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I. RECOMMENDATION AND SUMMARY

A. Recommendacion

It is recommended that AID authorize a US$20 million loan to
the Government of the Republic of Zambia (GRZ) to be used for
the procurement of fertilizer products and related services.
They shall have their source and origin in the U.S. except
possibly for charges related to ocean transportationm.

Repayment to AID in U.S. dollars is to be made wvithin forty
years after the first disbursement, including a grace period
on repayment of principal not to exceed ten years. Interest
is payable to AID in U.S. .dollars at 2% simple interest per
annum during the grace period and 3% simple interest per annum
on the declining balance thereafter.

B. Summary and Economic Update

Zambia has severe shortages of foreign exchange and a large
negative balancs of payments position. There are few production
linkages between industry/agriculture/GRZ and comsequentially
there 1s a high dependence on imports. There are food production
shortagas and farm income imbalances with the urban sector.

AID/Zambia has concentrated its efforts on the agriculture
'sector as the area with the greatest potential for sustained
growth, individual initiative, and with major significance for
the nation as a whole. Within the agriculturc sector CIP imports
have been concentrated on fertilizers in recent years for the
following reasons:

l. Zambian agricultural production is highly dependent on
fe:tilizer.. .

2. Fertilizer is used by farmers at all levels.
3, Fertilizer usage increases production and income.

4. AID assistance will constitute a significant percentage
of Zambian fertilizer requirements.

5. Procurement and transport of fertilizer materials imported
from the U.S. can be done quickly and efficiently, thus
minimizing the administrative burden on AID/Zambia staff.

6. U.S. fertilizer prices are amongst the lowest in the world.

7. Zambia is dependent on fertilizer imports. AID can assist
at a substantial saving to Zambia.
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Additionally the assistance helps with foreign exchange and
80P difficulties., Fertilizer assistance can be provided in
two forms, either as finished compound fertilizer or as raw
materials used in the manufacture cof compound fertilizers.,
The commissioning of the Nicrogen Chemicals of Zambia (NC2Z)
fertilizer manufacturing plant makes raw material importation
a possible altermative.

Economic Analzsis

1. The NCZ fertilizer plant employs 613 people, increasing

to some 780 employees by 1984. They represent a total population
of some 4,700 supported by one factory. Direct importation of
fertilizer will not directly help create jobs,.

2. Foreign exchange savings from both optioms are major, a
direct $20,000,000 in each case. The foreign exchange cost

of compounds imporcted is roughly $420 per ton. Raw material
components imported cost about $310 per ton of fertilizer
produced locally. Foreign exchange savings through the import-
ation of raw materials is therefore $110 per ton. For the
estimated production of 68,000 tons, the savings are $7,480,000
for locally produced fertilizer.

3. The NCZ plant uses natural resources that'might not otherwise
he used, such as some coal, water resources, pyrites and lime.

4. Some transport congestion will be eased by imporcing raw
materials vs. finished compounds, as less materials are brought
in (for tennage sold) and the shipments can be staggered.

5. The variable economic costs of producing fertilizer at

NCZ from the imported raw materials to be financed under this
pregram, calculated with appropriate shadow prices to approximate
the opportunity cost of labor and thd true scarcity value of
foreign exchange (both costs and savings), are 32-41 percentc less
than the average costs per tom of importing the final fertilizer
compounds directly. These savings are 21-31 percent (increasing
each year as the higher initial costs are redrced) even without
shadow prices. Even when fixed (or "sunk") economic. costs of

NCZ production are counted, (but not taxes and other domestic
transfer payments), the analysis indicates they remain leuss in
economic terms than the cost of final fertilizer imports, resulting
in economic cost savings which rise from 5.9 percent the first
-years to 24 percent in years 3 and beyond.

6. A preliminary analysis suggests that the level of fertilizer
sales is one of the major determinants of the amount of maize
supplied to official marketing channels,



Financial Analysis

The financial analysis reflects the recent 20 percent devaluation
of the kwacha foreign exchange rate. It indicates chat present
import parity prices for finished fertilizer compounds would be
sufficient to cover NCZ financial costs by year 3, though losses
of 14 and 4 percent would occur in years 1 and 2, respectively.
These losses are attributable to depreciation charges and domestic
interest and tax payments, the former representing a fixed, or
"sunk", cost and the latter two domestic transfer payments. A
further devaluation of the kwacha would reduce or eliminate cthese
comparative losses.

Therefore it is concluded that AID assistance should be made avail-
able for the purchase of raw materials needed for compound
fertilizer manufacture at the NCZ factory. The raw materials
required include the following:

Di-ammonium phosphate 13,000 metric tons
Triple super phosphate 20,000 metric tons
Pctassium sulphate 1,000 metric tons
Chemicals and catalysts . 1,000 metric tons
Coating agents ' ,_1,000 metric tonms

Total 36,000 metric tons

Support Measures

Under the CIP loan several measures supportive of the AID/Zambia
program will be negotiated with the GRZ. These measures are
consistent with the goals of increased food production and
increased farmer income, as expressed in the AID/Zambia CDSS and
the GRZ development strategy. They are a continuation of the
thrust of support measures and currency attributions included in
previous PL 480 agreements and CIPs. They are seea as steps in
the effort to realize self-sufficiency in food production and an
equitable income in the Zambian farming community.

Under this agreement it is recommended that the Government of the
Republic of Zambia:

a. Continue appropriate incentives, especially in pricing
structures, to farmers and marketers for the encouragement
of production increases in maize and other food crops
needed to meet national requirements. The level of
incentives should be determined through a careful review
of production and marketing costs.

b. Continue to reduce the subsidies present in the sale of
fertilizers and of produce sold to millers or consumers.
Parity with equivalent import costs of these goods should
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be met within a specific ctime period (especially for maize
and fertilizers). Subsidies/resticutions pald by che GRZ
for marketing, transport, storage, handling and overheads
of agricultural products should be eliminated wicthin a
mutually agreed upon time period (perhaps within five years)
and these expenses should be included in the sale price of
‘the commodities.

c. Continue to conduct a series of reviews and studies which
address critical agricultural issues and that will be usad
to help guide GRZ policies. Such analyses would include:
‘a review and analysis of current export/import policies
which affect the agriculture sector; a review of current
technological recommendations for all crop iaputs; a study
and analysis of the potential for procuring raw materials
locally for fertilizer production; a review and study of
agricultural input requirements and availability in Zambia; and
production costs of agricultural products from planting to
consumption. '

d. Decide jointly witch AID/Zambia the utilization of the local
currency acttributable to this loan agreement and meet
periodically to review the progress made to date. The
priorities for the use of these currencies are: to support
price incentives; to s«rengthenm the agriculcural infrastructure
through assistance to the marketing system; to provide local
currency for certain studies and reviews; and to assist with
the improvement of agricultural management and technical
capabilircies.

Ecomomic Update (as of February 15, 1983)

The descriptive analysis of the Zambian economy developed in July
and August of 1982 and presented in Part III of this paper is still
generally valid, and more detail on cercain aspects of the gsituation
has been presented in the FY 85 CDSS of February 1983. Part IV
below has been rewritten to include some of the new analysis
prepared for the CDSS, to update cartain information, and to address
some of the specific questions raised in 82 State 331762. The
Economic and Financial analysis section of Part V has been revised
to:

(1) Include a new section comparing the ecomomic (as opposed

to financial) costs of producing fertilizer compounds at NCZ from
imported raw materials, as proposed in this PAAD, with the
alternmative costs of importing the compounds directly in final form.

(2) 1Indicate che effect of the January 1983 exchange rate
devaluation on the finmancial analysis of NCZ, although time and
data constraincts preclude a complete revision of the fimancial

tables of Appendix E.

This section discusses the major macro-economic reforms announced
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since Part III was written in the summer of 1982 and discusses
specific macroeconomic issues raised in 82 State 331762 not
addressed elsewhere in the revised sections below.

On December 27, 1982, consumer price controls on all goods
except maize, maize meal, wheat flour products, and candles
were revoked, allowing retailers and wholesalers to raise
prices sufficiently to cover costs of processing, handling and
distribution even to the remote areas. This should improve
both the availability of consumer goods in rural areas and the
profitability of firms previously constrained to absorb many

of these costs, consequently reducing the need for loans and
subsidies to cover losses, as well. That controls over uniform
agricultural producer prices were not revoked, and the implica-~-
tions of this for agricultural production, is discussed in Part
IV, below.

On January 7, 1983, a 20 percent devaluation of the kwacha
against the SDR was announced, along with a limit of § percent

on wage increases in 1983 for lower income workers and no
increase for higher income workers, as parts of a GRZ effort

to stabilize the economy and, in the process, to reach an
agreement with the IMF on a one-year standby credit program.

The magnitude of the devaluation was not considered by some
observers to be large enough to restore equilibrium in the
foreign exchange mark:ts. However since it means imports will
cost the Zambians 25 percent more kwacha than before, it represents
a significant policy change on the part of the GRZ in what is
generally agreed to be the right direction. The decision to
limit wage inzreases to 5 percent, in view of the current rate

of inflation of 12 percent or more (and probably higher this

year due to the price effects of devaluatiocn and the continued
inflationary impact of the large budgetary deficits), especially
when taken in conjunction with other measures that will substan-
tially raise prices of consumer goods, represents considerable
political ccurage in an election year. Since the January
devaluation simply restored the kwacha purchasing power parity

to the approximate 1979 level and left it still overvalued, it is
hoped the the GRZ will be able to continue its exchange rate
adjustment process in the future. Nevertheless, while encouraging
the GRZ to do more, the significance of its recent decision to
make some difficult policy changes should not be underplayed.

The excess demand for imports has been controlled by relatively
high rates of effective tariff protection (particularly on food,
textiles, wood and furniture products) import licensing and a
foreign exchange allocation system. Nominal tariff rates average
about 15 percent, but they are much higher on manufactured goods
and lower or noun-existent on intermediate and capital goods, )
leading to high "effective rates" of protection in many industries.
Highest priority in foreign exchange allocation is given to raw

x4
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materials, mining equipment and certain foods (e.g., wheat,

rice, milk and cooking o0il); other intermediate and capical-
goods are next, followed by nonfood consumer goods; while

luxury consumer goods receive the lowest priority. Imported
goods that compete with domestic production also receive low
priority or are not allowed. Thus, the priorities of the

foreign exchange allocations system reinforce the protective
effects of the tariff system. There does not appear to be a
clear, publicly announced rationale behind the import licensing
and foreign exchange allocation system in Zambia, and this causes
considerable uncertainty within the business community. Business
decisions concerning production and investment are dependent on
complicated and judgemental bureaucratic decisions, and this
adversely affects the development of the manufacturing industry.

Foreign exchanga controls are presently so tight that leakages
of foreign exchange through the blackmarket are not thought to
be of very large magnitudes, though this may also be due to the
reluctance of foreign exchange holders to purchase the Zambian
kwacha at any price, given the depressed state of the econony,
the scarcity of consumer gocds to purchase, and the extreme
difficulties of converting kwacha back into foreign exchange.
As a result of the limited supply of foreign exchange in the
unofficial, as well as the official markets,the blackmarket
kwacha rate for the U.S: dollar is currently reported to range
between K2.00 to 2.50, or between 70 and 112 percent above the
current rate of K1l.18.

There has also been some indication that the GRZ 1is considering
an upward revision of its interest rate structure as another parec
of 1ts package of reforms, but a final decision on this measure
has not yet been announced. At present, interest rates on loans
to manufacturing are 10.25 percent, which is negative in real
terms since the inflation rate remains higher than thac.

Agricultural creditc has long been scarce for smallholders, but
since 1979 it has become a major problem for all producers.

Heavy credit demands by the GRZ itself to finance the growing
budgetary deficits, coupled with attempts to restrict the overall
growth of credir in the society to comply with IMF stabilization
agreements, have sharply reduced credit availabilicy to the
agricultural sector. In addiction, the poor debt service
performance of the borrowers and the unrealistically low on-
lending interest rates charged by parastatal lending agencies
have resulted in heavy operating losses and a steady decapita-
lization of lending agencies. The goverument is presently trying
to establish a new parastatal credit organization, the
Agricultural Development Bank, with freshly supplied capical funds
from external sources, to deal with this situation and to expand
lending activities to the heretofore neglected smallholder and
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emergent farmers. Substantial reforms will be required,
however, for the new effort to succeed. .

The 1983 GRZ Budget was presented near the end of January.
Its main features were summarized -and discussed in Lusaka
00454, Several sales taxes and customs duties are to be
increased to raise more revenue, which fell in 1982 due to
the recessionary decline in the tax base* and contributed

to the record overall deficit of K546.5 million (17 percent
of GDP). Recurrent expenditures are projected at barely

more than 1982 actual levels, despite a 12 percent expected
rate of price escalation, while capltal expenditures are to
be reduced 20 percent below last year's actual level in
nominal terms. The overall deficit is projected at K316.3
million, still high at 8-9 percent of expected GDP, but
considerably less than in 1982. Abour half of the projected
deficit, or only F152 million, is expected to be financed by
the Central Bank, as opposed to K461 million in 1982.
Government subsidies for fertilizer use and maize consumption
are projected to decline from K153.4 million in 1982 to K82.9
million in 1983. However, the maize consumer subsidy is

- subject to an increase if maize production shortfalls require
higher-priced imports.

The macroeconomic policy objectives announced in the budget
presentation provide some indication of the direction in which
the GRZ is trying to move. These include:

l. Restrain inflation by reducing Central Bank borrowing.

2. Improve the balance of payments by diversifying exports
and reducing the outflow of foreign exchange.

3. Encourage the utilization of domestic raw material inputs.

4. Sustain agricultural growth with better technical
agsistance and extension services.

5. Stimuliate capital investment.

6. Increase employment opportunities and assist small-
scale irdustry.

While the policy reforms and budget estimates announced so far

are nct sufficient to achieve these objectives satisfactorily,

they are a positive indication the GRZ is seriously trying to

move in that direction, despite the strong domestic political
pressures to the contrary about which the authorities frequently
express concz2rn. It rewains AID/Zambia's belief that if the GRZ,
with sufficient financial support from the international community
to ease the economi:c and political trauma of the transition period,
can be persuaded to continuc along this path of reform, the long
decline of the last dscade or so can be halted and reversed, and

*Total real GDP was estimated to have declined by 6 percent or
more in 1982, compared with 1981.



the substantial agricultural and induscrial'potential of the
country can begin to be more fully realized.

The proposed FY 83 Commodity Import Program and subsequent follow=on

programs are well-suited as support packages to buttress AID's
own recommendations for reform. They will help directly to
reduce the foreign exchange constraint and improve the balance
of payments, thereby permitting higher levels of fertilizer

and other inputs needed to keep the Zambia ecomomy going. The
concentration on fertilizer is designed to assure a higher
level of this vical input availability in Zambia to permict
increasing food production, which not only increases farmer
incomes but also avoids higker levels of food imports and

theilr associated foreign exchange costs and, it is boped,

Wwill eventually lead to higher levels of agricultural exports.
By increasing the efficiency of food production, the fertilizer
also helps keep marginal costs, and thus the producer price
levels necessary to stimulate the required supply, lower than
they would otherwise be, thereby reducing either the consumer
price for food or the consumer subsidy burden of the government.
By using the continuation of the CIP as both a bargaining tool
and an instrument of constructive support to help the &RZ
accommodate what it perceives as difficult policy reforms,

the AID program can help achieve a package of reforms that will |
improve investment incentives, rationalize resource allocation
and reverse the decline in per capita income.

II. POLITICAL SITUATION

A. Background

Upon attaining Indeperndence in 1964, the Republic of Zambia

was established with a single legislative house. A new
coustitution was promulgated in 1973 creating a "one party
participatory democracy”. The 1973 constitucion provides for

4 strong executive branch and unicameral parliament (National
Assembly). Under the unew system, a 25-member Central Commicttee-
formulates national policy and the Cabinet executes the policy.
The sole legal party is the United National Independence Party
(ONIP).

The major figure in Zambian politics is President Kanneth Kaunda
who was selected as the first president in 1964 and has been
re-elected president in every election since then. BHe has wide
popular support and has proven himself capable of bridging
rivalries that have existed among the country's various regional



February 1983

5 L]

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

Reflecting this philosophy, the Goverament's constitution
provides extensive guarantees for the protection of basic

human rights. These guarantees have not been seriously impaired
despite the guerrilla movements that have operated in recent

years along the country's borders with Namibia, Zaire, and Zimbabwe.

Freedom of speech and press are somewhat restricted. Political,.
activities are subject to control by the single party, buz the
country does not suffer from an atmosphere of repression. .

In foreign affairs, Zambia follows a policy of non-alignment.
Its major foreign policy concern is to promote a transition to
majority rule in Namibia (South West Africa) and South Africa.
Zambia had worked for the peaceful tramsition to independence

7
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in Angola and Mozambique (1975). Zambia was also active in
working for a merger of black natiomalist movements in Zimbabwe
(then Rhodesia) and for helping with 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. Most recently,
Zambia has met with South Africa to discuss political
differences in the region. This was widely seen as an
important step to getting the parties talking about solutiouns
to the problems in southern africa.

Be U.S. - Zambia Relations

Although the United States and Zambia have differing viewpoints
on some interunafional issues, relations between the cwo
countries until recencly were amicable-. The United States
shares Zambia's concern for the promotion of self-determination
and majority rule in che white controlled areas of southern
Africa. In support Jf thesé goals, the U.S. Government bans
the sale of arms for use in Souch Africa and discourages naw
American iavestment in Namibia. Zambia would prefer that the
United States take a more vigorous role or stamd on the
apartheid issue. ~

In June 1981, Zambia expelled two U.S. diplomats om charges of
interfering with Zambia's internal affairs. Although relations
between the two countries were strained, they are moving back
towards the levels experienced in the past (the reader should
review Lusaka 1071 of March 16, 1982, Lusaka 1505 of April 13,
1982, and Lusaka 2225 of May 27, 1982 regavding the political
events in 198l which affected the AID strategy and program in
Zambia). There nas been a reaffirmation of AID's strategy and
renewed proposals for a future ecaurse of accion which included
the continuation of a Commodity Import Program Ko ausist
Zambia's nagging balance of payments problems while at the same
time supporting and influencing GRZ policy in the agricultural
sector.

The United States foreignm policy in southern Africa is to
support self-determination, majority rvle, and equal rights and
human dignity for all people of the region. The focal point of
this policy was concentrated on Zimbabwe until its transitionm
to majority rule im April 1980. Prior to this traansition, the
U.S5. 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 settlement. Now that
maJorLCy rule has been established in 71mbabwe, Zaabia is using
its influence to encourage change to majority rule in Namibia
and South Africa. President Kaunda's comtinued abxlzcy to play
a congtructive and moderatzng role in those countries still
under minority rule has in part been undermined by Zambia's
preseant economic crisis, the worst since Independence. The
crisis is primarily attributed to the rapid and prolonged
decline in copper przces from mid=1975 through 1978 wich
significant declines in coppeu cutput thereafter; to the
resulting inadequate adjustments in GRZ spending and
development plans; and to the heavy cost of sanctions applied
against Zimbabwe prior to its transition to majority rule.

Over the past year the situation has been exacerbated further
by the GRZ's continued inability to show financial discipline
and the effects of the drought in reducing agricultural output.

The U.S.A. has, as a‘'further incentive to the maintenance of
good relations with Zambia, economic ties which flaveor its view
and approach. Zambia enjoys a favorable balance of trade with
the United States and has significant positioms in U.S. markets
for copper and cobalt. Zambian=U.S. bilateral trade has
averaged about $150 milliom (k119.3 million) per year over the
last three years. Through the Export=Import Bank, the United
States has provided millions of dollars in financial guarantees
to American exporters which enabled them to continue doing
business with Zambia during the difficult Rhodesian war period
when the Zambian economy was suffering the combined effects of
the war and low commodity prices. Lines of credit activated by
1981 included over $33 million to the mining xndus:ry. There
are also US agricultural market development opportunities in
Zambia for wheat, rice and vegétable 0il (see FY 1982 Title I
request).

C. U.S. Economic Assistance Program

1. AID Strategy

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
its continuing economic and financial crisis. This is being
done by providing balance of payments suppovt through the
Commodity Import Program (CIP) and the PL 480 food aid
program. As Zambian policy measures to promote the



diversification of the economy contianue, and as the prospects
for economic recovery improve, U.S. stabilizationm assistance is

gradually being supplemented by a longer view development
program. :

The AID program supports the objectives of the Govaranment's
Third Naticnal Development Plan (1979-1983) and Three Year
Investment Plan (1981-1983). These plans aim to diversify the
economy by giving prioricy development emphasis to agricul!cure
and rural development. The AID program concentrates on these
areas. AID's assiscance will help Zambia move away from heavy
reliance on reveanues from copper, thereby cushioning future

development efforts against the volatile finamcial fluctuatious
characteristic in the past.

2. Aid Program Elements¥*

(i) Commodity Import Proéf?h

AID initiated a program of commodity assistance to Zambia ia FY
1973. Since then resource transfers under this prvgram have
totalled USS$L1l5 million., By providiag foreigm exchange to
purchase essential imporcts, this assistance is aiding the GRZ
in its efforts to recover frouw severe balance of payments
diffficulties. Most of the commodities imported under this
program have been for use in the agricultural sector; e.g.,

‘fertilizer, fercilizer raw materials, stockfeeds, spara parts

and equipment for vehicles used in agricultural pruduction and
in transporting these commodities. The local curreacy
attributions have been used to support the GRZ's matiounal
budget, with an emphasis on agriculcture. Among other things,
the monies have been used to support producer price increases.

(ii) PL 480

Total PL 480 Titles I and II aid ovar the 1975-31 period was
U.S.$3.4 millica. The program for FY 1982 was G.S.§7

*Also see FY 1982 Congressional Presentation, pages 495=503 and
Table 1. All tables referenced are in Appendix B.



million. A U.S.510 million program is proposed for FY
1983. PL 480 helps Zambia with its foreign exchange
requirement and provides essential food supplies.
Self-help criteria designed to encourage comestic food
Production is a major feature of the program. Local
currency supports agricultural policy change, programs and
projects.

(iii) Technical Assistance
“

AID's gradual transition to an extended development
assistance program was initiated im FY 1980. This program
is directed towards AID/Zambia's two basic objectives: (1)
to increase small farmers' incomes; and (2) to increase
food production. The Zambia Agricultural Training,
Planning and Iastitutional Development Project (611-0075,
$4.8 million) is important to the overall program. On the
basis of this activity, priority policy issues aud
supporting program interventions are identified. AID
assistance will help strengthen the GRZ's capacity to
analyze, define, and implement development policy,
particularly as it relates to agricultural development.
The Agriculture Research and Extension Froject (611-0201,
$12.5 million) seeks to establish a crop specific research
capacity as well as an on~-farm research approach in omne or
two geographic areas, aimed at increasing small farmer
ircome and at increasing the GRZ's capacity for managing
and replicating such programs. .

(iv) Other U.S. Economic Assistance

In additiom %o the U.S. bilateral aid program the U.S.
indirectly supports Zambia's development efforts through
multilateral institutions. The U.S. is the single largest
doror to the World Bank group, provides the United Natious
with about 25X of its total budget, and is the largest
subscriber to the International Monetary Fund. Zambia has
benefited substantially from the economic and financial
programs of these institutioms for many years. The U,S.
has also provided U.S. Export-Import Bank loans and
guarantees and Overseas Private Investment Corporation
(OPIC) guarantees.

A\ I
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III. ECONOMIC SITUATION

A. Structure of the Economy

1
The Zambian economy is composed of a comparatively large
urban sector (dominated by the mining industry) and a
rural agricultural sector. Over 40 percent of Zambia's
population of 6 million (1982 estimate, growiang at 3.2
percent. per year) live in urban areas making Zambia one of
the most urbanized societies among African developing
countries. ’

Both the urban and rural sector economies are markedly
dualistic. Th~ urban economy is split between a moderm
and capital intensive formal sector, and an informal

sector characterized by relatively low skills levels and
activities which are comparatively labour intensive. Wage
inequalities also distinguish the modern sector. The
average wage in the informal sector is believed to ve less
than 40 percent of the average formal (modern) sector wage.

To a large extent, the rural agricultural economy retains
the same dualiscic structure it had at Independence.
There are roughly 400 comparatively large modern
commercial farms located on the line-of-rail* and other
ma jor transportation arter.es. These farms produce 20-30
percent of all officially marketed production, and over 40
percent of all officially marketed maize, the country's
staple. The remainder of cthe rural agricultural economy
is dominaced by roughly 600,000 subsistence oriented
farmers who for the most part are widely and sparcely
dispersed. .

Income disparities between and within the rural and urban
sectors, although large, have improved since 1977.
According to the most recent survey (for 1979, released in
1982), average earnings in the agriculture sector were
Kw.919 per annum compared to K3,306 in the mining sector
and K1,968 in che manufacturing sector. Since 1977, the
agricultural workers wages have gained 3%

*Farmers located near the railroad line which runs from
Livingstone to Zaire and Tanzania.
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and 5% on wages in the mining and manufacturing sectors
respectively. Cash incomes for half of Zambia's 600,000

subsistence oriented farmers were estimated to be K60-70 per
annum in 1977,

Mining is estimated to have accounted for 26 percent of real
GDP in 1981 (Table 2b). Other major contributors to GDP were
agriculturure, 13 percent; manufacturing, 12 percent; and
services 17 percent. Since Independence in 1964, mining's
share of GDP has declined from 53 percent to 26 percent in
1980-81. Over this period agriculture's contributionm has
declined by one percent. Services and manufacturing have
increased from 9 percent to 17 percent and 7 percent to 12
percent respectively. Despite the mining sector's relative
decline, the industry remains the Primary determinant of
Zambia's economic and financial performance.

The Zambian economy has been affected by President Kaunda's
philosophy of Humanism. In economic terms this has led to a
mixed socialist-capitalist system which seeks to achieve an
equitable distribution of economic power, Having inherited an
economy with a capitalist.c, private ownership orientacion, the
structure las changed significantly to a mixed economy with a
heavy emphasis on government participation through parastatal
organizations. Many parastatals were created through
nationalization of existing firms. Over half of the GDP 1is
generated by parastatals and they are predominamt in most
productive sectors, with the exception of constructionm and
agriculture. As a group, parastatals employ 43 percent of all
wage earners, while the government empoys 22 percent and

private companies account for the remaining 23 percent. (Table
3).

Zambia, although landlocked, has a significant natural resource
base, primarily in the form of minerals and arable land.
Revenues froa mining are steadily declining, as has production
since 1975. As a result, GRZ has begun to pursue policies
which are intended to decrease the economy's dependence on
mining and expand the importance of agriculture and
manufacturing. Gross domestic investment in 1981 equaled 23
percent of GDP, with 26 percent of this investment financed
from domestic sources and 74 percent financed from external
grants and loams. All efforts to restructure the economy have
been seriously hampered by the current economic crisis.

YA
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B. Development of the Economy

l. General: During the first ten years of independence the
Zambian economy averaged a raal growth ia GDP of about 2.3
percent per anaum (T.bles 4 and 5). However, due to an average
population growth race of 2.7 percent per annum, real GDP per
capita declined 0.5 percent per anaum. Zambia's second
development decade has not been promising. Real growth ia GDP
during the 1974-1978 period declined to 0.3 percent per annum.
It dropped to minus 2.3 percent per year during the 1978-1981
period. As a result of an upward revision of the population's
estimated growth..of 1.2 perceat per ananum, real GDP per capita
declined an average of 3.7 perceat during 1974-1978 and 4.3
percent per annum during 1978-198l., The 1981 level of real per
capita GDP was roughly 30 percent below che 1964 Independeunce
level. , :

Zambia's record is not unique by African standards. During the
same period, some 15 other African countries axperienced . :
declining levels of real per capita income. Furthemmore, by
the end of the 1970's, economic crises were batterinyg even the
high growth coumctries like Kenya, Malawi and Ivory Coast, also
compelling them to davelop strategies for restructuring their
ecomounies.

Zambia's second decade of development s demonstrated its
vulnerability to external ecomomic and political events
including the oil price increases, the intermational recession,
and the political and military occurrences in Angola, Namibia,
Zaire, and Zimbabwe. In addition, a 40 percent drop in copper
prices was followed by significant reductions in copper outpnt
and had lead Zambia into its curreat fimancial hardships. The
dacline in political and military activity in the area has
mitigated these problems somewhat. Unfortunately, the GRZ's
internal political situation has exacerbated the status.

