-holder subsistence farmets, widely dispersed
 

through the countryside on land of varying quality.
 

Traditional farming methods are practiced using 
hand
 

tools and generally unassisted by either animal or
 

About half of the subsistence
mechanical power. 

farmers produce primarily for their own requirements;
 

the other half earn cash incomes of about K50-60
 
The major crops they produce
per year from farming. 


are maize, cassava, millet, groundnuts, sorghum
 

and free-grazed beef. Despite their small share
 

of marketed production, small-holders account for
 

a large share of total production, estimated
 
of all cereals (80% of
for example, at 85% 


maize) and 90% of all domestic cattle slaughtered.
 

At the other extreme are large state farms
 

and some 400 commercial farmers including about
 

100 Zambians. These are generally located on
 

the best soil and are mainly near the principal
 

line of rail or other major arteries with access
 
use modern,
to markets. Commercial farmers 


increasingly capital-intensive methods to produce
 

cereals, dairy products, beef,poultry and eggs
 

for the urban market and tobacco for export. They
 
to 40% of total marketed maize
presently supply 30% 


State farms are engaged mainly in
production. 

maize, beef and dairying.
 

Between the subsistence and commercial
 
a small but growing group of Zambian
farmers is 


"emergent farmers" who are using improved seeds and
 

oxen or .tractors to produce the same range 
of crops
 

Commercial,
as conanercial farmers, plus cotton. 


*See "FY 1982 Zambia Country Development Strategy
 

Statement" for a comprehensive description and 
analysis
 

of the agricultural sector.
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emergent, and state farms supply over 55 percent of
 
beef and over 50 percent of the country's milk,
 
pork and tobacco. Gross annual sales from commercial
 
farms average about K25,000-35,000, while those of
 
emergent farmers vary widely but lie typically
 
in the range of K1,000-3,000.
 

3. Manufacturing
 

Compared to other African countries,
 
Zambia has developed a relatively large and diversified
 
manufacturing sector. However, few Zambian
 
enterprises have been designed to utilize domestic
 
raw materials and to develop linkages with other
 
sectors such as agriculture. Industries are
 
biased toward the processing of imported raw
 
materials and are generally highly capital-intensive.
 
Manufacturing is, thus, particularly sensitive
 
to fluctuations in the availability of foreign
 
exchange. Major industries include the following:
 

Food, Beverages and Tobacco
 
Textile and Wearing Apparel
 
Paper, Paper Products, Publishing and
 

Printing
 
Chemicals, Petroleum, Plastic and
 

Rubber Products
 
Non-Metallic and Mineral Products
 
Basic Metal Products
 
Fabricated Metal Products, Machinery


and Equipment
 

4. Role of the Public Sector
 

The public sector plays an important
 
role in the productive structure of the economy. Apart
 
from providing the usual economi.c infrastructure
 
such as power and water supplies, it manages large
 
state farms, runs railway network, and owns
4the 


over 51% interest in the country's major industries
 
including the two largest copper mining companies.
 

d. Foreign Trade*
 

Zambia's principal exports in terms of
 
value are copper (85%-90%), zinc, lead, cobalt, and
 
tobacco. Major imports in 1978 included machinery and
 
transport equipment (36%), manufactured goods (24%)
 

*See Annex A, Tables 7, 8 and 9
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electricity and mineral fuels 
(18%), chemicals (13%),

and foodstuffs (6%). The country's main trading

partners are the United Kingdom, Japan, South Africa,

U.S. and West Germany.
 

2. Economic Development to 1976
 

a. 1888-1964: Basic Economic
 
Structure Established Under
 
British Administration
 

Zambia's modern economic development

began with the establishment of the British South

Africa Company in -1889. 
During this early colonial
 
period, white settlement was encouraged, small mines
 
were opened, and roads and railroads were built.
 
The first major developments in copper mining

did not begin until the creation of large companies

during the boom of the 1920's. With this prosperity

came a major influx of mine workers, traders, artisans

and farmers. Except for a brief period during the

Great Depression, mining continued to provide the
 
major impetus for development until independence in
 
1964.
 

Manufacturing was slow to develop

during this period due to: 
1) the lack of a skilled

labor force stemming from colonial neglect of
 
education for Africans; 2) a limited market; and

3) extended transport routes leading to high costs

for imported raw materials and capital equipment.

Between 1930 and 1954, a customs agreement between

South Africa and the two Rhodesias also precluded

the use of tariffs to promote industrial development

in Northern Rhodesia. From 1954 to 1963, the years

of the Federation of the Rhodesias and Nyasaland,

expansion in industrial output occurred mainly in

Southern Rhodesia because of its superior financial,

commercial and economic infrastructure.
 

The colonial system also discouraged the
development of African agriculture. Expatriates were

encouraged to 
settle on "state land". This land

consisted of good soils, 
was free of tsetse fly,

and had good access to markets and services along

the main lines of rail. 
 In contrast, traditional
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farmers were widely dispersed on small holdings
 
of varying soil quality. African farmers used
 
mainly human motive power and suffered from the
 
lack of access to services and markets.
 

Traditional agriculture was not encouraged

and did not develop from subsistence levels. In fact,
 
policies and incentives were designed to cause
 
Africans to leave their farms and migrate to the
 
urban areas. Two such major policies were:
 
1) the imposition of a quota on marketing board
 
purchases of maize from Africans to protect the
 
expatriate farmers, and 2) taxation policies
 
designed to force African lab6rers to work in
 
the mines. These policies had the desired result,
 
leaving the aged, women and children behind to
 
do farming.
 

Thus, at the time of independence in 1964,
 
Zambia inherited an economy created by the colonial
 
system and characterized by:
 

a) Heavy dependence on copper, an export

subject to wide price swings on the international
 
market;
 

b) Extreme dualism between a rich export
oriented mining sector and a poor subsistence
 
agricultural sector largely outside the money
 
economy;
 

c) Dependence upon imported manufactures
 
from Southern Rhodesia, South Africa and Britain
 
because of the under-development of its industrial
 
sector;
 

d) Dualism within tL Ljuu-ual sector 
between a small number of largely expatriate commercial 
farmers using modern, more capital-intensive techniques 
and the vast number of Africans using traditional, 
subsistence techniques; 

e) Large income differentials between expatriates
 
and Zambians, African miners and non-miners, urban
 
and rural workers; and
 

f) Dependence upon expatriates because of
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shortages of skilled African labor.
 

In short, the development that took place

during the colonial period was oriented to the
 
needs of white settlers and the mining industry.

Much of the government revenues generated by

Northern Rhodesia's mines were used to develop

Southern Rhodesia; and, except for their use
 
as mineworkers and farm laborers, Africans were
 
left out of the mainstream of development.
 

b. 1965-1976: Independence and Slow
 

Economic Growth
 

1. Development Program Strategy and Objectives
 

The major aim of government economic
 
policy at independence was to reorient the economy

to serve Zambian development needs and to provide the
 
basis for sustained and balanced growth. This was
 
to be achieved by using the country's mineral wealth
 
to advance the economic and social welfare of
 
the entire country. More specifically, both the
 
GRZ's First National Development Plan (1966-70)

and the Second National Development Plan (1972-76)

established the following objectives:
 

a) Raise the general level of economic
 
welfare;
 

b) Diversify the economy to lessen dependence
 
on copper;
 

c) Narrow the gap between the rural and
 
urban living standards; and
 

d) Improve educational levels and develop

technical and managerial skills to reduce dependence
 
on expatriates (Zambianization .
 

2. Development Program Results
 

From 1965 to 1976, the period covering

implementation of the First and Second National
 
Development Plans, GRZ efforts to achieve the above
 
objectives were slow. 
In fact, most of the conditions
 
to be corrected became worse. On the positive side,

major physical infrastructure had been laid to promote

future growth, and social services, particularly
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education, were significantly expanded. Progress
 
towards Zambianization was made but heavy reliance
 
upon expatriates continued.
 

Efforts to diversify the economy
 
and lessen its dependence on copper were disappointing.
 
Investment priorities continued to be placed on mining
 
and developing the modern urban sector, particularly
 
the industrial parastatal corporations. In the
 
agricultural sector, dualism was promoted through
 
the use of capital intensive agricultural technology
 
and subsidized fertilizers. Simultaneously, the
 
traditional farm sector declined due to low producer
 
prices, limited access to credit and subsidized
 
inputs, and general neglect by the government.
 

" Because of this relative neglect of the
 
agricultural sector, the rural-urban terms of trade
 
deteriorated by about 20% over the 1965-76 period;
 
in other words, the average unit of agricultural
 
produce in 1976 would buy only 80% of what it
 
purchased in terms of urban goods in 1965. Taking
 
into account both rising real output (2.8% p.a.)
 
and the falling terms of trade, rural real income
 
barely kept pace with rural population growth over
 
the period. Further illustrating the dichotomy
 
in urban-rural incomes, was the difference in
 
urban-rural wages. In 1976, the IBRD estimated
 
that average wages for miners were 160% the
 
average wages, while farmers earned only 40% of the
 
national average.
 

To summarize, as a result of this pattern
 
of development, the economy continued to be dominated
 
by the mining sector which contributed 23% to GDP
 
in 1976 compared to 41% in 1965;* real per capita
 
income in 1976 was only U.S.$250 per annum compared
 
to U.S.$243 per annum in 1965; and the gap between
 
urban and rural incomes was wider in 1976 than it
 
had been at independence.
 

*Primarily offsetting this decline in mining's
 
relative share of real GDP was the services sector
 
which rose from 26% in 1965 to 40% in 1976. Thus,
 
these changes did riot result in a significant
 
diversification of the productive structure of
 
the economy. In general, the GRZ did far better
 
in providing services over this period than it
 
did in encouraging productivity.
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B. Current Economic Crisis
 

1. Principle Causes
 

Zambia's current economic crisis
 
originates in the dualistic structure of the economy

which has traditionally relied upon copper earnings
 
for government revenues and foreign exchange. Although
 
the government's development strategy was to use
 
the financial resources generated by the mining sector
 
to diversify the economy, the allocation of these
 
resources tended to reinforce the dualistic structure
 
of the economy rather than mitigate it.
 

The vulnerability of ;the economy
 
to its overdependence on copper became evident
 
in 1975 when the price of copper plummeted and
 
eam ned low through 1978. The repercussions in
 
the Zambian economy were increasingly-felt owing
 
to the modern sector's heavy reliance on imported

goods both for consumption and as inputs into the
 
industrial and agricultural sectors. By 1976,
 
Zambia was faced with a major economic crisis as
 
government revenues fell, the balance of payments
 
deficit deepened, and the demand for essential
 
imports could not be met.
 

Fluctuations in world copper prices
 
have traditionally posed difficulties for
 
Zambian economic planners. Since independence in
 
1964, copper prices have peaked three times in regular
 
cycles: 1966, 1969/1970. and .1973/1974. In early
 
1974, prices rose to a post-independence hiigh of
 
$1.52 per pound resulting in high government revenues
 
and a large trade surplus. However, in 1975, the
 
world-wide recession sharply reduced copper demand
 
and the average price plunged to $0.56 per pound.
 
In real terms this was the lowest price since 1957.
 

Unlike previous copper price cycles, the
 
downside of the latest cycle remained low for over
 
four years. In 1977, the average price was $0.59
 
per pound, and in 1978, it rose to only $0.62 per
 
pound. Largely due to this sharp decline in copper
 
prices, the terms of trade declined by over 50%
 
from 1972 to 1978.
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Since February 1979, prices have risen
 
and averaged about $0.90 per pound during 1979.
 
In the first quarter of 1980, prices rose to
 
$1.18 per pound due to world market speculation
 
in precious metals. Prices have since returned to
 
normal market levels and stood at $0.91 per pound
 
as of June 1980.
 

Transportation bottlenecks caused bv
 
instability in southern Africa also worsened
 
Zambia's economic situation during this period.
 
Landlocked deep within the African continent, Zambia
 
has always paid dearly for the transportation of
 
its imports and exports. Until 1973, Zambia had
 
four access routes to the sea: 1) the rail route
 
through Zimbabwe to ports in Mozambique and
 
South Africa; 2) a road and rail route through
 
Malawi to ports in Mozambique; 3) a road route
 
through Tanzania to the port in Dar es Salaam;
and 4) a rail route through Zaire to the port
 
of Lobito in Angola.
 

In January 1973, Zambia lost the southern
 
route when the border with Zimbabwe was closed; this
 
route carried 60% of trade in 1972. Most of the
 
traffic was diverted to the Lobito route, which
 
in 1974 carried 50% of trade. In August 1975, the
 
Lobito route was closed owing to civil war in
 
Angola. Thereafter, Zambia relied on ports in
 
Mozambique (through Malawi) and in Kenya and Tanzania
 
(through Tanzania.) In early 1976, Kenya ports,
 
as well as trade with Kenya,. were cuc off by the
 
closing of the Kenya/Tanzania border.
 

The Tanzania-Zambia Railway (TAZARA) was
 
opened in August 1976, and during its first year,
 
TAZARA and the Tanzania road route carried about
 
83% of Zambia's trade. However, both of these
 
northern outlets have also been fraught with difficulties.
 
The TAZARA route has suffered from congestion at
 
the Dar es Salaam port, a shortage of rail wagons

and locomotives, poor maintenance capacity and
 
destruction resulting from Rhodesian military actions.
 
Use of the road route declined in 1978 because
 
only 130 of 480 government-operated trucks were
 
operable.
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In response to the deterioration of the
 
transport situation, the Zambian authorities
 
reopened the rail route through Zimbabwe in
 
October 1978 for both copper and other
 
essential goods such as maize imports and
 
fertilizer. However, in October and November
 
of 1979, Rhodesian forces destroyed numerous.
 
access bridges and roads to Zambian outlets
 
to Tanzania and Botswana. This was done to
 
force the GRZ to use its influence to secure
 
concessions from the Zimbabwe African People's

Union 
(ZAPU) at the Rhodesian constitutional
 
conference in London. 
Most of this damage

has now been repaired, and the transport

situation is almost back to 
"normal" for
 
the first time in years.
 

Overall, transportation difficulties
 
have cost Zambia millions of dollars *in scarce
 
foreign exchange over the past several years.

Major outlays have been required to construct
 
alternative rail. and road routes to the north
 
and freight costs have been much higher to
 
move trade over these extended routes. Costs
 
have also been high in terms of the inability

to move stockpiled inventories; the opportunity
 
costs of foregone production; and the added
 
inflationary pressures resulting from imports

being held in transit.
 

2. Balance of Payments
 

The financial consequences of
 
Zambia's continued heavy dependence on copper

earnings, the decline in copper prices and the
 
high costs of constructing and maintaining

transportation outlets to the 
sea have been particularly
 
acute on the balance of payments (BOP). About
 
85% to 90% of Zambia's foreign exchange earnings

continue to derive from copper (90%-95% including

other mineral exports),and traditionally, Zambia
 
had had a large surplus on merchandise trade.
 
However, about half of export earnings are
 
absorbed by payments on services and transfers
 
because copper production depends heavily on foreign

personnel and capital, as 
well as on expensive
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Unitl 1975, Zambia enjoyed
transport costs. 

a generally healthy balance of payments 

position
 
a gradual


although even during these early years, 


deterioration in the external accounts 
was taking
 

place.
 

a. 1965-1974
 

After independence and prior to 1975,
 

Zambia's trade balance fluctuated erratically 
from
 

a low of U.S.$15 million in 1971 to a 
high of
 

(see Annex A Table 4*).
US.$670 million in 1969 

These fluctuations were mainly due to 

variations
 

in copper prices. Trade surpluses followed a
 

downward trend over this period falling 
from an
 

average of U.S.$286 million per year 
between
 

1965 and 1970 to U.S.$242 million for 
the years
 

A declining trend also occur-red:
1971 to 1974. 

in the current account due to deteriorating
 

external terms of trade, stagnating 
export volumes,
 

and increasing payments for services 
and private
 

To offset this downward trend, external
 transfers. 

However, these borrowings
borrowings increased. 


and other net capita inflows did not 
increase as
 

much as the current account deficits 
and Zambia's
 

foreign exchange reserves fell from 
an average
 

of U.S.$280 million during 1965-1970 
to a U.S.$210
 

million average for 1971-1974.
 

b. 1975-1978
 

In 1975, world copper prices plunged,
 

1978, the current account averaged
and from 1975 to 
 (see
 
a deficit of about U.S.$320 million 

a year 

After borrowing heavily
Annex A, Table 5**). 
 1978,


in 1975, net capital inflows fell 
from 1976 to 


These deficits
 
resulting in large overall deficits. 


led to an accumulation of external 
payments arrears
 

which stood at U.S.$620 million at the 
end of
 

December 1978.
 

The most important factor contributing
 
decline in the real
 to this deterioration was a 50% 
 Another major


price of copper from 1969 to 1978. 


*1965-1972: Kl=US$1.40; 1973-].974: Kl=U.S.$1.55
 

=
 1976 US$1 SDR
1975 US$1=SDR.82362;
**Conversion rates: 7 2
 .
2 ; aid 2,978 US$1=SDR.7981977 US$1=SDR.8565
 

-86616
 

http:Kl=U.S.$1.55
http:Kl=US$1.40
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reason was the virtual stagnation in the volume
 
of copper exports which averaged about 650,000
 
tons over the same period (see Annex A, Table 7).

Copper exports were also adversely affected by the
 
1978 transportation crisis which prevented Zambia
 
from exporting a substantial part of its production.

Due mainly to these factors, exports fell from a
 
high of U.S.$I,396 million in 1974 to U.S.$829
 
million in 1978.
 

During this period, imports also declined
 
sharply from U.S.$I,144 million in 1975 to U.S.$773
 
million in 1978. However, in terms of volume,

the level of imports in 1978 was just about half
 
that prevailing during 1969-1973. The 19-78
 
transpotation crisis also affected imports causing

periodic shortage.s of vital and essential consumer
 
goods. The composition of imports improved from
 
1975 to 1978 with consumption of food, clothing

and transport declining from 28% to 20% of total
 
imports (see Annex A, Table 7). 
 Both intermediate
 
and investment goods increased as a proportion

of imports to 55% and 25% of total imports

respectively.
 

In the services account there was some
 
improvement over the 1975-1978 period. 
Although

investment income rose 
from a net outflow of
 
U.S.$117 million to U.S.$129 million between 1975
 
to 1978, private transfers and other services
 
decreased by about U.S.$50 million. 
Government
 
transfers showed the greatest improvement, from
 
a net inflow of U.S.$5.2 million to U.S.$25.0
 
million over the four-year period.
 

The overall terms of trade deteriorated
 
significantly and seemingly permanently during

the 1970's. If 1969-73 is taken as a base of
 
100.0 the terms of trade turned against Zambia as
 
follows:
 

1974 1975 1977
1976 1978
 
95.4 46.4 51.6 45.2 43.0
 

Although the terms of trade improved somewhat in
 
1979 with the increase in copper prices, it did not
 
attain the average of the early 1970's since world-wide
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inflation continued to be felt through import
 

prices.
 

In the capital account, public and
 

private sector net outflows were sharply
 

reduced from U.S.$210 million in 1975 to
 
However, external
U.S.$18 million in 1978. 


per annum
debt increased dramatically at over 20% 


from 1973 to 1977. (see Annex A, Table 9).
 

Zambia's external debt position at the end of
 
of GDP.
1977 stood at U.S.$1.4 billion or 55% 


Estimates for Zambia's external debt position
 

at the end of 1978 show a decline to 41% of
 

GDP, with debt service payment at $240 million,
 
of export receipts. Considering
or about 28% 


the recovery in 1979 and 1980 export earnings,
 

the debt service ratio is presently more on the order
 

of about 20%.
 

c. 1979-1980 Signs of Recovery
 

After suffering severe BOP deterioation
 

and stagnation in the 1975-1978 period, favorable
 

events in 1979 contributed to a significant recovery.
 
the railway link to South
Toward the end of 1978, 


Africa through Zimbabwe was reopened. This facilitated
 

the export of all 1979 copper production and carry

over stocks that had accumulated in 1978. World
 

market prices rose from the 1978 average of U.S.$0.62
 

$0.90 per pound in 1979. A two-fold
 per pound to 

increase in cobalt prices coincided with increased
 

As a result, exports increased
production capacity. 

imports rose by 20% while
65% over those in 1978. 


net service payments decreased by 4%. Overall the
 

current account moved from a U.S.$242 million deficit
 

in 1978 to a U.S.$151 million surplus in 1979.
 

In the capital accounts official
 

capital inflows rose substantially moving the balance
 

of payments position from a 1978 deficit of U.S.$259
 

million to a 1979 surplus of U.S.$233 million.
 

Discounting the 1979 exports of 1978-produced
 

copper totalling U.S.$161 million, the overall
 

BOP position in 1979 would still show a surplus
 

of U.S.$58 million. This improvement permitted
 

the GRZ to reduce the amount of outstanding external
 

http:U.S.$0.62
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payments arrears from U.S.$620 million at the
 

end of 1978 to U.S.$470 million at year-end
 

1979.
 

Balance of payments projections
 
for 1980 are presented in Annex A, Table 6*.
 

These estimates, prepared by the GRZ and IMF
 
in March,1980, show continuing improvement
 
resulting in another U.S.$195 million drawdown
 
against arrearages by year end. At this writing,
 
it appears that this forecast is optimistic.
 
Payments on arrearages stopped after the first
 
quarter due to pent-up demand for
 
imports and a slackening of foreign exchange
 
control. In some instances, import payments
 
have been delayed suggesting the possibility
 
that arreages may increase before further
 
reductions are made.
 

While copper prices surged in the
 
first quarter with the possibility of higher
 
than forecasted export earnings, prices have since
 
returned to more normal market determined levels
 
and the current exports projection is still
 
believed valid. Developments have not occured
 
which suggest any major forecast changes in the
 
capital accounts. In conclusion, the GRZ's BOP
 
performance in 1980 will not match that in 1979
 
with the result that arrearages may not be
 
significantly reduced and could possibly increase.
 
Nevertheless, the prospect of a GRZ-IMF Extended
 
Finance Facility lends optimism toward tighter
 
foreign exchange allocati6n and continued recovery
 
in 1981.
 

3. Public Finance
 

The financial position of the government
 
reflects the difficulties which the economy has
 

Until 1975,
experienced during 	the present decade. 

taxation of the copper mining sector represented
 

source of revenue for the government.
an important 

Mining revenues in 	the 1960's represented about
 
60% of government revenue. In the 1970's they
 

reached a peak in 1974 at K340 million, representing
 
52% of total government revenue, up from 13% and 28%
 

*Conversion rates: 	1978 U.S.$l=SDR.79872;
 
1979 U.S.$l=SDR.77740;
 
1980 U.S.$l=SDR.76923 (est.)
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respectively in 1972 and 1973 (see Annex A,
 
Table 11).
 

Because of the huge losses in earnings
 
resulting from the collapse of copper prices in 1975,
 
mining revenues fell to K12 million in 1976 or less
 
than 3% of total revenue. From 1977 to 1979, there
 
was virtually no revenue from the mining sector.
 
Projected mining tax revenue for 1980 stands at about
 
K41 million, or about 6% of total revenue.
 

To offset the loss in mining revenues
 
since 1976, the GRZ has successfully diversified
 
the revenue base. Taxes on domestic goods and
 
services increased from K86 million in 1974
 
to K240 million in 1979. Taxes on income have
 
nearly doubled to K230 million over the same period.
 
Thus, total revenue since the 1974 peak has never
 
declined to pre-1974 levels in absolute terms.
 

Performance on the expenditure side
 
was less successful during the mid-1970's than
 
for revenue generation. When revenues declined
 
in 1975-1977,expenditures were not adjusted
 
downward and large government deficits resulted.
 
These deficits, of which the domestic banking system
 
system financed over 80%, averaged 16% of GDP.
 

In 1978 and 1979, strict discipline over
 
budgetary expenditures was generally maintained
 
with the major exception of subsidies and .et
 
lending to the*govErnment .(see Annex A, Table 12).
 
In both years, recurrent expenditures rose in
 
absolute terms but fell marginally in real terms.
 
Capital budget outlays in 1979 were also above
 
targeted expenditures but rose in line with the
 
1979 inflation rate of about 10%.
 

Subsidies (mainly on maize and fertilizers)
 
were K59 million and K42 million in 1977 and 1978
 
respectively. Although these were targeted to fall
 

to K30 million in 1979, they rose instead to K94
 
million. Current estimates are that these may
 
reach K150 million in 1980. Net lending to the
 

government (primarily to parastatals accruing
 
deficits because of uneconomic pricing) totalled
 
K65 million in 1979. This compares to K24 million
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established under the stand-by agreement.
 

While the 1979 figure exceeded the target, it
 

still represents an improvement over the 1978
 

level of K107 million.
 

Overall, the budget deficit fell from
 

K260 million in 1977 to K196 million in 1978.
 

Present estimates show a 1979 deficit of K231 million
 
As
compared to a targeted figure of K187 million. 


already indicated, this below-targeted performance
 

is due primarily to overruns in the subsidy and
 

net lending accounts. Though the 1979 deficit
 
a much higher
represents an increase over 1978, 


proportion of this was financed by external
 

financing. Central Bank financing fell from K93
 

million in 1978 to K60 million in 1979 and is
 

targeted at K60 million in 1980.
 

Budget projections for 1980 are shown in
 
These figures indicate a
Annex, A Table 12. 


deficit of K186 million. However, in August, the
 

GRZ approved a K214 million supplemental budget
 

to cover the higher cost of subsidies and
 
While
constiLtutional and statutory expenditures. 


far exceeding the targeted deficit, the IMF does
 

not find this overly disturbing. In the case of
 
(attributed to higher
the additional subsidy costs 


than forecast costs for naize procurement), the
 

Fund considers these unavoidable. As for the
 

additional constitutional and statutory outlays,
 

the IMF describes these as mostly bookkeeping
 

transfers which similarly dc not demonstrate an
 

erosion of fiscal discipline. A supplemental
 

capital expenditures budget is also expected to
 

be approved but will only be about K10 million.
 

In addition, to these supplemental budgets,
 

regular budget expenditure estimates are also likely
 

to be exceeded due to higher than projected increases
 

for wages and recurrent costs related to defense
 
Because of these added outlays,
expenditures. 


bank financing of the budget, targeted at K60 million,
 

will likely be much higher as well.
 

4. Monetary Developments
 

Zambia's banking ,ystem consists of the
 

Bank of Zambia which acts as the central bank, and 
four
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foreign
commercial banks of which three are 


subsidiaries and one is owned by the government.
 

Insurance companies and other financial institutions
 

are mostly government-owned and also act as
 

commercial banks in housing, agriculture and
 

savings and loans.
 

Monetary developments through 1977
 

reflect large expansion in domestic credit owing
 

to borrowing by the government and mining sectors.
 

In 1977, domestic credit expanded by 30%, and
 
(see Annex A, Table 13).
the money supply rose by 12% 


In 1978 and 1979, the government undertook
 

a stabilization program to restrict credit,
 

especially that of the government and mining sectors.
 

Private sector credit was also controlled. The
 

liquidity position of banks was tightened through
 
reserve requirement
the imposition of a 100% 


in April 1978, and through the enforcement
 

of the kwacha counterpart requirement for
 

foreign exchange applications. As a result of
 

these measures, domestic credit expansion slowed
 

in 1978 and to 8% in 1979. The GRZ will
to 18% 

aim to expand domestic credit in 1980 by about 10%
 

and credit will be allocated more toward priority
 

sectors of the economy, especially agriculture.
 

The money supply increased 30% in 1979.
 

However, after taking into account a sharp drop
 

in the money supply which occurred at the end
 

of 1978, the rise in average money-balances during
 

the year was more on the order of 15%. The money
 

supply is targeted to increase 20% in 1980.
 

Although this may be higher in light of budget
 

overruns necessitating additional bank deficit
 

financing.
 

Domestic price increases were only about 10%
 

in 1979 despite the much more sizeable increase in
 

money supply. Because of the need of economic
 

enterprises to rebuild their liquidity positions,
 

the expansionary impact of money supply increases
 
While in 1980 there remains
 was reduced in 1979. 


a need to rebuild liquidity positions in the
 

industrial sector, budget overruns and money supply
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expansion could still push 
price level increases
 

This compares
 
to as high as 15 to 20 percent. 


increase targeted under the 
1980
 

with a 10% 

stabilization program.
 

5. Economic Growth
 

The net result of Zambia's 
financial
 

difficulties of recent years 	
has been an adverse
 

Between 1973
 
impact on real.economic growth. 


and 1976, real GDP grew by 
an average of 3% per
 

annum. However, in 1977 and 1978, real growth
 
For
and 0.3% respectively.
declined by 4.5% 


1979, real GDP is estimated 
to have declined another
 

9.0%.
 

In terms of sectoral performance, 
mining
 

showed the sharpest decline 
with its relative
 

in 1974 to 11%
 
share of GDP falling from 

32% 


Mining's share rose relatively 
to 12%
 

in 1977. 

in 1978 and 1979 respectively 

(see Annex A,
 
and 18% 


same period, agriculture's
Over the
Table 2). 	
to 15%, manufacturing from 

13%
 
share rose from 10% 
 to 16%. These shifts
 
to 16%, and services from 

12% 


primarily reflect the disproportionate 
sharp decline
 

in the mining sector's share 	
rather than offsetting
 
For example, over
 

increases in other sectors. 


this period, the real rate 
of increase in agricultural
 

output fell from 5% to less 
than 1% in 1978 and a
 

Manufacturing registered a 
less
 

9%decline in 1979. 

than 10% increase in 1979 after 

a 7% growth in 1978
 

and three consecutive years 
of negative growth
 

Services declined from 8% 
to a minus
 

before 1978. 
 increase in 1979
 
4% in 1978 followed by a 

10% 


(see Annex A, Table 3).
 

In the agricultural sector, 
weather conditions,
 

inappropriate prices, the 
lack of spare parts, credit,
 

transport and marketing and 
input delivery have been
 

among the problems impeding 
the growth of this
 
Agriculture experienced


potentially dynamic sector. 


a particularly poor year 
in 1979 due to severe
 

drought and resulting huge 
crop losses.
 

The mining sector has experienced 
mixed
 

performance over the past 
two years with its contribution
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to real GDP falling 19.8% in 1979 after showing
 
Higher copper prices
 a 7.5% increase in 1978. 


and cost saving measures to improve 
the efficiency
 

of mining operations contributed 
to the 1978
 

However, in 1979, supply bottlenecks
 improvement. 

and the loss of key personnel led 

to the sharp
 

reduction in copper production. 
Despite this
 

decline, the financial position of 
the mining
 

further strengthened in 1979 and
 companies was 

were able to show profits for the 

first time
 

in four years.
 

The poor performance of the manufacturing
 

sector in recent years has been primarily 
due to
 

the scarcity of foreign exchange, 
price control
 

policies and limitations on raw material 
imports.
 

Despite the improvement in 1978, 
the performance
 

in 1979 was stagnant and capacity 
utilization
 

future

will probably not increase in the 

near 

increased.


unless imports of essential inputs 
are 


C. Corrective Measures
 

The Government has undertaken a series
 

of corrective measures to stabilize 
the economy
 

since the onset of the economic crisis 
in 1976.
 

initial stabilization
These have included an 

a stand-by arrangement with
in 1976 and
program 


In addition, the Third
 the IMF (April 1978). 

National Development Plan (1979-1983) has laid
 

the basic groundwork for diversifying 
the
 

economy; nationwide food production 
programs are
 

being launched; and Zambia is continuing its
 

efforts to promote political stability 
in southern
 

Africa.
 

1. Stabilization Program
 

Faced in early 1976 with unfavorable
 

prospects for a quick recovery in world 
copper prices,
 

the GRZ initiated a program to stabilize 
the economy.
 

These early measures included a 20% 
devaluation of
 

the kwacha in July 1976, fiscal measures 
to diversify
 

sources of government revenue and 
to contain government
 

capital expenditures, and incentives 
to stimulate the
 

diversification of the economy toward 
increased
 



agricultural and industrial production.
 

These initial efforts met with only limited
 
success, and in April 1978, the Government negotiated
 
a two-year stand-by arrangement with the International
 
Monetary Fund. This piogram made available SDR 250
 
million (U.S.$313 million) in IMF credits. The
 
stand-by arrangement supported a comprehensive
 
stabilization program, of which the main objectives
 
were to achieve an overall balance of payments
 
equilibrum by 1980, reduce inflation, resume
 
economic growth, and set the basis for diversification
 
of the economy through efficient resource allocation,
 
especially in terms of fiscal performance. In
 
addition, the program was to gradually eliminate
 
external payments arrears which, at the beginning
 
of the program, stood at SDR 467 million (U.S.$585
 
million).
 

Zambia's implementation of the stand-by
 
arrangement has been largely successful (see Annex A,
 
Exhibit 14). As described above, the balance 6f
 
payments showed marked improvement in 1979 permitting
 
a large payment surplus and a reduction in external
 
arrearages. In the area of public finance, the
 
revenue base was diversified and strengthened;
 
discipline was exercised over expenditures; and
 
the resort to deficit financing was restrained.
 
These factors plus restrictions on the expansion
 
of domestic credit contributed to reductions
 
in the rate of price increases from about 18% in
 
1977 to about 10% in 1979: With the termination
 
of the stand-by agreement in April 1980, there is
 
evidence of some slackening in financial discipline.
 
However, prospects for a GRZ-IMF Extended Finance
 
Facility seem good and this should again help
 
tighten fiscal and monetary control.
 

Despite this generally improved performance,
 
major economic development problems still must be
 
resolved. The GRZ still carries heavy external
 
payments arrearages despite the 1979 and 1980
 
projected balance of payments improvement. The resumption
 
of economic growth, a major objective of the stand-by
 
arrangement, has been elusive although a modest
 
increase is now projected for 1980. Critical to
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the resumption of sustained growth will be bolder
 
GRZ efforts to undertake policy reforms conducive
 
to structural economic diversification. Price policy
 
and subsidization problems continue to plague the
 
agricultural and manufacturing sectors. Some
 
parastatal enterprises, in particular, continue
 
to operate inefficiently and require subsidization
 
for a variety of reasons.
 

The prime example of such deficit-operated
 
parastatals is the National Agricultural Marketing
 
Board (NAMBoard). NAMBoard is plagued by
 
contradictory price and subsidization policies,

aaricultural credit difficulties, and transport
 
and distribution problems. Because of NAMBoard's
 
deficit, the Zambian government was unable to
 
contain its borrowing from the banking system

during the second half of 1979, and these subsidies
 
will bring similar pressures to bear in 1980.
 

Thus, while the GRZ-IMF stand-by arrangement
 
has been largely successful as measured by several
 
key indicators, the most difficult tasks of economic
 
recovery structural adjustment and the resumption
 
of growth still lie ahead. The GRZ Third National
 
Development Plan establishes a framework within
 
which this can be sought. Still, government reforms
 
adequately supported by external assistance over
 
the next few years will be essential to achieving
 
a sustainable recovery.
 

2. Third National Development Plan
 

The Third National Development Plan (TNDP)
 
covering the period 1979 to 1983 seeks "to diversify

the economic structure in order to reduce the economy's
 
dependence on copper and to undertake a crash economic
 
program of promoting agriculture and industry based on
 
the use of local raw materials and the establishment
 
of the necessary capital goods industries". The plan
 
gives highest priority to rural development and includes
 
other objectives as follows:
 

- promote fuller employment generation;
 
- promote prospecting and exploitation of
 
non-copper minerals;
 



- reduce rural-urban income disparities;
 
- promote a regional pattern of development;
 
- speed up the process of Zambianization;
 
- expand education and training facilities;
 

and
 
- obtain a real growth in GDP of 6% over the plan
 
period.
 

These objectives are appropriate in light
 
of Zambia's current economic situation and progress
 
toward achieving them would contribute to developing
 
a more resilient economic structure. However, the plan
 
appears to be an ambitious undertaking and
 
unrealistic in terms 'of the resources likely to
 
be available for implementing it.
 

On the latter point, the plan projects total
 
investments of K3,354 million. Of this amount K1,439
 
million (43%) will be provided from the government
 
budget, including donor assistance; K1,085 million
 
(32%) by parastatal internal resources; K530 million
 
(16%) by external financing to parastatals; and
 
K300 million (9%) by the private sector.* These
 
estimates are not realistic in that they do not
 
reflect fiscal and other commitments which constitute
 
an integral part of the government's economic
 
stabilization program. Nor are they adjusted for
 
the balance of payments constraints in recent
 
and coming years.
 

In view of the shortfall in financial resources
 
suggested above, a more realistic investment plan
 
is required. An annual development plan is now
 
prepared to supplement and implement the TNDP. However,
 
it too lacks the in-depth analysis required to
 
efficiently allocate and coordinate the use of
 
scarce national resources. In short, the TNDP and
 
the annual development plan provide useful frameworks
 
within which general development efforts can proceed,
 
but a more refined spending program is necessary.
 

*Of total investments, 15% or K420 million is allocated
 
to agricultural development. Of this latter amount,
 
the government is expected to finance 87%. Agriculture
 
figures more prominently in the government's share of
 
investments, with 31% of total government investments
 
being allocated to agriculture, in addition to other
 
allocations for rural roads.
 



-41

3. Food Production Programs
 

To stimulate agricultural production and
 
initiate efforts to diversity the economy via
 
the agricultural sector, the GRZ has launched
 
two major food production programs. One is the
 
LIMA Program designed to promote the cultivation
 
of small quarter acre gardens in urban and rural
 
areas. The other is "Operation Food Production",
 
a grander scale nationwide program to boost food
 
production. The LIMA program was begun in 1979.
 
