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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA
YwiKee baing
FROM : i‘AAA/AFR/DR —J6Rn W. Koehring
SUBJECT: FY 1981 zZambia 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/Zambla 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 there-n, and as amended by Lusaka
00042.

We have reviewed the support measures as finally approved by the
GRZ cabinet and we are satistiled 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.



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: -é}??)

’

)7ﬁisapproved:

pace: 11|}

]

Attachment:

A. Support Measures

Clearances:

GC/AFR: EDragon 2R Date: Z/”/X]

AFR/DR: NCohen qwve foe Date: ‘/13/g
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 . 7 bate: <[5 [§y
DAA/AFR: WHNorth . pate: . .

/ égyv/ 4f13¢b

AFR/DR/SA: AHarding:agb:1/12/81



SUPPORT MEASURES

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.

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 incresase 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 Unitecd 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.

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: (Aa)
Current production prices in the
Region, (B) Self-sufficiency, (C)

The cost of production plus a
reasconable 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, 198l. (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.

(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.

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, 198l1l. The results of the review cited
in C.1 (B) above will be instructive in this regard.

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.



Through the Ministry of Agriculture and Water .
Development revivé a regular market news service.

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 ”~M%%
AT ‘(D /Br MP)_ ,‘(./-"'“'
THRU : AA/PPC, Mr. Alexander Shako Ll N

FROM: AA/AFR, Goler T. Butcherpwyp

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 531,
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 (l) help mitigate
Zambia's ctrrent 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 tntzl 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/zZambia.
Consequently they are not stated as covenants or conditions
precedent to the loan; instead they are inserted as an annex Lo
the Loan Agreement and,in the Agreement itselfrthe 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 plarning has been done for the implementation,
monitoring and eva.vation 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 pnvironmental Officer,

It is requested you sign the attached PAAD and, thereby,
authorize the Loan on the basis of the following condition:
That 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 ALD. This condition
allows the maximum time and flexibility for AID/Zambia and the
GRZ to successfully conciude negotiations.



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
suppiy of suitable U.S. and Code 941 fliag vessels during
the time of shipping (July ~ September 1981), and it is
probable that insufficient U.S. and Code 941 flag vessels
will be evailable. It is essential that the fertilizer
and fertilizer raw materials ke shipped during this time
in order that they arrive in Zambia for processing and
distribution prior to the Dbeginning 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 Mectings 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 19281
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,

AT'R/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 reguested waiver.

Attachments:

PAAD

Clearances:

GC: NHolmes @EC,L Date /2/21/8s
AAXPPC/PDPR: JEriksson /& Date/./ 5¢
GC/AFR: EDragon /) #Date a/si/. =

(~DAA/AFR: WHNorth =~ pp4 Date

 AFR/DR/SA: AH@ing:agb:lZ/lB/SO
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18 LUMMARYT JELCRAIBYTION
The loan will provide U.S. Assistance to the Government of the Republic of
Zambia (GRZ) to (1) provide shors-term balance of payments relief; (2)
contribute to the GRZ's longer rum 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. -
l. 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.....
1. CLEARANGZS . JaiE , <. C-'C:l_,_._._
AAA/AFR/DR, J‘.'!Koehr‘ing_ﬁgf&') IY/ 30 / &';‘.__ ! {;:y'ﬁnov'_:;'h T 'sapaws, =
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COAM/AT T e Delgean [Argf+) 12/25/80 | FlTLe

CLASSIFICATIUM:  UNCLASSIFIED
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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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CURRENCY EQUIVALENTS*

(PERIOD AVERAGES)

Us$l= Kl= SDR1= Kl= SDR1= Us§l=
Prior to 1973 K0.71428  US$1.4000 KO.77622  SDRL.2883 US$1.08571 SDR.92105
1973 0.64889 1.5411  0.77622 1.2883  1.19213 .83883
1974  0.64346 1.5541  0.77375 1.2924  1.20264 .83150
1975 0,64346 1.5541  0.78247 1.2780  1.21415 .82362
1976% 0.71332 1.4019  0.82354 1.2143  1.15452 .86616
1977 0.78895 1.2675  0.92184 1.0848  1.16752 .85652
1978 0.81255 1,2307 1.02428 0.9763  1.25200 .79872
1979 0.79233 1.2621  1.02428 0.9763  1.29200 .77400
1980 0.77598 1.2887  1.02428 0.9763  1.3000 .76923

(6mos)

Source: IMF "Intermational Financial Statistics"

* The Kwacha was depreciated by 20 per cent on July 9, 1976 when it was

pegged ‘to the SDR at K 1 = 1.08479 as against the existing implied rate of

K 1 = SDR 1.35767 resulting from the kwacha being pegged to the U.S5. dollar
at-K 1 = US$ 1.55556. On March 17, 1978, the kwacha was again depreciated

(by 10 per cent) and the new rate was fixed at K 1 = SDR 0.976311.

GRZ FISCAL YEAR

January 1 to December 31

USG FISCAL YEAR

October 1 to September 30

NITROGEN CHEMICALS OF ZAMBIA, LIMITED FISCAL YEAR

April 1 to March 31

ZAMBIAN CROP YEAR

July 1 to June 30
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WEIGHTS AND MEASURES

metric ton = 2,207.5 pecunds
kilogram =  2.2075 pounds
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hectare = 2.47 acres

square mile = 640 acres = 2.590 square kilometers
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ZAMBIA COMMODITY IMPORT PROGRAM LOAN
FY 1981 :

'Summarx
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 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.

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, the Third National
Development Plan (TNDP: l979—83)z£as laid the besic
groundwork for diversifying the 'Aconomy; 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 vosition 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 1980 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, .Lut instead they are now forecast to
reach K150 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
producticn 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
>nd 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 pbe 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



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 finished 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. Adequat: plans also
appear to have been made to insure that sufficient manpower
is available for the plant commissioning (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 MI. This leaves a surplus
of roughly 12,000 MI 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 31,390
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 economic, 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 systemn,
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
accordance with a schedule to be adjusted in consultation
with AID prior to May 1, 198l. The results of a compre-
hensive pricing study as cited in Section IVBlb will be
instructive in chis 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 P

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
LO 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.



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 II D.

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 Zambia Country Development Strategy
Statement {CDSS). Program intervention on the policvy
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 loczl 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 from the ocean port of discharqge

by a commercial freight clearing and forwarding

firm and transported to Zambia as quickly as

possible. 1Inland 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 arrive within two months.

The loan will be administered in accordance
with AID Regqulation 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 direct 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
vVIiI 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) vyears.

(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 isg included
as Annex J.

(d) Such other terms and conditions -
as A.I.D. may deem advisable.
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S 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 of
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 poliEics is
President Xenneth Kaunda. Xaunda 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
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regions and ethnic groups. He advocates government
according to his philosophy of "humanism", a loosely
structured African sccialist 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 lmpalred 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 Mozambigque. Since then, Zambia has
been active in efforts to effect a peaceful change in
these countries and in those still under white mlnorlty
rule. Most recently, Zambia played a leading role in
worklng 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



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
this 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. Zamoia
was one of these countries.

4 Although Zambia had to bear an
extremely heavy financial burden to maintain sanctions,
President Kaunda consistently supported a political
sclution 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 enccurage 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 secter, 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
crisis is essential. Eccnomic stabilization is,
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
plunge in copper prices in 1975. This is being
done by providing balance of payments support
through the Commodity Import Program (CIP) and
the PL 480 food aid program. However, as Zambian
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 Governments 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
approach, and the AID program is now being
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 develcpment efforts against
the volatile financial fluctuations characteristic
of the past.

2. AID Program Elements*

a. Commodity Import Program

AID initiated a program of commodity
assistance to Zambia in FY 1973. Since then resource
transfers under this program have totaled U.S.$92 million.

*Also see Annex A, Table 1 "yJ.S. Economic Assistance
to Zambia: FY 1946 - FfY 1978."
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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
difficulties of recent years. Most of the commodities
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
generateslocal currency to-support the GRZ's

national budget.

b. PL 480

From a U.S5. $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.
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The action program, now just beginning, ultimately
seeks to establish a crop or crops-specific
decentralized program in one or two areas aimed

at increasing small farmer income and at increasing
the GRZ's capacity fcr managing and replicating
such programs. The technical assistance program
was bequn in FY 1980 with projects in research

and extension (U.S.$12.5 million) and agricultural
training, planning, and institutional development
(U0.S.54.8 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
to the International Monetary Fund. Zambia has .
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
million exposure as of May 30, 1980) and Overseas
Private Investment Corporation (OPIC) guarantees.
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IXI. Macroeconomic Justification

A. Structure and Development of the Zambian Ecomomy

1. Structure of the Economy

a. General

gambia, located in south central
Africa, is slightly larger than the American state of
Texas. The country supports a population of 5.8 million
(1980 estimate) growing at an_average of about 3.0% per
annum. About 40% of the population live in urban areas
making Zambia one of the most rapidly urbanizing societies
among African developing countries today.*

o Mining is the most important sector and accounted
for 32% of gross domestic product (GDP) in 1974. However,
in recent years, mining's relative share of GDP has fallen
to as low as 11% (1977) as a result of the depressed world
market demand for copper, sharply declining copper prices,
and production difficulties. Despite its reduced relative
contribution to GDP in recent years, the éopper industry
remains the primary determinant of 7ambia's economic and
financial performance. In 1979, the mining sector's share
of GDP was 18%. Other major contributors to GDP in 1979
included manufacturing 16%; agriculture 15%; services 16%;
and commerce 11l% (see Annex A, Table 2).

Total GDP is estimated at K3.3 billiong/ for 1980.
On a per capita basis, this would be about U.S. $570 per
annum. While this figure suggests a moderately high income
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 1in
urban areas was over four times that in rural areas. Economic
developments since 1973 would suggest that this ratic has
not changed appreciably. Other socio-economic indicators show
the per capita calorie supply as a percent of total

l'/During the period 1963-74, the population in urban areas
grew at the rate of 7.9% p.a. while the rural population
expanded at a 0.8% rate; by 1974, 35% of Zzambia's population
was urban compared to 20% in 1963. Estimates now place the

urban povulation at about 40% but evidence how suggests the
rate of rural-urban migration is slowlng.

g/Kl = U.S. $1.25
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requirements at g85% (1973); literacy at 43%
(1974); and life expectancy at 48 years (1977) .

b. Potentials and Constraints

gzambia's mineral resources and .large land
area offer fair to good potential for economic
development. At currently projected rates of
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 ljessen the country's
dependence on copper.

gambia's land area and low population
density of 20.0 persons per square miie (1980
estimate) also offer good potential fer
agricultural development. But though the
population to 1and ratio is quite favorable, the
generally weak soil structure and current cultivation
practices are such that any significant increases
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
miles, about 90% is potentially suited to continuous
cultivation, pasture and forestry. At present
only 3 to 5% of this potentially arable land is under
crops at any one time. Moreover, subsistence farmers
using traditional practices account for 85% of
total cereal production and 90% of all cattle
slaughtered. Therefore, significant production
increases are possible through both the expansion
of area suitable for cultivation and through higher
levels of productivity as traditional farmers
adopt more modern technological practices. Further
enhancing this potential is zambia's favorable
climatic and geographic conditions which permit
the production of a wide variety of crops and livestock
in varied ecological zones. Thus, with still
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 4 major problem for
landlocked Zambia. Because of regional political
developments in recent years, border closings
have often cut off traditional less costly
routes to the sea and operational inefficiencies
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%0f 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.
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mainly of copper mining and smelting. Cobalt,

zinc and lead are also mined but are of much less
significance. Copper production reached 595,000 MT
in 1979, down from the peak level of 748,000 MT
mined in 1969. 1In terms of world output, Zambia
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 farmers, widely dispersed
through the countryside on land of varying quality.
rraditional farming methods are practiced using hand
tools and generally unassisted by either animal or
mechanical power. About half of the subsistence
farmers produce primarily for their own requirements;
the other half earn cash incomes of about K50-60 -
per year from farming. The major crops they produce
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
for example, at 85% of all cereals (80% of
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
to markets. Commercial farmers use modern,
increasingly capital-intensive methods to produce
cereals, dairy products, beef,poultry and eggs
for the urban market and tobacco for export. They
presently supply 30% to 40% of total marketed maize
production. State farms are engaged mainly in
maize, beef and dairying.