2. Employment aud Wages: Zambia's labour force is growing at

roughly 3-4 percent per annum. As a resule, 1981 saw an
additional 63,000 ‘entrants into the job market. GRZ labour
statistics focus omn jobs in the formal sector¥ such as mining,

*Positions which provide formal employee records, contribution
to pension funds, etc. are included.



privacte and parastatal industries and government. Total formal
employment has stagnated since the mid-seventies. A factor has
been the IMF/ILO pressures on the GRZ to limit the total public
and private wage bill. In 1977=79 the IMF found excessive real
wage levels in the formal sector as evidenced by the growing
gap between formal paid employment and the labour force and the
rising labour costs per unit value added in most sectors of the
ecomomy. Pressure from an IMF and ILO task force study has led
to limitations in government wage increases. Other GRZ efforts
to control the overall wage bill in the private sector have
contributed to reducing any substantial growth in formal
employment. In 1981, formal sector employment grew by less
than one percent. More importantly, formal sector employment
is mot a large share of the total labour force. During the
1977-1981 pericd, formal sector employm2nt averaged 20 percent
of the total labour supply. (Table 6). ’

The Third National Development Plan (TNDP) candidly
acknowledges the magnitude of the employment problem. Under
oprtimistic conditions, the TNDP estimaced that formal wage
employment would absorb only one fourth of the estimated
increase in the labour force during the 1979-1983 period, with
Bo coatribution made to absorbing the backlog. The immediate
implication of this is that the country will have to rely
heavily on the opportunities of self-employment in both the
urban and rural areas. With rural to ,urban migration rates of
Twughly 6«7 percent growth per annum, and the estimiate that
over 40 percent of the urban population could be classified as
"squatters", employment generation will probably become an
increasingly political issue if the current economic crisis
continues. Realizing this potential problem, the GRZ is
working to improve the investment climate in agriculture and
rural Zambia to stem migration trends and to make the
agriculture sector a more important source of employment,

The majority of the labour force is eithar employed in the
informal sector (self-employed or some other informal
arrangement), unemployed, and/or underemployed. Due to the
manner in which the GRZ maintains its labour statistics, it is
hard to determine the level of unemployment. .
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3. Savings and Investment: 2Zambia has had high savings and
investment rates relative to many African countries. This
pattern has been altering as a result of the GRZ's development
policies and the country's current financial hardshins. Net
national savings as a proportion of national disposable income
has declined continuously since the Independence level of 32
percent to minus 13 percent by 198l. (Table 7). The major
reason for this fall has beer the decline in GRZ and parastatal
vavings rates. Of particular importance has been the GRZ's
negative savings rates as goverument consumption (expenditures)
out=-stripped revenues (Table 8). As a result of these trends
there has been an increase in net borrowing from abroad to
cover the gap. By tane late 1970's and early 1980's, increases
in arrears became a major financiang tool in addition to
uational borrowing and declines in net foreign assets. The
proportion of investment financed domestically has declined
from 100 percert during 1965-1970 to roughly; 78 percent in
1978. This fall continued and by 1981, the domestically
financed proportion stood at 26 percent. 1I. domestic and,
particularly, foreign resources do not continue to increase,
the overall level of investrsnct will fall. Gross fixed capital
.formation as a proportion of GDP has already fallen from its
1971-76 average of 31 percent to 24 percent in 198l. This,
hWowever, still compares favourably to other African countries.
For example, Kenya managed slightly over 24 percent per year
during the 1970's. In real terms investment has declined by
over 45 percent since 1975 as increases in the nominal level of
investment remained below the increased costs of capital goods.

In spite of cthe high investment rates in Zambia, growth of both
production and employment has been disappointing. To some
extent this is due to the aconomic depression which has
resulted in underutilization of factory capacity. However, the
high capital intensity of many investments and the amount of
investments devoted to longer gestation or as yet incomplete
Projects alsc contribute to the problem. Formal sector
employment wzat from 367,000 iz 1972 to a high of 393,500 in
1975 and chen fell to 316,000 in 1979. Even during the
relatively stable (1973-1975) period net invescment per job
creaced in the formal sector averaged K43,7352 or about $55,000,
a high investment level per position by mos: standards.

The Goverament's oft-repeated goal of employment creation,
especially in the anon-urban areas, is inconsistent with the
capital intensity and pattern of investment, both of which the
Government itself influences heavily. Government=-controlled
investment in the parastatals and the GRZ itself constitutes an
estimated 60=70 percent of che total. The Goverument
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could decree that the capital intensity of the investmert it
controls be lowered, but given the present incentive system
(i.e., relatively high wages and relatively low interest rates)
such a move could increase financial costs. -

Price increases, no matter how they are measured, have been
high durirg the 1970's and especially large duriag the 1974 to
1978 periocd (Table 9). Wholesale Price increases have tended
to exceed all others, partly because the Government's main
price control scrutiny is ditected toward retail prices of
basic consumer goods and partly because a major influence on
‘the wholesale price index is the cost of capital goods which
have risen by 27 percent per year since 1974. 1If inflation
continues its upward trend, the GRZ can again expect strong
pressures for wage increases from the country's powerful
unions. Unfortunately, such wage increases would reinforce the
country's present investment habits.

The availability of domestic credit has been a constra:ut for
Zambia's private sector, although the situation has altered
since 1979-1980 (Table 10). During 1974-78, the rapid '
expansion of the money supply (17 percent per annum) offset the
balance of payments problems (Table 11). Roughly 80 percent of
the credit expansion went to Goverunment*. As a result, the
major pinch on credit was experienced by private users and
those parastatals which had difficulty obtaining GRZ loans or
subsidy payments. However, with the GRZ's 1981 IMF agreement,
efforts were made to control credit to the GRZ and the mines.
Although not entirely successful in meeting credit ceilings,
the availability of eredi~ to the private sector (agriculture
and manufacturing) appears to have eased slightly. Although
still relatively tight, the private sector demand for credit
has not pushed interest rates to the maximum allowed by law,
nor have the existing overdraft facilities been fully

utilized. The average utilization of overdraft facility
remains a low 25%. The lack of a strong private sector demand
for credit reflects the cautious atmosphere surrounding new
investments. This woald suggest that the GRZ policy changes to
date have not been sufficient to pull the private sector out of
its current production and investment depression. It appears
that the

* IMF estimate, Report 3007-ZA, Feb 1981. 4n estimated 34
percent of the GRZ's borrowing was oun-lent 'to the mines and
parastatals. '

I~
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4. Agriculture: The real value added in the agricultural
saector has grown at a disappointing average annual rate of 1.5
percent (Table 12). Poor performance in the agriculctural
sector since Independence has undoubtedly increased :he
tendency for people to migrate to the urban areas, especially
to the Lusaka and Copparbelt previnces. The seccor's }
importadce in cterms of employment and as the source of Zambia's
future economic development has already been alluded to. 1In
addition, however, food production will be. a primary concern
during the curreat decade as the populacion increases by
roughly 33 percent by 1990. Food production needs to inerease

by at least 3.2 percent Per annum just to keep pace with
population growth.

Farm production and farm income are,
related. The keys to increasing Zamb
Iie in (a) pationalizin
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agriculcure, (¢) ada

.-conditions small far
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pting agricultural research to the

ms face, and (d) provision of required

Since the beginning of 1981, the GRZ (with support from the
iMF, IBRD, and AID) has made major agriculctural policy

ad justments which have stimulated agricultural production,
particularly maize, and will help stabilize the Government's
coutinuiang financial status.* Thesa policy adjustmencs have
been designed to stimulate both small farm and commercial farm
production. They are among the most significant set of policy
revisiaons taken by the GRZ since Independence and are designed
to help resolve the financial crisis and to strengthen the
contribution agriculture can make to Zambia's economy.

Among the more important agricultural policy changes undertaken
by the GRZ were (a) an 18 percent increase in the naize
producer price; (b) price increases for other crops ranging
from 12 to 51 percent; (ec) schedule for reducing fartilizer
subsidies; (d) elimination of a component of the maize subsidy
-=-the differential between the producer price for maize aud

the subsequent selling price to milling companies;(e) increased

*See Zambia FY 82 CIP Loan paper for detailed discussion of how
the GRZ statements satigfied the agreement conditions.
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consumer prices of mealie meal (ground maize) by an average of
32 percent; (f) consumer price increases for other staple foods
(e.g., milk, flour, bread, and sugar); (g) maize producer
bonus, in foreign exchange of US$0.50 per bag for each bag
delivered over the first 5,000; (h) tax laws ad;usned to be
more favorable toward farmers aud agricultural investments; (i)
liberalization of depreciation.allowances and agricultural
investment write=offs; and (j) the transfer of local marketing
and input distribution responsxbxlzcxes from the parastatal
.NAMBoard to farmer cooperative unions.

In the January 1982 Budget speech, the Minister of Finance
announced additional policy changes wnich made private
investment in agriculture even more attractive. In another
positive move that will cost Z2ambia lictle, but will be of
great value to the country, Barclays Bank has won Bank of
Zambia approval for a scheme to allow individual farmers to
meort up to K500 per annum of agrzcu:ural spare parts without
an import permit. This program should increase the rates of
agricultural machninery utilization. In July 1982, producer
prices rre again increased (maize by 15%Z). Furthermore, the
fertilizer subsidy was reduced by nearly K.75 per ton. These
actions should lend further credence to the GRZ's statements
that it intends to get agriculture moving in Zambia.

Agricultural output in 1981 staged a good recovery, registering
a real growth of 9.8 percent over 1980. This increase was
partzally due to improved weather and partially due to the
GBZ's positive policy actions toward agriculture. Prospects
for 1982 had looked even better as farmers expanded acreage.
The Commercial Farmers Bureau reported its 700 members expanded
acreage by an average of 30 percent. Unfortunacely, the
current drought is expected to reduce yields in the largest
maize producxng areas by over 50 percent, which will result in
a8 need to increase basic food imports. Senior GRZ agricultural
officials estimate their country's maize import needs for
1982/83 will be between 100,000 to 200,000 tons, nearly equal
to the drought year import levels of 1979.

5. Mining: The mining sector has been the dominant influence
in Zambia's economic development. The sector now has
significant medium and long=term problems which make it
apparent that unless the Government's diversification policy
succeeds, Zambia faces a diffisult future. The two most
significant occurrences affecting the medium=-term prospects for
the sector are the pronounced fall in copper production and
prices and decreasxng cobalt prices. The immediate causes of
lower copper production are the declining number and quality of



- :(' 8 -

upper= and middle-level managerial and technical
shortages of resources needed for
spare parts inventories.

persoannel, and
replacement of machinery and

The decrease in the copper stock is a
long=term problem not affecting production at this tinme.

Wild=cat strikes (the last two were in January and July, 1981)
have also been significant and costly. Management problems
will probably increase if the wines lay off an additionmal 500
expatriates as planned. Cobale revenues present an offsetting

potential. However, the bulk of any earnings from mining will
continue to be from copper,

The long=-run prognosis for copper and allied mining activitias
in Zambia over the naxt 20 years is for declining output and
increasing costs of productiou. Basically, these mining
activities have reached their full maturity. OQre deposits are
becoming less rich and less accessible, ma jor pieces of

d maany experienced mining

in to reach the age of

nd to cause increasing real
the actual outputs of copper and
though expected to decline over the
te considerably depending ‘oo the
surveying activities and on the

ed mining activities elsewhere ia

eal mining costs aand thus prices
p:o¢%c:s.

technicians and managers will beg
retirement. These occurrences te
costs in the sector. However,
cobalt and allied products,

next 20 years, could fluetua
intensity of prospecting and
eéxtent to which newly initiat
the world affect longer=-run r

of copper and associatad
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6. Manufaccuring: Growth of real value added ia the
manufacturiang sector, excluding mining, has averaged 5.4 per
annum since 1965 or more than double the undeflated average
annual growth rate of GDP. The sector's contribution to GDP
Ras jumped from 7 percent in 1965 to 12 percent ia 1981.
However, the manufacturing sector has been particularly hard
hit by the economic and financial crisis. In fact, che
production index of the manufacturing industry has declined Lo
97 ia 1981 (1973 - 100), down from the 1975 high of 107.

The manufacturing sector is dominated by parastatals.
Uneconomic prices and POOT management, plus the country's weak
eéxternal position have resulted ia low earnings. Zambia's main
profit earners are companies without product price comtrols and
the major losers are those which produce essential commodities
and are are not allowed to charge economic prices. Although
the parastatals are cthe predominant corporate organizations in

Zambia, a recent World Bank report* stated that they provide
oaly 20 percenc of company tax revenues,

*See the FY 82 CDSS.



The manufacturing sector is primarily engaged in processing
imported intermediate goods and raw materials for the domestic
market.l/ In spite of the fact that nearly 50 percent of value
added is contributed by the food, beverage and tobacco
sub-sectors, the manufacturing sector as a wnole is heavily
dependent on imports to maincain production. For example,
during the period 1968-70 imports for the manufacturing sector
required about 22 percent of the total foreign exchange for
visible imports, of which 75% was for inputs and the remaining
252 for capital goods. By 1977 manufacturing received over 37
percent of the value of visible imports of which 857 was for
inputs and 152 was for capital imports.gl Estimates for 1980
indicate that the manufacturer's share has again risen and is
now close to 40 percent.

In 1981, 64 percent of the real GDP generated in the
manufacturing sector was food, beverages, tobacco, textiles,
and wearing apparel industcijes. Combining this structural
characteristic with the sector's high dependence ou imported
goods suggests very weak forward and backward linkages with the
rest of the economy. As a result, the expected spread effects
of growth in the manufacturing sector (i.e., expanded support
industries) and employment will continue to be minimal,.3/

Industrial development built upon imported intermediate goods
has run its course in Zambia. The result has been to make
Zambia highly dependent on imports, hence che high foreign
exchange requirements, to maintain current production. Given
tae declines in the terms of trade, low probabiliity of a
rebound in copper revenues (e.g., foreign exchange earnings),
and a limited remaining supply of copper, Zambia must continue
to pursue policies and activities to diversify the economy and
make future economic growth more reliant upon its domestic
rTesource base, particularly agriculture. Foreign exchange
earnings will continue to be far below those levels experienced
in the 1960's and early 1970's. 1If Zambia fails to effectively
implement this strategy, it will continue to find itself in a
position where the scarcity of foreign exchange inhibits
domestic manufacturing.

The other major economic diversification issue confronting

Zambia is the coutinuing inefficiencies of its large parastatal
sector.,

1/ See Applegate Report, 81 Lusaka 3393. "Macro-Economic
Issues Affecting AID Programs”

2/ IMF report 3007-2A, February 1981,

3/ Applegate, Ibid.
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Reovrienting or dismantling this productive system and
developing a more open, responsive organization of production
is a key problem facing the development of the manufacturing
sector ip the 1980's. -

7. Extermal Sector: The critical alements of Zambia's
external sector countinue to be the heavy dependence on copper
exports (earnings), the large amounts of foreign exchange
required to maintain curreat production, and the continued
adverse movements in the terms of trade. Uanlike the early
1970's and the 1960's when Zambia ran surpluses in the balance
of trade, the decline of copper prices in 1975 marked a 43
percent decline in exports while imports soared. The current
deficit was substantial (85 percent of exports). Since 1975,
Zambia has had an average annual balance of payuments deficit
(with the exception of 1979) of K230 million (Table 13). These
deficits were primarily financed by payment arrears. By the
third quarter of 1981, arrears amounted to about K556 million
($617 milliom).

The deterioration of the balance of payments situation and
Lerms of trade left the GRZ with no choice but to limit
imports. By the end of 1981, Zambia's external terms of trade
index had declined to 31 (1970 = 100, Table 14). The fact that
much of Zambia's imports are production or investment relared
== voughly 82 percent ia 1978 -- indicates the country's loag
run dependency on the external sector (Table 15). These sharp
declines in the availabilicy of foreign exchange have severely
constrained production activity. The potential long-run
consequences of Zambia's balance of payments difficulties can
be appreciated by viewing changes in the levels of foreign
asseCs and liabilities and the implied flows which would be
required to reverse them. (Table 16). The figures in the
table indicate that since 1969 drawdowns of foreign assets
equal to almost K2.8 billion, nearly the equivaleat of the GDP
in 1980-8l. Debt service flows for the next five years are
expected to average K210 million per year compared with average
repayments since 1975 of K100 million per year. Further
outflows of over X100 million a year would be required to
eliminate arrears over a five year period, suggesting that some
Rw. 310 million or 33 perceat in foreign exchange earmned by
exports will go for debt and arrears repayments each year.
These payments do not inelude repayments to the IMF by the
middle of 1982 on a total debt of around K600 million.

8. Government: The present government financial crisis _
rTesults from the long=-run tendency for government expenditures

e
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to grow faster than revenues (Table 17). Declines in the terms
of trade and copper used to acecount for about 40 percent of GRZ
revenues during 1970-74, but since 1975 copper revenues have
been virtually zero or negative. Public debt, which includes
internal borrowing, has more than doubled since 1974, from
K636.5 million to K1,474.8 million in 1980 (Table 18)., It is
significant that domestic borrowing in 1974 comprised
approximately 44 percent of the total while borrowing from
external sources took up the remaining 56 percent. Since then
lecans from external sources gradually increased its share,
reaching K1,088 million or 64 percent in 1981. As the
implementation of the Third National Develop ent Plan
progresses, external financing will become e.-en more important
for the implementation of the various investment programs.

Total expenditures by the GRZ as a percentage of GDP have
declined slightly since the mid=1970's (Table 19). In real
terms, expenditures have declimed by roughly 39 percent since
1974. Particularly hard hit have been certain recurrent budget
items, resulting in an under-utilization of existing manpower
and infrastructure since as salaries rose and other items
(i.e., travel, subsistence allowance, internal transport,
maintenance) declined even faster than the total. The IBRD
Agriculture Recurrent Budget Study of 1981 found that in real
terms, persounel emoluments (salaries) in the Ministry of
Agriculture and Water Development (MAWD) grew at an average
annual growth rate of 4.1% from 1975 to 1980, while recurrent
department charges "operating expense budget" fell 13,62 par
danum. As a result the amount of resources available to
operate and maintain MAWD's capital stdbck and to support its
permanent labour force have declined significantly. '

The 1982 Budget is projected to increase by 7 percent over 1981
levels (Table 20). ° Roughly 24 percent will be financed from
internal and external sources and the remainder from general
revenues, Of the total required financing, 81 percent or K271
million will come from external sources = reflecting the GRZ's
continued dependence on foreign resources. Subsidies are
projected to decline by an addiziomal 30 percent, down to .88
million. 1If achieved, the total subsidy bill will have
declined by almost 60 percent since the 1980 high of K206
million. This year's drought could upset budget estimates as
additional outlays for imports of basic fowd stuffs will be
required. For maize imports alone, between K22.0 million to
K44 million may be required.

O)



C. Current Status

By 1980 the GRZ efforts to restructure the economy had yielded
lictle as the country's uconomy did not §row appreciably in
1980 (0.9 percent real GDP) and declined in 1981 (1.8 percent
drop in real terms). With agricultural output declines
expected due to the drought and the estimated mining sector's
losses of K200 million (almost 50 percent higher than 1981),
Zambia's real GDP dppears set to decline by at least § percent
in 1982. Contributions from agriculture and mining are
expected to fall by twice this amount.

After the end of war in Rhodesia and nearly simultaneous
conclusion of Zambia's 1978-1980 program with the International
Monetary Fund (April 1980), the Zambian Government attempted a
fast growth economic Strategy which sought to address maay
speuding demands held in check during the war years. These
demands led in 1980 cto heavy importation and high deficic
spending as the government attempted simulcaneously to
stimulate an economy in deep recession, to provide real relief
€. hard-pressed consumers and labour, and to launch development
programs. (Table 21).

The one year hiatus between Zambia's programs with the
Iaternational Monetary Fund (April 1980 to May 1981l) proved
difficult for Zambia. Increasad import levels and costs were
Bot matched by growth of export earnings as world copper prices
decline' and cobalt markets remzined sofet, Heavy balance of
pPayments pressure resulted and continued through 1981.
Zambia's ability to service its short and medivum term foreign
debt weakened and total arrears was estimated by the Bank of
Zambia to have climbed to about $556 million by the thizd

qua. cer of 198l. However, the high spending and import levels
and sharply increased agricultural production postpouned further
contractions of the eéconomy. But by early 1981, Zambia's
financial resources and internacional creditworthiness were
strained and the volume of imports dropped by about 20 percent
below the 1980 level causing the manufacturing seccor's import
depeandent outpuc to fall. Continued heavy deficit spending,
lower produccion leveis and higher import coscs (especially
0il) drove up inflation (Table 9). 7Two major strikas ip 1981
by Zambia's minewovrkers and other unions further complicaced
the situation. 43 a result of the strikes and other mining
induscry problems, copper production fell and ocuer exports
declined in 1981, further exacerbating Zambia's balance of
paymencs difficulcies.
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In May 1981, Zambia and the IMF agreed upon a new three year,
800 m*“'lion SDR program (US$944 million). The most immediate
effect of this program was to finance increased imports
beginning in the latter half of 1981. Problems developed after
the first drawing when Zambia did not fully meet its foreign
arrears payments and exceeded the IMF credirt ceiling
limitation. A June IMF drawing was delayed, but by late 1981,
after the IMF Bo'ard granted a waiver, the Fund released drawing
rights for another tranche. By lace December, it was again
clear that Zambia would have problems reaching the IMF
limitations on credit and arrears. A high level GRZ team went
to Washington in January 1982 to discuss these problems.
During this time Zambia also drew additional financial support
f£rom the IMF's compensatory finance facility. Most of these
funds were applied to the reduction of foreign arrears.
Implementaticn of the GRZ/IMF agreement has been very difficult
for Zambia. The inability _to meet agreed to targets has
delayed the program for 1982. As of August 1982, the GRZ and

IMF have not agreed upon a continuation of the old program or a
new cne. Discussions are continuing.

An area the GRZ is considering with the IMF is the possiblity
of a devaluation. However, the mining sector is in opposition
to such a move to "improve" the economy and has presented a
detailed case to the GRZ outlining the expected impact om the
mines. Other observers of the Zambian economy (i.e., The
Economist Intelligence Unit) are also wary of the possible
benefits of a devaluaticu. A general feeling is that in the
face of the economy's dependence upon imports, the benefits of
devaluation will be modest in relationm to the magnitude of the
country's present problems. In any case, the GRZ and IMF face
a difficult task in trying to assess the benefits of a

. devaluation == let alone the question of the magnitude of the
devaluation and the size of the IMF's assistance.

The latest data on Zambia's overall foreign exchange position
shows no improvement, despite the drawing of the first two
tranches of IMF credit in 1981, (Table 22). The official
statistics reveal that the country's reserve of foreign
exchange, which surged ahead from K32.2 million in July 1981 to
K182.9 million ian November, had fallen back to only K33.8

million by February 1982. Net foreign assets stood at a

deficiency of almost Kl billion =~ the largest deficiency
recorded so farw,

*This represents the balance of accounts at the Central Bank of

Zambia, Zambia commercial banks, and the debt with the IMF.
See Appendix B, Tabie l6.
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Assuming that an IMF/GRZ agreement is reached, that additional
foreign credits are made, and that economic management is
improved, Zambia should begin paying a portioa of its foreign
arrears backlog. 2Zambia is obliged uynder the past IMF
dgreements to reduce arrears. Higher world copper prices and
stronger cobalt markets could eucourage these trends, although
basic problems of the :
economy's continued dependence on foreign exchange will
probably keep real economic growth in 1982 and 1983 at low
levels. The serious scructural problems (its dependence on
copper and import dependence of the manufacturing sector) of
the Zambian economy remain and further reforms will be needed
if Zambia is to become less dependeat oa ianternational
assistance and achieve sustainable growth and development.

D. Octher Donor Assistance

Bilateral donors have respoided very favourably to Zambia's
request for assistance. Although 1981 figures are not
available, the 1980 increase of dounor icflows over 1979 and
1978 levels were US$299 million and US$334 million
:bspeccively. Zambia signed assistance agreements amounting to
$446.4 million in 1980. 0f this tocal, $119.7 million was
commodity assistance, $218 million was capital aid, and $108.6
million was project assistance. 1In terms of overall aid, the
U.K. remains the major bilateral doaor, providing $53.8
milliom, Germany $57.4 million, United States $43.0 million,
Japan $27.3 milliom, the EZC $32.8 million, and Canada $24.5
million. Under the SDR 250 million IM& Standby Agreement, SDR
83 million was utilized in 1980. Donor assistance probably
increased in 1981.

In the past, 352 of technical assistance went to agriculture;
13Z to education; 112% to health; and 122 to humanitarian aid
and relief. Transport and communicatioas accounted for 64% of
commodity aid, followed by agriculture representing 25%.

E. Prospects for Economic Recovery

Economic recovery will require stringent financial discipline
and persevering efforcs to diversify the econoamy. Long term
exploitation of Zambia's economic development potential will
depend upon the determination with which the GRZ continuas to
adopt economic policies conducive to strucctural change and -
economic growth, especially in the areas of agriculture and
rural development. Zambia's need for economic structural
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change iﬁ 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.

Four major problems will confront the GRZ in its efforts to
recover. Firstly, the GRZ must work to improve the efficiency
of the parastatal sector. The country cannot afford a
continuation of poor management and prices fixed at uneconomic
levels. 2ambia's present solution has been in part the
creation of more parastatals to overcome the difficulties of
the present ones.In March, 1982, President Kaunda announced the
formation of four new parastatals to improve the efficiency of
the government controlled sector; the Zambia National Tender
Board, Zambia National Audit Service, Legal Services
Corportion, and Zambia National Fowarding and Cleariag

Company. All are to receive business from public and
parastatal sectors which used to 80 to private sector
companies. Furthermore, to. increase food production the GRZ
has spent K5 million on acquiring land for the establishment of
state farms.* These developments will have to be monitored

closely to see if they will improve or hinder the recovery of
the economy.

Secondly, with the national election coming up next year, it
will become increasingly difficult for the GRZ to change
policies and pass unpopular decisions that would adversely
affect the urban population. Thus, further efforts to reduce
the level of subsidies and rationalize pricing of goods may be
vostponed for political expediency un}il the elections are over.,

Thirdly, in the face of continuing inflation, the GRZ can
expect efforts by unions to push for upward adjustments in
wages. The powerful Mineworkers Union recently repudiated the
pension agreement signed by the former Union president and
negotiated a new agreement. Also, the Industrial Relations
Court ia March approved a pay agreement whereby the mining
union members received high minimum wages and with all pay
increases buckdated to November, 1981. It can be expected that
other Government and parastatal sector unions will begin
pressuring for wage increases.

Finally, further GRZ policy adjustments are required to
stimulate private sector manufacturing investment. Those
changes made to date appear to have an impact muted by the
continued financial and economic crisis. Goveramenrt directed
investment should continue its stated focus of increasing the
forward and backward linkages with the rest of the economy,

* The funds for these purchases were provided by Iraq, Italy
and Saudi Arabia. ‘



particularly the agricultural sector.2/ The recent staps taken
by the GRZ to ravitalize the agricultural sector ara
encouraging, although the government should not rest upon the
gains made to date. The positive policy changes and producer
price increases made appear to ha- been eroded by the
continuation of the economic crisis as evidenced by supply of
credit not being fully utilized by the private sector. Further
policy changes must be made to mzke investment in agricultural
more profitable. Needless to say, the current drought is an
unfortunate and uncontrollable event which has aurt the
development of the agriculture sector. This year's substantial
expansion in planted acreage was financed, in large pare, with
the expectations of another good ¢rop year. Some farmers are
saying this drought is the worst experienced in the last 30

years. GRZ efforts to keep agriculture moving should be
redoubled.

In view of Zambia's current economiec situation, it can be
readily concluded that the implementation of Zambia's
stabilization and diversification programs will require
substantial flows of external assistance for the next several
years. Despite stated GRZ priorities toward rural developuent,
recovery in the mining sector and diversification of
maaufacturing sector and increased forward and backward
linkages with the rest of the economy must be supported as
vell. Assuming the balance of payments situation stabilizes,
at least five years will be required to simply eliminate
drrearages and bring capacity utilization of the industrial
sactor up to more aormal levels. Foreign exchange allocations
supportive of swuctural diversification will probably be
constrained by these competing needs. This "competition" can
be reduced to the extent extermal assistance is available to
fund structural diversification programs.

The FY 1983 Commodity Import Program (CIP) addresses important
short=-term macroecommic problems facing Zambia, while
providing assistance to the agricultural sector through the
financing of fertilizer imports and the use of local currency
generations. Ian the short term, the serious balance of
payments deficit must be overcome to permit Zambia the foreign
exchange flexibility required to diversify the economy. This
program will also ease GRZ revenue shortfalls caused, at least

2/ One example of Zambia'y altered investment policy is the
expansion of Metal Fabrication of Zambia, a subsidiary of GRZ's
Industrial Development Corporation. It will increase the
supply of irrigation equipment. In addition the export demand
of these products is expected to pick up eightfold., Thus, a
KO.7 million investment is expected to yield a minimum of K2.8
million per year in foreign exchange.

/’bb\
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in part, by its efforts to slow the economy in order to prevent
further deterioration of the balance of pavmencs position.

IV. AGRICULTURAL SITUATION
A Structural Characteriscics

(a) Land Use

Roughly one rhird of Zambia's surface area is well suited ro crop
agriculture.* Of che roughly 25 million hectares presently suited
to agriculcture, 12 million hectares are cropped intermictently

and two million hectares are cropped continuously. The amount of
land used for agriculcture varies greatly between different agro-
ecological zones. Overall, land use relative to potential remains
low as evidenced by the fact that only eight percent of the land
presently suited for agriculcture is continuously cultivated.

The country, as a whole, has above average water resources when
compared to similar regions elsewhere. However, its lack of
avallabillty on a year round basis is oftem a serious problem.
Along the same lines, Zambia's soils have a generally low inherent
fercilicy.** No large areas of naturally fertile soils, where good
yields can be obtained without the use of fertilizers, are found
'in Zambia. The soils do have a high potential for crop production
provided that fertilizers are used. In addition, the major
nutrients, except for nitrogen, are required in relatively modest
levels.

