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PREFACE

Study Objectives

This report presents the findings of a case study of the Zambia
PL 480 Title I program.* It is the fourth in a series of five
case studies designed to meet the following objectives:

)

To assist AID and host countries to understand better how
PL 480 resources are oeing programmed, including the
identification, .~»gotiation and monitoring of self-help
provisions and the mechanisms developed to program and
manage local currency sales proceeds.

To provide other USAID Missions and host countries with
information useful for replication of successful
experiences in the use of Titles I and III as development
tools, for improvements on past performance, and for the
identification of likely pitfalls in the process that may
be guarded against.

From lessons learned from each case study, and from a
comparative analysis of all five cases, to provide the
Agency and host countries with an improved understanding
of some of the implications of this kind of program
assistance which may be useful for tne design,
implementation and evaluation of othner kinds of
non-project assistance.

country Selection

The Agency used the following criteria tc select countries for
the case studies:

(o)

Country programs would be selected from several
geographic regions;

The PL 480 nrogrums would have been in cperation long
enough for sufficient data to be available for analysis;

There wasg consensus in the Agency that the programs had
been successful;

Programs selected would represent different approaches to
using PL 480 resources for development; and

The study also examines the programming and management of
local currencies generated under the Missions's Title II
monetization and CIP programs since these are closely
integrated.



o} Programs would be Surficiently representative that
generalizations from the studies would be useful for othner
country settings.

Zambia's program was chosen for the Africa region because it
had a reasonably long l0-year period of continuous operation;
it was generally considered to have sufficiently specific
self-help commitments to permit appraisal of probable impact;
and it appeared to exemplify the type of integration of PL 480
and other US resources that the Agency 1is seeking increasingly
to attain in tnose country assistance programs where a variety
of resources are available.

Study Approach

Based on the first two pilot case studies--one of the Title I
program in Tunisia, and the other of the Title II, Section 206
program in Mali--a methodology for the next three case studies
was developed. The major sets of questions, organized in termns
of key issues to be addressed, are included on page 6 of tne BL
460 Pilot Case Study Report, RONCO, January 1985, These setis
Of questions are used as 2 guide for all of the case studies.
However, the nature of each individual country program and tine
types of data available condition the relative weight given to
gach 1issue, The Scope of Work of this study 15 includeda as
Annex A.

Team Composition

The evaluation team for Zambia was composed of an Agricultural
Development Officer and Economic Consuitant (team leader); an
mconomist from tne Policy, Planring and Evaluation Division of
tne Bureau for Food for Peace and Private Voluntary Assistancs
in AID/W; and a Political Scientist from Michigan State
University. The latter two had spent considerable time in
zambia in development work prior to this assignmnent,

Methodology

Discussions were held initially in Washington, D.C. with USG
officials from different agencies Ffamiliar with tne program.
The team then traveled to Lusaka in late Novenber for three
weeks of intensive study. Discussions ware held with personnel
at all levels in the GRZ and USAID who nad Deen involved with
the progranm. Discussions also were neld with other menbers of
the donor community located in Lusaka. After the return of the
team, additional contacvs were made with AID personnel 1In Kenva.

Unfortunately John Patterson, the principal architect and
adminis:rator of the PL 480 program, was away on consultation

ii



when the team arrived and his return wau unexpectedly delayed.
The team was very disappointed that it was impossible,
therefore, to explore issues more directly with him.
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COUNTRY BACKGROUND™*

The population of Zzambia is 6.6 million with a growth rate of
about 3.2 percent per annum. Over 45 percent of the population
lives in urban areas, making Zambia one of the most urbanized
societies in Africa south of the Sahara. Zambia's per capita
gross domestic product (GDP) is estimated at slightly under
K700 for 1984 and about 15-20% higher in 1985. At a ratio of
about K2:US$l early in 1985, per «capita income would pe
$400~450. However, at the exchange rate prevailing after
October 3, 1985, it would be about $200 per capita.,

Mining 1is the most important sector and accounted for 32
percent of GDP for many years. After a period of decline 1in
the 1970's, the relative share of mining in GDP has recently
begun to show some improvement due to devaluation as well as
increased efficiency in the industry. Despite the significant
decline 1in copper prices, the copper industry earns over 90
percent of Zambia's foreign exchange and remains the primary
determinant of Zambia's economic and financial performance.
Other major contributors to GDP in 1984 were manufacturing, 19
percent; and agriculture, 17 percent.

The Zambian economy is further characterized by extreme dualism
between an urbhan-oriented modern sector and the rurail
agricultural sector. Moreover, ooth the urban and rural
sectors are dualistic. Both sectors are split between a formal
and an informal subsector: in general, the former consists of
larger, more modern, capital-intensive, higher wage activities,
while the latter sector involves relatively low-skilled and
nore labor-intensive activities.

The agricultural sector retains the same structure it had at
indepencdence (1964). On the one hand are large commercial
farmers, located mainly on the line-of-rail and other major
arteries, using modern and capital-intensive methods to produce
Cereals, beef, poultry and tobacco. On the otner hand, ther=
are approximately 600,000 smallholder subsistence farmers,
widely dispersed on land of varying quality, following
traditional methods of farming to produce maize, cassava,
millet, grounanuts, sorghum and free-grazed beef, There 1is,
nowever, a growing emerging farmer group which us2s both
traditional and mode:n techniques in producing for the market.

* This section was extracted largely from the "zambia Auction

2rogram Support" PAAD; Lusaka USAID/Zambia, October 19385,
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The fundamental development problem in Zambia is to diversify
the economy by reducing dependence on the mining sector and
increasing emphasis on the high potential vyet low--performance
agricultural sector. Of Zzambia's estimated 75 million hectares
about one third are well suited to agriculture. Of the 25
million hectares well suited to agriculture, 12 million are
cropped intermittently but only about 2 million are cropped
annually.

zambia's landlocked position and heavy economic dependence on
copper #nas made it particularly vulnerable to events outside
its control. Factors inhibiting growth nhave been the country's
dependence on copper and on imported goods; sectoral incone
differentials; wage adjustments which were often unrelated to

productivity gains; and rapid urbanization. The manufacturing
sector's dependency on imported inputs has placed increasing
demands on scarce foreign exchange. Given the economy's

inability to meet the sector's reguirements, capacity
utilization, manufacturing output and employment have fallen.

Severe palance of payments Jeficits made it necessarv to search
for sources of external financing. This in turn led co
mountiny foreign debt and debt service requirements which the
economy was not able to nmeet. The fail 1in mining revenues
negatively affected the domestic economy and contributed <co
large gaps in the public Ltudget between revenues and

expenditures, The government's rasponse was to reduce capitail
expenditures and borrow from the domestic banking system, wnich
led to monetary expansion and inflationary pressures., Faced

with a declining mineral resource base, deteriorating terms of
trade, falling incomes and level of living, and growing
unemployment and underemployment, the need for aconomic
diversification could not be further postponed.

The Government of the Republic of Zambia (GRZ) nas recently
undertaken a substantial number of pricing and other economic
reforms and has agreed to implement still more reforms witnin
the next two years. These include:

o] Providing incentives o  producers and exporters of
agricultural and industrial products, taking into
consideration market forces;

0 Ensuring the competitivensss of exports through an active
exchange rate policy;

0 Using tariffs and interest rates to ceverse past trends of
import dependence and capital intensity;



o} Liberalizing administrative restrictions on foreign trade
and the licensing of production in order to improve the
allocation of resources and to encourage investment in
productive activities;

o} Reducing the Government's deficit and domestic bank
borrowing by reducing expenditures on personnel costs,
subsidies and other recurrent outlays;

o} Improving olanning and budgetary procedures to shift
resources tc productive uses and economic investments;

o} Allewing greater  competition in the procurement and
selling of food crops. The National Agricultural
Marketing Board (%AMBoard) will move towards the role of
buyer and seller of lastk resort, using a system of floor
and intervention-selling prices for agricultural produce
and inputs, respectively;

0 Strengthening the technical and managerial capacity of
Zambia Industrial and Mining Corporation (ZIMCO), which is
the holding company of most State-controlled enterprises;

o] Restructuring the energy sector to bring about lesser
dependence on imported oil.

On October 4, 1985, the GRZ put a new foreign eXchange rate
auction system into effect to allow internal market forces to
determine the kwacha value and distribution of available
foreign exchange. This major and b%old reform, given tha:t the
kwacha was significantly and chronically overvalued under the
previous, controlled system, is the linchpin that underlies rxe
viability of the agricultural pricing and marketing reforms.



I. EXECUTIVE SUMMARY

A. General

This report is the fourth in a series of five case studies
aimed at identifying how PL 480 programs can be better designed
and managed to increase their developmental effectiveness.
Zambia's Title I Program was chosen because it had a reasonably
long period of continuous operation, called for sufficiently
specific self-help commitments +to ©permit an appraisal of
effectiveness, and appeared to exemplify the type of overall
program integration the Agency 1s seeking to attain. The
evaluation examines the processes by which Self-Help Measures
(SHMs) and local currency uses are identified, negotiated,
implemented, and monitored; assesses the congruence of SHM3s and
government actions; examines the adequacy of analyses
supporting the SHMs; and identifies lessons learned.

B. Country Background

Zampia 1is a country of 6.6 million with a growth rate of 3.2
percent per annum. Over 45 percent of the population 1is
urbanized, Per capita income was estimated at about $400-$450
in 1985, However, 1t would be about $200 per capita at the
eXchange rate prevailing after Octokber 3, 1985.

Zampbia's economy is characterized by:

o] Heavy dependence: on copper, an export subject to wide
price swings on the international market;

0 Dueiism between an urban-oriented modern sector and the
rural agricultural sector; and

o] Dualism within the agricultural sector between a small
number of expatriate commercial farmers using modern,
capital-intensive techniques and the vast number of
Zambian farmers using traditional, subsistence technology.

The fundamental development problem in Zambia is to diversify
the economy by reducing dependence on the mining sector and
increasing emphasis on the high potential vyet low-performance

agriculcural sector. Toward this end, the Goverament of tne
Republic of Zambia (GRZ) recently undertook several cold
economic reforms and has agreed to impiement still more over
the next two years. Western donors, particularly the Worla

Bank and AID, view Zambia's market liperalizacion program as a
major test case for the kind of policies they believe are
necessary throughout sub-saharan Africa. They are piacing high
stakes on chances that zampia's prdgram will succeed,.
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C. Program Development

From FY 1977 to FY 1986, the U.S. Government provided Zampia
with 448,300 metric tons of PL 480 Title I wheat, rice, and
vegetable oil valued at $90 million. This assistance comprised
23 percent of total U.S. economic assistance to Zambia over
this period. Other assistance included economic support funds
consisting of commodity import programs, 51 percent; Project
aid, 14%; AEPRP Funds, 6%; and Title IT emergency food aid, 6%.

The development of the 2zambia PL 480 Title I program 1is
conveniently viewed in terms of three time periods: FY
1977-1979, when Zambia's economy suffered a severe economic
¢risis; FY 1980-~-1984, a period of continuing economic
deterioration; and FY 1985-1986, a period during which the GRZ
undertook major economic reforms to stabilize, restructure and
revitalize the economy.

From 1977 to 1979 the GRZ experienced severe financial
difficulties due to continuing depressed world copper prices
and the political and economic strains caused oy ~he

independence struggles in Southern Africa. The zrimary purpose
of the PL 430 Title I program during this period was :o provide
valance of payments and pudgetary support. Self-Help tzasures
(SHMs) mainly supported institutional and numan resource
development activities in the agriculcural sector; no major
policy changes were 3ought. Local currancy generations

support=d the GRZ's agricultural and rural development onudgets
although specific uses of local currencies 4er~ not stipulated,

PL 480 Title I aid during thisg and the suvsequent pariods was
as follows:



U.S. Economic Assistance to Zambia

FY 1977-FY 1986
(U.S. $ Million)

FY FY FY FY
PROGRAM 1977-1979 1980-1984 1985-1986 1977-1986

3% 3 03 3 03 3 03

ESF (CIP) 70.0 72 101.4 54 30.0 26 201.4 51
AEPR2 - - - - 25.0 22 25.0 6
ESF Pro-

ject 0.4 - 18.3 10 '39.5 33 58.2 14
PL480 T 23.9 25 46.5 25 20.0 17 90.4 23
PL480 II 3.2 3 20.4 11 0.0 0 23.€ 6
TOTAL 897.5 100 186.6 100 114 100" 398.6 100
Source: AID Congressional Presentations FY 198l-FY 1936.