Operation Food Production is being initiated this
 
year.
 

a. LIMA Program
 

The LIMA progr'im is an extension
 
program designed around a farm input package for
 
units of une-fourth hectare. Its fundamental
 
principle is the encouragement of the rational use
 
of agricultural inputs on standardized units
 
of land using standardized measures for fertilizer,
 
seed and insecticide. The LIMA program is directed
 
at small farmer agricultural production and
 
includes the use of existing technologies disaggregated
 
into usable packages.
 

b. Operation Food Production
 

Faced with forecasts that Zambia would
 
have to spend K60 million (US$75 million) to
 
import 3.5 million 90 kg bags of maize during 1980
 
(K38 million on maize and K22 million on transport),
 
President Kaunda called a special seven day continuous
 
meeting of the UNIP Central Committee to discuss
 
methods of boosting food production. The result
 
was the launching of Operation Food Production on
 
May 23.
 

The program is a large one, evisaging the
 
expenditure of K400 million (U.S.$500 million) over
 
ten years to boost food output by a combination of
 
large capital intensive farms, mobilization of
 
traditional farmers and new incentives to farmers.
 
The strategy involves the establishment of 1) two
 
20,000 hectare state farms in each of Zambia's nine
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provinces; 2) expansion of the size of hitherto
 
unsuccessful reconstruction centers to 1,000 hectares
 
each; and 3) encouragement of producer cooperatives

which have declined in recent years.
 

Because of the generally poor records of both
 
the rural reconstruction centers and producer
 
cooperatives, many observers are skeptical about
 
the ability of these units to transform themselves
 
into the spearheads of a campaign for higher
 
agricultural production. However, more
 
considerable results are expected from measures
 
designed to encourage individual farmers, and
 
expatriate farmers in particular. Among these
 
measures were decisions to 1) allow farmers to
 
remit 50 ngweel/ of foreign exchange for
 
a) every 90 kg bag of maize in excess of 5,000 bags;

b) every 90 kg bag of soya in excess of 1,000 bags;
 
and c) every 90 kg bag of wheat in excess of
 
2,000 bags; 2) a K2 reduction in the price of
 
all 50 kg bags of fertilizer Z/and 3) tax concessions
 
for farmers including a reduction in the duty
 
on imported tractors. Also expected is a
 
reorganization of the key parastatal companies

in the agricultural sector, namely NAMBoard, the
 
Agricultnral Finance Company, and the Tobacco
 
Board of Zambia.
 

4. Peace Efforts in Southern Africa
 

Zambia's efforts to bring about peaceful
 
transition to majority rule in southern Africa must
 
also be cited among the measures taken to
 
stabilize the economy. The costs of maintaining
 
economic sanctions against Rhodesia, particularly
 
transport-related costs, placed heavy financial
 
strains on the GRZ. Zambia's role in bringing
 
about a negotiated settlement to the Rhodesia-

Zimbabwe conflict is well recognized, and the
 
more stable political climate in the region will
 
enhance the prospects for economic recovery.
 

D. Prospects for Economic Recovery
 

At this time, the GRZ is at a key turning point
 
as regards the nation's future development. Over the
 

1/100 ngwee = 1 kwacha
 

2/This has been subsequently increased to K3 per 50 kg bag.
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past two years, stabilization efforts have
 
succeeded in weathering the worst of the current
 
financial crisis. Budgetary discipline has been
 
strengthened, prudent monetary policies have been
 
followed, and at the end of 1979, external arrears

had been reduced beyond expectations at the start
 
of the year. Copper prices have improved

significantly as has the financial performance

of the mining-companies.
 

Despite these successes, long term
 
exploitation of Zambia's economic development

potentialwill depend upon the determination
 
with which the GZ adopts economic policies

conducive to structural change and economic
 
growth. 
 Zambia's need for economic structural
 
change is justified not only by the 
severe
 
and erratic economic fluctuations of the past

but by the future prospects for the exploitation

of Zambia's copper resources. Present known
 
resources are expected to be depleted within
 
about 20 years and production is likely to remain
 
relatively constant at about 550,000 to 600,000
 
tons per year.
 

To significantly increase the rate of

extraction would require heavy capital investments
 
to process lower grade areas. Projected copper

prices over the intermediate term suggest that
 
these investments would not be economically justifiable.

Cost savings and marginal increases could accrue
 
from more efficient management and capacity

utilization. 
However, notable future increases
 
in copper mining revenues and foreign exchange

earnings will come about through higher prices

rather than increased output. Current price

projections indicate modest and steady increases
 
in the years ahead. But as in the past, there
 
are 
no guarantees of such predictable performance

in the volatile world copper market.
 

Briny;'-.g about the economic structural
 
change needei.d requires persevering efforts on several
 
challenging fronts. 
 These include continuing

efforts to maintain the financial stability of the
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economy; the restructuring of relative domestic
 
prices, particularly of agricultural products, to
 
improve resource allocation; the adjustment
 
of fiscal and monetary policies to promote

exploitation of the agricultural sector; improvement

in the performance of parastatals; and the strengthening

of institutions supportive of structural
 
diversification. Further strengthening of the
 
government's development planning capacity at
 
both national and ministerial levels is especially

needed to better plan investment programs

and allocate scarce financial resources in accordance
 
with established priorities.
 

Economic revitalization in this broader
 
sense will require several years. Despite stated
 
GRZ priorities toward rural development, recovery*

in the mining and manufacturing sectors must be
 
supported as well. Assuming copper prices and
 
production remain favorable, at least 2 to 3 years

will likely be required to simply eliminate
 
arrearages and bring capacity utilization of the
 
industrial sector up to more normal levels.
 
Foreign exchange allocation supportive of
 
structural diversification will be made but will
 
be constrained by these competing needs. This
"competition" can be reduced to the extent external

assistance is available to fund structural
diversification programs.
 

Donor balance of payments support in the
 
near future can thus be expected to have more of
 
*a developmental impact than in the past assuming

the GRZ undertakes the necessary diversification
 
measures as indicated above. In light of the above
 
prognosis, the donor community should coordinate
 
efforts and activities to support policy

reorientation. 
At the same time, the GRZ should
 
make every effort to mobilize and direct donor
 
resources to support diversification. In particular,
 
an IMF Extended Finance Facility and/or an IBRD
 
Structural Adjustment Program complemented by other
 
donor assistance would seem especially appropriate
 
at this time.
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E. 
 Other Donor Assistance*
 

Zambia signed international assistance
agreements totalling U.S.$232.4 million in 1979 
(see
Annex A Table 15). 
 Of this total, U.S. $130.3 million
was commodity assistance, U.S. $28.7 million was food
aid, and U.S. $73.6 million was project assistance.
U.S.$69.4 million was in the form of grants and
U.S.$163.2 million in the form of loans. 
 Other major
donors providing commodity aid in 1979 were Irag (US$30.0
million), Japan (U.S. $26.2 million), 
Romania (U.S. $15.0
million), Netherlands 
(U.S. $13.0 million), India (U.S.
$12.3 million), 
and the Federal Repub~lic of Germany
(U.S. $5.0 million). 
 The U.S. $159.0 million in 1979
commodity aid, including food programs, compares with
U.S. $112.5 million provided in 1978. Annex A Table 16
is also included to illustrate the type commodities provided

under other donors programs.
 

In terms of overall aid, the U.K. is traditionally the largest donor providing U.S. $75 million to U.S.
$90 million in assistance each year. 
Other major donors
in 1979 were the U.S. 
(U.S. $51.3 million), Irag (U.S.$39.0)
Japan (U.S. $26.2 million) and the EEC (U.S. $21.5 million).
Under the SDR 250 million IMF standby agreement, SDR 100
million was utilized in 1978 and SDR 100 million was
 
utilized in 1979.
 

Donor assistance in 1980 is expected to rise
to even higher levels. President Kaunda is on an aid
seeking missiop at this writing and the GRZ is targeting
to sign assistance agreements totalling K450 million
(U.S. $562.5 million) for 1980. 
 The remaining SDR 50 million
under the IMF standby agreement was utilized in 1980 and
prospects appear favorable for a three-year EconomicFinance Facility to commence in early 1981. 

Also see Annex A, Table 1.
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IV. Proposed Commodity Import Program,
 

A. Objectives
 

In consideration of the GRZ's balance of
 
payments difficulties and long term development
 
objectives as described above, AID proposes to loan
 
the Government of Zambia U.S.$15 mi-lion from the
 
Economic Support Fund. The loan will be utilized
 
through a Commodity Import Program (CIP) to (1)
 
provide short-term balance of payments relief;
 
contribute to the GRZ's longer run objectives
 
to accelerate agricultural development and
 
diversify the structure of the economy; and
 
3) support the GRZ and AID/Zambia's goals to
 
increase food oroduction and raise small
 
farmers' incomes.
 

A major national problem adversely
 
impacting on the accomplishment of all of these
 
objectives is Zambia's declining domestic
 
food production. The severity of the problem
 
is discussed in Annex B. Therein it is noted
 
that the volume of Zambia's domestically produced
 
and marketed maize progressively fell from
 
578,000 MT in 1978 to 334,000 MT in 1979 and
 
is estimated at 390,000 MT in 1980. This compares
 
with 750,000 MT produced in 1976 and 690,000 MT
 
in 1977. In 1979, only about 50% of the nation's
 
maize consumption requirements were met with
 
domestic production, and prospects for 1980
 
are nearly as bad. Over the same years, budgetary
 
subsidies, attributed largely to uneconomic pricing
 
of maize and fertilizer, increased from K42 million
 
to K94 million to an estimated K150 million in 1978,
 
1979 and 1980 respectively.
 

To assist the GRZ in meeting its food
 
production challenge, the foreign exchange proceeds,

local currency generations, and economic measures negotiated
 
under this loan will all be directed towards
 
achieving maize self-sufficiency and reducing
 
budgetary subsidies. In so doing, the broader
 
objectives of the loan will be supported as well.
 

B. Commodities to be Financed
 

As officially requested (see Annex C), it is
 
proposed that the foreign exchange provided under this
 
loan be used to procure the following materials required
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for the domestic production of fertilizers.
 

Description of 
 Approx.Value US$
 
Raw Material Quantity (MT) CIF Kafue
 

Borax 40 
 24,000
 
Potassium Chloride 200 
 84,000

Potassium Sulphate 
7,000 3,500,000
 
Single Super I
 

Phosphates 1,100 473,000
 
Triple Super


Phosphates 11,500 
 .5,290,000
 

Di-Ammonium
 
Phosphates. 11,200 5,600,000
 

Coating Agent
 
(NUFLO 10) 
 350 105,000
 

TOTAL 31,390 15,076,000
 

Utilization of these commmodities will support

Zambia's agro-industrial development and will help

increase the yields and total output of Zambia's
 
staple food crops, especially maize. In so doing,

these commodities will contribute towards increasing

domestic food supplies and satisfying Zambia's basic
 
human needs.
 

The finished fertilizer materials financed
 
under the past three CIP loans to Zambia have accounted
 
for 30% to 35% of the country's total sales. Zambia's
 
fertilizer projected sales in 1981 will be upwards

of 185,000 MT consisting primarily of NPK compounds

and urea. A more detailed analysis of Zambia's
 
past and projected sales and current stock position

is discussed in Annex D. The estimated 31,390 MT
 
to be procured under this loan represents 45 percent

of 1980/81 and 1981/82 projected imported raw material
 
requirements and can potentially contribute to the
 
production of about 55,000 MT or roughly 30% 
of
 
expected sales in 1981.
 

The selection of these raw materials as opposed

to finished product is proposed in light of Zambia's
 
increased domestic capacity to produce and blend
 
fertilizers. This additional capacity, an expansion

of Nitrogen Chemicals of Zambia Ltd. (NCZ), will
 
come on stream in April 1981. An analysis of the
 
plant's capability to start production on schedule
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is included herein as Annex E. Any residual amount of
 
funds available after the materials are purchased will
 
be used to procure agricultural equipment and spare parts.
 

In the unlikely event that NCZ experiences
 
unexpected and lengthy delays in start-up, it is
 
proposed that the loan finance finished product instead.
 
Should it become necessary to identify still other
 
alternatives, commodity selection will be directly
 
supportive ef the agricultural sector and must
 
basically represent large volume purchases and a small
 
number of commodity categories. This latter requirement
 
is necessary because of the limited commodity management
 
support available to administer and implement the loan.
 

C. Use of Local Currency Generations
 

Despite GRZ intentions to eliminate the
 
subsidies on maize and fertilizers over the past
 
two years, these outlays rose sharply in 1979 and
 
1980 (see Annex B). Contributing to these increases
 
were poor domestic maize harvests necessitating costly
 
imports, higher prices of fertilizer imports, higher
 
maize prices paid to domestic producers, and GRZ
 
reluctance to pass these costs on to consumers.
 

To help reverse this trend it is proposed
 
that the local currency generated under this loan be
 
used in support of a GRZ-AID program now being
 
negotiated (see following discussion of measures
 
to achieve maize self-sufficiency and reduce maize
 
subsidies through producer and consumer price
 
adjustments. Specifically it is planned that local
 
currencies will be used to partially subsidize maize,
 
consumer prices. The subsidization will be done on a
 
declining graduated basis (allowing maize consumer prices
 
to be adjusted suitably in accordance with a schiedule to
 
be adopted in consultation with AID prior to April 1,
 
1981. The results of the study cited in B.l.b. below
 
will be instructive in this regard. It is anticipated 
that local currencies ( n1roi iwh h YPy 1QR1 
PL 480 agreement will contribute to this Droaram as 
well. 

Under CIP loans prior to the FY 1980 loan
 
(611-K-005), AID and the GRZ agreed that counterpar
generations be attributed to specific line items in the
 
GRZ capital budget. Attributions of local currencies
 
generated through 1979 disbursements from Loans
 
611-K-002/003/and 004 are shown in Annex F.
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Loan disbursements under Loan 611-K-005 will all occur
in 1980. Unlike attributions under the previous loans,
these generations will be allocated solely to 
agricultural
ana rural development activities. 
The GRZ 	will submit a
report on the use of these attributions in 1981.
 

D. Agricultural Sector Support Measures
 

A key feature of the FY 1981 loan program is
the negotiation of several measures 
supportive of the loan
objectives outlined in Section IV A above. 
 These measures
 
are outlined below.
 

A. "In implementing these support measures which
complement the overall objectives of the Third National
Development Plan (TNDP), specific emphasis will be placed
on contributing directly to 
development in poor rural areas
and in enabling the poor to participate actively in increasing agricultural production through small farm agricul
ture.
 

B. The Government of the Republic of Zambia will:
 

1. 	(a) Reinforce the planning unit within the
 
Ministry of Agriculture and Water
 
Development charged wrth undertaking

comprehensive annual and ad hoc reviews

of agricultural producer prices and
 
fertilizer subsidies.
 

(b) (i) Conduct a comprehensive review of

maize producer prices and fertilizer
 
subsidies to determine if there is
 
sufficient incentive to 
reduce the

prevailing maize production shortfalls;
 
(ii) undertake this review between the

signing of this Agreement and March 31,

1981; (iii) base the review on the fol
lowing principles: (a) current production

prices in the region; (b) self-sufficiency;

(c) the 	cost of production plus 
a reason
able profit margin; and (d) comparative

costs of importation; and (iv) keep AID
 
advised of the findings of the review
 
during the month of April 1981.
 

(c) Establish agriculture producer prices at

levels aimed at achieving the goal of

maize self-sufficiency by 1982.
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(d) Adopt a selective approach to the sub
sidization of fertilizer and other input
 
costs in order to provide farmers, es
pecially traditional and emergent farmers,

with the necessary incentives to increase
 
the production of maize and to reduce
 
subsidies to manageable levels.
 

2. 	(a) Reduce consumer subsidies on maize ane
 
fertilizer to align retail prices more
 
closely to producer prices.
 

(b) Reduce progressively the per unit maize
 
subsidy (i.e. the difference between
 
maize producer prices and the wholesale
 
prices of roller and br akfast meal)

within a period to be 19reed with AID
 
by June 1981.
 

3. 	To permit commensurate increases in maize pro
ducers prices in real terms which will stimu
late production, without simultaneously

enlarging Zambian budgetary subsidies caused
 
by differences between maize consumer and
 
producer prices.Utilize local currency at
tributable to this loan to partially subsidize
 
maize producer/consumer prices. This subsidi
zation is to be done on a declining gra-daated

basis allowing maize consumer prices to be 
adjusted suitably, in accordance with a 
schedule to be adopted in consultation with 
AID prior to may 1, 1981. The results of 
the study cited by B.l.(b) above will be 
instructive in this regard. 

4. 	Adopt procedures to improve the Ministry of
 
Agriculture and Water Development's crop

forecasting by improving the accuracy of the
 
data base and the timeliness if the publica
tion of the forecast.
 

5. 	Through the Ministry of Agriculture and
 
Water Development, revive a regular market
 
news service.
 

6. 	To assure coordination of food and fertilizer
 
imports, provide the U.S. Government monthly
 
(within 21 days of the close of the month)

statistics on fertilizer and maize. This
 
will include (i) beginning of month/opening

stock position, (ii) imports, (iii) internal
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procurement, (iv) sales and (v) end-of-month
 
closing stock position.
 

In October of 1981, furnish the USG a state
ment of the progress the Government of the
 
Republic of Zambia has made in carrying out
 
the above measures."
 

As of this writing, negotiations of the above measures
 
are underway. On November 10, 1980, AID/Zambia, the NCDP

and MAWD reached tentative agreement on the measures. 

cause approval from higher GRZ officials is required, it 

Be-
is
 

not certain whether all of the measures will appear

in the loan agreement, nor whether they will appeax


in the precise language as presently shown.
 

E. Loan Program Rationale
 

1. Relationship to AID/Zambia Program
 

The proposed loan represents an integral component
of AID/Zambia's overall program to increase food production

and to raise small farmers' incomes. The significance of this
 
year's loan program is best viewed in terms 
of the development

of the AID/Zambia program over the past few year 
 and the
relationships it has with complementary program eements.
 

For several years prior to FY 1980, the U.S.
assistance program to Zambia consisted primarily of CIP
and food aid activities, both of a non-project and balance
 
of payments and budgetary support nature. During those
 
years, Zambia's financial crisis was so 
severe that
 
stabilization assistance rather than project ai'd 
was of
 
paramount need.
 

It was also during these years that the need

for diversification of the economy was 
strongly felt, and this
objective became the central theme of the GRZ's Third

National Development Plan (TNDP, 1979-1983). Under the plan,

highest priority was plac~d on revitalizing the agricultural

sector. This reorientation in development focus and the
 
prospect of a steady although slow economic recovery, prompted

a complementary transition in the U.S. AID program to Zambia.

This transition involves a gradual evolution from purely

non-project stabilization assistance to 
a more project-based

program. As already described in Section III D, the present

overall program is at a stage including both categories.
 

A combination of non-project and project

assistance is especially appropriate at this time for the

AID/Zambia program must function on both the policy and
 
action fronts as stated in the FY 1982 Zambia Country
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Development Strategy Statement (CDSS). 
 Program intervention
 
on the policy front is essential because difficult policy

changes, adequately supported by external technical
 
assistance are still needed to 
support the shift in GRZ

development priorities. In this regard, the CIP and
 
PL-480 programs offer substantial foreign exchange and
 
local currency assistance to support GRZ-AID agricultural
 
initiatives.
 

Directly complementing these programs is
 
technical assistance offered by the Zambia Agricultural

Training Planning and Institutional Development Project

(ZATPID-611-0075). 
This is a unique AID activity

designed to identify weaknesses in policies related to
 
agricultural development. The project provides the
 
technical assistance and training required to strengthen

GRZ analytical and decision making capabilities in the
 
policy area concerned.
 

On the action front, the AID/Zambia program

has as its base a major Agricultural Research and
 
Extension Project (611-0201). This project was approved

this September and project team arrival is scheduled
 
to begin in February, 1981.
 

The common threads that weave these program

elements together are the GRZ and AID/Zambia goals to
 
increase food production and to raise small farmers'
 
incomes. Tracing the development of the CIP programs over
 
the past two years serves to both explain the rationale for
 
the current loan proposal as well as demonstrate how AID/
Zambia program components are linked towards achieving these
 
common goals.
 

2. FY 1980 Commodity Import Loan Program
 

The FY 1980 Commodity Import Loan and the
FY 1980 PL-480 program initially signaled the transition
 
to a more development oriented AID program to Zambia.
 
The self-help criteria contained in the PL-480 agreement

requested that the GRZ act upon several substantive
 
self-help measures related to boosting domestic food
 
production. The FY 1980 CIP Program Assistance Approval

Document (PAAD) endorsed the self-help criteria as being

supportive of the CIP objectives.
 

At the time the FY 1980 PAAD was prepared,

AID/Zambia had a newly arrived professional staff of only

one and consequently a rather limited knowledge of
 
Zambia's agricultural sector. Therefore, the FY 1980

PAAD sought to gain an updated and rudimentary enough

understanding of the agricultural sector to 
identify
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major problem and policy concerns meriting GRZ-AID
 
emphasis. An initial but cursory review was also
 
made of the fertilizer sub-sector. Problem and
 
policy areas identified fell within three basic
 
categories: overall agricultural sector constraints
 
and priority development needs; knowledge of the tradi
tional farmer; and small farmer access and use of ferti
lizer.
 

On the basis of these findings, recommendations
 
were made to undertake major studies relating to
 
agricultural program planning, the small farmer, and
 
fertilizer distribution and use. These recommendations
 
also provided initial guidance for AID/Zambia program

development. FY 1980 funding to undertake these and other
 
studies as suggested by the CDSS was made available
 
through authorization of the ZATPID project (611-0075).
 

3. FY 1981 Commodity Import Loan Program
 

AID/Zambia has gained considerable knowledge

of the agricultural sector and has supplemented its
 
professional technical staff with a PL-480 Officer
 
and an Agricultural Officer. Therefore, this year
 
AID/Zambia has chosen to negotiate and support the
 
agricultural economic measures described
 
in Section IV D above.
 

Although negotiation of the
 
economic measures will not be completed until the signing
 
of the Loan Agreement, the aims of the negotiations are
 
to reinforce the MAWD's planning unit responsible for
 
analyzing agricultural prices and subsidies, espeically those
 
for maize and fertilizer. AID/Zambia is prepared to support
 
strengthening of the staff through the ZATPID project. It
 
is planned that annual and ad hoc reviews prepared by the
 
unit will be the basis for establishing producer prices
 
that will bring about maize self-sufficiency. At the
 
same time, fertilizer prices and maize consumer prices

will be set such that they will reduce the current heavy
 
drain of subsidies on budgetary resources. By June 1981,
 
the GRZ and AID will agree upon target dates for achieving
 
these goals.
 

The use of loan proceeds to import raw
 
materials will complement these measures by providing
 
the fertilizers needed to support the hoped for production
 
response. Use of the local currency generated under this
 
loan to partially subsidize consumer maize prices will
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support implementation of the economic and financial
 
measures. Other major features of this year's loan
 
program are an analysis of Zambia's fertilizer
 
marketing system (Annex G); and a scope of work
 
for a major fertilizer sector study (Annex H).
 

Looking beyond this year's loan, it is
 
envisaged that a major fertilizer sector study will
 
be undertaken in 1981 along the lines recommended in
 
the attached,scope of work. Funding for such a study is
 
available through the ZATPID project (611-0075).
 
It is possible that this study would be the basis
 
for a major sector or sub-sector support loan.
 
Such a loan would have a significant commodity component
 
and would represent a logical developmental evolution
 
of the CIP program in Zambia.
 



V. Fertilizer Marketing in Zambia
 

A. Zambian Agriculture and Fertilizer
 

As summarized in the FY 1982 Zambia Country

Development Strategy Statement (CDSS), the
 
problems facing agriculture are complex. Solutions
 
are available but sustained implementation of the
 
policies needed to attain self-sufficiency in food
 
production have-not been sufficient to date. 
Yet,
 

GRZ development priorities have shifted to
agriculture in recent years and efforts are
 
being made to establish the policy, institutional
 
and structural environment required to stimulate.
 
and sustain agricultural development.
 

Of particular concern in these efforts is
 
the role of fertilizers. Because the soils of
 
Zambia have an inherent low fertility status,

fertilizers are needed to maintain current food
 
production levels and any sustained expansion in
 
the future. Research shows that Zambia's soils
 
respond well to fertilization and good management

practices. 
 To be able to reap the benefits that
 
Zambia's soils and new high yielding plant varieties
 
can produce, fertilizers and technology must be
 
available to all categories of farmers. This can
 
be accomplished through an adequate fertilizer
 
marketing and distribution system and under the
 
umbrella of an integrated approach to agricultural
 
development.
 

Recognizing the importance of fertilizers to
 
the agricultural economy, this section will describe
 
the fertilizer sub-sector and will provide a preliminary

evaluation of the fertilizer marketing system. A
 
proposal for a more in depth fertilizer sector study,

placing special emphasis on small and emergent farmers,
 
is included herein as Annex H.
 

The Third National Development Plan,. 1979-1983
 
(TNDP),aims to expand the agricultural output of small
 
and emergent farmers. Presently it is not known how
 
much is getting to the small and emergent farmers. Nor

is it known if fertilizers are available to them but
 
is not being used. The proposed study will examine
 
these and other pertinent questions.
 

If fertilizer consumption increases as a result
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of GRZ efforts to boost small and emergent farmers'

production, Zambia's fertilizer bill can be expected

to increase as well. Considering that the country's

fertilizer costs already approach U.S.$75 million
 
per year and that these costs are continually rising,

it becomes increasingly important to strive for an
 
efficient system of marketing and distribution.
 

B. Fertilizer Sub-Sector
 

1. Key Institutions
 

Listed below are the major institutions

involved in the.-fertilizer sub-sector and the functions
 
they perform:
 

a. National Agricultural Marketing Board (NAMBoard
 

NAMBoard is the most significant of all
instiuutions involved in the fertilizer sub-sector. 
 In
 
consultation with the National Fertilizer Committee it

determines the types and quantities of fertilizers
 
to be imported. In addition, it advises the National
 
Commission for Development Planning in pricing; manages

the importation of fertilizers; and is primarily

responsible for the storage and distribution of
 
fertilizers throughout the country.
 

b. 
National Council for Scientific Research
 

The National Council for Scientific Research

co-ordinates the activities-of agricultural research.
 
Zambia's 12 research stations and 17 zonal sub-stations
 
research and field test fertilizer products and make

recommendations as to 
type, formulation and use.
 

c. National Fertilizer Committee
 

The National Fertilizer Committee advises
 
NAMBoard 
on the type and quantities of fertilizers to

be imported. 
Committee members include representatives

from the Ministry of Agriculture and Water Development

(MAWD), Commercial Farmers Bureau (CFB), 
Bank of Zambia

(BZ), Nitrogen Chemicals of Zambia, Ltd. 
(NCZ), Tobacco

Board of Zambia (TBZ), and NAMBoard's bankers. The
 
committee meets in April of every year.
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d. 	Central Supply and Tender Board
 

The Central Supply and Tender Board tenders
 
for the fertilizer requirements on behalf of
 
,NAMBoard. Tendering and receiving of quotations
 
are finalized during July and August.
 

e. National Commissicn for Development Planning
 

The National Commission for Development

Planning (NCDP) determines fertilizer prices. NCDP
 
sets prices in consultation with NAMBoard and
 
NCDP's pricing decisions are subject to approval

by the Office of the President. Prices are set
 
with the primary goal of maintaining a fair rate
 
of return to farmers. Preliminary estimates
 
place fertilizer subsidies at between 60% 
to 75%
 
of the landed cost in Zambia.
 

f. 	Ministry of Agriculture and Water Development
 
Extension Service
 

The Extension Service undertakes promotional

activities such as fertilizer trials, farmer meetings,

and advising farmers on what fertilizers to use,
 
rates and methods of application.
 

g. 	Nitro~en Chemicals of Zambia, Ltd.
 

Nitrogen Chemicals of Zambia, Ltd.(NCZ) is
 
the only industrial manufacturer of fertilizer in
 
Zambia. Presently NCZ only-produces about 20% of
 
Zambia's total fertilizer requirements. However,
 
the plant is expanding its capacity such that by

1985 it will be able to satisfy approximately 80%
 
of total domestic fertilizer demand.
 

2. Fertilizer Consumption*
 

Zambia's annual fertilizer sales since 1975
 
have varied between 129,000 MT and 146,000 MT (See

Table 1). The estimated annual value of the fertilizer
 
sold has ranged between $25.0 million and $40.0 million.
 

*It is important to note that these consumption figures
 
are not very accurate indicators of demand because sales
 
to date are more a reflection of availability than
 
actual demand.
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Projected fertilizer sales for 1980 and 1981 are
157,500 MT and 173,200 MT, respectively.
 

The higher expected sales figures for
1980 and 1981 are attributed to a number of factors.
With the ending of the Rhodesia War, it is expected
that those areas which had reduced agricultural

output due to security problems will now increase
the acreage under cultivation and hence the demand
for fertilizers. In addition, sales are expectedto increase in response to a recently announcedhigher farm gate price for maize, the country's
largest single crop. 
 Fertilizer prices have also
been reduced to stimulate its use and to increase
 
food production.
 

Most of the fertilizers are sold in the
Southern, Central, and Eastern provinces which encompass
most ot the main line-of-rail area. 
 Since 1977 almost
80% of all fertilizer was 
sold in these provinces

(See Table 2). 
 NAMBoard forecasts no significant
change in regional consumption percentages in 1980.
A more detailed analysis of "Fertilizer Sales, Imports
and Beginning Stock Positions" is included as D.
Annex 


TABLE 1
 

Total Fertilizer Supply and
 
UtIlization in Zambia 

1975 - 1981 

Year 
Beginning

Stocks 

(000 MT) 

Imports Production Sales Export 
1975 

1976 
70.0 

68.5 
121.0 

150.0 
11.0 

15.3 
133.6 

145.9 
0 

0 
1977 

1978 
88.0 

98.2 

157.9 

198.1 
28.9 

25.6 

164.5 

129.6 
0 

0 
1979 

1980 

1981 

(PRE) 183.3 

(EST) 160.6 

(FOR) 185.1 

95.2 

157.1 

96.0 

25.3 

25.0 

N/A* 

143.0 

157.5 

173.2 

0 

0 

0 

SOURCE: NAMBoard, \eptember 1980
 
* Not Available
 



TABLE 2
 

Fertilizer Sales by Province
 
1978 - 1979
 
(Percent)
 

Provisionary Estimated 
1979 1980 

Province 1977 1978 1979 (000 MT) 

Southern 39 39 44 64.4 44 

Central 27 29 24 35.1 24 

Eastern 12 12 L2 16.7 12 

Lusaka 11 10 9 12.,7 9 

Copperbelt 2 4 -3 4.3 3 
Northern 5 3 5 7.8 5 
Western 1 1 1 1.0 1 

N. Western 1 1 1 1.4 1 

Luapula 1 1 1 2.0 1 

Total 100% 100% 100% 145.3* 100% 

SOURCE:. NAMBoard, August 1980
 

3. Fertilizer Supply
 

Zambia'8 fertilizer production facilities are
 
presently limited. Over 80 percent of the fertilizer
 
purchased by NAMBoard is imported. Almost all of the
 
imported materials are NPK compounds and urea. Since
 
1977, the United States Commodity Import Program (CIP)
 
has financed an annual average of 50,000 MT or over
 
38 percent of total fertilizer imports (See Table 3).
 

Zambia is in the midst of completing an expansion
 
of its fertilizer production facilities which will enable
 
the country to produce about 142,300 MT by 1985 or
 
about 80% of 1985 estimated requirements. To manufacture
 
these compounds, 4t will be necessary to import about
 
64,000 MT of raw materials annually. The value
 
of these raw materials will be roughly $22 million
 
per year in 1980 prices. Therefore, to support Zambia's
 



fertilizer consumption trends, significant

levels of foreign exchange will be needed for
 
the forseeable future, whether it be to
 
import the final fertilizer product or the
 
raw materials to domestically produce the
 
fertilizers.
 

TABLE 3
 

Fertilizer Purchases by NAMBoard
 
(000 MT)
 

Imported 
from U.S.A. Total 
with C.I.P. Purchases 

Year Domestic Imported funds 

1975 11.0 121.0 (0) 132.0 
1976 15.3 150.0 (0) 165.3 
1977 28.9 197.9 (26.0) 186.8 
1978 25.6 189.0 (62.0) 244.7 
1979 (PRO) 25.3 95.2 (70.0) 120.5 
1980 (EST) 25.0 157.1 (50.6) 182.1 
1981 (FOR) N/A* 96.0 N/A* N/A* 

SOURCE: NAMBoard, August 1980
 

*Not available
 

4. Fertilizer Use
 

Principle crops receiving fertilizer applications
 
are maize, wheat, sunflower, vegetables, tobacco, and
 
sugar cane. MAWD officials report that the major crops

being fertilized by all categories of farmers are maize
 
and wheat. Although it was not possible to obtain a
 
tonnage breakdown of fertilizers used on the various
 
crops, a preliminary analysis (See Table 4) suggests

that over 75% is utilized in staple food production,

particularly maize. Examining the quantities of fertilizer
 
sold during the maize planting season and adjusting

for the fertilizer types sold during this period for
 
non-staples (i.e. tobacco) suggests that upwards of
 
70% of all fertilizer sold was used on maize in 1979.
 



The determination of how much fertilizer
 
is utilized by the traditional, emergent, and
 
commercial farmer categories remains unknown. Some
 
informal estimates place the use of fertilizer
 
by commercial farmers at as high as 75%.
 

TABLE 4
 

Estimated Fertilizer Use for
 

Maize Production
 

1979 (000 MT) Percent of Total 

Metric tons of
 
fertilizer sold during
 
the maize planting
 
season 109.3 75.4%
 

Proportion which
 
could have been
 
used for tobacco
 
(A,C,and V compounds) 6.2 4.3%
 

Biased upward
 
estimate of the
 
amount of fertilizer
 
possibly used on
 
maize 103.1 .71.1%
 

SOURCE: NAMBoard, September 1980
 

A case study undertaken by the C I P design team
 
analyzed one of NAMBoard's major depots and the
 
surrounding rural depots serviced by it. Sales
 
at the main depot were roughly equivalent to sales
 
of all the rural depots combined. From interviews
 
held with various depot officials, it was concluded
 
that commercial farmers usually purchase fertilizer
 
directly from the main depot and the traditional and
 
emergent farmers purchase primarily from the rural
 
depots. Thus, it can be stated that traditional
 
and emergent farmers are getting fertilizers, but
 
it is still not known how much they receive nationwide
 
or if it is an adequate amount. Given the limited
 
information available at an aggregate level, a more
 
intensive and extensive investigation of fertilizer
 
use patterns must be undertaken before any clear
 
statements can be made about fertilizer use by crop
 
or by farmer type.
 



-62

5. Fertilizer Distribution
 

NAMBoard 
currently has the primary responsibility

for fertilizer distribution and operates 14 major

depots and 467 permanent rural depots. In addition,

this system is supplemented by provincial agricultural

cooperative unions. 
 The large Northern Province

Cooperative Marketing Union for example, reportedly

operates 500 permanent and seasonal pick-up and delivery

points. While 'the cooperative systems seem quite

extensive, it should be noted that many are weak and
 
are not very effective. Because NAMBoard has no
 
transport capability, transportation services must

be contracted for-all fertilizer movements from
 
the ocean ports to Zambia and then into the rural
 
areas.
 

The GRZ has decided to shift NAMBoard rural
 
distribution responsibility to local cooperatives

and only maintain its 14 major depots throughout

the country. 
This transfer of responsibility is
be completed by March 31, 1981. However, this 

to
 

targeted date appears unrealistic because few details

of how the system will work have been released.

Moreover, as already suggested, many if not most
 
of the cooperatives have insufficient resources
 
and lack the trained personnel required to rapidly

assume the task of servicing all of the rural areas;
 

To date, the cooperatives and unions have

focused more heavily on purchasing crops than selling

inputs. A recently published report shows that during

1977, the cooperative unions purchased 46 percent

of all officially purchased maize nationwide leaving

the balance of 54 percent to NAMBoard. In the four

provinces where the cooperative unions operated,

they accounted for 83 percent of all official maize

purchased. However, in fertilizer sales, the unions

accounted for less than 15 percent nationwide.
 

Currently there are five provincial marketing

cooperative unions. 
 The provincial unions ranked

in terms of their capability to continue crop

procurement and to 
assume NAMBoard's distribution
 
responsibility from the provincial level down,
 
are Eastern, Southern, Northern, Luapula, and

North-Western provinces. Membership is estimated
 
to be around 100,000 farmers 
 out of a total of nearly
 



600,000. he cooperatives greatest constraint, as viewed by the
Marketing and Cooperatives Division (MAID), is the limited capabilities
of the lower echelon personnel. 

C. Fertilizer Marketing System 

Annex G provides a preliminary assessment of thefertilizer marketing system in Zambia. Major conclusions and reccn
mendations of the study are outlined below. 

1. K zticn 

Fertilizer n'arketing functions are carried out inZambia by different organizations. An organization that will be
responsible for all marketing functions and profit and loss account
ability needs to be developed for successful fertilizer marketing in 
Zambia. 