The country's potential for growing a wide variety of crops is
large. A major report *** which identifies the rainfed production
possibilities of eleven major crops in Africa found that Zambia as
a whole has suitable to very suitable (the highest rating)
conditions for growing millet, sorghum, maize, beans, sweet
potatoes, and cotton. The conditions for growing rainfed rice and
wheat are not suitable (the lowest rating) in most of Zambia.

(b) Rural Labor Force

Zambia's rural populace is highly dualistic. At one extreme are
about 600,000 widely dispersed small-holder subsistence farm
families. Traditional farming methods are practiced using hand
tools and generally work i1s umassisted by either animal or
mechanical power. This group chiefly produces such staples as
maize, millet, sorghum, cassava, beans and peanuts, and in tsetse-
free areas they also raise open range cattle. Of the traditional
farm families, ,about three-fourths are believed to be farming less
than one hectare at any time. Only 40 percent of these farms sold

* "Development Needs amd Opportunities for Cooperationm in
Southern Africa: Zambia, " USAID (March 1979).
**J.K. McPhillips, "Fertilizer Recommendations and Crop Yields
in Zambia," MAWD (undated, late 1970's).
k%% "Report on the Agro-ecological Zones Project, Volume I,"
FAO(Rome 1978).
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or barctered any part of their produce in the early 1980's

and less than half were believed to have produced any surplus.

For those who produced surpluses, the cash value was estimated

to be between K60-70 a year per farm (US$66=77). It is estimated
thact chey farm about 75~80% of the total cultivated land. Although
this group accounts for the majority of total production, they
supply little to the official marketing channel.

At the other extreme are 600-800 capital intensive commercial
farmers including about 100-200 non-Zambians. Their high
technology operations account for roughly five percent of the
total culcivated land area. They grow mzize, wheat, soyabeans,
rice, and in some areas they raise cattle. Gross annual sales
from commercial farms average about K25,000~30,000 a year per
farm (US$27,500-33,000). In terms of the volume of officially
marketed production, this group supplies upwards of 60% of the
total. Annually, they produce abouz 30-40% of the councry's
preferred staple - maize.

Between the subsistence and commercial farmers groups 1s a

small but growing group of "emergent" farmers who are using
improved seeds, oxen or tractors to produce the same range of
CTrops as commercial farmers, in addition to cottom, which

remains & small-holder crop in Zambia. There are roughly
60,000-100,000 emergent farm families. Gross annual sales from
this group varies widely but lie typically in the raage of
K1,000-3,000 per year (US$1,100-3,300). They account for roughly
15% of the total cultivated area.

Not much more is known about the three categories of rural
producers. Ia fact the Ministry of Agriculture and Water Develop-
meat (1982) divides the producers into two categories: subsistence
and commercial producers. Under this classification system, a
commercial farm 1s any operation that cultivates five hectares or
more, or earmns K1,000 or more annually from crop sales.*

The growth of the rural labor force (0.5%) has been low relative
to the country's population growth rate of 3.1%. (See Table 1%**),
The negative effects of migration on the supply of labour for
agriculture is perceived by various sources to be critical in

some places at certain times of the year. There is no evidence

of migratory labour between rural areas which would alleviate the

problem.

* "Final Crop Forecasting Report: 1981/82 Crop Season," MAWD
(June 1, 1982).

** All tables referenced in this Section IV, Agricultural
Sicuation, are in Appendix D.



(¢) Marketing Svstems

Zambia's rural markets operate on two tiers. The first is che
collection and distribution of commodities, primarily agricultural,
by parastatal organizations. The second is the private marketing
system which handles agricultural and consumer goods. Not much

is known about the latter system. However, it is generally
accepted that it has been adversely affected by monopolistic
marketing policies favoring parastatals and by the GRZ uniform
Price structure for many commodities which is enforced on a
nationwide basis and which makes no allowance for differing
distribution costs. Many observers point towards a decreasing
availability of essential goods such as salt, oil, soap, etec. in
the rural areas as evidence of the impact that this policy has had
on the private marketing system which tends to handle such items.
However, it is noted that as of December 27, 1982, che GR2Z

removed price controls on most commodities, but preliminary indications
are that agricultural producer price controls will remain in
effect.

The most visible agricultural marketing organization is cthe GRZ.
Working through parastatals and their appointed agents (i.e.
cooperatives) and via legislated uniform national producer prices,
the system tries to control the marketing of major crops, with
particular attention to maize which is the country's largest food
cTrop.

The marketing of vegetables, sorghum, millet, beans, cassava and

other food crops apart from maize, is dominated by the private

sector. This is because official producer prices for these cTrops

have tended to be below the prevailing prices in rural markets and
regulations requiring that those food crops to be marketed through
official channels have not been enforced. Hence, the official
marketing agencies, in essence, have become buyers of last resort

for many of the other major food crops, such as sorghum, millets, etec.

B. Sector's Performance

Accurate data about total agricultural activity in Zambia are
not available. However, the available estimates are believed
to be sufficiently accurate to indicate trends. Comprehensive
analysis of the sector will remain suspect unless improvements
are made in the quality of data and information.*

The sector's performance is evaluated against two goals: increased
food production and increased small farm incomes. These sector
goals have been adopted by both the GRZ and AID/Zambia.

* A recent (1982) WFP food assessment team reported that the
quality of agricultural crop forecasts were inadequate to draw
firm conclusions regarding the food situation in the country.
(See Lusaka 3708). ’
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(a) Increased agricultural Production

Total output (value added in constant prices) in the agricultural
sector has increased since 1979 by 3.4% and 9.8% in 1980 and 1981,
respectively (See Table 2). This is a turn-around from the 3.2%
average annual decline experienced during the 1976-79 period.

The major source of change in total agricultural output historically
has been the commercial farmer group. On average they account for
an estimated 30-35% of total output. During 1976-79, this group's
output fell by nearly 11% per year. The rebound since 1979 was
again led by this group whose output grew by 9.8% and 28.6% in

1980 and 1981, respectively. '

The traditional or subsistence farmer group's contribucion to
total output remains dominant (65-70% of the total, while their
annual changes in output (1-2%) are much less than that of the
commercial farm sector's. :

Estimates of officially marketed production are more reliable
than total production estimates which often vary by 100+% between
the various services of the GRZ. In 1980/81 and 1981/82% the
level of nfficially marketed production for most of Zambia's
crops rose back towards or above their respective 1972/73=-
1979/80 trends (See Table 3). The majority of the officially
marketed production is processed and sold in Zambia's large

urban sector (40% of the total population).

The increase in officially markeced production was particularly
important with respect to maize, which in any given year accounts
for at least 90 percent of the total volume marketed through
official channels. Furthermore, maize is the staple of the
majoriiy of the urban sector and thus its availability 1is a
sensicive political issue. Officially marketed production of
maize in 1979/80 was 336,000 MT or roughly 61% of the 1972/73-
1979/80 production tread. Im 1980/81 and 1981/82, it increased
to 707 (383,000 MT), and 128% (693,000 MT - provisional) of trend,
respectively. Although the data are not availlable, most of the
increase probably came from the commercial farm sector, which now
also includes a proportion of those.farmers formerly labeled
"emergent farmers".

None of the other crops marketed through official channels accounts
for more than five percent of the volume of crops marketed
officially, while most average less than one percent.** As a

result of the low volumes marketed, the percentage changes in these
figures are not as meaningful since a small quantity change can
result in a large percentage change. However, the fact remains

that for most crops, that the level of officlially marketed production
has increased significantly since 1979/80. (See Table 4).

* The crop season runs from October 1 through September 30
(MAWD report, June 1982)
** Seed cotton is the exception.

e
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The differences between total markected production and officially
marketed production for the various crops are not known since the

GRZ does not maintain statistics on these nor make public any
estimates i1t might derive. Observer opinions as to the imporctance

of the non-official marketing channels vary significantly. Feor
example, the estimates of the quantity of maize illegally exported

to Zaire each year ranges between 45,000-90,000 MT. This is

roughly 10-30% of total quantity marketed officially depending on

the year chosen for comparison. The recent WFP food assessment

team estimated that the parallel market price ranged about 100
percent above the official price. For other crops, such as rice,
groundnuts, sorghum, millet, and cassava, even less is known.

(See Table 5). Most observers would agree that the quancities

of these crops marketed outside the official channels are significant,
particularly for sorghum, millet, and cassava, which are an important
part of the diet in many parts of the country, (i.e., in the northern
and western agro-ecological zones). ‘

Total productivity in agriculture declired continuously, as it did
for the entire economy, from Independence in 1964 to 1979 (See
Table 6). Beginning in 1980, productivity per worker in che
agriculctural sector rose 2.6% and another 7.6% in- 1981, while the
economy's productivity as a whole continued its long decline.
However, between 1964 and 1981 the average productivity of a worker
in the agricultural sector had declined by about 9.1%, while for
the economy as a whole, it declined by 19%.

Not unexpectedly, the gains.in agriculture's productivity came

from the commercial farm sector which grew by an estimated 15.5%
and 22.6%Z in 1980 and 198l1. The traditional sector's productivity,
which had been declining since Independence, has held even since
1980. :

The value of output per worker in the commercial sector has been
above the average for the economy since around 1970. In 1981 it
stood at K1,842 per worker, while it was K1ll in the traditional
sector, and K737 for the entire economy.

As with all analyses of agricultural sectors, the importance of
weather, availability of inputs on a timely basis, attractive
producer and input prices and a series of other factors cannot
be ignored.

(b) Increased Agricultural Incomes

Since 1979, total real income in the agricultural sector once

again started rising relative to the rest of the economy. Increased
income comes from two sources: increased production and increased
prices for that proportion of value added by the sector.

Between 1973 and 1976, both total agricultural production and
relative agricultural prices increased. During this period, the
per unit price in the agricultural sector rose by 9.4% per annum,
while it rose only by 2.7%7 for the economy (See Table 2).
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This changed during 1976~79 when the price gains in the economy
were greater than in the agriculcural sector. Production during
this period declined by 3.2% per year, im part as a reaction to
the loss in income from declining prices.

By 1980 and 1981, producer price increases ouctpaced the general

rate of inflation. 1In 1980 and 1981, agriculture's average

price increases (on value-added) were 12.3% and 11.4%, while the
economy's average increases were 11.5% and 2.0%, respectively.
Partially as a result of these real increases, total agricultural
produqcion rose, thus further increasing total income in the sector.

Most of the increased income has gone to the commercial farm sector.
In 1980 and 1981, prices for the proportion of agriculcural value=-
added contributed by the commercial farmers increased by 21.47% and
15.4%, while it rose by only 8.1% and 9.8% in the traditional farm
sector.

When coupled with the fact that productivity in the commercial farm
sector rose by 2.6% in 1979-80 and 7.6% in 1980-81, while the
traditional sector's productivity remained stagnant, the observation
that most of the increased agricultural income went to the commercial
sector becomes even clearer. Even though the traditional sector

did not do as well as the commercial sector, it did better than the
economy as a whole in 198lL. That was the first time since the 1973-
76 period that the traditional sector did better than the rest of

the economy.

(¢) GRZ Role

The sector's performance since 1979 has clearly improved over

its performance during the previous several years when agricultural
production and incomes were falling. Agricultural policy adjust-
ments by the GRZ have played a major role in bringing about this
turnaround.

Real produce price increases for various crops, particularly maize,
contributed significantly to the sector's improved performance.
Although the GRZ has been actively using price increases as a tool
for increasing production since 1974/75, it was not until 1980/81
that the increases represented increases in real terms (See Table 7 -
analysis utilized implicit GDP deflation calculated from the IMF's
data on Zambia).* The producer price increase in 1980/81 slowed

the rate of decline for wheat and rice, while others increased in
real terms (i.e. maize, soyabeans, groundnuts, sorghum). If inflation
does not rise significantly over projected. levels, the price
increases announced up to the 1983/84 crop season will amount to

real increases for most crops during the two-year period.

*The producer prices were deflated by the implicic GDP deflator as calculated from
the IMF's IFS. Although other deflators could be used, such as the urban low
income group's inflation rate or even the urban high income group ianflation rate,

they are not as appropriate since they represent
changes in only one segment of the economy. Furthermore, what happens in the
urban sector is not necessarily reflective of the changes taking place in the
rural secctor. For this reason, the prices are deilated by the deflator for the
entire economy.

b&)
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The real price of maize increased 8.8% per year during
1979/80~1981/82 and is projected to increas: another 3.4% per
year during 1981/82-1983-84. This compares to the real decline
of 2.2% per year experiencedbetween 1973/74 and 1979/80.

On average, the real producer price increases announced for

the other crops have not been as large as those for maize. For
the 1981/82-1983/34 period, some of the big "gainers" were rice
at 30.8% per year and sorghum at 18.8% per year. Unfortunately
real seed cotton and millet prices continued their declines

which began back in the m1d-1970's. These changes suggest that
the GRZ's pricing policies have not taken adequate account of the
traditional price relationships among these crops.

Analyzing past fertilizer sales reveals that the GRZ has imported
and produced sufficient quantities of fertilizer to allow sales to
increase by a compound rate of 7.3% per year since 1972-73 (See
Table 8). The preliminary results of an analysis suggests that
fertilizer sales is one of the major factors in explaining the
changes in officially marketed production.* Thus, the GRZ's
continued efforts to supply fertilizers to farmers at subsidized
Prices has helped increase agricultural production and incomes of
those farmers who use fertilizer.

The GRZ has also continued its policy of supplying fertilizer at

a subsidized price to Zambia's farmers, although several reductions
were made in 1982. Data on the amounts sold to traditional or
commercial farmers is not available. It is believed, howevar, that
roughly 50-702 is bought by commercial producers. Fertilizer demand
at the present subsidized rate has never been clearly extablished
because each season the late arrival and/or inadequate distribution
of supplies have prevented the identification and satisfaction of
effective demand.

The effect of the GRZ fertilizer subsidy has been to increase the
economic returns to maize production for those farmers that use it.
Fertilizer in Zambia teands to be used primarily.on maize, hence the
impact of the subsidy on maize production is significant. For
example, i1f the GRZ increases the fertvilizer subsidy during the
1981/82-1983/84 period im order to keep fertilizer prices coustant,
it will effectively raise the relative price of maize by another 13%.

To improve the efficiency of the official marketing system, the GRZ
began a major reorganizatiomn of its largest agricultural marketing
parastatal, NAMBOARD, in 1980. Since January 1981, the provincial
cooperative unions have been assigned the responsibility of becoming
the official purchasers of maize and other crops at the provincial
level while NAMBOARD retains its naticmnal level responsibilities.

¢

* D. Dijkerman, See also Section IVD of this report for further details.
"Major Factors Explaining the Level of Officially Marketed Maize in
Zambia", REDSO/ESA, Nairobi, October 1982 (draft). :

&
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The cooperatives are not permitted to charge a fee for marketing and
nandling services and inscead "must rely upon goverument

transfer payments to cover expenses. These expenses are
negotiated by the cooperatives on an estimated cost plus 10
percent formulation known as the "restitution' system. Briefly,
the amount each cooperative receives from Government for its
handling of markecing services is a function of .its operating
expenses and volumes handled. This, of course, varies by region
and cooperative union.

Because of this change NAMBOARD was able to reduce its work force
by several thousand, and the responsibility of marketing was
partially decentralized to the regional level. Unfortunately,

not all the cooperative unions are ready for this responsibilicy.
Furthermore,the GRZ has been slow in reimbursing the cooperatives
for their expenses, hence causing them severe cash flow problems.
Wich regard to cash f£low, one of NAMBOARD's problems has been
transferred to the cooperatives, but no improvement has been made.

Whether or not this change has been beneficial remains an empirical -
question. However, those cooperatives wao have been able to

assume their expanded role seem to be pleased with having a

greater role in the management of their affairs.

In addition, the GRZ has legislated a wide range of reforms to
make investment in agriculture more attractive. These changes
include: (a) maize producer bonus in foreign exchange of US$0.50
per bag for each bag over the first 5,000 delivered to an official
marketing agency depot; (b) tax laws adjusted to be more favorable
toward farmers; and (c) liberalization of depreciation allowances
and write-offs on agricultural investments.

During December of 1982 and January of 1983 the GRZ announced
additional policy changes. Two are of particular importance to
the agricultural sector. First, price controls on all goods,
except maize, maize meal, wheat flour products, and candles,
were revoked. Second, the Kwacha was devalued by 20 percent
against the SDR.

Although both these changes were effective immediately, 1t will
be at least a year before their effects fully work their way
through the rural system. The potential impacts are considerable.
By removing price controls for most goods, the GRZ has removed a
major constraint to private -and public business activicies in
rural areas. In effect, the GRZ has legitimized the setting of
prices based on the cost of production, transport, handling, and
a return (or profit) for undertaking the activicy. Rural shop-
keepers now have an incentive to order goods from urban centers,
traders now have an incentive to bring goods into rural areas and
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transport rural goods to urban centers. However the preliminary
indicators from the GRZ are that farmers are still expected to
market all their production through official GRZ agents (e.g.,
NAMBOARD and cooperatives). £

By the same token, GRZ agriculctural buying agents, are still
restricced to offering only official prices. In essence, private
marketing channels for government controlled crops will continue
to be perceived as illegal.

The amount by which Zambia's parastatals will increase their

Prices to cover higher costs is not yet known. Parastatal

managers probably will not seek to raise prices rapidly because

of the perceived political impact of such changes on consumers

and the evaluations the managers might receive from their superiors.
Hence, the impact of removing price controls is expected to help

the private sector more tham the Public sector in the near term.

In any case, it will be several months before the details of how
the deregulation of prices will actually be implemented by the

GR2Z,

The devaluation of the kwacha will improve the attractiveness of
Zamiia's agricultural goods in the world markets (L.e. Zaire,
Zimbabwe, Europe, etc.). The effect, however, may not be dramatic
in the short term due to bottlenecks in the present export system
and the fact that the kwacha is still overvalued.

The agriculctural sector appears to have begun to reverse its
decline, which is significant in light of the continuing decline

in the rest of the economy. Furthermore, these most recent changes
suggest further improvements in the performance of the agricultural
sector can be expected. However, there are areas where substantive
changes could still further improve the sector's performance.
Presented below are the major remalning policy constraints which
have not been addressed by the GRZ.

C. Major Policy Constraints

(a) Uniform Natiomal Producer Pricing

Although adopted for the purpose of decreasing income inequalities.
between agricultural producers, particularly the commercial
farmers and traditionmal farmers, uniform pricing has not had its
intended effect. As was seen in the previous sections,' the major
beneficiaries of the present system appear to be the commercial
farmers.

Uniform national producer prices also has the impact of ignoring
the comparative advantages different regions throughout the
country have for rvowing various crops. In Zambia, this negative
impact is exacerbzced because producer prices are based om the
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wicimaced cost of production on large commercial farms.
‘ftansporcacion, handling and distribuction costs are noc
s¢ccounced for in the GRZ's producer price calculations. Most
of thegse costs are absorbed by the GRZ. Because most of Zambia's
producers are not commercial operations, the commercial farms
cost of production daca are largely irrelevant. On average, the
smallholders are believed to have lower monetized production costs
than the commercial farms. 4s a resulc, the arcificially higher
prices for crops, particularly maize, promotes inefficieant crop
producction pacteras. Smallholders now receive a greater incentive
for cthe production of those crops favored by GRZ price increasegs.
That in itself is not necessarily bad; however, because transport-
ation and distcribution costs are act accounted for in the farmer's
produczion decision matrix, the small hclder in an isolated area
far from auy markets has the same price incentive to produce maize
as a farmer along a major transportation artery. Not accounting
for the transportacion costs of various crops favors low value,
high bulk crops. For example, on a per metric ton basis, maize
has a lower value than wheat, rice, soyabeans, groundnuts or cotton.
Thus, {f transportacion costs were accounted for, maize might not be
a profitable crop for the isolated farmer to praoduce. In a more
free market sicuation the isolated farmer would probably not grow
maize because he would have had to acecount for the cost of transport
and handling. From che economic perspective of the nation, the
transportacion costs should be included in the calculations of
which crops to grow where. The present pricing system ignores
the economies of location or comparative advantage.

Given Zambia's present discribution of producers, it is not
unexpected that the GRZ ctransportation subsidy has become significantc.
In 1975, che World Bank Rural Sector Survey found that government
subsidized ctransport costs per metric ton of maize from a large
number of rural purchasing points to rail heads averaged about

60% of th. cost of the maize. 1In some cases the percencage was
nearly 90%7. Since the domestic transport situation did not
lmprove markedly after 1975 and the cost of petrol, oil, ete. have
increased, che transportc and handling subsidies have grown. In
1976, the maize handling subsidy to NAMBOARD was estimated to be
under K25 per metric ton while by 1981 the average transport
handling subsidy to NAMBOARD and cthe cooperatives was over K9S

per mecric ton. In comparison, the price of maize was K130 par
metric ton.

The negative impact of the uniform national priciang policy is
expected o be ouly partially mitigated by the removal of most
price controls. The price of maize, and maize flour, the single
most important crop still is controlled. For other crops, the
effect of uniform pricing will be nullified in areas where the
market determined price is above the official price offered by
the GRZ, but will impact on production decisions in areas where
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the official price is above the market decermined price.

(b) “Uneconomic Relative Crop Pficing

Maize prices have increased in absolute and relative terms
faster than virtually any other crop in Zambia, definitely
faster thanm any other food crop (See Table 9). Between 1976/77
and 1981/82, wheat, rice, soyabeans, groundnuts, sorghum,
millets, and seed cotton all lost ground. The average annual
loss of other crop Prices against maize prices was 8.2% per
year during 1967/69~-1979/80 and the loss increased to 9% per
annum during 1979/80-1981/82.

This pricing policy Provides additional incentives for maize
production at the expense of other crops. If the availability

of labor is an important comstraint to increasing production,
then these policies would tend to reduce the acreages of other
crops as producers shift into maize production, because the per
unit returns for maize are higher and farmers do not have to grow
as much to achieve the same level of cash income.

A point frequently made is that domestic producer prices should
at least approximate the import parity or world market prices

for the same goods.* The rationale 1is that the agricultural
sector 1s being implicitly taxed if domestic prices are below
import parity and this acts as a disincentive for increased
production., This argument becomes particularly applicable

when the government has to import the same food at a higher
Price to meet domestic demand which is the case in Zambia. 1In
Zambia, during the late 1970s, domestic prices were below import
parity prices for most crops, the exceptions being wheat and rice
(two crops for which Zambia does not seem to have any real agro-
ecological potential for producing efficiemtly). The GRZ price
increases since 1979/80 has resulted in gains on the world prices
for most goods. (See Table 10).

During 1980/81-1981/82, Zambian producer prices were above import
parity for most crops except sorghum and seed cotton (two crops
for which Zambia has a significant agro-ecological potential for
producing effectively). The domestic maize price has improved
steadily against the import parity Prices, rising from an average
of 59% during 1973-1976/77 to 119% during 1980/81-1981/82.

An important assumption of this comparison is that the present
exchange rate properly reflects the value of the Kwacha. There
is considerable evidence that is not the case. Some observers
(IMF in particular) feel the exchange rate may be over-valued by

* This following comparison was completed before the Rwacha was
devalued 20% against the SDR and time precluded updating the analysis.

T\,
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at least thirty percent. The extent to which chis is true
atfects the above comparisons. In essence, the effect would

be to reduce che gain the GRZ has made on import paricy prices.
(See Table 10). For example, if the accual "shadow" exchange
rate was equivalent to a thirty percent devaluation of the
Kwacha, then the maize price including che fertilizer subsidy
would be only 6 percent above the import parity price in 1981/82,
down from unadjusted level of 51 percent. Even if this is the
case, it should not be forgotten that gains have been made,
although perhaps not as much or as uniformly distributed as would
have been liked.

(c) Subsidized Inputs

The GRZ also has a policy of subsidiziag various agriculcural
inputs, the most important of which is fertilizer. What started
out as a small program by the GRZ to increase the use of fercilizer
by Zambian farmers has turned into a major expense. In 1972, the
fertilizer price and handling subsidy to NAMBOARD for 112,800 MT
of fertilizer sold was K3.7 million. By 1980, NAMBOARD's subsidy
for fertilizer increased to K50.0 million for 196,361 MT sold,
almost a 14 fold increase for only a 74% increase in sales. (See
Table 11). 1In 1981, the fertilizer subsidy to NAMBOARD declined
by K12 million. While fertilizer subsidies have been reduced, a
sizeable subsidy level still remains (an estimated 28 percent for
1983).

Fertilizer subsidies promote the use of fertilizers more than

would be the case in their absence. In Zambia, most of che fertilizer
is believed to be used on maize and most of cthat by commercial farmers.
In additiom to being another incentive for maize production, ic is

an income transfer mechanism to those farmers that use ic. In
essence, the GRZ is transferring iancome (in the form of reduced
fertilizer prices) to the farm group in Zambia whom it was not

trying to help. This policy is biased against traditional farmers,
particularly those who do not have access to fertilizer due to

lack of credit or distribution.

(d) Uneconomic Relative Pricing Eor‘Consumgtion

The GRZ also subsidizes maize consumption in order to maintain low
urban prices for its major foodstuff. The tocal subsidy costs

per bag of maize handled by cthe GRZ are substantial. (See Table 11).
For the 1980/81 crop seasom, total official maize purchases and
imports were valued roughly at K104 million (US$120.0 milliom)

which is equivalent to 9.5 million bags of maize. Preliminary

(and conservative) estimates of GRZ subsidy outlays to NAMBOARD

and cooperatives are K78.0 million and K16.0 million respectively.
Thus, total subsidy outlays are K94.0 milliom (USSL110 million) or
equivalent 90% of total GRZ outlays for maize purchases. Based

on past trends, roughly 40 percent of the subsidy is for fertilizer,
another 50 percent is for maize handling and distribution and the
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remainder for other input subsidies (i.e., seeds). From
comparing this subsidy element to the consumer price of

maize, it can be readily understood why the consumption of

maize has been stimulated relative to the other less subsidized
or unsubsidized staple food crops. R

The final beneficiaries of these GRZ policies are the urban
populace who pay lower food prices, particularly for maize.
However, the low staple food prices have not guaranteed
sufficient quantities of staple foods at official prices.,
Parallel markets have risen in these and other "controlled"

food commodities,* although they are thought to be relatively
small due to the GRZ's policies which have reduced the importance
of the private traders in agriculture. In rural areas sorghum,
beans,and millet are often more expensive than the controlled
price for maize. Even in cities, the unofficial market price of
cassava flour, if and when available, has been reported at roughly
two times the official consumer price of maize flour.

The consumption of these staples often is constrained to "filling
in" the market when maize or other cheap foods are not available.
Even though these staples can be grown more cheaply 'than maize

in many areas, it is difficult to compete with the GRZ's relatively
‘high producer prices and relatively low consumer prices for maize.**

To summarize, the main impact of the GRZ's pricing policy has been
to favor maize production (due to the relatively high producer
price) and favor maize consumption (due to the relatively low
consumer price). This has reduced the profitability of producing
and distributing other crops. It also results in the country
becoming more of a momoculture crop economy. Although not
discussed here, there are probably significant nutritiomal
implications of this trend. Neither the freeing of price controls
for most commodities nor the devaluation addresses the problem
caused by the policy favoring maize production and consumption.

{e) Uneconomic Markets and

Inefficient Marketing Parastatals

Virtually all of Zambia's marketing parastatals receive subsidies
annually. NAMBOARD, even after the reorganization, still gets the
largest share of all th2z subsidies passed out annually. To be
fair, a large part of NAMBOARD's problems, which is also the case
for the other parastatals, is having to operate within the GRZ's
legislated price structure. This system does not allow NAMBOARD
the possibility of turnlng a profit. Maize purchased from farmers

* See recent Food Strategy Study (1982) for more details.

** This conclusion is also supported by Alan Martin, "Cassava or
Maize: A comparative study of the economics of production and
market potential of cassava and maize in Zambia", Rural Develop-
ment Studies Bureau, University of Zambia, 1978 and Doris Dodge,
"Zambian Agricultural Pricing and Marketing Policy", (July 1979).

. ‘f\ (){\
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s sold to millers at one kwacha above the purchase price.
(This is an "improvement" because prior to 1981, maize was

sold to millers at prices below what the farmers received).
Thus, to operate NAMBOARD has to rely on GRZ transfers to

cover 1its handling and distribution costs. As noted earlier,
it remains to be seen as to how fast the parastatals' prices
will increase as a result of the new price deregulation policy.

However, a more important problem which leads to the development
of an inefficilent marketing system is the lack of incentive
parastatals have to become efficient. TIf losses increase, the
GRZ will bail them ouct. Because of this situation, the total
cost of this system increases.

The other major problem of this type of price setting and
marketing system is that a conslderable amount of managerial
talent is required to run ic, not only at the top but at the
middle and lower levels toc. As noted in virtually all reports
on Zambia, trained manpower is clearly a major comstraint
throughout the government. Most skilled people often leavae

to work in the formal private sector or the mining sector where
salaries and "perks" are better.

The reliance on budgetary transfters to cover operating expenses
has caused serious cash-flow problems for the parastatals because
the GRZ has been increasingly slow in approving the transfers.
(This 1is its response to its own financial crisis). This has
Pushed the parastatals into the commercial credit market where
they have soaked up credit which might otherwise have gone to
productive activities (L.e., private sector investment).

A significant benefit of che agricultural marketing reorganization
has been ‘that the marketing responsibilicies, as well as for input
distribution, has been placed into the hands of the cooperatives
(e.g.,farmers). Although not all the councry's cooperative unions
are ready for this responsibilicy, those who are ready seem
generally pleased with this change.* As was noted earlier, the

GRZ has been slow in reimbursing the cooperatives for their expenses,
hence placing them into severe cash flow problems.