The table shows that PL 480 Title I comprissd about one-fourth
of total economic assistance to Zambia until FY 1985 when ESF
obligations increased substantially their relative share. -

From 1980 to 1984, Zambia's economic situation ccntinued to
deteriorate, The GRZ responded by 1issuing a three-year
investment plan to promote agricultural and rural development,
and to diversify the economy. This prompted a transition in
the AID program whereby balance of payments support would
continue on a diminishing scale while project assistance
gradually increased. The AID program aimed to increase food
production and small farmer income. All program elements--ESF,
DA and PL 480~-were closely integrated to contribute to these
goals.

SHMs during ‘this pe:riod centered mainly on policy initiatives
to improve producer prices and reduce subsidies. Beginning in
FY 1981, the CIP agreements ‘ncluded "support measures" which
paralleled the PL 480 SHMs. PL 480 LCs supported policies to
increase the productivity of small farmers and improve food
distribution systems. However, a "special account" was not
established and generations were accounted for by
"attributions"™ to GRZ development budget items satisfying the
above stated criteria.



The GRZ undertcok a bold economic reform program in 1985 to
restructure and "orivatize" its public sector-dominated
economy. This effort has won substantial support from the U.S.
Government (USG) and other donors. The USG responded with a
$25 million AEPRP commodity aid program (FY 1985) in exchange
for major policy reforms, and a $15 million untied cash
transfer grant (FY 1986) to support & foreign exchange auction
program.

The FY 1985 PL 480 SHMs and CIP support measures were
reoriented to complement the nmarket liberalization measures
negotiated under the $25 million commodity aid program. The
cash transfer grant supstituted for the CIP program 1in FY
1986, The new FY 1986 SHMs mainly filled in gaps not covered
under the $25 million commodity agreement. Local currencies
continued to be allocated by attribution to Jjointly agreed
budget activities,

D. Self-Help Measures

The Mission processes for identifying, negociating,
implementing, and @ponitoring SHMs were given particular
attention in this evaluation. USAID/Zambia's approacn to

identifying 3SHMs involved reliance upon ~nalyses prepared in
large part by outside consultants; recurrant use of tphe same
consultantes; a continuing informal dialogue with tne GRZ and
other donors; and establisnment of a SHM committee to insure
SHMs vere well integrated into the mission's overall
development strategy.

The negotiation process involved a mixed infcormal/formal
approach whereby negotiations were pursued informally up to six
months before the PL 480 agreemen+ is sijned. Only when the
prospects were good for final agreement dJdid the parties sit
down to a session of formal nagotiations. Policy dialogue %90k
blace at three levels: opetween the USAID Mission Director ani
the Pecrmanent Secretaries of Finance and Agriculture; betweer.
tne USAID technical staff and GRYZ counterparts; and within the
Ministcy of Agriculture and Water Development (MAWD), bpetween
personnel assigned tc USAID-supported projects and their
Zampian counterparts,

Mechods of monitoring impiementation 1ncluaed the escabiishinent
ot benchmarks, the commissioning of Ln-pouse analyses,
proceduces for follow-up, and schedules for the dispbursement of
commodities and local currency.

The examination of thesa brocesses yielded several lessons
learned tnat may be of interest to other missions, particularly



smaller ones managing sizable programs. The following lessons
learned are especially noteworthy:

o] PL 480 Title I and ocverall program management can be
facilitated 1f proygyram activities are integrated and
focused on one or two key objectives or sectors.

USAID/zambia's PL 480 and other assistance programs were
tightly woven and focused on increasing small farmer
productivity and income. This permitted complementarities and
"economies" of analytical effort in identifying SHMs and other
program initiatives. It also enabled USAID/Zambia to
strengthen its negotiating position. Once agreement was
secured on one prodram, agreement proceeded more smoothly on
other programs that followed.

On the other hand, integration can cause implementation delays
if progress in one program is linked to that in another. For
instance, the Ministry of Finance (MOF) vas unsvympathetic to a
USAID request to improve monitoring of one program until USAID
released funds under another.

o} A small post can strengthen its analytical capability to
identify SHMs tarough regular periodic 1TDY's of direct
hire otftficers and consultants.

USAID/Zambia tended to use the same TDY personnel to assist 1in
identifying and redesigning SHMs. This was advantageous
because consultants arrived with a working knowledge of the
country and an. established rapoort with key GRZ and USAID
officials.

o} Informal discussions with HG counterparts in advance of
tne SHM negotiations can provide insight 1nto the host
government's receptivity to contemplated SHMs. They also
allow time for ideas and concepts to be vetted within the
government.

USAID/Zambia held informal discussions up to six months before
formal negotiations. Discussions were held at several levels
ranging from the technician level %o the cabinet level, and
sometimes included the Economic Advisor to the Presiaent.

0 The SHM 1identification process can be s:rengthened in
larger missions by appointing a committee to identify
SHMs .,

USAID/Zambia's Mission Director appointed a committee to
identify SHMs. The mempbers includeda the Assistant Director,
the Regional Food for Peace Officer, the Agricultural



Economist, and the Agriculture Officer. The committee prepared
a matrix indicating the SHMs and measures negotiated under
-ther programs. SHMs were eliminated that had been met or were
likely to be met. SHMs which required continued emphasis were
retained. Most important, the committee identified "missing
pieces" that were needed to fill "gaps" not addressed in
eXisting agjreements.

o] Mixing informal and formal negotiating approaches can
facilitate agreement and leave the nost governmenc
feeling they were 1involved more in "dialogue"™ than
"leverage".

The USAID/Zambia negotiating strategy shifted over time from a
formal to a mixed informai/formal approach. Informal
dicussions took place by appointment at the MOF and MAWD andg
during encounters at officiai or social functions, Only when
prospects were good for final agreement did the parties engage
1n formal negotiations. One senior Zambian official compared
this approach favorably to the stricter style of negotiation
empioyed by the World Bank.

A more informal approach is not wi:-houfr pitfalls. Negotiations
can suffer 1f mission staff do not keep each other fully
informed about their discussions with host gov=arnment

officials. To avoid this problem, Zampia's Mission Director
prefered to leaa policy negotiations himself rather than
- delegate this responsibility to other Mission staff mempers.
Mission stafr discuss policy issues with their GRZ counterparcs
but have had a more limited role in negoktiations,

o} Projects provide useful mechanisms for supporting and
implementing policy retorm initiatives.

USAID/Zambia's development strategy offers an excellent example
of integrating PL 480 Title I SHMs with other program
activities. Implementation of SHMs could be further
facilitated if additional project aid were made availiable and
if existing project aid were drawn upon to a greater extent.

o) Implementation and monitoring considerations should one
part of the policy and program dialogues.

Tne GRZ viewea self-nelp £eporting more i1n terms of a need ro
fulfill an AID requirement than as a useful device for
improving its implementation performance,

0 SHis shouia include specific benchmars<s and ceadlines to
facilitate 1mplementation ana monitoring.




Over time, and to the credit of USAID/Zambia officials, SHMgS
have been expressed increasingly 1in terms of more precise
evaluation criteria.

o Measuring the degree of cause and effect between
self-help commitments and host government policy reforms
is difficult. Nevertheless a strong and continuing U.S.
commitment to major policy reforms can produce successful
results,

The evaluation team found a very high level of congruence
between commitments contained in U.S.-GRZ agreements and GRZ
performance. These commitments included measures to: improve
research; reduce levels of spending on food subsidies,
especially consumer subsidies; improve price incentives for
farmers; increase private enterprise involvement in marketing;
reduce input subsidies (with some wvariations); reduce or
eliminate spending on subsidies for parastatals involved 1in
marketing and transport; reduce the domestic budget deficit,
and narrow the BOP gap.

o} Continuity or SHMs over a period of years probably is
essential for successfully promoting policy reform.

As a general rule, individual SHMs should <continue only
minimally <cnanged in annual agreements until the issue 1is
satisfactorily resolved or until it is established that a pocr
choice was made originally in including the particular SHM.

Continuity in the Zambian case has been outstanding, botn taken
alone and in conjunction with cther U.S. assistance. Tne U.S.
assistance program has focused heavily on the development
policy theme, particularly on policies affecting agriculture
and food. Policies receiving major emphasis included consumer,
producer and input prices and their relationsnips to producer
incentives and production; imports and the balance of trade;
subsidy costs; and internal economic stability.

E. Adequacy of Supporting Analyses

Analyses supporting the Zampia Title I SHMs and other policy
and program activities were conducted largely by contractors
and TDY officiats from REDSO/ESA and AID/W. IBRD and IMF
studies were drawn upon as welli. These analyses, together witn
"in-house" analyses by Mission professionals, constituted a
substantial body of documentation upon which to pase policy and
program recommendations,

USAID/Zambia has been an exemplary #Mission in terms of the
amount of resources committed relative to the number of 1U.S.



direct nire personnel. Nevertheless, this situation gives rise
to the question of whether the quality of SHMs might have been
improved had the USAID had more professional support from
within and outside the Mission. From within, the addition of
one or two professionals beyond those allowed would have seemed
justified given the level of program resources., Outside the
Mission, greater use could have been made of the analytical
cap'bilities of the dozen TA's currently in Zambia on the
ZATPID and ZAMARE projects,

Some SHMs received more supporting analysis. than others.
Substantial evidence was marshalled concerning the effects of
subsidies and foreign exchange rates on the GRZ budget and
balance of payments. Less attention was given to estimating
the likely outcome of a) the decontrol of prices and the
auctioning of foreign exchange, b) the opening of agricultural
markets to private and cooperative traders, and c¢) the transfer
oL responsibility for agricultural inputs, including
fertilizers, to the private sector. The following are
illustrations of areas in which further analysis appears
desirable:

- The capacity of existing rural enterprises to nandle
trade in agricultural commodities;

- The economic impact of grain marke‘ liberalization on
small farmers;

- "he efficiency of fertilizers in terms of the balance
chemical input and crop oroduction; and

- The s0il acidity problem and the potential for
developing a limestone processing and marketing
capability,

F. PL 480 Local Currency Programming - Lessons Learned

Local currency (LC) equivalent to $82 million in Title I aid
was generated from FY 1975 to FY 1985. Local currency
generated under Title II totalled 28.3 million ZXwacha. CIp
programs generated the equivalent of about $200 million over
the same period. In general, LCs generated uJnder a&ail
i0oan-funded programs were "atctriputed" tO0 jointly agreed itams
1n the GRZ oudget, Ail Title I and CIP programs were loans
until FY 1984; no special accounts were estaplished to program

the resulting LCs, A shlft was made to special accounts Eor
CIP LCs as the USG provided CIP assistance snitted to a grant
Dasis. Tne USAID and GR7 establishned a special account for LCs

generated under grant-funded Title IT programs beginning after
1979, just under NAMBoard and later under the MOF control.



PL 480 agreements through FY 1982 provided that LCs finance the
SHMs and development activities in the agricultural and rural
sectors. These agreements also placed emphasis on improving
the lives of the poorest and their capacity to participate in
the country's development. The FY 1983 agreement specified
priorities to support agricultural price incentives, strengthen
agricultural marketing infrastructure, and improve agricultural
management and technical capabilities, The FY 1984 agreement
added the strengthening of agricultural credit institutions and
included cooperatives under the markecing infrastructure
priority.

USAID and the MOF jointly reviewed the GRZ budget to identify
and negotiate items for attripution. Reports of LC have tenced
to be perfunctory and USAID monitoring linited to insuring that
it receives periodic attribution reports, USAID/Zampia n&s
always considered the SHMs to be more important than the LC
uses, As long as tne GRZ performed on the SHMs, USAID placed
little emphasis on LC use.