The CIP team recunends that an in depth study bemade of the fertilizer marketing system to determine constraints onfertilizer consumption, distribution, product suitability, prcmotion
and pricing, and to deternine an effective fertilizer marketing organ
ization within the Zambian economic, cultural and political environ
mnts. The study will give special considerations to a marketing
system that will aid the small farmer. 

It was also found that the cooperatives carry out nremarketing functions than NAMBoard and that operation procedures estab
lished by the government favor the cooperatives over NABoard for a
successful fertilizer marketing organization. 

2. Small Farmer Access 

There are many areas where small farm holders (traditional) have to travel long distances to purchase fertilizer. Mhere are means of making fertilizers available to these farmers. The CIP teamrecarrends that the in depth study deternine the areas not being servedby the present distribution system, how far farmers are .LLling to travel
for inputs, and a means of making fertilizers available to thesmrall 
farmers. 

3. Fertilizer Supply and Demand Analysis 

Although sales data is available, actual fertilizer
demand is not known at the present subsidized prices because there hasnot been an unlimited timely supply available to all farmers. The
CIP team recamends that the in depth study include an analysis of
fertilizer supply and demand by crops and by provinces. It is further
recorRnended that the study include a five year demand projection by 
crops. 
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4. Sales Prcotion Activities 

S prirtion activities, i.e. demonstrations,
 
field days, advertising, etc., are presently the responsibility of
 
the Extension Service. Very few activities are being carried out
 
at the farmer level. A successful fertilizer marketing organization
 
nmst have a neans of promoting its products and services and niust
 
be responsible for the prarmtion program. The =P team recornrends
 
that the in depth study analyse the promrotion activities required
 
and determine a plan whereby the marketing organization can be
 
responsible for prcmoting its products and services.
 

5. Agrnic Research 

Presently a!'- agroncoic research and field trials 
are carried out by the Research Division, Ministry of Agriculture
and Water Development within the national research network. Research 
on fertilizers to identify the nutrients that must be applied on 
different soils for projected crop yields seems to be more than 
adequate and wll ahead of most developing countries in Africa. Crop 
reposes to N-P-K and S have been identified. Boron for cotton 
production on selected soils is necessary. 

The present fertilizer distribution system is not 
involved in agronomic research and product development. A good
fertilizer marketing organization should be involved in the agrocnfic
research. The marketing organization should be involved in feeding
back to the research organization site-specific fertilizer responses, 
conditions and problems so that solutions can be found. The marketing 
organization should be included in carrying out trials on custarers' 
fields to verify reccmendations from research findings. The CIP team 
therefore recamends that the in depth study include an analysis of the 
present agroncmic research procedures and determine a plan for 
involvinq the marketing organiziiton in the coordination, feedback 
o± field problem, and field testing fertilizer products that are sold. 

Fertilizer response curves have not been established 
for most crops. Crop responses have been established for medium levels 
of application but do not extend to points of diminishing returns. A 
plan for encouraging this research should be worked out with the national 
research system. 

Crop response to applications of lime is significant 
at the lower soil ph levels, and at these levels the crop response 
lime can exceed the response to N-P-K. Although limestone deposits
have been identified in all of the provinces, Zambia does
 
not haue a lime industry.
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A plan for devleoping a lime quarry and distribution network foragricultural use could be a highly successful USA= agriculture
project. 

6. Data Needs
 

Accurate base data are not available for managinga successful fertilizer marketing organization. Data are needed forunderstanding the farmer and his narkets, sales forecasting, efficiencyof applications and to identify constraints. Inforation is available
in the present systen but not in a ready-to-use form. The Cip team
recrzends that the in depth study include an analysis of the documentation procedures and outline a systen of reporting essential base data. 

7. Personnel Development
 

Both NMboard and the cooperative. nions have Derscnnedevelopment program. NAMBoard's training program is not as documentedor as W-ll organized as the cooperatives and is carried out on a ratherinformal basis. It was found that training by both organizati6ns tookplace nre at the to of -the management ladder than at the middle andlower levels. Thre was insuffficient tine to survey enough managers ofprmary cooperatives, rural depots and key distribution warehouses todetermine the effectiveness of the training program. he CIP teamrecommends that an analysis of the personnel developrent programs be madeduring the in depth study and that a plan nade to develcp arployees totheir highest level of productivity. 
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VI. Loan Implementation and Administration
 

A. Loan Implementation
 

1. Status of Existing Commodity Import Loans
 

The FY 1978 Commodity Import Loan
Agreement ($30,000,000) was signed on March 30, 
1978.

The first Letter of Commitment was issued in July,

1978. The major part of this loan was drawn down
 
very rapidly. However, during implementation some
 
residual funds became available from the fertilizer
 
and stock feed transactions, and a problem also
 
arose in procuring spare parts from General Motors.
 
The GRZ therefore requested a one-year extension
 
of the terminal disbursement date in order to
 
utilize all of the funds. 
 Accordingly, the
 
terminal disbursement date was extended to

February 28, 1980. 
 As of July 31, 1980, there
 
was an unexpended balance in the loan of $459,644,75.

This is expected to be drawn down well within the
 
period of the extension.
 

The FY 1979 Commodity Import Agreement

($20,000,000) was signed on February 26, 1979.
 
The GRZ's procurement plan for the loan was to
 

. use the-entire amount for the purchase and shipment

of fertilizer. 
 The first Letter of Comnmitment was

issued in June of 1979. 
 Within three months thereafter,

the entire fertilizer procurement of approximately

70,000 metric tons was en route to Zambia. After
 
the fertilizer procurement contracts were finalized,

there was a balance of approximately $488,000 in
 
the loan. Now that all shipments of fertilizer
 
have been completed and payments made, there is 
a

residual balance of $581,842 as of July 31, 1980.
Of this armotint, appvoxitnately $220,000 i.s being
qsed to LIPlpOI'L ac -:cult-Lra.l eqllipreut and sparePAIt-ts 'h (e ete
ORY hels ~ tho 11n-olllittod 
OA IIfA0 of , bo tIsed t$16.1 i12 ipp I tfJWtlunL I.1 [) ;rQJJA140
Qf uv~ ~LL 4 I~udVllil.i~r.V Li( iilcill 61[-O-05 
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Letters of Commitment had been issued for $16,999,746.11
 
to cover the fertilizer and freight. By August 15,

1980, the entire fertilizer procurement of 53,744
 
metric tons had been shipped from the U.S.,

destined for the ports of East London in South Africa
 
and Beira in Mozambique.
 

On August 29, 1980, an amendment to the
 
FY 1980 loan was signed for $3,000,000. The GRZ
 
plans to use these funds, along with the available
 
residuals from the FY 1978 and FY 1979 loans 
 to
 
purchase raw materials for manufacturing compound

fertilizers at the Nitrogen Chemical plant. 
Since
 
these materials are required at the plant by late
 
February of 1981, it is expected that the entire
 
$3,000,000 will be disbursed by January of 1981.
 

2. Commodity and Source Eligibility
 

The GRZ has requested that raw materials
 
for the manufacture of compound fertilizers by Nitrogen

Chemicals of Zambia, Ltd. 
(NCZ) be financed under
 
the loan. NCZ is a $ 360,000,000 installation
 
now completing an expansion which will
 
enable it to manufacture compound fertilizers. (See

Annex E for details). Any rosidual amount of
 
funds available after the materials are purchased

will be used to procure agricultural equipment

and spare parts. Commodity eligibility for these
 
and any other items requested will be restricted
 
to those that are supportive of the agriculture
 
sector.
 

The authorized source and origin of

commodities and related services to be financed 
under the loan will he A.I.D. Geographic Code 000
(U.S. (n][.y), w-i. t: h t:he except.Jol o f a waive- to 

C-]o le (199 17(Irocuo11-1 (Id[i- l tie V . i The 
W,!ive - j u:.r it--M l ic 1 i t,-I ldd ii rt;[I~ ,iull 

t.~j tLIT1j4 to! I ,w :, hit , -'-a tn!iu nRVP.n 

I~h,,I O{,,.I 49.1{t, Ig,: {.\.!/I F [ ' 

http:16,999,746.11
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d. 	CP's met Early December, 1980
 
e. 	Contracts awarded
 

for fertilizer
 
raw materials December, 1980
 

f. 	First L/Com opened January, 1981
 
g. 	First Commodity
 

Shipment January, 1980
 
h. 	First Disbursement January, 1980
 
i. 	 Final Disbursement February, 1982 

The above schedule appears realistic in view
 
of the GRZ's plan for using the loan for fertilizer
 
raw materials, and the timing of the requirement

for the materials.. Commissioning of NCZ's new
 
expansion is scheduled to commence in late 1980,

with the requirement for the initial supply of
 
raw materials to be on site by mid to late
 
February of 1981. This initial supply is being
 
financed under the $3 million addition to the FY 80
 
loan. Since the plant is scheduled to go into
 
full commercial production in June of 1981, the
 
raw materials to be financed under this loan have
 
to be purchased at an early enough date to meet
 
this schedule. In this respect, it is essential
 
that the loan be authorized as soon as feasible
 
in FY 1981.
 

If it is assumed that the loan will be authorized
 
in November, it is anticipated that it may be possible
 
to purchase and ship the materials before the
 
arrival of the "T'indow period" of February through

May, when A.I.D, normally does not allow the purchase
 
or shipment of fertilizer under A.I.D. financed
 
programs. If the authorization of the loan takes
 
place at a later date, it: will be necessary to consider
 
procurement and shipment of the materials during 
the window period. 

I and4. 	 comriu.dit Arrival Utilization 

Il ,idw ut: thu ptalls by the GR4Z to locat 
pit t4uutlii u f LIWo 'ic,i4 LU t1( it: i~s ex~~j 

IA 	 I~P LkLj 	 Ijq Iw1' I U b.k" liiu t: C.y1 afu i_' C 

IA .,V p 



of the loan funds be made available for this
 

purpose is included as Annex J. The waiver
 
due to the scarcity
was requested by the GRZ 


of foreign exchange and delays in opening
 

letters of credit for the freight forwarders.
 

This resulted in delays in the clearance
 

and forwarding of goods. Since all the funds
 

are being allocated to one entity, the process
 

of monitoring arrival and utilization will be
 

simplified.
 

5. Inland Transportation of Commodities
 

As a landlocked country, the GRZ has 

been confronted with recurrent transportation 

bottlenecks in the movement of goods to and
 
A long series
from neighbouring ocean ports. 


of major bottlenecks began in 1973 with
 

the closure of the then Rhodesia border. In
 

1975 it lost the Benguela Railway route to the
 

port of Lobito due to internal political
 
This combination of events
problems in Angola. 


placed an extremely heavy burden oi. the road
 

route through Tanzania to the port of Dar es
 

Salaam. While the amount of cargo moving
 

through the port of :.ombasa in Kenya was not
 

great, the closure of the border between Tanzania
 

and Kenya 1
by Tanzania in 1977 cut off this route.
 

In the meantime, the TAZARA Railway,
 

which is jointly owned and operated by Tanzania
 

and Zambia, commenced services from the port of
 

Dar es Salaam on a limited basis in 1976, and
 

moved to full operation in 1977. However, by
 
route was be',et wit-h extensive
mid-1978 this new 


operational pr-oblems, Lparitially resulting from the 

depart:ure o :It:he (Th.i nesc. technicians who had built
 

t-t C)t the ri.i :nad. At:

and i it.' Lt.i.UULttud 

us sziihalat±t lu.i _; II t imu', LIh: ptrtapprox i, tl 


t L t l-:i -11
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was picked up by truck and hauled to Zambia
 
via the ferry crossing on the Zambezi River
 
at Kasungula. This was a very slow and difficult
 
route. In the face of failure to provide needed
 
fertilizer to farmers for the fall planting season,
 
in October of 1978, arrangements were concluded
 
for shipments by South African Railways through
 
Rhodesia.
 

With the peace settlement and independence

of Zimbabwe this year, the old and most favored
 
rail route from Beira through Zimbabwe is again
operational. However, the route is being operated

at considerably less than full capacity due to
 
a multitude of problems, ranging from inadequate

handling equipment at the port to a shortage of
 
locomotives and rail wagons. 
 There is only one

train per day being dispatched from Beira to
 
Zimbabwe. The distance from Beira to Umtali,

which is just across the Mozambique border in

Zimbabwe, is approximately 150 miles. 
 It currently

takes the train approximately 3 days to cover this
stretch of track. 
 The Zambian cargo is transported

as far as Wankie in Zimbabwe, where it is then

off-loaded and moved the last leg of the 
trip by

truck. The reason the wagons do not go all the
 
way to Zambia is that they are being used for
 
back-hauling coal from Wankie to Beira.
 

The East London route is still being
used and is currently heavily congested with emergency
maize imports. Of the 53,744 tons of fertilizer 
being import-ecl under the X'P1980 Commdity Import
Program Lc):kiu, r, ~ uzi 1~,10,570 t:ons are be.i.ng
s h .i ppu t t i t h i t: I,,JEi L ici t: he: ruema.1.i.1.i. c .3,1.74
tons 1 .- . '['he S()tlth :-; u.i.n- a ilthsJays 
Al.o1j a I.Iu I (.5) ta iiW wAljui., l,, WA itj flXtY11 

off Lbi ~uu~i, Jwi Ill . vu aeK: (
Lo ijiok.'.fu (Jh u .Li Izl Lu i tW uiiL. 
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agreement for the Chinese to return technicians
 
to assist in the operation of the TAZARA Railway.

Additionally, in early September the Government
 
of Zambia received 60 units of a total order

of 100 Mack trucks being financed through an
 
arrangement with the Eximbank 
The balance
 
is expected to arrive within the next two months.
 

B. Loan Administration
 

1. Administrative Responsibility
 

The administrative responsibility

for the loan will rest with the Ministry of Finance.
 
This responsibility will include the preparation.

of all reports, assurance of compliance with all
 
A.I.D. requirements and the issuance of Financing

Requests to A.I.D.
 

Primary responsibility for managing

A.I.D.'s implementation functions under the Toan 
will be shared jointly by REDSO/EA in Nairobi,
Kenya and the A.I.D. Representative assigned to
Zambia. If necessary, AID/W will provide TDY 
support and will assist the Zambian Embassy to
 
undertake any formal procurements for which bids
 
are to be received in Washington.
 

2. AID ProcurLemient Procedures 

A.I.D.'s standard Commodity Financing
Procedures, as set fo]rt:h in A.I.D. Regulation 1,
will be fol_ owed tfor tLi is loan. Al l procurement
by the pubii.c e ::iilsec t:. or wil [.1 c:hIE ;tied unde-r 
formai c1Ur.e[ et. 1 . ivL h1iAIil, uuudi ,t 'i, vet, in 

wceLhF ti a i, . 2 .., .' ~ ... L~wilI i tll :.,.' .ll I i .I- ,, iA:,~c~l,, w lll ' iI Il " Ut 'J ,:. jvL -4ll t- . nt Ii 4 ti o n 
W11" - e. j,4i V: '-i 0-iu *4td i<, i Li i h -I i u r l 2Cii )

,li tiIi i (A i,.til I , . * I t.L I (. io I.iL I Ii:.L4t' i" 
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for an import license from the Ministry of
 
Commerce. At present, the issuance of import

licenses are subject to strict control and are 
issued
 
quarterly on 
the basis of quotas set by a ministerial
 
committee in consultation with the Bank of Zambia
 
and the Ministry of Finance. 
 After the license

is approved, the importer must get a letter of
 
credit, which at this time could take several
 
months due to the arrearages problem discussed
 
in Section III. After issuance of the letter
 
of credit, the commodities are shipped, and
 
payment is made.
 

In the case of imports tied to foreign
loans such as 
this one, a separate more expeditious
 
process is used. 
When the importer applies for
 
a license 
(in this case, NCZ), a ministerial
 
committee will immediately allocate and approve

a license for the previously agreed upon end use.
 
This will insure the immediate opening of a letter
of credit against AID-issued letters of commitment.
 
Thus, under this procedure, it is anticipated that
importers will 
save a substantial amount of time
 
in getting orders placed and letters of credit
 
opened.
 

4. Loan Disbursement
 

As can be seen fEoni the above status ofexisting loans the _,RZ hts es t:ablished a very
acceptable -record illI li.w i!ij (1)Wn the funds.
proceeds off this-,, 	

The 
t:() he disbursed 

wi t:hin .) I ---1 ilt ptl ,t i: H it!ll i ( V t: jiifle loant-he 

C3J. l Utti ' . i 'lit :IL 1I , ItL Illtt.,L i 11'.11-,. 
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satisfactory to AID. This provision will allow maximum
 
time and flexibility for AID/Zambia and the GRZ to
 
successfully negotiate the measures.
 

VIII Other Considerations
 

A. Impact on U.S. Balance of Payments
 

The short-run impact of the loan on the U.S.
 
balance of payments position will be minimal. In the
 
long-run, U.S. exporters may be able to establish market
 
positions in Zambia, but the transportation cost
 
disadvantage of buying from the U.S. (as opposed to
 
traditional European suppliers) could militate against
 
any lasting inroads.
 

B. Use of U.S. Government Excess Property
 

AID will review the possibilities of the
 
financing of excess property under the loan. 
 However,

it is onlikely such property will be appropriate given

the nature of the commodities to be purchased.
 

C. Relation to U.S. Export-Import Bank Credit
 

The U.S. Export-Import Bank's exposure as of
 
May 30, 1980 was estimated at U.S. $ 96.4 million
 
as follows:
 

Short-term U.S.$ 8.0
 
Medium-term 
 12.0
 
Long-term 76.4
 

U.S.$96.4
 

Moat of this exposure is to the two major copper companies,
both whose credits are guiaranteed by t:ht (invernment, 

F× imh! iik ,vn~idt-dli,' L.,O iltl ,ll , oildit-iori'l 
e x [](l~ lrl: ll i l lll' ,i',l: i(-,ll i iVI,/li(!Il k- ill! tj lit! !i- ili:l l t (J Jjj 3,I l l i IIII 11,1:i _, I I I Ii hi, i ti id on .Vl()ll , 

[10W I l , i l II W. i i l illit Ikl t i: 

h~lt~tIlt Iii ''Iii I I I lit ii:tw Ii I I' ' s I 'i iti
 
11i i Ii li I I i ll itt 'I Ito I 1iIt i illi t s I,11
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747-200 B Combi aircraft and related equipment. This
 
application was denied approval because it did nat meet
 
thLis criterion.
 

Given the nature of Eximbank's activities in
 
Zambia, it can be concluded that this proposed loan does
 
not present any conflict in interest to current or planned
 
Eximbank exposure.
 

IX. Recommendations
 

It is recommended that AID authorize a U.S. $15
 
million loan to the Government of the Republic of Zambia
 
subject to the following terms:
 

(a) Repayment to A.I.D. in U.S. dollars within
 
fo ty (40) years after the first disbursement, including

E7race period not to exceed ten (10) years.
 

(b) Interest payable to A.I.D. in U.S. dollars
 
at two percent (2°) during the grace period and three
 
percent (3%) thereafter.
 

(c) Commodities and related services financed
 
under the loan shall have their source and origin in the
 
U.S. (A.I.D.) Geographic Code 000), except for charges

related to ocean transportation for which a source waiver
 
to Code 899 is included as Annex J.
 

(d) Such other terms and conditions as A.I.D.
 
may deem advisable.
 

It is not anticipated that the GRZ will have difficulty

repaying the proposed loan. Prospects are good that a GRZ-. 
IMF Extended Fitnance Facility will be arranged during early 
1981, T 'ii.,<holll.dl hel.lp t-ighten tHie re laxat ion Ln foreign
exclavige ti l."()() ,,>:tVr-junred wwr the pa : few lt-tisnll and 
(2o l(: iiic i lit! It I Iiinic ()I- p : r!elld hbegil i ne,, ll/leilll: 

19 79J, 111 ii Ii I iil i i m11iii,,,e.liiliila all(Iliii mi-/ ,. Lleiltl I Con0 
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TABLE 1 
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TABLE 2
 

G-.D.P. by Economic Activityat Market Prices and Values 

'974 1975 1976 1977 1978 1979 
Krnn % Kmn % Kmn % Kmn Kmn % Kmn % 
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D . ishing and 
815.1 

199.4 

42.6 

10.4 

421.6 

20.4 

26.3 

12.9 

615.1 

273.3 

31.3 

13.9 

555.2 

321.5 

27.1 

15.7 

644.6 

357.8 

28.3 

15.7 

838.5 

375.0 

32.4 

14.5 
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TABLE 3 

G.D.P. by Economic Activityat Constant 197(
Price and Values 

1974 

Kmn % 

6zr'.zAp.tzr:s824.8 42.0 
" ,n,=n: Apriculture, livestock. 

ftisrang and forestry 150.5 10.1 
M mnn 474.3 31.9 

T _SezorySe tor 339.4 22.8wri:-; Manutacturing 178.9 12.0
Construztion 114.4 7.7 
-_,.... icitv and water* 46.0 3.1 

f %e "-%e.. 494.6 33.3 
7*-,,-ne:Tra. notels and restaurants 147.9 10.0
irans-cn and Communications 54.6 3.7;anza Institutions, real 

es;ate an ousinessservices 119.5 8.0 
-Dmmunit, soc;al andDers ,iaiservices 172.6 11.6 

It':Culrrts tzxes or final demand 28.8 1.9 

Z.=--fita. 1,487.6 100
c-trrez!.'or e bank charges 13.7 

1,473.9 

- Zentrz Statistical Office and Bank of Zambia 

1975 1976 

Kmn % Kmn % 

584.9 40.3 670.1 42.6 
157.0 10.8 166.9 10.6 
427.9 29.5 503.2 32.0 

345.0 23.8 362.1 23.1
157.6 10.9 151.9 9 7 
138.5 9.5 157.6 10.0 
48.9 3.4 52.6 3.4 
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123.8 8.5 127.2 8.1 
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132.9 9.2 136.4 8.7 

180.6 12.4 188.4 11.9 

26.9 1.9 20.1 1.3 

1,451.7 100 1,571.3 100
13.6 13.1 

1,438.1 1,558.2 

1977 

Kmn % 

637.9 42.5 
168.2 11.2 
469.7 31.3 

353.5 23.6 
141.4 9.4 
154.3 10.3 
57.8 3.9 

492.4 32.8 
114.5 7.6 
62.0 4.1 

125.9 8.4 

190.0 12.7 

16.0 1.1 

1,499.8 100 
11.0 

1,488.8 

1978 

Kmn % 

673.8 44.8 
169.0 11.2 
504.8 33.6 

328.4 21.8 
150.7 10.0 
119.4 7.9 
58.3 3.9 

491.0 32.6 
114.9 7.6 
63.2 4.2 

121.9 8.1 

191.0 12.7 

12.0 0.8 

1,505.2 100 
8.8 

1,496.4 

1979 

Kmn % 

558.5 40.8 
153.4 11.2 
405.1 29.6 

309.8 22.6 
151.9 11.1 
96.0 7.0 
61.9 4.5 

489.9 35.8 
113.8 8.3 
66.0 4.8 

121.5 8.9 

188.6 13.8 

11.5 0.8 

1,369.7 100 
8.2 

1,361.5 

" ' 

00 



TABLE 4
 

SU4ARY BALANCE OF PAYMENTS, 1965-1976
 

(millions of Kwacha)
 

1965 1966 
 1967 1968 
 1969 1970 1971 1972 
 1973 19744/ 1975A/' 1976A1
 

ZX.r-s of go ds (f-o..b) 366.8 446.0 
 465.2 534.0 852.6 
 673.2 479.2 543.2 
 733.5 898.2 
523.1 705.0
 
of poods (r.i.f.) 
 241.9 294.0 373.6 
 422.0 373.3 408.0 468.5 
 485.7 433.3 
 636.2 734.6 
 597
 

124.9 152.0 91.6 112.0 479.3 
 265.2 10.7 57.5 
 300.2 Zf. 

'"-' 

r 	 -211.5 108.0N- -ar Se'v-Ies (net) -14.3 -31.7 -32.7 
 -37.9 -42.5 
 -50.3 -35.8 
 -36.1 -48.7 -70.1 -57.0 
 -48.0
 -- zzL' - -- izs (njet) -45.5 -58.0 
 -50.6 -52.1 
 -47.5 -33.4 -43.6 
 -74.1 -77.3 -62.2 -45.0 
 -86.0
 -_rs (net) - 3.5 - 9.6 
 0.1 	 -24.9 
 -51.0 -104.5 -107.8 -96.1 
 -80.8 -81.2 -79.0 
 -77.0
 
.-4xr-_n: -Azzount Balance 61.6 52.7 
 8.4 	 - 2.9 
 338.3 
 77.0 	-176.5 -148.8 93.4 
 48.5 	-392.5 -103.0 1 

14.3 
 19.3 	-166.1 44.5 11.5 63.6 
-180.1 -25.9 
 278.1- 125.65'!: a -a (net) 
0.7 20.0 7.1 
 -2.3 19.9 
 13.3 137.0 36.8 
 84.8 26.0
: 3/.._ 
 -26.4 
 5.7 - 6.3 - 4.4 25.8 15.7 
 1.3 -9.2 -3.7 -7.2
 

Z-7eLa_Az
tuc 	 - (net) 
 -11.4 45.0 -165.3 37.8 57.2 
 92.6 -41.8 
 1.7 	359.2 144.

a2 c'_isslons 


-20.4 -36.5 -45'.4  1.0 	 -76.1 -51.4 -63.0 
 -40.8 	-118.3 -79.1
 a--.-in N -egn Assets +23.4 
 - 5.6 -127.6 -113.8 
+195.4 +107.6 
 +11.4 9.4 +151.6 +39.7 - Jn zease) 

LxD 	-- of goods, f.o.b. 
minus imports of goods, c.i.f.2 _zhe parastatal sector.
SDF allocations, gains and losses from currency alignments and miscellaneous monetary transactions.
-
r--i 	i-nar estiLa:es] 	 by mission and official sources.
I. 	-±±....-e iniludvs K.102-1 million in accumulated arrears in payments for imports and private transfers.
S -nzu/es he a"'ticnalKl03.6 million in arrears 
1976
 

that had accumulated by December 31.
 
!-janu 
 f?-,'ments Yearbook, C.S.O. Monthly Digest of Statistics, Zambian officials and Mission estimates.
1r1,_e IrnTkiR,) enort No. 1586b-ZA,Zambia: A BasicEconomic Ylepor 
, Oct.3, 1977).
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TABLE 5 

Zambia: Balance of PavmentlIP1975-78 

(In millions of SDRs) I/
 

Prelim
inary
 

1975 1976 1977 1978
 

Exports, f.o.b. 659.7 901.5 767.6 687.5
 

Imports, c.i.f. -942.4 -737.8 -711.2 -624.9
 

Trade balance -312.7 163.7 56.4 62.6
 

Investment income -96.0 -132.2 -113.7 -102.8
 
Other services -81.9 -50.2 -57.8 -62.3
 
Private transfers -106.5 -103.6 -82.7 -84.8
 
Government transfers 4.3 9.2 12.6 19.5
 

Total -280.0 -276.7 -241.6 -230.4
 

Current account balance -592.7 -113.0 -185.2 -167.8
 

Capital transactions
 
Government, net 108.5 34.2 16.8 53.1
 
Private long-term, net 209.8 70.4 -0.4 -38.1
 
Private short-term, net 15.6 -62.9 21.6 -18.0
 
Other 2/ -60.7 -94.1 -95.3 -36.2
 

Total 273.2 -52.4 -57.3 -39.2
 

Overall balance -319.5 -165.4 -242.5 -207.0
 

Net foreign assets 
(increase -) 193.7 48.3 74.7 105.0 

Payments arrears 
(decrease -) 130.5 125.8 170.2 102.0 

Valuation adjustment -4.7 -8.7 -2.5
 

Source: C.S.O. and staff estimates.
 

1/ Conversion rates 1975: K = SDR 1.278; 1976 K = SDR 1.2143; 1977 K = 
SDR 1.0848; and 1978 K = SDR 1.0034. 
2/ Including errors and omissions. 
(Table from IMF Report SM/79/248: Zambia - Recent Economic 
Developments, Oct. 11, 1979.) 



TABLE 6
 

Zambia: Balance of Payments, 1977-80
 

(In millions of SDRs)
 

19771 1978 
 1979 
 1980
 
Program 1/ Prelim. Forecast.
 

estimate
 

M4erchandise
 

Exports, fc.b. 
 768 662 887 
 1,091 1,200
Imports, c.i.f. 
 -711 -617 -661 
 -751 -910
Freight and insurance (129) (123) (140) 
 (155) (188)
 

Trade balance 
 57 45 
 226 340 290
 

Services and unrequited transfers
 
Investment income 
 -114 -1U9 
 -145 -120
Other services (net) 

-137
 
-58 -64 -70 -58
Private transfers (net) -79
 
-83 -85 -75 -86 -86
Government transfers (net) 
 .13 20 15 36 20
ToLal 
 -242 -238 
 -275 -228 -282
 

Current account balance 
 -185 -193 -49. 112 
 8
 

Nonmonetary capital transactions
 
Government 
 17 53 133 142 79
Mining companies -15 -15 -12 
 -102
Other 2/ 5 )

-60 -52 -87 -101 )Total 
 -58''TZ 34 46 -23'
 

SDR allocations 

-__, - 15 15 15
 

Overall balance 
 -243 -207 , -- 173 --

Net foreign assets (increase -) 73 105.- 73 -28 150
 
Payments arrears (decrease -) 
 170 102. -73 
 -145 -150
 

Sources: 
 Central Statistical Office; Bank of Zambia; and staff estimates.
 

I/ As shown in EBS/79/194.
 
2/ Including errors and omissions.
 
(Table from IMF Report EBS/80/53: Zambia-Review and
 
Consultation Under Stand-By Arrangement, March 12, 1980.)
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TABLE 7
 

Zambia: Exports of Principal Commodities, 1974-78
 

(Values in millions of kwacha; volumes in thousands of tons; and
 
unit value in ".cacha oer ton)
 

1978
 
(Prelim

1974 1975 1976 1977 inary)
 

Copper
 
Value 838.5 472.0 688.6 645.9 598.5
 
Volume 673.0 641.0 746.0 666.6 599.5
 
Uni" value 1,245.0 736.0 923.0 969.0 998.0
 

Zinc
 
Value 25.2 20.3 26.6 17.9 17.6
 
Volume 50.2 41.3 51.2 34.9 35.5
 
Unit value 502.0 492.0 520.0 513.0 496.0
 

Lead 
Value 7.2 .7 4.4 D.7 4. 
Volume 18.8 19.4 14.8 10.9 6.7 
Unit value 383.0 294.0 297.0 523.0 493.0 

Cobal:
 
Value 7.9 7.1 15.9 15.3 36.7
 
Volume 1.9 1.3 2.3 1.6 1.8
 
Unit value 4,158.0 5,462.0 6,913.0 9,562.0 20,389.0
 

Tobacco
 
Value 5.8 5.0 5.1 5.8 3.7
 
Volume 4.9 5.3 4.6 3.5 too
 
Uair value 1,184.0 943.0 1,109.0 1,657.0.
 

Other, value 20.5 10.9 11.3 17.9 23.6
 

Total, value 905.1 521.0 751.9 708.5 683.4
 

Sources: Cetral Statistical Office, Monthlv Dizest of Scacistics; and data pro
 
vided by the Zambian authorities.
 

(Table IMF Report SM/79/248: Zambia - Recent Economic
 
Developments, Oct. 11, 1979.T
 



TABLE 8
 

rnports by Commodity Groups 1973 - 1979 
(K million) 

Food, beverages and tobacco 
Crude materials 
Electricity, minerals, oils and fatsChemicals 
Manufactures 

Machinery and transport equipment 
Other and unspecified 

1973 

25.3 
5.4 

37.6 
35.1 

102.7 
138.9 

1.8 

1974 

44.9 
10.4 
67.9 
48.5 

166.4 
165.8 

2.8 

1975 

36.7 
9.9 

90.2 
77.3 

168.9 
211.3 

3.3 

1976 

26.6 
7.2 

83.3 
68.2 
96.8 

166.9 
19.8 

1977 

29.6 
8.8 

90.1 
58.9 

117.9 
205.1 

19.6 

1978 

32.2 
9.0 

94.2 
66.0 
98.1 

175.7 
18.9 

1978(a) 

22.6 
6.4 

60.9 
45.9 
66.4 

129.4 
14.7 

1979(a 

29.2 
7.4 

85.9 
55.13 
90.6 

157.3 
16.6 

TOTAL 
348.9 508.7 597.6 468.8 530.0 494.1 346.3 442.8 

Source: Central Statistical OfficeNotes: (a) First nine months. 
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TABLE 9
 

•TRADE WITH SELECTED COUNTRIES 
(K'000)
 

United Kingdom South Africa Chin& USA Japan Germany 'East Africat Countri,eet 

Total Total Totl T al Total 

Exports Impore Exports Imports Exporta Imporu Exports Imports Exports Imports I Exports Imports Exports Imports 

1970 

71 

1972 

... 

... ... 

... ... 

160.074 

79,187 

107,650 

80,559 
97,091 

94,867 

8.682 
10,447 

10.804 

59.097 
60,891 

59,308 

34,067 
32061 

12,635 

2,168 
4085 

9,829 

1,442 
4.557 

2,288 

32.902 
43.359 

35.008 

166,459 
99,669 

110,608 

21.09 
26.833 

38,043 

1 84.151 
45,520 

45.520 1 

16.478 

17.558 

21,539 

1.708 

2.537 

1.984 

13.81 

14,173 

9,718 

1973 
1v74 
1975 ... 

.148,764 

195,793 
... 117.312 

74,701 

99,435 

118,328 

2 

3.413 

1,72 

41,069 
38716 

40,379 

13,538 
21,900 

13,028 

9,600 
21,311 

17,078 

3,896 
5,289 

132 

31,258 
39.652 

74.477 

178,901 
176.345 

90.930 

31,200 
48,571 
53,584 

I 
' 

75,524 
114,736 

73,703 

22.578 
40,949 

43.862 

3.080 
10.480 
2.140 

12,301 
15.468 
0,074 

1976 
1977 

1 .78... .... 

103,728 
113,349 

98,797 

112,341 

121,480 

122.506 

1,806 

1,735 

800 

34,999 

38,524 

32,411 

I 
j 

19,041 

22,907 

20.625 1 

8,959 
6,697 

6.286 

116,371 
72.847 

70,111 

50.728 
57,524 

38,692 
124,141 

132,021 

22,065 
25,401 I 

21,906 

106.021 
102.406 

77,285 

33,602 
62,871 

54,697 

7,206 
6,322 

5,019 

10.984 
9,139 

8,251 

1976 January 7,090 9.978 91 1.980 F - 1,268 3 5,296 4.194 3.713 3,826 4.569 125 85 
February ... 
March ... 

6.545 
5,874 

8.907 
11,781 

121 
163 

4.678
2.076 

1.514 9651,697 1636,319 .9893,953 5.9187,603 2,104 I2,641 . 13,1994.176 2,0182.265 413351 721843 
April ... 5,354 9.560 205 3,770 5,116 1,194 23,090 6,410 8.14S 2.30S 6,740 1,756 504 495 

May 
June 

... 

... 

8,420 
5,884 

8,210 
9,352 

135 

133 

1,708 
2.197 

-
3,875 

657 

719 
10,867 
9,060 

2.733 
3,202 

4.903 
12,179 

1,662 
1,323 

3,588 
10,416 

2,309 
1,481 

816 

276 
709 

571 

July . 
August ... 
September 

7,102 
11.861 
10,712 

7,518 
9,474 
8723 

141 
1 

103 

2.105 
2.912 
6,515 

2,070 
.. a 
2 4 

594 
352 

0 

7.424 
3,182 

I 

7,991 
2.334 
3,696 

9,369 
26:914 

1,114 
1,091
1:486 

4,498 
5,153 
18,813 

2.311 
2.794 
4,000 

1 512 
300 

2.697 

1,356 
1,293
986 

October ... 
November 

December 

12.154 
9,476 

13,256 

11,498 
8,088 
9,180 

349 
170 

195 

2.784 
1.766 
2.508 

1,065 
-

946 

273 
358 

412 

15,625 
1,991 
8,792 

3.046 
5.944 

3,134 

11,848 
9,344 

11,068 

871 
2,007 
1,677 

10.339 
11.077 
14.196 

2.291 
5,151 
2,657 

339 
527 

346 

752 
1,408 

1,033 
1977 January 10.006 8,975 55 3,715 - 266 862 5,287 16,655 2.122 12,464 4,668 297 846 

Fqbruer, 

March 
... 

... 

9,036 
7.631 

8,912 
7,953 

47 

234 

3,397 

4.673 
2,074 
.,159 

212 
761 

545 

4 
3,991 
3,062 

14,559 
9,737 

1.571 
667 

8,067 
14,082 

9,269 
12.921 

43 

174 

1,173 
410 

April ...1 15,569 8.985 148 2,886 4,303 530 3,779 3,632 8.112 1,464 7,777 5,926 394 321 

uey
June 

... 
... 10.173 

12,446
8,885 

117 
245 

2.971 
3,279 

7
3,904 

566
914 

6419
9,98 4.478036 15,3899,317 3,1343,667 6,0537,197 5.1252415 729347 883144 

July ... 