The GRZ has publicly stated that it wants the cooperatives to

play a major role in agriculture. However, the present situation
requires that the cooperatives receive support to survive and

grow. Alchough the Cooperative Federationm (the umbrella organizacion
for all provincial Cooperatives) actively works for its members
interests, 1t still could turn into an organization which responds
obediently to GRZ demands. TIf this occurs, then Zambia will once
again have a NAMBOARD, but with a different name.

*Based on discussions with cooperative movement leaders and MAWD
personnel,
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(f) Other Constraints

Other constraints on agricultural performance are the lack

of credit, agricultural information, appropriate agriculcural
research and extension, and restrictive land tenure laws.
These other constraints, however, are viewed as less important
than the pricing and marketing policy constraints. The two
most important macro policies that impact negatively on the
sector are the overvalued exchange rate and low interest rate
policies which are discussed in the macro economic section.

D. Prognosis

The changes in the last several years show that the GRZ is
committed towards incentive pricing for producers, and reduction

in consumer and fertilizer subsidies. However, there are still
problems in these areas and, as a result, the net effect on the
agriculctural sector has been to suppress production and incomes
below what they could be. While the recent policy changes (removal
of price controls and devaluation) are significant, and will, in
all probability, stimulate the sector, the net effect of these
changes will be dampened by the remaining constraints. Of
particular importance is the GRZ pricing policy bias which favors
maize production (relatively high producer price) and maize consumption
(relatively low consumer price). Also of importance is the impact
oL the maize and fertilizer subsidies on the GRZ's budget. Their
sheer size constrains the amount of productive investments which
are possible.

The GRZ cannot afford to continue. its present pricing and marketing
policies which are sending signals to the economy that have resulted
in misallocation of resources. As a result, AID/Zambia's major
program thrust will continue to be to assist the GRZ in developing
an agricultural development strategy and policy environment
commensurate with the sector's potential and the GRZ's resources.
AID/Zambia will actively support policy reforms which (1) continue
to reduce both consumer and producer subsidies; (2) improve the
flow of financial and credit resources to agriculture; (3) improve
regional food production and consumption patterns; (4) improve the
marketing system; and (5) improve access of the rural populatiom to
essential consumer goods. Information gathering, analysis, and
training are major components of all the above. The relationship
of this CIP to AID/Zambia's program thrust is discussed in detail
in Section V,

The following table shows the average general fertilizer
recommendation for the most important crops:
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‘Fercilizer Recommendations in Kg per hectare
Level of Management —

‘Crbf*if : Improved Top Commercial

Maize 200 X + 200 A/N 300 D + 300 Urea
Cotton 200 X 300 D + 100 Urea
Soyabean 200 D + inoculum 300 D + inoculum
Sunflower 200 D 300 D + 100 A/N

‘Tobacco 300 ¢ o 600 C '

Source: Research Branch, MAWD

It should be noted that the rate of recommended fertilizer
-input is related to managerial ability. The Southern, Central
and Eastern Provinces have the most favourable soil and
climatic conditions for arable agriculture and it is in these
areas that large scale production of most field crops is
found. The average expected response to the use of the
recommended levels for these areas is shown in the following
chart:

Crop Yield Levels and Response .y Fertilizers
io Kg per Hectare
Level of Management

Crop - Traditional Improved Commercial
(no fertilizer) (small and medium) (large scala)

Maize 900 3600 6-9000

Cotton 500 1500 . 2-3000

Soyabean 200 1000 . 1500-2500
Sunflower 200 700 1000-1200
Tobacco 400 §oo0 1000-~2000

Source: Research Branch, MAWD

The above chart assumes fertilize~ applications in the range
described in the previous table and acknowledges that the

response may vary by plus or minus 20% according to the area,
rainfall and anumerous other variables. However, top commercial
ylelds are consistently achieved on many of the better managed
farms. In order to realize a more efficient use of fertilizer

and to maximize the economic return to farmers, fertilizer
response curves should be established for specific crops according
to soil type and the level of management.

Although research station trizls and a limited number of case studies
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on farmers fields which estimate the impacc of fertilizer are
available, there is a dearth of information which would allow
the estimation of the actual impact of the present supply of
fertilizer on agricultural production. The unreliable estimate
of total maize production is just one example of the problems
faced in quantifying the actual impact of fertilizer.

As a second best solution, an attempt was made to evaluate the
importance of fertilizer in explaining the level of officially
marketed production. When the level of officially marketed

maize was correlated with the level of fertilizer sales

(excluding tobacco fertilizers) for the last ten years, a
significant (49%) relationship was found. This suggests fertilizer
is important in explaining the level of officially marketed maize.

Next, a simple ordinary least squares (OLS) regression was estimated
with the level of officially marketed maize as the dependent
variable to be explained by the previous year's real price of

maize, the previous year's real price of maize adjusted for the
effect of the fertilizer subsidy and the level of fertilizer

sales.* These three variables accounted for roughly 85 percent
(adjusted R®) of the variatiom in officially marketed maize
production. It should be repeated that this was a preliminary
analysis with a small .set of data and thus these conclusions are
tentative.

Even though any conclusions drawn must be tentative, they do
appear to support theoretical expectations. Fertilizer sales,
hence the availability of fertilizer supplies appear to be a
significant determinant of the level of officially marketed maize.
By the same token, the previous years' real price for maize with
and without the fertilizer subsidy also appears to be significant
explanatory factors. This suggests that while the real prices of
maize and the size of the fertilizer subsidy affect the supply of
officially marketed maize, the availability of fertilizer is also
important. Furthermore, based on the above regression, the
availability of fertilizer may be more important than the real
price of maize including the fertilizer subsidy. This suggests
the supply of fertilizer to Zambia is important to maintaining
food production in Zambia. In fact, the estimated relationship
suggests that a ten percent decline in fertilizer sales will
result in over a 25 percent reduction in the level of maize
marketed officially..

* The correlation between the real price of maize and the eal price of maize
adjusted for the effect of the fertilizer was an acceptable 50 percent. The
correlation of fertilizer sales with these two price variables showed an
insignificant relationship. The previous year's prices were used because GRZ
price changes prior to 1980/81 were usually announced too late to affect the crop
season during which it was announced. A variable for the effect of weather was
constructed and correlated with officially merketed maize, but was fo 2d to be
insignificant, suggesting that the weather variable constructed was incorrect
and/or the quality of the data is poor.

O\



Bafore too mych cradence is placed ia these resulcts further research
is required.™

Another question which remains difficult to answer is whether
.farmers would dramatically alter cheir purchases of fertilizer

if che price increased, for example, 28 a result of a reduction

in the fertilizer subsidy. One study suggests that the benefits
of using fertilizer are substanctial enough that fercilizer sales
are relatively insensitive to changes in price. This conclusion
is supported by officials and other observers of agriculture in
Zambia. However, what the magnitudes of the changes in fertilizer
prices could be and still not dramatically affect fertilizer sales
remains an open question.

Illegal exports of fertilizer .probably are occurring, but the levels
are believed to be insignificanc, particularly in light of the
benefits of using it for maize production. There appears to be

a larger profit in illegally exporting maize and maize flour. As
noted earlier,. these are estimated to be between 45,000 MT and
90,000 MT per year.

In summary, the usage of fertilizer can result in substantial
increases in production.*** The actual impact of fertilizer in

Zambia is more difficult to determine at the present time,

although preliminary indications are that its availability does explain
over 40 percent of the wvariation in officlally marketed maize.

By the same token, the actual sengsitivity farmers have towards
fertilizer price changes and the .level of illegal fertilizer

exports are unclear.

* The reason why there appears to be a significant percentage
decline in officially marketed maize production as a result
of a decline in fertilizer consumption 1s dvue to the base
from which the percentage is calculated. For example, 1f
total production declines, a farm family will probably ensure
that its needs are met before it sells its surplus. 1In
percentage terms, a 10 percent decline in total production
may easily result in an 80 perceant decline in officially
marketed production if the family's marketed surplus was
around 10-15 percent of total production. The same analogy
applies to the estimate derived from the preliminary analysis
regarding the impact of a change in the supply of fertilizer.

Ll Dodge, ibid, piv.

*** Comparing the rise in fertilizer consumption with a comnstant
per capita food production during the same period can be
misleading. The fact 1s that production has kept pace with
a high rate of population growth in Zambia, whereas in much
of Africa it has not. Furthermore, given the high rural cto
urban migration races, the working rural labour force has grown
at a rate considerably less cthan the population growth rate. This
implies that those remaining in the rural areas have been relative
ly effective in increasing output. Fertilizer was undoubtedly a
factor in this increase. As noted in the paper, a large proportion
of the productivity gains are attributable to the commercial farm sector, which
annually uses an estimated 50 percent of the total available fertilizer. This
sector has improved its productivity continuously since Independence, except
for the 1976-1979 period.

A



35J.

E. Usage and Impact of Fertilizer

A glance at anyv soils map of Zambia indicates the generally low
inherent fertilicy of the soils. Large areas of naturally

fertile soils are not found where high sustained yields could

be obtained without the use of fertilizer. Acceptable responses

to the three major nutrients commonly required by all plants, i.e.,
nicrogen, phosphorus and potassium, have been escablished through
the large amount of high quality research work accomplished by the
Ministry of Agriculcture's Research Branch. Even though Zambia's
soils are considered to have low inherent fertilicy, chey have high
potential for crop production provided adequate levels of fertilizer
are used. Nitrogen is required in fairly large amounts for all but
leguminous crops, but this is not unexpected with the 1-3% nrganic
levels found in Zambia's soils. Relatively modest amounts of
phosphorus, potassium and sulphur are required. Sulphur deficiency
is widespread and good responses to sulphur have been observed. Of
the minor elements studied only boron has been shown to be required,
although zinc and molybdenum deficiencies have been established in
particular situations. Of the field crops cotton has been shown to
be particularly susceptible to boron deficiency.

From the 1960-1970 decade of research findings, the composition and
nutrient ratio of the recommended fertilizer mixtures were established.
The mixtures are formulated specifically for Zambian conditions and
are designed for multi-purpose application. Table 13 shows the
compound fertilizers with their respective formulations and the
main ingredients necessary for their manufacture by the Nitrogen
Chemicals plant in Kafue. Ammonium nitrate has been produced by
the plant for several years while the NPK mixture formulation began
production in 1982.

F. Fertilizer Marketing System

NAMBOARD has the primary responsibility for fertilizer distribution
and operates l4 major depots covering all provinces. Up to this
current season NAMBOARD also operated over 450 permanent rural
depots but now these are being turned over to the agricultural
cooperative unions. The expected problems associated with a turn-
over of respousibility of this magnitude are currently being
experienced and it is reasonable to assume that fertilizer distri-
bution and maize buying will be very problematic this season. 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 the rural areas.

To date the cooperative uaions have focused more heavily on
purchasing crops rather than selling inputs. It has been reported
that in 1977, cooperative unions operating in four provinces
purchased 83 percent of all official maize bought but sold less
than 15 percent of fertilizer marketed. :

The GRZ has been following the policy of maintaining a one year
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supply of fertilizer composed of ln-country sceck and import
shipments in the pipeline. This is justified in view of

Zambia's long history of difficulcties in meeting farmer needs

on time. Factors such as (i) limitations in domestic transporct-
ation capacicy, (ii) congestion in the ports and inland trans-
portation routes, and (iii) the ever present problems of obtaining
necessary foreign exchange are reasons for maintaining such a
large pipeline and inventory level. Appendix D shows the current
stock position in the country.

G. Key Institutions

Prior to Independence in 1964, Zambia relied on inputs of all
types to be supplied by its southern neighbour Rhodesia, which
were marketed through the three commercial companies, Fisons,
Rodia and Windmill. A large range of maize and tobacco mixtures
and straight fertilizers were imported directly at competicive
prices. In 1968 che Natiomal Agricnltural Marketing Board became
the sole supplier to the farmer following the nationalization of
the commercial companies. Consumption of fertilizer more than
doubled in the ten years following Independen:e, i.e., from
38,000 metric toms of compounds and ammonium nltrate to

80,000 tons ia 1974. 1In the last eight years demand has dramatically
increased to the estimated consumption of a toeal of 238,000 tons
for 1982, '

GRZ has a strong commitment to NCZ and has provided the capital
for expansion. By 1985 che plant expects a production capacity

of about 186,000 tons of ammonium nitrace and compound mixtures.
This production requires the importation of substantial quantities
of raw materials. However, possible future exploitacion of local
supplies of rock phosphate and regional supplies of phosphaces
could lower the foreign exchange requirement of this production.

Listed below are the major instictutions involved in the fertilizer
sub-sector and a brief description of the functions they perform:

l. National Fertilizer Committee

The National Fertilizer Committee advises NAMBOARD and the
NCZ plant on the type and quantities of fertilizer to be
imported and/or produced. Committee members include
representatives from the Ministry of Agriculture and Water
Development (MAWD), N¥itrogen Chemicals of Zambia LTD. (NCZ),
National Agriculctural Marketing Board (NAMBOARD), Bank of
Zambia (B2), Commercial Farmers Bureau (CFB), Tobacco Board
of Zambia (TBZ), and NAMBOARD's bankers.

2. Natiomal Agriculctural Marketing Board (NAMBOARD>

NAMBOARD has been the most significant of all institutions

N
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involved in the fertilizer sub-sector in that it has

carried the respounsibility for the importation,;storage,
distribution and markecing of fertilizers. It now shares
the discribution and marketing functions with the Provineial
Cooperative Unions.

Srovincial Cooperative Unions

The Cooperative Unions chrough their primary societies have
within the past two years received responsibility for the
markecting and distribution of fertilizer from NAMBOARD. This
function is being assumed in all of Zambia's nine provinces.
NAMBOARD will sell fertilizer to the cooperatives from their
14 regional depots.

Nitrogen Chemicals of Zambia Ltd.

Nitrogen Chemicals of Zambia Led, (NCZ) is the sole
industrial manufacturer of fertilizer in Zambia. The
capacity to produce fertilizer mixtures has been added this
past y=ar to augment and utilize the ammonium nitrate
production. By 1985 the plant should have the capacity to
satisfy approximately 60% of tocal domestic fertilizer
demand.

Central Supply and Tender Board

The Central Supply and Tender Board tenders for the
fertilizer requirements on behalf of NAMBOARD.

National Commission for Development Planning

The National Commission for Development Planning (NCDP) is

a GRZ unit partially responsible for determining fertilizer
prices. NCDP helps set prices in consultation with NAMBOARD,
subject to approval of the Cabinet and the Office of the
President. Maintaining a fair rate of return for the producer
is considered the main criteria for price policy.

National Council for Scientific Research

The National Council for Scientific Research coordinates
the agricultural research activities for the nation.

Ministry of Agriculture and Water Development - Extersion
Services

Zambia has 12 research stations and 17 zonal sub-stations

to research and field test fertilizer products and make
recommendations. The Extension Service has the responsibility
to undertake promotional activities such as on-farm fertilizer
trials, farmer meetings and to advise farmers on fertilizer use,
rate and method of application. ’



T February 1983
Is5M.

PROPOSED U.S. ASSISTANCE

A, Problem Identification

Zambia has severe shortages of foreign exchange and a large
negative balance of payments position. There are few forward
and backward linkages between industries and Zambian internal
requirements for goods and services. There 1is a definite need
to increase food production to meet the nation's requirements.
These weaknesses in the economy and agriculture sector have
been discussed at some length in previous sections of this
document.
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The size and complexity of Zambia's problems and the range of
alternative solutions must be studied in light of the resources
available, the Zambian capabilities, the level of acceptance
and support from the populace, and the time horizon for such
solutions. Donor assistance could be given in many different
ways, yet a diffuse effort with limiteu resources may not have
the desired impact  on the problem area being addressed.
AlID/Zambia approaches the problem by concentrating its efforts
in a limited field where the , impact of assistance can be
significant. ' -

In the past, the CIPs and overall AID/Zambia strategy has been
concentrated on the agriculture sector as the area with the
greatest potential for sustained growth, individual initiative,
and with major significance for the nation as a whole. Within
the agriculture sector CIP imports have been concentrated on
fertilizers in recent years. This concentration of effort has
been done for a number of réasons: :

l. Zambian agricultural production (particularly maize) is
highly dependent on fertilizer. The soitls require and
respond well to proper fertilizer and the yield potential
increases dramatically with appropriate inputs.

2. Fertilizer is used by farmers at all levels of operatioun.
The bulk of fertilizer is used by the target population of
small farmers. ,

3. TFertilizer usage increases production and income for the
farmer. The financial returns from proper use are
significantly greater than the cost of the fertilizer
itself. .

4. AID assistance can (and has) constitute a signifant
percentage of the fertilizer requirements. The AID program
will thus have a major impact omn agriculture in Zambia.

5. Procurement and transport of fertilizer materials imported
from the U.S. can be achieved fairly quickly and
efficiently. The involved Zambian institutions have
experience with these commodities and delays can be
minimized, ’

6. U.S. fertilizer material prices are amongst the lowest in
the world. Even with shipping costs included, U.S.

. products are competitive with those of alternative
sources. AID assistance can therefors fund amounts of
materials similar to those that could be procured from
other sources.



7. Zambia is dependent on imports for a minimum of some 40% of
its fertilizer requirements and must use foreign exchange
to purchase it, This minimum import requirement is based
on the assumption of full production at the NCZ plant. The
seed can partially be met through AID at a substantial
saving to Zambia. \

These are the major factors which have encouraged AID to

provide fertilizer products under the CIP. The assistance

helps with foreign exchange and BOP difficulties in Zambia, it
can help with linkages between industry and agriculture, raw
materials and input requirements, and with the need to increase
food production. The completion of the Nitrogen Chemicals of

Zambia (NC2Z) fertilizer factory expansion has opened up a

possible use of fertilizer products through this facility. The

reasons given for AID assistance in fertilizer procurement
would hold valid if NCZ is to be used as the channeling agent
for fertilizer products. The following section reviews the
advantages and disadvantages of utilizing NCZ as ths vehicle
for AID assistance, as compared with the altermative of
assistance with the procur.ment of finished fertilizer
compounds,

B. Description of Proposed Assistance

In view of the GRZ balance of payments difficulties, shortage
of foreign exchange, weaknesses in linkages between industries
and agriculture and the Zawbian objective of food production
self-sufficiency, as well as AID willimgness to provide
assistance in these areas, it is proposed that AID lend the
Government of Zambia U.S.$20 million from the Ecomomic Support
Fund. The concessionary loan will be in the form of a
commodity import program to provide needed foreign exchange,
support the GRZ effort to construct an integrated agricultural
infrastructure, support efforts to increase food production,
and raise farmer income through increased yields.Local currency
will help strengthen the agriculture sector. Support measures
and local currency atetributions are discussed in Section V.C.
Determination of attributions are to be decided joinctly by
AID/Zambia and the GRZ.

As proposed by AID/Zambia and requested by the GRZ, the loan
will be used to procure raw materials used in the manufacture
of fertilizer compounds. The requirements are estimated as
follows:

<u “)O
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Raw Materials Quantity (in metric Landed Cost
tons)

Di-Ammonium Phosphate ° 13,000 tons @ $470 each 6,110,000
Triple Super Phosphate 20,000 tons @ $445 each 8,900,000
Potassium Sulphate 1,000 tons @ 3490 each 490,000
Chemicals and Catalysts 1,000 tons @ $1600 each 1,600,000
-Coating Agents 1,000 tons @ $540 each 540,000
sub total $17,640,000

Contingency and Inflation 2,360,000

total $20,000,000

SEESnNEREEESS

These materials, coupled with the amount of rav materials that
NCZ should have in stock at the end of FY 1982/83 (see Appendix
E), will allow for the production of 93,000 tous of compound
fertilizers (X and R) used principally in maize and wheat
production. The materials iaclude 5,000 tons of TSP and 2,000
of DAP that can be used for the production of some 20,000 tons
of compound D, used principally by commercial farmers.

The FY 1983 CIP is an integral compounent of AID/Zambia's
overall program of lncreasing food production and of raising
small farmers' income. The program ties in with PL 480 program
efforts to assist with foreigm exchange problems and to provide
essential food supplies. Both the Zambia Agricultural
Training, Planning and Ins‘itutionmal Development Project
(611-0075) and the Agricul.ure Research and Extension Project
(611-0201) are designed to improve thewmagricultural sector
through research and planning improvements, which are also an
integral part of the overall program and have the same ultimate
goals.

C. Support Measures and Local Currency Generation Uses

Under the FY 1983 CIP loan several measuras supportive of the
.AID/Zambia program will be negotiated with the GRZ. These
measures are consistent with the goals of increased food
production and increased farmer income. 1In order to achieve
these goals AID/Zambia is assisting the GRZ in its efforts to
-accelerate growth in the agriculture sector by both increasing
and redirecting investment resources, by developing food
production incentives including pricing policies, by improving
government management of the sector (including the reduction of
subsidies), and by improving the marketing system. These
measures are important elements of the AID/Zambia strategy.
They are another advancement in the policy dialogue with the

¢
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GRZ and a coutinuation of support measures included in past and
current CIP loans and PL 480 agreements.

Zambia is not self-sufficient in food production.
will need to import am axcess of 100,000 tons of maize in the
aext few mounths. Importation of wheat and rice will be
required together with other basic fecdstuffs. Given the need
for self-sufficiency in foad production, increases are
definitely required. The Support measures are directed toward
that end. The means for achieving production increases are
seen as strengthening the overall ability of the agricultuire
sector, eliminating false economies 2ad developing the means to
Plan and research for the future needs of the countey.

The nation

The two strategic zarget areas in the agricultural sector which
AID /Zambia has selected for priority attention in FY83 are
agricultural pricing policies and market development policies.
In the first area, AID/Zamb}a, in an effort parallel with that
made by the IMF and IBRD, has concentrated on increasing
producer prices (primarily for maize) and on reducing GRZ
subsidies of consumer maize prices and of fertilizers. The GRZ
has substantially increasad not only producer prices paid to
farmers for many food crops, but also has provided a number of
other incentives as well. The support measures for this loan
will countinue these initiatives by helping the GRZ to maiatain
incentive producer prices and to reduce fertilizer subsidies.

In the area of market development policies, AID/Zambia efforts
7ill be to assist the GRZ in the decentralizaticn of crop
related input/output markecting fumcti'»ns (helping to reduce
NAMBoard responsibilities and passing them on to provincial
cooperatives in a move away from GRZ dominatioa and towards a
more open and flexible marketing system). Such changes cannot
be implemented overnight, as time is needed to adjust
distortions and imbalances in the current system. Some
provinces (e.g., Southern and Eastern) have a more developed
marketing infrastructure, whereas in provinces such as Western
and North-Wastern a developed infrastructure does not exist,
Some provinces have only recently established provincial

cooperative unions and some time is required to establish them
and the primary societies.

AID efforts will be supportive of those GRZ policy and resource
decisions which lead to more viable and self-sufficient
marketing organizatioans and toward more competicive and
realiscic prices of food crops, reflecting their relative
supply and demand relatiouships. This approach has been
successful and a reflexible negotiating stance is necessary
given the political and economic realities of Zambia today.
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Under this agreement it is recommended that the Government of

the Republic of Zambia:

a. Continue appropriate incentives, especially in pricing
Sstructures, to farmers and marketers for the encouragement
of production increases in maize and other food crops
needed to meet national requirements. The level of
incentives should be determined through a careful review of
production and marketing .costs.

b. Continue to reduce the subsidies present in the sale of
fertilizers and of produce sold to millers or consumers.
Parity with equivalent import costs of these goods should
be met within a specific time period (especially for maize
and fertilizers)., Subsidies/restitutions paid by the GRZ
for marketing, tramsport, storage, randling and overheads
of agricultural products should be eliminated within a
mutudlly asreed upon time period (perhaps within five
years) and these expenses should be included in the sale
price of the commodities.

¢. Continue to conduct a series of reviews and studies which
address critical agricultural issues and that will be used
to help guide GRZ policies. Such analyses would include: a
review and analysis of current export/import policies which
affect the agriculturr sector; a review of current
technological recomm‘ .datioms for all crop inputs; a study
and analysis of the potenmtial for procuring raw materials
locally for ferctilizer production; a review and study of
agricultural input requirements and availability in Zambia;
and production costs of agricultural products from planting
to consumption. :

d. Decide jointly with AID/Zambia the utilization of the local
currency attributable to this loan agreement and maet
periodically to review the progress made to date. The
priorities for the use of these currencies are: to support
price incentives; to strengthen the agricultural
infrastructure through assistance to the marketing systam;
to provide local currency for certain studies and reviews;
and to assist with the improvement of agricultural
management and techmical capabilities.

The kinds of incentives to be used to encourage farmers and
marketers and increase productiom are basically to create a
structure in which market forces and actual costs dictate the
prices they are paid (a fair margin above their costs). The



support measure concerning studies includas suggested topics,
such as cost analyses and pricing structures. The results of
such studies should be used as the basis for any decisions on
pricing made by the GRZ. GRZ decisions must provide

encouragement to farmers and reward those who are most
efficient and mosc productive.

The subsidies and restitutions now present in the agricultural
sector should be eliminated, say within a five year period.,
These costs place a tremendous burden on the GRZ and do not
truly assist the farmers (they reduce costs, but the prices
paid for produce reflect this raeduced cost). The restitutions
do not cover marketers' (Cooperatives, NAMBoard) costs and
paymeunts are made very late. The sole beneficiary is the
cousumer, but those benefits are realized at the expense of the
agriculture sector and the GRZ. The means of eliminating these
shortfalls are to allow the cooperatives to charge farmers the
cost price plus a small profit margin for the fertilizer
purchased (initially at parity with cthe import landed cost of
those fertilizers) and to allow the cooperatives and/or
NAMBoard to charge millers the cost price of maize (including
uandliang, transport, storage, and overhead costs) plus a small
profit margin. This measure can only be carried out when all

Costs are known and could be emnacted over a period of time
(perhaps five years).

The GRZ, with the help of AID projects and other donor
assistance, should continue to improve its capability co carry
out. certain studies and analyses. These improved efforts
should address critical agricultural issuaes as suggested by the

Support measure. Costs of such research could be partially
funded through local curreacy generations.

Quarterly meetings are to be held to review progress and to
program local currency attributious. A aumber of usses of funds
have been suggested. The suggestions to use fuads to
streungthen the agricultural infrastructure might see GRZ monies
used for improving and expanding storage facilities and
purchasing transport/storage ag4ipment. This equipment could
be granted or sold oa loan to :ae cooperatives and NAMBoard.
Funds could also be used to-pay loca costs of training
seminars or education programs for farmers and cooperative
staff, as well as appropriate GRZ staff.

These measures, ia conjuunctioan with other efforts to streagthen
the agricultural sector in Zambia, will have a definite,
positive impact on food production and incoma. These measures
will be carried out over a period of time (perhaps five years),
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but start-up should begin immediately. The result will be
an enhancement of the framework for improved farm production
levels and a potential for national food self-suificiency
and greater farm income.

)
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D. Economic and Financial adnalysis and Justification

The GRZ has requesced assiscance from AID for the procurement of
fercilizer products. .These products would be in the form of raw

finance the importation of finished compound ferctilizers. Both

In the past AID has assisted the GRZ with both finished fertilizer
compound imports and with rav macterial imports. In the FY 1980

CIP a portion of funding was utilized for raw macerial Procurement,
a4s was all of che FY 1981 CIP. The FY 1982 CIP did not provide for
Procurement of raw materials (as the NC2z Plant had not fully utilized
the FY 1981 ccmmodities), but provided for finished fertilizer
compounds. It will alse provide some tractor spare parts.

Included in the FY 81 CIP PAAD was a description of the set~-up and
establishment of the NCZ fertilizer factory and its expansion. The
pPlant, wholly owned by the GRZ, produces both fertilizer and

explosive materials, as well as otcher minor products. The planc
expansion has taken nearly five years to complete and was fully
commissioned in 1982. The plaant is currently operating at roughly

602 of name=-plate capacity (manufacturer's estimate of optimal, 24=-
hour operacions), using locally produced ammonium ritrate and imported
raw materials. Current estimates for the period 4/82-3/83 indicate

fercilizer and 82,000 tons of various compound fertilizers. A portion
of the AN (20,000 tons) will be used for compound fertilizer
production. Given normal downtimes for maintenance and repairs,

the optimal production projected for 1984-85 will be 62,000 tons

of AN fertilizer and 106,000 tons of compound fertilizers (See
Appendices D and E).

The NCZ fertilizer factory construction has been fraught wich delays,
cost over-rums, large financing charges, and "off-gsite" expenses.
This has been compounded by the expensive coal. defraction method
electrolysis) and the need inirially to import some 75%-80% of the
raw material requiremencs. The NC2Z factory has been runniag at a
finmancial loss and hag been producing compound fertilizers act high
financial costs, due largely to heavy finance and depreciation
charges resulting from the earlier construction delays and cost
over~runs, and im part to the attribution of certain local
infrastructure expenses to the NCZ accounts rather than to the
government development program. Operating axpenses will decrease
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rapidly as production becomes more efficient and as more inputs
_are produced locally (e.g., ammonium sulphate). Fixed costs will

also decline with reduced financing charges and depreciation, but
at a slower rate.

a. Economic Analvsis

l. A sizeable savings in foreign exchange will be achieved by
importing raw materials under this CIP for NCZ to process into
finished fertilizer materials. Locally produced compound fertilizers
have a direct foreign exchange cost of approximately $310 per metric
ton. This is che cost of tramsport and imported raw materials.
Imported finished fertilizer compounds including transport costs are
estimaced at $420 per metric ton. 1In direet foreign exchange costs
an estimaced $110 per ton are saved. For the production of 68,000
tons of compound fertilizer (the amount directly attributable to
AID-financed raw material inputs), the foreign exchange savings

are USS$7,480,000. This will augment the direct support to the
balance of payments deficit provided by the CIP funds themselves,
and it will allow Zambia to import either 30% more fertilizer or an
equivalent value of other commodities than it could if finished
fertilizer compound were imported.