Between the subsistence and commercial
farmers is a small but growing group of Zambian
"emergent farmers" who are using improved seeds and
oxen or tractors to produce the same range of crops
as conmercial farmers, plus cotton. Commercial,

¥See "FY 1082 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 K25,000-35,00C0, 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 Seétor

The public sector plays an important
role in the productive structure of the economy. Apart
from providing the usual economic infrastructure
such as power and water supplies, it manages large
state farms, runs the railway network, and owns
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. 1In 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 labdrers 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 tue ayricuicural 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 revernues 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. 'Developmént érogram Strétegy 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 (1972-7§)
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 (Zambianizationj.

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 pcsitive 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 1in 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 not 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 earnirgs
for government revenues and foreign exchange. Although
the government's development strateqy 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
remdined 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 difficultics for
Zambian economic planners. Since independence in
1964, copper prices have peaked three times in regular
cycles: 1966, 1969/1970. and 1973/1974. 1In early
1974, prices rose to a post~independence high 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. 1In 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

$l 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.

Transportatlon 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 transportatlon 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 Mozamblque, 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 lugust 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 inaize 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 (2APU) 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 searce
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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transport costs. Unitl 1975, Zambia enjoyed

a generally healthy balance of payments position

although even during these early years, a gradual
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
US.$670 million in 1969 (see Annex A Table 4*).
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
1971 to 1974. A declining trend also occurred ..
in the current account due to deteriorating
external terms of trade, stagnating export volumes,
and increasing payments for services and private
transfers. To offset this downward trend, external
borrowings increased. However, these borrowings
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.5.$280 million during 1965-1970 to a U.S.$210
million average for 1971-1974.

b. 1975-1978

In 1975, world copper .prices plunged,
and from 1975 to 1978, the current account averaged
a deficit of about U.S.$320 million a year (see
Annex A, Table 5**). 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 U.S.5620 million at the end of
December 1978.

The most important factor contributing
to this deterioration was a 50% decline in the real
price of copper from 1969 to 1978. Another major

*1965-1972: K1=US$1.40; 1973-1974: K1=U.S.$1.55

**Conversion rates: 1975 US$1=SDR.82362; 1976 US$1=SDR.8661¢€¢
1977 USS$1=SDR.85652; ard 1978 US$1=SDR.79872.
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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.$1,396 million in 1974 to U.S.$829
million in 1978.

During this period, imports also declined
sharply from U.S.$1,144 million in 1975 to U.S.$8773
million in 1978. However, in terms of volume,
the level of imports in 1978 was just about half
that prevailing during 1969-1973. The 1978
transpotation crisis also affected imports causing
periodic shortages 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 1975-1973 period. Although
investment income rose from a net outflow of
U.5.8117 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 1976 1977 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
U.S.$18 million in 1978. However, external
debt increased dramatically at over 20% per annum
from 1973 to 1977. (see Annex A, Table 9).
7ambia's external debt position at the end of
1977 stood at U.S.$1.4 billion or 55% of GDP.
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,
or about 28% of export receipts. Considering
the recovery in 1979 and 1980 export ezrnings,
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 cortributed to a significant recovery.
Toward the end of 1978, the railway link to South
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
per pound to $0.90 per pound in 1979. A two=-£fold
increase in cobalt prices coincided with increased
production capacity. As & result, exports increased
65% over those in 1978. Imports rose by 20% while
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
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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 beern delayed suggesting the possibility
that arreages may increase before further
reduct.ions 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 allocation and continued recovery
in 1981.

3. Public Finance

The financial position of the government
reflects the difficulties which the economy has
experienced during the present decade. Until 1975,
taxation of the copper mining sector represented
an important source of revenue for the government.
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: 19/8 U.S.$1=SDR.79872;
1979 U.S.S$1=SDR.77740; )
1980 U.S.$1=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 13974 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 1877 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
compared to a targeted figure of K187 million. As
already indicated, this below~-targeted performance
is due primarily to overruns in the subsidy and
net lending accounts. Though the 1979 deficit
represents an increase over 1978, a much higher
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
Annex, A Table 12. These figures indicate a
deficit of K186 million. However, in August, the
GRZ approved a K214 million supplemental budget
to cover the higher cost of subsidies and
constitutional and statutory expenditures. While
far exceeding the targeted deficit, the IMF does
not find this overlyv disturbing. In the case of
the additional subsidy costs (attributed to higher
than forecast costs for .maize 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 cOsSts related to defense
expenditures. Because of these added outlays,
pank financing of the budget, targeted at K60 million,
will likely be much higher as well.

4, Monetary Developments

gambia's banking system consists of the
Bank of Zambia which acts :és the central bank, and four
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commercial banks of which three are foreign
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
the money supply rose by 12% (see Annex A, Table 13).

Tn 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
the imposition of a 100% reserve regquirement
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
fo 18% in 1978 and to 8% in 1979. The GRZ will
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
was reduced in 1979. While in 1980 there remains
a need to rebuild ligquidity positions in the
industrial sector, budget overruns and money supply
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expansion could still push price level increases
to as high as 15 to 20 percent. This compares
with a 10% increase targeted under the 1980

stabilization program.

5. Economic Growth

~ The net result of Zambia's financial
difficulties of recent years has been an adverse
impact on real. economic growth. Between 1973
and 1976, real GDP grew by an average of 3% per
annum. However, in 1977 and 1978, real growth
declined by 4.5% and 0.3% respectively. For
1979, real GDP is.estimated to have declined another
9.0%. C '

In terms of sectoral performance, mining
showed the sharpest decline with its relative
share of GDP falling from 32% in 1974 to 1l1l%
in 1977. Mining's share rose relatively to 12%
and 18% in 1978 and 1979 respectively (see Annex A,
Table 2). Over +he same period, agriculture's
share rose from 10% to 15%, manufacturing from 13%
+o 16%, and services from 12% to 16%. These shifts
primarily reflect the disproportionate sharp decline
in the mining sector's share rather than offsetting
increases in other sectors. For example, over
this period, the real rate of increase in agricultural
output fell from 5% to less than 1% in 1978 and a '
9sdecline in 1979. Manufacturing registered a less
than 10% increase in 1979 after a 7% growth in 1978
and three consecutive years of negative growth
pefore 1978. Services declined from 8% to a minus
4% in 1978 followed by a 10% increase in 1979
(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
potentially dynamic sector. Agriculture experienced
a particularly poor year in 1979 due to severe
drought and resulting huge CXrop losses.

The mining sector has experienced mixed
performance over the past two years with its contribution
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+o real GDP falling 19.8% in 1979 after showing

a 7.5% increase in 1978. Higher copper prices

and cost saving measures to improve the efficiency
of mining operations contributed to the 1978
improvement. However, in 1979, supply bottlenecks
and the loss of key personnel led to the sharp
reduction in copper productinn. Despite this
decline, the financial position of the mining
companies was further strengthened in 1979 and
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
+he 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
will probably not increase in the near future
unless imports of essential inputs are increased.

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.
These have included an initial stabilization
program 1in 1976 and a stand-by arrangement with
the IMF (April 1978). In addition, the Third
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
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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 program 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 &f
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 inprovement. 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,
agricultural 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- Naticnal 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;
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- 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.

*0f total 1nvestments, 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.
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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 program is an extension
program designed around a farm input package for
anits of uvne-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 X60 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 capitzl 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 2/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. Procpects for Economic Recovery

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

i/100 ngwee = 1 kwacha
E/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 Zamhia's economic development
potential "will depend upon the determination
with which the GR2Z 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 needcd 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. 1In 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.5.$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. oOther 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 Republic of Germany
(0.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 pPrograms.

In terms of overall aid, the U.EK. is tradition-
ally 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.S5.$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 mission 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 5C million
under the IMF standby agreement was utilized in 1980 and
pProspects appear favorable for a three-year Economic
Finance 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 halance 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 production 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 tou 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$S
Raw Material Quantity (MT) CIF Kafue
Borax 40 24,000
Potassium Chloride 200 . 84,000
Potassium Sulphate 7,000 3,500,000
Single Super Y

Phosphates 1,100 473,000
Triple Super - v

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

Phosphates. 11,200 5,600,000
Coating Agent ‘ o

(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



-48-

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 ¢f 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 (allowinrg maize consumer prices
to be adjusted suitably in accordance with a schedule 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 reneratred thronch the FY 1081
PL 480 agreement will contribute to this program as

ell.
v Under CIP loans prior to the FY 1980 loan
(611-K-005), AID and the GRZ agreed that counterpart
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
and 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 in-
Ccreasing 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 wtth 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;
(11) 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 Gv) 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.

(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 (i.e. the difference between
maize producer prices and the wholesale
prices of roller and bré¢akfast meal)
within a period to be Ygreed with AID
by June 1981.

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-“uated
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.

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 publica-
tion of the forecast.

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

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."

v 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. Be-
cause approval from higher GRZ officials 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.

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 yeari\ and the
relationships it has with complementary program e.lements .

\

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 aid 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 placéd 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 vear'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 represént a logical developmental evolutlon
of the CIP program in Zambia.
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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 countryv's
fertilizer costs already approach U.S5.$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

l. Key Institutions

- . Listed below are the major institutions
- involved in the fertilizer sub-sector and the functions
. they perform:

a@. National Agricultural Marketing Board (NAMBoarc

NAMBoard is the most significant of all
insticvutions 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
(B2), Nitrogen Chemicals of Zambia, Ltd. (NC2Z), 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. Nitrogen 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. 1In addition, sales are expected
to increase in response toarecently announced
higher 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 pProvinces 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™ 1s included &g Annex p. .