August ... 
September.,, 

10,121 

11,349 
3,861 

11,013 

12.393 
Setme .053iI10,523 .5 

143 

10 
91 

3,176 

3,381 
3,141 

929 

3,895 
881 

147 

1,041 
892 

14.582 

5,032 
3.302 

5,325 

4,621 
3.009 

9785 

8,3489,448 

2,815 

0
2.0222,183 

12,192 

9.408
5,519 

3,133 

3,084
3.705 

57 

620 
1,989 

634 

977 
1,048 

October ... 7.219 11,102 159 2.082 1,752 615 13,055 4,914 6.940 1,254 4,875 4,562 326 929 

December 8.970 
10.76S 
9,628 

262 
224 

2.5662514 
3,312 

2.122 
887 

259 
4:0 

.301 
7.235 

6.935 
4,258 

6,878 
8,972 

1,826 
2,534 

7,973 
6.739 

5,164 
2.899 

352 
584 

545 
928 

1970" January 

February ... 
March ... 

7,165 

7,168 
8,327 

14.043 

9,575 
9,129 

100 

31 
-

2.879 

2.805 
2,269 

-
2.265 
1,546 

6,8 

87-, 
477 

6,343 

11 157 
1,528 

5,490 

1,499 
4,464 

3.316 

12.475 
5,259 

2.051 

2,015 
1.579 

4,357 

4,676 
5,292 

3,652 

3259 
3,098 

547 

124 
573 

995 
778 
499 

April 

May 

June 

"'", 

...I 

6,08q 
5.038 

16.577 

10.342 
10.744 

10,326 I 
206 
S 

1500 
2.456 

2.845 

-

3,235 

484 

1,196 

247 

11,439 

16,236 

7.644 

1,657 

2.751 

1,501 

2,6S8 

3.437 

22,399 j 

1.096 

2.036 

949 

11,843 

5,271 

5,331 

3,152 

2.795 

2.769 

545 

249 

SC8 

665 
368 

797 

July ... 
August .. , 

September 

7.993 

14,180 

5,627 

7,676 
11,912 

10,695 

14 

5 

8 

1,427 I 
4.054 

2.248 

8,635 

-

460 
391 

483 

879 

598 

3,379 

2,021 
3,794 

2.244 

11,001 

14.286 

15,296 

1,087 

3,563 

2,152 

6,391 

7,755 

10,403 

3,435 
9,546 

4.095 

641 

380 

628 

714 

427 

1,136 

October 

No1ember 

December 
F 

8.813 
. 

6,575 

9,111 

'4F0,408 

8,544 

2 
53 

88 

3.408 

2.544 

3,980 

3.877 
-

1,068 

650 

188 

189 

3,572 
4.101 

3.227 

4.720 
4,692 

3,861 

1 6,640 
17,462 1 

17.791 

2,156 
1.176 

2,030 

12,417 

4,159 

1,386 

3,317 
4.900 

9,880 

138 
514 1 

73 

609 
680 

542 

1979 January 
February 

March... 

April ... 

4.349 
17,169 
21,924 

8.066 

1 10,613 
11.643 

111,311 

9,572 

922 
853 

276 1 

12 

3,703 
3357 

4,970 

3.224 

-
1.286 

4.388 

6,679 

13 
184 

134 

298 

3,723 
2,486 
7.224 

3,193 

1,813 
6.772 
5,752 

184 

13,715 
23.778 
26,297 

9,073 

1,26G 
1.339 
1.5a3 

2,351 

8,446 
1.378 

10,709 

10.6S9 

37991 
3.192 

3,897 

3.786 

514 
267 

962 

165 

1.718 
382 

1,113 

66S 
May . 

June .,. 

Jul,, 

9,344 

17,767 

.. 

13,979 

1.135 

918 

15 

64 

7 

4,342 

3.844 

,03 

1.65 

824 

288 
1,137 

11713 

11,023 

956 

3,096 

2,479 

.9 

11,867 

29.580 

3,417 

1.221 

7,725 

9,432 

2,857 

3,230 

678 

, 

477 

823 

July .9.15 
August 

Stemotr 

16.712 

14,234 

14,704 

12,542 1 

37 
451 

449 1 

9,023
8,051 

3.897 

240 
10.728 

2.5i8 

58 

72 

9.586 
14,756 

15.361 

5.312 
4,929 

3,197 

1 15,936
13,C83 

9,334 

6,02.2 
1,190 

1,403 

7,345 
5,287 

10,691 

4,607 
3,610 

3,280 

886 
522 

450 

579 
1,.94 

925 

Preiminary
 

SOURCE: Central Statistical Office
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TABLE 10 

Zambia: External Public and Publicly Guaranteed Debt, 1/ 1973-77
 

(In millions of U.S. dollars)
 

1973 1974 1975 
 1976 1977
 

Debt disbursed and
 
outstanding 2/ 
 655.2 762.2 1,098.8 1,251.1 1,392.0
 

By type of debtor
 
Government 
 454.7 531.3 683.2
636.4 719.0
 
Mining companies 
 69.6 74.6 232.5 285.5 276.7
 
Others 130.9 156.3 282.4
229.9 396.3
 

By type of creditors
 
International organizations 
 93.1 137.6 195.8 265.9 310.0
 
Foreign governments 189.1 294.0 445.2
374.2 480.9
 
Financial institutions 268.9 240.6 407.4
402.2 373.9
 
Suppliers' credit 
 6.9.6 63.S 104.0 
 113.7 205.9
 
Others 3/ 34.5 
 26.2 22.6 18.9 21.3
 

Total debt service 362.5 4/ '105.6 
 88.4 112.7 180.7
 
Amortization 
 274.7 61.9 45.0 
 55.5 120.3
 
Interest 
 87.8 43.7 43.4 57.2 
 60.4
 

of which obligations due to:
 
Financial institutions 27.0 60.8 41.9 
 62.1 114.9
 
international organiza

tions 
 9.6 13.3 15.6 18.9 25.8

Foreign governments 6.1 6.5 10.5 
 16.0 20.2
 
Suppliers' credit 12.6 14.4 19.1 14.6 
 18.4
 

Memorandum items:
 
Outstanding debt/GDP 26.8 26.2 45.0 46.2 14.6
 
Total debt service/exports 5/ 14.3 7.6 
 11.0' 10.8 20.2
 

Source: Inc-rnacional Bank for Reconstruction and Development.

1/ Debt with original maturity of one year and over.
 
2/ End of period.
 
3/ Mainly bonds sold in the United Kingdom.

4/ Of which US$200.5 million are to
due payments of obligations rising from the
 

nacionalization of the mining companies 
in 1969.
 
5/ Excluding payments related to nationalization.
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TABLE 11
 

Zambia: Central Government Finance, 1972-7S
 

(Inmillions of kwacha)
 

1972 1973 1974 1975 1976 1977 1978 1/ 197 
Budg 

Revenue 298.9 386.9 651.0 462.3 462.0 510.7 582.9 574. 
Taxes on mining 
Other 

(55.7) 
(243.2) 

(110.6) 
(276.3) 

(339.2) 
(311.8) 

(59.3) 
(403.0) 

(11.6) 
(449.2) 

(0.1) () 
(510.6) (582.9) 

(9. 
(564. 

Total expenditure anunet lending 476.9 516.2 566.6 776.2 731.9 770.1 779.2 771.1 
Current expenditures •330.6 373.3 404.3 531.8 562.4 593.6 580.1 57. 
Capital expenditures 103.2 197.7 112.8 143.6 122.8 92.3, 91.7 75.( 
Net lending 43.1 45.2 2/ 49.5 100.8 46.7 84.2 107.4 37. 

Current surplus or 
deficit (-) 

Overall surplus ordeficit (-) 

-31.7 

-178.0 

13.6 

-129.3 

246.7 

84.4 

-69.5 

-313.9 

-100.4 

-269.9 

-82.9 

-259.4 

2.8 

-196.3 

-83 

-197.C 
Financing 178.0 129.3 -84.4 313.9 269.9 259.4 196.3 197.0 

Net foreign borrowing 15.4 41.7 3/ 37.1 84.8 30.1 19.0 52.4 102.3 
Net domestic borrowing 

Of which: 
banking system 
nonbank 
others 

126.6 

(116.2) 
(4.8) 

(41.6) 

87.6  -121.5 

(61.7) (-127.0) 
(25.7) (40.2) 
(0.2) (-34.7) 

229.1 

(239.7) 
(17.7) 

(-28.3) 

239.8 

(237.2) 
(2.6) 
(--) 

240.4 

(219.8) 
(20.6) 

(--) 

139.8 

(93.0) 
(14.9) 
(36.0) 

94.7 

(71.7 
(23.0 

Sources: 
 Ministry of Finance, Financial Reorts (Annual), 1972-77; Estimates of Revenue and
Expenditure, 1978; and data provided by the Zambian authorities.
 

-/ Preliminary estimate.
 
2/ 7xcludes Z1,!CO bond redemption of K 149.8 million.
3/ Excludes Eurodollar loans of K 97 million used for ZIMCO bond redemption.

(Table from IBRD Report No. 1586b-ZA, Zambia: A Basic Economic Report,Oct.3,

1977)
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TABLE 12 

Zambia: Fiscal Situation, 1978-80 

(In millions of kwacha) 

1978 1979 

Program 

forecast I/ 


Revenue 
Mining taxes -- 9.1 
Income tax 217.7 216.0 
Taxes on domestic goods 

and services 210.5 216.6 
Excise duties 
Sales tax 

Taxes on international 

(178.4) 
(32.1) 

(190.6) 
(26.0) 

trade 50.7 48.0 
Other revenue 104.0 84.3 

Total 582.9 574.0 

Expenditure
.Recurrent expenditures 580.1 660.5 

Of which: 
subsidies 
interest payments 

Capital expenditure 

(42.1) 
(78.4) 
91.7 

(30.4) 
(117.1) 
75.6 

Net lending 107.4 24.4 

Total 779.2 760.5 

Deficit 196.3 186.5 

Financing
External 52.4 133.5 

Inflow 
Outflow 

Internal nonbank 

(92.1) 
(39.7) 
14.9 

(180.6) 
(47.1) 
23.0 

Inflow 
Outflow 

Bank financing 

(41.9) 
(27.0) 
93.0 

(41.0) 
(18.0) 
50.0 

Other 2/ 36.0 -20.0 

Source: 
 Data provided by the Zambian authorities.
 

1/ As shown in EBS/79/194.
 
2/' Residual.
 

Present 

esLimaLe
 

-0.8 

229.3 


238.9 

(204.8) 

(34.1) 


67.5 

104.4 


639.8 


718.4 


(94.3) 

(101.4) 


87.7 

64.8 


870.9 


231.1 


141.9 

(179.9) 

(38.0) 

14.9 

(41.0) 

(26.1) 

60.0 

14.3 


Budgel
 

41.0
 
237.5
 

271.5
 
(235.4)
 
(35.8)
 

73.4
 
114.5
 

737.9
 

752.8
 

(90.6)
 
r133.1)
 
109.3
 
61.5
 

923.6
 

185.7
 

95.3
 
(144.6)
 
(49.3)
 
53.3
 
(67.0)
 
(13.7)
 
60.0
 

(Table from IMF Report EBS/80/53: Zambia-Review and
 
Consultation Under Stand-By Arrangement, March 12, 1980.)
 



TABLE 13
 

Zambia: Honetary Survey, 1976-80
 

(In millions of kwacha; 
end of period)
 

1978 
 1979
1976 1977 Mar. June 1980 1/
Sept. Dec. 
 Mar. June Sept. Dec. Feb. Dec
 

Net foreign assets 
 -114.6 -183.5 
 -198.4 -239.2 -281.6 
 -311.6 -267.9 -250.8 
 -272.1 -283.1 -288.0 
 -433.
 
Domestic credit 
 970.6 1,261.4 1,351.4 1,364.5 
 1,420.1 1,484.0 1,482.9 
 1,480.4
Net claims on Government 571.1 791.1 1,536.9 1,604.7 1,645.0 1,765.0
846.4 1,015.3 1,026.1 1,061.8 1,064.6 
 1,074.0 1,091.6 1,121.7 
 1,142.0 ...
Bank of Zambia claims on
mining companies 
 45.3 113.8 136.1 
 72.0 
 96.0 114.0 95.0 30.0
Others 76.0 76.0 60.0
354.2 356.5 368.9 ...
277.2 298.0 
 308.2 323.3 326.4 
 359.3 407.0 413.0 
 ...
 
Assets = Liabilities 856.0 1,077.9 1,153.0 1,125.3 
 1,138.5 1,172.4 1,215.0 
 1,229.6 1,264.8 1,321.6 
 1,337.0 1,332.0 
Money 
 376.7 386.4 
 383.9 380.3
Currency 377.3 391.7 393.7 398.6 450.3 513.3 )
121.1 118.4 
 114.7 113.5 120.0
Demand deposits 255.6 268.0 269.2 

130.9 118.8 115.7 128.0 126.2 )
266.8 257.3 
 260.8 274.9 282.9 
 322.3 387.1 ) 873.0 992.0 00
 
Quasi-money 
 246.8 312.1 324.6 287.8 
 271.0 247.8 262.3 
 306.6 
 295.4 318.9)

Other items (net) 
 232.5 379.4 
 444.5 457.2 490.2 
 532.9 559.0 524.4 
 519.1 489.4 484.0 
 340.0
 

Sources: 
 Bank of Zambia, Quarterly Statistical Review; and data provided by the Zanbian authorities.
 

I/ Projections based on policies included in the 1980 financial program.
 
(Table from IMF Report EBS/ 8 0/53:Zambia-Review and 
Consultation Under Stand-By
Arrangement, March 12, 1980.)
 



TABLE 14ZaMISD Perforrmancc Un"er Stand-By Arr:'n ent in 1978 and 1979
ana-uanticative Criteria for the 19PJ Program
 

197"

June Sept. Dec. Mar, 1979 1980 l/June Sept. Dec. Feb. 

(In iClins of Lwacha) 

Not domestic assets of the
 
banking system during the
 
period ending: 

Ceiling 1,375 1,435 1,490 1,559AcLual 1,607 2/ 1,6322/1,6902/1,6901,365 1,420 1,484 1,483 1,5147/i 1,581 /1,650 2/ 
Net bank credit to the
 

Government durirg the
 
period ending:
 

Ceiling 
 ,ULJ 1,043 1,068 1,102, 1,117 2/3,157 2/1,202 2/1,187Actual 1,015 1,026 
 1,062 1,065 1,108 2/11,137 ./1,167 2/ 

Bank of Zazbia lending to
 
the mining companies
 
during the period
 
ending:

Ceiling 77 102 120 150 150 100 100 60 
Actual 77 101 i19 96 80o 76:. 76 

(In mtl].ions of SD;s) 
External payents arrears
 
outstanding at the end
 
of period:
 

Ceiling 477 442 397 485 470 395 375 . 345 1/Actual 478 505 495 464 411 393 350 ... 

New external borrowing
 
directly undertaken or
 
Zuaranteed by the Cavern
ment in the -aturity range: 

1-15 years
 

Ceiling ... I 280 .. .. ... 300 ... 
Actu.*l 119 ... ... 93 

1-10 years
 

Ceiling 

•* 
 600. 


1-5 years
 

Ceiling 
 ... U ...Actual o 
... 

. 70 20 ... ... 14 ... 
 ... ... 42 ..
 

1i Proposed limi:s.

2/ The ceii!,1Q aIso Includes any extcrnal berrowing ri cor-ercJal loans for balance of
payments purpo-ses (K 45 millicn by the tend 
of 1979). Therefore, ciha,;esand the repor:ed in the ccilingscredi:t aggrer.:es differ from the chan-'es in and ar:ounts of bank creditshor.n in Table 5 and Appendi.x Table I!I bejow by3 ! n r r h 1 l q? . . the a')unt of disburrsemenrs 'an'r this loan. 

(Table from IMF Report EBS/80/53: Zambia-Review and Consultation Undez
Stand-By Arrangement, 
March 12, 1980.)
 



-90-


TABLE 15 
ZAMBIA 

Ma,,r internationdl aueem.ts titnco 1979 
fDonor/Lender 'Teor a. t ancek Amuun. 

(inmillion.-: of 
United Sta iy $)L. un ited States of America (a) fertilizer - grant 20.0
 

(b) f-xd - grant 
10.
 

(c) food - Loan 12.
 

(d) commodity - .loan 8.
2. Traq 
 (a) goneral loan purpose to he agreed
- 30.
 

(h) grant - puipose to be agreed 9.(3. Japan 
 cfimmodity loan 
 26.
 
4. RFuroppan E.conomic Communmity > (a) cotton devf'lopment proj.oct - grant 2. 

(h) cotton devolopment project 
- Loan 8.1
 

(c) site and service - loan 
 3.2
 

Id) Batoka br.eding ranch - loan 2.4 

s?) Npika urban water supply -.Inr.7 

(f) Aqricultjra -,Jltipurpose - loan 2,t
5. Roman i iomriyd 

i ty loan 
6. Neth.erlands (a) commodity loan 10.6 

II' .:o m i-, .l 2.4' 
". [nd]| 

cr,"lmo.t'lo ., Loan ] " 
R. 	 tnte rn'.iionaL Development
 

A.':';oc=i. tio 
 (a) coffee production pr oqct - grant a 

Ih) technical Jasristance credit 
9. Swe-j.,n 

grant 	 - for development prtjectR 10.8 
10. 	 \qr iciti tjr . I .v.lp ,n 

Fund 	 water supply and sewaqg - loan 10.2
 
IL. Africa DevO-op-nent Bank 
 Maamba cotlieries - loan 6.4 
12. .'edeca'. Republic of Germany (a) foo*d aid - grant 1.
 

(b) commodity assistance - ;rant 5.013. OPI.C Special Fund railway proaect - -oIn 4.5 
14. Canada 

f'oxi na - grant 1.0 
15. Nnrrway emergency! food aid -	 qrant .4 

-6. Auntr t. .m-r-- ncy aiJd -

SOURCE UN/Za.6
 

SOURCE : UN/Zambia 

http:aueem.ts


T±ABLE 16 
IA&9 COMMODITY AID ZAMBIA 

r~.-t r' r 

r vrj',n. rr'~r etorS. 

n e rf.pr.4, , v r rnec r, , n. s F 

arric-itirnq.~ nneO tr.rnnot enui-n-'ent. 
~ in .CY7r 

o?~.+0 -tj T'Cr, '' -rto fi 

rn-(i irlr-iichine--

TAr> 'Y rc4&r. n'5 'Inr4PLn. 

4-.,~~~-r .. -. flPr r r'" 

7......................................................... .. -

S....-' r 

r*~r 
r:7 4.( . 



S ., 1 L 

t:,!2,...
'T'Th,,,".C,-.-..c,.,. .- ,., ,4r7.,,7.r
 

SOURCE: UN/ZAMBIA
 

~~F M 

4jI: 
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ANNEX B
 

MAIZE PRODUCTION, PRICING AND SUBSIDIZATION
 

I. Past Trends and Recent Developments
 

A. Production and Imports
 

From independence in 1965 to 1977, Zambia was self-sufficient in
 
maize production. The only exception was 
in 1968 after three consecutive
 
years of poor weather. Maize traded through official marketing channels
 
peaked in 1976 at 749,971 MT but by 1979 it had declined by over 55 percent
 
to 333,945 MT (See Table 1). Zambia began importing maize in 1978.
 

The dramatic decline in production is attributed to three factors.
 
First, Zambia has had two ccnsecutive years of poor weather since 1979.
 
Second, maize producers' profit margins have declined because of a) Zambia's
 
deteriorating terms of international trade making imported inputs more
 
costly; b) the limited availability of foreign exchange to purchase
 
agricultural machinery and spares; and c) the effects of the Rhodesia War.
 
Finally, GRZ agricultural policies have not adequately compensated for
 
these rising pr9ducer costs, and maize producers have shifted to other
 
alternatives (i.e. livestock) which yield higher returns.
 

B. Producer Prices
 

Producer prices have be(en continually rising since 1968 with the
 
largest producer price increases coming during the 1978-1981 period (see

Table 2). These price increases were larger relative to all other crops,
 
except soyabeans, during the 1975-1979 period. This reflects the GRZ's
 
attempts to stimulate production through absolute and relative producer
 
price increases. The GRZ instituted a uniform maize producer price policy
 
in 1975 and this system remains in effect today.
 

C. Produccr Subsidies
 

In addition to producer price increases, the GRZ attempts to stimulate
 
maize production through the subsidization of agricultural inputs, primarily
 
fertilizers 
(see Table 3). Since a majority of the fertilizer is used on
 
maize, increases in the fertilizer subsidy is an added incentive for maize
 
producers. The fertilizers most important to maize production are the NPK
 
compou: +s 'P', 'X', and 'D', and thc nitrogenous fertilizers (urea, etc.)
Table 4 shows the fertilizer subsidies as a percenL of the total costs to the 
GRZ. The adjustment of the fertilizer subsidy by the GRZ to affect production 
is not readily apparent because of the fluctuations in world market 
fertilizer prices and the GRZ's efforts to keep the overall fertilizer subsidy 
"manageable." 

Despite the GRZ's increases in producer maize prices and adjustments
 
in fertilizer subsidies, marketed production continued to decline. 
 The major

problem in stimulating maize production seems 
to be the GRZ's lack of know
ledge or recognition of the extent of rising production costs. 
 Thus, even
 
though the producer price of maize was 
rising faster, relatively and absolutely,
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than all other crops (except soya beans), the increases were not sufficient
 
to increase production. 
As is usually the case, it is difficult to estimate
 
how much of the production decline was due to poor weather versus inadequate
 
agricultural policies.
 

D. Consumer Subsidies
 

Since independence the GRZ has followed a policy of minimizing
 
consumer costs for food, particularly in the mining and urban sectors. 
 As
 
a result, Zambia's primary staple, roller meal 
(ground maize), is sold to
 
consumers at a subsidized price. The consumer maize subsidy was the largest

single GRZ subsidy in five out of seven years between 1972 and 1978 (see

Table 3). 
 This subsidy does not include the fertilizer subsidy of the
 
maize producer price.
 

In an effort to maintain total subsidies at a manageable budgetary

level, the GRZ increased the wholesale price of maize from K6.25 to KlO.21
 
in August, 1979. A corresponding adjustment was made in the retail price of
 
roller meal from K8.45 per 90 kg bag to K13.86, representing a 64 percent

increase. 
The impact of this change on the maize subsidy for 1979 or 1980 is
 
not yet available. However, the overall subsidy levels for 1979 and 1980 have
 
increased to 
K94.3 million and K150.0 million, respectively. Informal GRZ
 
discussions indicate that the largest increases are in the maize and fertili7er
 
subsidies. 
 Although the 1979 and 1980 subsidy levels increased siginificantly
 
over earlier levels, these increases were unavoidable because of the higher

than forecast international maize prices, fertilizer imports, and related
 
transport costs.
 

In the last two years the GRZ has recognized the critical nature of
 
its mp.ze pricing and subsidization problems as is evidenced by the above
 
increases in producer and consumer maize prices. 
Furthermore, the Government
 
has initiated two major food oroduction programs, LIMA and Operation Food
 
Production (see page 41).
 

Now that the hostilities in Zimbabwe have subsided, Zambia can more
 
fully concentrate its efforts on the forthcoming adjustment period. Any

improvements in the agricultural sector will be slow because of the
 
difficulties in reversing trends established during the war. 
 The strained
 
financial position of parastatals (which contribute well over 
50 percent to
 
GDP), GRZ budget deficits, and shortages of skilled human resources will
 
continue to constrain agricultural development. However, given normal rainfall
 
patterns during the next several years and more 
effective agricultural policies,

Zambia should be able 
to reduce its maize imports and maize and fertilizer
 
subsidy costs in the not too distant future.
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II. FUTURE TRENDS
 

Over the iext five years, Zambia's agricultural sector will be under
 
going two significant structural adjustments as follows:
 

1) A shift from importing to domestically producing upwards of
 
80 percent of the nation's total fertilizer requirements (See Annex E).
 

2) A shift in responsibility for agricultural inputs distribution
 
and maize collection from NAMBoard to provincial cooperative unions (See
 
Annex G
 

Both of these adjustments are projected to be completed by 1984.
 
Therefore, the following analysis and projected trend of maize and
 
fertilizer prices and subsidies extends to and includesl984.
 

The primary concern for obtaining there estimates is to 1) estimate
 
the orders of magnitude concerning the impact of these adjustments on the
 
GRZ's level of future subsidy payments; and 2) identify areas in which
 
beneficial agricultural policy adjustments can be made. In determining
 
future estimated GRZ subsidies, the unit of analysis is the estimated
 
subsidy per 90 kg bag of roller meal. This is ground maize ready for final
 
sale to consumers.
 

A. FERTILIZER
 

The calculations of the fertilizer subsidies necessitated various assumptions
 
concerning future sales, type ard quantities of fertilizers domestically
 
produced, fertilizer losses (i.e. spoilage, theft, etc.), and fertilizer
 
prices. Appendix I to this Annex details the methodology used to obtain
 
these estimates.
 

The fertilizer subsidy per 90 kg bag of roller meal is projected to
 
increase from about K 2.50 per bag in 1980 to almost K6.00 per bag by
 
1984 (see Table 5). The percent of the subsidy to total'costs is projected
 
to rise from 57 percent to 76 percent over this period. This rise is due
 
to the increased cost to the GRZ of domestically produced fertilizer and
 
the assumption to let the fertilizer subsidy rise as opposed to the already
 
large and politically sensitive maize subsidy.
 

B. DOMESTIC MAIZE
 

The projected rise in the maize subsidy from 1980 to 1984 is constant
 
on a percentage basis, but increases absolutely (see Table 6). Adjustments
 
for projected inflation rates account for almost all of the estimated increases.
 

C. IMPORTED MAIZE
 

The absolute or percentage levels of the subsidy for imported maize does
 
not vary significantly between 1981 and 1984. Key to this factor is
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moderately rising international maize prices which were based on earlier
 
trends. Substantal changes 
can occur if, for example, the Republic of
 
South Africa (RSA) unexpectedly increases its maize prices to Zambia as
 
recently occured.
 

D. ANALYSIS OF SUBSIDIES
 

Table 8 summarizes the subsidies per bag of roller meal for fertilizer,
 
domestically produced maize and imported maize. 
 In order to determine the
 
total subsidy cost to the GRZ of domestically produced maize, the fertilizer
 
subsidy must be added. Thus, column (4), Table 8 presents the estimated
 
total cost to the GRZ of selling 90 kg bag of roller meal to 
consumers.
 
Comparing these costs with the cost of importing the equlvalent bag of roller
 
meal, column (5), results in the conclusion that the imported maize is
 
substantially more expensive (see column (6)).
 

Even though the additional cost of an imported bag of maize declines as
 
the NCZ fertilizer plant starts production, the additional subsidy cost of
 
importing that bag of maize is still estimated to be over 
100 percent more
 
than the subsidy cost of a domestically produced bag. This conclusion is, of
 
course, subject to margins of error. 
 However the magnitude of the difference
 
between the cost of domestically produced maize versus imported maize is
 
such that the GRZ can afford to pay more for domestically produced maize
 
(thereby stimulating production) and still reduce the rate of increase of
 
overall maize and fertilizer outlays. 
 Such a strategy may appear attractive
 
but before a determination can be made, the overall subsidy costs to the GRZ
 
should be examined. It may be that 
even though the rate of increase declines,
 
the total level is still unacceptable.
 

Table 9 summarizes recent and projected trends in Zambia's marketed
 
maize production and import requirements, and converts them to roller meal
 
equivalents. Using Table 9 estimates to multiply times the per bag of
 
roller meal subsidy estimates from Table 8 provides approximations of the
 
total future GRZ subsidy outlays for fertilizers and maize. These results
 
are summarized in Table .0. Not unexpectedly, the fertilizer subsidy outlays

increase four-fold between 1980 and 1984. 
 The maize subsidy, excluding

fertilizer, increases modestly over 
this period, but remains at a minimum
 
K25 million per year above the fertilizer costs.
 

Comparing these estimates with actual GRZ subsidy outlays provides a
 
benchmark against which to compare the forecast subsidy levels 
(See Table 11).

For two year3 against which there is data to compare, the estimated and
 
actual subsidy levels do not provide a clear perspective of the "realism"
 
of the analysis. 
 Because of the usual problems with national accounts and
 
not knowing what exactly 
took place during 1976 renders the 1977 estimate
 
noncomparable. 
 The same can he said for the 1978 estimate, although it appears
 
to be more in line with the GRZ actual figure. To determine the comparability
 
of the 1977-78 estimates with the actual GRZ subsidies, more background
 
research is required.
 

The large jump in estimated subsidies between 1978 and 1979 appears to
 
be reflected in an overall GRZ subsidy estimate of K94.0 million (see Table 3).

Of that total it is still indeterminate how much was 
for maize versus fertilizer.
 
Given the level of maize imports during 1979, it is
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suspected that most went to finance the maize subsidy.
 

Once the NCZ fertilizer facility starts commerial production, overall
 
subsidy payments are forecast to increase by about 47 percent above
 
1979 levels, which was 
a bad year for subsidies. Given Zambia's near
 
term economic prospects as summarized in section III, such an increase
 
in the budget will have to be financed by curtailing other programs or
 
increasing the GRZ deficit and stimulating inflation.
 

The political ramifications of such an 
increase are becoming increasingly

important. 
 In the 1980 budget sorech, numerous apologies were made by the
 
finance minister in trying to explain why overall subsidies rose from
 
a projected 1979 level of K30.7 million to about K94.0 million. 
The GRZ
 
is reaching a point where alternative methods for reducing maize imports

and reducing maize subsidies must be more closely examined in order for
 
the nation 
to capitalize on the improved atmosphere for development within
 
the region. 
 In view of these problems, AID/Zambia is considering using

the combined food and commodity import program local currency generations
 
to assist the GRZ's efforts to make the current situation managable in the
 
forseeable future.
 

III. ILLUSTRATIVE POLICY ADJUSTMENT SCENARIOS
 

During the forthcoming negotiations with the GRZ, a multitude of
 
scenarios modelling alternatives toward approaching self-sufficiency in
 
maize production and reducing GRZ maize subsidy outlays can be envisioned.
 
For illustrative purposes, 
three scenarios are presented below.
 

A. SCENARIO 1
 

In scenorio 1 the 	producer and consumer price changes against the 
base
 
year of 1980 were:
 

YEAR 	 PRODUCERS CONSUMER
 
PRICE PRICE
 

1981 	 i + 15% 
 i - 8%
 
1982 i + 30% 
 i - 4%
 
1983 i + 40% 
 i
 
1984 i + 45% i + 4%
 

where i = inflation rate = 10%
 

The impact of increased producer prices on domestic maize production is
 
indeterminate. However, a production response was formulated based upon

the author's experience in Zambia. It, admittedly, remains subject to
 
controversy. 
 The results of this policy adjustment alternative are
 
presented in Table 12. 
 Over the 1980-1984 period domestic maize production
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was assumed to have increased from 3.7 million bags to 7.5 million bags. 
Thus
 
by 1984 roughly 78 percent of maize purchased by the GRZ will come from
 
domestic sources. 
 The impact on overall maize subsidy levels-was to reduce
 
them from K66.3 million to i(47.5 million, not including the USAID subsidy

assistance. If the USAID subsidy assistance in 1984 is added to the GRZ
 
portion, the total maize subsidy is about K11 million below the 1980 level.
 
Realizing that it is an absolute decrease, 
in spite of inflation, gives it
 
more value.
 

B. SCENARIO 2
 

In scenerio 2, the consumer price adjustment was raised from the base
 
period of 1980 as follows:
 

YEAR CONSUMER PRICE
 

1981 i - 5%
 
1982 i
 
1983 i + 5%
 
1984 i + 10%
 

The impact of these consumer price adjustments was to eliminate the need for
 
USAID maize subsidy assistance by 1983. Under this policy adjustment, the
 
surplus could possibly be used to reduce the fertilizer subsidy.
 

C. SCENARIO 3
 

Because it is unknown how price responsive Zambia's maize producers are,

Scenario 3 analyzes the impact of having to pay high producer prices to
 
achieve the same production increases as examined in scenario 1. 
The
 
assumed producer price increases over the 1980 base year are:
 

YEAR PRODUCER PRICE
 

1981 
 i + 20%
 
1982 
 i + 35%
 
1983 
 i + 45%
 
1984 
 i + 50%
 

Using the same consumer price changes as in Scenario 1, the results show
 
that the USAID contribution would have to increase dramatically to keep the
 
maize subsidy at its 1980 level.
 

In the above scenarios, USAID assistance figures included CIP local currency

generations. Depending upon future availabilities of funds, ect., USAID
 
contributions to 
support subsidies could increase through Agriculture sector
 
loans and P.L. 480 programs.
 

The senarios presented provide a glimpse of the potential complexities in
 
the forthcoming negotiations. However, if policy adjustments are not made,

the level of maize subsidies will continue to rise and begin to constrain the
 
GRZ's other budgetary categories.
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TABLE 1 

Zambia: Marketed Maize Production, Imports, and ConsumEpion 

1975 - 1980 

Maize Marketed Through Maize Maize Available for 

Official Marketing Channels Imports Consumption 

Year M MTM Mil, Bags 

1975 559,480 - 559,480 6.2 

1976 749,971 749,971 8.3 

1977 696,451 - 696,451 7.7 

1978 577,815 66,989 644,304 7.2 

1979 (PRE.) 333,945 314,126 648,071 7.2 

1980 (EST.) 390,000 NA NA 

Source: mWD, NCZ and AM staff estimates 

TABLE 2 

GRZ Producer Price for Maize 

1965 - 1982
 

(Kacha/Bag 

Year Price Year Price 

1965 3.45 1975 5.00
 

1968 2.90 1976 6.30
 

1969 3.20 1977 6.30
 

1970 3.50 1978 6.80
 

1971 4.00 1979 9.00
 

1972 4.30 1980 12.00
 

1973 4.30 1981 13.50
 

1974 4.30 1982 NA
 

Source: MSI.D, NCZ and AID staff estimates 
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TABLE 3
 

Budgetary Subsidies
 
1972 - 1979
 

(Millions of Kwacha)
 

1972 1973, 1974 1975 1976 1977 1978-


Total subsidies 
 33.3 37.0 47.4 82.8 59.8 66.2 42.1
 

Maize subsidy 
 8.4 '10.1 i12.3 19-.8 22.0 26.4 18.0 

Fertilizer subsidy 3.,7 2.7 8.4 32.9 22.1 17.7 12.1
 

Other 
 2.1.2 24.2 26.7 30.1 15.7 22.1 
 12.0
 
Of which:
 

tobacco 
 1.6 0.1 2.9 3.4 2.2 
 2.3 3.0
 

Rural Development Council 
 -- 2.6 1.0 1.1 0.7 1.1 1.0
 

Marketing agencies2/ 
 9.9 3.9 6.8 3.8 9.5. 15.9. 6.0 

Cold storage Board 
 -- 1.6 0.8 2.3 . 2.01.0 2.0
 

Sources: 
 Ministry of Finance, Financial Report 1972-78; Estimates of Revenue

and Expenditure, 1979; 
and data provided by the Ministry of Finance.
 

1/ Provisional.
 
2/ Covers subsidies on a variety of crops and agricultural inputs, mostly


channeled through rural cooperatives.
 



tABLE 4 

Fertilizer Subsidies 
Percent of GRZ Total Costs 

1975 - 1980 

Year 

1975 

1976 

1977 

1978 

NPK Compounds 

68 

45 

47 

51' 

Nitrogenous 

77 

63 

46 

45 

1979 (EST.) 

1980 (EST.) 

34 

57 

43 

57 

Source: MAWD, NCZ and AID staff estimates 
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TABLE 5
 

GRZ Fertilizer Subsidy*
 
Per 50 ks. Bag
 
1977 - 1984
 

Average 

Fertilizer 

Subsidy 


Year (Kwacha/Bag) 


1977 1.60 


1978 1.86 


1979 2.76 


1980 2.49 


1981 3.81 


1982 4.38 


1983 4.83 


1984 5.94 


Source: MAWD, NCZ and AID staff estimates
 
* See Appendix I for explanatory notes. 

Subsidy as
 
Percent of
 
Total Cost
 
of Fertilizer
 

(%) 

47
 

48
 

39
 

57
 

67
 

70
 

72
 

76
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TABLE 6
 

GRZ Subsidy on Domestic Maize
 
Per 90 Kg. Bag
 
1977 - 1984
 

Average Subsidy as
 
Domestic Percent of
 
Maize Total Cost
 
Subsidy of Dcmestic
 
Excluding Maize
 
Fertilizer* Excluding
 

Fertilizer
 
Year (Kwacha/bag) (%) 

1977 
 1.77 -NA

1978 1.92 -NA

1979 2.07 -NA

1980 
 2.40 20
 

1981 2.51 19
 

1982 2.67 19
 

1983 
 2.80 20
 

1984 3.01 18
 

Source: MAWD, NCZ, and AID staff estimates.
 
*See Appendix II for explanatory notes.
 
NA - Not available
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TABLE 7
 

GRZ Subsidy on Imported Maize
 
Per 90 Kg. Bag
 
1917 - 1984
 

Average Subsidy as 
Imported a Percent 
Maize of Total 
Subsidy* Imported 

Maize 
Cost 

Year (Kwacha/bag) (%) 

1977 -

1978 18.61 69 

1979 15.20 52 

1980 17.25 

1981 17.85 54 

1982 18.48 52 

1983 18.93 51 

1984 19.30 49 

Source: MAWD, NCZ and AID staff estimates.
 