2. The NCZ plant operation uses local natural resources that would
not be used if only finished fertilizer is imported. This includes
coal from Maamba Collieries, water resources, hydroelectric power,
pyrites and lime. A further potential for factory use is Zambian
phosphates. Deposits of rock phosphate have been found along the
Tanzania~Zambia border and they are currently being evaluated for
possible mining.

3. Transport congestion has been a bottleneck to Zambian iadustry
and commerce in the past. Imports of raw materials will mean that
fertilizer transport requirements from overseas and/or African
sources will be reduced by roughly 50% of that required to import
finished fertilizer compounds. This would free up some 2,500

box cars (at 30 tons per box car). Actual tonnage shipped will be
similar for either alternative but with the importation of raw
materials twice as much fertilizer will be produced. Additionally,
deliveries of raw materials could be staggered over the production
period, thus not overloading the system at a given period nor
burdening storage facilities.

4. The expansion plant/compound fertilizer factory currently has
a muster roll of 613 employees. This level should increase to an
estimated level of 780 employees by the end of 1984. Assuming an
average family of six people, these employees represent a total
population of some 4,700 people supported by the expanded plant.

5. An analysis was conducted to compare the economic costs to

Zambia of producing fertilizer compounds at NCZ from the imported
raw materlals proposed for financing under the CIP wich the alternative

&
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costs of importing che finished compounds directly. The analysis
relied on data supplied by NCZ authorities, mosc of which 1is
summarized in Appendix E of this paper. The resulcs, presented

in Tables 1, 2 and 3 of this section, indicace that the average
variable econowic costs of NCZ production, even without adjustment
for appropriate shadow prices of labor and foreign exchange, are
substantially (21-31%Z) less than the costs associated with imporc-
ing the finished compounds at cthe current exchange rate. With
shadow price adjustments to represent more accurately the opportunity
cost of domestic labor and foreign exchange, the variable economic
cost savings are even greater, 32-41% of the cost of irporting the
final products.

A marginal cost analysis provides the most appropriate guideline for
a decision about whether to keep a firm in operation. As long as
marginal revenues or benefits exceed marginal costs it will pay to
keep the firm operational, even i1f the level of benefits is insuffe-
icienc to cover all fixed costs as well. Sigce the fixed or "suank"
costs are incurred whether or not the firm is operating, losses are
greater when the firm 1is not operating than when at least part of
such costs are covered by revenues.

Due to the lack of sufficient data to calculate the actual marginal
costs per ton of NCZ production, this analysis relies on average
variable cost comparisons. As long as the NCZ facilities are
‘operating at less than full capacity the average variable cost of
production should be higher than the marginal cost of producing the
uext toun. Therefore, these estimates of variable cost savings over
imports are probably less than actual marginal cost savings.

The analysis indicates that the total unadjusted economic costs of
NCZ, including the fixed (sunk) economic costs of capital depreci-
ation and interest or finance payments on foreign loarns, are less

than the average marginal costs of importing finished fertilizer
compounds except for the first year (1982/83), when the average
economic cost of NCZ production exceeds the imported cost by 7.3%.

At the present exchange rate total net savings are positive in
succeeding years as NCZ is expected to switch from imported

petroleum fuel to cheaper domestically-produced coal-fired burners.
With shadow prices to approximate the economic value of labor and
foreign exchange, total net economic cost savings of NCZ will increase
from a positive K47 (USS28) per MT, or 5.9% of final good import costs
in the firsc year to K187 (US$S110) per MT, or 247 of final good import
costs in year 3 and thereafter. Thus it is clearly to Zambia's
economic advantage to import raw fertilizer materials and have NCZ
produce the final compounds, rather than to impnrt the final

products,

This economic analysis differs from a financial analysis in several
ways. Domestic transfer payments, such as taxes, import duties,
license fees and domestic interest payments, are eliminated as non-

(
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economic costs, although interest payments due on foreign loans are

included as an economic cost to Zambia. Domestic labor costs are valued

at a shadow price of one-half their nominal levels, in recognition of the
excessively high wage rates in the formal manufacturing sector of the
economy, at a time of rising unemployment and underemployment, compared with
the productivity of the vast majority (79%) of workers in the informal

urban and rural sectors (which is less by a factor of 4). The effect of this
adjustment is relatively small, reducing total variable costs in the first
year analyzed by only 4%.

A shadow price is also used to approximate the true value of foreign exchange
to Zambia, which is conservatively assumed in this analysis to be undervalued
by 30% at the current Kwacha exchange rate. The recent 207% devaluation has
restored the real trade-weighted purchasing power parity of the kwacha closer
to its 1979 level; but declining terms of trade and increasing current account
deficits on the balance of payments imply that the kwacha was already over-
valued before its effective appreciation between 1979 and 198l. At a minimum,
another 10-20 percent devaluation of the kwacha is probably needed to restore

a semblance of equilibrium in the foreign exchange market, even with the
relatively high levels of tariffs and quantitative import controls that can

be expected to be retained. Such tariffs and controls, and continued borrowing
abroad, will protect a continued over-valuation of the kwacha of at least
another 15-20 percent, and possibly more. In view of these consideratioms,

and the fact that the current blackmarket exchange rate is reportedly between
US$0.50 and 0.40 per kwacha, or 40-52 percent below the current rate, the
shadow exchange rate used in this analysis is US$0.58&7 = K1, 30 percent less
than the current official rate of U.S5.50.839 = Kl1. (Stated in reciprocal

terms of kwacha per dollar, the shadow price used is K1.70 = $1, or 43%

more than the current rate of K1.19 - $§1.) The effect of this adjustment

is to increase total variable costs in the first year by 28%Z.

6. The preliminary amalysis presented in Section IV suggests that the level
of fertilizer sales is one of the major determinants of the level of maize
supplied to the official marketing channels. Therefore,,6 a reduction in the
supply of fertilizer (hence, sales) will, in all probability, result in a
reduction in the quantity of maize marketed through official channels. Given
Zambia's prusent maize supply and demand situation, a significant decline in
the level of maize marketed through official channels would result in the GRZ
expending foreign exchange to import maize in order to cover the domestic
shortfall. ' '

Given that the 1982-83 estimated compound fertilizer consumption is roughly
130,000 MT, the fact that the AID financed raw materials to NCZ will allow

the production of about 90,000 MT of compound fertilizers (70 percemnt of
1982-83 consumption) suggests that AID assistance is significant. The
preliminary analysis suggests that a roughly 90,000 MT decline in fertilizer
sales would resuit in a decline in officially marketed maize by over 250,000 MT.
It must be stressed that these results are preliminary; but the impact of a
decline in the availability of fertilizer in Zambia would most likely be very

significant.

(ol
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b. Financial Analvsis

Time constraints preclude a thorough revision of the financial profit/loss
and cash flow tables appearing in Appendix E of the original PAAD submission
of Augusc 1982. Table 4 Presents summary revisions of the projected Profit
and Loss Account, however, adjusted to reflect the 20% exchange rate
devaluation of January 1983 and the GRZ assumption of a K93.3 million loan

- and its K11.5 million accrued interest charges deemed not properly attributed
to the NCZ account. The adjusted cost account is then compared to revenue
Teceipts that would accrue if NCZ were to charge average import parity rrices
for its fertilizer compounds. (As it is, NC2 charges NAMBOARD priczes high
enough to cover its costs and NAMBOARD sells the fertilizer at subsidized
prices to the farmers, absorbing the difference.)

The analysis indicates that present import parity prices would be sufficient
Lo cover projected costs by 1984/85, with a loss of only 3.7% in 1983/84. The
loss in 1982/83, the first year analyzed, is a larger 14.3% of toral costs, or
K11.8 million. This is less than the amount charged against depreciation for
that year, however, and more than half of it can be attributed to domestic
interest and tax payments, which are transfer payments and not economic costs.
By the second year the "loss" almost equals the required tax payments alome,
and by the third year even these would be more than covered. If the kwacha
exchange rate is further devalued, as some observers anticipate (and USAID
recommends), import parity prices would be raised by a higher percentage than
total costs and these comparative losses would be reduced or eliminated
accordingly.

For NCZ to charge somewhat higher than present import parity prices in order

to reduce these financial losses in the first two years can be Justified on
grounds that the kwacha foreign exchange rate is seill over-valued, and that

the current import parity price of fertilizer therefore undervalues its cost

as an imported input. The fact that NAMBOARD subsequently sells the fertilizer
to farmers at heavily subsidized prices, thereby increasing the GRZ budgetary
deficit and possibly encouraging some farmers to use more fertilizer thanm is
economically optimum,is a separate issue. The GRZ has agreed in principle to
reduce or eliminate these subsidies over the next few years, and AID/Zambia
continues to press toward this end. Such subsidies will to some extent affect
the efficiency of resource allocations, but they do not materially change the basic
economic juscification for the proposed CIP presented in the preceding section.
They are essentially politically motivated transfer payments within the Zambian
sociaety benefitting those farmers who use the fertilizer and those consumers who
purchage the food produced at lower prices.
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TALE 1 VARIABLE AND FINED £CONOMIC COSTS OF FERTILIZER PRODUCTION AT
Nw ; \J A Al §
(KWACHA IN 1982 PRICES)
y 1982/3 1983/4 .984/5
I. At USSL.045/K"
Ave. Import Cost /MT 450 450 447"
Ave. Variable Cost/MI of Production at NCZ 383 357 339
Variable Cost Savings of NCZ Production 67 93, 108
Fixed Economic Cost/MI of NCZ Production 138 116 93
Total Unadjusted Cost Savings (Loss)of NCZ o .
Production(at 1982 FX rate) (71) (23) 15
II. At US$0.839/k%
Ave. Import Cost,/MT 559 559 556
Ave. Variable Cost/MT of Production at NCZ 440 403 385
Variable Cost Savings of NCZ Production 119 156 171
Fixed Economic Cost/MT of NCZ Production 160 134 106
Total Unadjusted Economic Cost Savings
(Loss) of NCZ Production (a.t 2/83 _ _
FX rate) (41) 22 . 65
111 Ac usso. 587/ | ,,
Ave. Import Cost/MT 799 799 - ‘-‘795
Ave. Variable Cost/MT of Production at NCZ 545 487 472
Variable Cost Savings of NCZ Production 254 312 323
Fixed Econamic Cost/MI of NCZ Production 207 173 136
Total Economic Cost Savings (Loss) of " ;Y
NCZ Production (adjusted for shadow prices). 47 139 187

1/ Average rate of exchange recorded for fertilizer imports in 4th quarter

1981 and 1982,

2/ Representing about 20% devaluation from Case I, effective 1/7/83.
3/ Representing a 30% devaluation from Case II, ap

(shadow price) value of foreign exchange to Zambia.

Source: Tables 2 and 3
REDSO/ESA: C.S. Callison, 2/10/83

proximating the actual



" TABLE 2~ AVERAGE VARIABLE ECONOMIC COST OF FERTILIZER PRUDUGTION

N GEN CHEMICALS OF ZAMBIA LIMITED NCZ)
(KW 1000's TN 1982 PRICES)
. 1982/83 1983/84 1984/5

COST ITEM LUMESTIC I[MPORT DOMESTIC I[MPORT DOMESTIC IMPORT
—_—— COSTS COSTS (COSTS COSTS COSTS COSTS
Raw Materials Y
(incl. coal) 9301 19075 13990 14885 15587 20173
Fuel (excl.coal) 462 1844 488 1949 208 830
Chemicals & catah 247 986 283 1132 313 1292
Electricity 212¢ . - 2230 - 2300 -
Packing Materials 4471 1764 508 2031 600 2400
Repairs & Maint. 725 2899 1160 4640 1188 4752
Others : e 200 - 200 - 200
Salaries & Wages: Lo ' ‘ o :
Adm 5185 200 155 200 155 200
Mtg 4521 - 4521 - 221 -
Administrative L o
Overhead 406 - .. 406 - 406 -
Guarantee Fees - 100 - 100 - 100
Insurance 520 2080 524 2096 528 2112
VARIABLE COST 18898 29148 24265 27233 25806 32059
TOTAL 48,046 , 51,498 57,865
<MT Fertilizer -

Produced 125,300 144,300 170,450
2Ave.Variable Cost/ ot o

MT (at US$1.043/kw) -383 357 - 339
Adjustment for 1/83
Devaluation (to USS$ . ‘
0.839/kw) .. #7087 +6622 +7795
VARIABLE COST 18898 36235 24265 33855 25806 39854
TOTAL 55,133 58,120 65,660
Ave.Variable Cost/ e : -
MT : - 440 403 - 385
Adjustment for
Shadow Domestic Wage .
Rate (-50%) -2338 -2338 =-2338
Adjustment for
Shadow FX Price ,

(US$0.587/kw) 1/ +15556 v #14534 . +17109
VARIABLE ECONOMIC ‘ JETEE SN SRR S S

cosT 16560 51791 21927 48389 . 23468 56963
TOTAL 68,351 ~..70,316 - 80,431
Ave.Variable Econ. RPN S

Cost per MT(kw) 545 - 487 472 .
Ave.Cost of Fertilizer with

finished compound imports 2/

per MT/(kw): ' e

at US$1.043/kw 450 450 447
at US$0.839/kw - 559 559 556
at USS$0.587/kw 1/ 799 795

788

JA$J
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1/ Representing a further 30% devaluation to approximate the actual
value of FX to Zambia.

2/ To be comparable with NCZ production costs presented above, these
averages include domestic costs of producing Ammonium Nitrate and
Ammonium Sulfate, produced from domestic raw materials. Imported
compounds are valued in average 1982 import prices, weighted by
NCZ projected production schedule.

Source: Calculated from data supplied by NCZ

REDSO/ESA: C. S. Callison, 2/10/83



TABﬁE 3 © FINED ECONOMIC COST OF FERTILIZER PRODUCTION.

CHEMICALS OF - Z
's 1n 1Y82 Prices .
1982/3 1983/4 1984/5

Item Domestic  Forei Domestic Foreign Domestic  Forei
Capital Consumption = =

(Depreciation) 1/ 4592 6889 4636 6953 4676 7013
Finance Charges and ’ '

Interest 2/ 4226 3551 2510
Preproduction Expense 1656 1636 1636
Fixed Costs 6228 11115 © 6272 10504 6312 9523
Total 17,343 . 16,776 15,853
MT Fertilizer Produced 125,300 144,300 170,450
Fixed Cost/MT (K)

(at USS$1.043/K) 138 116 93
Adjustment for 1/83

Devaluation +2703 +2554 +2315

(to US$0.839/K) 6228 T3818 6272 13058 6312 TI838
Total 20,046 19,330 18,150
Fixed Cost/MT (X)

(at US$0.839/K) 160 134 106
Adjustment for Shadow

FX Rate +8634 +8160 +7398

(US$0.587/K) 6228 ‘19749 6272 18664 6312 16921
Total 75,977 24,936 23,233
Fixed Cost/MT (K) '

(at US$0.587/K) 207 173 136

1/ Construction costs of cap
and 60% foreign exchange.

ital assets depreciated are assumed to be 40% demestic

¢/ Finance charges and interest payments owed on domestic loans are transfer
payments not considered to be economic costs to the Zambia society, as are

taxes, import duties, license fees, etc.
do represent an econcmic cost to Zambia,

Source: Calculated from data supplied by NCZ

REDSO/ESA: C.S. Callison, 2/10/83

Such payments due on foreign loans
however, and as such are included here.
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Table 4. Projected Profit and Loss Account (Revised) at Import Parity Prices
New Fertilizer Plant

Nitrogen Chemicals of Zambia Ltd.
(K1000's in 1982 prices) L/

1982/83 1983/84 1984/5
Vatiable Cost Total at USS0.839/k% 55,133 58,120 65,660
Capital Levy> 1,769 1,769 1,769
Import Licenses’ 1,187 1,024 1,263
Finance Charges and Interest
Foreign®/ 5,253 4,414 3,120
Domestics/ 4,400 4,309 4,047
Depreciatiocu?/ 13,249 13,372 13,490
Preproduction Expense>’ 1,636 1,636 1,636
TOTAL COST 82,627 84,644 90,985
M.T. Produced | 125,300 144,300 170,450 °
Ave. Import Price/MTY 565 565 562
Total Revenues if Prices Equalled Import
Parity 70,795 81,530 95,793
Projected Financial Profit (Loss) at
Import Parity Prices (11,832) (3,114) 4,808
Projected Profit (Loss) as Percentage ‘ :
of Total Cost | (14.3) (3.7 5.3

1/ With FX cost components adjusted for 1/7/83 devaluation

2/ From Table 2, above

3/ Appendix E :

4/ From Table 3 above, Depreciation and finance charges have been revised from those

T appearing in Appendix E to reflect GRZ assumption of K104.8 million in government
loans and accrued interest as not properly attributed to NCZ accounts

5/ Including import duties.

REDSO/ESA
C.S. Callison
2/10/83

K\
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E. Past Performance of CIP Loans

In July 1982, a team of Zambian officials traveled to the
U.S.A. to select and award bids for the purchase of fertilizer
compounds, using AID financed assistance from the FY 1982 CIF
loan. Delays in procurement were caused by the late approval
of the agreement by AID/W and difficulcies in relations with
the GRZ., It is viewed as possible that the fertilizers will
be available for late top dressing in the south or for use in
bean‘and wheat planting in early 1983. ' :

Raw materials for fertilizer compound manufacture procured
through the FY 1981 CIP have been delivered to NCZ. As of
July 1, 1982, the stock of raw materials included:

Di-ammonium phosphate 7,300 metric tons
Triple super phosphate 1,800 " "
Single super phosphate 900 " "
Potassium sulphate 2,580 " "
Potassium chloride . 180 " "
Borax 50 " "

The materials include some portion of those provided through
the FY 1981 CIP loan. They will be fully utilized by the end
of 1982 (cthe total supplied through USAID was nearly 44,000
tous). Wich the FY 1980 CIP loan, AID/Zambia began a change

of program focus with an integrated effort directed towards the
development of the agriculture sector. This focus, as stated
in che FY 82 and FY 83 (Supplement) CDSS, has been reflected in
the CIP loans since that time. The FY 1980 CIP attempted to
assist the GRZ ian the identification of major agricultural



- 48 -

problems and policy comncerns, while providing needed foreign
exchange to purchase fertilizer compounds and some raw
materials. The FY 1981 CIP was aimed at supporting efforts to
lower maize subsidies, increase maize producer prices,
reinforce the MAWD planning unit and improving forecasting.
The use of loan funds wa: for the procurement of fertilizer raw
macerials, in order to save the FRZ foreign exchange and
support local manufacture of fertilizer compounds.
Attributions of local currency geunerations are showa in
Appendix ¢. They are in keeping with the terms of the loan
agreements and their usage is confirmed by the GRZ. .

The FY 1982 CIP loan agreement was signed in June, 1982 and
contracts for commodities were awarded in July, 1982. A
-meeting is scheduled for September, 1982, in which support
measures will be discussa:d and a progress report given. This
meeting will be chaired by GRZ representatives, AID/Zambia and
concerned Ministries will participate. A discussion of the
support measures from earlier CIP agreements was given in the
FY 1982 CIP loan proposal. The information provided there will
uot be repe=ted in this document.

Since June, 1981, some progress has been made in those areas
addressed by the support measures. The Plaaning Division of
the MAWD has been strengthened through an increase in the
staffing (some nine people), the performance of regular reviews
and forecasts, marketing informationm and planniang of provinecial
programs. Producer prices have been reviewed continually and
tLe GRZ has increased prices by as much as 37% sincs 1979
(maize has gone from Kwll.70 per 90Kg bag in 1979 to Kwl6.00 in
1982 and Kwl8.30 in 1983). Other farmer incentives have been
enacted (delivery bonus, tax incentives, use of foreign
exchange). Subsidies have been reduced for fertilizer, but the
small increases in prices paid by farmers have not kept pace
with the large increase in the cost to the GRZ of locally
produced fertilizers. Certain lines of credit (through the
ADB, AFC and some commercial banks) have supposedly been opened
to small farmers, but this program has been inadequate.

Storage and marketing facilities, through donor support from
CIDA, are beinz improved and direct loans to cooperative unions
for the improvemeat of marketing structures and transport
facilities will be made.Training programs of various kinds are
continuing. In total, AID/Zambia is satisfied that adequate
progress has been made in the performance of the agreed upon
Support measures and that local currency has been attributed
properly. :

Y
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Vi. LOAN IMPLEMENTATION AND ADMINISTRATION

A. Loan Implementation
l. Status of Existing Commodity Import Program Loans

There are currently four active Commodity Import Program loans
in Zambia. .The loan 611-K=004 ($20,000,000) has an undisbursad
balance of $98,714.54 as of June 30, 1982. The terminal
disbursement date of the loan was extended to December 24,
1982, ian order to ullow the Government of Zambia sufficient
time to use these residual funds to procure Caterpillar spare
parts for land clearing equipment, which was financed by AID
under the earlier CIP loan 61l1l=-K=-002. As of June 30, 1982, the
loan 611-K-005 (3$20,000,000) had an undisbursed balance of
$465,030.19. 9£ this amount, $343,163.10 is also to be used
for the procurement of Caterpillar spare parts for the land
clearing units. The remaining undisbursed balance of
$121,867.09 is to be used to cover some late billing charges
recently received by AID/W. The orders for the Caterpillar
spare parts have been placed and M/FM/BFD has been requested to
open lectters of commitment to the supplier. It is expected
that the remaining funds from both these loans will be expended
within their established terminal disbursement dates.

Under loan 611-K-006 ($15,000,000), there is an undisbursed
balance of $1,256,105.52. Of this amount, $543,602.94 1is
covered by letter of commi:iment for ocean and onlaud freight
costs, which are currently being drawn down. The remainiung
balance of $712,502.58 is presently uncommitted. However, the
Ministry of Finance has indicated that its plans are to use
this amount for the procurement of additionmal fertilizer
products,

The loan 611-K-007 (10,000,000) was signed on June 24, 1982,
The entire amount is to be used for the procurement of
fertilizer finished products. Purchase coantracts for 30,000
metric tons of fartilizer were finalized in Washington the week
of August 2, 1982, with shipment to commence in September.
These contracts for the fertilizer and related freight charges
have committed vircually all funds under the loan. It is now
planned that an additional $5,000,000 will be authorized for
inclusion under this loamn. It is expected that this amount
will be rapidly disbursed for agricultural tractors and related
implements.


http:71Z,502.58
http:543,602.94
http:1,256,105.52
http:121,867.09
http:343,163.10
http:465,030.19
http:t98,714.54
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As evidenced from the above discussion, disbursement of the
loan funds has taken place at acceptable rates. The efficient
disbursement of the funds can be attributed to early planning
and the smooth working relationship that has been developed
between the GRZ, AID/Zambia and AID/W, with the exception of
tha FY 1982 C1IP.

2. Commodities :nd Authorized Source of Procurement

The GRZ has requested that the entire loan be used for the
procurement of fertilizer products. As is normally the cagse
under such large procurements, there will be residual amounts
ouce the procurement transactions are completed. These amounts
will be used for the procurement of goods related to the
agriculture sector. :

The authorized source of procurement under the loan will be the
AID Geographic Code 000 (USA only), wish the exception of a
waiver to Geographic Codes 941 and 899 for ocean
transportation. The waiver request is included herewith as
Appendix 1I. ‘

3. Implementation Schedule

The following is the proposed implementation schedule for the
loan: : '

(2) .Loan Authorization October 1982
(b) Loan Signing October 1932
(e¢) Conditions Precedent Satisfied November 198.2
(d) 1Issuance of IFB for Fertilizer Products November 1952
(e) Contracts awarded for Fertilizer Products December 1982
(£) First L/Comm opened December 1982
(g) First Commodity Shipment December 1982
(h) First Disbursement .December 1982
(i) Final Disbursement April 1984

In view of the GRZ's past experiente in procuring fertilizer
produc¢ts under AID Commodity Import Programs, the above,
schedule is considered to be a realistic omne. As noted earlier
in this PAAD, the products to be purchased have been identified.

This schedule will also allow for the procurement and shipment
of the products prior to AID's February~May "window period" on
fertilizer transactioms.



4. Inland Transportation of Commodities

During the last four years. almost all the fertilizer products
financed under the AID Commodity Import Programs have arrived
at the South African por: of East London, for forwarding by
rail to Zambia. This route was favored over Dar es Salaam and,
more recently, Beira in Mozambique, due to either coungestion
and/or transport problems from these ports to Zambia. Over the

last several mouths, the situation at the port of Dar es Salaam

'has improved considerably, along with che operation of the
Tazara Railroad. While the situation in Dar es Salaam is
considered Eluid. it is expected to become somewhat congested
again later in the year due to planned shipments over this
route. Although the Beira route is open and being uczlzzed,
repocts are that cargo is not yet moving smoothly, causing
importers to Eavor other routes.

With the improvement of the Ssituation in Dar es Salaam, and the
East Loudon route moving cargo relatively smoothly, it is not
anCchpated that there will be any significant problems in
moving the fertilizer products to be financed under this CIP
from the selected African port of discharge to Zambia.

B Loan Administration

1. Admianistrative Responsibility

As has been the case under previous CIP loans, the
administrative responsibility for the loan will rest with the
Ministry of Finance. The responsibility will iaclude the
preparation of all reports, assurance of compliance with all
AID requirements and the issuance of financing requests co AID.

Primary responsibilicy for managing AID's implementation
functions under the loan will be shared jointly by REDSO/EA in
Nairobi, the Regional Legal Advisor located in Mbabane and the
AID Representative in Zambia. M/SER/COM in AID/W will provide
assistance to the Zambian Embassy in Washingtou to undertake
the formal procurement of the fertilizer, including the receipt
and opening bids, and review of proposed contracts prior to
their award.

2. AID Procurement Procedures

AID's standard Commodity Financing Procedures, as set forth in
AID Regulation 1, will apply to this loan. All procurement by

o
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the public sector will be conducted under formal competitive
bid procedures, except in certain cases where negotiated
procurement would be more appropriate and justifiable. For
purposes of loan implemeatation, any parastatal organization
which is more than 50% owned by the GRZ will be considered a
Public sector entity. Procuremeat by cthe private sector will
be carried out in accordance with the negotiated procurement
procedures as set forth in Section 201.23 of AID Regualtion 1.

3. GRZ Import Procedures

The normal GRZ import procedures are not applicable to imports
tied to foreign loans, such as this one. While the issuance of
an import licence is required for each transaction, it is ‘a pro
forma process, since the allocation of funds has already been
approved by the Ministry of Finance. '

4. Disbursement Period

As can be seen from the above status of existing loans, the GRZ
has established a very acceptable record in drawing down the
fvuds. The funds under this loan are exzpected to be disbursed
within an 18-month period after the time the loan agreement is
executed. Therefore, the terminal disbursement date will be
set 18 months from the loan agreement date. The terminal date
for requesting disbursing authorization will be set at 12
months from the loan agreement date.

5 Method of Disbursement

Since there will be only a few transactions of large values
under this leoan, it is expected that all disbursements will be
through direct AID Letters of Commitment to suppliers.

6. Conditions Precedent to Disbursement

It is proposed that the Loan Agreement include the standard
conditions precedent to disbursement for a Commodity Import
Program, i.e., legal opinion, designation of representatives
and their specimen signatures, and a procurement plan.

Vil. ADDITIONAL CONSIDERATIOUNS

Impact on U.S. Balance of Payments

The short rum impact of the loan on the U.S. balance of
Payments position will be minimal. Repayments will not be
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initiated for a period of ten years, alcthough interest payments
will be received annually. Expenditures under the loan will be
made in the U,S.A., therefore the change in BOP will not be
appareat. In the long rum, U.S. exporters may be able to
establish market positions in Zambia, although the
transportation costs may make certain U.S. products
uncompetitive with European or Middle Eastern products.

. Use of U.S. Government Excess Property

AID will review the possibilities of usage and financing of
excess U.S. government property under the loan. However, it is
very unlikely such property will be appropriate given the
nature of the commodities to be purchased.

Relation to U.S. Export=-Import Bank

The U.S. Export-Import Bank's (Eximbank) exposure in Zambia as
of May, 1982 was U.S5.$39,007,000 in loaas outstanding.
Undisbursed loans stood at $2,126,000 and interest plus fees
owed stood 'at $25,339,000. No explanation is available here
.£ar the large interest due. :

Eximbank guarantees oﬁcscanding on loans stood in May, 1982 at
$20,224,000. Undisbursed guaranteed loans totallaed $7,995,00.
Interest and fees outstanding were $1,010,000.

Eximbank has avoided taking on any additional exposure in
transactions which would be subject to the trade arrears
delay. The last loan given was in March, 198l1. There is
willingness to cansider new supplier credits if GRZ guarantees
are available.