TABLE 1

Total Fertilizer Supply and
Utilization in Zambia

1975 - 1981
' (000 MT)
Beginning

Year Stocks Imports Production Sales Export:
1975 70.0 121.0 11.0 133.6 0
1976 68.5 150.0 15.3 145.9 0
1977 88.0 157.5 28.9 164.5 0
1978 93.2 198.1 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 96.0 N/A* 173.2 0

SOURCE: NAMBoard, \Jeptember 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 12 16.7 s 12
Lusaka 11 10 9 12.7 9
Copperbelt 2 4 3 i4;3t 3
Northern 5 3 5 7.8 5
Western 1 1 1 1.0 1
N. Western 1 1 1 1.4 1
Luapula 1l 1 1 2.0 1l
Total 100% 100% 100

% 145.3%* 100%

-SOURCE:--- NAMBoard, August 1980

3. Fertilizer Supply

Zambia's fertilizer production facilities are
presently limited. Over 80 percent of the fertilizer
purchased by NAMBoard is imported. Almost all of the
imported materials ars 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, it 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
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- 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
L ' . 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.
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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 o
season -109.3 75.4%

Proportion which

could have been

used for tobacco o

(A,C,and V compounds) 6.2 - 4.3%

Biased upward

estimate of the

-amount of fertilizer

possibly used on o R
maize 103.1 71.1%

SOURCE: NAMBoard, September 1980

A case study undertaken bv 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 avaiiable 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.
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‘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 mus+
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 to
be completed by March 31, 1981. However, this
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 publishéd 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
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600,000. The cooperatives greatest constraint, as viewed by the
Marketing and Cooperatives Division (MAWD), is the limited capabilities
of the lower echelon personnel.

C. Fertilizer Marketing System

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

l. Organization

- Fertilizer marketing functions are carried out in
Zambia 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 CTP team recammends that an in depth study be
made of the fertilizer marketing system to determine constraints an
fertilizer consumption, distribution, product suitability, pramotion
and pricing, and to determine an effective fertilizer marketing organ-
ization within the Zambian econamic, cultural and political environ-
ments. 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 more
marketing functions than NAMBoard and that operation procedures estab~
lished by the government favor the cooperatives over NAMBoard for a
successful fertilizer marketing organizatieonm.

2. Small Farmer Access

There are many areas where small farm holders (tradi-
tional) have to travel long distances to purchase fertilizer. There are
means of making fertilizers available to these farmers. The CIP team
recamendsthattheindepthstudydetenninetheareasnotbeingsemed
by the present distribution system, how far farmers are ~111ing to travel
for inmputs, and a means of making fertilizers available to the small
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 has
not been an unlimited timely supply available to all farmers. The
CIP team recommends that the in depth study include an analysis of
fertilizer supply and demand by crops and by provinces. It is further
recamended that the study include a five year demand projection by
crops.
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4., Sales Pramotion Activities

Sales pramotion 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
must have a means of pramoting its products and services and must
be responsible for the pramwtion program. The CIP team recommends
that the in depth study analyse the pramotion activities regquired
and determine a plan whereby the marketing organization can be
responsible for pramoting its products and services.

5. Agronomic Research

Presently a'l agronamic 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 well ahead of most developing countries in Africa. Crop
responses 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 agronamic research and product development. A good
-fertilizer marketing organization should be involved in the agroncmic
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 customers’
fields to verify recammendations from research findings. The CIP team
therefore recammends that the in depth study include an analysis of the
present agronamic research preccedures and determine a plan for
involving the marketing organizaiton in the coordination, feedback
ot field problems, 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, Zambiu does
not have a lime industry.
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A plan for devleoping a lime quarry and distribution network for
agricultural use could be a highly successful USATD agriculture
project.

6. Data Needs

Accurate base data are not available for managing
a successful fertilizer marketing organization. Data are needed for
understanding the farmer and his markets, sales forecasting, efficiency
of applications and to identify constraints. Information is available




+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 regquested 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 Commitment 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 awount, approximately $220,000 is being
wsed to ilwport agricultural equipment and spare
parts.  ‘The GRY% has vaquested that the uncommitted
balance of $361,4842 be used to supplenent the purchase
af fertilizer vaw waterials under the Loan all-K-00§,

Whe BV T80 vogumod TLY Gapo e b Agcemend.
(RY7,000,000) was wigmad uy Perhiovwary 1h, 1940,
The GRA'S oo et pian Wi g Lo i bl
BREHEE boan Fur e podni stk o8 e bl b iy Al
Elig v labud deliva Vossiivieas. The Flenk fsabbdy af

S T A R R T T R TR (YT TP O ST T Wy by o B VARG,
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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
pPlans 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 cf 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 residual amount of
funds available after the matoerials 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 tn be Financed
under the loan will be A.1.D. Geographic Code 000
(U,S. only), with the exception of a waiver to

Gode d99 Tor ocean transpovtation services. The
walver vequest ana justification arve ineluded as
Annesx ..
Foo mplamanbat fon Sehody e
o e Pl lawing s Lhe peapaded inplementatian
Aehadule for tha foogs

W b bl tae b ragy bl be Havaembey o 1960
P RN TTRR T RYTYR ALY ke Hovewbey, 1980
Wy Lo b Y Fay

T N TSI Y,
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d. CP's met Early December, 1980
e. Contracts awarded : «
for fertilizer

raw materials December, 1980
f. Pirst L/Com opened January, 1981
g. First Commodity

Shipment January, 1980
h. PFirst 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 NC2'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 198l. 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. 1In 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 "trindow 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. TIf 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.

4. Commodity Avvival and Utilization

In view of the plans by the GRZ to alloeate
the total proceeds of Lhe loan Lo N4, it is expectead
that the commoditics will Le wrped b ionsly cleaved £xum
the oueagquy o toaf diseharge by o cogmercial Eredght
eledt bng el Forvarding Eivne Ml voanuporbad b
Aambila s e by gn poss e a ondan o s
bhe bl by bag e Al Bovigeding gk Ll

At ol b fas, 4 Vb vl s bag blhg b “ uu(c{gq
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of the loan funds be made available for this
purpose is included as Annex J. The waiver
was requested by the GRZ due to the scarcity
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
from neighbouring ocean ports. A long series
of major bottlenecks began in 1973 with
the closure of the then Rhodesia border. 1In
1975 it lost the Benguela Railway route to the
port of Lobito due to internal political
problems in Angola. This combination of events
placed an extremely heavy burden o:i. 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 »y Tanzania in 1977 cut off this route.

In the meartime, 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
mid-1978 this new route was beset with extensive
operational problens, partially resulting from the
departure of the Chinese technicians who had built
and initiated the operation of the ra ilvroad. At
approximately the sae Cime, the port of Dar es Salaam
had becowe heavily congested.  As the situat.ion
worsened, teobitiver shiipuents 0 vreess of 100,000
Cons woeie toubod to thee porba of Taeala atd Bedva
in Mowamtiigue . Tl acbion pennd bed P Ll pores
ek by boecomt oy Conge et b ot by Ul alibpiwean s
oo be dtrvcr bond von By o chqnd o o Ul pog s
OF Mapto b Peaadebue ek Baald RTIT C TR TR IR Y B 1
AREvica. s et abpbpeebi Gl e by v
ERotisbe soapbl AT e e bk o Ho il Whisi s Vi
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was picked up by truck and hauled to.Zambla

via the ferry crossing on the Zambezi Rlvgr _

at Kasungula. This was a very slow an@ difficult
route. In the face of failure to prov1d§ 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 inadeguate
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 curcently heavily congested with emergency
maize imports. ©Of the 53,744 tons of fertilizer
being imported under the 'Y 19§80 Commodity Import
Program Loan, approximately 40,570 tons are being
shipped thiough Bast London and the remaining 13,174

tons through Beilca.,  The South ~fri can Raitlways is
allocating 10% vail wayous per o working wesk Lo movae
fertiliver reom Hast bondon to Yambia.  on the basiyg

of this schuedule, it will Labe Appbrotnately 10 waaks
Lo move Che rerbiliver From Baul Fartdonr Lo Zambilg .

WELN cesipeol Lo Ll Batipon b ol o i Y jwg
Fo be Ulaauced e Chita boan, 0t 1y gapraebind L hot
Ehave will b bosa e fionbt a4 L peqads yong s,
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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 ali
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 loan
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 Procuremnent Procedures

A.I.D.'s standard Commodity Financing
Procedures, as set forth in A.I.D. Regulation 1,
will be followed. for this loan. All procurement
by the public sector will be conducted under
formal competitive bid procedures, except in
cartain cases where negobiated procurenent would
be mwore appropciate and jusbifiable.  For PUrPOSAs
OfF Tuan twp lewentation, auy puarastatal grganizgtion
which 1y miove Chan S0% Gwned by Lhie GRA will
b cons Lo ad pubil e sector cublny . Procuremant
by Lhe private secbor will b oo cied out du
gecuidance with Lhe negobbated pooni et procuduias
48 Sel Forbly io Sect Lo 20004 ol s 04 . dagubatian 1y

bomied Lo U o ay

4 P i b il N N A TR TR TR T ITi
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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 from the above status of
existing loans, the GRZ has established a very
acceptable record in drawing down the funds. The
proceeds of this loan are expected to be disbursed
within on 18-month per iod afrer the ime the loan

agraeement s oceoatod. Thererore, the Larmina l
dishbuvsciment date will bee et I ucnths from the
loan gpreament datoc. e beriminad date Fayp

Faguesitbng dishursing uthon taat tons will be sat qk
1,3 months From Phe oo b el ot

Ao Mabhond or b e

bbb vpacbud Ut VEE i shyy samen by
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A o e b |
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satisfactory to AID. Thisg provision will allow maximum

time and flexibility for AID/Zambia and the GRZ to
successfully negotiate the measures.

VIITI Cther 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 unlikely 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.5.$ 8.0
Medium=-term 12.0
Long-term 76.4

U.S5.596.4

Moat of this exposure is to the two major copper companies.
both whose credits are guaranteed by the Government.