*The imported maize was costed by approximating the average cost of
 
importing maize CIP landed Zambia. Since information was not obtained
 
in time for this analysis, a middle ground cost between the lowest cost
 
location (RSA) and the highest cost location (USA) was used. Then the
 
same handling, milling, etc. costs and consumer prices were applied as
 
were for domestically produced maize.
 



TABLE 8 

Estimated Subsidy Costs of Roller Meal Produced 
Per 90 Kg. Bag 
1977  1984 

Year-

Average 
Fertilizer 

Domestic 
Maize 

(Excluding 
Fertilizer) 

Domestic 
Maize 

(Including 
Fertilizer) 

Imported 
Maize 

Additional Cost of 
Imported Maize SubsiJ 
Above Domestic Maize 
Subsidy 

Kwacha Per 90 Kg. Bag of Roller Meal 

1977 1.60 1.77 3.37 

1978 1.86 1.92 3.78 18.'61 14.83 

1979 2.76 2.07 4.83 15.20 10.37 
1980 2.49 2.40 4.89 17.25: 12.36 
1981 3.81 2.51 6.32 17.85 11.53 
1982 4.38 2.67 7.05 18.48 11.43 

1983 4.83. 2.80 7.63 18.93- 11.30 
1984 5.94 3.01 8.95 19.30 0.35 

Source: MAWD,,NCZ and AID staff estimate 
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TABLE 9
 

Estimated Quantities of Maize and Roller Meal
 
Marketed by NAMBoard
 

1977 - 1984
 
(Million 90 Kg. Bags)
 

Maize Marketed Roller Meal2 /
 
through NAMBoard Equivalent


Year Domestic:V Imported Domestic Imported
 

1977 7.4 
 -0.5 6.9 3 -

1978 6.4 
 0.8 5.9 0.7 

1979 3.7 3.9 
 3.3 3.5
 

A.1980 4.3 3.7 3.9 3.3 

1981 5.0 3.4,: 4.5 3.1 

1982 5.1 3.1 5.1 2.8 

1983 6.3 2.9 
 5.7 2.6 

1984 6.9 2.7 
 6.2 2.4
 

Source: 
 MAWD, NCZ and AID staff estimates.
 
1/ Domestic consumption series assumes the historical D percent per annun
 

increase in consumption from the base year of 1978.
 
2/ Uses a 90 percent extract rate.
 
3/ Only 6.9 milled, since rest was exported.
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TABLE 10
 

Estimated Total Subsidies
 
for Maize and Fertilizer
 

Millions of Kwacha
 
1977 - 1984
 

Domestic Imported Domestic and
 
Maize Maize Imported Maize
 
(Excluding (Excluding
 

Year Fertilizer Fertilizer) Fertilizer)
 

1977 9.9 11.0 11.0
 

1978 10.8 11.1 13.0 24.1
 

1979 9.1 6.8 
 53.2 60.0
 

1980 
 9.7 9.4 56.9 66.3
 

1981 17.1 11.3 55.3 66.6
 

1982 22.3 13.6 51.7 65.3 

1983 27.5 16.0 . 42.2 58.2
 

1984 36.8 18.7 46.3 65.0
 

Source: MAWD, NCZ and AID staff estimates.
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TABLE 11
 

Comparison of Estimated Total Subsidies 
With GRZ Estimates 
Millions of Kwacha 

1977 - 1984 

Fertilizer Maize Total
 
Year AID GRZ 
 AID GRZ AID GRZ
 

1977 9.9 17.7 11.0 26.4 
 20.9 66.2
 

1978 10.8 12.1 24.1 18.0 34.9 
 30.1
 

1979 9.1 NA 
 60.0 NA 69.1 NA
 

1980 9.7 
 NA 66.3 NA 76.0 NA
 

1981 17.1 NA 66.6 NA 
 83.7 NA
 

1982 22.7 NA 
 65.3 NA 87.6 NA
 

1983 27.5 NA 58.2 
 NA 85.7 NA
 

1984 36.8 
 NA 65.0 NA 101.8 NA
 

Source: MAWD, NCZ and AID staff estimates. 
NA - Not available. 
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TABLE 12
 

Alternative Subsidization Scenarios
 
Millions of Kwacha
 

1980 - 1984
 

Future
 
Trend
 
With GRZ
 
Financing
 
All Of Financing of Maize Subsidy:
 
Maize
 
Subsidy Scenario #1! Scenario #2 Scenario #3
 

Year Costs1 GRZ USAID GRZ USAID GRZ USAID
 

1980 66.3 66.3 0.0 66.3 0.0 66.3 0.0
 

1981 66.6 
 60.5 12.0 46.7 12.0 63.5 12.0
 

1982 65.3 58.1 12.0 36.4 12.0 78.8 12.0
 

1983 58.2 53.9 10.0 -50.,21 0.0 130.8 10.0
 

1984 65.0 47.5 8.0 -71.0 0.0 251.4 8.0
 

Source: MAWD, NCZ and AID staff estimates.
 

1/ From Table 10.
 
2/ See Appendix III for assumptions on which those estimates are based.
 
3/ Negative number denotes surplus. With these reserves the fertilizer
 

subsidy costs start to be reduced or lower consumer prices until
 
subsidy equals zero.
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APPENDIX I
 

Explanatory Notes to Table 5
 

The calculations leading to the fertilizer subsidy estimates
 
necessitated various assumptions concerning future fertilizer
 
sales, prices, etc.
 

To simplify the analysis, the fertilizers were grouped into
 
functional categories. These categories, also used by NAMBoard,
 
are 1) tobacco (includes A, C, V); 2) maize(Includes X, R, D);

and nitrogenous (includes urea, ammonia nitrate, etc). Other
 
fertilizers which did not fit into these categories were not in
cluded due to their low volume.
 

Total sales figures were based upon NCZ and NAMBoard estimates
 
of future total fertilizer sales projections. By working
 
backwards and using NCZ expected production capabilities over
 
the next five years, total levels of domestic fertilizer pro
duction were obtained. It was then assumed that beginning
 
stocI which are running approximately 100 percent of sales
 
would decline due to reduced transport, foreign exchange, and
 
other problems which plagued NAMBoard in the past and were the
 
primary reason for such high stock levels. Imports were calcu
lated on a residual category. At this point, the total fertili
zer supply and utilization was adjusted to reflect the fa-zt that
 
as domestic amonia nitrate sales increases imported urea sales
 
will decrease at a faster rate because the value to producers
 
in terms of the nitrogen content between the two is not one to
 
one. This adjustment was undertaken because upon analyzing the
 
unadjusted figures, unrealistic increases in nitrogen applica
tion rates were suggested.
 

Future imported fertilizer prices were obtained by trending
 
prices from the 1975-1980 period. Based on NCZ's estimates,
 
which may vary considerably, once the fertilizer plant actually
 
commences production, NCZ will sell its fertilizer to NAMBoard
 
at about 50 percent above the C.I.P. landed Zambia cost of the
 
corresponding imported fertilizer. NAMBoard fertilizer handling
 
costs are trended from 1975-80 handling costs. NAMBoard's
 
handling charges include the prorated costs of fertilizer per
sonnel, cost of capital tied up in fertilizer, distribution
 
charges, and a 3 percent fertilizer loss estimate. Based on
 
IFDC research in developed and developing countries, the
 
fertilizer loss estimates were raised by 6 percent for imported

and 4 percent for domestically produced fertilizer, thereby

raising the loss estimate to 9 percent and 7 percent, respectively.
 

The handling charges were not altered to reflect the change in
 
responsibility from NAMBoard to the cooperative unions. Details
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of the transfer of responsibility have not, as of August, been
 
decided upon by the GRZ. Future handling charges for fertilizer
 
remain indeterminate under the coops responsibility. GRZ
 
officials seem to be split in what the impact will be or their
 
direction. For this reason handling costs per bag of fertilizer
 
were trended, based on 1975-80 data.
 

The determination of fertilizer sale prices to producers was
 
based upon what would be the best way to keep producer prices
 
low, producer return constant or highly increasing, and the
 
maize subsidy low. This alternative was chosen because it re-.
 
flects the GRZ's political sensitivity about the large size of
 
the maize subsidy, and it minimizes the publically visiable
 
spread between what the GRZ pays producers for maize and sells
 
it to consumers for. Thus, fertilizer prices to producers were
 
extrapolated at 1980 prices. With this information, the
 
subsidies for the maize and nitrogenous fertilizer categories
 
was calculated. Then the categories were weighed together to
 
derive an annual fertilizer subsidy estimate reflecting imported
 
and domestically produced fertilizer. The lowest estimated
 
fertilizer usage rates per hectare divided by average yield

provided an estimate of the average subsidy per bag of maize.
 
Lastly, these figures were converted to the roller meal
 
equivalent.
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APPENDIX II
 

Explanatory Notes to Table 6
 

The maize subsidy, excluding the fertilizer component, was
 
the cost of the maize (producer price) plus all handling,

milling, distribution, selling costs and loss estimates
 
less the consumer price. The producer price was calculated
 
on the estimated costs of production of commercial farmers
 
plus a 12 percent return on investment starting in 1981 and
 
increasing by 2 percent thereafter. The commercial farmer
 
costs were used because the GRZ believes the commercial
 
farmers have higher cost per unit of production and thus
 
setting price in relation to the most expensive producer

will assure incentives for all. (It should be noted that
 
USAID/Zambia ZATPID project will examine this assumption to
 
determine its accuracy.) Increasing the return on invest
ment reflects the intentions of the GRZ to expand production.

In any case, producer prices would have to increase just to
 
keep pace with rising production costs. The handling, milling,
 
etc. estimates were based on a detailed 1977-78 analysis and
 
were extrapolated at an inflation rate of 15 percent for 1979
 
and 10 percent thereafter. These costs were converted to a
 
roller meal basis and then the consumer price for roller meal
 
was deducted. The price for roller meal rose with the rate
 
of inflation as an approximation for the GRZ's minimal attempts
 
to keep the maize subsidy managable. The remainder is the
 
subsidy per bag of roller meal.
 

Due to a lack of time, the 1977-79 estimates were obtained
 
from a World Bank report. Although the methodologies differ
 
somewhat, the error introduced is not believed to be
 
significant.
 



APPENDIX III
 

Assumptions Relating to 
Subsidy Estimates
 
In Table 12, Scenario #1
 

1980 - 1984
 

1980: 	 Inflation (i) = 10%
 
Consumer Price (cp) = K13.68
 
Producer Price (pp) = K12.00
 
Roller Meal Sales (rms) = 7.2 million bags toller meal 
Marketed Production (mp) = 4.3 million bags Maize 
Maize Imported (mi) = 3.7 million bags maize 

1981: 	 Inflation (i) = 10%
 
Consumer Price (cp) = K13.95 
Producer Price (pp) = K15.00 
Roller Meal Sales (rms) = 7.6 million bags roller meal 
Marketed Production (mp)'= 5.0 million bags maize
 
Maize Imported (mi) = 3.7 million bags maize
 

1982: 	 Inflation (i) = 10%
 
Consumer Price (cp) = K14.79
 
Producer Price (pp) = K18.75
 
Roller Meal Sales (rms) = 7.9 million bags roller meal 
Marketed Production (mp) = 5.8 million bags maize 
Maize Imported (mi) = 3.1 million bags maize 

1983: 	 Inflation (i) = 10% 
Consumer Price (cp) = K16.27 
Producer Price (pp) = K22.50 
Roller Meal Sales (rms) = 8.3 million bags roller meal 
Marketed Production (mp) = 6.8 million bags maize 
Maize Imported (mi) = 2.4 million bags maize 

1984: 	 Inflation (i) = 10% 
Consumer Price = K18.54 
Producer Price (pp) = K25.88 
Roller Meal Sales (rms) = 8.6 million bags roller meal 
Marketed Production (mp) = 7.5 million bags maize 
Maize Imported (mi) = 2.1 million bags maize 
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Your Excellency
 

GRZ REQUEST FOR USAID COMMODITY LOAN FOR US
 

FISCAL YEAR, 1981.
 

On behalf of the Government of the Republic of Zambia, I wish to
 
formally request the Government of the United States of America for a
 
US $20 million Commodity Loan to finance importation of raw materials
 
for local production of fertiliser compounds.
 

As Your Excellency is aware, a large portion of previous USAID
 
loans has been used to finance importation of fertiliser in its finished
 
form. When the expansion programme currently under way is completed at
 
Nitrogen Chemicals Zambia Ltd., Zambia will be able to produce most of
 
the fertiliser locally but will need raw materials. It is for this
 
reason that this loan request is being made to your Government.
 

Commissioning of the expanded Plant will be early next year. It 
would be appreciated therefore if this loan application could be
 
favourably considered as soon as possible to enable us to procure the
 
raw materials in time for the corrmissionintf. 

In addition, we would request the US Government to waive the
 
condition that commodities have their source and origin in the United
 
States of America and thereby permit procurement of the raw materials 
from the cheapest source. 

I await Your Excellency's favourable response to this request.
 

Accept, Your Excellency, te assurances of my very highest
 
consideration.
 

You,'s Si cerely,

~/ 

•G, P. 1AMAK{/NDO
 

Actg.Permapent Secretary & Director-Genral
 
NATIONAL COMMISSTION FOR DEVELOPMENT PANPNING 

c.c. Permanent Secretary,
 
Ministry of Finance, 
LUSAKA.
 



Analysis of NAMBoard's Fertilizer 
Jales, Imports and Beginning Stocks 

I. Summary and Conclusions 

The GRZ aims to stock a minimum in-country supply of 50,000 MT of
fertilizers but prefers to maintain a one-year supply c=posed of in
country stocks and shipments in the pipeline. This is believed justified

in view of Zambia's long history of difficulties in having adequate

supplies available to meet farmer needs on a timely basis. The reasons 
for maintaining such an inventory and pipeline level are based upon
i) historical problems of obtaining necessary foreign exchange;
ii) inland transportation obstacles; and iii) problems of internal
 
distribution and timing of in-country arrivals 
due to the limitations
 
in domestic transportation capacity.
 

An analysis of Zambia's projected sales, beginning stocks and
fertilizers in the pipeline suggests there is sufficient fertilizers
 
on hand for 1981. The current levels of stocks maintained can be
 
ex.pected to decline as the transport and other regional problems due
 
to the Rhodesia war decline. As in 
 the past, most of Zambia's
 
fertilizer consumption is in 
 the form of urea and NPK compounds. 

II. Past Trends and Experience 

Table 1 summarizes Zambia's total fertilizer supply and utilization
 
frcm 1975 thru 1981. Noticeable is the marked increase in beginning

stock figures beginning in 1979. This is primarily the result of
 
NAMBoard's action to overcome the long history of problems it faces
 
in meeting farmers fertilizer needs on a timely basis. The problems

have tended to lay in three areas.
 

First, NAMBoard has had a history of not receiving the necessary

foreign exchange on a timely basis to finance in-land transport.

Furthermore, once the foreign exchange is obtained, NAMBoard may not 
get the required rail or truck space because higher priority items
(i.e. maize) have been allocated most of the available space. Thirdly,
if NAMBoard does not have the fertilizer in the major depots ready for
rural distribution by June-July, then NAMBoard underutilizes its transport.
That is, during June-August the trucks would go into the rural areas partially
full with agricultural inputs and come out full with newly harvested
maize. Then, when the needed fertilizers finally arrived in country,
the trucks would again go into the rural areas to distribute the 
fertilizer and this time return empty since most of the maize would have
already been harvested and sold to NAMBoard by August-September.
Finally, if the fertilizer has not been delivered into the rural areas
by the start of the rains, it will not be delivered for that crop year.
This raises NAMBoard's storage costs until it is sold tte following crop 
year.
 



Table 1 

Total Fertilizer Supply and 

Utilization in Zambia 

1975 - 1981 

(000 MTi) 

Year Beginning Imports Production Sales Exports 
Stocks 

1975 70.0 121.0 11.0 133.6 0 
1976 68.5 150.0 15.3 145.9 0
 
1977 88.0 157.9 28.9 164.5 0
 
1978 
 98.2 198.1 25.6 129.6 0
 
1979 (PRE) 183.3 
 95.2 25.3 143.0 0
 
1980 (EST) 160.6 157.1 25.0 157.5 0 
1981 (FOR) 185.1 N/A*
96.0 173.2 0
 

Source: NAMBoard, September 1980 

* Not Available 

For these reasons NAMBoard works toward stocking at least 50,000 MT
in-country, but prefers to maintain a one-year supply composed of in-country
stocks and shipments in the pipeline. With more fertilizer readily
available NAMBoard better ableis to satisfy the farmers' fertilizer 
needs on a more timely basis. In addition, NAMBoard would be better 
utilizing hired transport space as it delivered all the required inputs
into the rural areas and on the same trip collected the harvested maize
when returning to the main depots. Thus, given these factors, NAMBoard' s
seemingly high stock position is in actuality probably a better business 
practice for NAMBoard asand the nation a whole. 

III. Current and Projected Positions 

It is estimated that current (August, 1980) in-country stocks are 
129,000 MT with another 97,800 MT in the pipeline. Projected sales in
1981 are 173,200 MT. Given the traditionally heavy fertilizer sales
during October-December and the arrival of most of the pipeline,
NAMBoard projects beginning stocks in 1981 to be almost 185,000 MT. 
This leaves a surplus of roughly 12,000 MT above projected sales for1981. Thus it is concluded that the current stock Position is not 
not excessive, and that 1981 requirements will be adequately met. 



Table 2: Fertilizer Supply and Utilization 1979-81
 

Product 

1979 

thousands of MT 

Beginning Imports 
Stocks U.S. Other 

AID Sources 

Sales 

1980 

thousands of MT 

Beginning Imports 
Stocks U.S. Other 

AID Sources 

Sales 

(Est.) 

1981 

thousand of MT 

Beginning Imports 
Stocks Require-
(Est.) ments 

(Est.) 

Sales 

(Est.) 

A 
C 
U 
R 
x 
D 

Urea 
AS 

Sodium Nitrate 

SSP 
TSP 
MOP 
SOP 

Total 

(Local) AN 

Grand Total 

0.3 
11.1 
5.8 
16.0 
10.4 
43.1 
60.6 
10.1 
1.2 

1.6 
7.6 
1.4 
0.7 

169.9 

13.2 

183.1 

-
-

-
10.5 
19.8 
-

39.0 
-
-

-
-
-
-

69.3 

-

69.3 

-
-

-
25.9 

-
-
-
-
-

-
-
-
-

25.9 

25.3 

51.2 

0.2 
4.3 
1.3 

26.4 
20.0 
28.0 
42.4 
0.9 
0.2 

0.1 
1.6 
0.1 
0.1 

125.6 

17.8 

143.4 

0.1 
6.8 
4.6 
26.0 
10.3 
15.1 
57.2 
9.3 
1.1 
1.5 
6.0 
1.3 
0.6 

139.9 

20.7 

160.6 

-
-

-
40.6 
10.0 

-
-

-

-

-

-

-

50.6 

-

50.6 

-
5.0 
-
-

27.5 
20.0 
54.0 

-
-

-
-

-

-

106.5 

25.0 

31.5 

0.1 
4.7 
1.4 
29.1 
22.0 
30.8 
46.6 
1.0 
0.2 

0.1 
1.7 
0.1 
0.1 

137.9 

19.7 

157.5 

-
7.1 
3.2 

37.5 
25.8 
4.3 

64.6 
8.3 
0.9 

1.4 
4.3 
1.2 
0.5 

159.1 

26.1 

185.2 

-
6.0 

-

25.0 
5.0 

45.-0: 
15.0 

-

-

-
-

-

-

96.0 

NA 

NA 

-
5.2 
1.6 
32.0 
24.1 
33.9 
51.3 

0 
0.2 

0.2 
1.9 
0.2 
0.1 

151.7 

21.6 

173.3 

-j 

Source: NAMBoard, August 1980. 
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Table 2 summarizes 1981 fertilizer imports by type. No significant 
change has occured in the composition of 1981 forecasted fertilizer iports 
as ccmpared to the previous several years. 

Because the general development climate in the region has improved, 
it is expected that in the future NAMBoard will realize that such h-iqh:
beginning stocks are no longer required. However, any decrease in 
these stocks positions can only be expected if Zambia's transport and 
foreign exchange situations significantly improve. 

IV. Analysis by Fertilizer Type 

The major fertilizers sold by NAMBoard are urea, compounds R, X and 
D, and anmonium nitrate. These are used on a number of crops, primarily
maize, wheat, cotton, rice and soybeans. Table 1 summarizes the beginning
inventory, imports, and sales figures for these fertilizers and those 
which are less important in terms of volume. 

Urea is the largest single selling item. Between 1975 and 1978 
NAMBoard sold between 27,500 and 47,700 MT annually, but entered each 
year with inventories ranging between only 1,000 and 15,500 MT. This 
meant that NAMBoard had to rely considerably on imports to meet its 
yearly sales volumes. In the summer and fall of 1978, severe inland 
transportation problems beset Zambia so that much of the imported urea 
did not arrive in country until after the planting season and had to 
be carried as inventory into 1979. Similarly much of the 39,000 MT 
imported in 1979, all under AID financing, arrived in Zambia too late 
for the planting season end is just now being sold for use in the 1980 
growing season. Urea imports for 1980 will total 54,000 MT (none of 
which is AID financed). 

The next largest selling fertilizer is compound 'D'with sales 
during the 1975 - 1978 period ranging between 24,700 and 31,7000 MT 
per year. Over these years, the beginning stock and late arrival of 
inports paralleled that for urea. In 1979 beginning stocks exceeded 
sales by about 15,100 MT. Much of the 57,400 MT imported in 1978, 
including the 40,200 MT of AID-financed product, appeared as beginning
inventory in 1979. Only 20,000 Mr was imported in 1980, none of which 
was AID financed. 

Next in sales volume is compound 'X'. From 1975 to 1979 sales 
hovered at about 20,000 MT per year with the exception of 1977 when 
sales increased to 30,000 MT. In the case of compound 'X', stocks 
plus imports for the years 1975 - 1980 amounted to about 10,000 Mr 
above each year's sales. Of the 20,000 MT imported in 1978, AID 
financed approximately half. 
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AID financed all of Zambia's imports of compound 'X' in 1979. 
This decreased to about one fourth of 10,000 MT of all 'X' imports
planned for 1980. As evidenced from the 1979 and 1980 beginning 
stock figures in Table 1, imports of compounds 'X' in 1978 and 1979 
arrived in Zambia prior to the planting season. 

The statistics for compound 'R' also indicate timely arrival of 
product. In 1978 and 1979 AID financed about one half and one quarter,
respectively, of Zambia's imports of compound 'R'. In 1980 all planned
imports of compound ' R' are AID financed. 

NAMBoard procures ammoniun nitrate locally from Nitrogen Chemicals 
of Zambia (PZ). Ammonium nitrate is not subject to the vicissitudes 
of overlan6 transport as are the imported products. Since 1977 
NAMBoard has procured approximately one half of NCZ's anmcnium nitrate 
production. 



-120-

TABLE 1
 

Historical Fertilizer Supply and Utilization Tables. 1975-81.
 
thousands of MT)
 

Urea
 

Year Beginning Imports 
 Sales
 
Stocks
 

1h75 
 1.061 40 32.043
 

1976 9.018 51.18 46.78
 

1977 13.418 49.82 47.713
 

1978 15.525 72 .6(b) 27.536
 

1979 60.589 30 .0 12 (a) 42.402
 

1980 57.199 54 46.642 *
 

1981 60.557 15* 51.306 *
 

(a) 39.012 - USAID-financed 

(b) U.S., Japan, Europe sources
 

Compound 'D'
 

1975 14.167 34.5 24.705
 

1976 23.962 40 30.411
 

1977 33.551 14 31.673
 

1978 15.878 57 .4(a) 30.184
 

1979 43.094 0 28.005
 

1980 15.089 20 30.805*
 

1981 4.284* 45.0* 33.886*
 

* Estimated 

(a) 40.2 USAID-financed, remainder from Germany
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Table 1 (Cont.)
 

Compound 'R'
 

Year Beginning 

Stocks Imports Sales 

1975 2.504 15 17.483 

1976 0.021 25 21.909 

1977 3.112 29.090 23.472 

1978 8.73 (a) 24 (a) 16.709 

1979 16.021 (b) 36.4 (b) 26.446 

1980 25.973 (c) 40.620 (c) 29.092 

1981 37.501 25.0 32.001 

*Estimated
 

(a) 12.00 USAID-financed, remainder from Japan and Europe.
 

(b) 10.50 USAID financed
 

(c) 40.62 USAID financed
 

Compound 'X'
 

1975 23.694 0 20.36
 

1976 3.334 29.5 22.161
 

1977 10.673 30 30.121
 

1978 10.552 20 (a) 20.166
 

1979 10.386 19.83 (b) 19.952
 

1980 10.264 37.5 (c) 21.948
 

1981 25.816 5.0 25.143
 

* Estimated
 

(a) 10.00 USAID-financed, remainder form Germany
 
(b) 19.83 USAID financed
 
(c) 10.00 USAID financed
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Table 1 (Cont.)
 

Ammonium Nitrate (local)
 

Year Beginning Product'-on 
 Sales
 

Stocks
 

1975 13.155 
 11 17.793
 

1976 
 6.362 15.335 17.284
 

1977 
 4.413 28.866 23.339
 

1978 7.94 
 25.6 20.292
 

1979 13.248 
 25.339 17.842
 

1980 20.745 
 25 19.626
 

1981 26.119 
 21.589
 

Others (Compounds A, C, V and AS, Sodfum Nitrate,_,
 
SSP, TSP, MOP, SOP)
 

Year Beginning Imports Sales
 

Stock's
 

1975 15.453 
 31.5 21.155
 

1976 25.798 4.32 
 7.329
 

1977 22.789 
 26.0 9.189
 

1978 39.6 15.1 
 14.719
 

1979 39.881 0 
 8.692
 

1980 31.189 
 5.0 9.492
 

1981 25.697 
 6.0 10.322
 

• Estimated
 

Source: Namboard
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ANNEX E
 

Analysis of Operational Capability

Nitrogen Chemicals of Zambia, Ltd. Fertilizer
 

Production Facility
 

Background and Summary
 

Nitrogen Chemicals of Zambia, Ltd. (NCZ), was
 
formed in 1967 as part of the Industrial Development

Corporation (INDECO), a state-owned and controlled
 
group of manufacturing and trading companies. Con
struction began in 1969, with Kobe Steel of Japan

responsible for the overall design, supply of machinery

and equipment and supervision of the commissioning of
 
the plant. The plant was opened in May 1970 and Kobe
 
Steel remained until 1971 to assist with overall manage
ment.
 

From 1972 until 1976, the Italian firm, Monte Edison,

provided the plant's general manager and works manager.

Expatriates were secured from India and an 
intensive train
ing program for Zambians was begun. In 1976, Zambians
 
took over as general manager, production manager and chief
 
engineer in addition to a number of other managerial posts.
 

In 1975, under a supplier credit, the services of
 
the West German firm, Klockner, were obtained to begin

expansion of the plant. When the plant reaches full pro
duction capacity in 1985, the plant is expected to meet
 
80% of Zambia's total fertilizer requirements.
 

The AID fertilizer team found that NCZ has the neces
sary equipment for manufacturing the required compound

fertilizers. Adequate plans also appear to have been made
 
to insure that sufficient manpower is available for the

plant commissioning (start-up). Commissioninr is expected

to start I':ovember 3, 1980 and commercial production is
 
scheduled to begin July 1981.
 

The fertilizer facility was initially scheduled to
 
start production in mid-1978 for a total cost of K126
 
million. For reasons largely beyond the GRZ's control,

total projected costs are now estimated at K289 million,*
 
an overrun of 128%. 
 Taking into account this capitaliza
tion structure, depreciation, estimated operating costs
 
and profit margin, NCZ estimates that it will cost about
 

*U.S. $36D million equivalent
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50% more to produce fertilizers domestically than to

import the finished product. 
 In order to put the plant
 
on a more firm financial footing and not pass these
 
higher costs on to the farmer, the GRZ has agreed to
 
assume a large portion of the debt. 
 With this assis
tance, NCZ's present cash flow analysis shows profita
bility by the fifth year; i.e., 
1987/88.
 

Against these initially burdensome costs to the

GRZ must be weighted other factors providing direct and
 
potential benefits. 
 These include an estimated $34
 
million annual savings in foreign exchange (based on

1985 production using 1980 prices), and a 55% 
reduction
 
in demand for space for fertilizer shipments on the

various congested inland transportation routes. Cost

savings may also be realized in the future if (1) oil
 
prices continue to increase faster than coal such that

HCZ's coal gasification process becomes relatively

cheaper, and (2) a new technique for the partial acidula
tion of rock phosphate proves feasible and import 
substi
tution for phosphatic materials becomes possible. 
 It must
 
finally be noted that the plant represents an important

contribution to GRZ efforts 
to strengthen the country's

self-sufficiency.
 

It is concluded that even though the plant plans a

heavy financial burden 
on the GRZ, the foreign exchange,

transport, and other benefits weigh significantly in

favor of the p~ant. In addition, the plant's financial
 
posture could possibly strengthen in tho future as 
indi
cated above.
 

II. Technical Analysis
 

A. Existing Production Capabilities
 

Nitrogen Chemical of Zambia, Ltd. (NCZ) began

production in 1971-72. 
 Table 1 summai-izes NCZ's produc
tion history.
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TABEti .I 

Production History
 
Nitrogen Chemicals
 
of Zambia, Ltd.
 

(000 MT)
 

YEAR AMMONIA NITRIC ACID AMMONIUM NITRATE 

1971-72 15.0 25.4 32.5 

1972-73 14.3 24.5 29.3 

1973-74 26.4 48.4 53.4 

1974-75 /6.1. 47.6 52.1
 

1975-76 22.4 4013 44.0
 

1976-77 24.4' 44.8 
 49.1 

1977-78 24.0 44.1 47.5 

1978-79 24.8 44.7 48.8 

1979-80 23. 43.7 46.9 

Source: NCZ
 

Of the plant's total ammonium nitrate production,
 
half is usually sold to the mines as explosives and
 
the remainder is sold to the National Agricultural
 
Marketing Board (NAMBoard) as fertilizer.
 

B. Expected Production Capabilities
 

The expansion program is an integrated approach
 
to increase the production capacity of the existing
 
ammonia, nitric acid, and ammonium nitrate facilities
 
and to install facilities for the production of
 
fertilizer products. Current and projected levels
 
expected by 1985 when the plant reaches full production
 
are summarized in Table 2. A total of six new
 
operations comprise the plant's expansion program. Each
 
operation is analyzed by the product produced.
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1. Ammonia. Currently NCZ produces about
 
24,000 MT of ammonium per year. To increase ammonia
 
production, NCZ is expanding the capacity of the
 
coal gasification unit and the ammonia plant by

220 tons of ammonia per day or about 66,000 tons
 
per year for 300 operating days per year. Thus,
 
total projected production will be about 90,000 MT
 
per year. Of the increased production 4,000 MT
 
per year will be used as feedstock for the
 
existing nitric acidl/and ammonium nitrate plants.
 
This additional feedstock will permit the
 
facility to produce ammonium nitrate at maximum
 
output. The remaining increased output of
 
ammonia will be 
used as the basic raw material
 
in the production of ammonium nitrate and ammonium
 
sulphate and to a lesser extent as an input in the
 
production of compound fertilizers.
 

The basic raw materials in the production
 
of ammonia will be coal from the Maamba Collieries
 
and nitrogen from the air. Through the
 
gasification of coal./, NCZ obtains the necessary
 
hydrogen. Nitrogen is obtained through the
 
liquification and partial distillation of air.
 
Using the standard Haker process, the nitrogen
 
and hydrogen are reacte4 to yield ammonia.
 

TABLE 2
 

Current and Expected Products
 

Nitrogen Chemicals Of Zambia,Ltd.
 

(000 MT)
 

Current Expected 

Production Production by Production 
Material 1979-80 1983-85 Increase 

1. Ammonia 23.9 89.9 66.0 

2. Nitric Acid 43.7 113.7 70.0 

3. Ammonium 
Nitrate 46.1 130.0 83.1 

4. Sulfuric Acid 0 60.0 , 60.0 

5. Ammonium 
Sulfate 0 50.0 50.0 

6. Compound 
Fertilizers 0 172.5 142.5 

The carbon dioxide generated in the coal gasification
 
process is captured and sold to the local beverage industry


1/ Ammonia is an input into the production.
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TABLE 2 (cont'd)
 

of which A 

C 

V, 

(0) 

(0) 

(0) 

(1.3) 

(11.5) 

(4.8) 

(1.3) 

(11.5) 

(4.8) 

(0) (47.9) (47.9) 

R 

X 

TOTAL 

(0) 

(0) 

114.5 

(22.7) 

(54..3) 

586.11 

(22.7) 

(54.3) 

471.6 

Source: NCZ 

2. Nitric Acid. Currently the plant produces
 

about 44,000 MT of nitric acid per year. The capacity
 

of the nitric acid plant is being expanded by 212 tons
 

per day corresponding to about 70,000 tons per year
 

for 330 operating days per year. Thus, total nitric
 

acid production is projected to be about 114,000 MT.
 

In this process, ammonia is oxidized to nitric acid,
 

and the nitric acid is used in the production of
 

ammonium nitrate.
 

3. Ammonium Nitrate. From present production
 
levels of about 47,000 MT, the expansion hopes to
 
increase ammonium nitrate output to 130,000 MT.
 
The capacity of the ammonium nitrate plant is being
 
expanded by 242 tons per day corresponding to about
 
80,000 tons per year based on 330 operating days per
 
year. The major portion of the added output will
 
be prilled and sold as ammonium nitrate fertilizer
 
while the remainder will be used in the production
 
of compound fertilizers. Raw materials for the
 
production of ammonium nitrate are ammonia and nitric
 
acid. Thus, from all indigenously available raw
 
materials, NCZ is producing all the ammonium nitrate
 
sold in Zambia.
 

4. Sulfuric Acid. NCZ currently does not produce
 
sulfuric acid, but needs 
it for the domestic manufacture
 
of ammonium sulfate. The sulfuric acid plant will not
 

*These letters denote the various NPK compounds which
 
will be produced. See Table 3 for exact composition
 
of compounds.
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commence operations at the 
same time as the
 
rest of the fertilizer expansion program.

Capacity of the plant, 
now scheduled to be

operational about March, 1983, will be
60,000 MT of sulfuric acid per year. 
Until
 
that time NCZ intends to import its annual

requirement of approximately 40,000 MT from
 
South Africa.
 

The sulfur to produce the acid will be
extracted from locally available pyrites. 
 Using
a standard process, the sulfur will be burned in
air to form sulfur dioxide 
This will be further
oxidized to sulfur trioxide which will then be
combined with water to produce sulfuric acid.
 

5. Ammonium Sulfate. 
 The new facility for
the manufacture of ammonium sulfate will have
 
a capacity of 151 tons per day corresponding

to about 50,000 tons per year based on 330 operating

days per year. This is essentially for captive
consumption in the production of compound fertilizers
while a smaller portion may be 
sold as ammonium
 
sulfate fertilizer.
 

Raw materials for the production of ammonium

sulfate are ammonia and sulfuric acid. The acid
is reacted with ammonia to produce the ammonium

sulfate required to produce compound fertilizers.
 

6. Compound Fertilizers. 
The new plant for
the manufacture of compound fertilizers has a
projected capacity of about 432 tons per day or
roughly 142,000 tons per year based upon 330 operating
days. 
The final level of output will depend upon
the product split between the various grades of
nitrogen, phosphorus and potassium (NPK) compound

fertilizer. 
Grades to be produced are summarized
 
in Table 3.
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TABLE 3
 

Grades and Formulazation of NPK Compound
 
Fertilizer to Be Produced by
 

Nitrogen Chemicals of Zambia,Ltd.
 

Nitrogen Phosphorus Potassium- Sulfur Boror 
Mixture (N) (P 2 05 ) (KI0) (S) (B)2 5O
 

A 2 18 15 10 0.1
 

V 4 18 15 10 0.1 

C 6. 18 12 10 0.1 

D 10 20 10 10 0 
X 20 10 5 10 0 
R 20 20 0 10, 0
 

Source: NCZ
 

The main raw materials in the production of
 
compound fertilizer are ammonium nitrate, ammonia, ammonium
 
sulfate and compounds of phosphorous and potassium. Materials
 
produced at the NCZ complex that will be used in the
 
production of NPK fertilizer are ammonium nitrate,
 
ammonium sulfate and ammonia (the latter to control ph)

Phosphatic materials known as single super phosphate
 
(SSP), triple super phosphate (TSP), and di-ammonium
 
phosphate (DAP) will have to be imported, as well as
 
borax, potassium sulfate and potassium chloride.
 

When the complex is fully operational in 1984,

the compound fertilizer manufacturing facility will be
 
able to produce the following minimum daily and annual
 
rates shown in Table 4.
 



-130-


TABLE 4
 

Projected Compound Fertilizer Production
 
in 1984,Nitrogen Chemicals of Zambia,Ltd.
 

Grade MT/Day Production days Annual Production/MT
 
A 460 3 
 1,220
 

C 460 25 
 11,200
 
V 400 12 
 4,900
 

440 109 
 48,000
 
R 330 
 69 22,600
 

X 485 112 
 54,400
 

330 142,320
 

Source: NCZ
 

It should be noted that NCZ's NPK
 
production capacity of 142,320 MT per year is
 
nameplate capacity. For example, the original

ammonia plant was designed for an output of
 
96 MT of ammonia per day. During the commissioning

period, it 
was found output was restricted to 83 MT
 
per day or 13.5% less than nameplate capacity. 
Should
 
a similar reduction in capacity be realized during

commissioning of the NPK plant, annual NPK output

would approximate 123,300 MT rather than 142,320 MT.
 