Given the nature of Eximbank's activities ia Zampbia, it can be
concluded that this proposal for a loan does not present any
conflict of interest to current or planned Eximbank exposures.
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Corwanicetion vieuld bn odgresned Ineesly otrere everes

Teshaner LUSAXA 213822 n MF/I-&I'/.I.I}I 418,
Tasgreme ANANCE, AIBGEWAY :
REPUBLIC OF ZAMBIA
MINISTRY .@ & FINANCE
' PO. BOX 50062
LUSAKA

Tehr July, 1982

Mr. Johmr A. Patterson,

AID Representative,

Agency for- International Develcpment:,
P. Q. Box 3248, '
. LUSAKA.

Dear Mr-.. Pattersar,
GRZ REQUEST FQR USAID: COMMODITY IMPORT PROGRAM LOAN FOR FY 1983

Or behalf” of the Gavernment of the Republic of Zambia, I
wistr to forma2lly request the. Government of the United States of
Amerfca for a U.S. 320 million Commodity Import Program Leoan to
finance the importatior of fertilfzer proiucta.

v A= yowr are aware, USATD has assisted witk Ioans For
fertilizer praocurement ir the gast. Increased requirements,
because of expansior af agricultural Ilands and Governmental
incentives, are being felt throughiout Zambiz. The need of
Zambiz for- this zssistance is large and your- Government car be

I awa2it your favourzhle response to this request.

Yours sincerely,

I

F. S. Kazunga,
Permanent Secretary,

MINISTRY OF FINANCE.
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PPENDIX 3
STATISTICAL TABLES

U.S. Economic Assistance to Zambiz, 1976-79.

Groas Domestic Product,. by kind of Economlc Activity at
Producer Values at curreat prices, 1973-81.

Gross Domestic Eraduct, by kind of Economic Activity at
coustant pricas, 1973-8I. .

. \
Gross Domestic Produce, by Type of Expenditure, at curren
purchaser’s values, at current prices, 1973-81.

Gross Domestic Broduct, by TIype of Expénditure,, at conscant
prices, 1973-8I.

Fomal Employment by Sectors, 1979.

Total andl Par Captta Gross Domesttce Praduct, Selectad Years.
Total and Per Capfta Growth Rates, Selected Tears

Estimated Employment of Zambfans, IOTT-8L |

Saﬁ:gs andt Ir:vest::n;c:,. 1965-198L

Sectarall Shares of Gross Natfonal Savings and Gross Domascic
Investment, I$7Z -nd I%TT.

Recent: Prfce Changes, 1970-1581- '
Credit,. selected: years.

~ Aggregate Monetary Rescurces and Pactors affacring chese

Besourves, Selected Years.

QEfEcfally Mariter=d Productfor for Mzjor Agricultural Crops,
1970-8L .

Balazcs of Paymenzs,. 1976=-198T.
Zambfa*3 Terms of Trade,. I$70-S1.

~ Real Value of Imports CPassified by End Use, selactad years.

Foretgm. Exchange Taflows, 1969-1981

' Summary of Government Fipance, 1977-1981

Growthy of Bublic Debe, 1377-196T.

Recurrent and Capital Budget Expendfitures, Imr current and
constant. (I970) prices. 1977-1981.

Recurrent and Capital Budget, Comparative Figures
Maero~economic Indicators, 1975-81. '
Balance of Paymencs Projections, 198I-83.
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Ralleanspores. . . . _[Tes 1021 1821 340 37.9 6.l 428| S0.0| 490
Roadeanspore . . T 7T <L BF, 4@s| 466 574 0.9 655 | 7.0 935! 940
Othertamportand srorage . oo -l IGF 1z S T 45 7 4| . i
Paumitdmmmmgu —~ = - %2} (rz R4 125 15.a 164 (P A3 20 a0
Financlal Instientionsandi Insurance . _| ] e8| 2| 792 880 9z0( 29 | NZF| i82
Ratfmes " . | _ [ BT 4azé| STI| ez S| 76S| e 950 1055
BusinessServices . .. " . . _  _Tms R | <as] 8| es| 763| 7S
C’ammunlw.SOdaLmEusw&n{cu. -f 20%&| 2150| 1885 k(s k3 1.;5;5; 3820 ’ 4202 | 499:4 ’ brp S
Publfeadministratiom wndi defamens it TRZ Y sira| L
Sanitzryand relacad services — e p Xy } 40 flIZT 118.4 }l37_4. },553 },m 517;, IZSJ.S-
Sdusdonm .. . T T - b 88T TITT g24 7 1065 HS9 17 1242 17 1386 | 1495 leag
Hedth . . - ~ e ) 2585 T4 9.7 362 8.2 4T 4T.| 525 Xy
Recreationaband cuiturat services B, ¥6 e 4.5 156 18.0 20.4 178 28.4. 3.2
Pérzonai and hauscheld: services: v  f ZIEL D2| 2| xng 00| 45| STB| s3T
'mpore Qudew - 11 554 [vds g 454 49.C ’ 50.0 0.0 _s.o 363
2232 [mputed Eanldagfcmcnd:arg‘ .y 185 P 7 19.a pods} podoy ns 128 30.5 4.
wkdpwundmwmm

{Provisionak. &dnmaotmormnlngmmlcsmbuﬁmmdrmmun: precedures,

Source: C.S.0.
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NATIONAL ACCOUNTS

Table 2b-—GROSS DOMESTIC PRODUCT 8Y KIND OF ECONO:IC ACTIVITY IN PRODUCERS' VALUES
AT CONS‘IZQN;}I (137a) PRICE.
‘miilion

Kind of Economic Activity 1973 | 1974 | 975t | (976t | 1577t | 1978t | (979 | 1980% | I981%-
Total Gross Domestic Produt e v o o | 1,3808 | 1,473.9 | 143201 | 1,500.1 | 1,428.2 | 1,454.8 | 1,329.2 | 1,369.7 | 1,344.9
Agriculturo, Forestry and Fishing e wee e | 1439 1S05| 1570 1669 | 168.2| 1715 | 1502 | 1564 | I7L.T

Commercial sector ... oon e e e e 46.8 522 Sa.3 83.6 604 63.0 450 49.0 630
SUDSISTENCR SECIDL i wor soe  sen  oee o 97.1 933 1007 103.3 105.8 l08.s 1062 107.4 1087

Mining and Quarrying e  wa em - e 463.1 4743 | 427.9| 5032 | 4697 494.1 3910 39864 3518
Metal mining e

- eee en  sem e 454.1 4652 | 4183 | 4938 | 4625 4873 843 922 | 3458
Qthar mining e e e sem e eee 9| 21l 96 %4 72 4.8 67 64 b4
Manufacturing e .. - e e e e 165.1 178.9 157.6 1519 141.4 1520 151.9 154.4 1531
Food manufacturing oo e e - see 16.9 9.0. (3.1 164 15.9 185 16.6 16.0 16.9
Bevarages and tOBECED we e cse  wem  see 623 716 61.0 58.4 525 54.1 s 524 55.1
Textiles and weanng appare! o see 142 16.8 la0 166 143 19.6 205 24.Z 28.1
Wood and wood produczs induding Furnicure o . 6.2 9.4 64 4.4 sa 4.6 4.5 41 65
Paper, paperd'prodnc::. printing and publishingeee e g ﬁ 57 46 Sl 6.1 62 52 a3
Rubber products: ... e roe -
Chemicals,. petroicum and pl:sd:prnduc: - 73 192 } US }' &l } L9 } %4 } zs } o }' zl
Nom-mecllicminery) prodUttE e we  we e $Z| 98 7.0 &l 58 8.0 s 8. &l
Fabriczeed metat producss: - e s e 250, 284 .0 7.6 140 135 125 14.7 124
Cthes MInUACTURINE INGUIITIES. we o e we el 0T o s (LTS 0.5 A 0.5 oz
Electricity, G280 WatIr . e we  we o [ 25| 460| 489{ 526| 578| 583| &&| &Fz| 7Z6
| e —
COMITUCHOE e i oo wm oo e e | 29| L45]| 138S 995 0.4 .0 69.3 79.0 78T
Wholeszleand RaZiRf Trad®e  we o we = | HRZ|E 12880 [oSi00) 1OR9] 973 978 954 9L 989
Hotalsand Restaurant® .o e e =« ¢ &P} 190 N 93| 2 17.8 17.6 0.z 2
Transport.Communicationand.StoEage  we o« | BSL7| 546| S76| 670| &S| 61| e&z2| s4s| 6z0
Rail (NPT e e e e - o 83| 78| 16| -18&] 162| 48] 48] 152 143
RO TFANIPOM. e e oe o oo com 2 3% 1941 28BS 8.8 2681 16T pl- 13 T4+
Qthar transpore .. e omn e - e &8 9.9 9.7 10.1 8.9 0.0 98,6 9.2 9%.L
Bom=and rRIeOMMUAIGTONE. ww.  we  « T4 80| &¥| 98 04| 0S| 09| s| 2

Einancial Institutions.and insarance

w  me e | GB L7 44 0.4 B3| 488 | .41.0 4.8 ky ok g ®5
Raal B3t e e o e e v e | 322 W4 3.8 4l 448 430 494 521 555
BusncisSerticas . e ww e e e || T3] 286 27] 3.0 323 i 362 3| 389

Cammunity, Social and Personzb Sexrvices

Publicadministrasionrand: defence
SANICIUrYP SELVICES e e ew
EduGtion we wr  we e
Health

1594 | 1726 806 | 1884| Isa0| I91.0( 1923 199.L [ 26T

ey ¥ o} 7t [}
| ey p e ) o )7 ) s
t 194 19.5 194 24 pls 202 0.2 - 20.9 10

Recreaionad andr cultural services &7 8.5 9.5 9l 9.6 9.8 2.9 102} 104
Persanal and househald services p« Xy 51 240 48 2501 260 %8 s ns
lmpottcudns - - - e e ew we 48 288 B 20:4% 19.8 16.0 15.4 187 133
Lo imputeds Banig Servic Clarges oo o .. M40 BXf 128 13.1 e} . %2 g4 8.4 8.6

$Likely to underga some revision.. 1
{Provisional. Estimazes of the mining companies are batad o chale costacoounting procedures.

Sources C.S.0.

¢ I
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. =GROSS COMESTIE PROOUET 3Y TYPE o
' (9) Expendicyre on o

B IXPINDITURE
@ trots domastic praduce

AT CURRENT PURCHASERS vaLues

(K'mililon)
1973 1974 | 1975+ | 1978t 1977% | 973+ 1979¢ | 19e0p 19912
Government flnal consumpeion expendieure ... .., . 1148 578 4387 soi0| ss33 $91.9| 4so08 84401 a3g
Privacs fiml @asumation expenditire e s e .2 6644 | 38145] 8.4 959.5 | 1,1302 1,J08.8 | 16089 L7
Inereasain seacks., ... . W e e e [ 400 [ 41900 | 420 +bS | 470 | +(00.0] ~740 +55.0 | dyee30.0
Gramfixed apiaal formtion e 429 | 5320 0201 4450 433.9 4370 | 4500 644.0 78,0
Hmmmwmaﬂd(m e e | 13399 L7142 ] 18922 | 17759 10029 | 22583 | 23556 | 3.183.- 3,248.1
Exportz of goods and: rervices . RA4| 943.9| s730 Q23| 7m8is| 7333 12093 | 1,129.2| 10838
Lesz impores of goods and sarvieas . - e . 5290 /7855 | sa1g| 7o Q23| 8109 9773 | 1298 l.JlB.?-
@mmmmawmswu- e 1.S91.3 | 1,8925 | 1.533.4 | 1.8722 19518 | 22025 | 25976 29883 | wsu9.e
tUikely @ underye some revision.
t?ru:z.law. oG:hcmlnlngmpuucartum their CRIC sccaunting procadures
,mdmmdom:mduc
o> (K rillion)
199z} 1974 | 1973+ 1978t | 19774 1978+ 1979¢ 19808 | [98t+
of = = e e e | 6720 TTRZ] g0TO 888 | 95TC| 1.oss0r} 1.is0g 1417.0° | 15200
Qpertingrarplus = o o = - [ S7S| mSE| Q07| swr| qre| ees 7985 | 9500 [ 764
Cansumptions of et capital S wm e e DT @S| 2430 830 05®| 40&| m0g 4150 B3O
Indlrecztexes ... . e m e e U |CES) 1323 277 ™9 ZilB | 2946 | 1404 31990 <«aa
Wmmm c— f.i!l'.I} (8925 1.583.4 | 18722 | 1,951 22004 ZS?T.&! 2.985.::, Z389.9
Tahle 24 .
GROUSS QOMESTIC ARODUCT 3Y TP 8!’ E)g:;\m TURE INE PURCHASEIS™ YALUES AT CINSTANT
(Cmilllen)
‘ 1923 1.974-[ 1975¢ lﬂsf{ 19774 I978¢) (9me | -i9tge 0154
Governmene fmi - e wm oe= | TL%]| 5902 T2 eyl Ire| mEr %0 | TZ| 450
Prvce fnal conmarmpeiore. . = = = = || ZZ2] Prt| szl @mns| sas| new| Qer| ey S
I soneks e ww ‘mm o o7 370-| 18| =32 -0 NA ! =504 +iU00 | 0.0
Geors (Ixeck capicab fcemtiony ., o N 2x| =S| 1935 | m7a 2060 1640} 1330 1750 1650
Efmﬂammpdqnad:aplﬂfrm = = e LGS 2554 12207 10853 773 | 1,395 | 8515 | 10689 | 9452
S I T = = = = | «&S| mar| @z o3 71| TL| &13| 5eIs| ssoq
temimpors . T em e | AR 4823 4549 3394 B3| Toy! 281.%| ss 280
Sctimiakdxrepmey . L — e s - | & —aL =43.7 | —47L| =iSL| =450, L7684 4lI» +SSI"
Gm::dcmcpndm::tmpﬂu o . we e | h38CE 1473 | 14330 | 150008 | 14282 1oi54.00 t.m.zp 13897 | 1,244
Mlmm:fordm:gcmmkm_ -~ o | =S| 0T | =187 | 51T LT |l 2 -454.4] w4320 (=319
Georwdomuarde produceze 197G pricasad|ixend (or changes .
Irerms ot ide | oo .. ~ == — FROZT| r389.2| 1,050.9 |1,048.4 %55 | 1,086 | 9748 | 97T Crint
fﬂidrtvundcrzam.mum
Frovisiami, dmcmnmmcmhdmmdrmmdn;pmdum )

Souzcms CeS0.

5o



TABLE 3

BY_BEGTORS ~ 1979%

REIR o LA SR TR
.

PARAGTATAL |

INDYSTRY' . PUBLIG PRIVATE
Zambiﬂn Non’Zambian Zambian konrzambtan Zawhian lNon-Zambian Al]l Sectors
Asriculcure. Fbreacty and Finher1ea 9 940 ’ 119 11 600 }10 9,210’ 840 31,810
Mining and Quaryying. . v R = 93,640 16,0840 - 229 |« 30 60,730
Manufacturing 690 19 30,270 520 22,610 1,410 45,516
Electricity and Watey 2,640 100 4,770 190 - - 7,700
Copstructien and AllMed Repsize | 29,149 750 619 | 20 W,660 | 1,470 43,650
Distribucien, Restaurapte and Hopelg | 2,050 30 16,190 ‘ 00 16,320 1,570 36,360
Transport and Cammunicatigng - 1,299 10 20,800Q 660 2,340 35}’ 25,270
! Finance, Insuranece, Regl Bstate ! - .
: and Business Services 340 49 8!570 - ¢30 - 2,950 7180 19,910
Community, Socigl and Pergopal :
Services : 29,390 ’6,290 ¢ 200 L1 9,180 " 790 45,869
All Industyieg 69,480 340 - 136,690 8,800 87,290 | 7,240 316,800
(Percentages) (21,9) (i 43.1) |(2.8) 1.0 | 2.3) (100.0)

* Latust flgures availghle

Source: CSQ, Unpublighed pyovigional data

T



TABLE 4

TOTAL AND PER CAPITA GROSS DOMESTIC PRODUCT SELECTED YEARS
M“
. {1z 1970 Kwacha) :

1965 1974 1978 1979 1980 1981

Real GDP (K milliom) 1196 1463 1480 1329 1370 1345
Populatfor (mtllion) 3.87 4.67 S.67 S.65 5.87 6.0
Real GDE/capitz (X) 326 291 270 235 235 224

Source: Varfous GRZ Repo'i;:s.

TARLE S
TOTAY. ANIY PER. CABTTA GROWIE: RATES, SELECTED. PERTODS
M‘
.. 1965-T4 - 1974~78. 1978-81
Rea? GDP nz 0.z -2.3..

Bbgtﬂ.’a.:ﬁot: =7 g % 4 3z

Real Per Capita GDE -0.5 -3.7 5.3

Sources Varfous 'GRZ Reports

YAV



TABLE 6

. ESTIMATED EMPLOVMENT OF ZAMBIANS, 1977-1981

- Total = Formal Sector

T T T T T Intermal Gestev o '
Vegr  Labour Fopce® - Ewployment A of Labowy Forco.  employed and - § of Labaur Fofce
: S . . © uperployed
1977 1,586,000 345,320 3.8 1,240,080 78.2
1978 1,641,000 344,480 2,0 © 14296,520 79.9
1979 1,698,300 353,420 20,7 1,946,860 79.3
1980 3,761,400 367,109 308 | 11394,390 ' 19,2
1981 1,624,200 71,6309 20,4 30492,570 19,6

v g
?

+ Average nuuber of employpes for Quarterg endipg Juﬁei €30, Monthly Digeat of Statistics

8 - Reviged

b Prelimipayy
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TAYLE 7

_1965-1981

(cwrenc Kwachﬂ #illien)

- .
E R 35 L I AT Tt - Ny ra DR RS T T S ey ey CIC T e § 71T 1 - e

A M e e o e e

LANNE SERENNCS W S S L ¢ SE e L I Y . R R " » Tomee X T ;,qo.-—r’! L “ramr

L Net Watignal Sgvinga 260 203 2 -0 ey 2w

2, Pepreciption _g§ m ' ‘,39,2 ;3__{,9' 380 435 _478
3, - Gross Narioppl ﬁﬁvlﬁﬁd 2+ 3) 03 iy 282 310 306 232 181
4 Net Rorrawing £rom Abroad =BY 33 2 M3 2 e 5L
5. Grogs Pomegtic Inveannente - R P
(3 + 4) 27!_ T 675 699 39§ 70} . 635
of which changes in etockg &3 =60 7 | 100 -74 55-- -30
Grosg fixed capital foymatiop 299 h%3 668 - 559 ' 472 646 7?5
6. " Net Natiopal Savinga ag % eof : ’
National Piepogabi¢ Tpeome - 33 . n. =3 3 -4 1 -9 -15

7: Gross Fixed Capital Fppmatiop i |
as X of GPP ¢4 ) | N 3 .20 22 24

L rx — N Ny r I EAEE TR S

* The 1973~1981 figuree are “pravigigpal", Marked clmna@a cen etﬂl be ¢xpected, For gxample, between
1979 and 1981, ¢hg estimate for pef Natlopal Bavings in 1977 went from K199 mi}lion to -K23 milliep, -

Source; Various C§0 Repayes
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TABLE 8

SECTORAL SHARES OF GROSS NATIONAL SAVINGS AND

GROSS DOMESTIC INVESTMENT, 1972 and 1977%
M

(percentage)

Parzastatal Government  Private Tatal

Grass Nationmal Savings

1972 53 =13 60 100

I$77 (Escimate) r -20 83 a/ 100
Gross Domestic Invesmen&b/ ' ,

1972 : 4 1o 35 100

1977 (Bstimate) 4L .16 &3 100

\

*Mﬂmmm%ﬂ&m@“aﬁ@h&m.mm
predfct no change in the trend .

af TncTudes resfdual whick may be part of the parastacal savings
B/ Includes gross fixed capital formatfon plus changes in stocks

Scurce: IMF Repart 3007-70, February 1981
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TABLE 9

RECENT PRICE CHANGES, 1970-1981

(annual average -— percentage changes)

Average Average
" 1970=74 1974=78 1977 1978 1979 1980 19

LY

w Brices . . . :
Low Income Group &.L  16.2 19.8 16.4 T 1I.8 I3
Hfgh Thcome Group. 7.G 13.6 Ir.z2 2.1 1. 11.7 O

Yholesale Prices B ' '

AIL domestfcaTlly used: goods 8.6 1.5 Zi.6 19.6 IS.T. 9$.Z &.
Manrfactured z/ . L. Pl I2.0 2.0 20.5 125 i N/& N,

af Excluding copper -
Souzces GRZ, Ecnncmics.hpog: 198T.

TABLE I

CREDTT, SELECTED YEARS

' . . B
1965 1970 I972 1974 1975 1976 1977 1978 L1979, 198(
(M2IT{om K Qutstanding End Period).

Bank Credft to Publfe
. Sectar ¥ 2% ~88.7-163.8 14T.2 78.1 373.0 571.0 791.0 1062.0 1122.G I354.

Banlc Credit to Prirate. .
Sector .- . 423 136. I65.8 335.8 3§3‘.0’ 399.0 470.0. 462.0 483.0 505.

p¥3 Eigu:‘es do not differ significantly from "Cantral Government'
2/ Includes parastatal organfzation :

-

Seufte: IBRD, April 1982 Report



TABLE 1

AGGREGATE MONETARY RESOURCES AND FACTORS AFFECTING THESE RESQURCES SELEGTED YEARS

=0 Ly e 0 AT T L R e — ey e A s

1970 19717 1978 979 1980 1981
T. Money Supply (H;) - 186,90 3069 91,0 13,3 5G9.4 600, 8*
T,  Quasi Money (M) 169, 6 312,2 247,17 8.9 392.7 421.3%
IIL,  Agpregate Money (M) B30 694,7 636.7 §32,2 902,1 1022, }#
Index of Money Resourceg L . .
(1970 = 100) 100.9 207,98 270,23  276,0 273,9 323,04
. Index of Real T : : \ 4
(1979 = 100) 100,0 111.8 113.9 103.7 107.2 105.2
Index of Money Regources pev Updp : | e
(1970 = 100) ‘ ;0010 18%.9 .. 231!2 ¢66.2 235,53 - 307,0%
. Principal Factors gffecting ",
1. Net Bank Credit tq Goverpment / . e
(cumulative) n}63.§ 7911 1061, 9 H21.6 1536.4 1536,4%
2. Net Foreign Aggets 361.6 v183.5 -311.6 -283.1 -387.9 =575.7%
3. Commercial Bapkg' Credit to Private
Sector 134.9 346.7 307.7 | 402} 443,4 697.4%
Sourge; Papk of Zapbig %Noyember figures
Explanation;

s Mapey Supply in the nar;bw'eenae. 410+ curyency oyralde the banks and demand deposits at banks,

Ui Money Gupply 1n the widev sense, 1,e, H‘ plug savings and time deposigs
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TThaneE Vi

NIRETED PROPUCTION FOR MAJOR " SGQICYLTURAL CROPS 1910-198),
- T ra L e o | e L4 T 1-"' Tes Tev g » G O B .n‘-‘a— T Wy SBey IR |2 00 Sorases Paaee 3 CAN ELE D - .
wop - ll LI o T LT RO LR L " L U ol L
T TG T TaCr T, Rt T3 LRSI T (CR Ty - SR A 0 R ZA T A . ces ¥ oo LI
Hai 33 0k ", w6g, 921 4 &R 16,539,15714,439,019] 6,534 6.210. 49319, 333,02217,73Q, 34116.4C2,847| 3,732,875 4,247,404
: ‘_‘:_na? 10482, 912 | 4,369, 4 i -.'{’7 ' af' TR %H?ﬂfﬁ %5"'#9? -?9-?:‘*3‘1@5“"”.-: 336,23 38z,699) ¢
il BT It Rl s R B 1 R Y s s
- . . . . . P ’ /8 ’ A
Vnea} kg bag r -, L] e v y 10,376 43.!‘6?% 59,158 59,342 72,530 106,495
n1) : (7 | Ge#s ) (5,329 |(5,250) | (6,527 (9,56
Ground ) ' ’ )
s foye bag | 45,00 WL 0] 0209 |1 49,36 | Bzl 116 Mg mars|  p7my| 3213|2538
SN I Il Bl B BN - ks I S| e I 2o
- Sunflover | BOkg keg | 7 1] AL LT | @009 THeA,006 | 319,291 236 413] 191,027 220 27] 334 763
i) ) ' ' T [ edyn| (s el 30| (2550 | o s> |(je2e
otton ' ’ C '
S.ed l:q - 9,449,992 112,873,639 rsl,;m,gz? V723156 | 2,172,641 )2,601,79]3,634,450]8, 28,831 ha,qzs,ssq 14918,211 [22912,630
™ . .,,'..'.. . - .. ;..-‘\ ’.’: N i .. . . o
Tobgeeg . ' .
ey | % ) | TR | SR |0 e.652,3 | 0.wepssfe, T outfe 474,000]s psn.en s, ser.eseld,om, s or.e
"m . -..t. © ' 4 :.'.“'.'5-: \“:.. - . ‘-. REAIEE

= = 2 e g g X = T LS aaarywg g SR SN ey v T —

Jource}  daapa]  pcricullvral Statistical Byllutla,

e 5 st

-

Gontra] Slatistigel Offies, (pspha. )



TABLE 13

BALANCE OF PAYMENTS - 1976-81

r
1! Exparte (Ecgihe)
2, TIwmperta (£.00be)
¥. Trade Balance

lgvieibless

3. Wen factor Sexvices (nat)
4+  Investmept Incems (nag)
3¢ Unvequited Trapafers (net)
6, Total TIgvigibles (net)

" IL. Current Account Balance

IIT capital A/¢ (Net) ipcluding
ervor, and omigsipng

IV Overall Ralapce

T sET——

1976 1977 1978

1979

742 . 106 .. 674 1091
482 539 496 598
80 deg e
167 ~170. 107 ~288
=109 ~105 r‘lq > 99
-~ 80 ~ 65 v @3 = 60
()56 (U0 (-)362 447
() 9 (D72 (D184 + 46
N 52 =75 422
()22  (-)259 1168

1980

1002
#83
119(-)

=290
-167
= 70
527
(-)408

+ 13h
-)270

1981

810
937

-165
-200
- 40
-4

 (-)478

+ 208
(-)270

Source; Bank of Zambig



TABLE 14
ZABIA'S TERNS OF TRADE
- Index (1370 = 100).
M. jgz_xgbr‘: Prices Impozt Prices
1970 00
L 197TL 18
1972

a

1979
1980;
- 1g8m

§
EREESEpREBs
PEESINEGEEE S

Socurcer C.S.0.

Terms of Trade Index-
(&)
100
7%

B2 8B



TABLE 15

REAL VALUE OF IMPORTS CLASSIFIED BY END USE, SELECTED YEARS a/

(im 1969 kwacha million with % of total im parenthesis)

1969 ;1974 w77 w78y
. ..\" ) : ..
Iputs ' IS5 (4 L8 (5D 105 (55 93 (56)
Capital Items 6E ( 2I) 7T (25) 48 c 26) 44 (26).
Consumer Gaods: 82 (26) 82 (28) 38 (1I9) 32 (18)
Total o 286 100) . 307 (100 I9Z (00 - 16% (Z00)

a2t Deflated by CSQ'"s Import Unit Value

b/’ Based om first eight months imgm::s. and defIa.t:ed’ by assumed import:
p:iceinmueof&pe:centove:ﬁﬂ. ‘

Source:s IHE‘ Report 3007’-2&. Febrda.:z: I98T.



TABLE 16

FOREIGN EXCHANGE INFL.OWS, 1969-1981
 (current kwacha millioms)

_ change:

1963 .tjési . 1969-198L
External Debt 198 1,576% | 1,378
Net Foraig: Assets 258 -576. ~844e
Tatal Inflow - Ve 2,795

Sourcess NCDE I98T Economfe Report and Baik of Zambia

* [fgures ox thias accomt dfffer. The Bank of Zambia places this figure
at KT,576 mtllfor, while the NCDP places this figure at KL,088 million.
Bagedt om the I¥7& estimate of KI,265 milliom;, the Bank of Zamhiz £igures.

appear more realistic. :

**Zamm_‘;a.”s debt :a-. the IMF appears here. Alsc, z negative means inflow.



TABLE }7

SUMARY OF GOVERNMENT FINANCE, 1977-1961

o - T — - - - BIEORER Rty sy & o e T S ITT T LRSS RIS e N SR R e

it

1970

1971

1978

1973

1974

1975

1976

wn

1978

T1979

1980 - 19¢

4,
. a'

b.

‘Current Account

Revenue'f’
Expendifure .
Surplus (f) oF; Deficit (’)

Capital Account\

Receipta
Expenditure
Surplus (+) or Defibifl(-)

Combined Surplue (+) or .