Eximbank has avoided taking on any additional
BXPOsSUre 1 transaction which would bae subiject to the
Lrade arveaos debay, bt e benens v i bbby Lo comsidear
new Supp b e coeadit s 00 e GoVerE et il an o iy
avial babibe. Pie oo v oo e aonbensd oo 1S
My b pepetond 1 Chey i b paad b abie b, Fonbee g
SR e e e e Lo wlob el codiee o b e EARCTE RN
HU bV e Y I FTR R N YR B R ETE

Pocbinbernhe heese iy el b et e g
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W E b v liiere e Pl e e ey g
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747-200 B Combi aircraft and related equipment. This
application was denied approval because it did not meet
this 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
forty (40) years after the first disbursement, including
aerace period not to exceed ten (1l0) years. :

, :

(b) Interest payable to A.I.D. in U.S. dollars
at two percent (2%) during the grace period and three
percent (37%) 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 Finance Facility will be arranged during early
1981, This should help rtighten the relaxation in foreipgn
exchange control cuperienced over the past few months and
continue the favorable balance of pavments trend begun in
1979, Assumiong prudent Foreipn cxehange managenent and con-
Cinuing Tuprovenent in world copper prices, the carvent lavel
OF arvearaves could be climinated in two Lo 1 hieo ved g aned
dambia s voedit worthiness would beosteeied bueed accordingly.,
M(H-":H\H:t, sl Lhive Lo e I EETIE pt:l‘itnl L [ll'itttiili{tl pay-
el o i the o ns boneey Do ol e i, eyl g
siben b wa plwuu AW o by shovdgin an Plas GRZ vichier
A e Ul e per dond o Clusrea P Thee gand SRRTIITENIY
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ANNEX A

U.S. Economic Assistance to Zambia:
FY 1946 - FY 1978

G.D.P. by Economic Activity
at Market Prices and Values 1974-1979

G.D.P. by Economic Activity at Constant
1970 Price and Values

Summary Balance of Payments 1965-1976
Zambia: Balance of Payments, 1975-78
Zambia: Balance of Payments, 1977-80

Zambia: Exports of Principal Commodities:
1974-79

Imports by Commodity Groups 1973-1979
Trade with Selected Countries

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

Zambia: Central Government Finance,
1972-1978

Zambia: Fiscal Situation, 1978-80
Zambia: Monetary Survey, 1976-80

Zzambia: Performance Under Stand-by
Arrangement in 1978 and 1979 and

Quantitative Critaeria For the 1980
Proyrims
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Agrapimuantyg - 4974

Oamed Ly Ad - a7y



TABLE 1

AS LOANS AND GRANTS - OBLIGATIO!
(U5 Fro_d! Years — A1l a0 0

29

«S AND Lt OAN AUTHORIZATIONS

I 0uliars)

ECONOMIC PRUGRAMS OF OTHER DONORS

e e . TOTAL REPAY. m;:;:vsss
FOREISN ASSISTANCE ACT FERICD LOANS AND [MENTS anp :
SO Shan ) MENTS AND
B GRANTS INTEREST
T 191678 1946.78 INTEREST
1875 i 1876 ! TQ 1877 ¥978 194678
T R - T5IR i te2 Tl 1.0 S5.¢ 38.5 15,1 e 0 S, 1
— - - 1.6 S.e 36.5 2.1 36,0 335.1
— Ca2 6.1 ° V.2 - 7.0 - 7.0
- -.‘-m - - e ° 30.0 4G,7 6,8 33.%
— - - - - 30.0 35.0 6.8 2be2
—— s - - - . S.7 - Se7
— L e BBTTT G el — — - - 30.0 30,0
e G+ MRS Da2 Dl PR} 5.6 8,5 l1¢.0 0.1 15.v
— - - 1.5 5.6 845 14,7 G.1 15,6
— RO 0.l - 0.2 - 1.3 - 1.3
Lt e gus - - 1.6 Se4 n45 la.7 0.1 1.6
Al S L DT et - - ° 1.5 Sete 8.5 14,7 0.1 le,6
R KRS L TR, JRNES S awimsRing Lsge — - -— - - - - -
_— e o 0.2 L. - 0.2 . 1.3 - 1.3
—— T el e WD 253 F e UeT Dl - D.2 3 1.3 - 1.3
N i aaiell PN TN G et S - - - - - - - -
LI e NI, cot AT — — - - - 22.% 27,1 b7~
it - - - - - 22.4 27.1 bol=-
—— - z - - - - - -
ek -* VA
R > ST
—
et . :-ww:m
i’
s Tt o FY oo 1ok - - - 66,5 24,9 40.5
P 2224 124 - - - 645 2410 4ges

Ta = TRAMSITIONZY LUARTER

J

A. ASSISTANCE FROM INTERNATIQML AGENCIES - COMMI_TMENTE

(Thousands uf dollars}

T0TAL.

1BRD

IrC

UNDP
OTHER UY
IDA

EEC

FY 1977
30,900

30,160
100
700

EY187a | Fv1978  Fy1e4s-79
_-25,824 (16,426 574,037
11,250 - 517,110
- - 3,305
2,924 2,926 26,219

- - 2,150
11,250 11,000 22,250
- 2,500 2,560

B. BILATERAL OFFICIAL DEVELOPMENT ASSISTANCE

(Mitrions of dottsrst

Donor

ToTAL
LK
Sweden
Gernmany
Japan
Canada
Norway
Denmark
Other

TOTAL.

1.DALC COUNTRIES (Excluding U.S.) (Grows Disbursemenn)

Cy 1977

19.40
24.20
5.50
0.80
11.50
7.60
1.80
11.10

Cy 1978

25.56
19.35
17.45
27.95
15.94

6.92

2.51
16.45

CY 1969-78
I} Lo ]
1€3.5¢
77.15
53.55
51.15
50.54
35.62
19.01
54.65

2. 0PEC. COUNTRIESA(N_u. glggggmunu!

cY1977

cv 1978 _

€y 1873-78
1.8y

C. LOANS AND GRANTS CXTENDED BY COMMUNIST COUNTRIES

{Millions of dotiars)
ToT1AL

USSR
Eastern Furope
Chkina

cvienm

cy19718
12

12

CY 1954-78

— 42
9
62
331




TABLE 2

5.D.P. by Economic Actlvity at Market Prices and Values

=nresm

Lameng

EETCTIDATY eIt

s NETILIBTuTmg

bollN s 7222, noters ant restaurants

; - Communizations
iztion. Real
USINeSS services

Wity SoTial and

B
€

[GNIAER
2]
1D
AR
v
30
(S -
s

T owinIt Agnzutisee lisestock, {ishing ang

1974 1975 1976 1977 1978 1979
Kmn % Kmn % Kmn % Kmn % Kmn % Kmn %
8151 42.8 421.86 28.3 6151 31.3 555.2 27.1 844.8 28.3 838.5 32.4
188.2 10.4 206.4 12.9 273.3 13.9 321.5 15.7 357.8 15.7 375.0 145
615.7 32.2 215.2 13.4 3418 17.4 233.7 11.4 286.8 12.6 463.5 17.9
408.7 21.3 4445 27.7 508.3 25.9 549.9 26.9 584.0 25.8 587.8 22.7
2385 125 250.3 156 2756 14.0 314.0 15.4 383.9 16.8 411.5 15.9
127.0 6.8 158.2 94 1849 9.4 185.4 9.0 151.6 6.6 124.2 4.8
41.2 2.2 43.0 2.7 478 2.5 50.5 2.5 48.5 2.1 52.1 2.0
€36.4 33.3 874.3 421 793.7 40.5 895.0 43.7 1003.6 44.0 1106.4 42.7
190.0 9.9 157.5 8.8 184.4 9.4 212.0 10.3 2546 11.2 690.4 1.2
76.3 4.0 BY.5 £S5 118.5 6.0 135.5 6.6 144.0 6.3 160.3 6.2
135.1 7.1 159.8 10.0 181.5 9.3 202.0 9.9 223.0 9.8 242.8 9.4
2350 123 268.5 16.8 309.3 15.8 345.5 16.9 382.0 16.7 412.9 15.9
£5.4 2.9 62.0 3.9 45.4 2.3 46.0 2.3 50.0 2.2 59.0 2.3
1913.5 100 1602.4 100.0 1962.5 100.0 2046.1 100.0 2282.2 100.0 2591.7 100.0
21.0 19.0 22.0 22.5 23.5 25.4
1882.€ 1583.4 1940.5 2023.6 2258.7 2566.3
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TABLE 3

G.D.P. by Economlc Activity at Constant 197(
Price and Values

1978

1974 1975 1976 1977 1979
Kmn % Kmn % Kmn % Kmn % Kmn % Kmn %
i “Prmsry Sector: 824.8 42.0 584.9 40.3 870.1 42.8 837.9 42.5 873.8 44.8 558.5 40.8
o' awnicn: Agriculturs, livestock,
fistiing and forestry 1505 101 157.0 10.8 166.9 10.6 168.2 11.2 169.0 11.2 153.4 11.2
Minmg 4743 319 4279 295 503.2 32.0 469.7 313 504.8 33.6 405.1 29.6
1. Secormer Sector: 338.4 228 345.0 23.8 362.1 23.1 353.5 23.8 328.4 21.8 309.8 22.8
T Wwnizn Manuiasturing 178.9 120 157.6 10.9 151.9 97 141.4 9.4 150.7 10.0 151.9 1.1
Construction . 114.4 7.7 138.5 9.5 157.6 10.0 154.3 10.3 119.4 7.9 96.0 7.0
Zieztnicity and water 46.0 an 48.9 3.4 52.6 3.4 57.8 3.9 58.3 3.9 61.9 4.5
1’ teruary Secior: 494.6 33.3 494.9 34.t 518.0 33.0 492.4 32.8 491.0 32.8 489.8 35.8
L7 ez Trzoe. notels and restaurants 1479 10.0 123.8 8.5 127.2 8.1 1145 7.6 1149 7.6 113.8 8.3
Trenscor and Communications  54.6 3.7 57.6 4.0 67.0 4.3 62.0 4.1 63.2 4.2 66.0 4.8
“manzigl institutions, real
esiats anZ business services 1165 B.0 132.9 9.2 138.4 8. 125.9 8.4 121.9 8.1 121.5 8.9
Community, social and
DEBTSCOnAl services 1726 11.8 180.6 12.4 188.4 11.9 190.0 12.7 191.0 127 188.6 13.8
' Tusioms gulies on final demend 28.8 1.9 26.9 1.8 20.1 1.3 16.0 1.1 12.0 0.8 11.5 0.8
Srn-Tota’ 1,487.6 100 1.451.7 100 1,571.3 100 1,499.8 100 1,505.2 100 1,369.7 100
~OTII1Dr 'S IMDUIes Dank charges 13.7 13.6 13.1 11.0 8.8 8.2
ToiE. 1,473.9 1,438.1 1,558.2 1,488.8 1,496.4 1,361.5
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SUMMARY BALANCE OF PAYMENTS, 1965-1976

TABLE 4

(millions of Kwacha)

1965 1966 1967 1968 1969 1970 ‘1971?'4fi97g'ff‘1§73;L;f19}4ﬁj 197547 19764/
Exporis of goods (£.0.b.) 366.8  446.0  465.2  534.0 852.6 673.2 479.2 543.2 7335 898.2 s523.1  705.0
impoTis of goods (r.1.f.) 241.9  294.0  373.6  422.0 373.3 40B.0  468.5 485.7 433.3 636.2 734.6 597
<zade halance 1/ 1249 152.0  91.6 112.0 479.3 265.2 _10.7 57.5 300.2 262.0 -211.5  108.0
TN forTiasror Services (met) -14.3 -3L7 327 -39 -42.5  -50.3  -35.8  -36.1  dp. =70.1 -57.0 -48.0
Taztor Services (met) 43 73800 -50.6 0 521 -AT.5 334 4306 741 -77.3 -62.2 -45.0 -86.0
“zansiess (net T3 =96 01 -24.9 -51.0 -104.5 -107.8  -96.1 -80.8 -81.2 -79.0 -77.0
~xrr=aT Account 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
Foivaiz Cszpital (mer) 2/ 14.319.3 -166.1  44.5  11.5  63.6 -180.1 -25.9 278.15/ 125,63/
Fmolit Zanizal (mer) 0.7 200 7.1 -2.3  19.9 13,5]';13770 36.8 84.8  26.0
Zu2T Zzpizal (ner) 3/ '~—é§.4;i,; 5.7 - 6.3 -4.4 25.8 15f7;:ifLi;3 9.2 -39 -7.2
Somital sczoun: (mer) ~;§11}4‘: _45.0 -165.3 37.8  57.2 92;£ L:f4;}§¥ 1.7 359.2 144.¢
TTrote and Omissions -20.4 -36.5 -45.4 - 1.0 -76.1 451.4‘1”5§j{b‘vi-40 8-118.3 -79.1

$23.4 = 5.6 -127.6 -113.8 +195.4° +107;§ ?;i: vq N¢zq.45+1s1.6 +39.7

Thangs in Kes Toreign Assets
~ = Jnzreass)

:“J”d

sector.

i el
= RE I
25T mate includes the s834t
Zeulie IMF Ealance of Pas
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vments Yearbook, C.S,0.