Lessons learned from Zamoia's LC experience follow:

18

o LC prodramming can be both an assat and a liapility,

It is an asset if tne host government perceives it as bcinging
additional resources permitting modification of uses in
directions the recipient agency desires. It is a liability to
the extent 1t reduces che budgetary authorities' contcrol over
the total allocation of resources and, as sucn, diminishes the
vaiue of tne resources to these authorities., The real value of
the resources, and the extent to wnich leverage exists, liesz in
the commoaities financed, not the LC.

In the Zambian case, the GRZ viewed LC programming more as a
lianility and protected their authority over LC uses. The
Government was concecrned that other donors might argue for a

special account if USAID insisted upon one. The GRZ feared
this would =pell chaos for the governmen:'s budgeting process
LO tne extent that this occurred, Further, the GRZ velieved

the Title I LC that was theirs to allocate because the Title I
loans were repayaple in foreign exchange.

o Local currency programming can produce serious, POSsSibly
destapilizing uncertaintv in tne HG'S opudgetary pDLocess
when LC generations are large compar=d to total r=sources
and AID must aporove LC uses.

USAID/Zambia adopted an attribution process for Title I LC
because efforts to program LC (together with CIP LCs) would



seriously distort the GRZ's budget and development priorities.
Nonetheless, about K250 million denerated from LC programs
other than Title I will accumulate in special accounts over the
next year or two. This 1is an amount egquivalent to the GRZ's
total 1984 development budget. In such cases, it may be
prudent to require special account deposits only in anounts the
mission can reasonably expect to manage. The balance would be
accounted for by attribution.
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II. PL 480 Title I Program Development

A. 1976 - 1979

At the start of the PL 480 Title I program in late 1976,
Zambia's economy was still suffering from the same struccural
problems it had inherited at independence in 1965, namely:

o) Heavy dependence on copper, an export subject to wide
price swings on the international market;

o Dualism petween a rich mining sector and a poor
subsistence agricultural sector;

o] Dualism within the agricultural sector between a small
number of expatriate commercial <farmers using mcdern,
capital-intensive techniques and the vast number of
Zambian farmers using traditional, subsistence technology;

o) Large income differentials between urban and rural
workers; and

o} Heavy reliance upon expatriates because of shortages of
ski1lied Zamoian lavor.

was to use fEtne country's mineral wealth to diversity
egconomy ana to advance the eccnomic and social weifare of
entire councry. Although progress was made in building
pnysical infrastructure and expanding social services, it made
ilittle progress in improving economic productivity.

The major aim of government economic policy from 1965 to 1978
tne
-

BEfforts to diversify the economy and lessen its dependence on
copper were aisappolinting. Investment priorircies continued to
be piaced on mining and developiny the modern urban sector,
particuiarly the industrial parastatal corporations. In the
agricultural sector, dualism was promoted through the use of
capital intensive agricultural technology and subsidized
fertilizers., Simultaneously, the traditional farm sector
declined due to low rroducer prices, limited access to credit
and subsidizaed inputs, and general neglect by the government.

As a result of this pattern oif development, tne econony
continued to be domninated oy the mining sector dalci
contribuced 24% to GDP .in 1976 compared to 41% in 1Ye65; i/
l/  Largely offsetting this decline in mining's relative shace
of real GDP was the services sector which rose from 9% to 133
and manufacturing wnich rose from 7% to 10% over the same
period.
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real per capita income in 1976 was only US $250/per annum
compared to US $243 per annum in 1965; and the gap between
urban and rural incomes was wider in 1976 than it had been at
independence.

The economy suffered a major economic crisis beginning in 1975
when world copper prices plummeted and remained low wuntil
1978. The impact was severe on Zambia's copperbased economy.
Budget revenues and foreign exchange earnings fell dramatically
and economic growth declined further. The GRZ responded with a
stabilization program in 1976 and later with a two-year IMF
stand-by arrangement (April 1978 - April 1980).

The political climate in the Southern African region during the
1970's further exacerbated Zambia's economic difficulties.
Being a land-locked country, Zambia is dependent apon  rail
links ‘through neighboring states to reach Seaports, When the
independence scruggles in Angola, Mozambique and Rhodesia
disrupted these access Louctes, zambia incurred heavy costs to
maintain existing routes (when they were open) and to develop
and awaintain an alrernate route, the TAZARA cailway, to
Dar-es-Salaem, Tanzania. Economic sanctions agains:t Rhod=23ia
also proved costly as traditicnally traded goods and services
had to be procured elsewhere--or b2 produced lecally--at aiguer
costs.

Unaer cthese economic and political strains, :he GRZ- implemented
its Third Nationai Development Plan (TNDP)- 1979-1983,. The
objective was "to diversify the economic structure in order to
reduce the economy's dependence on copper and to undertake a
Crzasnh economic program of promoting agriculture and industey
pased on the use of local raw materials and the estapnlisament
of the necessary capital goods industries", The ?lan
acknowledaged that highest priority  should be given ko
agricultural and rural development.

U.S5. economic assistance to Zamoia up to 1979 had consisted
solely of non-project aid (see Taole 1), A commodity import
program (CIP) was begun in 1973. Most of the CIP commodities
supported the development of the agricultural sactor; 2.9.,
fertilizer, stockfeed, spare parts and equipment for vehiclas
used 1n agricultural production, CIP assistance totalenq $75
million from FY 1973 &5 rFy 1979,

AID began a modest PL 480 Title II program in 1975 (see Table
II and footnotes), The first PL 480 Title I program toilowed
in 1976. PL 480 aid through FY 1979 *otaled $30 million,
including $4.3 million Title IT. commcdities 1ncluded wneat,
rice and vegetable oil.
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In addition to providing essential agricultural inputs and food
supplies, the primary purpose of these early programs was to
provide balance of payments and budgetary support to assist the
GRZ 1n overcoming 1its financial «crisis. Policically, the
underlying Jjustification for U.S. assistance was Zambia's
constructive, moderating role in promoting a peaceful
transition to majority rule in neighboring states,

Self-nelp measures (SHMs) negotiated under these early PL 480
Title I agreements were oriented mainly toward institutional
and human resource development activities in the agricultural
sector; no major policy changes were encouraged. The CIP
programs did not include "support measures" as they would in
later years. Local currency generations under both the PT. 480
Title I and CIP programs were used to support the GRZ's
agricultural and rural developiment budgets. However, specific

uses were not stipulated,

AID first established resident representation in Zambia in 1978
when one AID officer and one secretary were officed in the U.S.
Embassy. Prior to this time, AID affairs were administered
from REDSO/EA 1in Nairobi and AID/W with caretakar assistance
from U.S. Empaessvy staff.

Zambia received econcmic assistance from many countries--gast
and West--and multilateral agencies in the late 1970s. Th=
composition of commitments in 1977 totaled 235 million as
follows:

Technical Assistance $40.5 million
Capital Assistance $123.0 million
Commodity Assistance $7L.5 millicn

Assistance in 1978 and 1979 continued at about $200-$250

million annually. Project aid was primarily targeted at
agriculture, forestry and fisheries; education; and transport
and communications. The GRZ also sigrned a SDR 250 million,

two-year stand-by agreement with the IMF in April 1978.

B. 1980 = 1984

From 1980 to 1984 Zambia's economic situation continued to
deteriorate, World copper prices r=mained stagnant at low
levelis; buagetary discipline was not maintained; tne palance of
payments situation grew worse; and externas Jebt rose to
unmanageavle levels necessitating debt rescieduling. in May
1951, the GRZ signed a SDR 300 million three-year Extended Fund
Facility (EFF) with the TI!F. After drawing SDR 359.3 on the
EFF 1n 198l, tne EFF was cancelled in 1982 because agreement
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TABLE 11

PL 480 ASSISTANCE TO ZAMBIA

ACTUAL PURCHASLS

¥Y 1977 - ry 1906 Y/

8
FY 1977 FY 1978 = FY 1979 ¥Y 1900 FY 1981 ry 1982  FY 1963  FY 1984 by 19052/ Fy 1906% Y77 -

U. S. MILLIONS

Title I $ 5.4 $.8.5 $lo.n 12,5 $10.0 3.7.0 $ 7.0 $10.0 $10.0 $10.0 5 90.3
Hheat 2.1 4.1 4.3 - 10.0 3.1 2.1 2.7 5.0 5.0 40.7
Rice - 1.1 1.3 - - 2.0 1.8 L. - - 8.0
Vegoil 3.3 3.3 4.4 - - 1.9 2.4 5.5 5.0 5.0 30.0
Feedyrains - - - 12.% - “< - - - - 12.5

Title II 0.2 * _ 3.0 9.9 = - _ 5.4 5.1 - - 23.6

Total $ 5.6 $ 5.5 F13.0 $22.4 $l10.0 $ 7.0 312.4 $15.1 310.0 $10.0 $113.9

THOUSAUD METRIC ‘TONS

Title 1 _21.5 45.2 40.0 104.0 _57.0 .4 23.0 32.9 A3 _40.0 448.3
Hheat 16.5 37.5 29.0 - 57.0 20.6 i16.0 17.4 30.4 32.0 265.2
Rice - 3.7 4.0 - - 6.5 6.3 7.0 - - 27.5
Vegoil 5.0 4.0 1.0 - - 4.3 5.9 8.5 6.9 8.0 51.6
Feedyrains - - - 104.0 - - - - - - 104.0

Ticle 11 —_ —— _60.0 - _21.5 N REE) .32.3 - T 148.8

Totatl 21.5 45.2 1v0.0 101.0 78.5 31.4 61.0 65.2 147.3 10.0 597.1

Source: AID Congressional Presentation FY 1981 - py L9yno

1/ Puior to FY 1977, PL 480 aid Lo Zuambia totaled F2.7 viillion (FY 1975-T019706) including $1.6 million ‘ritle 1 oand $1.1 millian
Title II. Cumalative PL 4B0 aid to Zambia [rom vY 1975 Lo 'Y 1986 tocals $116.0 mitlion,

2/ Estimate ’

* LLess than $50,000



could not be reached on a stabilization program. Later,
nowever, 1in 1983, the GRZ signed a one-year stand-by agreement
with the IM~Z. Agreement was reached on a new <ctand-by
agreement in July 1984. The GRZ also 1issued a Three-Year
Investment Plan (1981-1983) to implement the TNDP's objective
to diversify the economy.

The GRZ began to take actions in 1982 to encourage agricultural
production. The government increased maize producer prices and
offered early delivery bonuses and tax incentives. Farmers
responded by 1increasing acreage planted by 25 to 30 percent.
Unfortunately, a region-wide drought kept Zambia from cteaching
self-sufficiency 1in maize (the principal staple) in 1982.
Additional price increases were announced in 1983 and 1984 but
the drought continued to affect production adversely.

In addition to substantial production shortfalls, the GRZ faced
major agricultural marketing problems posed by the inefficiency
of 1its agricultural parastatals and the excessive subsidies
required to support them. In 1980, these subsidies were
equivalent to 132 percent cf the total capital budget. By 1984
tney had been reduced but were still equivalent tc 41 percent
of tne capital bpudget, These subsidies were a major i3sue
between the GRZ and tne donor communlity as they apsoroed GRZ
resources that could otherwise have funded development prograns.

The U.S. economic assistance prograln charted a new course in FY
1980. The TNDP's emphasis on agriculture and rurai development
prompted a transition of the AID program whereby wvalance oOf
payments support would continue on a diminisning scale while
project assistance gradually increased. The program aimed to
increase food production and small farmer income.

Project and non-project assistance were structured to operate
on a ™"policy front"™ and an "action frent". On che policy
front, the Zambia Agricultural Training Planning and
Institutional Develoupment (ZATPID) Project (FY 1980) proviaed
technical assistance and training to strengthen the GRZ's
capacity to analyze, define, and implement development policy,
particularly as it related to rural development.