Deficit j -)

Total Public Debt of which

Internal

Extemal

K'M

KM
KM

LN
KM

C KM

E'M .
K'M

K'M

KM

T B O ey

43
3
91

151 -

309a?"

wr
G

239
39
0=

09
e
LU

T

- T

)

LY
394
-9

© 200
e

;;93

- <107

562

648

443}

207

150

BTN

-44

1163

63§

282
354

448

761
-133

e

266

'-208

712
306
496

e
- 609
-166

w1

172

-190
896

344

552

499
g6
-162

-183

97

3
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| TOIE 19
RECURSENT AND GAFITAL BUDGEY EXPENDITURES, TN GURRENT AND

*., agnéraﬁr 1979-1981 PRICES -
(AMOUNTS IN K'MILLION)
Recurrent Budget - Capital Budget . [£11): 8 | -Budget and GDP.-Comparison
o 1 " T TR) (M T () (9 "7 () e L e
Year Current -  Conatant Cuyrent Copatent  Cuvvent Conekant 1+ 3 as X At 4as X
P Prices —LPefces Urices Prices - Prices Prices 0000 of 5 o _of 6
1974 440,9 3190 1939 1384 L872.0 31,4739 338 30
1975 1609, 5 403, 8 245.6  160,5  1,503.4 1,430.1 54,0 39,1
1976 16068,9 35646 12,0 949  1,692.3 1,500.1 41,3 30,0
1977 660,7 32 - 1603 73,0 1,93L.5 11,424 42,1 29,2
1978 647,13 2199 3683 646 2,200.6 1,450.8 ETH IS 23.6
1979 91,0 287,08 - 165.4 - 53,9 2,583.6 1,342.1 370 - 3.5
1980 . 1,082,0 33(0'1 : 23]—07 63.0 4.966.3 1.365'8 lllo.ﬂ 29,1
1961 Budget 957.2 2519 2258  5L6  2,989,9 1,343.6 40,0 " .22.6
1981 Pray'l, 880, 6 231.6 205.4 46.0 2.898.9 1,343.6 37.5 -20.7

Source;onBasic Datas Finapcial Reports, 1974-80; 1961 Pudget Eatimates)
‘ 1981 Provisional Minjatry of Finance and NCDP; GDP,
€50 National Accountg, .



TARLE 29

- >

© RECURRE NT

CZoRRT DT Bae LT — - Cr S AT | - n

AND GAPITAL BUDGLanGOMPARATIYD F IGURDS

TR YT T T T T O

Ol 1 e araea oo

Al A

- TR T T —rer - ‘
1004/10u5 Ngo ou mﬁ 10 lam mso ps 1082
Adua} Actual /’uuql Aetual Aum Achyal Actua} 1:'...1,,'4 < Budyet -
K K v K K K K
‘ . RHQHBRFN'I‘ BPGET . N o
Peysonul Emoluments,, 33,603,434  GLA10070 - I0P4BTI0 - JIB705.225 148030000  )T0,167,034 204684023 - 275,001,810 207,848,300
Wages I L - I . B — — 04,402,260
Recurpent Deparés ) c ) — _
mental Charges ., BOG40010 05000035  POAGLTIG  MABA4003 130,037,350 100711063 103430883 217,033,363 169,223,358
Girants oo . IO ISPATROR  AAINGOD . GRAGRAMB  GRASDANE  40AAS0 - BO202400  E2GuZA00
Subs. lics oo IBSIERE . TSR 4TARMT 8,60007F ﬂ“m(‘ 3601 WN5902,60)  20M40P.0U8  J2A702000 8546001
Qtlicr Payments ' 230,11} 1,045,003 He1niAl 0,751,148 gmo700 11,364,737 12,031,679 11,203,451
Special Expepdityre . 4,980,660 7,104.90}0 3,100,049 411208} - ﬁ,ﬂlﬁﬂﬁﬂ 4,216,660 ,-"0,[]00 .5.5“ A5} 5,138,701
Penslong ., X} 'X] B-’"snp"’ 413760338 ) 6,4'8|5'Q 4'1'"'.7‘” ) '7.503.‘“‘" 20.408:300 W 915 GIO - 20."]0.2(‘" 25,230,000
Emergency Expendiiyre - . 2,000,750 14,006,703 . 25,260 £60,000 - i i
Contipgencies Fund  ,, —_— — 1,000,000 v - — —- - ‘ — 10,000,000
Sub-Totd  GB000026  IS0OUT080  77.005.203  AORS04.203  -QORTODS0T  [OIAB4350  GS54380)7  TAB242ABE  T44.403.400
Constitutjona] andg . ) T, o ' ST - —
Statutory Ex[u.m"- . |
fure .- T B30MTOR  A4830.920  MGASHR031  MNS07.303  2ALABI0G  JASS8LA06  00A2TI76 826,677,000 425,000,000
Tolgl J11,0M433¢ 236403000 440,028,314 000470610  000,007,00)  BY7.065.015 1,081,005,703] 1073810466 },109,403 404
. CAPITAL ;
28077487 101,600,708 104,772,015 46,600,804 . 100,30),383  JO530P676 575000850 320,543,690 331,634,000
C@rond Toiah 140200,831 427008327 (34700420 866,376 £20.009,204 1002436400 1,657,600,013 103,303,076 ,501,037,464
T T T TR DEEEE T e e 1x L or e — .

k7



TABLE 21

MACROECONOMIC INDICATORS, 1975-1981

‘1976 1977 1978 1979

(ratios; ix percent change from

previocus years - all imx 1970

- Kwacha)

)

Government fimal comsumptiom

Private fixal c.onstmpt:!.on.

Grosa fixed capt:al. formation.-

Exports of g&ods and services

Imports of goads and services.

Gross domestte product (GDB)y

Gross domestic product (GDP):
at current prices

Gross fized capital formation
Export of goods and sexvices

Imports:df goads and services.

1.7 -5.I ~7.6 -3l

235 5.6 167 101
-16.0 &2  -29.9 2.7
25 2.8 w80  -l&T

-25.5 = =6.5 = =211 =40

53 B L -826

18.2 5.2 1.8 7.9

15.0

(E'o's; :£n percent of GDP at current prices)’

26.8 28.4 26.% 25.9
5.7 37.1 o2 48.2

33.0 3%.2 25.2 20.0.

6.5 0.6 360 45.0

Source: Cemtral Statfstical Offfce

28.3

27.9

ST
282
. 35.6

4.1



TABLE 22

BALANCE OF PAYMENTS broJectioNs - 1981-83

Provisional Batimatd - | ’theeage?a
1981 1982 B - T

LN ST Y. SR SRR . P

L. Expotts (Fioibi) 810 938 983
2 Inpotts (Bioibi) oy 984 At
I Trade Balance’ ) i S
'Invisibles: o ~
3. Nod fdctot Setvices (nek) =188 - r-i70 478
4. tnvestment incoms (nat) aébo .291. _217
5. Unrequited Transtets (nat) ?;‘?&’6‘ a__:@’ _-LS_A
6. Total invisiblea (det) ReTy w424 e
II.  Cuttent Account Balsiive ‘.' 1;.473;; ..1,7‘2‘i ) i'f‘ ‘_499

111. capitai Alc (net) indddiﬂg. L LT,
etrors aid onisslons o . do8 182 R L)

V.  Overall Balance - gy wadd Te308

Source! Minidtty 6f Fitates
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Talepbunes LUSAKA 213622

Telagremss AINANCE, ADGIWAY

The Resident Represent;tive,'

in revly pleasa quicer

.. &'-.1 } . s
Bk ()S(E,! .-../1..-1':' L3587

REPUBLIC OF ZAMBIA
 MINISTRY OF FINANCE

P.0. BOX. 56062
LUSAKA

US Agency for Intern-tionmal Development,

LUSAKA~

Dezr Sir,

L regret tke 'lc'ng dalzy

rerorts ax the use o
agreementsa o

. FolTawimg the ¢
EAUD 2xd the d=tz re
regart as followss

I~ | 1979 aSEoSi i2

CCURTERV.LUE ATTRIBUTION:
PL 480 TITLZ IT AGRLIINT, 1979
GIE AGRIIILIHT, 71981

"PL 430 TITLZ T AGREZMTNT, 19871

ox our part ir gzivizs youw qur
f the Laczl curwency under the above

arigus discussions ve had :ich Har3QARD: axs
ceived Iroz tiaem, I am mawv ix o wesition ©3

¢l FL 430 TToLz IT .

There ts 2m sut

‘abIired tao oot 4

parct of the fun

curzezcey fundin
focilitics o
dencrS e

Tae Canadfax
was discusced
reasops but

.
13

NABORD is maz

project whieh will inter =2Iia zccount

& cartificate or the uti.isotisr -0

I'n“rr-:hn - "T"':..

i

K1,675,419 will ¢

N~ mee
o om omdl’s

1981 CI2 .

Sfiomeed storace dev:leprdent nrs

- e ie

Standizr; brIlamee of K1,575,419 on whieh o -
ide ahtilisctiomr detailge e had nozeed o ou

iz uzder this agrcement ts nrevicde loezl
g Jor exsazsion/ccnstructisn of stermanz

whick cajor fumding was eTnected fLram othoz

?

¢ ovaws ay
- oo

.
me whish
22 - v

this tine cot delayad for variety of
szizing someztum Irom errly this yezr.

nd
-

t for this
Jsr both diraec= -nd
D ————

ntaintnes 2 stecizl bank azces

ndinss.
aerefors de furrmiched by 1st Jume, 1983.

VT RO USZ1SHTLIICH

Uoder tae agree
was ts Lz usaed
cgnguner nrices
subsidiac ix 15

Zandling: cont (
to S0A3D in

L LY

want, the Iscal currency esuivolaent Gat,>c2,
Lo partially subsidise 1937 maize srodu a2,
« Thc ex eaditure incurred 87 us in such
31 azounted to £32,914%,0CQ a3 undar:

nroducur) subsidy said

Jas 1% :” n
® 24,914,000
Cash == 12,338,CC0
3oclk ndiuzi=
nenss ‘ 3,%14,0C0
(IH . o

"15t2 June, 1382

i o

(ot

-~y
wes - ]

\0®


http:June,.18
http:Dev&1co-m.e.ty

. Z07AL 24,914,000 P
Price differential (consuuesx) 15,000,000
.Subsidy noid to luMBOARD in ST
1981: -

Cash . k5,356,126
Boagk adjuzi-
ment (IDC 250-9,614,871}-

155542) .
' "5 ¢0CO, 000;
Tatal 39,914,.000
:N

The Z=m> 3:ount of X11,802,000 under the CIP Agrcemernt is
therefore fully atiributed in subsidies duly said.

| ITT. 1981 PL 480 iGRiirT TOR USZ10::TLLION

The lacal currency eguivalent FK7,868 »000), was to be wsed
't partiallo- lay for increases in meize Producar nrice
effective in 19371, The nroducer price incresse imnlemanted
by the Governmemt—in 1981 rezulted: iz an investacnt of .
KT%,840,235 £n the econcay as follawss |

Uit price fnewnase -
’d # vas = .
(F:::q l;d‘l..?d te X17.50) 3-39 P bog

Ho of bags procursad ."7_,5,8_9‘.,959_"
Total vulue L
7»68%,05C X mp.50 - B13,840,285

The covezant under tie suei T acreencnt ig pherefere to
be deezecd itz he Iully zet. o :
: L trust the fLorzgoing detzils w1lI be accentable to tiaa o]
Gowernment in full comzlizvee to. the 198T (CI® and BL 480)
AgTeemente. Ao rercrds the T879 PL 440 Title IT Agreenent, I
sz2ll rovert to you by =id-198%. N S '

Tours fa3 h.fully,

KeRe STV
Tor/Pexmancat Secretarr
LISTISTRY OF FLANC.Y

o . . . .._/".

Cece The D:’:’rector-@enern_l_;,.
g liztional Co:@zﬁ. for Develo'ment ?lanniz-,
LUS\ZKa ..

CeCe Thae General;xanagsr‘,' Tty

Haticnel juriculiumnl darieting loard,
LU3AA. : '

Cece Thoe Permansnt Seeratary, L
‘ ¥inistry of Asrrieltrre ~nd Yoter Dcvelonment,
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tasiz o i GROWLH,  L969=1950,

S 1ve9 ‘1999‘" >5 ‘ Average annual
S e change in %

i GOUeme

Total Zambia 4057 5600 S 3.1%
Urban 192 2440 . 6.7%
Rural . 2865 - 3239 lulX

Tocal Zambia, ,
of which ====in pe .ent===-"

Urban . 29.4 i43;0'
Rural 70.6 - 57.0

Source: calculated frbmeS report on 198( déﬁéug;
REDSO/ESA, Ag. Div., DDijk mam, 11/10/82. R



Besi Avaﬂable Docy

3%%4‘?*
SGROWIH OF aullo Litad Llid alob RS ECLLUMY,

Table 2
1973=-0l
973-76  1976=79 1979-80  1980-31
-fé-f-;;faﬁnual percentage changés -Q---7-4
A. In Current Prices
- GDP 5.6 11.5 15.0 0.1
Agriculture 15.0 11.1 16.0 '22.8
Commercial 15.3 3.3 32.2 48.4
Traditional 14.9 14.9 9.3 11.2
as percent of GDP period averages
Agriculture 12.4 15.4 14.5 16.2
Commercial 4.1 4,9 4.4 5.8
Traditioral 8.3 10.5 10.1 | 10.4
as percent of Agricul-
" ture
Commercial 33.5 31.0 30.1 35.6
66.5 69.0 69.9 64.4

Traditional

B. In Constant Prices

GDP

Agriculture
Commercial
Traditional

as percent of GDP

Agriculture
Commercial
Traditional

~as percent of Agricul-
ture
Commercial
Traditional

C. Change in the price

2.8 ~4.0 2.9 =18
10.8 -10.9. 8.9 28.6
2.1 0.9 1.1 1.2
- Qeriod'avérages
10.6 1.5 1.4 12.1
3.8 4.1 3.5 4.1
6.8 74 7:9 6.0
35.5 34,1 130.6 34.1

_ per unit of value added, ===—==w===gnnual percentage changes=—===raua

GDP

Agriculture
Commercial
Traditional

2.7 16.1 11.5 2.0
9.4 14,9 12.3 11.4
4.3 15.9 21,4 15,4
12.5 13.3 8.1 9.8

Source: calculated from various Monchly Statistical Bulletins, C.S.0.
REDSO/ESA, Ag. Div., DDijkerman, 11/10/82.



Tadle Sicfe. Liil¥ PARLTLL PNUDUCTION OF SELECTED Cuv.s codf'aiED TO
1979700 - 1951/82 TREWD L/,

1979/80 1980/81 1951/82

Actual as Percent of Trend ==w===— ip percent - ===mww-

Maize 61 70 128
Wheat 95 118 125
Rice - 72 76 98
Millet 140 - 2/ -
Sorghum 29 16 88
Soyabeans 88 204 169
Groundnucts 61 47 36
Seed Cotton 149 208 139

1/ base period was 1972/73 -1979/80.

2/ data not collectea, but believe volume dropped substantially., 1In
terms of volume, millet marketed through official channels is very
low, hence small changes cause large percentage changes.

Source: MAWD agricultural Statistical Bulletin, 1980, and AID/Z

records.
REDSO/ESA, Ag.Div., DDijkerman, 11/10/82.



-
.Gu.‘.‘ -

i+ JPFLCLALLY MARKETED AGRICULTURAL PRODUCTION OF SELECI.I

CROPS, 1973/74 - 19&1/82

1973/74="

1976/77- 1979/8u- 1480/81=-
1976/77 1979/80 1960/81 1981/82
Annual Percentage Changes in percent
Maize 23 4 -23.5 4.0 81.?2
Wheat 322.7 1/ 18.2  46.7 23.2
Rice 82.4 -14.1 19.5 29.0
Soyabeans 309.6 2/ 28.9  173.6 6.7
Groundnuts 43.3 -33.9 =25.9 -35.0
Sorghum 44,7 12,0 ° =40.0 264, 4
Millet 110.6 -58.5 132,000.0 N/a 3/
Seed Cotton =9.4 56.6 53.6 -25.0
Crops as Percentage of
Total Officially Marketed , ’
Production in percent, period average——=e—we-
Maize 98.2 95.1 90.5 94.6
Wheat 0.2 0.9 2.3 1.6
Rice 0.2 0.3 0.5 0.4
Soyabeans +0.0 0.2 0.8 0.9
Groundnuts 1.0 =0.6 0.5 - 0.2
Sorghum +0.0 0.1 +0.0 vy ¥0.0
Millet +0.0 +0.0 +0.0 '* N/A
0.4 2.7 5.4 2.3

Seed Cotton

1/ 1975/76 = 1976/77
2/ 1974/75 = 1976/77
3/ N/A = not available.

official channels, small volume changes result in lazge percencage

cnanges.

Source:

Also, since so little aillet is marke:ed :hrough

REDSO/ESA, Ag. Div., DDijkerman, 11/10/82.

MAWD Agricultural Statistics Bulletin 1980, plus AID/Z records.



Table 5 :CUMPARISON OF TOTAL PRODUCTION AND OFFICIALLY it. fu f2l FRULCTION,

- lysl/82.

Production 0fficially Marketed

% Officially

Marketed
Maize 90 Kg bag 8,159,000 5,109,000 . 62.6
Wheat 90 Kg bag 157,000 . 157,000 100.0
Rice (Paddy) 80 hg pag 66,000 41,000 62.1
Soya Beans 90 Kg bag 74,000 71,000 95.9
Groundnuts 80 Kg bag 117,000 19,000 - 16,2
Sorghum 90 Kg bag 155,000 3,400 2.2
Milleel/ 90 Kg bag - -
Seed Cotton MT 14,800 14,800 100.0
Cassaval/ - - -

1/ not monicored by MAWD.

Source: Calculated from "Final Cro

MAWD, June, 1982.

REDSO/ESA, Ag. Div., D. Dijkerman, 11/10/82.

p;Fo:ecésﬁing Report

;' 1981/82'C op Season,’

L
Y



Cmable o 4 awlCiit.e .. wJDEL) PER WURRER LN éuPlLbLTURL, 19o>-1951

T ises 1870 1975 1979 980 98T

 ,in-l970 Kwacha

GDP total 1038 ; 1006 954 783 778 . 737

Agriculture, total ‘186 156 166 153 157 169
(Commercial) (878) (1199  (1560) (1503) (1503) (1842)
(Subsistence) (156) . ( 112) - ( 110) ( 111) ( 111) ( 111)

Index (GDP/Worker) 100.0 96.7 -91.9 75.4 75.0 71.0
Agriculture/worl 100.0 83.9 89.2 82.3 84.4 © 90,9
Commercial 100.0 136.6 177.7 - 148.2 171.2 209.8
Subsistence 100.0 71.8 . 70.5 71.2 71.2 k7l,2

1965-70 1970-75, ¢;915;79 1979-80  1980-81

average annual percen:age change

GDP, ctotal - 0.7 - 1. 0 -4.8 V.6 -5.3
Agriculture, total : - 3.5 1. 3 -2.0 2.6 7.6
(Commercial) , (b.4) (5.4)  (=b.4) (15.5) (22.6)
(Subsistence) (=6.4) - (=0.4) (0.2 ( 0.0) ( 0.0)

Source: Calculated from various Monchly Statistical Bulletins, C.S.0. (See Stewart
Callison's report on macro-economic situatiom). :
REDSO/ESA, Ag. Div., DDijkerman, 11/10/82.



Tadle 7 :CHANGES IN AGRICULIURAL PRUDUCER' PRICES,
B 1973/74-1983/84, . .

1973/74=  1976/77-  1979/80-  1981/82-
1976/77  1979/80  1981/82  1982/84

In current prices =—-—— annual percentage changeg~==—'

o
wn L

Maize 20.8 12.6 22,5 116.3 -
Maize, adjustedl/ 13.¢ 22.1 9.0 30,5 3/
Wheat 0.0 2/ 7.6 16,1 5.6
Rice 19.8 2/ 3.7 7.7 46.6
Soyabeans 26.7 13.7 20.4 11.7
Groundnuts 25.6 8.5 15.5 13.5
Sorghum 8-8 0.0 2202 33.4
Millet - 4 0.0 3/ 0.0 0.0
Seed Cotton 30.5 4.8 0.0 6.3

In Constant prices8/ - . .
Maize A - 0.0 8.8 3.4
Maize, adjusted = 4.4 0.0 - 3.9 16,4 3/ -
Wheat -17.2 2/ < 4.5 4.2 A
Rice -0.52/ -38.0 - 4.8 30.8
Soyabeans 7.5 1.0 8.7 - 0.3
Groundnuts 6.3 - 3.6 2.3 l.4
Sorghum - 7.8 =-11.1 2.7 '18.8
Millec -4 -10.85/ -16.2 -10.1
Seed Cotton 10.4 - 6.9 -16.4 - 4.9

L1/ adjusted for fertilizer subsidy.,

2/ 1975/76-1976/77. ’ ‘

3/ 1981/82-1982/83,

4/ Yo official prices oifered.

5/ 1978/79 - 1979/80. ,

8/ for constant price calculations beyond 1980/81, inflation
exXtrapolated at 1980/81 rate. Inflation rate calculated from
IMF "Internacional Financial Scatistics" by calculating GDP
deflacor. '

Source: calculated from MAWD Agricultural Scatistical Bulletin,

1980, and supplementary reports.
REDSO/ESA, ag. Div., DDi jkerman, 11/10/82,



Talie e ;‘:..1:.'.:.{ cmaLid and ChRRLLFLzu sw . C e !:‘.\,

1972-1981.
C 1972 1973~ -1977- 1950- 1972/73~

1973 1977 - 1980 1981 1981

~average -=———====-percentage change===——eccaa.

"ﬁn |
Fertilizers, e o . :
total 98,971 4.1 5.4 -11.7 7.3
Maize mixture ‘ .
and others 93,695 14.8 5.2 ~12.2 7.4
Tobacco mixtures 5,276 -1.5 12.2 0.1 3.6
average in
50 Kg. bags
Seed Production 64,892 17.5 :12¢7”17  N/A
SR=52 : 53,942 18,5 = '10.6 N/A
4 2449 N/A .

ZH-1 10,950 « 12.4

1/ data available till 1979/80 only.’

Source: MAWD Agriculturai Sca:is:ic§ Bulletin, and, 1980, QériopénAID/z
CIP PaaD's. . o
REDSO/ESA, Ag. Div.; DDijkerman, 11/10/82.

a\



Tavle 9 .SELECTED OFFICIAL AGKLCULTURAL CUMMODITY PRICE
OFFICIAL MAIZE PRICES,

Cilnieno3 RELATIVE TO

1973/74-1933/84.

1973/74= 1976/77- 1979/80- 1981/82-

1976/77  1983/84

1979/80  1981/82

1973/74~
1983/84

Changes Relative to
the Maize Price

Wheat

Rice

Soyabean
Groundnut
Sorghum

Millet

Seed Cocton .
Average (annual)

Changes Kelacive to

s~—=——=--—--anaual percentage changes==s==remue

U
~—
W
.

[}
— e
(=R
L ] [ ]

=0 0 N O

~

—
-~ WU w
*

*

the Maize Price, adjusted
for fertilizer subsidy

Wheatc

Rice

Soyabean
Groundnuct
Sorghum

Millet

Seed Cotton
Average (annual)

e —————————

]
O~ N oow

r——e L

-

o

PO

N S SRV

W L

L1/ no official millee price offered.

Source: calculated from MawW
subsequent announcements.

4 7.0
1.0 -1.8
-3.6 - 5.7
-11.3 - 0.0
=23.9 -18.0,
-15.1 =l.2
-6.8 10.4
-1l.l 4.0
-1709 ) 12-3
-35.4 8.7
=14.1 7 8,3
=16.0 -~ 2.2

REDSO/ESA, ag. Div., DDi jkerman, 11/10/82.

6.0 = 1.1
- 4.0 2.4
- 2.4 0.3
. 14,6 = 2.0
=144 -17.8
lqs- i - 4.0
-5.3 - 6-].
15,7 - 4.0
-lu.8 - 2.5
-13.9 - 0.8
~24.5 - 8.0
-22.9 19,7
-21.5 - 4.8
-11.9 -5.8 -

D Agricultural«Séﬁ;istical'Bullécih, 1980 and



Table 10 .ZAMBIA'S AGRICULTURAL COMMODITY PRICES COMPARED TO WORLD
© " PRICE EQUIVALENTS, 1973/74-1981/82.

1973/74- 1076/77- 1079/80~ 1980/81- 1973/74~ 1980/81= 1973/74-
1976/77 1979/80 1980/81 1981/82 1981/82 1981/82 3/1981/82 -

Period Averages
(Domestic Price as

Percent World Price) e m————— in percent
Maize - 59 76 95 ~119 .83
Maize, adjusted L/ 80 106 166 . 151 106
Wheat 123 2/ 149 159 161 113
Rice | 113 2/ 92 72 107 75
Soyabeans 69 82 - 118 141 97
Groundnuts 53 67 . 67 118 83
Sorghum 62 59 60 65, 45
Millet N/A 4  n/a N/A . N/A N/A

Seed Cotton 23 27 ¢ 26 26 18

Average Annual Change -
of Domestic Price against

the World Prices. — , annual percentage changes
Maize 20.3 2.0 11.8 25.3 12.6 4,2 10.1
Maize, adjustedl/ 19.9 10.8 2.1 -9.0  12.7  =24.1 10.2
Wheat 9.1 =9.1 17.8 1.3 -0.4 =14.5 -3.2
Rice 3.6 -11.8 -8.9 48.6 -0.6 25.0 -3.4
Soyabean 19.3 10.7 19.2 19.5 16.0 +0.0 13.4
Groundnuts 31.9 12.0 23.0 76.1 20.2 47.8 17.6
Sorghum "~ 1643 =16.6 39.5 8.3 ) 4.1 8.3 2.0
Millet N/A N/A N/A N/A N/A N/A N/A

Seed Cotton 20.5 =35.0 +0.0 8.3 6.3 =15.4 4.1

1/ adjusted for fertilizer subsidy.

2/ 1975/76=1976/77 only. -

3/ calculated usiug a shadow exchange rate which is equivalent to a 30%
devaluation of thr. Zambia Kwacha.

4/ N/A=not availzble.

NB: World price equivalent was calculated by using IFS world commodity
prices and multiplying them by Zambia's CIF factors, also reported by IFS.
Because agricultural products tend to be of higher bulk and lower value
than the average commodity mix (e.g., IFS's C.I.F. factor), the actual
import parity or world equivalent prices are probably slightly higher
than calculated in this table.

Source: calculated IMF International Finmancial Statistics, various months
and year book, and MAWD reports. £
REDSO/ESA, Ag- Div., DDijkerman, 11/10/82-



et Gl IoTAY OF AGRLICULTURL Al wA. EVELOVAMEST SUBSILY
LiPENDITURES FOR MAMBOAKL ANL UFF LULIanL GRZ MARKETING
AGENCIES, LY7:-1l9:i.

1972 1976 1980 1951

NAMBOARD Subsiaies ==—=1n millions of Kwacna=—=-
Maize Price Differential = - - 66.3 15.0
Maize Handling Differential = . - 30.9  24.9
Subtotal §.4 22.0 97.2 39.9
Fertilizer Price :
Differential - o= 0 36.2 27,5
Fertilizer Handling - o e
Differential - L= '13.8  1l0.4

Subtotal 3.7  2L.1 30.0  37.9

Marketing Agencies

(Cooperatives)l
Neu2/ - - 1.5 2.0
ECU -"ﬂ' - 208 ’4:‘.
SCU : - c - 7.0 502
LCU : ' - - 0.2 0.4
K-ECU ) - . .- O§ l +0 oo
New CU oo ~ e - - 0.8

—

Tocal Subsidy Expendicures 22.0  52.6 158.8  89.4

N.3.:Annual percentage
changes
1972-76 +24.4
1976-80 +31.8
1980-81 -43.7

L1/ Covers subsidies on a variety of minor crops and agriculcural
inputs, mostly chamneled through rural cooperatives,

2/ Norcthern Province Cooperative Union.

Source: various GRZ budgetary expenditure reports.,

REDSO/ESA, Ag.Div., DDijkerman, 11/10/82.