1586b-2A,

Monthly Digest of Statisrcics,

Zambia: A Basic Bconomic

1976

Zambian officials and Hission estimates.

Report, Oct.3,_1977).
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TABLE 5
Zambia: Balance of Payment™975-78

(In millions of SDRs)l/

Prélim—
: : o inar
1975 © . 1976 1977 - 1978
Exports, f£.0.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 108.3 34.2 16.8 53.1
Private long-term, net 209.8 70.4 -0.4 -38.1
Private short-term, net 15.¢ ~-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 PR N o Lo
(increase -) . 193.7 483 7407 1105.0
Payments arrears L o e
(decrease =) - 130.5 ‘T125{8, }IQZ}Q?
Valuation adjustment -4.7 | -8.7-

Source: C.S.0. 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.) ' ,
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TABLE 6

Zambia Balance of Paymcntu, 1977 80

(In millionq of SDFs)

“7‘;'(:;,\,‘\‘1',"97'_7 1 9..',"7‘8,,; 1979 1980
Gt P*og*au 1/ Prelim. Forecast
S - estimate -
Merchandise ' N L
Exports, fao.b. 768 .. 662 887 1,091 1,200
Imports y Cli-fu "711 "6]7 ; "'661 ) . "'751 ’ -910
Freight and insurance - (120)_ (123) - (140) (155) (188)
Trade balance ;?57 1' “45_ f;1:2263 340 f2§b1
Sérvices and unrequited transfers '
Investment income =114 - =109 - =145 =120 . ~137
Other services (net) ~=58 =64 - =70 -58 ~79
Private transfers (net) ~-83 -85 -75 - -86 - =86
Government transfers (1ct) : 13 20 15 36 20
Total : ~242 -238 =275 -228 -282
Current account bélance -185 -193 - ,5492 112 8
Nonmonetary capital Lransactions . ; ‘ R_';:f~jg» ; o
Government - 17 5301133 l42 79
Mining companies S : . _?ﬁ 5fg);~3102
Other 2/ 101 )
SDR allocations \M  ? | 15
Overall balance » j!li’ -
Net foreign assets (increase -’f ;‘,73i;7j“u:' -28 150
Payments arrears (decrease =) 170 j ‘;102’;ﬁ351473f; 4145; -150

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

1/ As shown in EBS/79/194.

2/ 1Including 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; wvolumes in thousands of tors. and‘
unit value in ¥wacha per zon) ' o

1978

' - | fa';‘“;,iﬁf(freIim-
1974 1975 1976 =~ 1977 -dinary)

Copper Lo ‘ ' . .

Value 838.5 472.0 688.6 645.9 598.5

Volume "673.0 641.0 746.0 666.6 599.5

Unit value 1,245.0 736.0 923.0 969.0 998.0
Zinc

Value - 25.2 20.3 26.56 17.9 17.6

Volume ; 50.2 41.3 51.2 34.9 35.5

Onit value 502.0 492.0 520.0 513.0 496.0
Lead

Value 7.2 5.7 4.4 5.7 3.3

Volume 18.8 19.4 14.8 10.9 - 6.7

Tnit value '383.0 294.0 297;0 523.0 493.0
Cobal: o .

Volume 1.9 1.3 S 230 L.6 1.8

Uniz value "4,158.0 5,462.0 - 6,913.0 9,562.0 20,}89.0
Tobacco

Value ’ 5.8 Soo ' Sll 508 3-7

Vollme L 4'9 ' 5-3 4.6 3-5 ’ooo

Unit value 15;84;0' 943.0 1,109.0 l,657,0¢ coo
Othez, value 20.5 109 . 1.3 179 23.6
Total, value 905.1 521.0 751.9 708.5 683.4

Sources: Cehtral Statistical 0ffice, Monthlv Digest of Stactistics; aad data pro
vided by the Zambian authorities.

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




TABLE 8

mports by Commodity Groups 1973 — 1979

(K million)

1973 1974 1975 1976 1977 1978 1978(a) 1979(a
Food, beverages and tobacco 253 449 367 266 296 322 26 292
Crude materials 5.4 10.4 -9.9 7.2 8.8 9.0 6.4 7.4
Electricity, minerals, olls and fats 37.6 67.9  gg.2 83.3 90.1 94.2 @9 85.9
Chemicals i 35.1 48.5 77.3 68.2 58.9 66.0 45.9 55.8
Manufactures 102.7 166.4 1g8¢9 96.8 117.9 98.1 66.4 90.6
Machinery and transport equipment  138.9  165.8 211.3 166.9 2051  175.7 1294 157.3
Other and unspecified 1.8 2.8 3.3 19.8 19.6 18.9 14.7 16.6
TOTAL 346.9 508.7 597 468.8 §30.0 494.1 346.3 442.8

Source: Central Slalléllcal Oftice
Notes: (a) First nine months.

£8-
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Sentemoer

TABLE 9
et
TRADE WITH SELECTED COUNTRIES
(K*000)
! 1
: i
| United Kingdom South Africa ! China i USA ! Japan i Weic Garmany  :East Alrican Gounerle:
—_— ( : ' ' - i ‘ ———— ;
Total i | Toual ! I Toual i Toal l i Total © Touat i . Toul |I
Exports ; Imports | Exports | Imports ’ Exports | Imporus | Exports | Imports Exports | Imports 1 Exports , Impores | Exports | Imports

_ o i | \ | f— e e,

1970 .. 'uo,ou | 80,559 8.682 | 59,097 l 14067 | 2,168 i 1442 | 32,902 {166,459 | 21,809 | 84,51 | 16478 1,708 | 13,09

I e . 79087 1 97090 10447 | 60,891 32,061 4,085 4557 | 43359 | 99,469 | 26,81 | 45520 | 17558 | 2537 | 14am

1972 . .. | 107,650 | 94.867 | 10804 | $9,308 | 12,635 9,829 } 2208 | 35008 | 110,608 | 38,843 | 45520 | 21,539 1,984 1,718

| | : :

1973 .. .. 148284 | 74,708 2,120 | 41,069 13,538 9600 | 389 | 31258 | 178901 | 31,200 | 75,524 | 22578 | 3080 | 12301

IS4 o .. 195793 | 99,438 3413 | 871 | 21900 | 29310 | 5289 39.652 | 176,345 | 49571 { M4736 | 40949 . 10,480 | 15468

978 ... .. I7312 | e L7121 40379 13,08 | 17,078 | 132 . 74477 | 90930 ! 5,584 73703 | 43862 | 2,140 0,074

! ! |

1976 et 103728 | 012,341 1,806 | 34,999 ! 19,041 8,959 I 116371 1 S0.728 | 125673 | 22,065 ; 106021 | 33602 , 7,206 10,984

1977 .. .j 113,349 | 121,480 1735 | 38,524 | 22907 6697 | 72847 57524 | 124,141 | 25,401 | 102408 | 62,871 lo6n 9,139

978 .. .. 98797 | 122,508 80O | 32,411 | 20,625 6,286 : 70,101 18692 | 132020 | 21,908 | 79285 | 54697 | 5,009 8,251

: : | : ;

1976 January 709 | 9979 9 i 1980 T - 1,268 | 3 | 5296 4194 3703 ;3,82 4569 125 815
Fabrusry ... | 6,545 8,907 i 4678 Lsi4 965 16 ! 2,989 5918 2104 1 13,199 2008 | 413 721
Merch .| 5874 | 11,781 163 2,076 1,697 | 6319 3953 | 7,603 264l 417 2265 ' 3s) 843
April .| 5,354 9,560 205 3,770 5116 94 | 13,000 L eato 8,145 2,305 l 8,740 756 | 504 495
May | 8420 8,210 135 1,708 - 657 | 10867 | 2733 4,903 1,662 | 3,588 2309 | 8l6 709
June .| 5884 9,352 133 2,197 3,875 719 9.060 ' 3,202 | 12,179 1323 | 10416 480 1 276 571
July O B AT 7,588 141 2,108 2,070 594 7424 1 7,99 969 1Lit4 ‘ 4,498 231 | sn 1,356
Auguse ..t 10860 | 9,474 ] 2912 220 kL] 80 0 234 ! 26914 1 o9 | 583 7% ;300 1,293
September 10712 8713 103 6.515 2,2i4 470 Vioaess | 14089 486 | 18,81 4000 | 2,697 984

i . ! : .

| l ; |
Octaber ... 12154 ; 11,498 349 2,784 1,065 73 | 15625 3,046 I 11,848 | 871 | 10339 2291 ¢+ 139 752
November 9,476 | 8,088 170 1,766 - 358 1,991 i 5944 ' 9,344 2,007 11,077 SISt © 527 1,408
December | 13,256 i 9,180 195 2.508 946 412 8792 ;3434 11,068 L677 14,19 2,657 346 1,033

1 | f

1977 January ' 10006 | 8,975 55 1 A7iS - 266 862 | 5287 ’ 16,655 2122 12,464 4,668 297 846
Fabruary ' 900 | asn a7 L 3397 2,074 an 545, 3990 | 14559 LST1 1 8,067 9,269 ! 4 1173
March 7631 | 7,953 24 | 460 2,159 761 4, 062 I 9,737 667 . 1408 | 129U 174 410

. i l i | : :
April ~ | 15569 | 898§ 148 2,886 4,303 530 79 . 32 ¢ eIn 1464 1M1 5926 |, 394 321
May 72855 | 12,446 nz | 971 7 s66 | 6191 i 4437 ' 1539 313 608 5125 729 883
June ' 10473 | ss88s 245 3,278 3,904 914 9958 ! 803 ! 9317 3,687 . 7197 2415 47 144
i | | i |
luly ’ 0421 ;11,013 14 3,176 929 147 | 14582 ' 5225 j o o78s 2815 12,192 ENE B 1} 4 614
Auguse .. b 11,349 0 12,393 10 3,38 3,895 1,041 5032 | 4621 | 8@ 2,012 9,468 3084 ¢ 620 977
hpumb.r,,i 3860 i 10,523 9 L4 el 89 3302 . 3000 . 9,448 | 2,83 5519 3708 | 1,989 1,048
: . : i | |
October ... 7211 . I1,102 19 | 2081 | 17%2 615 | 13055 | 434 | 6340 | 1ase i 4ers | o4se2 . 32 929
November | 11566 | 10765 162 2514 | 212 249 801 - 4935 . 6078 | 1826« T3 | Sued | 3m2 545
Decembar 8570 | 9,628 224 ER T B 40 7235 | 4258 | 89”2 2534 1 6719 | 2899 | sg4 928
, l ; ‘ l i