On the "action front", the Agriculture Research anc Extension
(2ZAMARE) Project (FY 1980) was launched to estapblish a
crop-specific research capacity as well as an on-farm research

approach 1n one or two geographic areas. It &also aimed to
increase small farmer income and to 1ncrease the GRZ's cepacity
to manage and replicate such programs. AID/Zambia also

approved an 0.P.G. with Africare for a pilot agricultural
production project (FY 198i) 1in the north-eascern part of
Zambia.
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Lastly, AID/Zambia launched a Human and Institutional Resources
Development Project in FY 19¢4 to provide training
opportunities in a variecy of development fields such as
economics, engineering, management, etc.

The CIP and PL 480 programs complemented the above activities
on both the policy and action fronts, Beginning in FY 1977, PL
480 Title I SHMs were used to influence GRZ agricultural
policies. From 'FY 1980 to FY 1984 the SHMs centered mainly o~
policy initiatives to improve producer incentives and reduce

subsidies. On the action front, SHMs called for strengthening
the GRZ's agricultural planning capacity and agricultural
research and extension capability. Beginning in FY 1981, the

CIP agreements included "support measures" which paralleled the
PL 480 SHMs during most of the FY 1980 - Fv 1984 period.

PL 480 Title I local currencies were used "in support of those
policies and projects which increase the productivicy of small
farmers and improve food distribution systems". However, a
special account was not established to monitor the allocation
of local «currencies, nor were specific uses stipulated.
Instead, sales proceeds were allocated by attribution to
activities satisfying the above criteria. CIP local currencies
were similarly programmed by attribution.

From FY 1980 to FY 1984 PL 480 Title I aid totaled $46.5
million compared to  $101.4 million for CI? ©programs.
Commodities imported under bpoth programs wece the same as those
financed in earlier years. AID/Zambia seriously considered a
PL 480 Title III for Zzambia in FY 1982 but concluded it would
be too complex for the GRZ and AID/Zambia to manage.

Donotr technical, capital and commodity aid rose significantly
in the early eighties overall. For example, agreements totaled
$665 million in 1981 compared to $233 million in 1979.
Bilateral project assistance by economic sector was as follows:

Agriculture, including forestry and fishing 40%
Transport and Communications 26%
Health 10%
Education 8%
Industry 5%
Other 11%

Multilateral assistance was heavily skewed toward general
development poliicy and planning because of the influence of the
SDR 800 million three-year EFF agreement with the IMF. The GRZ
drew SDR 359.3 million against the EFF before it was
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cance.ied. The one-year IMF stand-by agreements signed in 1983
and © 1984 totaled SDR 211.5 million and SDR 225 million
respectively.

C. 1985

1985 may represent a major turning point in Zambia's economic
history. After two decades of tight central government control
over tne economy, the GRZ introduced bold economic reforms to
allow the private sector and market forces to regqulate economic
activity. These reforms include the establishment of an
auction system to allocate foreign exchange and establish
exchange rates; the decontrol of prices on consumer goods; and
the repeal of laws prohibiting private traders from engaging in
the marketing of goods heretofore marketed only by government
parastatals.

In the agricultural sector, maize prices will no longer bpe
controlled, although a floor producer price will be set each
year. The marketing of maize and agricultural inputs will be
opened to the private sector. The marketing parastatai,
NAMBoard, will pecome a buyer of luist resort and will function
pcrimarily to manage a grain reserve. The GKZ will increase 1its
support to the development of regional cooperative unions and
will encourage the establishment of more primary societies to
assume agricultural marketing functions.

The GRZ's bold 1985 actions were taken in close consultation
with donors. Policy reform to equalize markets, for <example,
was an agreed condition for U.S. approval of the $25 million
ZJambia Multi-Channel Agricultural Marketing Program (ZAMCAM) in
FY 1985. This program, funded under the Africa Economic Policy
Reform Program, provides commodity aid in exchange for major
policy reforms including price adjustments and subsidy
reductions on maize and fertilizer; reduction of the role of
the food marketing parastatal NAMBoard to_ buyer and seller of
last resort; and free entry of private traders into maize and
fertilizer marketing,

In support of the auction program, USAID and the GRZ signed an
agreement in November 1985 for a $15 million Zambia Auction
Program Support (2APS) Program. Funds under this cash transfer
grant are untied as regards type and source of ccommodities
imported. Project aid through the ZATPID, ZAMARE and Human
Resources Development Projects continued 1in 1985. It 1is
anticipated tnat the former two projects will be extended into
Phase II activities after FY 1986.
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The FY 1985 PL 480 SHMs and CIP . support measures shifted
somewhat from the approach on incentive prices and subsidies in
the FY 1980 - FY 1984 agreements. They complement the market
liberalization measures under the “AMCAM progran. The casn
transfer ZAPS program substituted for the CIp pcogram in FY
1986 and did not include Support measures. The FY 1986 PL 430
Title I SHMs filled in "gaps" not covered by the 7zZAMCAM
agreement.

Other donors also participated in the dialogue to launch
Zambia's market liberalization wvolicies. The World Bank
avproved a $72.3 million Agricultural Rehabilitation Project to
provide farm macalnery, sgare parts and agro-chemicals to
support the prog:am. The Bank also approved a $75.0 million
Industrial Reorientation Project to raise the capaciLty
utilization and production levels of efficient industrial
parastatals, The project provides technical, training and
commodity assistance. Great Britain and Canada are considering
reprogramming current project aid in support of the auction
system. The IMF is currently negotiating with the GRZ on a new
standby and is reportedly well pleased with Zambia's recent
performance.

Western donors, particularly the World Bank and AID, view
Zambia's market liberalization pProgram as a major test case for
the kind of policies they believe are necessary tnroughout
sub-saharan Africa. They are blacing high stakes on chances
that Zambia's program will succeed.,

~17-



IIT. SELF-HELP MEASURESZ2/

A. Identification Process

Approach

USAID/zZambia's approach to identifying SHMs over the FY
1977-1986 period can be characterized as follows:

o] Use of both "ex ante" and "ex post" analyses to identify
and redesign SHMs;

0 Reliance upon technical analyses of «closely related
program activities (CIP support measures, ZAMCAM support
measures, ZATPID and ZAMARE projects) to facilitate the
l1dentification of SHMs;

o] Frequent reliance on outside analytical assistance due to
the small size of the USAID staff relative to the scope
and size of the overall assistance program;

o] Recurrent use of the same techrical personnel to
estapnlish continuity and rapport with USAID and GRZ
personnedl;

o} A continuing 1nformal dialogue with the GRZ Lo assess

govecnment receptivity to contemplated SHM's; and

o} Consultation with other donors on the complementarity of
SHMs celiative to tneir programs.

The folilowing sections descripbe tne kinds of data and analyses
used tc identify SHMs and the entities involved 1in the
identification process.

Data and Analysis

l. General Characteristics

The data and analyses wused by USAID/Zampbia (USAID/Z) to
identify SHMs over the FY 1977-1986 period shared several
general characteristics. Data upon which the analyses were
nased were usuallyv weak; SHMs were based on botn "ex ance" and
"ex post" analyses; analyses tended to be framed in terms Of
the consequences of not taking prescribed actions; and analyses
reflected the influence of AID/W policy directives.

2/ Self-nelp measures included 1n the FY L1977-FY 1986
agreements are presented in Annex B.
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As in most tnird world countries, the data base for Zambia's
agricuitural sector is weak. Recognizing this constraint,
AID/Zambia designea the ZATPID project to strengthen the data
coilection and analysis capability in MAWD's Planning Division
and tne Central Statistical Office (CSO). The project provides
technical assistance, training and commodities, including two
recently-arrived mini-computers. The project is also funaing a
food consumption and income expenditure survey now underway to
collect more reliable data on the eating ana spending patterns
of the poor 1in Zampbia. Adaitionally, SHMs have included
specific measures to strengthen the data collection and
analysis capability of MAWD's Planning Division and the cSso.

USAID/Z used both "ex ante" and "ex post" analyses to identify
and redesign SHMs over th2 FY 1977-FY 1986 period. This was
largely the result of the integrated nature of the overall
program and the use of the same or similar SHMs cver several
years. Analyses for one program element were often relevant to
others, and in these instances, the analyses would sonetimes
further jusctify an existing SHM or provide the pasis for a naw
one. This 1is demonstrated Lrequently in tne description of
analyses below,

Conceptually, the analyses of AID ana other donors tend Lo ove
framed more in terms of wnat will be the consequences of not
taking certain policy actions rather tnan the results to ove
expected from following recommended policy cnanges, For
example, toc encourage market liberalization, the Mission and
other donors point zo Mozambiqgue's disastrous experience in
contrelilng prices and markets and suggest Zambla may meet a
similar fdate if it continues tne same type of policies. Donors
follow this approacn bpecauss Zampbia's dnreliable data Dpase
limits the precision with waich economic projections can be
made,

Analyses and SHMs over tne FY 1977-FY 1986 period aiso reflect

the influence of AID/W policy directives. This is seen in the
early, relatively stronger emphasis from FY 1977 to FY 1981 on
agricultural research and extension; the Ffocus on agricultural

price and subsidy issues rrom FY 1980 to FY 1984; and the snift
Lo broader market liberalization 1initiatives since FY 1934.
These reiative changes 1in 2mphasis closely parillel those of

the AID Administrator over che sane period. AID/W guidance
issued on the integration of PL 480 resources (1980) ana
self-help nmeasures (1984) were influential as well, This 1s
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reflected in the integrated nature of the program and the
increasing specificity of SHMs in recent years.

The identification of SHMs can be conveniently divided, on the
basis of content, into three time periods. The following
sections identify the analyses used in each period.

2. FY 1977 - FY 1979

SHMs during the FY 1977-FY 1979 period were influenced largely
by AID-contracted studies completed in 1977 and 1978.3/
These studies were prepared 1in conjunction with a major U.S.
initiative to identify ways in which AID could support economic
self-reliance among the majority-ruled states in the southern
Africa region, AID 1incorporated the 1978 studies into a
cegion-wide "Report to Congress on Development Needs and
Opportunities for Cooperation in Southern Africa.”

The FY 1977-FY 1979 SHMs calling for economic stapilization
efforts were further supported by macroeconomic assessments
included in the annual CIP PAAD's, U.S. Emnbassy economic
reporting, and World Bankx and IMF economic aporaisals. Tne
GRZ's "Third National Development Plan" (1979-1983) was also
influential in suggesting SHMs that would supporr che
Jqovernment's development goals.

3. FY 1980 - FY 1984

Tne SHM 1dentification process from FY 1980 to FY 1984 was
influenced strongly by the Mission's strategy to:

0 Integrate 1its ESF and PL 480 assistcance;

0 Maintain the focus of its policy dialogue in the same key
areas from year to year; and

3/ "Transition 1in Southern Africa: Zambia", USAID, 1977;
"Agricultural Sector Assessment: zambia", USAID, Auqgust
1978; "A Report to Congress on Development Neeas and
Opportunicies for Cooperation in Soucthern Africa, Main
Report and Annex A: Zambia, USAID, March 1979.
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o] Pursue similar policy initiatives under the PL 480 Title
I and CIP programs to strengthen the Mission's
negotiating position.

This approach resulted in complementarities and "economies" of
analytical effort because most CIp support measures and PL 480
SHMs were the same during most of these years, The analysis
for SHMs usually was done in conjunction with the CIP program
design because analytical justification must appear in CIP
documentation but not in Title I proposals.

Although the CIP PAAD's have provided the Supporting analyses
for SHMs in recent years, the FY 1980 PL 480 Tit]e I agreement
identified the bolicy areas that the subseguent CIP and PL 480
agreements emphasized over the FYy 1980-FY 1984 period. The Fy
1980 PL 480 Title I SHMs were based in turn on analyses
undertaken in 1980 to support the ZAMARE and ZATPID projects.,

Project analyses thus made important contributions to the
identificatic.: of SHMs. The FY 1985 CDS3, prepared in 1982,
also reinforced the analyses that had been done to date., Thne
common thread 1linking all these activities and anaiyses was
their concentrated focus on the Mission's goals to increase
small facmers' productivity and income. '

4. FY 1985 - FY 1986

This integration process has continued with the identification
of the FY 1985-F7 1986 SHMs. Analyses supporting these SHMs,
orienced toward market iiperalization, becan in late 1982 with
the prevaration of the Fy 1985 CDSS. The cDSS drew attention
tO0 the need for market iberalization in the agricultural
sector. Macket liberalization was furtper supported in two
major 1983 REDSO/ESA studies, one a major evaluation of
USAID/Zambia's assistance strategyi

et o = - — — e - —

3/ "Major Zambian Development Problems", C.s. Callison, D.
Dijkerman and B. Robinson, REDSO/ESA, Nairobi, Kenya,
April 1983.