This should still be sufficient to meet Zambia's
 
projected compound fertilizer sales as shown by

the comparison in Table 5 of NCZ's production
 
to NAMBOARD's estimated compound fertilizer sales.
 
Compound sales have considerable room for increasing

before meeting the plant maximum capacity even if
 
it is lower.
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TABLE 5
 

Compound of NCZ Nameplate Capacity
 
and NAMBOARD Sales
 

(000 MT) 

NCZ Annual NAMBOARD SALES 

Product 
Nameplate 
Capacity 

(est.) 
1979 

(est.) 
1980 

(est.) 
1981 

A 1.3 0.2 0.1 
C 11.5 4.3 4.7 5.2 
V 4.8 1.3 1.4 1.6 
D 47.9 28.0 30.8 33.9 
R 22.7 26.4 29.1 32.0 

X 54.3 20.0 22.0 24.1 

TOTAL 142.5 80.2 88.1 96.8
 

Source: NCZ
 

C. Raw Materials Requirements
 

The materials required for the operation of the
 
NCZ facility are divided into those which are
 
domestically available and those which must be
 
imported.
 

1. Available Domestically
 

All the materials required for the production

of ammonia, nitric acid, and ammonium nitrates are
 
available domestically. The nitrogen is captured from

the air and the coal comes from Maamba Collieries.
 
Coal consumption is expected to increase from 65,000 MT
to 230,000 MT per year in 1985 when the plant reaches
 
full production. The water and electricity to
 
operate the plant will be plentifully available.

Financing has been completed to 
expand domestic
 
coal production commensurate with NCZ's needs.
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2. Imported. The quantity of materials which 
needs to be imported will vary untiJ the sulfuric
 
acid and compound fertilizer facility reaches full
 
production. All sulfuric acid will be imported
 
from R.S.A. until the sulfuric acid plant starts
 
production. When the entire plant reaches full
 
production, the sulfuric acid and ammonium sulfate
 
production facilities will all be supplied with
 
domestically available materials.
 

The NPK facility is currently scheduled
 
to be commissioned during the first calendar
 
quarter of 1981 with commercial production
 
scheduled to commence about July 1981. Full
 
production is anticipated by 1984-85. Until the
 
plant reaches full production, its raw material
 
requirements will be less. The basic quantities

of imported materials required per metric ton
 
are shown in Table 6.
 

TABLE 6
 

Imported Materials Required per MT Compound Fertilizers
 
Nitrogen Chemicals of Zambia, Ltd.
 

(kg) 
Grade Boron DAP SSP TSP KSO KCL Clay 

A 9 - 474 208 298 - 10 

C 9 - 296 274 179 50 6 

V 9 - 337 259 222 63 10 

D - 26 - 400 198 - -

R - 422 - . - 10 

X 147 - 64 99 - 6 

Source: NCZ 

On the basis of the above data,.NCZ'Iis ,imported requirements 
are presented in Table 7. 
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TABLE 7
 

Imported Raw Material Requirements

Nitrogen Chemicals of Zambia, Ltd.
 

(MT)
 

Borax 


MOP 


SOP 


SSP 


TSP 


DAP 


Coating agent 


TOTALS 


Source: NCZ
 

Pre-Comm-

issioning 


19804981 


169 


480 


5,650 


2,540 


5,900 


11,830 


460 


27,029 


Post-Comm- Full Pro
issioning duction 
1981/82 1982/84 

48 68 

255 361 

9,889 14,009 

1,498 2,122 

16,130 22,851 

15,752 22,815 

479 679 

44,051 62,905 

When the entire expansion program has been
 
completed by 1985, 
NCZ will only have to import raw
 
materials for the production of NPK compounds. The
 
annual tonnage is projected to be about 64,000 MT
 
per ai:ium to produce roughly 142,000 MT of NPK
 
fertilizers.
 

D. Plant Operations
 

1. Commissioning (Start-up)
 

Nitrogen Chemicals of Zambia (Ltd)
 
has the necessary equipment for manufacturing the
 
required intermediate products and the chemically
 
combined NPK compound fertilizers. Construction
 
has been completed on parts of this unit and
 
these parts are already undergoing start-up trials.
 
As with all manufacturing units, modifications
 
may be necessary during the start-up period. 
Except

for the coal gasification unit, the equipment ind
 



,perational procedures are rather simple and standard
 
for the industry. The compound fertilizer factory

should attain a high percentage of rated capacity

within a 2-month period of start-up.
 

The new NPK fertilizer production facilities are

expected to have the first trial run in February of
 
1981. Materials for testing the system need to be in
 
east or southern Africa ports by January 1, 198l for

onward shipment and arrival at Nitrogen Chemicals by

February 1, 1981. As processing and storage of the
 
materials is a part of testing the system, having-the
 
materials for the start-up i important to the opera
tional success of the compound fertilizer factory.
 

2. Fertilizer Processing
 

Materials to be used in compound fertilizers
 
will be stored in large concrete bins located in the
 
storage area adjacent to the granulating unit. Ammonium
 
sulfate will come directly to the storage bins from the

ammonium sulfate plant by conveyor belt. Ammonium ni
trate solution will come directly from the ammonium
 
nitrate plant to the granulator by pipe lines. Imported

materials will arrive by rail car in bags. 
 The bags

will be opened and the fertilizer placed on elevators
 
for movement to storage bins.
 

As the materials are needed they will be taken

by pay loader to elevators for delivery by a belt
 
conveyor system to 
a hopper just above the granulating

drum. The materials will then be automatically weighed

and metered into the granulator. Each specific chemi
cally mixed NPK grade will be produced by feeding, along

with steam, the necessary quantities of the above raw
 
materials into a drum granulator. Anhydrous ammonia,

used to control the ph of the mixture in the granulator

is piped directly into the granulator from the ammonia
 
plant. This is a standard established method
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for the manufacture of chemically reacted NPK
 
fertilizer. The continous feed system and
 
granulator has a rated production capacity of
 
18 tons of compound fertilizer per hour.
 

From the granulator the fertilizers are
 
delivered to the dryer. The dryer is fed by

tail gas from the coal gasification plant.

Additional feedstocks will be required and
 
will be supplied as fuel oil. The fertilizer
 
will be dried to 3% moisture or less. From the
 
dryer the fertilizers are passed tD a drum
 
air cooler. The granules are cooled rapidly
 
to produce hardness.
 

From the cooler the fertilizer passes
 
through a series of screens causing over and
 
under sized granules to return to the system

for reprocessing. The properly sized fertilizer
 
is then coated with a diatomacious earth (kaolinite

clay) to prevent caking. The coating is necessary
 
on the high nitrogen compound fertilizers to
 
reduce the hydroscopic characteristics and insure
 
a better conditioned fertilizer for application
 
in the field. By means of an over head conveyor

belt system, the finished fertilizer is dropped

into six storage bins of 70,000 MT capacity

each to await bagging and shipment. Storage
 
space is ample and should not offer any problems
 
for unbagged finished product.
 

The finished compound fertilizers will
 
be taken by front end loaders and dumped in
 
an elevator for delivery to the bagging unit.
 
The unit has one bagging line that automatically

weighs and delivers 50 kg. to each bag. The bags
 
are automatically stitched at the top, 3 cm
 
from the selvedge.
 

Plans call for a woven untraviolet-stabilized
 
poly-propylene bag to be used with a 2 mil poly
propylene liner. The liner and outside bag are
 
stitched together instead of the liner being heat
 
sealed or closed separately. The bagging unit is
 
also capable of handling 25 kg. bags, should it
 
become necessary in the future. The bagging unit
 
is equipped with two conveyor lines. One is for
 
loading trucks and the other for rail cars. 
 The rated
 



-135

capacity of the bagging unit for 50 kg is 30 tons
 
per hour.
 

3. Possible Constraints
 

A few constraints that could arise
 
were identified. It is possible that production
 
may be limited by the inability to receive raw
 
materials Fertilizer materials shipped into
 
the complex will be in bags. The bags must be
 
opened and disposed of in a small work area.
 

Space for storing bagged finished
 
product near the bagging lines is also limited.
 
The plan is to bag and move the fertilizer directly
 
on to rail cars and trucks. Only 75-100 tons can
 
conveniently be stored on the loading platform.

This may offer some problem in the future. However,
 
storage space currently exists for 70,000 MT
 
of fertilizer.
 

Finally, it was recognized that ammonium

.nitrate solutions place an upper limit on nitrogen
 
levels in high analysis compound fertilizers.
 
Therefore, other sources of nitrogen must be used
 
in the formulation to make the high analysis mixtures
 
D, X and R. Because of this,continued reliance on
 
imported raw materials (DA etc) can be expected.
 

III. Management Analysis
 

1. Present Management Structure
 

NCZ currently has a labor force of 726 people,

of which 46 are expatriates. For purposes of this
 
analysis, management is divided into three categories:

top, middle and lower levels. Zambians fill 36 percent

of the top managerial positions including the top

three positions. Of the middle managers (supervisors)

Zambians consitute nearly 70 percent. All the lower
 
level managers (assistant supervisors) are Zambians.
 
Presently, more than 200 Zambians or more than 30 percent

of the locals have over 10 years experience with the
 
company.
 

NCZ reports low personnel turnover except in
 
the area of instrumentation. For these skilled employees,

the mines offer more attractive salaries and benefits.
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2. Expansion Plans
 

With the fertilizer expansion, an
 
additional 35 expatriates will be hired at the
 
supervisory (middle management) level and an
 
additional 700 Zambians. Throughout the commissioning
 
period of about 8 months, Klochner, the prime
 
contractor for the NPK facility, will provide
 
up to 100 temporary people to assist in the plant's,
 
testing and operation.
 

NCZ has a plan for developing personnel
 
to manage the compound fertilizer production
 
facility as well as 
the other plants in the complex.

For management and training purposes the complex
 
has been divided into four sub-units consisting
 
of:
 

1. gasification - ammonia - carbon dioxide
 
2. nitric acid - ammonia nitrate
 
3. ammonium sulfate, and
 
4. compound fertilizers.
 

All management personnel have completed a minimum
 
of three months of on-the-job training i; operational
 
procedures in each of the four sub-units,and will
 
receive further updates as the various facilities become
 
operational.
 

New management employees will complete
 
the same course. Engineering students are selected
 
upon completion of their college and academic
 
requirements for a career with NCZ. 
 The new
 
employees are 
first given a 2-3 weeks orientation
 
course in the especially designed and constructed
 
training building. The orientation course is
 
taught by the manager of each production facility.
 
Upon completion of the orientation course the
 
new engineering employees will complete the 12 month
 
on-the-job training course. 
 New line employees
 
receive classroom orientation training, though
 
training is primarily on the job.
 

3. Conclusion
 

At present there are enough expatriates,
 
trainees and Zambians in Nitrogen Chemicals to operate
 
the fertilizer factory. Adequate plans appear to have
 
been made to ins-are that sufficient manpower is
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available for commissioning. The start-up period will

,determine any weaknesses in this 
area.
 

IV. Financial Analysis
 

The fertilizer facility was 
initially scheduled to
start commercial production in mid-1978 for a total cost

of K126 million. Commissioning is now expected to offi
cially start November 3, 198C and commercial production

is scheduled for July 1981. 
 The postponements were a

result of three problems: an underestimate of the cost

of off-site work; the appreciation of the Deutschmark;

and the closure of the Angolan import route, though

which equipment was being shipped.
 

The expansion plant, when commissioned, is esti
mated to cost K286.8 million4 an overrun of 128%.

this total, K157.2 million iipresents foreign loans 

Of 
in

cluding German suppliers' cedits of K103.3 million and

French buyers credits of K53.9 million. K62.6 million

of these loans is directly attributable to the delay in

commissioning including K44 million for the German credit
 
and K18.6 million for the French. 
The GRZ has agreed to

contribute K35 million to the company's equity. 
 To assist

the GRZ 
in buying this equity, Iraq is providing a US
 
$30 million loan. The loan is 
for eight years, carries
 
an interest 
rate of 2 % per annum, and repayment begins

October 1982.
 

The remaining K94.6 million of capitalization

requirements will be 
lent to the company by the GRZ on
 
a long-term basis. The principal loan will be repay
able in 50 years inclusive of a grace period of 10
 
years. The loan will bear interest of 10% per annum.
 
The GRZ will agree to a moratorium on interest charges

for the years 1981/82 and 1982/83. Interest charges for

these two years will amount to K18.9 million to be paid

in 1988/89. The cost of moratorium will be provided at
 
109 of the sum involved.
 

To be able to commission the plant and 
start
 
commercial production by July 1981, NCZ 
estimated it

needed another K55-60 million This financing is

needed for raw materials, replacement of equipment and
 
payment of contractor fees and contingencies. The
 
proposed 1981 CIP 
loan and the remainder of the 1980
 
CIP would provide about K15 million of this amount.
 

Two syndicated loans now being negotiated with

Citibank (K20 million) and Barclays Bank 
(K20-25 million)

is expected to finance the remainder. The Citibank loan

is 
for five years and will bear an interest of 2% per
 

*K20  25 million of this total is required to retire and/
 
or service debt.
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£lay loan will be 
for five years and will carry a 120%
 
per annum interest charge. At this writing, both syndi
cations are more than half subscribed and the banks are
 
optimistic that they will be repaid based on 
their
 
favorable view of the NCZ's projected cash flow. In
 
addition, the loans will be fully guaranteed by the GRZ.
 

1ot included in the above total 
is the cost of
 
constructing the sulfuric acid plant. Financing for
 
this facility was arranged in July, 1980 when Japan and
 
Zambia signed a K17 million concession loan. The GRZ
 
will also provide an additional K4.4 million for local
 
currency costs. 
 The sulfuric acid facility is expected
 
to start commercial production by mid-1983.
 

B. Operating Costs
 

Until the plant starts operation, actual cost
 
relationships can not be established. Rough estimates
 
have been made and these are addressed within the con
text of the cash flow discussion below. As NCZ's
 
increased operating costs will primarily be from the
 
increased use of coal and imported raw materials, these
 
items are discussed further belo.
 

With coal consumption by YCZ expected to in
crease from 65,000 MT, to 230,000 r4T, Zambia's only

mine has already undertaken steps to reverse the trend
 
of declining coal production. Using loans from the
 
Africa Development Bank and the EEC, Maamba Collieries
 
expects to increase coal production commensurate with
 
NCZ's increased demand. If supply problems should arise,

NCZ believes that it would probably receive status as 
a
 
priority receiver of coal.
 

Several international donor organizations have
 
questioned whether Zambia's coal supply is of a high

enough quality for the gasification process. To date,
 
the preliminary tests suggest it is. The CIP design

team had no basis tc doubt the results. However, in
 
the event thar- the coal's quality is. too low, a readily

available supply c 
high quality coal would be available
 
from Wankie, Zimbabwe. These mines are only 100 km south
 
of Livingstone, Zambia. This potential issue will not 
be
 
resolved until the plant is in operation.
 

The costs related tc the importation of the
 
required raw materials was calculated from general

market prices in early September 1980. Total costs
 
of NCZ's imported raw materials to East African ocean
 
ports approximate 9.0 million for the pre--commissionary_

$1I4.,C for post-comrissionary and 21. 3 million when NCZ
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reaches full production. To these values port charges

must 
be added (roughly $60 per MT). Also, fluctuations
 
in the market prices for the above raw materials, most
 
of them fertilizers in their own right, could have 
a
 
considerable effect 
on these estimates.
 

C. Cash Flow
 

NCZ will sell all the fertilizer it produces
to NAMBoard on 
the basis of cost plus reasonable mar
gin. NCZ's margin is equivalent to a 10 percent return
 
on capital.
 

On the basis of the above capitalization structure, estimated operating costs and margin, NCZ esti
mated that its 
selling price to NAMBoard for NPK com
pounds would be approximately 50% higher than the C&F

landed Zambia costs for imported fertilizers. Included
 
in this calculation are allowances for depreciation as
 
follows:
 

Leasehold Land and Building
 
-- Long-term Lease 
 2 % 
-- Short-term Lease 2 %
 
Plant and Machinery 2 %
 
Motor Vehicles 
 25%
 
Office Furniture and Equipment 25%
 
Residential Furniture 
 25%
 

As noted above, the high costs of domestic pro
duction are largely due to cost 
overruns attributed to
 
reasons beyond the plant's control. In order to put the

plant on a more firm financial footing and not pass these

higher costs on to the farmer, the GRZ has agreed to
 
assume a large portion of the debt. 
 The GRZ will treat
 
the K62.6 million attributed to overruns as its contribu
tion to the company's equity capital. 
 This is additional
 
to the K35 million already agreed to.
 

Without the GRZ 
assuming this debt fertilizer
 
prices to NAMBoard would have been on the order of K60C
 
per MT. With this assistance, prices will be as follows:
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UNIT 1980/81(K) 1981/82 

A.N. Fertilizer MT 378.81 435.00 
A.N. Dense MT 387.64 427.00 
A.N. Porous 
A.N. Nitric Acid 

MT 
MT 

394.95 
184.29 

435.00 
215.00 

Compound - C MT 422.00 
Compound - R MT 489.00 
Compound - D MT 481.00 
Compound - X MT 486.00 
Carbon Dioxide MT 220.00 250.00 

With the financial assistance the comparVr is
 receiving as described above, NCZ's present cash flow
 
analysis shows profitability by the fifth year; i.e.,

1987/88. However, the GRZ must still repay the debt
 
it has assumed. Thus, from the economic standpoint of

Zambian society (see below) as 
opposed to the financial
 
performance of the firm, the plant still represents a
 
costly venture.
 

It should finally be noted that it will be more
 
costly to the GRZ if it did not operate the plant. If
 
the GRZ simply closes the plant, it must still pay the
 
sunk costs in the plant. Paying these costs plus those
 
of imported fertilizers would probably be higher than
 
operating the plant as presently planned.
 

V. Economic Analysis
 

The economic analysis of the plant looks beyond the
 
financial analysis and views NCZ's significance in the
 
broader context of its impact on Zambian society. The
 
financial costs have been indicated. Against these costs,

other factors producing both direct and potential bene
fits must be considered. In the final analysis, it must
 
be 'determined whether these benefits are 
sufficient to
 
justif-y AID support of the plant.
 

A major area where the GRZ gains by domestically

producing fertilizers is in the area 
of foreign exchange.

Using 1980 as 
a reference point, if the fertilizer faci
lity reaches full production (142,320 MT) the projected

foreign exchar'ge requirements for the raw materials
 
(C.I.F. oceai, -'rts in Africa) is about $21 million. The
 
equivalent co:.t of importing the 142,320 MT of fertilizer 
is over $950 million or roughly an additional $29 million. 

A second area in which foreign exchange will be
 
saved is in reduced transport costs of shipping the
 
commodities to Zambia from the ocean ports. 
 To domes
tically^produce 142,320 MT of fertilizer, a projected
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63,900 MT of raw materials will have to be imported. Thus,

domestic production of the fertilizers would save 
trans
portation costs 
on over 78,000 MT. Using a conservative
 
average freight charge from the coastal ports to Zambia of
 
$58 per metric ton, the foreign exchange savings could
 
amount to upwards of $4.5 million per year.
 

The domestic production of fertilizer would also
 
reduce fertilizer losses from shipment to Zambia.
 
Although the exact 
size of this loss is unknown, it
 
appears to be substantial. For example, a Japanese

supplied fertilizer shipment recently arrived in Zambia
 
two years late. The fertilizer lost was valued at 
nearly

one half a million dollars. NAMBoard reported to the CIP
 
design team that such losses 
were not uncommon. These
 
losses are 
all direct foreign exchange losses to Zambia.
 

To summarize, the GRZ 
can potentially reduce its
 
future foriegn exchange expenditures on fertilizers by

over $34 
million per annum. This is equivalent to
 
roughly 5 percent of Zambia's total estimated imports

during 1979. Given 
Zambia's current economic situation
 
as summarized earlier, the potential foreign exchange

benefit of producing fertilizer domestically is substan
tial.
 

A second area where the GRZ benefits from the domes
tic production of fertilizer is 
the reduced demand for
 
space on 
the various in-land transportation routes.
 
Zambia has had a history of transportation problems 
in
 
trying to obtain a sufficient number of railcars and
 
trucks to move the country's imports to Zambia from the
 
various 
ocean ports. By producing fertilizer domesti
cally the physical quantity which needs to 
be imported

declines by 
an average of 55 percent. For example, if
 
the plant is producing at full capacity, roughly 78,000

MT (the difference between !L2,
 3 20 MT and 63,900 MT)

would not have to be brought in. This is the equivalent

of 2,053 railcars which now 
could be used for alterna
tive purposes.
 

What has been happening in the past is that imported

fertilizers have not 
always been reaching Zambia on a
 
timely basis, even though it 
arrives in port as scheduled.
 
One reason has been that other higher priority commodities
 
such as maize have received the scare transportation
 
space. Secondly, the GRZ has had numerous 
problems find
ing the foreign exchange to finance the inland freight.

Thus, by producing fertilizer domestically, the GRZ reduces
 
another problem which has plagued the nation since inde
pendence.
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The third area where the GRZ stands to benefit is
if the future price of oil continues to increase faster

than coal. Traditionally, oil has been a major input

into the manufacture of fertilizer. However, with the
 
increasing problems regarding the availability and cost
 
of oil, alternative methods of manufacturing fertilizers,

such as the LCZqs gasification of coal process, become
 
more viable. A testimony to the gasification of coal
 
process as 
a viable alternative is the considerable
 
world wide effort towards refining this technology.

Thus, while the current financial analysis of the plant

may be negative, in the medium term, It may become com
petitive.
 

A fourth area in which the GRZ and the country
will gain is in the increased domestic economic activity
related to the operation of the fertilizer facility.
NCZ estimates the addition of 600 new jobs 
at the plant

and an additional one thousand new jobs nationwide in
 
various support industries such as in the manufacture of
 
fertilizer bags.
 

The final area in which Zambia ma serve additional
 
foreign exchange could be the development of phosphate

deposits. It was reported in the Overseas News, May 1978
 
that large phosphate reserve deposits had been found in

the Feira district of Zambia by Mindeco Limited (The depo
sit was found while prospecting for copper). More depo
sits have been reported in the Nbombwa hill in the Isoka
 
district in the Northern Province.
 

In a discussion with a representative from Mindeco
 
the CIP design team was informed that the phosphate

deposits were not 
large and might prove to be uneconomi
cal for processing. However larger deposits have been

reported along the Tanzania-Zambia border, in Tanzania.
 
A plan for Zambia and Tanzania to cooperatively develop

a source of phosphate could be explored well as further
as 

analysis of domestic phosphate deposits.
 

The International Fertilizer Development Center
 
(IFDC) and other research organizations have developed
 
a technique for partial acidulation of rock phosphate.

The process utilizes less acid since a completely acidu
lated phosphate is not produced. The process is proving

to cost less in manufacturing cost and is also producing
 
a positive agronomic crop response.
 

A study to determining the feasibility of process
ing the known rock phosphate should be undertaken. If

the supply of rock phosphate would only be adequate to
 
supply Zambia's F20, requirement for 10 years it may
 
prove to be worthwhile.
 



Aside from the questions of economics and finance,

the national security and self-sufficiency interests of
 
landlocked Zambia must be recognized. This is a non
quantifiable benefit highly valued by the government and
 
a sensible one in the uneasy political climate of southern
 
Africa.
 

Weighting all of the above factors, AID/Zambia

recommends that AID support the GRZ 
request to assist
 
the plant. It is recognized that the main factors con
tributing to the financial weakness of the plant emanate
 
from the political instability of recent years and that
 
these were largely beyond the GRZ's contrcl. It is fur
ther recognized that the plant will probably be less of
 
a financial burden on the GRZ 
if it operates the plant.

Finally, it 
is believed that the other economic and

political benefits cited above adequately compensate for
 
the plant's financial shortcomings
 



ANNEX F
 

,Septemberi9, 1980 

U.S. A.I.D. Representative,,
 
C/O American Embassy,
 
LUSAKA. 

Attention: Mr. John A. Patterson 

Dear Sir, 

A.I.D. LOAN NO. 611-k-004/003/002 

With reference to your Implementation Letter No. 3 dated
 
4th February 1980, I enclose herewith Certification of
 
Attribution of Zambia Kwacha countervalue Generation under
 
AID Program Loan No. 611-k-004/003/002 for the budget year

ending 31st December, 1979.
 

Yours faithfully,
 

K. Sabaratnan
 
for/PERMANENT SECRETARY
 

MINISTRY OF FINANCE.
 

*Retyped copy of original, 



ATTACHMENT A
 

ZAMBIA PROGRAM LOAN
 

Budget Heads Eligible for Local Currency Attribution Under
 

AID PROGRAM LOAN 611-k-004/003/002
 

Go;ernment of the Republic of Zambia Annual Estimates of
 
Revenue and Expenditures, Capital Budget Expenditures
 

Eligible Budget Heads 

320 (Office of the Prime Minister)-
Provincial Administration and Local Govt. 
Division Loans and Investments 

1979 
K 

6,844,00 

321 Ministry of Finance - Loans and Invest
ments 69,882,683, 

329 Provincial Administration & Local 
Government Division (Office of the 
Prime Minister) 830,527 

338 National Commission for Development 
Planning (Office of the Prime Minister) 400,000 

344 Ministry of Labour and Social Services 100,576 

346 Ministry of Health 885,765 

351 Ministry of Power, Transport and 
Communications 3,262,409 

364 Ministry of Works and Supply 45,993,216 

380 Ministry of Education and Culture-. 5,302,132 

385 Ministry of Lands and Natural Resources 691,090 

389 Ministry of Agricultural and Water 
Development 15,317,586
 

149,509,984
 



ATTACHMENT B
 

Certification of Attribution of Zambia Kwacha Countervalue
 

Generations Under AID Program Loan Number 611-k-004/003/002
 

(For Budget Year Ending December 31, 1979)
 

1. 	Total Actual Capital Budget Expenditures 
for Eligible Budget Heads - K 149,509,984 

2. 	Less: Amounts Funded by External
 
Assistant other than AID K 39,671,243
 

3. 	Sub Total 109,828,741
 

4. 	Amount of Countervalue Attributed K 24,047,831
 

611-k-004 - 15,328,128
 
611-k-003 - 8,604,912
 
611-k-002 - 114,791
 

I certify that the above is an accurated aryd correct statement
 
of the Kwacha Countervalue attributed to the AID Program Loau
 
No. 611-k-004/003/002.
 

(Signed)
 
Authorized Government of
 
Zambia Representative
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ANNEX G 

Analysis of Zambia's
 
Fertilizer Marketing System
 

A general overview of the fertilizer sub-sector
 
is presented in Section VA. Section VB summarizes
 
the major conclusions and recommendations of the
 
following analysis.
 

I. Marketing System Components
 

There is not a fertilizer marketing organization

in Zambia that carries out all of the marketing functions
 
of product selection, pricing of product, distribution
 
(place) and promotion. The four P's are carried out
 
by different organizations and collectively they form
 
the marketing system. As detailed in Section VA, the
 
marketing system in Zambia is presently comprised
 
of the following bodies:
 

- National Agricultural Marketing Board - product
selection, pricing, imports, storage, and 
distribution. 

- National Council for Scientific Research 
agronomic research and field testing. 

National Fertilizer Committee - product
 
selection.
 

- Central Supply and Tender Board - tendering. 

- National Commission for Development Planning 
pricing. 

- Ministry of Agriculture and Water Development 
Extension Service - sales promotion and advisory 
assistance. 

- Nitrogen Chemicals of Zambia, Ltd. - domestic 
manufacturer . 

As a general rule, the probability of a successful
 
fertilizer marketing program is rather low when marketing
 
functions are allocated to different organizations for
 
execution. Almost without exception the highly
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successful fertilizer programs, as measured against

increased sales and crop production, are those where

marketing functions are vested in one organization.
 

II. Distribution
 

The National Agricultural Marketing Board

(NAMBoard) is primarily responsible for the distribution
 
of fertilizers and currently operates 14 major depots

and 467 permanent rural depots. Supplementing this
 
system are five provincial agricultural cooperative unions

although to date they have focused more on purchasing crops

than selling inputs.
 

Figure 1 indicates the physical movement of
 
fertilizers from the ports to the farmers as carried
 
out by NAMBoard. 
There are a total of 14 key distribu
tion warehouses, of which Lusaka is the largest and most

centrally located. 
NAMBoard also operates 467 permanent

rural depots. 
The locations of these facilities are
 
shown in Table 1.
 

FIGURE 1
 

Physical Movement of Fertilizer by NAMBoard
 

Key Distribution
(13)1) Warehouses
 

(13)
 

Key Distribution < 
 COOPERATIVES

Warehouse(s) in
 
Other Provinces
 

(467)

-Rural <
 

Depots
 

FARMERS
 
For Purchases
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TABLE 1
 

Locations of NAMBoard's Marketing
 

Centers and Depots
 

NAMBoard s 14 Key Distribution Centers
 

1. Lusaka Complex - Central Province
 
2. 	Lusaka main grain - Central Province
 

depot
 

3. Chisamba 	 - Central Province
 

4. Monze 	 - Southern Province
 

5. Livingstone - Southern Province
 
6. Choma 	 - Southern Province
 

7. Kabwe 	 - Central Province 

8. Lwana Mkubwa - Copperbelt Province
 

9. Kitwe 


10. Chipata 


11. Mongu 


12. Mansa 


13. Solwezi 


14. Kasama 


- Coppej:belt Province
 

- Eastern Province
 

- Western Province
 

- Luapula Province
 

- North Western Province 

- Northern Province 

NAMBoard s 467 	Rural Depots
 

Southern Province 


Lusaka 

Central 

Copperbelt " 

Eastern 


Western 


North Western
 
Province 


Luapula Province 


Northern Province 


TOTAL 


47
 

35
 

149
 

32
 

31
 

40
 

52
 

68
 

13
 

467
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From the ports, fertilizers move directly to
 
the Lusaka distribution warehouses and to the other
 
key distribution centers located on the rail lines.
 
Fertilizers to centers not on the rai.l lines are
 
delivered by truck from the Lusaka warehouse.
 

There are four areas of rural depot concentration.
 
The greatest concentration is along the rail line
 
in the Central Province where most of the maize
 
and tobacco is produced. Both of these cash
 
crops are heavily fertilized. Rural depots are
 
similarly concentrated along the railline in the
 
Southern Province, another maize producing area.
 
There are also concentrations of depots in the
 
maize producing areas of the Eastern Province
 
along the Mozambique and Malawi borders and in
 
Western Luapula Province along the Zaire border.
 
The rice producing areas of Chama, Eastern Province,
 
Kawambwa and Mansa in Luapula and Kalabo and
 
Sesheke in the Western Province are served by rural
 
depots as well.
 

There are several areas where NAMBoard has not
 
been able to expand even though crop reports indicate
 
there are enough hectares of maize, sunflower,
 
vegetables and cassava to justify a rural depot.

Areas where there are no rural depots that should
 
be served include the following:
 

Area Province
 

a) Chililabombwe Copperbelt
 
b) Mufulira Copperbelt
 
c) Chavuma North Western
 
d) Sichole Western
 
e) Sioma Nwezi Western
 
f) Muyombe Northern
 
g) Zimba Southern
 

Almost daily NAMBoard receives requests for
 
the establishment of additional rural depots. However,
 
from a business viewpoint it is difficult to justify
 
a depot in villages where only 35-40 small farm
 
holders reside and purchase some 100 - 125 bags

of fertilizers annually. NAMBoard has experimented

with the establishment of temporary depots which
 
maintain a supply of fertilizers during the crop
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planting season and then close down when it
 
ends. These temporary depots have not proven
 
successful and the more remote villages and
 
small farm holders now appear to have limited
 
access to fertilizer distribution points. These
 
farmers must have fertilizers and technology
 
if their productivity and level of living is
 
to be improved.
 

The distribution network as described
 
above is as it presently exists.The GRZ has decided
 
to reorganize it, and effective March 31, 1981,
 
NAMBoard's role in the importation and distribution
 
of fertilizers will be considerably reduced.
 
NAMBoard' will continue to import fertilizers
 
for another two years or until the 1984/85 fertiliz3r
 
year. At that time the function of importing
 
fertilizer will be handed over to Nitrogen
 
Chemicals of Zambia, Ltd. (NCZ). As the NCZ
 
factory comes on stream, progressively less
 
fertilizer will be imported. By 1984/85, it
 
is forecast that NCZ will be producing at full
 
capacity and providing about 80% of Zambia's
 
fertilizer requirements.
 

Under the reorganized distribution system,
 
NAMBoard will continue to operate the 14 key

distribution warehouses and will sell only to
 
large commercial farmers that purchase in quantities

of 50 tons or more. However, all rural depots

will be handed over to the cooperative unions for
 
management.
 

The cooperative marketing system has a better
 
chance of success in fertilizer marketing than
 
NAMBoard iecause under the proposed reorganization

they are allowed a 10% margin on sales. With
 
this incentive the cooperatives could become a
 
strong marketing force.
 

The cooperative organization is made up of
 
three levels of management. At the first level
 
there is a Cooperative Federation that helps
 
to coordinate the activities of all cooperatives

in Zambia. Their efforts are mainly directed
 
towards obtaining favorable government policy and
 
actions to aid the cooperative movement.
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Below the Federation, but still a part of the
 
Federation, are the cooperative unions.. 
 These are formed by

the primary agriculture marketing cooperatives for the
 
purpose of helping to coordinate their activities in
 
purchasing, selling, training and management.
 

At the local level thereare the primary coopera
tives. These can be formed in two ways. 
 One way is for
 
farmers to act together and form a primary marketing

cooperative. The manager is 
selected by the membership.
 
Cooperatives may become a member of 
a cooperative union
 
or not. The second way is for a cooperative union to
 
select a site and open a retail cooperative store. The
 
manager is selected by the cooperative union. This seems
 
to be a store owned and operated by the cooperative union.
 

The Department of Marketing and Cooperatives within
 
the Ministry of Agriculture and Water Development helps

in the formation of cooperative societies. In 1977 there
 
were 149 multi-purpose primary cooperatives and 300 producer
 
and farm settlements primary cooperatives.
 

Reports received by the CIP team regarding the
 
activities of the cooperatives revealed many areas of poor
 
management and performance. Studies completed that analyze

the operations of the cooperatives indicate that performance

in many places may be retarding agriculture production.
 

III. Fertilizer Sales
 

A. Past and Prcjected Sales
 

Fertilizer demand at the present subsidized rate
 
has never been established for Zambia. 
 This is because
 
each season the late arrival and/or inadequate distribution
 
of supplies have prevented a good check on actual demand. 
At
 
present the best quide to demand is 
an analysis of past sales.
 

Table I, Section VB ("Fertilizer Sub-Sector")

shows that sales have increased from 133,600 MT in 1975 to
 
157,500 MT in 1980. Sales 
for the 1981 fertilizex year are
 
forecast at 173,200 MT. 
Table 1, Section VB also indicates
 
that inventories are accumulating and this will enable the
 
system to make fertilizers available to farmers 
on a more
 
timely basis.
 

Fertilizer sales by months for 1978 and 1979 are
 
shown in Table 1 (page ). Sales increased sharply during

the maize, tobacco and sorghum planting season of September,

October, November, January and February. The sales in Sept.,

October and November of 1978 differed from those in the same
 
months of 1979 due 
to the late arrival of rains in 1979.
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TABLE 1 

NAMBoard-Fertilize-. Sales -by-
Months 1978 and 1979
 

1978 


Month Cumulative 

'Tonnes 


-I 
January 19,199.20 


February 28,633.60 


March 36,576.40 


April 37,153.10 


May 38,883.0 


June 42,463.60 


July 44,761.20 


August 46,917 .80 


September 50,358.80 


October 68,882.20 


Novemberf97,996.50 


December -130,077 


i30,077 


Monthly sales 

Tonnes 


19,199.20 


9,434.4 


7,942.8 


578.7 


1,727.9 


3,580.6 


2,297.6 


2,156.6 


3,441. 


18,523.4 


21,114.3 


32,080.5 


130,077 


1979
 

Accumulative 

Tonnes 


20,460.78 


32,497.14 


38,670.86 


41,175.62 


44,087.34 


45,646.32 


49,834.91 


56,231.91 


70,506.41 


88,208.11 


116,051.46 


145,042.16 


145,042.16 


Monthly Sales
 
Tonnes
 

20,460.78
 

12,036.36
 

6,173.71
 

2,504.76
 

2,911.72
 

1,558.98
 

4,188.59
 

6,396.33
 

14,275.17
 

17,701.70
 

27,843.35
 

28,990.70
 

145,042.16
 

Source:NAMBoard F.I.P.S. Division Sales Analysis.
 

http:145,042.16
http:28,990.70
http:27,843.35
http:17,701.70
http:14,275.17
http:6,396.33
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http:44,761.20
http:42,463.60
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http:28,633.60
http:19,199.20
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Table 2 below indicates 
 the increase in fertilizer
 
by nutrients for a) agriculture land; b) arable land and
d), per capita for the years 1972 and 1977.
 