1978 January 7065 | 14,043 o | 289 | — 68 6341 | 5490 1316 2051 ' 4357 1652 | 547 995
February .. | 7,168 l 9.575 ] 2805 2265 874 TLIST | 1499 | 12,475 2015 | 4,676 3289 1 124 773
March 8,327 | 9,129 | - 2269 | 1,548 771518 | 4464 5,259 1579 ' 5192 3,098 i 573 499

| ' H
Aprll 6009 | 10342 206 1,500 E - a4 1o 1 et | 2658 1,096 ! 11,84 315 | 445 665
5038 | 10744 [ 2,456 3,235 LI%s | 16236 1 2751 | 3,437 2,0% ¢ 5271 2795, 24 368
Juno “‘f 16577 | 10326 | - 2,848 ’ - U7 | 764 1500 | 22,399 949 | 53 2,749 5c8 797
H ' 1
Wy . 7993 ,‘ 7,676 14 1427 | - 460 | 879 l 2,021 1,00t 1007 | 6391 3,435 641 | 714
Avguse ., 14,180 | 11912 s 4.054 ' 8,635 391 ‘ 593 | 3794 | 14206 3563 - 7,758 9,546 80 ;427
Septembar 5627 | 10,695 8 2148 | - 483 3379 | 2244 1529 | 2,052 ' 10,408 4,895 518 {1,186
! & l i : |
October | 8813 Posan | 2 3,408 l' 3,877 650 I IST2 0 4720 | 6640 2,156 . 12,417 37 138 | 60l
November | 5247 | 10,408 | 53 2,544 - 198 4101 | 4692 | 17462 176, 4159 4,900 st4 | 880
Decomber | 6,575 | 0,544 es 3,980 l 1,048 18 3 e 2,030 | 1,86 9,880 7 " 542
i , i | | |

1979* lanuary ,‘ 4349 | 10613 l m 3,703 - 13 R RpLi ,f 1813+ 13715 | 1,248 1 9,446 3,99 514 ¢ )me8
February 12,069 1 11,643 853 | 3387 1,286 184 2486 ¢ 6772 ' 23,778 133 1370 3192 %7 | m;
March.. ' 294 | [ 276 | 4970 ! 4,388 134 124 1 5782 I 26297 1533 10,709 3,897 962 (RYE

{ ' { i
' ' , ’ i [ i
Aprii .. | 8086 9572 ! 1 34 | 6679 298 ! 93 0 184 | 907 2,354 10,659 3,786 165 | 665
May ! 9,34 ' 13,979 ‘ 15 1 4342 1 1655 54 1 3,096 ' 11,867 147 7,725 2,857 678 1 477
Juna 17,767 s | 64 I| a4 | 8 1,137 | 11,023 2479 | 29,580 1,221 9,431 3,20 wt el
1 t P
, ‘ !
July ! 19,185 ! 7 | o3 280 — i 958 . 5312 | 1593 } 6.022 7,345 4,607 886 | 579
August | 16712 ¢ 14704 f 451 1 8051 | 078 s8 0 14756 ' 429 Locey 0119 5.287 3,610 522 ¢ 1,294
L P 12542 | 449 | 8897 i 258 | 72 1360 ' 397 9,334 | 1,403 10,691 3,280 450 925
. I i |

*Preiiminary

SOURCE: Central Statistical Office
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TABLE 10

gﬁzémbia: External Public and Publicly Guaranteed D¢5§#3J519?3EZ?/

 (In_millions of U.S. dollars)

1973 197 1975 1976 1977

Debt disbursed .and o o B ‘ o
outstanding 2/ §655.2 762.2  1,098.8 1,251.1° '1,392,0

By type of debtor

Government 454.7 531. 683.2  719.(

3 636.4 0
Mining companies 69.6 74.6 232.5 285.5 276.7
Others 130.9 156.3 229.9 282.4 396.3
By type of creditors _
International organizations 93.1 137.6 195.8 265.9 310.0
Foreign governments 189.1 294.0 374.2 445,2 480.9
Financial institutions 268.9 240.5 402.2 407.4 “3]3;9
Suppliers' credit 69.6 63.8 104.0 113.7 205.9
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: SR e o sl
Financial insticutions - 27.0  60.8 S4L9 1
International organiza- , b PRI L N
tions 9.6 - 13.3 1576 5 25
Foreign governments 6.1 S6.5% 1005 L 2
Suppliers' credit 12.6 0 Uy N 19.1 1 18
Memorandum items: R i e
Outstanding debt/GDP 26.8 26.2 45.0 46,2 ¢ 54,6
Total debt service/exports 5/ 14.3 7.6 11.0- 10.8 . 20.2

Source: Intzrnacional Bank for Reconstruction and Development.
Debt with original maturity of one year and over,

2/ End of period.

3/ Maialy bonds sold in the Inited Kingdom.

4/ 0f which US$200.5 million are cue to pavments of obligations rising from the
nationalizacion of the mining companies in 1969, S o

5/ Excluding payments related to nationalizacion.
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TABLE 11

Cen:fal‘vaernment Finance, 1972-7¢

o .i(Iﬁ millions of kwacha)

=19121 ] f197j+¢i.‘1974_.;LQ1975§5fyf1976f 1977 197
G e S T e TR R R Budg
Revenue 2989 386.9  651.0  462.3  462.0  510.7 582.9  574.
Taxes on mining (55.7)  (110.6) (339.2)  (59.3) (11.6)  (0.1)  (==) (9.
Other (243.2) (276.3) (311.8) (403.0) (449.2) (510.6) (582.9) (564 ..
Total expenditure ana _‘ j  : o
net lending 4769 516.2 566.6  776.2  73L.9  770.1  779.2  771.(
Current expenditures  330.6  373.3  406.3  531.8  562.4 . 593.6 580.1 57.;
Capital expenditufes ' 103;2;f;;ﬁ97;7§ lf;l2.8 143.6 122.8v“,ffik; . 75.¢€
Net lending 431 45.22/ 49.5  100.8 46.7 37.7
Current surplus or  "5* ﬁ;§;¥;$ L . "" ' SR
deficit (-) -31.7. 13.6 . 246.7 5 -69.5 -100.4  -82.9 2.8  -83.
Overall surplus or e e i L : B
deficit (-) -178.0 -129.3  84.4  -313.9  -269.9 -197.¢
Financing 178.0 . 129.3  -84.4  313.9  269.9 196. 197.C
fet foreign borrowing  15.4 41,73/ 37.1  84.8 30.1  19.0  52.4 102.3
Jet domestic borrowing 125.6 87:6  -121.5 229.1 239.8 240.4 . 139.8 94.7
Of which: ) o e
banking system (116.2)  (61.7) (-127.0) (239.7) (237.2) (219.8) (93.0)  (71.7
nonbank (4.8)  (25.7)  (40.2) (17.7)  (2.6) (20.6) (15.9)  (23.0
others (41.8) 3) (==) (--

(0.2) (-34.7) (-28.

(==) (36.0)

Sources:

1/ Prelininary estimace.
3/
3/

(Table from IBRD Report No. 1586h-2ZA,

1977).

Ministry of Finance, ¥

/' ZIxcludes ZIMCO bond tedemption of K 149.8 million.
txcludes Eurodollar loans of K 97 million usad ‘for
Zambia: A Basic Economic Report,Oct. 3,

inancial Reports (Annual), 1972-77;
Expenditure, 1978; and data provided by the Zambian authcrities.

ZIMCO bond redemption. -

Estimates of Revenue and
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- TABLE 12 |
Zambia: = Fiscal Situation, 1673-80

ﬁf(lngmillions of kwacha)

1o

1978 1979 ; ,
Program Present “Budget
forecast 1/ estiuate : :
Revenue ey S R
Mining taxes , - 9.1 - ~0.8 © 41,0
Income tdx o 217.7 216.0 229.8 237.5
Taxes on domestic goods ' S S
and services - 210.5 216.6 - 238.9 "271.5
Excise duties (178.4) (190.6) (204.8) (235.4)
Sales tax - (32.1) (26.0) (34.1) (35.8)
-Taxes on international , : -
trade ' 50.7 48.0 ‘ 67.5 73.4
Other revenue - 104.0 . 84.3 .. 104.4 114.5
Total ‘ 582.9 574.0 639.8 73749
Expenditure . BN
“Recurrent expenditures 580.1 660.5 718.4 752.8
Of which: ‘ '
subsidies (42.1) (30.4) (94.3) (90.6)
interest payments (78.4) (117.1) (101.4) (133.1)
Capital expenditure 91.7 . 75.6 87.7 109.3
Net lending 107.4 24.4 64.8 61.5
Total 779.2 76045 870.9 923.6
Deficit 196.3 18645 231.1 185.7
Financing : , o
External 52.4 133.5 141.9 - 95.3
Inflow (92.1) (180.6) (179.9) (144.6)
Outflow (39.7) (47.1) (38.0) (49.3)
Internal nonbank 14.9 23.0 14.9 53.3
Inflow (41.9) (41.0) (41.0) (67.0)
Outflow (27.0) (18.0) (26.1) (13.7)
Bank financing 93.0 50.0 60.0 60.0
Other 2/ 36.0 ~-20.0 14.3 -

Source: Data provided by the Zambian authorities.

1/ As shown in EBS/79/194.

2/* Residual, . .
(Table from IMF Report EBS/80/53: Zambia-Review and

Consultation Under Stand-By Arrangement, March 12, 1980.)




TABLE 13

Zambia:

Nonetary Survey, 1976-80

(In millions of kwacha; end of period)

19178 1979 1¢80 1/
1976 1977 Mar. June Sept. Dec. Mar, June Sept. Dee. Feb. Pec
Net foreign assets -114.6 -183.5 -198.4 -239.2 -281.6 -311.6  -267.9 -250.8 -272.1 -283.1 -285.0 =-433.
Dozestic credit 970.6  1,261.% 1,551.4 1,364.5  1,420.1 1,484.0 1,482.9 1,480.4  1,536.9 1,604.7 1,645.0 1,765.0
Net claims on Covernment 571.1 791.1 846.4 1,015.3 1,026.1 1,061.8 1,064.6 1,074.0 1,691.6 1,121.7 1,1%2.0 -
Bank of Zambia claims on
oining companies 45.3 113.8 136.1 72.06 96.0 114.0 95.0 30.0 76.0 76.0 €0.0 cae
Others 354.2 356.5 368.9 277.2 298.0 308.2 323.3 326.4 359.3 407.0 443.0 .e-
Assets = Liabilities 856.0 1,077.8 1,153.0 1,125.3  1,138.5 1,172.4 1,215.0 1,229.6  1,264.8 1,321.6 1,357.0 1,332.0
Money 376.7 386.4 383.9 380.3 377.3 391.7 393.7 398.6 450.3 513.3 )
Currency 121.1 118.4 114.7 113.5 120.0 130.9 118.8 115.7 128.9 126.2 ) ‘
Demand deposits 255.6 268.0 269.2 266.8 257.3 260.8 274.9 282.9 322.3 387.1) 873.0 992.0
)
Quasi-money 246.8 312.1 324.6 287.8 271.0 247.8 262.3 3056.6 295.4 318.9 )
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

1/ Projections based on policies included in the

(Table from IMF Report EBS/80/53:%ambia
Arrangement, March 12, 1980.)

1380 financial program.

the Zanbian authorities.