"Evaluation of AID's Assistance Sstrataqgy for Zambia", R,
Aulakh, cC.s. Callison, €. Claude and D. Dijkerman,
REDSO/ESA, Nairobi, Kenya, June 1983,
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The principal analyses underlying the FY 1985-FY 1986 SHMs were
the IBRD's Zambia Agricultural Rehabilitation project paper and
work related to the ZAMCAM PAAD. These studies were also the
basis for the FY 1985 CIP support measures and the FY 1986 ZAPS
program,

Entities Involved

l., U.S. Mission and Consultants

The scope and size of the total economic assistance program to
Zambia 1is substantial relative to the U.S. AID staff assigned
to implement it. The Mission has therefore relied neavily upon
outside technical assistance to undertake analyses supporting
SHMs. However, with the addition of an agricultural economist
in FY 1985 and a commodity management specialist in FY 1986,
the Mission's technical staff has begun to take a more direct,
analytical role in the identification process. The Commodity
Specialist took over management of che CIPs thus permitting the
agricultural economist to devote more time to analytical work.

Before FY 1978, REDSO/EA (later REDSO/ESA) had implementation
respon=.bility for the Title I program, with tse U.S. Empassy's
aconomic Officer playing a "careraker" role between REDSO/EA
visits,. From FY 1978 to FY 1979, when the AID Represeptative
and an AID secretary constituted the "U.S. Mission™"™, tne AID
Representetive was responsible for identifying SHMs. He was
assisted by the Regional Food for Peace Officer posted 1in
REDSO/EA, the U.S. Embassy staff, and consultants preparing
AID's 1978 agriculture sector assessment and country study
noted above.

AID strengthened the Mission staff over the FY 1980-FY 1984
period by adding a Regional Food for Peace Officer (RFFPO) for
the Southern Africa region, a General Development ODfficer, and
an Agricultural Officer. The RFFPO assisted the AID
Representative in identifyving and drafting SHMs. The General
Development Officer and Agriculture Officer reviewed proposed
SHMs to insure they were compatible witn AID/Zambia's project
activities.

REDSO/EA and AID/W TDY personnel contribuced to the process via
their assistance in analyzing and recommending language for the
CIP support measures. The CIP support measures originated in
the FY 1980 PL 480 Title I agreement but were modifi=d and
strengtliened each year thereafter ny the CIP design teams. The
s3ame language was used for the PL 480 and CIP agreements during
most of the period.
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The AID Representative remained the key decision-maker in the
identification process, consulting mainly with the RFFPO, U.S.
Embassy staff, TDY personnel, and, on an informal basis, GRZ
counterparts and other donor representatives.

Notable during this period was the Mission's desire to use the
same TDY personnel and consultants to assist in identifying and

redesigning SHMs. For example, an agricultural economist from
REDSO/EA was used on the CIP design team each year from FY 1980
to FY 1983. He also made major contributions to the

development of the Mission's CDSS strategy, the design of an
agricultural sector grant proposal (which wasn'c implemented),
and other selected studies. Similarly, the same AID/W
economist was a member of the CIP teams from FY 1980 to FY 1982.

This same approach has been followed in the project design and
implementation areas. The advantages of this process are tnat
the consultants arrive with a working knowledge of the councry
and familiarity with key GRZ and USAID officials. This enables
them to work more efficiently and effectively given time
constraints.

Still, since FY 1954, the Mission's technical staff has oveen
more active ia tne 1identificaktion process. In FPY 1986 tne
Director appointed a PL 480 SHM committee consisting of thne
Assistant Director, RFFPO, Agricultural Economist, and
Agriculture Officer. The Agricultural Economist provides
valuable technical input given the economic policy orientation
of the SHMs. The General Development Officer and Agriculture
Officer assist by 1dentifying SEMs which would pe supportive of
tneir respective project activities.

The RFFPO is responsible for reviewing and editing the proposed
SHMs to insure they are specific, measurable and additional to
actions the GRZ would otherwise cake, After agreeing on SHMs,
the committee forwards the proposed SHMs to the Mission
Director for approval.

The approach the committee used ko identify the FY 1986 SHMs is
notewortny. Tne committee prepared a three-column matrix
indicating the SHMs and support measures that hed Leen
negoriated in the cecent PL 480, CIP and ZAMCAM agreements,
Suggested Title I SHMs were eliminated that had peen me: or
were likely to be met,

Measures which needed further encouragement were retained.
Most important, the committee identified "missing pieces" :hat
were needed to  fill "gaps" aot’ addrassed in  existing
agreements. The resulting FY 1986 SHis were'relatively modest
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as the Mission believed the donor community was already asking
a lot of the GRZ and USAID/zZambia did not want to "overload the

system”". Moreover, it was felt key measures, for example
decontrolling maize prices and market liberalization, had been
covered adequately in other agreements. This process seems to

work well and is one other missions might consider.

2, Other Country Team Members

During the FY 1977-FY 1979 period and the early years of the FY
1980-FY 1984 period, the U.S. Embassy staff played a more
active role in the identification process than 1in recent
years. This 1is attributed to the more limited size of the
AID/Zampbia staff in the earlier years of the program. In
recent years, 'embassy staff involvement has consisted mainly of
reviewing and clearing cables proposing SHMs.

USDA participation in the identification process is nil at the
country level. The reqgional USDA Agricultural Attache posted
in Nairobi visits Zampia periodically to prepare the bi-annual
Attache Report on Zambia's agricultural situation. However, he
1$ not actively involved 1in the SHM identification process,
USDA concurs «ith the identification of SHMs via :tne
Development Coordinating Commictee (DCC) approval process in
Wasnhington.

USDA,/Washington reviews the proposea SHMs <carefully and
occasionally exerts strong influence on how they are
presented, For example, USDA would not accept a SHM proposed
in the FY 1981 agreement to use PL 480 and CIP local currencies
to partially suobsidize consumer maize prices in conjunction
with the GRZ's agreement to progressively elimipate the
subsidy. The measure was recast to support higher incentive
producer prices and the eslimination of the subsidy.

In 1985, USDA/W and AID/W raised an issue with the Mission over
SHMs to increase the capacity utilization of Zambia's edible
0oil processing facilities., In contrast to previous years,
AID/W and USDA/W cabled these Sdls with negotiating
instructions to the Mission. This was not well received as the
Mission believes that the proposed action was inappropriate ard
that Mission staff is in a better position to identify SHHs.
If such situations develop in tne future, USAID/Zampia might
consider inviting AID/W or USDA/W to send represencatives to
Zambia to discuss problematic issues on site.

3. Host Government

The SHM 1identification rocess is largely an "in-house"
exercise within the AID Mission. At the same time, tne



Government of Zambia (GRZ) participates indirectly through
informal discussions with the Mission Director and other
Mission staff., These informal discussions are held at several
levels ranging from the technician level to the Cabinet ievel,
and sometimes include the Economic Advisor to the President.
In this way, tne Mission gets some sense of the GRZ's
receptivity to contempiated SHM initiatives, They also allow
time for ideas and concepts to be vetted witnin the government,

4. Other Donors

The identification of PL 480 SHMs and CIP support measures ..as
come, over time, to reflect a concerted effort between AID,
other donors and the multilateral financial institutions. The
various parties apparently find little difficulty in agreeing
on a package of policy measures which, according to one Mission
officer, "any Western-trained economist would arrive at". Tne
only note of dissent heard by the evaluation team was an
assessment by an EEC official that, while supporting policy
ceforms, the EEC would not take the political risks of "being
in the forafront of policy reform" as had the IMF, IBRD and
USAID. The IMF has also been careful to maintain official
impartiality and independence from pilateral donors,

In the early 1980's, AID/zambia took its own initiatives 1in
identifying policy measures, and took an early lead 1in
promoting changes in the GRZ's agriculcural price and sunsidy
policies. In recent vyears, however, USAID/Z has more often
"ridden the coattails"™ of the IBRD and TIMF. For example, :che
market liberalization thrust of tha Ry 1985 SHMs and tne (985
ZRMCAM  support measures were derived dicectly from the
provisions of tne 1985 Yorld Bank Agricultural Rehatititation
Loan AQreement. At the same time, the World Bank
representative in Lusaka commentcd that "it woula not be
possible to bring about this Far-reaching policy revolution
without assistance from o.her donors".

The formal forum for coordination 1is a Joint Monitoring
Committee comprised of donors and government, But this
committee is unwieldy (more than 30 of the 68 diplomatic
missions in Lusaka have "aig" programs) and meets sporadically
(only twice in 1985, both times it the behest of the I3RD),
Effective interactions occur more frequently o©n an informal
basis on the diplomatic "cocktail circuit" and in otner
informal meetings. On questions of macroeconomic policy such
as balance of payments and budgetary performance, the IMF and
IBRD clearly take the lead,
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Lessons Learned

o} A small post can strengthen its analytical capability to
identify SHMs through regular periodic TDY's of direct
hire officers and consultancs.

0 A Mission can improve the efficiency and effectiveness of
outside technical assistance by recruiting the services
of the same persons on a recurrjag basis. This approach
maintains analytical continui.y and Ffacilitates the
estaplishment of rapport with host government and Mission
staff,

0 The SHM identification. process can be facilitated if
program activities are sharply focused on one or two
key objectives or sectors. This permits "economies"
of analytical effort. It also strengthens the
analytical base underlying alil pragram activities as
additional analysis is undertaken.

0 Informal discussions with host government counterparts
in advance of the negotiation of SHMs can provide
insight into the host qovernment's receotivity to
contemplated SHMs. They also allow time for ideas and
concepts to be vetted within the government.

©¢ In larger missions, Gthe identificaticn process can be
strengthened by appointing a SHM identification team
to identify SHMs and prepare supporting analyses.,

0 Overall program coherence can be facilitated by
comparing policy changes being sought under non-PL 480
agreements with those being considered for PL 480
agreements. This promotes program integration and
enables the Mission to identify "missing links" needed
to strengthen the overall program.

B. Negotiation Process

Entities Involved

The key GRZ entities involved in the SHM negotiations are che
Ministry of Finance (MOF) and the Ministry of Agriculture and

Water Dev=lopment (MAWD) and through +them, the Cabinet. The
Ministry of Cooperatives (created in 1983) participates wiaen
issues within its purview are involved. Discussions with the
GRZ on self-npelp measures (SHM3) usually begin with MAWD. This

was particularly the case during the period 1977 to 1979 when
SHMs emphasized institutional development in tne areas of
agricultural research, extension and planning. Even 1a the
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period 1980 to 1985 when SHM's shifted in emphasis to price
dereqgulation and market liberalization, MAWD remained centrally
involved.

In the final analysis, however, the MOF was the dominant
partner on the Zambian side as it was responsible for the
allocation of government resources to the agricultural sector.
The MOF 1initiated formal requests for PL 480 assistance and
signed Title I and Title II agreements on behalf of cthe GRZ.
The MOF was the decision-making hub of the Zambian pureaucracy,
especially during the budgetary austerity of the early L980's,

Initially, the GRZ vested responsibility for PL 480 requasts
and negotiations in the WNational Commission for Development
Planning (NCDP),. A close working relationship was never
estaplished, however, between USAID/Zaimbia and tne NCDP. There
were various reasons for this situation, including differences
of personality and professional backgrounds between key actors
in each organization, as well as divergences of opinion over
such basic issues as the role of central planning and markec
incentives in agriculcural strategy. USAID/Zambia foundg
diffict ity in placing personnei for tne ZATPID pr&ject within
the NC'P and, during one nine-month period, was dnaole to get
NCDP t» produce a 1letter of request for PL 480 resources.
These wuifficulties were resolved wpnen GRZ decided to transfer
respcnsipilities to other ministries. In tnis case, ZATPID
came to Dbe c2ntered in the Ministry of Agriculture and PL 480
in the Ministry of Finance.