FERTILIZER SUPPLY AND DEMAND

TABLE 12

(in 00Q's metric tons, 7/82-6/83)

" Requirements In Stock’ On .order In Supply
Compounds FY81-82 Usage NAMBoard (NAMBoard) Production over
+ 10% + ICF . (NCZ) Requirements
X and R 84 58 36 57 67
D 42 64 35 22 79
C and V 9 16 - 3 10
Ammonium Nitrate 29 9 - 59 39
Urea 71 8 62 - a1
Potash and : |
Phosphates 3 6 - - 3
238,000 tons| 161,000 133,000 141,000 197,000
SUPPLY AND DEMAND
(7/83 - 6/84)
FY82-83 FY82-83 NCZ Orders Surplus
Compound Proj?ggion Surplus * Production (NAMBoard) (Shortage)
X and R 92 67 93 6 4
0 47 79 S 3 B
CandV 10 10 - - -
Ammonium Nitrate 32 39 67 - 7
Urea 78 -1 . - 14 (65)*
Potash and o :
Phosphates 3 S - - -
262,000 tons | 197,000 180,000 23,000 118,000

* AN is a substitute for Urea

Y

Y\



TABLE 13

COMMON FERTILIZER PRODUCTS USED IN ZAMBIA

APPENDIX D

1982-83 Estimated

g;;:ilizer N §2058p§:ézica§i§;hur Boron Consu;s;fon ia "GQ#éra;‘gf
Compound Fertilizer . ;
c 6 18 12 10 0.1 6,800 Tobacco
' ] SR Cotton
A% 2 18 15 10 - 0.1 2,100 Tobaceo
v & 18 15 10 - 0.1 .3;000 ;- Tobaceo
R 20 20 o0 0 42,000 ' Small Farm
X 20 10 s 10 30,000 Small Farm
D 10 20 40 0 45,300 Comn. Farm
Straight Fertilizer .
Ammonium Nitrate 34 - - - 25,000 Comm. Farm
Sodium Nitrate 16 - - - - 300 NCZ
Ammonium Sulphate 21 - - - -2,000/9,700 Comm. Farm
. S NCZ
Urea ‘46 - ‘- - ,'\70,000 Comm.Farme
Ditmmonium Phosphate 18 46 = - 15,800 NCZ
Single supnr-phosph- e . : 11,500 Comm. Farm:
ate *% - 19 - - 900 NCZ
Triple super-phosph- . . 300 Comm. Farm
ate - 44 - - 13,800 NCZ
Potassium Chloride** - 60 - 140 Comm. Farms
: 155 NCZ
Potassium Sulﬁhate R - 50 - - 200 Comm. Farme
| : 8,500 NCZ :
Boraxk* - - - - : NCZ

L 2h00 s

.30

* Discontinued production and importation
** Component of C Compound Fertilizer

- Source:  NAMBOARD July 1982

oNez



uD e 14

Comoound Fertilizer Imoorts

(1n 000 s metr1c tons, from NAMBoard Stat1st1cs)

Commod1tz
UREA

Year

1978/79
1979/80

1980/81
1981/82

1982/83

1983/84

14.0% 70

USAID Jther Source

39.0 . . 33.3
- 30
- 54

65

COMPOUND D |

1978/79
1979/80
1980/81
1981/82
1982/83
1983/84

402 0 . 12

=0
45
45

g 573
bR ORI

rAMDNIINA O

1978/79
1979/80
1980/81
1981/82
1982/83
1983/84

105 By
406 25.

ey 40.6°
3% 53.3

. ,-0-‘ .0-

COMPOUND X

1978/79
1979/80
1980/81
1981/82
1982/83
1983/84

10, 0

20 Q=
2100 “67. S

3* 27 3

'-07 '0‘%»

* Estimated order by GRZ for 1982 CIP

(1) Stocks arid manufactures should meet all demands except Urea.

Februaryii§33?f
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TABLE 15
EAMBIA AGRICULTURAL PRODUCER PRICES, SELECTED CROPS, 1973/74 - 1583/84

-

Commodi ty Units  73/74  74/715  I5/16  16/71 77/18 . 78/79 . 79/80 80/81 ,_,ei/ag-j-:_ez/03  83/84

maize x/mr a8 48 56 70 70 2 100 "';50"" 150 BRTTY 203
wheat K/uT — - 178 178 222 222 222 289 289’ 356 315
rice ‘k/mMr - - 2420 20 290 200 323 %3 s 565 806
' ¥ U e 0 503

soyabeans CK/MT 93 147 147 403 170 - 503

groundnutg’ K/H'l‘ T: LSB“: 213 213 - ; §i3 ‘ 313 _ '_JS(VB :40'0‘ i 1438 . 5'34‘« 500

sorghum LK/MT 52: 56 67, 67. 61 .61 61 100 .00 100, 178

millet ‘ Ak,l(/H‘l'\”’:; — - e .. ) _ 67 67 67 .- k= 67- 67 YR

seed cotton K/MT 180 250" 300 joo, 400 460 460 160. ‘460 170 . 520

Source: GRZ/CSO, "Annual Agricultural Statistics ,.’Bl.lll:a!;lzl"l.;r: 1930, (Nova:nbarlsal)ﬁﬂo

Silenda Matale, FFP assistant, USAID/Zambia



* TABLE 1§

REAL PRODUCER

Unit 7/

PRICES, SELECTED AGRICULTURAL COMMODITIES, 1973/74 ~ 1982/83

14/75.

15/16 .

76/77

71/78 .

ivszis

~79/80

 80/81

e/e2

_82/83

- 83/B4

CPI

1975=100  0.862"

Producer Prices

-: maize w/fert, »
waize w/g. fert.
wheat
rice
soybean
yroundnuts
sorghum .
millet

seed'cottbn

Sourcpxlfaﬁle

-

R/mT.

‘K/MT

®/MT .
ke
K/MT

- K/MT

‘V;x/ﬁr

R

< K/MT -

) e

. 56

107
183

209,

-~

-

1.000

64
48

147

m

250

:w;h;
a1
151
205
125
181

353 

=15 . and CPI EéicﬁiatedtfrohfiﬁP];ESLy

281 -

1.180 1.423  1.656

242

L.

Sae

57"
42
: 122
. 160.

132

197"

37

o

253

'2.029

9

aw
109

159
137

197
;33

33
227

2:313

~.99.
56

125
-157
154

189

43
=
199

- 2:590

73
ssp?
nz
145
156
206
39
26
177

2.902.

@

195
N 1.6.2.’

162

,1§5;ﬂ

3,250

‘~N/h"
'fﬁi -
123
248
1SS
212
1155_;
21
160



TABLE 1}

| WORLD AGRICULTURAL PRICES, SELECTED COMMODITIES, 1974 - 1982

Couimodi ty unit’ 1873/74 . T4FIS:.. . T6476 767717 71/18 - . 18/79  19/80  80/81 81/82 ‘
_ e ,,V : . :'3j:‘ S c in’,; S L Ast and Ind quarteéers

‘malze’ (USGulf) /v 132 119 ‘12 ‘25 101 116 126 Bt 115
j?uﬁe&tfiﬁugt:.) §/MT - 19§ 148 126 107 136 *'1582 175 174 ‘163

rice (Thail.) . §/uT sz 363 255 _552 367 CEVRPE TR ié32  17

soyabeans . $/u7 277 220 . 23§ 219 268 297 297 288 260

groundnuts (oil)  $/MT 739" 2§i3$> fdzjﬁ 547 qji : 563 486, 623 411

sorghum - . s/uT 140 ‘120 ‘116 - ;sgf 107: 130 164 160 140 -

millet | N/A* - - - = - - - - -

cotton (Liverpool) §/MT 1433 1167 i%bs- 1568 .thj' ,1697’ 2062 1647 iégl,

FOB/CIF factar** 1.229  1.225 1.205 . ‘i;173 ;.1§s: ;1.205« 1.200  1.200 1.200

*N/A = Not availadnle

. ** FOB/CIF Factor from IMF/IFS. 1981/82 ‘extrapolated-at 1980/81 rate.



APPENDIX " E

MCZ FERTILIZER PRODUCTION AND REQUIREMENTS



NCZ RAW MATERIALS REQUIREMENTS

(in .000's metric tons for Compound Ferti]izers)

Materials . -

Reqmts

for
FY 82-83

Stock at g, gered  To order
6/82

NCZ
(7/71/82)

8/82

Plant

Surplus or

Manufacture required

Reqmts
for
FY 83-84

Estimated - ',Reqdiréd

Stock

AMMONIUM NITRATE

AKMOHIUM SULPHATE = -
DI-AMMONIUM PHOSPHATE

SINGLE SUPER PHOSPHATE
TRIPLE SUPER PHOSPHATE
POTASSIUM SULPHATE
POTASSIUM CHLORIDE
BORAX

COATING AGENTS ~ .

20.5
36.5

23

'20;57
36.5

1?7f;2]** —




(Rounded,~usihg*UfS;5br European Inout Costs.

INPUTS IN COMPOUND FERTILIZERS

in 11.5.9)

Materials

0 (70-20-10)

R (20-20-10)

C (6-18-12) ...

X (20-10-5)

AMMONIUM NITRATE 1 &7 132.;" ;’$11i_, 20 ,§§3 ;‘Jéz;t;f,,§$14p}¢mgﬁz
AYMONIUM SULPHATE 2 101 féé%'*;‘“fi§1g"‘§siz 0 1% 202" aag
DI-AMMON. PHOSPHATE 3+ 33 7%gfi~ "75§°;3%33?‘ - 5 6%
SINGLE SUPER PHOSPH.%* - N ‘:“ j91f°"§3ii | A
TRIPLE SUPER PHOSPH.5* 165 | 4 s 134 308 2 5%
POTASSIUM SULPHATE ©- %8 203 - i- 8 f%i 49 10
POTASSIUM CHLORIDE ’* - < - . A - ':;
BORAX 8. L  4— SRR 'us'°ﬁz;; -
coaTing AgenT < % 5 1g 5 1% 5 W |- 5 1
TOTAL RAW MATERIALS  $478 1008 | $486  100% $458 100% . | $493 1003

1. Ammonium Nitrate - shown is the NCZ pr1ce (K 531), adjusted tb u.s. doiiéfsi
(Knl = U.S.$1.10)

2. Ammonium Sulphate -~ The 1981 U.S. ‘price of $420 1s 1ncreased 10% or $460
This price includes $200 in transport costs.

3. DAP - The 1981 U.S. price of $420 is increased 10% or $460

_This price
includes $200 in transport costs.

4. SSP - Estimated as above at $395 per ton

5. TSP - " n n l.l' $445 H ] n

6. SOP - " wooon " 5490 " n

7. MOP - [ ‘ nv " ) 1 $420 It kll

8. Borax - "j’n' u; wm gEEs M o

9. Coating Agents - Est1mated as above at $540:b:r,tdn,;~“


http:U.S.$1.1o

NEW FERTILIZER PLANT

- NITROGEN CHEMICALS OF ZAMBIA LID

PROJECTED PROFIT AND LOSS ACCOUNT

APPENDIX E

Descripcicn'

Financial Years

1982/83 1983/84 1984/85 1985/86 11986/8
Sales Revenue o ' ' ; ’ :
AN Fertilizer - 23,077 27,240 29,443 29,443 29, 44
Amm Sulphate o - 800 800 80¢
Compound D 13,250 - 12,240 12,240 12,24¢
R 16,252 30,132 30,132 - 30,132 30,13:
g 20,518 29,621 29,621 29,621 29,621
Othars . 50 50 50 S0 3¢
Total Sales Rev 75,006 87,043 102,286 102,286 102,28¢
Direct Cost .
Raw Materials 28,376 _ 28,875 35,760 35,760 35,76C
Fuel 2,306 2,437 1,038 1,038 1,038
Chemicals + , '
' catah 1,233 1,415 1,605 1,605 1,605
Electricity 2,120 2,230 2,300 2,300 2,30C
Packing Materials 2,205 2,539 3,000 3,000 3,00C
Repaid Maintenance 3,624. 5,800 5,940 5,940 5,940
Others 200 200 200 200 200
Total Direct Cost 40,064 43,4986 49,843 49,843 49,843
Fixed Cost
Salaries and Wages: ;
~ Admin © 355 355 355 355 355
- Mtg - 4,521 4,521 4,521 4,521 4,521
Admin CH 406 ' 406 406 406 406
Capital Levy 1,769 1,769 1,769 1,769 1,769
Import Licence 1,187 1,024 1,263 1,263 1,263
Insurance 2,600 2,620 2,640 2,640 2,640
Depreciation 18,023 18,193 18,350 18,508 18,4867
Finance Charges
- GRZ 9,219 9,219 9,219 9,219 9,218
-’ Con.Banks 4,116 3,111 2,290 1,569 927
- Fin Ins 4,048 3,957 3,695 3,343 2,973
= OQOthers 352 352 352 352 352
Guarantee fees 110 100 90 80 70
0/D Interest 110 440 220 - -
Preproduction Exp. ' 1,636. 1,636 1,636 1,635 -
Total Fixed Cost 48,451 47,703 46,8086 45,660 43,161
Net Profit/Loss (3,509 (4.156) 5,637 6,783 9,292




NITROGEN CHEMICALS OF ZAMBIA LTD
© NEW FERTILIZER PLANT
PROJECTED BALANCE SHEET

Assets Emploved

. Amounts K'000

4s of

31.3.82 3382 | 31.3.84  3..3.8  3L.3.8
Fixed Assets 3 : _ ,
Costs 277,554 | 281,554 283,554 285,554 287,554
Comm. Depreciation - 18,022 36,215 54,565 73,073
277,554 | 263,532 247,339 230,989 214,481
Current Assaets - |
Stocks 11,975 19,090 22,025 22,025 22,025
Debtors 3,342 10,225 11,869 13,948 13,948
- Funds on Deposit 3,500 - - - -
Cast and Bank.Balance 1,799 1,577 322 8,880 24,517
20,616 | 30,895 34,216 44,853 60,490
Less Current Liabil-
ities ,
Creditors 4,650 3,341 3,537 3,537 3,537
Short term Indebt 7400 | 13,548 8,986 9,289 9,107
Bank overdraft - - 380 1,000 4,000 - T
5,430 17,889 16,523 12,826 12,644
Net Current Assets/ D : . , ; ‘f“fiﬁ
- Liabilities 15,188 13,006 17,693 32,027 |- 47,846
Pre Prod + Def. Lxp. 6,543 4,906 3,270 1,63 | -
Total 299,283 | 281,444 268,302 | 264,630 | "262,327
Financed by:
Share Capital 103,800 117,954 117,954 117,954 117,954
Cumulative Profit/Loss - (13,509) (17,665) (12,028) ( 5,245
Shareholders funds 103,800 104,445 100,289 105,926 112,709
Long term indebt 195,483 | 176,999 168,013 158,724 149,618
Total 299,283 281,444 268,302 264,650 262,327
A
1] d

J

1\



NITROGEN CHEMICALS OF ZAMBIA LID
' NEW FERTILIZER PLANT

PROJECTED CASH FLOW
(vw R cee's)

Financial Years

1982/83 1983/84 1984/385 1985/86  1986/87
Receipts ’ o . o
Sales 68,120 85,402 100,207. 102,286 | 1.0%‘,286‘
Withdravm from St.Dep. ; 3,500 - - SR TR IR SN
Increase in overdraft , 620 3,000 .
Péments
Materials and stores 46,168 43,805 47,343 47,343 47,343
Electricity 2,120 2,230 2,300 - 2,300 2,300
Salaries/wages - Admin 355 355 355 355 355
- Mg 4,521 4,521 4,521 4,521 4,521
Capital Ley 1,769 1,769 1,769 . 1,769 1,769
Import Licence 1,187 1,024 1,263 1,263 1,263
Admin 0.H. _ 406 406 406 406 406
Insurance 2,600 2,620 2,640 2,640 2,640
Financing Charges ’ ,
- GRZ _ 9,219 9,219 9,219 9,219
- Comm.Banks 4,116 3,111 2,290 1,569 - 927
- Fin Insc. 4,048 3,957 3,695 3,343 2,973
- Others 352 352 - 352 . 352 352
Guarantee Fees . 110 100 90 80 70
Cap.Expenditure 4,000 2,000 . 2,000 2,000 2,000
Others 200 200 . 200 200 200
Loa?s/0D Repayments : 400-- | 13,548 12,986 9,289 9,106
0/D interest : 110 440 220
Total Payments 1 72,462 89,657 91,649 86,649 85,441
Net Recaipts (Payments) @22) | (1,285 | 8,558 | 15,637 | 1¢,842
Cash Balance - OPG 1,799 1,577 | 322 8,880 | 24,517
Cash Balance - CLG o 1,577 322 | 8,880 - | 24,517 41,359




' NITROGEN GIEMICALS OF ZAMBIA LTD.
° NEW FERTILIZER PLANT
PRODUCTS AVAILABLE FOR SALE -

QTY AND VALUE -

Product

- sp/

MT

K

QY
P

1982/83

Value

1983/84

| o
QK'QOO‘l1Sf

Value

K'000 .

| QTY.
MT

o 1984/8s
' Value
~ K'000

.N. Fertilizer
am. Sulphate
smpounds

D

"R

c

thers

53

612
“648 | 25,080
641

637

{ 93?46d ;;

21,650

2,900
132,210

23,077

13,250

16,252 |

20,518 *
50

5y:;;;3do

46,500

46,500

27,240

;3Q;;§2:3

29;621 |

50

55,450

2,000

20,000
}f?4555°9

I

46,500

29,443
800

12,240
130,132

‘23,621

50

stal

28,3000

75,006

144,3000)

87,043

170,450

102,236

-



- NITROGEN CHEMICALS OF ZAMBIA LTD.

NEW FERTILIZER PLANT .
COMPOUND FOR FRODUCTION + MATERIAL CONSUM?TION

.1982/83 ‘t 'f*,l983/§4?

1984/85

' Production:
Campouﬁdzbrk
.R ‘ ' |
o

2,900
25,080

21,050
32,210

i

46,500

‘46,500

46,500
20,000
46,506

Total

81,840

93,000

113,000

‘imported Material Comsumptiom: ' |-

- DAP
SSP
TSP
s
 ;qu 
'iBoréx
- .Coal Agent

Ammonium Sulphate

15,820

906
13,800
8,490
154

) : 30
990
9,700

23,920
8,060
4,850

25,560
is,soo
9,100

Total Imported Materials

49,890

" Local Materials Added

31,950

55,150

¢tacally Produced Ma:eriélbkdded:
Ammonium Nitrate |
Ammonium Sulphate

16,562

19,083



APPENDIX F

NCZ_EQUITY ASSUMPTION PROPOSAL



APPENDIX F

- NCZ EQUITY ASSUMPTION PROPOSAL TO GRZ

(Impact of measures on production costs

'NCZ is making the following proposal to the GRZ. This proposal
has been approved by the Board of Directors, ZIMCO, and should be forwarded
to ! che GRZ shortly.

-ggg 2quity increase and debt assumption

1. Capital grant by way of waiver of GRZ loams principal ‘K. 92,200,000
Interest (accrued to 31/3/82) 11,500,000
2. Assumption of consortium loans
Medium term 23,000,000
Short term 8,500,000
ZCNB loan | 5,700,000

3. Commercial bank loans .
Standard 800,000

Barclays 11,500,000
ZNCB 8,500,000
4. Capital grant in cash | - __13,700,000

‘Total Kw. 175,400,000

The total plant construction charges to date total Kw.285.5 millionm.
NCZ considers 617 of this total to be attributable to the foilowing causes:
cogt over-rums, delays in finalizing financing arragements, costs of preservatioos,
and additional interest from the prolongation/rescheduling of loans. These costs,
totalling Kw.175 milliom, NCZ feels should be absorbed by the GRZ and should not
be included in the asset value of the plant.

If the GRZ was to make the requested capital grant, the annual cost
savings to NCZ would be about Kw.26,300,000. This is based on reducing the
following:



1. ﬁfﬁtéfesthharges; ‘GRZ ‘9;2195060
Commercial banks 2,400,000
 Other loans 3,720,000
2. ‘Reduction in Assétyvalues‘j' v
| 617 reduction in depreciation 10,993,000
11982/83 Total Reduction Kv. 26,332,000

t._____________ ]

3.  Reduction in cash outflov - interest 15,339,000
- principal payments 400,000

- accrued charges 11,500,000

/1982/83 Total Cash Outflow Reduction  Rw. 27,239,000

Using the reduction in direct and fixed costs and assuming
the production rates and prices as given by NCZ, the average cost per
ton of fertilizer (compounds and ammonium nitrate) would be reduced
to Kw.496 in 1982/83 and RKw.450 in 1983/84.
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 INITIAL ENVIRONMENTAL EXAMINATION
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APPENDIX G

Initial Environmental Examination

On October 23, 1980, amendments to AID Regulation 16 became
effective and were published in the Federal Register on the same
date. As amended, Section 216.3(a)(2) provides that the IEE will
include a Threshold Decision made by the officer in the originating
office who signs the PID. If the IEE is completed prior to or at
the same time as the PID, the Threshold Decision will be reviewed
by the Bureau Environmental Officer concurrently with approval of
the PID. The Bureau Environmental Officer will either concur in
~ the Threshold Decision or reques:t reconsideration by the officer
who made the Threshold Decision, stating the reasons for the request.
Differences of opinion between these officers shall be submitted
to the Assistant Administrator at the same time that the PID is
submitted for approval.

In accordance with the revised procedures, the reccmmended
Negative Determination of the Design Officer is treated as the
Threshold Decision, and upon concurrsnce of the Africa Bureau
Environmental Officer, the regulatory requirements of Regulation 16
will have been met.

Description of Project

Zambia is currently facing serious balance of payments deficits
as a result of overdependence on copper mining. Depressed copper
prices plus declining production volumes have eroded Zambia's
historically favorable current account position and led to extensive
external borrowing, a decline in foreign reserve holdings and a large
accumulation of payments arrears on imports. The GRZ is undertaking
apgrqpriate economic and financial measures to ameliorate the current
crisis.

!
The proposed $20,000,000 commodity import loan will provide the
GRZ with needed foreign exchange for essential public and private
sector imports and will contribute to the GRZ's development program
by generating counterpart funds. Commodities financed under the loan
will be inputs required by the agricultural sector (excluding
pesticides).

Recommended Environmental Action

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. As the proceeds
of the loan will not be used for the purpose of carrying out a -

specifically identifiable project or projects, an Environmental Assessmen
or Environmental Impact Statement is not required.

W
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3A(2)

- NONPROJECT ASSISTANCE CHECKLIST

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

B.

1'

7.

. App. Unnumbered: FAA Sec 653 (b)

(a) Through Congressional Presentatior
(b) VYes

FAA Sec. 611(a)(2). - Not applicable

FAA Sec. 209, 619 - No

FAA Sec. 601(a); (and Sec.201(f) for development loans)

(a) to (e) ~ Yes
(f) - Not applicable

FAA Sec.601(b) ~- Commodities are purchased in U.S.A.

from competitive bids.

FAA Sec. 612(b); Sec 636(h). - Full cost loan

FAA Sec. 612(d). - Not applicable

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1.

2.

Nonproject Criteria for Security Supporting Assistance

(a) FAA Sec.531 - Not applicablg

Nonproject Criteria for Development Assistance

(a) FAA Sec. 102(c); Sec.111; Sec.281a - Not applicable
(b) FAA Sec. 103, 103A, 104, 105, 106, 107 - Not applicable

(1) [103] - Not applicable
(2) [104] - Not applicable
(3) [105] - Hot applicable
(4). [106] - Not applicable

"(5) [107] - Not applicable

A\‘\3<§}/



(c)  FAA Sec. 207; Sec.113 - Not applicable
(d)  FAA Sec. 281(b) - Not applicable

(e) FAA Sec. 201(b)(2)-(4) and - 8); ,
e Sec.201(e); Sec. 2115a5115-i3§ and -(8). Not’ app]icable :

o (f)  FAA Sec.201(b)(6); Sec.211(a)(5), (s). - Not:applicable -

5e(1)

= COUNTRY CHECKLIST

A.  GENERAL CRITERIA FOR COUNTRY ELIGIBILITY

]'

o

®

10.
1]0
12.

13.

14,

15.

n s~ w N

FAA Sec. 116. - No

FAA Sec. 113. - Yes
FAA Sec. 481 - No

FAA Sec. 620(b). - Yes.

FAA Sec. 620 (c). - Me are not aware of‘éhy‘éucﬁ.caséQ

FAA Sec. 620 (e)(1). - No |

FAA Sec. 620(a), 620(f), 6200; Continuin Resolution
smﬁ%ﬁm%ﬁmwg’—r——Wm o
FAA Sec. 620 (i). - No |

FAA Sec. 620 (j). - No
FAA Sec. 620 (k). - No

(EMA Sec. 620 (1). - Not applicable

FAA Sec. 620 (m). - No
FAA Sec. 620(0);

Fishermen's Protective Act of 1967: as_
- Not applicable ;e

FAA Sec. 620(q); Continuing Resolution Sec. 518, No
FAA Sec. 620(s).




16, FAA Sec. 620(t). - Mo

17. FAA Sec. 620(u). - Current

18. FAA Sec. 520A; Cohtinuihg’RéSOTﬁffdﬁ’éééi»521 -iN6;gthﬂtq;qgrfkhOW1Edg§i"

19. FAA Sec. 666. - No

20. FAA Sec. 669, 670. - No

B. FUNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY

Economic Support Fund Country»Cr{teria

a. FAA Sec. 502B. - No _
b. FAA Sec. 532(f) -« Not applicable

. 6. FAA Sec, 609. - Not app]icab1e since this: 15 a. 1oan

d. FAA Sec. 620B. - Not app11cab1e

5C(3) STANDARD ITEM CHECKLIST

A. Procurement

].

2.
3.

FAA Sec. 602. - These arrangements will be made by thef

0ffice of Commod1ty Management, AID,

FAA Sec, 604(a). - VYes

| FAA Sec. 604(d) - Yes.

FAA Sec. 604(e); ISDCA of 1980 Sec.705(a). - Not applicable

FAA Sec. 603. No, provided that U.S. flag vessesl are available

and suff1c1ent to carry the cargo at the time when shipping services
are required.

FAA Sec. 621. - Not app11cab1e

International Air Transport, Fa1r Comget1t1ve Practices Act, 197

Not applicable.

Continuing Resolution Sec.505. -' Yes{



c.

1.

2. FAA Sec 611(c).
FAA Sec.620(h). -

3.

B." Construction

FAA Sec.601(d).

Other Restrictions

1.

2
3
4.
5

FAA Sec. T22(b).

+ Yes

FAA Sec. 301(d)..

Yes

FAA Sec. 620(k). -

Continuing Resolution Sec. 514 'LJ,Not”applicable ;

(a)

(b)

(c)
(d)

(e)

(f)
()

()
)

(3)

®

FAA Sec. 104(f).

FAA Sec. 620(q)

FAA Sec. 660.

FAA Sec. 662.

FAA Sec. 636(1).

Continuing Resolution Sec.

Mot aoplicable
Not applicable
Not: applicable

Not applicable

504

Continuing Resolution Sec.

506
~—

Continuing Resolution Sec.

507

Continuing Resolution Sec.

509

Continuing Resolution Sec.

510

Continuing Resolution Sec.

516

For-questions 5(a) thru 5(k), the respons§ 1s;yé§ j
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APPENDIX I

WAIVER REQUEST FOR OCEAN TRANSPORT SERVICES

I. Waiver Required

Procurem2nt source and origina waiver from AID Geographic Code
000 (U.S. only) to Code 941 (Special Free World), or to Code 899
(Free World) to the extent that the freight tender demomnstrates
that U.S8. ov Code 941 flag vessels are unavailable for ocean
transport services to ocean ports in east and southern Africa.

II. Summary Waiver Information

Cooperating Country: Zambia

Authorizing Document: PAAD :

Project: - Z2ambia Commodity Import Loan
Nature of Funding: ~ Ocean traunsport services for

fertilizer materials to aast
and southern Africa ports.
Approximate Total Value: Up to $5 million
Probable Snurce: - Code 899 (Free World) countries

III. Discussion

AID policy requires AID Geographiec Code 000 (U.S. only) source

"and origima procurement for Ecomomiec Suppor: Fuand (ESF) loans.

This applies to the procurement of transport services as well as
the commodities financed under the proposed loan. Because other
heavy demands will be made upon the limited supply of suitable
U.53. flag vessels during the time of shipping (December-January
1232/83) ic is probable that either insufficient U.S. flag
vessels or Code 941 f£lag vessels will be offered to transport
the commodicies during this required period. It is essential
that the fertilizer materials be shipped at this time in order
to arrive in Zambia for processing and distribution prior to the
beginning of the growing season.

Handbook 1, Supp. B., Ch. 7B4b(l)(e), authorizes a waiver from
Code 000 to Code 941 vessels when United States and cooperating
country vessels are unmavailable, and from Code 941 to Code 899
vessels when in addition Code 941 are unavailable and when che
cargo is ready for shipment, and it is reasonably evident that
delaying the shipment would subject either the supplier or cargo
to additiomal costs, or the importer to significantly delayed
receipt of cargo.


http:1'a2/.83

Because Zambia has no available foreign exchange to finance
ocean freight on the commodities to be financed, all ocean
freight must also be financed under this loan. From past
experience it appears that there will not be sufficient U.S. or
cooperating flag vessels to tramsport these commodities at the
time they will be shipped. To the extent they are available,
Code 941 flag vessels will be used, instead. However, it also
appears that Code 941 flag vessels may not be availaple.
Therefore at least some Code ‘899 flag vessels will hbave to be
used to transport these commodities. :

The total cost of non-U.S. flag freight to be financed for
fertilizer under this waiver, if approved, cannot be known until
freight offers are received and matched up with fertilizer

bids. It is estimated that non-U.S. flag freight may cost about
$60 per ton. Thus, a single chartered aon-U.S. flag ship of
15,000 tons would cost aboucr $900,000. If all shipments had to
move on non-U.S. flag vessels, and¢ .f inland transport was not
contracted for with a U.S. firm, the amount of the waiver could
reach $5 million or slightly more if relatively low fertilizer
prices permit procuring somewhat more than 36,000 tons of
fertilizer materials with available loan funds.

IV. Justificatiom

The previously mentioned transport services are essential to the
successful implementation of the proposed commodity import loan
and are not available from the authorized source. Procurement
from Code 941 and Code 899 countries is necessary to . the
attainment of U.S. foreign policy objectives and the objectives
of the foreign assistance program.

V. Recommendation

That to the extent it is necessary to move the fertilizer
materials you a) authorize the financing of ocean transportation
on vessels of any Code 941 flag if it is determined by AID that
U.S. and cooperating country flag vessels are not available; and
b) authorize the financing of ocean transportation on vessels of
any Code 899 flag if its is determined by AID that Code 941 flag
vessels are not available; and ¢) certify that the interests of
the U.S. are best served by permitting financing of
transportatiou services on ocean vessels under flag registry of
free world countries other tham the cooperating country and
countries included in Code 941. :

}
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