~Review and Cdnsultatidhﬁ

ﬁﬁaéertandeytf

-gg-



TABLE 14
Zazt Perforrance Under Stand-By Arcasene 2a 1578 and 1979
an :anticative Criteria for the 1979 Progran

197¢ 1979 1980 i
June  Sept. Dec, Mar, June  Sept. Dec. Feb,

(In miilions of Lwacha)

Net domestic assets of the
banking systenm durinz the
period ending:

© 1,435,490 1,559

Ceiling 1,375 11 o : 1,6072/1,6322/ 1,690 2/1,690
Actual 1,355;f};420jf1;484g]1i483 1,5142/1.5813/1,6503/ o
Net bank credit to the
Governmant during the
pericd ending:
Ceiling ‘ Ly,ULs ;gl,OﬁJg;;l;OG&;_;l}lO2hs 1,117 2/1,157 3/1,202'2/1,187
Actual : 1.015*731;025iff1;0625j“;;055 . 1,108 2/1,137 2/1,167 3/ ..,
Bank of Za=bia lending to
the mining companies
during the period
ending: o
Cefling : 77",°f105f%‘fV126 ;; 150'?’~ 150 100 100 60
.:Kin nillions of SDRs)
External pay=ents arrears
outstanding at the end
of period:
Ceiling 477 442 397 485 470'~»‘f395", 375 '1345'2/
Actual 478 505 - 495 464 ~4115“ f‘393 -~ 350 oo
New external borrowing o ‘
direccly undercaken or
suaranteed by the Govern-
ment in the nacturity range:
1-15 years
Ceiling ‘v:¥:,;3,7»~}.;iﬂ”_r280; R T 300 ';;;=
Actusl : . oo e 119 - se T el oo -‘" ; 93 . -o .
1-10 years
Ceiling ‘ 1XX) "cc.»‘ e oo"o“' Ceee - onoo-- e 60 '
1-5 years
ceiling LI N ) L2 N ] DU LI ) L ) L Y 70 20
Actuala e sae 14 ) ce e cee 42 ve0

1/ Propcsed limizs.

7/ The ceiling also includes any extcrnal berrowing an commercial loans for balance of
payments purpsses (X 45 =zillien by the end of 1979). Therefore, changes in the ceilings
and the reporzed credis aggreszies differ from the chanzes in and amounts of bank credit

(SR L3P o

shown In Table 5 and Appendix Table I below by the a=ount of ¢ishe :rsements under this loan.

3/ Mareh 31. 15an.
(Table from IMF Report EBS/80/53: Zambia-Review and Consultation Under

Stand-By Arrangement, March 12, 1980.)




TABLE 15
ZAMBIA

Major_intecpatidhal asaiirance agroements - 1575 -

Tvpe of ascistance Amount.
(in million: of

United Stacns §)

crPonor/Lendoc
r=enal/ende

L. Uﬁif§115tates of Amecica (a) fecrtilizer - grant . 20.0
(b} food - grant 10.
“1cy food - loan. T 12,

(df,»cémmodlty - “loan’

2, '[ran:, }a,;;Qépéfa; Iéah,f purpase to he aéréed
;bi*jafaﬁﬁy; éu?pnse to be aqreed | : ié;(

3. Japan : ;e?mmddity loan %6;

4. Furopean Ecoﬁnipic com‘mn'iw,”’, 2} cotton development project - jrant 2¢
(k) " cotton development pro;eét - lnan ‘, 4#{1
(c! site and zervice - loan iigé
td)  Batoka breeding ranch - lédn ié{i
{2}  Mpika urban water supply .- )bnq : ?;7
{(FY  Agricultuycal multipurpese Qfln&ﬁl %:;

5.  Roman { commdiry loan

L Hath#}iénds{ (a) commodity loan

APy commodity loan

7. India commodity loan

3. International Davelopment

Arcociation : tal  colfer production projact = grant N

i) technical nsistance credit

9. Sweden qrant'-'{or'developmenc'prujecth

10, Aqricnltuc.s) Developmont, s » :
Sund water supply and sewage - lgan . 10.2:

I, Africa Dev#lopmont~5nnk _Maamba collieries - loan

12, Fadera!. Republic of Germany . . ‘(a)  food aid - grant ~;¥;ii
{5} commodity assistance - jrant fé;Of
13.  OPRC Spacial Fund railway sroject - loan 4i5'
14, Canada fond aia - grant 10
L5, tNncway 2mecgency Foxd aid - grant 155’
6. Austrig smer3ency aid - grans o2

SOURCE: UN/Zambia

Toraj
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ANNEX B

MAIZE PRODUCTION, PRICING AND sSUBSIDIZATION

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 prqducer costs, and maize producers have shifted to other
alternatives (i.e. livestock) which yield higher returns.

B. Producer Prices

Producer prices have becn 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. Producer 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
compounris 'R', 'X', and 'D'. and the nitrogencus fertilizers (urea, etc.)
Table 4 shows the fertilizer subsidies as a percent 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, reiatively 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 K10.21
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
nct 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 fertilizer
subsidies. Although the 1979 and 1980 subsidy ievels 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 m~a_.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 production 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 narastatals (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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ITI. FUTURE TRENDS

Over the next 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 incIudes1984.

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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mdderately 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 cousts 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 daclines,
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 10. 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 URZ subsidy outlays provides a
benchmark against which to compare the forecast subsidy levels (See Table 11).
For two years 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 197€ renders the 1977 estimate
noncomparable. The same can be 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 regquired.

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



-

VéuSpected 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 tudget speech, 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 miilion. 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. Inview 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 baéé
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 authcr's experience in Zambia. It, admittedly, remains subject to
controversy. he 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 K47.5 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. SCENARIQO 2

In scenerio 2, the Eonsumer 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 incr:ases 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. Dependinz 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

Zémbia‘: ‘Marketed Maize Production, Imports, and Conﬂm@tidnl

1975 - 1980

Maize Marketed Through " Maize- Maize Available for
Official Marketing Channels Imports -~ Consumption

Year MT MT MT Mil. Bags
1975 559,480 - 559,480 6.2
1976 ' 749,971 - 749,971 8.3
1977 L 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 N

\

Source: MAWD, NCZ and AID staff estimates

TABLE 2

GRZ Procducer Price for Maize

1965 - 1982
(Kwacha/Bag )

Year Price Year Price
1965 3.45 1975 5.00
1958 2.90 1976 1 6.30.
1969 3.20 1977 630
1970 3.50 1978 16.80.
1971 4.00 1979 19.00
1972 4.30 1980 12.00°
1973 4.30 1981 13.50

1974 4.30 1982 NA

Source: MAWD, NCZ and AID staff estimates
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‘TABLE 3

Budgetary Subsidies
1972 - 1979

(Millions of Kwacha)

 1978Y/

1972 1973

Total subsidies 35:5i?i37:b?21_,wj;fffu;' . 'i ;i;42.1

Maize subsidy f8:ﬁlﬁfib;iﬁv‘ .‘1f:19i85fiyﬂ?  iﬂ 18.0

Fertilizer subsidy 347, 2 ©12.1

Of which: T I T e e T T e

tobacco
Rural Development Counéilf'7 1ff ” 2.6,
Marketing agenciesg/

Cold storage Board

w2k

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 NPK Compounds Nitrogenous

1975 - 68 77
1976 u o
1977 4 545?
1978 | }5if f45}
1979 (EST.) :34 ?;37

1980 (EST.) 57 57

Source: MAWD, NCZ and AID staff estimétes
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TABLE 5

GRZ Fertilizer Subsidy¥*
Per 50 ks. Bag

1977 - 1984

Average Subsidy as

Fertilizer Percent of

Subsidy Total Cost -

of Fertilizer

Year (Kwacha/Bag) (%)
1977 1.60 47
1978 1.86 48
1979 2.76 39.
1980 2.49- 57
1981 3.81 67
1982 4,38 70
1983 4. 83 72
1984 5.94 76

Source: MAWD, NCZ and AID staff estimates
* See Appendix I for explanatory notes.
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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 Majze

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

1977 - 1984

Average Subsidy as

Imported a Percent

Maize of Total

Subsidy* Imported

Maize
o » Cost

Year’ (Kwacha/bag) (%)
1977 nal Nt -
1978 18.61 69
1979 15.20 52"
1980 17.25 55
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

Average Domestic Domestic Imported Additional Cost of
Fertilizer Maize Maize Maize Imported Maize Subsi!

(Excluding (Including Above Domestic Maize

Year - Fertilizer) ~ Fertilizer) Subsidy

Kwacha Per 90 Kg. Bag of Roller Meal

1977 1.60 1.77 3.37
1978 1.86 1.92 3.78 18561 14.83

1979 2.76 2.07 4.83 10.37

-G0T-

12.36

1980 2.49 240 4.89 7.25
1981 3.81 2.51 6.32 17.85 11.53
1982 4.38 2.67 7.05. 18.48

1983 4.83. 2.80 7.63. 18.93

1984 5.94 3.01 8.95 19.30

Source: MAWD, NGz and AID staff estimate
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TABLE 9
1Estimated Quantities of Maize and Roller Meal
o . Marketed by NAMBoard

1977 - 1984
(Million 90 Kg. Bags)

Maize Marketed Roller Mealgl
B through NAMBoard Equivalent
Yéar‘ Domestic:/ Imported Domestic  Imported

1977; 7.4 - 0.5 6.9/ —

‘1978} 6.4 0.8 5.9 0.7
1979 3.7 3.9 3.3 35

1981 5.0 3 4s 31
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 > petcent per annur
increase in consumption from the base year of 1978.

2/ Uses a 90 percent extract rate.

é/ 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
 £§7$;' 10.8 1.1 13.0 24.1
1979 | é;iﬁkl 6.8 fi};53;2_ f 60.0
19#1;»' 171 fyli;3'f fj{?“ ;f55€5i:f : ;66;6
19555 22.3 f,i3§6f¥;f,f5% f5if;  = ];ééﬁj

1984 36.8 187 463 ~ 65.0

Source: MAWD, NCZ and AID staff estimaféég
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TABLE 11

With GRZ Estimates

Fertilizer

AID

9-9
10.8
9.1

907

17.1

22.7

27.5

36.8

GRZ
17.7

12.1

NA.,

NA
o
%NAL
N

NA

Source:

Millions of Kwacha

1977 - 1984

Maize

AID
11.0

24.1

66.3
66.6

65.3

65.0

MAWD, NCZ and AID staff estimates.
NA - Not available.

v60;0~

GRZ
26.4

18.0

Y

NA

o\
‘NA

 NA

Comparison of Estimated Total Subsidies

Total

AID

20.9

_‘34.9
1 69.1
760
yfgsgiiij

- 87.6

85.7

101.8

GRZ

66.2

©30.1°

kNA 

NA'

‘NA

‘NA

NA

NA
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TABLE 12

Alternative Subsidization Scenarios

Future
Trend
With GRZ
Financing
All Of
Maize
e Subsidy
XEEEf Costst/
1980 66.3
‘ 19811 66.6
1982 65.3
1983 58.2
1984 65.0

Millions of Kwacha

1980 -~

Scenario #1.