By 1985, the MOF was the d&ominant partner on the Zamrian side
as the agency responsiblie for the allocacion of government
resources to the agricultural sector. The MOF ini-iated formal
requests for PL 480 assistance and signed Title I and Title II
agreements on pbehalf Oof the GRZ. If SHMs recinforced GR% policy
as outlined in the current national olan, the MOF and MAWD were
able to make an administrative decision to adopt them. If tne
SHMs departed from the prevailing government strategy, however,
the decision was referred to an interministeri14l committee oy
the relevant Minister and then to the Cabinet,. If a major
policy decision was needed i- would ultimately reacn tne
Central Committee of the United MNational Independence Party
(UNIP) or tne President of tne Republic of Zambia. A written
understanding was reached that, 1in that case, USaId/Zampia
would not be privy to the content of Ministry recommendations
£0 higher authorities. In practice, Lnowever, the USATD nas
been well informed of the policy options and recommendations
forwarded by MAWD.

For tne most part, negotiations have been conducted withn
technical officials in the Zzambian bureaucracy. The pace Of
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technical assistance and tralning to strengthen the G3Z’s
capacity to analyze, define, and implement development policy,
particularly as it related to rural development.

On the "action front", the Agriculture Resgarch and Exten§1on
(ZAMARE)} Project (FY 1980) was launched to estaoiis? ﬁa
crop-specific research capacity as well as an ontffrm rsoi;r;h
approach 1in one or two geographic areas. It alb? a{fe ‘.cq
increase small farmer income and to 1ncrease the GR; § capacity
to manage and replicate such programs, . AID/Zampla also
approved an 0,P,G. Wwith Afric;re for a gllot agrlcultuca{
production project (FY 198l}) 1in the north-eastern part of

Zambia.
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the negotiations and the content of agreements has therefore
come tou depend critically on the willingness of these officials
to support and promote particular SHMs. In rare instances
where an SHM is sufficiently important to require the attention
of high-level zambian authorities, USAID/Zambia, directly or
through the U.S. Ambassador, has sought to reach and influence
the President of the Republic rather than members of the
Central Committee, In negotiating the current measures to
reduce fertilizer subsidies, the key individuals approached
were the Economic Advisor to the President and the Gcvernor of
the Bank of Zzambia (B0Z). Both reportedly welcomed the thrust
of the curcent policy reform program,

Policy dialogue has taken place regularly at three levels. At
the first and highest level, the AID Mission Director
interacted officially via correspondence with the Permanent
Secretaries of the Ministries of Finance and Agricnlture, In
practical terms, direct consultations and discussions were held
with less senior officials, namely the Senior Undersecretary of
the MOF and the Director of the Planning Division, MAWD. The
former official served intermittently as Acting Permanent
Secretary of the MOF and held a seat on the Foreign Exchange
Control Commission. The aiscussions at this level concerned
tne general policy content of the SHMs.

At the second level, the professional staff of USAID/%
interacted with their countervarts within the GRZ. From the
USAID side the Agricultural Economnist was concerned with CIP
agreements, the Agricultural and General Development Officers
with project agreements (ZAMARE and JATPID), and tne Food for
Peace Officer (FFPO) with PL 480 agreements, Their contacts
were with the GRZ officials mentioned above ana with the
technical and administrative staff of the relevant GRZ units.
The FFPO, for example, made the procedural arrangements for
signing PL 480 agreements with the personal assistant to tre
MOF Undersecretary and monitored the allocation ot PL 480 local
currency proceeds with the Director of Planning, MAWD. While
the Agricultural Economist was primarily responsible for CIP
agreements, he also brought his professional knowledge to bear
in the PL 480 negotiations. Tais overlap of personnel probably
helped to ensure consistency across SHMs negotiated in the
course or implementing different USAID/Zambia cgrograms and
projects.

The third level of policy dialogue was within the MAWD icself
and was conducted from the USAID Side by the technical
assistants (TA's) appointed on long-term contracts under the
ZATPID and ZAMARE projects. Their counterparts on the Zambian
side were economists in the Planning Division, Department of



Agriculture (ZATPID) aad senior research and extension officers
(ZAMARE). Whereas seven of the eight ZAMARE TA's were assigned
to field positions at regional research stations, all six
ZATPID TA's were stationed at MAWD Headqua.ters in Lusaka.
Central location and daily contact with Zambian planners
afforded the ZATPID team more opportunities for policy dialogue
than their /JAMARE colleagues. Indeed, the provision of
technical analysis to improve the quality of agricultural
policy decisions was an explicit goal of the ZATPID project.

The question remains, however, as to what extent the
decision-making process in Zambia is influenced by technical
analyses or is driven by other, more bressing, political
imperatives. A number of possibly conflicting consideraticns
have to be taken into account and balanced at Cabinet level:
the technical advice of MAWD (which tends to favor high
producer prices to stimulate production); the fiscal objectives
of the MOF (which favor subsidy removal); and the political and
social concerns of UNIP leaders (which favor low consumer
prices and uniform product prices). It is important that USAID
participants in the dialogue maintain a knowledge of and
sensitivity to the various forces.

Approach

The 1982 AID/W policy paper Approaches to the Policy Dialogue
makes a useful distinction between "leverage™ and ‘"policy
dialogue"., ‘Vhereas "leverage" refers to the capacity to nave
one viewpoint dominate over another, "dialogue" refers to the
interchange of ideas and information. There 1is always a
temptation to rely on lzverage where one party (usually the
donor) has substantial economic resources that ace urgently
required by the other (the unost government). On the other
hand, diilogue may be a preferrable alternative where the first
party (the donor) has broad foreign policy objectives, lacks
information on local economic conditions or reqguires conformity
to0 a schedule for ©performance and reporting. The USAID
relationship with the GRZ can best pe described as a policy
dialogue that is underpinned by a potential use of leverage.

In terms of procedure, two approaches to negotiaticn are
possipble, each of which can be observed in the Zambian
context., Negotiations can be:

(a) Formal. Formal negotiations take place between teams of
professionals in which the members may not be personaliy
acquainted., An official setting is provided, asually a

conference room in which the two Sides are seated at
either side of a table. Discussions ace limited to a
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single meeting or series of meetings with a fixed agenda
and a deadline is set for reaching an agreement.

(b) Informal. Informal negotiations often occur "one-on-one"
between individuals. The parties are often well known to
one another because they have met on numerous previous
occasions. The setting is a routine professional
interaction in the office of one of the parties or even a
relaxed social setting. The discussion is open-ended and
on-going, is not limited to a written agenda, and is not
constrained by an impending deadline.

Over time, the USAID/Zambia strategy for negotiating PL 480
agreements shifted from a formal to. a more informal approach.
In the early 1980's the process of negotiation was initiated
with a large meeting presided over by the Permanent Secretary
of Finance. The GRZ side was represented by all those involved
in the implementation of SHM's, that is, MOF, MAWD, NAMBoard
and the National Milling Company; AID representation included

the Mission Director, FFPO and REDSO personnel. A draft
agreement was cilrculated in advance of the meeting and the
agenda comprised detailed discussion of every proposed SHM. A

second, smaller formal meeting was latec scheduled to sign the
agreement.

By 1985, the process had become much more informal. The first
contacts with the GRZ may begin up to six months before =he
annual PL 480 agreement is due,. These discussions take place
Py appointment at MOF/MAWD or during encounters at official or
social functions. Only atter informal agreement is reached on
broad principles does the Mission Director send written
proposals to the PS, MOF with copies to the Undersecretary, MOF
and Planning Director, MAWD. When the Mission feels it has an
adequate understanding concerning the appropriations and
feasibility of alternative SHMs, these are cabled to AID/W and
approval 1is received thereafter. If at any stage changes are
made at GRZ behest, the Mission in Lusaka must refer to AID/W
for approval.

Only when the prospects are good for final agreement do the
parcies sit down to a session of formal negotiations. At thais
juncture, details of wording in the provosed SHM's ars nammered
out. A senior USAID/Z official expressed the opinion that
formal negotiations were useful in  encouraging GRZ to
acknowledge its commitment te SHMs. The fullec the
understanding of the GRZ of the implications of an agreement,
the less likelihood tnat misunderstandings would arise ducing

implementation.
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The key element in the negotiation process seems to be the
establishment of rapport among the key actors. 1Individuals on
both sides told this evaluation team that, as might be
expected, they found certain of their counterparts easier to
work with than others. With reference to MAWD, better personal
relationships seem to have been established at the Mission
Director level than at either the professional staff or Ta
levels, This may in part be a function of the Mission
Director's position, his seven-year tenure in Zambia, and his
preference tc conduct policy negotiations himself rather than
delegate this responsibility to his staff. To all appearances,
however, Mission and GRZ negotiators have worked out a mathod
for mutual accommodation that works in the Zambian contexrt.

The mixed formal/informal approach wused by USAID/Zambia was
compared favorably by one senior Zambian official to the
stricter style of negotiation employed by the World Bank. The
presence of an AID Mission in Lusaka with a growing staff, and
relative stability of personnel on the Zambian side, have
facilitated continuity of discussions among the same Dpecple
over time, Untcil 19385 the IBRD had oniy a single
Lepresentative in Lusaka and was unable to invest much effort
in setting the stage for successful negotiations,

USAID/Zambia has also sought to make tne pace of negociations
relatively leisurely by early initiation and thus to allow both
sides to reflect on the ramifications of proposed policy
changes. By contrast, the IBRD/IMF negotiations are conducted
by visiting teams from Washington under tight time limits.
This intensive approach is interpreted on the Zampbian side as
imposing too much outside pressure in too short a time for
adequate review and appropriate level concurrence.

Finally, the total amount of resources committed oy
USAID/Zambia in any given year ($57 million in 1985) is not as
large as the IBXD ($300 million in 1985) or IMF ($225 million
for 1984-85). This reduces the relaktive capacity of AID to use
leverage, even if this approach were deemed preferabls to
dialogue,

A more 1informal approach, nowever, 1s not without pitfalls.
Sometimes, USAID/Zambia officials have not kept each otner
fully informed about their discussions with GRZ officials. In
the period 1980-1983, for example, tnere was occasional
disagreement between tne Mission Director and tne FFPO with
regard to PL 480 discussions with the GRZ. One of the problems
with informal exchanges is that since success often depends on
the pecrsonalities, professional backgrounds and personal
relationships of particular individuals, theca can be
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disruption when staff changes are made. The arrival of a new
FFP officer in 1984 appears to have improved the situation
described above, but it is unclear what the effect of tnhe
appointment of a new Director of Planning, MAWD in late 1985
~111 be on policy dialogue.

Perhaps the most serious breakdown of diaiogue occurred in 1984
with the fa.lure of ZATPID personnel to observe the official
channels of administrative communictation within MAWD. A U.S.
contract economist made the mistake of going directly to the
Permanent Secretary over the head of the Director of Planning
with a policy model which ultimately failed to perform as
promised, The GRZ demanded that the economist leave the
country. and used the occasion to express dissatisfaction with
other members of the ZATPID team. Moreover, general concerns
were expressed to this evaluation team that all USAID/Zamoia
nfficials needed to spend more time out of the office on rural
field visits and in discussions with MAWD personnel. Tne
Zambians felt the need for further improvements in the USAID
staff's appreciation of tne constraints faced by GRZ in rapid
policy reform.

Despite setmacks, however, the mixture of informal and formal
approacnes adopted by USAID/Z nhas led to a genuine aialogue.
Most of the SHMs aadopted bpetween 1978 and 1985 appear to have
adnerents among the professionals in MAWD and the MOF. Indeeqd,
tne insistence by donors on policy reform probably strengthened
the hand orf technically oriented officials in 1ianternal GRS

policy discussions, when a parcicular policy reform departed
too sharply from current political thainking, however, the MOF
and MAWD negotiators declined to support it, In other woras,

progress on policy reform was only possiple wnen thsre was a
strong domestic “"constituency" within the relevant Zamoian
administrative agency.