TABLE 2
 

Fertilizer eonsumed per Hectare
 

of 	 a) Agriculture land
 

b) Arable land
 

c) Per capita
 
1972 	and 1977
 

Nitrogen Phosphate Potash 
1972 1977 1972 1977 1972 1977 

(a) .7kg 1.2kg .3kg .7kg .lkg .2kg 
(b) 5.0kg 8.3kg 2.4kg 4.7kg 1.Okg 1.2kg 
(c) 5.5kg 7.8kg 2.6kg 4.7kg 1.lkg 1.2kg 

SOURCES FAO Fertilizer Year Book, 1978.
 

From 1972 to 1977 nitrogen consumption per hectare of
 
arable land increased from 5.0 kg to 8.3 kg, an increase of
66%. Phosphate increased from 2.4 kg to 4.7 kg for an increase
 
of 95.8%. Potash had the smallest increase of only 2%.

small increase in potash is to be expected since the soils

The
 

of Zambia are not deficient in this element.
 

There are indications that the increase in total fertilizer

consumption results from both an increase in rates per hectare
 
and the number of
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hectares fertilized. Table 3 compares yields and
 
number of hectares planted to crops in 1976
 
and 1977. The number of hectares planted in total
 
cereals fell from 1.317 million hectares in 1976
 
to 1.268 millioninlj977a decrease of 49,000 hectares.
 
At the same time yields dropped from 926 kg/ha in
 
1976 to 885 kg/ha in 1977.
 

The number of hectares planted in maize fell
 
by 50,000 hectares over the same period, however,

total maize production went up by 70,000 MT. This
 
increase can be accounted for by the fact that yields
 
per hectare went up from 909 kg/ha in 1976 to 1,019 kg/ha

(1.02 tons) in 1977.
 

In addition to maize, production per

hectare went up in 1977 over 1976 for groundnuts

and suaar cane. There are many factors that account
 
for these increased yields per hectare. Weather
 
factors, varieties, cultural practices and many

others can claim some credit for the yield increases.
 
The increase in the consumption of nutrients per

hectare of arable land must be given some credit
 
as well.
 

The FAO projects an increase in fertilizer
 
demand of 10% per year. This forecast may be possible

considering the present rate of increase in the
 
populatior, an improving diet and a positive

government policy to increase the small farm
 
holders income. If this projection is correct,
 
more retail outlets providing a timely supply of
 
essential inputs must be established.
 

B. Sales by Provinces and Depots
 

Table 2, Section VB shows the distribution
 
of fertilizer sales by provinces for the years 1977
 
through 1980. 
 These figures show that the Southern,

Central and Eastern Provinces accounted for 90,720 MT
 
or 70% of total sF.les in 1978. These provinces are the major

maize and tobacco producing areas in Zambia.
 

Table 4 shows that no correlation exists
 
between the number of rural depots and the volume
 
of sales by provinces. For example, the Southern
 
Province has 47 depots averaging 1,370 MT in sales per
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TABLE 3
 

CROP PRODUCTION IN ZAMBIA
 

BY AREA PLANED TOTAL PRODUCTION AND YIELD PER HECTARE
 

1976 and 1977
 

1,000 ha 1,000 mt Yield (kg/ha)
 

cereals total:
 

1976 1,317 1,220 926
 

1977 1,268 1,123 885
 

Maize 1976. 1,100 1,000 909
 

1977 1,050 1,070 1,019
 

Root and Tubers 1976 56 184 3,286
 

1977 57 L87 3,286
 

Mostly Cassava 1976 53
 

1977 54
 

Pulses 1976 20 12 614
 

1977 20 .12 596
 

Groundnuts 1976 30 30 1,000
 

1977 32 32 1,019
 

Sunflower seed 1976 19 13 679
 

1977 18 12 667
 

Cotton (seed) 1976 6 5 753
 

1977 6 3 500
 

Cotton (lint) 	 1976 1 - 

1977 1 -

Palm - 64,000 

Kernels 65,000 

Vegetables 180 

184
 

Fruits 61
 

- 62
 

Sugarcane 	 1976 9 860 101,176
 

1977 9 950 101,556
 

Source: 1977 FAD Production Yearbook
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TABLE 4
 

NUMER OF RURAL DEPOT AND
 
FEF=zER SALES BY PROVINCES 1979
 

Province 


Southern 


Central 


Eastern 


Lusaka 


Copperbelt 


Northern 


Western 


North Western 


Luapula 


Total 


Number of 

Depots 


47 


149 


31 


35. 


32 


13 


40 


52 


68 


467 


Sales % of 
 Sales
 
O00/MT Total 
 per Depot


Sales 
 M/T
 

64.4 44 
 1370
 

35.1 24 
 236
 

16.7 
 12 539
 

L2.7 9 
 363
 

4.3 
 :3 134
 

7.8 5 
 600
 

1.0 1 
 25
 

1.4 
 1 27
 

2.O 1 
 19
 

145.3* 00 (Av.311)
 

Difference from Table 1 due to rounding and
 

is not significant.
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depot whereas Western, North Western and Luapula Provinces
 
with a total of 160 depots averaged less than 30 MT per
 
depot.
 

C. Sales by Product Type and Crop
 

Table 5 shows fertilizer sales by type produc
 
for the years 1976 through 1979. The sale of grade R,X,!
 
urea and ammonium nitrate account for the largest tonnag(
 
Grades R,X, and D are recommended for most crops includir
 
maize, rice, wheat and sorghum. Grades A, C and V are
 
recommended for tabacco. On the basis of these uses by
 
product type, the estimate is made in section VB that app
 
mately 71% of the total fertilizer consumed in 1979 was u
 
on maize.
 

An analysis of sales by types and years failed
 
to indicate any major shift in fertilizer products used.
 
When the CIP team surveyed large commercial farmers they
 
pointed out that given a preference at equal cost per unit
 
of nitrogen, ammonium nitrate would be selected because of
 
the volatilization of urea.
 

D. Cooperative Sales
 

Cooperatives purchase fertilizers from NAMBoard's
 
key distribution warehouses in the provinces. Sales are th
 
made to farmers through the Cooperative Credit Scheme. The
 
coorperatives make sales in the Eastern, Southern, Northern
 
and Luapula provinces.
 

Cooperatives' sales are strongest in the Eastern
 
Province where in 1978 they sold 1,765 MT through the Credit
 
Scheme. These sales amounted to 10% of total sales. This
 
10% share was also maintained in 1979.
 

The cooperatives will have to staff-up quickly if
 
they are to take over NA.M.Board's rural depots and have any
thing approaching a viable operation in 1981. The coopera
tives are in a strong position to have an effective fertilizer
 
marketing operation in due time. NAMBoard never will under
 
the present mandate of operating without an incentive sales
 
program.
 

The cooperatives are allowed a 10% reduction in the
 
purchase price of fertilizer from NAMBoard. This 10% is
 
then adled back to the sales price of the fertilizer. The
 
sales p.ice is fixed at the uniform price level set by the
 
government. The 10% margin gives the cooperatives a means of
 
generating funds for expansion.
 

In addition the cooperatives negotiate the cost of
 
distributing their fertilizer sales with the government and
 
are paid this cost, sometime in advance of making the sales.
 
This practice could lead to gross inefficiencies in their
 
distribution program.
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TABLE 5 

NAMBOARD FERTILIZER SALES BY TYPES 
1976 - 1979 

(MT) 

Type 1976 1977 1978 1979 

A NIL 303 476 151 

C 3,228 539' 5,988 4,298 

V56 4,117 3,617 -1,282 

R 21,909 23,472 16,709 26,448 

22,161 30,121 20,166 19,952 

D 30,411 31,673 30,184 28,005 

Urea 46,780 47,713 27,536 42,402 

A/SULPHATE 715 2,197 :2,030 870 

A/NITRATE 17,284 25,339 20,292 17,842 

S/NITRATE 708 254 i63 156 

K/CHLORIDE 38 134 87 140 

K/SULPHATE 1 35 62 62 
T.S.P. 1,325 1,480 1,588 1,588 

S.S.B. 751 130 308 137 

OTHERS 4',900 6 471 2,035 

TOTAL 150,774 167,507 130,077 145,368 

Source: National Agricultural Marketing Board, F.I.P.S.
 

Division Sales Analysis.
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E. Fertilizer Prices 

Uniform fertilizer prices per metric ton are shown in Table 6 f
the years 1975 through 1980. Prices have accelerated sharply since 
1975. Compound fertilizer increased by approximately 61% in 1976 over 
1975 prices. Urea increased by 66% and annmnium nitrate by 58% in 1976 
over 1975 prices. 1976 reflects the big jump in cost of production due
 
to the increase in feed stock prices.
 

The sales price for compound grades V,R,X and D continued to
increase in 1980. Urea increased by 10% in 1980 over the 1979 sales 
price whereas anmonium nitrate increased 16% to K181 Der mtric ton.
Presently urea is the best buy for farmers as it costs KO.42 per unit 
canpared to KO.54 per unit for anrtnium nitrate. The CIp team was told

that the ammnium nitrate price would be brought more in line with urea
 
when the new ammnium nitrate facility at Kafue comes on stream.
 

,IV. Sales Promotion Activities
 

NMBoard and the cooperatives do not carry out any special

sales programs or campaigns. They have the one sales program of contin
uously offering fertilizers for sale to farmers that come to existing
rural depots and primary marketing cooperatives. 

There would appear to be many sales programs available to the
marketing system that are not being utilized. Sales quota's, advertising,
dermnstrations, field days, truck load village sales, sub-agents in 
villages not served by a retail outlet and many other pronxtion activities 
could have apDlication. Different sales programs should be tried to 
determine the best for local conditions. 

At present the nearest thing to a sales program is limited 
employee training on the sale of products. In a normal fertilizer 
marketing organization the retail dealer is a very important key to the 
sale of fertilizers and customer satisfaction. The retailer is normally

the last person to talk with the farmer on farming practices before he
 
goes to the field and applies the inputs.
 

In the MNloard system, fertilizer sales managers are not 
adequately trained to advise the farmers on use. The CIP team only
surveyed a small sample. However, it was found and verified by NAMBoard 
managerent that most depot managers had only attended a one week seminar 
on fertilizer use. If managers had been on the job as long as five years
they had attended twu seminars. The CIP team found that the managers 
wre unable to give reconrendatiors as to the rates per hectare for 
different crops, either for the basic dose for the topor dressing.
Approximately 75% of the fertilizer sales managers are vxnen. 



TABLE 6 

FORrILIZER SELLI PRICE PER MT 
1975-198) 

TYPE 
YEAR 

'A' 

'C' 

'V1 

1975 

80.00 

78.00 

78.00 

1976 

140.oo 

135.00 

120.00 

1977 

140.00 

135.00 

120.00 

1978 

140.00 

175.00 

120.OO 

1979 

140.OO 

175.OO 

120.00 

1980 

140.00 

180. 0 

160.00 
'R' 85.O0 136.00 136.00 176.O0 176.OO 195.80 

83.00 134.00 134.00 174.00 174.00 195.80 
'D' 

S/A 

UREA 

Sodium Nitrate 

SSP 

TSP 

MOP 

K2s 4 

A/N 

80.00 

60.00 

81.00 

80.00 

38.00 

78.00 

72.00 

84.00 

76.20 

131.oo 131.00 170.00 
96.00 96.00 124.00 

135.00 135.00 175.00 

140.00 140.00 181.00 

90.00 90.00 117.00 

129.00 129.00 167.00 

72.00 72.00 72.00I 84.00 84.00 84.001120 00o 17 o 
120.00 120.00 156.00 

170.00 

124.00 

175.00 

181.00 

117.00 

167.00 

72.00 

84.00 

156.00 

192.00 

145.00 

193.00 

224. 

144.00 

230.00 

96.00 

111.00 

181.00 
Source: Namboard F.I.P.S. Division Sales Analysis
 



Advice to farmers is left almost entirely to the Extension
 
Service. NAM@oard has one agronomist and one entomologist stationed
 
at Lusaka to aid individual farmers that request help. They are not
 
allowed to call on farmers or conduct educational type functions and
 
solicit business. NAMBoard has been told repeatedly not to enter
 
this field of activity since it is a function of the Extension Service.
 

V. Agronomic Program 

A. Key Institutions
 

The agronomic programs for the marketing system are carried
 
out by the -Ministry of Agriculture and Water Development's Research 
Division. The locations of the research facilities are shown on Map 1. 

NAMBoard and the cooperatives, the organizations distributing

the fertilizer, do not carry out any agronomic trialsto determine the 
effectiveness of fertilizers. 
N-Moard utilizes a farm outside Isaka
 
for testing plant protection chemicals against label recoimendations 
before offering them for sale to farmers. The Extension Division has
 
the responsibility for the transfer of information to farmers.
 

The CIP team reviewed the current fertilizer research work
 
being carried out by the research network. Reports of the division are

published annually. It appears that more research has been carried out
 
in Zambia than most developing African countries.
 

B. Fertilizer Recoarendations
 

Fertilizer recomrendations of the Research Division for major
 
crops are given in Table 7. These recorendations are based on experi
ments and field trials carried out in each of the provinces. The CIP
 
team considered the rates recar.nded for cotton to be somewhat low.
The nitrogen level on maize seems to be a little low for yields in the
 
5.0 ton per hectare range. Phosphate could also be a little low. The 
CIP team also considered the nitrogen reccanendation on rice to be low 
for good yields. Dried beans receive a high nitrogen reconmrendation due 
to the fact that nitrogen fixation by this legume was found to be low.
 

The best way to sum up the fertilizer requirements of Zambia
is to quote Dr. J.K. McPhillips, Senior Soil Chemist at the National
 
esearch Station, Mount Makulu.
 

"Responses to all three nutrients have been established in
Zambia. This is hardly surprising - as a glance at the soils map of 
Zambia indicates the generally lowinherent fertility of the soils. 
Nowere is found large areas of such naturally fertile soils that goodyields can be obtained without the use of fertilizers,for even a short 
period of time. Whbat is remarkable, however, is the high potential
such soils have for crop production provided fertilizers are used, and 
the relatively modest requirements of PK and S. Nitrogen is an exception 
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*-fl 7 FERTILIZER RECOMMENDATIONS FOR ZAMBIA* 

CROP AREA RATE PER LIMA AREA RATE PER LIMA AREA RATE PER LIMA AREA RATE PER LIMA SUMMARY RATE PER 
HECTARE FORCOUNTRY 

- lieans 
(11--T-'' 

RasiITop Dress 

Sunfzoower 

5asa2
lop Dress 

NORTHERN PROVINCE 

1 bag 20-10-10-10 
(50kgs) 

1 bag 33.5 - 0-O 
(AN) 

1 bag 10-20-10-10 

(50kgs)
1 bag 33.5- 0- 0- 0 
(AN) 

SOUTHERN PROVINCE 

1 bag 10-20-10-10 

1 bag 33.5- 0- 0- 0 

hESTERN PROVINCE 

1 bag 10-20-10-10 

1 bag 33.5- 0- 0- 0 

EASTERN PROVINCE 

1 bag 10-20-10-10 

1 bag 33.5- 0- 0- 0 

1 bag 10-20-10-10 

1 bag 33.-5- 0- 0- 0 

20-40-20-20 

67 
87-40-20-20 

20-40-20-20 

67 
87-40-20-20 

Cozon Basal 1 bag 20-20- 0-10 1 bag 20-20- 0-10 40-40- 0-20 

1 bag 20-20- 0-10 1 bag 20-10- 5-10 1 bag 20-20- 0-10 40-40- 0-20 

.2o0teas Basal 1 bag 10-20-10-10 1 bag 10-20-10-10 1 bag 10-20-10-10 20-40-20-20 

So-beans Basal 1 bag 10-20-10-10 1 bag 10-20-10-10 20-40-20-20 

13Bulrush 

Mill et4-0-02
hasa I 

1 bag 20-20- 0-10 1 bag 20-10- 5-10 40-20-10-20 

laken from Lima Crop Memo, Department of Agriculture, Research Branch 
-ALIMA represents 1/4 hectare 



TABLE 7 FERTILIZER RECOMMENDATIONS FOR ZAMBIA* 

CROP AREA RATE PER LIMA AREA RATE PER LIMA AREA RATE PER LIMA AREA RATE PER LIMA SUMMARY RATE (Kg 
OF NUTRIENT) PER 

HECTARE 

NORTHERN PROVINCE SOUTHERN PROVINCE WESTERN PROVINCE EASTERN PROVINCE 

1) Kaize basal 

Top Dress 

GRADES - N- P- K- S
1 bag 20-10- 5-10 

(SOkgs)1 bag 33.5- 0- 0- 0 
(AN/urea) 

" 
1 bag 20-20- 0-10 

1 bag 33.5- 0- 0- 0 
(AN/rea)107-20-10-20 

1 bag 

1 bag 

Is 
20-10- 5-10 

33.5- 0- 0- 0 

1 bag 

1 bag 

it 
20-10- S-10 

33.5- 0- 0- 0 

40-20-10-20 

67 

2) Croundnutsbasal 1 bag(5Okgs) 

Single 

0-20- 0-12 1 bag 0-20- 0-12 1 bag 0-20- 0-12 1 bag 0-20- 0-2 0-40- O-24 

Super 

31 Rice Easa2 I bag 

(50kgs) 

10-20-10-10 1 bag 10-20-10-10 1 bag 10-20-10-10 -20-40-20-20 , 

1op Dress Compound1/2 bag 17- 0- 0- 0 1/2 bag 17! 0- 0- 0 1/2 bag 17- 0-O- 0 33 

CT%.. 
' 

53-40-20-20 

:"Snvbean 1 bag 10-20-10-10 
Easal (50kgs)(D) 20-40-20-20 

5anger 

il2et Basal 

I bag 20-10-
(50kgs)(X) 

5-10 1 bag 20-10- 5-10 40-20-10-20 

6' Cassava No Recommendation No Recommendation No Recommen

dation 
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being required in fairly large amounts, for all but leguminous crops,
 
but this is not unexpected when the organic matter content of even
 
the best soils is rarely above 3 percent, with 1 percent being a 
medium value over large areas of sandvelt soils.
 

Mhat is surprising, indeed perhaps unique, is the need for
 
sulphur in any progrmm of crop fertilization in Zambia. Large
 
responses to sulphur have been found thrcughout the country and sulphur

deficiency has been established as being so widespread as to be endemic."
 

shows 
Table, 8 /_ the response of maize to sulphur. These yields
 

were obtained with the long 165 day maturing maize. With the introduc
tion of the single hybrid maize variety SR52 that matures in 115-120
 
days, yields of 70 plus bags (6.3 ton per ha.) are possible.
 

TABLE 8
 

Response to Sulphur on Maize
 

(Yield in 9Ckg Bags per Heutare
 

Treatment* Misamfu Kacma Lundazi 

Control 8 13 15 

Urea 8 20 15 

Sulphate 
of Ammonia 30 30 58 

Urea-Sulp
hur 30 30 58 

Source: Fertilizer Recomrendations in Zambia, Paper no. 6
 
J. K. c CPhillips. 

*All plants except Control received a basal dose of P and K 



Boron is the only micro nutrient studied in Zambia to show 
crop responsiveness to any large extent. Of the field crops, cotton
 
has been shown to be particluarly susceptible to boron deficiency and
 
an overall application of Solubor to give a miniumn of iKg/ha boron is
 
generally recommended wherever cotton is grown. Table 9 shows tMe
 
response of cotton to boron at Magoye in 1969 and 1970.
 

TABLE 9 

Response to Boron on Cotton at Magoye 

Boron Seed Cotton Yield Kg/ha
Level Kg/ha 1968-69 1969-70 

0 1,673 1.944 
1 2,261 2,758 

Source: Fertilizer bccnmrendations in Zambia 

Paper No. 6, J.K. McPhillips
 

C. ECONCMICS OF APPLICATICN
 

How much response and return the farner can expect from an 
application of fertilizer is an important issue to the farmer and also 
the country in increasing total food production and small farm holders 
income. Table 10 shows the average expected response to the use of the
 
reccmended fertilizers
 

If only 1.5% of the reported 600,000 farmers could be motivated 
into moving into the improved farming category, and increase yields by
30 bags on one hectare it wuld mean 243,000 more tons of maize valued 
at approximately K36.4 million. 

If the traditional faripr plants the recoiTended variety of 
maize and moves into the improved category as shown in the table, he 
could expect a yield increase of 30 bags of maize per hectare. The cost 
of fertilizer at 1980 prices would be K9.79 for one bag of Grade X and 
K9.65 for one bag of Urea for a total cost of K19.44. The extra iaize
produced would sell for IU3.50 per bag and bring the farmer an 
extra K405.00 p r hectire. qhe reward for the traditional farmer to 
adopt iwxlern practices is goed-. fie must be made aware of this reward 
if he is to adopt the technology. 



TABLE 10
 

EXPECTDCRP RESPONSE TO 

REC kENDED FEFIRIZER RAES
 
(Kg/Ha) 

Crop Traditional 
 Improved I/ Commercial Top Commercial
 
(no fertilizer) (small and (Large ,Top
 

medium scale 
Scale
 
Maize 
 .900 3,600 6,000 
 8,000
 
Cotton 
 500 1,500 2,000 
 2,500

Groundnuts 
 500 1,000 1,600 
 3,000
 
Tobacco
 
(flue & air cured)500 1,000 1,500 
 2,000
Beans 
 200 
 600 1,000 
 1,500
 

Soyabeans 500 1,500 2,000 2,500
 

Rice 
 800 1,600 2,500 
 4,000

Wheat
 
(Irrigated) 
 2,000 4,000 
 6,000
 

'Sunflower 2/ 
 200 
 800 1,000 1,200
 

1/ Response can vary by plus or minus 20 percent-according to1
 area and
 

2/ New varieties are showing more promise
 

NOTE: 
 Top Commercial represents actual yields consistently achieved
on some of the bettei managed farms in good season.
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Nitrogen, phosphate and potash plus sulfur and somre boron 
are receiving all the pramtional activities. There is not a liming
industry althugh it was reported that good calcium carbonate deposits 
are availablein each of the provinces. Research shows that response
to calcium rates alongside the response expected frm the regular
fertilizers. Table 11 shows the response of maize, seed cotton and 
groundnutsto applications of lime. The response is close to 100% 
for a small application of line. 

TABLE 11 

Response of Maize, Seed Cotton 
and Groundnuts to Line. 

A) Lime 
Kg/ha 

Mnze 

Maize - yield 90kg bags/ha 

Magoye Misamfu 

(PH 4.5) 

0 26 5 8 
1000 47 28 19 

Seed cotton - yield Kg?ha (PH 4.6) 

1968-69 1969-70 

B) 0 823 982 
7 1622 1253 (residual) 

Groundnuts - Makulu Red - Yield Kg/ha 

Magoye 
(PH 4.7) 

C) 0 1123 

2000 2023 
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VI. MARKETING RESEARCH 

Factual base data are essential for planning and managing 
a successful fertilizer marketing organization. Marketing information 
is needed to understand the Zambian farmer and his environments, deter
mine sales performances, evaluate the effectiveness of the marketing 
systemdentify constraints to sales of fertilizers and to develop a 
basis for forecasting fertilizer demand. 

NBoard and the cooperatives need help with marketing 
research and documentation. The CiP team found very little evidence of 
any market research within the marketing system. Information on sales 
is available at the retail depots, key distribution warehouses, etc. 
However, a systetn of reporting and analysis is not being carried out. 

In 1978 NAMBoard employed the services of a consultant to
 
develop an inventory and sales documentation system. The consultant's
 
report did not inclade a system for reporting but only pointed out the
 
need for such a system. NAMBoard has since acquired the services of a
 
statistician to develop a reporting system.
 

NAMBoard has not conducted any product research. They have 
a hand operation in the Lusaka key distribution warehouses for bagging 
10 kg bags of fertilizer for the urban gardens and city farmers. Sales 
have been so brisk they are unable to satisfy demand with their hand 
operation. Market research has not been carried out to determine the 
size of the market and if other markets exist. The size of bags were 
nut researched but decided arbitrarily. 

When thecip team interviewed the Department of Marketing 
and Cooperatives and inquired about their marketing research capability, 
the acting Deputy Director stated that this is the area where assistance 
is urgently needed. Thecooperativesdo not have a marketing research 
department at present. Some of these functions are carried out by the 
marketing staff. 

At the present time a marketing research function has not
 
been identified and carried out in the marketing system. Both
 
NAMBoard and the Department of Marketing and cooperatives
 
acknowledge that they need assistance in obtaining market
 
research data.
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VII. PERSONNEL DEVELOPMENT
 

An organization is only as good as the people representing 
it. Good capable people must be employed and continuously trained so 
that each can perform to their highest level of productivity. NAMBoard 
has a low key unofficial personnel development program that takes the 
form of course training. The cooperatives have an announced plan for 
education and training. Both are being carried out in a somewhat 
low key manner.
 

NAMBoard has a policy of sending its firstline staff to 
courses for career development. In 1979 the manager of the Fertilizer 
Insecticide, Pesticide and Seed Division (F.I.P.S.) attended a six-week 
fertilizer marketing course in the United States. All managers of 
departrents have attended specialized courses within the past four years. 

NAMBoard conducts on-the-job training for new employees. 
In so far as possible, a new employee is given training by an experienced
employee before being assigned to a job. Retail depot managers for 
fertilizer sales and crop purchasing are given training before assign
ments are made.
 

NAMBoard conducts an annual seminar on the use of inputs 
for retail and key warehouse managers. The seminar is conducted by the 
manager of the F.I.P.S. Division. The seminar has a duration of one 
to two weeks depending upon the training schedule to be carried out. 
Mhen the CIP team inquired about attendance to the seminar, it was found 
that most managers had only attended two within a four-year period. The 
seminar courses seemed to be weak on subject matter and presentation. 

The top management at NAMBoard appears to be hell qualified 
and trained for their positions. It was found that additional training 
is needed at the retail management level. 

The Ministry of Lands and Agriculture, Department of 
Marketing and Cooperatives' Annual Report for the year ending 
December 31, 1977 states theTollowing regarding education and training. 
"The fast rate of Cooperative and Agriculture Marketing expansion during 
the last five years has given rise to an urgent need for intensive 
training of the departmental personnel, the cooperative mambers and 
employees". In interviewing the top management of the Cooperative Union, 
the CIP team was told that personnel selection and career development 
was their number one problem. 
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Training in the field of cooperatives has been aided by
SIDA, the International Co-operative Alliance (ICA) the Savings and 
Credit Cooperatives, the K.A. Foundation of the Republic of West Germany,
Bread for the World, the World Council of Credit Unions, the Credit Union 
Ieague of Canada, and ACOSCA. Training divisions have been established 
in all nine administrative provinces. 

In 1977 the following educational and training functions 
were conducted. 

Activity 
Member of 

Staff Duration 

1. Advance courses attended 
outside Zambia. 9 30 M/M 

2. 182 one day courses or 
seminars. 7,426 31 M/M 

3. 94 one-two weeks. 2,106 765 M/M 

4. 16 courses organized 
by Kabwe College on 
leadership, accounting 
etc. for a period of 
86 weeks. 347 7,460 M/M 

The amount of training carried out in 1977 for personnel 
development in the cooperatives as stated by the annual report of the 
Department of Marketing and Cooperatives is impressive. In interviewing 
the operative personnel the CIP team got the impression that the top 
management were capable and well trained. Training at the middle 
management, society and membership levels needs intensifying. 
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ANNEX H
 

SCOPE OF WORK
 

FERTILIZER SECTOR STUDY
 

During the first half of September 1980,
 
a USAID fertilizer team completed a review of
 
Zambia's fertilizer requirements, the capability
 
of Nitrogen Chemicals of Zambia, Limited to produce
 
compound fertilizers, and the marketing functions
 
carried out by the National Agricultural Marketing
 
Board (NAMBoard). The team found that some essential
 
information and data required for planning and
 
managing a national fertilizer program was either
 
not*available or had not been brought together
 
as a resource material. The team also recognized
 
many constraints to the supply and consumption of
 
fertilizers. Some of the problems have simple
 
solutions while others are more complex and will
 
require an in depth study to determine a satisfactory
 
solution. It is proposed that USAID, NAMBoard
 
and the cooperative union jointly undertake a
 
Fertilizer Sector Study. The study would assess
 
the fertilizer industry and determine present and
 
future constraints to fertilizer consumption by
 
all classes of Zambian farmers and recommend a
 
plan to overcome the constraints.
 

I. OBJECTIVES
 

The objectives of the Fertilizer Sector
 
Study would be:
 

(1) To identify the essential data required
 
for successfully planning and managing a fertilizer
 
system and develop a system for obtaining the data
 
on a routine basis.
 

(2) To assess the current fertilizer
 
marketing system and its constraints and recommend
 
a plan for overcoming each constraint.
 

(3) To recommend an improved fertilizer 
marketing system or any component thereof, should the 
study indicate cn improvement i.s feasible. This 
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improved system will aim to make fertilizers
 
available to farmers on a timely basis and at
 
the most economical cost. This in turn will
 
help the country meet it's goals to increase
 
food production and increase small farmers incomes.
 

(4) To make recommendations on
 
government policy and actions required to support the
 
planning and management of an effective fertilizer
 
marketing system as 
implied in the three objectives
 
so stated above.
 

II. THE STUDY
 

The study will consist of four parts:

Part I will deal with data collection,documentation
 
and developing a system for collecting and
 
publishing the data annually; Part II will be an
 
analysis of the present fertilizer marketing and
 
distribution system, including an analysis of
 
existing constraints; Part III will consist of
 
recommendations for a new and/or improved marketing

system or a change in any of the components that the
 
study deems necessary; and Part IV will deal with
 
the government policy and actions that are required

to support an effective fertilizer marketing system
 
in Zambia.
 

Part I: 
Data Collection and Documentation
 

In order to plan and manage a successful
 
fertilizer marketing organization,relevant data must
 
be available on a timely basis for sound decision
making. Data must bue continuously collected and
 
analysed on past performance and projections must be
 
made regarding future courses of action. 
 All
 
available essential data for managing a fertilizer
 
marketing system will be collected and analysed.

Data that is not available but required will be
 
identified. A plan will be recommended for data 
collection, analysis and publishing on an annual 
or as needed basis. Data collected will include 
but not necessari. .ly be Limited to the f011owing items; 

1.. [si.,; exC Stliii) , jr( data,Ar 

, cj S-t tia tions: a) n iv I [9uiu locej s 
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to the fertilizer marketing system; b) fertilizer
 
consumption by type, by crop, and by nutrient;
 
c) consumption rates per hectare of large

commercial farmers, emergent farmers and small farmers
 
by provinces and principle crop types (i.e. maize,
 
tobacco, sorghum, millet, vegetables etc);

d) average crop yields; e) total crop production,

f) number of farms and farmers; g) prices of farm
 
produce; and h) the cost of producing major
 
crops and returns to farmers. Data will be collected
 
from such sources as the Ministry of Agriculture,

Central Statistical Office, National Conission for
 
Development Planning, University of Zambia, NAMBoard,
 
Central Research Institute FAO, World Bank, USAID,
 
and other relevant studies.
 

2. Compile available fertilizer statiztical
 
data on the following:
 

a) Fertilizer imports and domestic
 
production for the past five years.
 

b) For imports, the F.O.B. price per

metric ton and the average cost of delivery to
 
key distribution points and selected retail depots
 
for the past two years.
 

c) For domestically produced fertilizer,

F.O.B. factory prices, delivered prices to key

distribution points and selected retail depots
 
for the past two years.
 

3. Part I will also prepare fertilizer
 
supply and demand projections based on the present

population growth rate and the need to provide a
 
basic diet. Five year supply/demand projections

will be made for the following:
 

a) Fertilizer products
 
b) Plant nutrients
 
c) Major classes of crops
 
d) Provinces or area
 
e) Supply points for products.
 

Part II: Analysis of Marketing System
 

Marketing includes all the activities required
in determining the best availaible product for the 
farmers, delive ry off the prodci t Lo the fa rmers, prices
of products anInd pi-cmotjoinci aCiiviti.e :equ,ired to 
encoilrage Fa t-iers tJ tuse tihe pt.odi ut. Te presoitt 
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fertilizer marketing system will be analysed
 
to determine its effectiveness in all components.
 
The following assessments will be made:
 

1) Identify and describe the fertilizer
 
marketing organization(s) in Zambia.
 

2) By means of maps, charts, drawings,
 
etc. identify and describe the distribution system
 
as to:
 

a) 	Warehousing
 
1) Number and location by types
 
2) Storage capacity
 
3) Present inventory
 
4) Extent of utilization
 
5) Through-put tonnage for
 

the last fertilizer year
 
6) Estimated cost per ton of
 

through-put
 
7) Incentive programs for management
 
8) Accounting procedures followed
 
9) Key constraints
 

10) Plans for expansion
 

b) 	Retail outlets (dealers)
 
1. 	Number and location
 
2. 	Storage capacity
 
3. 	Present inventory
 
4. 	Sales last fertilizer year
 
5. 	Average number of staff
 
6. 	Average cost per ton of sales
 
7. 	Incentive programs for management
 
8. 	Other inputs handled and sold
 
9. 	Key constraints to sales
 

c) 	Market coverage by retail outlets
 
1. 	Identify retail outlets by major
 

farming areas
 
2. 	Identify areas where farmers are
 

not served by outlets
 
3. 	Estimate average distance farmers
 

are 	will.ing to travel for fertilizer 

4) 	 Modes of transpor tatLio- and fertilizer 
handlingi :Jocedn reu, 
1, To p() rLs 
2. 	 To k'ey ttist r.i b~io panrts
3, 	 To Lo t-t ii, 

4. 	 f\ t Vai (ROy 
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3) Describe the agronomic research
 
and procedures employed to determine the fertilizer
 
products that should be offered for sale to
 
the farmers. Procedures should include but not
 
be limited to the following:
 

a) Identifying crop production
 
problems, particularly at the small farmer level
 
and feeding them back to research stations,
 
marketing organization or other facilities for
 
determining a solution.
 

b) Agronomic research to determine
 
the nutrients and levels that should be applied
 
on farmers fields.
 

c) Farmer zie±a testing ot-proven
 
basic research data.
 

d) Procedures for transferring
 
research information to farmers.
 

4) Identify and describe the sales
 
promotion activities conducted during the last
 
fertilizer year to encourage the use of fertilizers.
 
The activities and number carried out should be
 
identified by the following categories: the
 
marketing organization (NAMBoard); the Ministry

of Agriculture and Water Development's Co-operatives,
 
Extension and Research departments, FAO and others.
 
The activities should include but not be limited
 
to the following:
 

a) Sales Campaigns
 
1. Village promotions
 
2. National promotions
 

b) Field days
 
1. Sowing and planting
 
2. Harvesting
 
3. Demonstrations
 
4. Fertilizer trials
 

c) Soil Testing

1. Number tested for farmers,
 
2. Availability
 
3. Campaigns
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d), Advertising
 
1. Newspapers
 
2. Billboard and wall posters
 
3. Radio
 

,e) Training Courses
 
1. Management
 
2. Product use
 
3. Sales techniques
 

f) Leaflets to be read by:
 
1. Farmers
 
2. Retailers
 
3. Extension workers
 

5) Determine the fertilizer product price.
 
A cost analysis of the cost will be made. The cost
 
breakdown and analysis will be in two categories.
 
Category I is marketing cost and would include:
 

a) Cost and freight (CIF) price at port
 
b) Documentation and quality control,
 

at port
 
c) Port charges
 
d) Transportation cost
 
e) Fertilizer loss in transit and
 

re-bagging
 
f) Interest charges
 
g) Storage cost at warehouse
 
h) Loading and unloading cost at
 

warehouses and retail depots
 
i) Storage cost at Retail Depots
 
j) Promotional cost
 
k) Incentive plan (bonus or marketing
 

margins) Category II will be a
 
determination of the present subsidy
 
levels for different fertilize-, products
 
and an analysis of the subsidy cost.
 
The subsidy analysis will include
 
direct and indirect cost for the
 
following:
 
a) Transportation
 
b) Administration
 
c) Product losses
 
d) Marketing cost
 
e) Capital
 
f) Subsidy cost of product
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6) Identify and describe the preSent
 
agriculture crop production credit programs. The
 
analysis should include:
 

a) The organization and procedure
 
for making funds available for farmer loans.
 

b) The procedures farmers must follow
 
in obtaining loans.
 

c) The percentage of total loans,
 
in number and amount, obtained by commercial,
 
emergent and traditional farmers in the last
 
fertilizer year.
 

d) Determine the farmer cost of
 
loans as to interest and other cost.
 

e) Security and other conditions
 
farmers must meet in qualifying for a loan.
 

f) Principle constraints on the use
 
of loans to purchase essential crop production
 
inputs.
 

Part III: Improving the Fertilizer Marketing System
 

Taking into consideration the economic,
 
cultural, social, political and legal environments
 
of Zambia and the needs of farmers to have a timely
 
supply of fertilizers, recommendations will be made
 
to: 1) improve the present marketing system with
 
required component changes that the study indicates
 
are advantageous; 2) adapt a new marketing system
 
designed especially for Zambia that will identify
 
the markets, provide effective farmer customer and
 
product service and put the right product at the right
 
place, at the right time; 3) adapt methods for the
 
removal of constraints on marketing and farmer use
 
as identified; 4' recommend additional retail outlets
 
and different type outlets to make fertilizers
 
available on a timely basis, if needed; 5) recommend
 
different modes of transportation if required;
 
6) recommend different bagging,bulk and handling
 
procedures that are applicable; and 7) identify
 
a training program for all levels of operations for
 
personnel development.
 