1984

Financing of Maize Subsidy:
2/

GRZ
66.3
60.5

58.1

53,9
47.5

USAID
0.0

12.0

- 12.0

- 10.0

Source: MAWD, NCZ and AID sﬁaff-estimates.

1/ From Table 10.
2
3

subsidy equals zero.

/ Negative number denotes surplus.
subsidy costs start to be reduced or lower consumer prices until

8.0

Scenario {#2

Scenario #3

GRZ  USAID
66.3 0.0
46.7 12.0
36.4  12.0

-50.43 0.0

GRZ
66.3
63.5
78.8

130.8

251.4

/ See Appendix III for assumptions on which those estimates are based.
With these reserves the fertilizer

USAID

0.0

12.0

12.0

10.0

8.0
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APFENDIX 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
stocks 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 fact that
as domestic ammonia 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.
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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 taize
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%

B 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 miliion bags maize
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REPUBLIC OF ZAMBIA

NATICKAL COMMISSION FCR DEVELOPMENT PLANNING

OFFICE OF THE PRESIDENT
NATIONALIST/MBITA RD
P.O. BOX 50268

LUSAKA

13th September,l1930
i.E. Mr. Frank G. Wisner, “
Ambassador,
Embassy of the United States of- ‘America.
LUSAKA.

Your Excellency

GRZ REQUEST FOR USAID COMMODITY LOAN FOR US
FISCAL YEAR, 1981.

On vehalf of the Government or 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 nrogramme 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 it this loan application could be
favourably considered as soon as possible to enable us to procure the
raw materials in time for the commissioning.

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 cheapsst source.

I await Your Excellency's favourable response to this request.

Accept, Your Excellency, the assurances of my very highest
consideration.

You; Si CEFEIW,
V‘-/”“fk-_/( ) /
- Ge M’p SAMARAIDO "
Actg.PermanLnt Secretary & Direc*or-Gennral
NATIONAL COMMISSION TOR DEVEIOPMENT PLANNING

c.Cc. Permanent Secretary,
Ministry of Finance,
LUSAKA.



ANNEX

Analysis of NAMBoavd's Fertilizer
sales, Imports and Beginning Stocks

'i. Summary and Conclusions

The GRZ aims to stock a minimm in-country supply of 50,000 MT of
fertilizers but prefers to maintain a one-year supply camposed 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
erpected 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
from 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
fl.e. maize) have been allocated most of the available space. Thirdly,
1f 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 the following crop
year.
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Table 1
Total Fertilizer Supply and
Utilization in Zambia

1975 - 1981
(00O MT)
Beginning  Imports  Production sales  Exports
Stocks T

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 1575 0
1981 (FOR) 185.1 9.0 /A 7.2 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 camposed of in-country
stocks and-shipments in the pipeline. With more fertilizer readily
available NAMBoard is better able 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 and the nation as a whole. '

ITI. 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 MI. 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 for
198l. 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

1980

1981

thousands of MT

thousands of MT

thousand of MT

Beginning Imports Sales Beginning Imports Sales Beginning Imports Sales
Stocks u.S. Other Stocks U.S. Other (Est.) Stocks Require- (Est.)
AID Sources AID Sources (Est.) ments
' (Est.)
A 0.3 - - 0.2 0.1 - - 0.1 - - -
C 11.1 - - 4.3 6.8 - 5.0 4.7 7.1 6.0 5.2
U 5.8 - - 1.3 4.6 - - 1.4 3.2 - 1.6
R 16.0 10.5 25.9 26.4 26.0 40.6 - 29.1 37.5 25.0 -32.0
X 10.4 19.8 - 20.0 10.3 10.0 27.5 22.6 25.8 5.0 24,1
D 43.1 - - 28.0 15.1 - 20.0 30.8 4.3 450 '33.9-
Urea 60.6 39.0 - 42.4 57.2 - 54.0 46.6 64.6 15.0 51.3°
AS 10.1 - - 0.9 9.3 - - 1.0 8.3 = 1.0
Sodium Nitrate 1.2 - - 0.2 1.1 - - 0.2 0.9 - 0.2
SSP 1.6 - - 0.1 1.5 - - 0.1 1.4 - 0.2
TSP 7.6 - - 1.6 6.0 - - 1.7 4.3 - 1.9
MOP 1.4 - - 0.1 1.3 - - 0.1 1.2 - 0.2
SOP 0.7 - - 0.1 0.6 - - 0.1 0.5 - 0.1
Total 169.9 69.3 25.9 125.6 139.9 50.6 106.5 137.9 159.1 96.0 151.7
(Local) AN 13.2 - 25.3 17.8 20.7 - 25.0 19.7 26.1 NA 21.6
Grand Total 183.1 69.3 51.2 143.4 160.6 50.6 31.5 157.5 185.2 NA 172.3

Source: NAMBoard, August 1980.

-ITT
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Table 2 summarizes 1981 fertilizer imports by type. No 51gn1f1cant
change has occured in the composition of 1981 forecasted fertilizer imports
as campared 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 high:
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 ammonium 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 figqures 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
ke 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 and 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
imports paralleled that for urea. In 1979 beginning stocks exceeded
sales by about 15,100 MI'. Much of the 57,400 MT imported in 1978,
1nclud1ng the 40, 200 MT of AID-financed produut appeared as beq1nnlng
inventory in 1979 Only 20,000 MT 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 MT
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. &s 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 ammonium nitrate locally from Nitrogen Chemicals
of Zambia (NCZ). Ammonium nitrate is not subject to the vicissitudes
of overland transport as are the imported products. Since 1977
NAMBoard has procured approximately one half of NCZ's ammonium nitrate

production.



- -120-

TABLE 1

Historical FertilizéfiSupply and Utilization Tables. 1975-81.
V R "thOusandsfof,MT)

Urea

: Year Beginning Imports Sélés
Stocks ‘
1375 1.061 ‘ 40 32.043
1976 9.018 51.18 46.78
1977 13.418 49.82 47.713
1978 15.525 72.6P) 27.536
1979 60.589 30.012 () 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 () 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.)

CompdundffR'

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) g4 (@ 16.709
1979 16.021 (b) 36,4 (P 26.445
1980 25.973 (c) 40.620 () 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
* X *

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 Produc*ion 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, Sodium Nitrate,
SSP, TSP, MOP, SOP)
Year Beginning Imports Saléé
Stock's
1975 15.453 31.58 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 Facillity

I Background and Summary

Nitrogen Chemicals of Zambia, Ltd. (NCZ), was
formed in 1967 as part of the Industrial Development
Corpeoration (INCECC), 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 197C and Kobe
Steel remained until 1971 to assist with cverall 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 197€, Zambilans
took over as general manager, production manager and chilef
engineer in addition to a number of other managerlial 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 1s 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 comrmissioning (start-up). Commissioning 1s expected
to start November 3, 1980 and commercial production is
scheduled to begin July 1981.

The fertilizer facility was initizlly 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 K2€¢ million, ¥
an overrun of 1287. Taking into account this capitaliza-
tion structure, depreciation, estimated operating costs
and profit margin, NCZ estimates that 1t will cost about

*U.S. $360 million equivalent
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50% more to produce fertilizers domestically than to
import the finished product. 1In order to put the plant
on a more firm flnanclal footlng 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 tc the
GRZ must be welghted other faztors providing direct and
potentlial 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
varlous congested inland transportation routes. Cost
savings may also be realized in the future if (1) oil
Frices continue to increase faster than coal such that
NCZ'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-sufficlency.

It is concluded that even though the plant plans &
heavy financial burden on the GRZ, the foreign exchange,
transport, and other benefits welgh significantly in
favor of the plant. 1In 2addition, the plant's financial
posture could possibly strengthen in tho future as indi-
cated above.

IT. Technlcal Analysis

A. Exdsting Production Capabilities

Nitrogen Chemical of Zambia, Ltd. (NCZ) began
produccion in 1971-72. Table 1 summarizes NCZ's produc-
tion history.
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LTABLE L

Production History

Nitrogen Chemicals

of Zambia, Ltd.
(000 MT)

YEAR AMMONIA NITRIC ACID AMMONIUM NITRATE

1971-72 15.0 25.4 32.5

29.3

1972-73
1973-74
1974-75
1975-76
1976-77
1977-78

1978-79

1979-80

Source: NC2Z

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 acidE/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 coalg/, NCZ obtains the necessary
hydrogen. Nitrogen is obtained through the
liquification and pantial distillation of air.
Using the standard Haxpr process, the nitrogen
and hydrogen are reacte% to yield ammonia.

A

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
Sulfuric Acid o 60.0.- 60.0
5. Ammonium | o
Sulfate 0 50.0 - 50.0
6. Compound S
Fertilizers 0 172.5 142.5

The carbqn dioxide generated in the coal gasification
L proce;s 1s captured and sold to the local beverage industry
L/ Ammonia is an input into the production.
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,TABLE'ZW(cont'd)

of which A (0) (1.3) (1.3)
c () (11.5) (11.5)
v (0) (4.8) (4.8)
D (0) (47.9) (47.9)
R (0y (22.7) (22.7)
- x (0) (54.3) (54.3)
TOTAL 114.5 586.1 471.6

Source: NC2Z

, 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 nltrate 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 whici 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 rertilizers. 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.

N Nitrogen Phosphorus Potassium ‘Sulfur  Boron

Mixture (N (P,0¢) (Ry0)  (8) (B)
A 2 18 10 0.1
c s 18 o o0l
?D? ;laf ﬁ?di LU iof 0
R 20 20 0 10 0

Source: NC2Z

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
(S8SP), 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.
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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
D 440 109 48,000
R 330 69 22,600
X 485 112 54,400
330 142,320

Source: NCZ

It should ke ncoted 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
commissioninc of the NPK plant, annual NPK output
would approximate 123,300 M1 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 NC2'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
Nameplate (est.) (est.) (est.)
Product Capacity 1979 1980 1981
A | 1.3 0.2 0.1 -
C 11.5 4.3 4.7 5.2
\'2 4.8 1.3 1.4 l.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 unti) 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 sSSP TSP KSo KCL Clay
A 9 = 174 208 298 = 10
e 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's imported requirements
are presented in Table 7.
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TABLE 7

- Imported Raw Material Requirements
"Nitrogen Chemicals of Zambia, Ltd.

(MT)
Pre7Comm~ Pos?-Cgmm- Full Pro-
issioning issioning duction
1980/1981 1981/82 1983/ 84
- Borax 169 48 " 68
MOP - 480 255 . 36l
sop 5,650 9,889 1,47."60'.9‘_7
sSSP 2,540 1,498 2,122
TSP 5,900 16,130f' ‘ééf%ﬁ%
paP 11,830 15,752 22,815
Coating agent 460 479 91?22
TOTALS 27,029 44,051 62,905

Scurce: NCZ

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 arium 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 and
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-

operational procedures are rather simple and standard
for the industry. The compound fertilizer factcry
should attain a high percentage of rated capacity
wlthin 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. HMaterials for testing the system need to be in
east or southern Africa ports by January 1, 1¢81 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, hzving the
materlals for the start-up is important to the opera-
tlonal success of the compound fertilizer factory.

2. Fertilizer Processing

Materials to be used in compound fertilizers
wlll 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
nltrate plant to the granula