Differences of opinion did arise between USAID/Zamoia ana the
GRZ over the substantive content of SHMs. In each case,
however, there was "give and take" opetween the parties. In
some cases USAID/Z acceded to the GRZ position, for example,
that the Zzambians had the principal, almost axclusive, s5ay 1in
the programming of local currency wvroceeds from PL 480 Titie I
loans. In the case of grants (Title II, EST), however, USAID/Z
was apl2 to ensure that it retained a significant voice 1n tne
use of local currency,

In other cases, tne GRZ acceded too quickly to tne AID position
in order to gain access to urgently-needed PL 460 resources.
For example, in negotiating with tne World Bank and
USAID/Zambia on tne measures calling £for «the removal of
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fertilizer subsidies and the introduction of spatially
differential producer prices for maize, the GRZ approved the
measures before reacning a full consensus within the Cabinet.

A third alternative to concession by either side was to find a

middle position. This was often effected by the inclusion of
ambiguous wording--"the GRZ will consider™, "take into
account", "appropriate incentives", "phased feasible

reduction"--in the annual PL 480 agreements,

In sum, a negotiation process has been institutionalized
petween USAID/Zambia and the GRZ that has become relatively
routine, By 1985 the Mission claimed "no Substantial
disagreements™ on the self-help measures. As evidence,. Mission
officials cited the 1985 PL 480 discussions in which it proved
possible to dispense with formal negotiations entirely. The
proposed SHMs were submitted in writing to the MOF and were
returned, without significant changes, within three weeks., In
this case the GRZ had little difficulty in accepting the terms
Since they had already committed themselves to more stringent
measures under the World Bank Agricultural Rehabilitation
Agreement, Indeed, PL 480 agreements were always easier to
ootain if similar SHMs, for exampie under the CIP program or in
the ZATPID/ZAMARE projects, had already been secured edrli=az in
the same year,

The converse was also true, namely, that ©?L 480 agreemsnts
achieved wearly 1in the year could open the door for other
programs in the USAID/Zambia portfolio. One of the advantages
of an integroted assistance strategy is that successfuil
agreenents on one program can reduce the need for neagotiation
on otner, realated programs.

Over almost a decade of policy dialogue concerning PL 480 and
other USAID programs, a gradual but substantial shift nas
occurred in GRZ agricultural policies. The GRZ has moved from
a rnetorical commitment to agriculture to a real willingness to
create conditions favorable to the development of that sector.
Even though several rounds of annual negotiation were required,
the GRZ wultimately decided, at least on paper, to adopt a
policy reforin package that closely resemoled the measures that
nad been promoced by doncrs and lenders, Until such time as
the existing agroements are ltargely implemented, it is unlikely
Ehat either si1de will PLOpPOsSe Or accept new support measuras.

Leéssons Learned

o] Consistency of self-nelp measures across different
brograms can facilitate negotiations. Once agreement is
secured on one program, agreement can proceed smoothly on
other programs that follow.

-33-



0 Overlapping personnel (e.g., the AID Direcﬁor, the Ag
Leonomist, the FFPO), in negotiating SHMs for different
programs can facilitate agreement.

o} Mixing informal and formal approaches can facilitate
agreement and leave the host government feeling they were
involved more in "dialogque™ than "leverage".

0 Interagency communication is very important in informal
dialogue as well as in formal negotiacion.

o} The key element in the negotiations process is the
establishment of crapport among the key actors. This is
likely to arise when negotiations are conducted bpetween
individuals of similar rank and professional background.

o Negoriations can be impaired if U.S. country team members
or consultants do not observe official channels of
communication within host governmen: institutions.

0 AID officials need to Dbe wvery sensitive to the
administrative workload imposed on tne time of senior
officials by requiring many and complex limplementation
procedures and by commitments that take substantial tSime
to analyze. (The newness, large size, and complexity of
aid in Zambia make this a potentially serious problen, )

c. implementation and Monitoring Process

Entities Involved

The Ministry of Finance nas served as the supervisory and
monitocing agency for policy adjustments made throughout the
GRZ, for example, in MAWD, NAMBoard, and the Ministry of
Cooperatives. The MOF is required to provide annual certified
financial statements on local currency attributions; MAWD i3
required tc provide annual progress reports on Title I
activities. USAID/zambia is responsible for monitoring the GRZ
pboth in respect to the implementation of agreed-upon self-nelp
measures and in the timely submission of reports.,

In September 1982, the Regional Inspector General for Auadit,
Nairobi recommended that USAID/Zambia put "increased pressurea"
on the GRZ to meet the provisions of PL 480 agreements. Tais
evaluation concluded that (a) the GRZ's self-help revorts had
not oeen punctual or precise; (k) the GRZ has never submitted a
certified statement of receipts and expenditures on local
currency use; and (c) USAID/Z needed to formalize and improve
the monitoring of self-help "projects".
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It must be noted that the zambia Mission disagreed with most of
these conclusions and recommendations. It pointed out that
timely reporting bv the AID/W annual deadline (then December
15) was not realistic when Title I agreements in Zambia were
usually signed in June, July or August and when commodities did
not arrive until October, November or December, (It should pe
noted, however, that by FY 1986 USAID/Z had accelerated its
planned schedule for PL 480 negotiations and delivery of
commodities in order to respona to USDA early progralnming
initiatives and to spread the workload in the Mission more
evenly over the financial year.) ‘‘he Mission also claimed that
AID/W or USDA had never insisted on the strict enforcement of
financial reporting requirements worldwide, Finally,
USAID/Zambia arqgued that the SHMs referred to policy reform
rather than to project activities and thus were not verifiable
by field trips and onsite inspection as recommended in the
evaluation. The 1982 and 1983 reviews of the CIP loan program
recommended that the USAID hold quarterly meetings with GRZ to
discuss and determine the use of local currency dgenerations,
although it is unclear whether this provision was intended to
apply also to PL 480 Title I loans

Implementation

Over the ten years of the PL 480 Title I program, two facktors
appear to have affected the ease with which selfnelp measures
have been implemented. The first and most important is the
relative ecase or difficulty of the negotiations over specific
measures. In cases where USAID and the GRZ were in pasic
agreement- from the outset or where the measure vas
non-ccntroversial, implementation proceeded relatively
smoothly. In cases where the initial positions of the two
parties were far apart, perhaps because the proposed policy
measures were politically sensitive, implementation became
Slower, and sometimes stalled. The existence of a written
agreement did not necessarily signify that all elements within
the GRZ had "lined up" in full support of the SHMs. Indeed,
the implementation process has often required that specific
measures Dbe renegotiated, point by point and with new
compromises, at the time they are scheduled to be put into
effect.,

The second factor is rthe extent to which policy-oriented SEls
can be complementsd with project assistance, Although tne
USAID/Zambia program offers an excellent example of program
integration, implementation =-d monitoring could be facilitated
even mnore If additional project aid were pade available to
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supplement the current program and if existing project aid were
drawn upon to an greater extent. This might require additional
technical staff being assigned to USAID/Zambi:a as well. Now
that the GRZ has agreed to undertake the difficult policy
reforms that AID and other donors have promoted in recent
years, increasing project support directed at the private and
cooperative sectors would seem appropriate,

The first PL 480 agreements in the late 1970's gave prominence
to essentially non-controversial 1issues: the acceleration of
applied research on fooa crops, the strengthening of
agricultural planning and the forging of links between research
and extension and unspecified measures for increased economic
stapility. These measures were subsequently reinforced with
~AID funded projects (ZATPID and ZAMARE) approved in 1980. The
latter project was implemented with speed and effectiveness.
By June 1985, a mid-term evaluation of ZAMARE noted that the
overseas training of Zambians was on schedule ana that new
varieties of maize and soybeans had already been released to
small farmers. Obstacles to project success--the persistence
of an institutional gap between research and extension and the
weakness of the extension operations at field level--are
expected to be addressed if a second phase of the project is
apprcved. The ZATPID project has moved more slowly, but oy tne
time of the midterm evaluation of Marcn 1984, seven major
policy studies had been completed.

Some more controversial self-help neasures, howevar, requlirea
protracted negotiations and prove difficult to implement. The
roughest negotiations occurred in 1981 when USAID/Zambia negan
to push hard for specific benchmarks on subzidy reduction for
maize _and fertilizer. . The top administrators in MOF/MAWD
initially were reluctant to take tne lead on measures with
which they as professionals may have disagreed or wnica tney
thought were unlikely to command support in the Cabinet. By
1982, however, the Minister of Finance and tne Minister of
Agriculture had come out openly 1n favor of price reform and
the «<climate for discussions of such measures had improved
substantially. 1Indeed the 1983 self-help report noted that "it
1s the desire of the party and its government to provide strong
producer price incentives to farmers", By 1985, the President
of tne Republic of Zamoia had also put hls own considerable
prestige on the line--against strong opposition witnin UNIP--in
favor of measured price deregulation, inciuaing the auctionLng
of toreign exchange. He also appears to have personally made
the decision to raise the 1986 maize producer price from K45 to
K55.

Cn the otner hand, in practice the complete removal of
fertilizer subsiaies nas yet to occur and plans for phased
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reductions have fallen behind schedule, 1In 1981, the GRZ first
undertook to aim for real prices for fertilizer and advised the
IMF that all subsidies including those for transportation and
handlina costs would be removed by 1984. The ZAMCAM agreement
included a condition precedent to reduce the fertilizer Subsidy
by one-third but by late 1985, the question of whether the GRZ
had complied was nolding up the release of funds.

The GRZ nad delayed raising fertilizer prices for the 1985/86
Season until after the farmers had already made most of their
fectilizer purcnases. Nonetheless, for the year the IBRD
apparently decided to relax the same condition, 1included in
their ARP agreement and release funds on the basis of general
compliance with other conditions Precedent and the Cabinet's
decision to raise fertiligzer prices in January 1986, For a
variety of reasons the Lusaka AID Mission was willing to follow
suit but, at the time of this writing, AID/Washington did not
accept the Mission's recommendation on this matter. The
release of ZAMCAM funds was frozen until such time as the GR7Z
made a puplic announcement that fertilizer subsidies had been
reduced by at least one-thirg,

Delay in the implementation of ZAMCAM in this case "spilled
over" to aftfect tne implementation of other GRZ-AID prograns.
The Undersecretary, MOF was uncer pressure opotn from nis
superior and the end-users of foreign currency (in this case,
transport companies) to release funds. de was therefore
dnsympathetic to appeals by the RFFPO to improve PL 480
monitoring procedures until such time as ZAMCAM funds arrived,
In this type of case, tne tight integration of programs witnin
an overall assistance strategy may iead to some 1mpiementation
Cottlenecks. The host government can argue that i1t will not
respond to AID's request on one program until 1ts own demands
Oon another program are met.

By 1985, tne policy depate had come to inciude private seccor
marketing of maize and fertilizer and the reduction ot tpe
NAMBoard macrketing monopoly. Yet senior officials in the
Ministry of Cooperatives were not aware or the liperalization
policy. The GRZ agreed to the PL 480 and ZAMCAM agreements,
USAID/Zambia invited Ministry of Cooperatives representatives
to tne ZAMCAM and Titcle I negotiations put the latter did not
attend. Nevertheless, tne newly-appointed Director of
Cooperatives, who had bpeen informed in his previous position as
MAWD Director of Planning, expressed grave doubts about cune
capacity of the private sector to respoand to market
opportunities and the ease with which the government would be
able to monitor production and maintain a national grain
reserve. In other words, difficult negotiations can oge
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anticipated in the years ahead, as AID and other donors attempt
to pin down the GRZ on measurable commitments and firm
deadlines on market liberalization. Illustratively, it seems
debatable whether the GRZ will be able to comply with
agreements on the removal of all subsidies from cooperatives
and parastatals by 1988.