Part IV: Supportive Government Policy
 

The creation of a fertilizer production and
 
marketing facility does not necessarily guarantee that
 
farmers will increase the use of fertilizers and in turn
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expand agriculture production. The government
 
must have supporting policies to help make the
 
system work. The areas where additions or changes
 
in government policies are needed to support the
 
marketing effort will be identified,and recommended
 
policy changes will be made. Specific areas that
 
will be studied and may require some changes in
 
policy will include but not be limited to the
 
following:
 

a) Organizational structure for
 
the marketing system
 

b) Accountability within the
 
marketing system
 

c) Personnel control
 
d) Supply
 
e) Transportation, road, rail and
 

water, 
f) Ware housing and storage
 
g) Sales promotion
 
h) Pricing of fertilizer products
 
i) Subsidies
 
j) Marketing margins
 
k) Rural roads
 
1) Marketing of farm produce
 
m) Crop produce prices
 
n) Taxation
 
o) Fertilizer credit
 
p) Farm technology
 
q) Input and Supply
 
r) Quality control
 
s) Data documentation
 

III. TIMING OF STUDY
 

It is proposed that the study be carried
 
out at the end of the 1979/80 fertilizer and crop year.
 
The study should commence in May 1981 and be concluded
 
before the start of the 1980/81 crop season on
 
October 1, 1981.
 

IV. GRZ COUNTERPARTS
 

It is recommended that NAMBoard and the
 
co-operative union orovide three counterparts for
 
the team making the study. The counterparts should
 
consist of an Agricultural Economist,
 
a Marketing Specialist and a Transportation
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and.Storage Specialist. The length of time will
 
be for two months.
 

V. PERSONNEL & BUDGET REQUIREMENTS FOR THE STUDY
 

The following is an estimation of personnel,
 
time requirements and budget expense that will be
 
necessary to car:y out the study. It is estimated
 
that it will require 19 man months to complete the
 
study at an estimated cost of $240,000.
 



Budget Estimate: Zambia Fertilizer Sector Study
 
Personnel Requirements
 
and Salary Man/Months 


etarketing Economist (Team Leader) 4 

Agricultural Economist - Policy 
 4 

Agricultural Economist - Prices 
 3 

Agionomist - Crops 
 3 

Transportation Specialist 
 3 

Fertilizer Storage Specialist 
 2 

Sub total 


Support Staff Requirements
 
and Salary
 
Artist 
 0.75 
Typist 2.5 
Clerks (2) 1.5 
Sub total 


Logestics
 
Per Diem 400 days @ $85 = 


Car Rentals (3 cars) 150 days @ 51.84 

Office Space Zambia 90 days @ 51.20 = 


Air tickets - 6 round trips Zambia 

Resource materials - maps, books etc. 

Editing and Word Processing 


Printing final report 500 copies 


Communications 


Overhead, 52% of person cost 


Misc. and inflation 10% 


Sub total 


Total cost of study 


Cost
 

18,400
 

17,000
 

12,500
 

18,000
 

17,500
 

9,200 

$ 92,600 

1,300
 

2,500
 

1,800
 

S 5.600

34,000
 

7,776
 

4,600
 

14,500
 

800
 

2,000
 

3,000
 

400
 

51,100
 

23,635
 

$ 141,811 

$_24OLO1.
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ANNEX I
 

INITIAL ENVIRONMENTAL EXAMINATION
 

Project Country: Zambia
 

Project Title: Zambia Commodity Import Loan
 

Funding: FY 81 $15,000,000 (Loan)
 

Period of Project: The terminal date for requesting
 
disbursement authorization is
 
12 months from the date of the
 
loan agreement. The terminal
 
disbursement date is 18 months
 
from the loan agreement date.
 

IEE Prepared By: Forest Duncan, AFR/DR,/SDP
 

Environmental Action Recommended: Negative Determination 
) / / 

Concurrence: AFR/DR/SDP: BBoyd -/ (
AFR/SA: MDagata 
GC/AFR: EDragon v /, 

On October 23, 1980, amendments to A.I.D. Regulation 1.6 became
 
effective and were published in the Federal Register on the same
 
date. As amended, Section 216.3(a) (2) provides that the IEE will
 
include a Threshold Decision made by the officer in the originating
 
office who signs the PID. If the IEE is completed prior to or at the
 
same time as the PID, the Threshold Decision will be reviewed by the
 
Bureau Environmental Officer concurrently with approval of the PID.
 
The Bureau Environmental Officer will either concur in the Threshold
 
Decision or request reconsideration by the officer who made The
 
Threshold Decision, stating the reasons for the request. Differences
 
of opinion between these officers shall be submitted to the Assistant
 
Administrator at the same time that the PID is submitted for approval,
 

In accordance with the revised procedures, the recommended Negative
 
Determination of the Design Officer is treated as the Threshold
 
Decision, and upon concurrence of the Africa Bureau Environmental
 
Officer, the regulatory requirements of Regulation 16 will have been
 
met.
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1. Description of Project
 

Zambia is currently facing serious balance of
 
payments deficits as a result of overdependence on
 
copper mining. Depressed copper prices plus
 
declining production volumes have eroded Zambia's
 
historically favorable current account position and
 
led to extensive external borrowing, a decline in
 
foreign reserve holdings and a large accumulation
 
of payments arrears on imports. The GRZ is undertaking
 
appropriate economic and financial measures to
 
ameliorate the current crisis and has developed the
 
Third National Development Plan (TNDP) which focuses
 
on the diversification of the Zambian economy.
 

The proposed $15,000,000 commodity import loan
 
will provide the GRZ with needed foreign exchange
 
for essential public and private sector imports and
 
will contribute to the GRZ's development program by
 
generating counterpart funds. Commodities financed
 
under the loan will be inputs required by the
 
agricultural sector (excluding pesticides)
 

II. Recommended Environmental Action
 

In accordance with AID Reg. 16, paragraph 216-2 (f)
 
it has been determined that a negative determination
 
is appropriate regarding the environmental impact of
 
this activity. As the proceeds of the loan
 

will not be used for the purpose of
 
carrying out a specifically identifiable project or
 
projects, an Environmental Assessment or Environmental
 
Impact Statement is not required.
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ANNEX J
 

WAIVER REQUEST FOR OCEAN TRANSPORT SERVICES
 

I. Waiver Required
 

Procurement source and origin waiver from AID Geographic Code
 
000 (U.S. only) to Code 941 (Special Free World) or to Code 899
 
(Free World) to the extent that the freight tender demonstrates
 
that U.S. or Code 941 flag vessels are unavailable for ocean
 
transport services to ocean ports in east and southern Africa.
 

II. Summary Waiver Information
 

Cooperating Country: Zambia
 
Authorizing Document: PAAD
 
Project: Zambia Commodity Import Loan
 
Nature of Funding: Ocean transport services for
 

fertilizer and fertilizer materials
 
to east and southern Africa ocean ports
 

Approximate Total
 
Value: Up to $4.0 million
 
Probable Source: Code 899 (Free World) countries
 

III. Discussion
 

AID policy requires AID Geographic Code 000 (U.S. only)
 
source and origin procurement for Economic Support Funds (ESF)
 
loans. This applies to the procurement of transport services as
 
well as the commodities financed under the proposed loan. Because
 
other heavy demands will be made upon the limited supply of
 
suitable U.S. flag vessels during the time of shipping (July -

September 1981), it is probable that either insufficient U.S. flag
 
vessels or Code 941 flag vessels will be offered to transport
 
the commodities during this required period. It is essential
 
that the fertilizer and fertilizer raw materials be shipped at
 
this time in order to arrive in Zambia for processing and distri
bution prior to the beginning of the growing season in October.
 

Handbook 1, Supp. B., Ch. 7B4b(l) (c), authorizes a waiver
 
from Code 000 to Code 941 vessels when United States and cooperating
 
country vessels are unavailable, and from Code 941 to Code 899
 
vessels when in addition Code 941 are unavailable and when the
 
cargo is ready for shipment, and it is reasonably evident that
 
delaying the shipment would subject either the supplier or cargo
 
to additional costs, or the importer to significantly delayed
 
receipt of cargo.
 

Because Zambia has no available foreign exchange to finance
 
ocean freight on the commodities to be financed, all ocean
 
freight must also be financed under this loan. From past
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experience it appears that there will not be sufficient U.S. or
 
cooperating flag vessels to transport these commodities at the
 
time they will be shipped. To the extent they are available
 
Code 941 flag vessels will be used instead. However it also
 
appears that Code 941 flag vessels may not be available. There
fore at least some Code 899 flag vessels will have to be used to
 
transport these commodities.
 

The total cost of non-U.S. flag freight to be financed for
 
fertilizer under this waiver, if approved, cannot be known
 
until freight offers are received and matched up with fertilizer
 
bids. It is estimated that non-U.S. flag freight may cost
 
about $80 per ton. Thus, a single chartered non-U.S. flag ship
 
of 15,000 tons would cost about $1.2 million. If all shipments
 
had to move on non-U.S. flag vessels, the amount of the
 
waiver could reach $4 million or slightly more if relatively
 
low fertilizer prices permit procuring somewhat more than
 
32,000 tons of fertilizer and fertilizer raw materials with
 
available loan funds. It may be noted that in a similar
 
procurement of fertilizer by Zambia last year, U.S. flag
 
ships were available to carry half of the tonage.
 

IV. Justification
 

The previcisly mentioned transport services are essential
 
to the successful implementation of the proposed commodity
 
import loan and are not available from the authorized source.
 

Procurement from Code 941 and Code 899 countries is necessary
 
to the attainment of U.S. foreign policy objectives and the
 
objectives of the foreign assistance program.
 

V. Recommendation
 

That to the extent it is necessary to move the fertilizer
 
and fertilizer raw materials you a) authorize the financing of
 
ocean transportation on vessels of any Code 941 flag if it is
 
determined by AID that U.S. and cooperating country flag vessels
 
are not available; and b) authorize the financing of ocean
 
transportation on vessels of any Code 899 flag if it is deter
mined by AID that Code 941 flag vessels are not available; and
 

c) certify that the interests of the U.S. are best served by
 
permitting financing of transportation services on ocean vessels
 
under flag registry of free world countries other than the
 
cooperating country and countries included in Code 941.
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ANNEX K
 

3TATUATORY CHECKLIST 
COI'NT1RY Ci:E.CILT ST 

Listed below are, first, statutory rriteria applicable generally o FiA funds,
and then criteria npp! eable to hidividu-ai fu;d souries: Development Assistance 
and Econumic Support Fund. 

A.-	 GENF,PAL CRITEPIA (1R ;O ", r,,LGBITT"
 

1. 	 FiA Sec. !I(-, Cam it be d-,ionscrated This loan will finance 
that coutci.p.t r.dass [:t.icc~will fertilizer import.

'direc:tj.y b iuefi the rcod/i. If not, which will be used 
has the Depnu,-ontrt ot State ckte-.n'n~d primarily on the 
that: this gcba.i .mL has enacJed in a country's staple crop -
Consistent L,t of .osrviu] atiens corn.
 
of inernt.:Iti octi,1y re.cgri~zed human
 
]:].&h Cs? 

2. 	 ]-',4 Sec., 48 1 . [ it r e , d term.' eN
 
that the gevcrnment oi thez- reclpiit No
 
country has f-ailed to tr.:iadeoua:te 
steps to pncvct narcotice: drugs 

and other c . substances
 
(as defined by o., ive Drug
 
Abose Prevcoftin and C:':i \ct
 
].970) pront,,"d or procer;-oO, -inwhole
 
Or in pt Such Counttr", or
 
transported ti-',-t,,.ch country, J-ro
.. 
bcing sold i.i1Cgwaily C the.within 

jurisdiction Of sUch couL t-y t-o U.S.
 
Governnent pc.rsonnej. or tiir cep' nidengL,
 
or from cnt,".-ii, fe I.Sq. unlawful ,? 

3. 	 FAA Se'. 20(b). r.Ua. :in,.e .s to a Yes, Secretarial
 
goveremo~n : , h;us S-,f.. S
the ,2tnry 0f determination 
elt., -t. I 11. L. 0 No.3 L i, n ,U,,.11.i 77-1 dated 10/28/76 
co1"r!oe, . thc "i.nte'1..:;J"ona C•.1o;.u -t 
novemenr t? 

c1t i.-.o 

g' aZ, 


4. A _.62() if c,:.LaOce :See. a We are not aware of any 
duoeren/: iteg: .Io .vrnmcitC, such case.',nt cm 

debt to a U.. citizeit for .OcV c;,srV~ceO
 
furni.hed or e r ,-'re ."
 

"has 	 Loxhaur<1:: r 'gal ccr:.t,t :'. ,' 	 t,,v 
(b) the dbL i; net c,'., c'COL co'u)tc'3te&
 
by such govecnm.;I:'!
 

http:rcod/i.If


5. 	 FAA Sec. 620(c)(I). If assistance 
is to a government, has it (including 
government lanri ores subcivisions) 
taken any action which has th effect 
of nationalizing, expropriating, or
 
otherwise seizing ownership or control 
of property of U.S. citizens or entities 
beneficially owned by them without 
taking steps to discharge its 
obligations toward such citizens or 
entities?
 

6. 	FA.A Sec. 620(a), 620(f), 620D;FY 80 App. 
Act. Sec. (511, 512 and 513.] Is recipient 
country a Communist co-untry? Will assistance 
be provided to Angola, Cambodia, Cuba, Laos 
or Vietnam? Will assistance be provided 
to Afghanistan or Mozambique without a 
waiver? 

7. 	 FAA Sec. 620(i). Is recipient country in 

any way involved in (a) subversion of, or
 
military aggression against, the United
 
States or any country receiving U.S.
 
assistance, or (b) the planning of such 
subversion or aggression? 

8. 	 FAA Sec. 620(j). Has the country permitted, 
or failed to take adequate measures to 
prevent, the damage or destruction, by mob 
action, of U.S. property? 

9. 	 F,' Sec. 620(). If the country has failed 
to institute the investment guaranty program
for the specific risks of expropriation,
inconvertibility or confiscation, has the 
AID Adminstrator within the past yar
considered denyin- assist.nce to such 
government for this reason? 

10. FAA Sec. 6 2 0(o); Fishermon'sPrototive Act of 
1967, as lCd,Sec. 5. If country has 
seized, or ij,-oscd any p-caalty or sanction 
against, aniy U.S. fishing activities in 
internationa.l waters.
 

a. has any ded2uction required by the 
Fishermen's Protective beenAct made? 

No 

No 

No 

No 

Not applicable 

Not applicable 
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1b. 	 has comp., 2 ,L:,n.ai of n'sistanc, be'O 
conll;.iclcd v :'. 	 d 

iI. 	 FAA Sc. 620: No
 
(a) Is tie govLrn!.Lt-of-thc, recipient
 
country in defult for more than six
 
nionths on 0-
nt:rc:sv opriac:1n1 of any

AID loan to tim countLry? (1:) Is coLu',r'
 
in dcfauLt e:ccd'r,; 
one yCar o inm:2t
 
or priitclpa± on SLoanu rrgr!

for 	wi;hici App. Actpppropri 	 ,ez funcl 

Se,. 2f1.2. 	 FAA 620(&;). cu, enp1. te Under the FY 1980assistuice is do-v.],?.pjc-: loall or assessment of defense 
from Ecc.;.ims~ :, Fund, has the expenditures as required by

Adm :Crnr account theftoperce.;t- ?2e c.1 b-, 	 Sect. 620(s), itv"cy': t 	 wasconcluded 
that there is no

e:,.Lur. s,., impediment to consideration
 

.. . .,o
on reii La e-ipJ:.,u 	 economic aid to Zambia.aod 	 the amount F"Y Q7 dciata shows that
for 	 the purcha c~o, sopi:i -tic:atad Defense expendi tures4Sj)0on Sy"-C;:,,r;,.ercent 	 a at-m-;t,.Ie (.'I aS n.fl er of Centralrfcz to t~e .rmay (;f thu animal. 	 Government exoenditures wer':"Taki.... ' ino C n i•c' t ,:" "y-^ 5.23%. ; i ita r ' imports as 
takze.m IntU a'2ccur:t hv tI'e ',lr~ini~. t:-...,,- percenta of 	 •total importsat time of approval of A,-'y OY. 	 were 5.61%. 
This LIproval by the " -"
the 	Ope.atiOal Ybe 

i' 
1:h1,?. 

basis foc an affirnative a-!,-t.'er during
the 	fi sc"I' ye:r ,. Si :in circu:utaziies. occur.) 

13. 	FAA Scc. 620(t). Has the cou7.try s.v.r.d.N
 
dip3.: :~atic relio' w!ihUtNo
 
If s h.v, rlzy , and ] ,Lve-w--!, ,L"'
biJ.L 'er! asr2L"ta-;, agrc. .... Le,:~L 

necor o2"c r nd .1,'
. " ,-'" L,r,,-)

resutipt on ". 

. ,
 

FAA 	 S .. y0 r; Current 
status cf tn'e count :i7' U.? oe 1 -) ,
 
If the cuullLry is -in r r ,.**:re ;uc,
 
arrce::c. tnlzn S r:Cout-nlby the
tc vlD
 
Acl-d:iiistrato,: ao.,!' ;u ia. the turret,t
 
AID P .'xtic ,. Y.-,- u.-', :,-?
 

15 	 FA. S 6?C [y , pp. Act, ee. fl?1 ] No, not to our]Ia:; t e cnutry..', ted -, ;:u:rv ". 
 knowle,

pr',.I-cr p'il n to .l,'y i u.: " or r: , 

http:t-m-;t,.Ie
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which has committed a war crime? 

16. FAA Sec. 666. Does the country object 
on basis of race, ro].igon, national 
origin or se:,, to the presence of any 
officer or emp].oyee of the U.S. there 
to carry out economic development 
program under FAA? 

.1.7. FAA Sec. 669 , 670. las the country, 
after August 3, 3.977, delivered or 
received nuclear enrichmen t or 
reprocessing equipment, maLerials, 
or technology, uithout specified 
arrangementsa or -afegu. rds? Has it 
denoted a nucl.ear device after 
August 3: 1977, al t:hougLh not a
"nuclear-wco.fon State" under thO 
nonproliferution treaty? 

B. FIMD:IIY SOURC CRIhR'I A FO.R COUNTRY ELcILITY 

1. Deveopmnt A:;sistance WnatryCrtw-1a. 

a. FAA Sec. 102(4)(4). Have criteria been 
cstablishd a-nd takun into account to assess 
commitment: progress of country in 
effectively involving the poor in development, 
on such indpne:. as: (1) increase i 
agricultural ploductivity through small-
farm labor inta:cnsive :,,ricuil-or-, (2) reducod 
infant mor iality, (3) control of population 
growth, (4) equality of .incomfe distribution, 
(5) reduction of unemployn; nt, and 
(6) incraased literacy. 

Not applicable regardingthis loan. However,Zambia' 

Third National Development 
Plan (TNDP) stresses 
Agricultural and Rural 
development. The mutual 
GRZ/AID objectives are 
to increase food production 
and small farm income in 
conjunction with TNDP 
strategy. 

b. FA2 Sce. 104(d) (1) TIDC Act of 1.979. 
If appropriLe is thi; development --
(includinglSahc].) activi:y designed to build 
motivation, for smialler f1iilies through 
modification f economic and social conditions 
supportive K the de r" for O rgc ,'milies 
in programs suci as u.wca ion in and ot of 
school, nu.'-ion, d ,.- so conf:rM, , rvrn 
and child hI:NI.h Pervic(s, 'igriculctural 
productio ,, ural d'\e .opuent, as , ,c. 
to urban p:.: anc tii co-,'nncl.y-based 
deve] opmint pregra:nms u. "chi g iv. r-cogni.i iion 
to people miotivated to l.imit the size of 

Not 
see 

applicable. 
B.1.a. above. 

However, 

their families? 
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. Economic Support Fund Country Criteria. 

a. FAA Sec. 502B. Has LhC country (a) engaged in No
 

consistent patt(rn of !,.-Jos violations of
 

internationally recognized human rights or
 

(b) made such signifiuit improvements in its 

human rights record that furnishing such
 

assistance is 
in the national interest?
 

b. FAA Sec. 533(b). Will assistance under the Statute: 'epealed.
 

Southern Africa progirJ be provided to Angola,
 

Mozambique, Tanzania, or Zambia? If so, has
 

President waived prohibi.ion against the
 

assistance by determining that such assistance
 

will further U.S. foreign policy interests?
 

c. FAA Sec. 609. If coilmodities are to be Not applicable.
 

granted so that sale pi:oceeds will accrue to This is a loan.
 
the eci1;icnt counr . h.av Speci-.3. Account 

(counterpart) arrange nyiLs been made?
 

d. FY 80 ",Pp. Act Sec. (51.0.1 Wi11 assistance No
 

be providecd for the purpose of aiding, the efforts
 

of the government of sucl country to repress the
 

legilimate rgigits o2 the po;pulaticc of such
 

country contrary to the Universal Dec].ration
 

of Humank .,ig'hts?
 

e. FAA Sec. 620B, P.L.94-329 Sec. 06 . Will ESF Not apPlicable
 
or Cliie?to ArgenLinabe furnished 



-192-


NONPROJECT CHECKL IST
 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE
 

App. Unnumbered: FAA Sec. 653(b) 

(a) Describe how Committees on FY q1 Congressional 
Appropriations of Senate and House Notification submitted 
have been or will be notified 
concerning the nonproject assistance; 

(b) is assistance within (Operational Yes 
Year Budget) country or international 
organization allocation reported to 
the Congress (or not more than $1 
million over that figure plus 10%)? 

2. FAA Sec. 611(a)(2). If further No further legislative 
legislative action is required within action is required to 
recipient country, what is basis for implement the program. 
reasonable expectation that such 
action will be completed in time to 
permit orderly accomplishment of 
purpose of the assistance? 

3. FAA Sec. 209, 619. Is assistance Not applicable 
more efficiently and effectively 
givem through regional or multi
lateral organizations? If so why 
is assistance not so given? In
formation and conclusion whether 
assistarce wiil encourage regional 
development programs. If assis
tance is for newly independent 
country, is it furnished through 
multilateral organizations or in 
accordance with multilateral plans 
to the maximum extent appropriate? 

4. FAA Sec. 601(a); (and Sec. 201(f) (a) Loan will finance 
for development loans). Information import of commodities 
and conclusions whether assistance with long-term objec
will encourage efforts of the country tive of increasing 
to: (a) increase the flow of inter-
national trade; (b) foster private 

Zambia's ability to 
engage in international 

initiative and competition; (c) trade; (b) under AID 
encourage development and use Regulation I procedures 
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of cooperatives, credit unions 	 private initiative and 
and savings and loan associations; 	 competition will be 
(d) discourage monopolistic 	 fostered; (c) no direct 
practices; (e) improve technical impact; (d) no direct 
efficiency of industry, agriculture, impact; (e) Loan will 
and commerce; and (f) strengthen promote efficiency 
free labor unions. through imports of 

needed commodities; and 
(f) no 	direct impact. 

5. 	 FAA Sec. 601(b). Information and Following Regulation I 
conclusion on how assistance will procedures, assumes 
encourage U.S. private trade and there will be maximum 
investment abroad and encourage private participation 
private U.S. participation in in transactions financed 
foreign assistance programs (in- under the loan. 
cluding use of private trade 
channels and the services of 
U.S. 	private enterprise). 

6. 	 FAA Sec. 612(b): Sec. 636(h). Not applicable 
Describe steps taken to assure 
that, to the maximum extent possible, 
the country is contributing local 
currencies to meet the cost of 
contractual and other services, and 
foreign currencies owned by the 
United States are utilized to meet 
the cost of contractual and other 
services. 

7. 	 FAA Sec. 612(d). Does the United No. Not Applicable 
States own excess foreign currency 
and, if so, what arrangements have 
been made for its release? 

B. 	 FUNDING CRITERIA FOR NONPROJECT ASSISTANCE 

1. 	 Nonproject Criteria for Security
 
Supoortina Assistanc-e
 

a. FAA Sec. 531. How will this 	 This loan will assist 
assistance supnort promote economic the GRZ in improving 
or political stability? Is the country its balance of payments 
among the 12 countries in which situation. 
Supporting Assistance may be
 
provided in this fiscal year? Yes.
 

2. 	 Nonorolect Criteria for Development
 
Assistance
 

a. FAA Sec. 102(c): Sec. 11; This loan will finance 
Sec. 22]a. Extent to wnich activity agricultural inputs to 
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will (I)effectively.involve the assist the GRZ in 
poot in development, by extending developing rural 
access to economy at local level, 
increasing labor-intensive produc-

areas and increasing 
food production. 

tion, spreading investment out 
from cities to small towns and rural 
areas; and (2) help develop coopera
tives, assist rural and urban poor 
to help themselves toward better 
life, and otherwise encourage 
democratic private and local govern
ment institutions? 

b. FAA Sec. 103, 103A, 104, 105, 
106, 107. Is assistance being made 
available: (include only applicable 
paragraph - e.g., a, b, etc. -
which corresponds to sources of 
funds used. Ifmore than one 
fund source isused for assistance, 
include relevant paragraph for each 
fund source.) 

(1) (1031] for agriculture, rural Not applicable 
development or nutrition; if so, extent 
to which activity is specifically designed 
to increase productivity and income of 
rural poor; (103A) if for agricultural 
research, is full account taken of 
needs o-i small farmers; 

(2) (104 ] for population planning of Not applicable 
health; if so, extent to which activity 
extends low-cost, integrated delivery 
systems to provide health and family 
planning services, especialiy to rural 
areas and poor; extent to which 
assistance gives attention to interre
lationship between (A) population growth 
and (B) development and overall im
provement in living standards in 
developing countries. Is activity 
designed to build motivation for small 
families in programs such as education 
in and out of school, maternal and 
child health services, agriculture 
production, rural development, and 
assistance to urban poor? 
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(3) (105] for education, public 
administration, or human resources 
development; if so, extent to which 
activity strengthens nonformal 
education, makes formal education 
more relevant, especially for rural 
families and urban poor, or strengthens 
management capability of institutions 
enabling the poor to participate in 
development; 

(4) (106] for technical assistance, 
energy, research, roconstruction, 
and selected development problems; 
if so, extent activity is: 

(a) to help alleviate energy problem; 

(b) reconstruction after natural or 
manmade disaster; 

(c) for special development problem, 
and to enable proper utilization of 
earlier U.S. infrastructure, etc., 
assistance; 

(d) for programs of urban develop-
ment, especially small labor-intensive 
enterprises, marketing systems, and 
financial or other institutions to help 
urban poor participate in economic 
and social development. 

(5) [107] by grants for coordinated 
private effort to develop and 
disseminate intermediate technologies 
appropriate for developing countries. 

c. FAA Sec. 207; Sec. 113. Extent 
to which assistance reflects appropriate 
emphasis on: (1) encouraging develop
ment of democratic, economic, political, 
and social institutions; (2) self-help in 
meeting the country's food needs; (3) 
improving availability of trained 
worker-oower in the country; (4) programs 
designed to meet the country's health 
needs; (5) other important areas of 
econornic, oolitical, and social develop-

Not applicable 

Not applicable 

Not applicable
 

Not applicable
 

Not applicable-


Not applicable
 

Not applicable
 

Not applicable
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ment, including industry; free labor 
unions, cooperatives, and Voluntary 
Agencies; transportation and 
communication; planning and public 
administration; urban development, 
and modernization of existing laws; 
or (6) integrating women into the 

- recipient country's national economy. 

d. FAA Sec. 281(b). Describe extent 
to which program recognizes the 
particular needs, desires, and 
capacities of the people of the 
country; utilizes the country's intel
lectual resources to encourage 
institutional development; and 
supports civic education and train
ing in skills required for effective 
participation in governmental and 
political processes essential to 
self-government. 

e. FAA Sec. 201(b)(2)-(4) and (8): 
Sec; 201(e); Sec. 211(a)(1)-(3) and (8). 
Does the activity give reasonable 
promise of contributing to the develop
ment of economic resources, or to the 
increase of productive capacities and 
self-sustaining economic growth; or 
of educational or other institutions 
directed toward social progress? Is it 
related to and consistent with other 
development activities, and will it 
contribute to realizable long-range 
objectives? 

f. FAA Sec. 201(b)(6): Sec. 211(a)(5), 
(6). Information and conclusion on 
possible effects of the assistance on 
U.S. 	 economy, with special reference 
to areas of substantial labor surplus, 
and extent to which U.S. commodities 
and assistance are furnished in a 
manner consistent with improving or 
safeguarding the U.S. balance-of
payments position. 

3. 	 Nonproject Criteria for Development 
Assistance (Loans only) 

Not applicable 

Not applicable 

See page 73 
Section VIT A of 
Loan Paper. 
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a. FAA Sec. 201(b)(1). Infor-
mation and conclusion on availa-
bility of financing from other 
free-world sources, including 
private sources within the 
United States. 

b. FAA Sec. 201(b)(2); 201(d). 
Information and conclusion on (1) 
capacity of the country to repay the 
loan, including reasonableness of 
repayment prospects, and (2) reason
ableness and legality (under laws of 
country and United States) of lending 
and relending terms of the loan. 

c. FAA Sec. 201(e). If loan is not 
made pursuant to a multilateral plan, 
and the amount of the loan exceeds 
$100,000, has country submitted to 
AID an application for such funds 
together with assurances to indicate 
that funds will be used in an economic
ally and technically sound manner? 

d. FAA Sec. 202(a). Total amcunt of 
money under loan which is going 
directly to private enterprise, is going 
to intermediate credit institutions or 
other borrowers for use by private 
enterprise, is being used to finance 
imports from private sources, or is 
otherwise being used to finance 
procurements from private sources? 

4. 	 Additional Criteria fc" Alliance for 
Progress 

(Note: Alliance for Progress assis
tance should add the following two 
items to a nonproject checklist.] 

a. FAA Sec. 251(b)(l)-(8). Does 
assistance take into account principles 
of the Act of Bogota and Charter of 
Punta del Este; and to what extent 
will the activity contribute to the 
economic or political integration of 
Latin America? 

See page 45, Section
 
III Eof Loan Paper
 

See page 75 
Section VIII of 
Loan Paper 

Not applicable 

Not applicable! 

Not applicable 
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b. FAA Sec. 251(b)(8); 251(h). Not applicable
For loans, has there been taken 
,into account the effort made by 
recipient nation to repatriate
capital invested in other countries 
by their own citizens? Is loan 

o.nrsistent with the findings and 
recommendations of the Inter-
American Committee for the 
Alliance for Progress (now 
"CEPCIES", the Permanent 
Executive Committee of the OAS)
in its annual review of national 
development activities? 
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STANDARD ITEM CHECKLIST 

A. 	 FROCUREMENT 

1. 	 FAA Sec. 602. Are there arrangements Yes
 
to permit U.S. small business to partic
ipate equitably in the furnishing of goods
 
and services financed?
 

2. 	 FAA Sec. Will all commodity"CV(s). Yes 
procurement financed be from the 
United States except as otherwise 
determined by the President or under 
delegation from him? 

3. 	 FAA Sec. 604(b). Will all commodities Yes
 
in bulk be pu;-:need at prices no higher
 
than the market price prevailing in the
 
United States at time of purchase?
 

4. 	 FAA Sec. 0Lf'c). Will all agricultural No agricultural 
commodities available for disposition commodities are 
under the Agricultural Trade Develop- anticipated under 
ment & Assistance Act of 1954, as this loan. 
amended, be procured in the United 
States unless ti-;ey are not available 
in the United states *n suff*cient 
quantities to su=oly emergency re
quirements of recioients? 

5. 	 FAA Sec. 4C^(d). If the cocoera:ing Yes
 
country ciscr:m;rates against U.S.
 
mar'ne insurance companies, will
 
agreement recuire that marine insur
ance be placer in the United States on
 
commodities financed?
 

5. FAA Sec. 5CiL(e). If offshore procure- No agricultural 
ment or acricu,;:urai commocity or commocities are 
procuct is .c te firanced, is there anticipated urder 
provision agair-s: such procurement this loan. 
when :ne =c:estnc :-ice or sucn 
commodity ,s less :har zar,.. 

7. 	 FAA Sec. 60-,). Are zhere arrange- Yes, thru the use 

ments wrereby a supolier will not of Letters of 
receive payrent under the commccity Commitment ard 
import program unless h.-he has Letters of Credit. 
certified :o sucn n:tr.cr-",q.ion as ':re
 

bgency -eguLa:icn nas orescrb.?
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8. FAA Sec. 608(a). Will U.S. Govern-
ment excess property be utilized 
wherever practicable in lieu of the 
procurement of new items? 

.Yes 

9. MMA Sec. 901(b). (a) Compliance with 
requirement that at least 50 per centum 
of the gross tonnage of commodities 
(computed separately for dry bulk 
carriers, dry cargo liners, and tankers) 
financed shall be transported on provately 
owned U.S.-flag commercial vessels to 
the extent that such vessels are available 
at fair and reasonable rates. 

Yes 

10. International Air Transport. Fair 
Comoetitive Practices Act, 1974 

If air transporation of persons or 
property is financed on grant basis, will 
provision be made that U.S.-flag 
carriers will be utilized to the extent 
such service is available? 

This program 
is loan financed. 

B. OTHER RESTRICTIONS 

1. FAA Sec. 620(h). Do arrangements 
preclude promoting or assisting the 
foreign aid projects or activities of 
Communist-Bloc countries, contrary to 
the best interests of the United States? 

Yes 

2. FAA Sec. 636(i). Is financing prohibited 
from use, without waiver, for purchase, 
long-term lease, exchange, or guaranty 
of sale of motor vehicle manufactured 
outside the United States? 

Yes 

3. Will arrangement preclude use of 
financing: 

a. FAA Sec. 114. to pay for performance
of abortions or involuntary sterilizations 
of to motivate or coerce persons to 
practice abortions? to pay for performance 
of involuntary sterilizations as method of 
family planning or to coerce or provide any
financial incentive to any person to practice 
sterilizations? 

Yes 

b. FAA Sec. 620(g). to compensate 
owners for expropriated nationalized 
property? 

Yes 
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c. FAA Sec. 660. to finance police 
training or other law enforcement 
assistance, except for narcotics 
programs? 

Yes 

d. FAA Sec. 662. for CIA activities? Yes 

e. Aoo. Sec. 103. to pay pensions, 
for military personnel? 

etc. Yes 

f. Aop. Sec. 
assessments? 

106. to pay U.N. YeS 

g. Ao. Sec. 107. to carry out 
provisions of FAA Sections 209(d) and 
251(h)? (transfer to multilateral organi
zation for lending). 

Yes 

4. FAA Sec. 201(d). If development loan, 
is interest rate at least 2% per annum 
during grace period ard at least 3% per 
annum thereafter? Can the country 
borrowjr service- the loan on harder than 
standard development loan terms? 

Yes, the U.S. and 
other international 
donors have deter
mined that the GRZ 
should service 
loans on concessional 
P.eM-M -
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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA
 

FRAM!- AAA/AFR/DR,-ohn W. Koehring 

Problem: Your signature is required for the attached
 
Action Memorandum to the Administrator recommending a
 
Commodity Imoort Program (CIP) Loan of up to $15,000,000
 
to the Government of the Republic of Zambia (GRZ). It is
 
planned that the entire authorized amount of $15,000,000
 
will be obligated in FY 1981.
 

Discussion: The proposed loan will (1) help mitigate
 
Zambia's current balance of payments problems; (2)
 
contribute to the GRZ's objectives to accelerate agricultural
 
development and diversify the economy; and (3) support GRZ/
 
AID-Zambia's goal to increase food production and raise
 
small farmer's income. Foreign exchange provided under the
 
loan will be allocated for fertilizer raw materials or
 
fertilizers to be processed by a new plant expansion
 
scheduled to start operation in July 1981. Utilization of
 
these commodities will help increase the yields and total
 
output of Zambia's staple food crop maize.
 

A waiver is being requested in an amount of up to
 
$4,000,000 for Code 941 and 899 (Free World) countries to
 
procure ocean transport service- to ocean ports in East and
 
Southern Africa. A justification is contained in Annex J
 
of the Program Assistance Approval Document (PAAD). The
 
proposed CIP Loan has been thoroughly reviewed by the
 
appropriate committees, and the analyses were found to be
 
acceptable in all respects.
 

Recommendation: That you sign the Action Memorandum to
 
the Administrator recommending authorization of the FY ].981
 
CIP loan for Zambia and the requested waiver. The IEE is
 
attached with the concurrence of the Bureau Environmental
 
Officer.
 

Attachments:
 

1. Action Memorandum for the Administrator
 
2. PAAD
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Clearances:
 

4 DAA/AFR: WHNorth Qf4VJ Date: i l5/ 
AAA/AFR/DP: RStacv t (v. Date: 1ZLqjy 
AFR/SA: TMorse - - Date: __ 
AFR/DR: NCohen ___ Date: ii-[5 
AFR/DR/SA: WWolff ' j.' r,-, Date: 777 /, 
AFR/DR/SDP: BBoyd (draft) Date: 12/12/80 
GC/AFR: EDragon _.. _ Date: ,./.-- 6 

SER/COM/ALI: PHagan -(draft) Date: 1.2/15/80 
AFR/DR/ARD: BWhittle(draft) Date: 12/12/80 
STATE(AF/S)• RProctor(draft)Date: 1.2/15/80 
PPC/PDPR: HLubell (subs) Date: 12/12/80 
AFR/DP/PPEA: FDuncan(draft) Date; 12/10/80 

AFR/DR/SA: AHing:agb:12/17/80
 