One harbinger of success in the government policy of
privatization of parastatal operations is the current
negotiations between ZIMCO and a consortium of Heinz and
Colgate-Palmolive under which the consortium would take over
and operate the ROP LTD. o0il processing facilities. At the
time of the evaluation the negotiation was down to the final
issue of who gets 49% and who gets 51% of the stock. The
latest word was that ZIMCO agreed to turn over 51% of the
ownership and control, This would remove one PL 480 issue
raised by Washington on the need for GRZ or USAID to take
direct steps to improve ROP operatiors. :

Implementation problems arze sometimes attributed by the
Zambians &0 the USAID/Zambia side. In December 1985, for
example, the MOF was sericusly concerned about delays in the
availability and draw-downs from USAID loans and Jgrants,
Commitments had been made by tnhe GRZ to orovide commodities tgo
the trucking industry but the funds had not been reolszased due
to GRZ <fatilure to mest conditions precedent (CPs). TVG
agreements had been signed in CY 1985 from which resources were
not yet available: the ZzZaMCAM for $25 million 1in September and
the ZAPS for $15 million in Movember. It was claimed by NOF
that financing from other donors, notably SIDA and EEC--wnich
do not include conditions precedent in their agreenents--moves
much more quickly and easilv. A senior MOF ofricial complained
that "before signing you (AID) pash us very hard; but as soon
as we have signed, everything stops”. Proplems relate rto
conditions precedent, the procedures for releas= of funds and
to the verification of performance of self-nelp commitments,

It appears that SHMs are sometimes prepared by MOF and donors
without adequate analysis of the practical implications of
putting them into effect. It was noted that, while there were
some aelays in draw-down on the IBRD Agricuikural
Rehapilitation loan, the Industrial Reorientarion program was
moving rapidly. The problems in the agricultural sector zre
that farmecs are reluctant to draw ocn availabie foreign
eXchange pecause of the hign exchange rate, the uncertainty of
future prices, end the fact chat farmers have already made mnost
of their purchasss by this time of the Crop year, Industry
already has, or has been offered, liperty in pricing to
recapture its higher Kwacha ourtlays for imports.
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Methods of Moaitoring

Of the entities involved, USAID/Zambia has had a more expl.cit
concern than the MOF with the monitoring and implementation of
SHMs. A senior MOF official conceded that "we review PL 480
agreements but we do not go deeply into them". The MOF lacks
the staff to do much more than inform implementing agencies
within the GRZ of the agreements reached: "we do not follow up;
we are under too much pressure Zrom donors for new
agreements". The only time that the MOF has further contact
with implementing agencies is if foreign exchange is required.
Within recent months the staffing position had improved at MOF
with the transfer of personnel from NCDP; even though the MOF
would like to play a proper advisory role, vis-a-vis
implementing agencies, there is still insufficient staff to do
an adequate job.

In an assistance strategy which rests principally on policy
dialogue, implementation 1is in the hands of the host

government, Unlike & project-led strategy, where TA personnel
oCcupy operational positions within HG institutions, in this
case AID is in a weak position to follow ugp. The process ofF

monitoring HG implementation therefore beconmes critical,
Monitoring should be mcre than a mere baper exercise to satisfy
standard reporting and evaluation requirenents. Ynen linked to
phased disbursement of funds, it is USAID's main, and possibly
only, method of post-agreement control.

On the USAID/Zambia side, methods of monitoring include the
establisnment of Dbenchmarks, the commissioning @ of in-nouse
analyses, ©procedures for foliow-up and scinedules for the
disbursement of commodities and local currency. gach will bpe
considecred in turn.

Over time, and to the credit of USAID/Zambia officials, in
general SHMs have been expressed in terms of increasingly more
precise evaluation criteria. The first time a neasure appears
in a PL 480 agreement it may be included in somewhat general or

ambiguous language, In subsequent agreements, however, the
language is tightened and more specific performance
requirements are added. This eitner takes the Fform of a3
measuraple benchmarx ("increase nrofessional ana
non-professional staff positions"; "reduce the fecrtilizer
subsidy by one-third") or an explicit deadline ("advise USAID
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of such decisions by June 1, 1983"; "complete studies by July
1, 1986").5/

The Mission jealously guards its independence in establishing
benchmarks. On several occasions USAID/Z has resisted the
imposition of additional or more rigorous benchmarks by AID/W
on the grounds that officials in Zambia ares better able to
judge what performance can realistically be expected under
prevailing local conditions.

Not all targets are met. It is clear, for example, that tne

GRZ has not started to develop a program to address the s5o0il

acidity problem in Zambia, due before 1986 as spelled out 1in

the 1984 PL 480 agreement, But the provision of a benchmark
clearly has increased the ability of USAID/Zambia to hold the

GRZ accountable for performance on SHM commitments. However,

5/ While the CPs agreements appeared gquite specific, i.e., a
one-third reduction in the subsidy on maize and
fertilizer, how tnis was to be interpreted, as it turns
out, 1s not so clear, The GRZ normally sees the Kwacha
cost of the subsidy as 1i:s budget outlay which 15 the
difference Dbpetween total ¥ costs 1including districuation
ccsts of fertilizer (or maize) and tne ne: sales proceeds
in kwacha. In effect, first in, first out (FIFO)
accounting is used: (A) AID/W argued that cost should oe
based on tne net sales proceeds compared witn cost of
replacement of stocks, last in, first out (LIFO); (B)
There were two years stocks on hand and the Kwacna had
declined by 65% in Occober 1985, with the initiation of
the FX auction system. This AID/W position on fertiiizer
seems 1inconsistent since it apparently has not objectad
to FIFO <for maize and mealie meal. An aiternative
interpretation might  have included the first FIFO
approach, but conversion of the supsidy cost incc dollar
values at the prevailing K exchange rates for 1584/85 and
1985/86, (C) Another aliternative would be to apply the
second method (B), but then again convcrt total kwacha
costs for 19684/85 and 1935/86 into dollar wvalues, (D).
AID/W has arqgued for (B) the most extreme interpretation
while the IBRD apparently has accepted progress to date

as meeting the requirement., Any of the other
alternatives suggested above would show  much  more
progress 1n meeting the commitment tnan does the AID/W
proposal.
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there is 1little point having measurable evaluation standards
unless data are gathered to trace actual performance. This
task of analysis has fallen exclusively to USAID/Zambia
personnel and consultants. There is iimited technical capacity
in the Missicn, however, to undertake "in-house" monitoring and
evaluation studies on more than a selective or ad hoc basis,

One exception should be noted. The 1984 CIP agreement and the
1985 and 1986 PL 480 agreements callea for real increases in
GRZ budget allocations and expenditures for agricuitural
research, extension and planning. A  staff assistant at
USAID/Zambia analyzed the GRZ budget for the period 1980-1985
and found that allocations to MAWD had declined on average py
more than five percent per annum. The GRZ therefore did not
have a record of meeting this support measure as specified in
written agreements. The USAID/Zambia analysis noneth=less
concluded that, since the budgets for research and statistical
services had declined less than tne government budget ac a
wnole, the GRZ hnad complied with the spirit of the agreements
by making efforts to fund key agricultural agencies.

When targets are not oeing met in a clinely manner, USAID/Zambla
nas several methods of foliow-up action at its disposal. Thnis
1s best illustrated with reference to a deadline that was abour
Lo fall due wnile this evaluat-ion team was in Zampia. The 1985
PL 480 agreement called Ffor the GRZ, in this case %he Ministry
of Legal Affairs, ton promulgate orocedures and criceria for the
licensing of private agricultural traders by Decenmver 31,
1985. The GRZ has decided to amend the National Agricul:ural
Marketing ©Soard Aact, an approach which would involve a«
time-consuming parliamentary passage through the HKational
Assemply. UsSAaID/Zampia was concerned that the deadline was
approaching without the necessary action naving bpeen taxen.,
Based on similar past: experiences, several gtages of follow-up
were envisaged. First the Undersecretary, MOF would be
reminded informally by teiephone. A letter would next be sent
to the Permanent Secretary, followed, if necessary, by letters
to the Ministers of Finance and Agriculture., If this failed to
get results, the Mission Director would seek meetings with the
Ministers and offar 1local cdrrency to help expnedite the
arrangements for implementing the support measurse,

At least one USAID/Z official bredicted that "delaying
disbursement" would become an increasingly important tool as
more stringent self-help measures come du2 for implementation.

The inclusion of ‘"conditions pracedent" in SHM agreements
provides a wpuilt-in mechanism for maintaining direccion and
speed, "Conditions precedent”, wnich can Ce monirtored mor=2

closely than covenants, have been found by tne Zambia Mission
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to be both an asset and a liability. On the one hand they
permit AID to hold the GRZ accountable to specific wording in
SHM agreements but, on the other, they sometimes become
inappropriate when the situation that obtained at the time of
agreement has changed by the time of implementation. For
example, the 1985 CIP agreement required the GRZ to provide
full cover in kwacha before a letter of credit could be opened
for the importation of commodities. The foreign exchange
auction, huwever, depressed the value of the kwacha by a factor
of 3 (from US.50c to US.l6c) which in turn required the GRZ to
set aside prohibitive amounts of local currency as a
precondition for CIP imports.

AID's insistence on local currency programming, resented by the
GRZ in the case of other donors, has increased the GRZ
management and reporting load and complicated the budgetary
process to the point when these requirements soon may begin to
prove counterproductive. Where amounts of LC are as large as
they are in Zambia it might be bhetter to argue that a small
percentage of the LC from ESF and PL 480 could be seriously
programmed for jointly agreed-upon uses and the palance simply
attriouted to the GRZ's development pudget with minimal budget
reporting requirements or Dbetter the remainder might be
attributed to the cverall budget with no reporting reguirements
beyond review of total allocations by sactors.

The final step in the annual monitoring cycle 1is the

preparation of a self-help report. Responsinility for
preparation of basic information for this report appears to
rest with the Planning Division, MAWD. However, MOF must get

the report finalized as a precondition for futur negotions.
Reports on local currency attribution emanate from MOF. On at
least six occasions over the last eight years the report has
vbeen submitted lat», usually by March or April rather than by
Decemper 15. The 1985 report, due now by an earlier deadline
of November 15, had nct been received at the time of writing
and the person responsible was on an oversees assignment. On
at least one occasion an interim report was prepared by the AID
until such time as the GRZ report arrived. Indeed, several
Mission officials expressed the view that it was more efficient
for USAID/Zambia to prepare drafts of routine documentation Ffor
GRZ signature in order to ensure that they include the content
and format suitable for monitoring of USAID assistancs orograms,

In sum, tne GRZ has adapted its own procedures to provide a
minimum level of mwonitoring in the form of annual selfhnelp
reports. It seems that even 1in the 1instance of selif-nelp
reports, nowever, the GRZ involvement 1s motivated more to
fulrill a AID crequirement than to develop an ifuternal
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monitoring system of its own. The quality of the reports has
not changed markedly since the 1982 audit report commented that
"those submitted vere not complete, lacking specific
information on some self help activities",

In other respects, monitoring performance has imprcved over the
situation noted in the same report. For example, greater
attention is now paid to the monitoring of PL 480 local
currency proceeds. During tne visit of the evaluation team the
RFFPO was trying to establish a system for trackxing local
currency deposits in the Special Account of the BOZ. It
appeared that the necessary information Was available within
MOF, but a method was required for recording and submitting it
Lo AID. As further support of improved monitoring, .the MOF for
the first time submitted reports on the attripbution of local
currency proceeds. Improvements in reporting were only
achieved, however, as a result of repeated reminders by the
FFPO and other Mission staff. All told, the monitoring of PL
480 SHMs is one of the weaker parts of the interactive process
between USAID/Zambia and GR3Z.

Lessons Learned

o] Where the donor and 4G ar= in pasic agreement on SHMs,
inplementation proceeds smoothly; whece the donor ana HG
initially disagree and the SHMs remain controversiai,
implementation problems are encountered,

0 The integration of several programs 1into a coherent
assistance Strategy can sometimes contripute to
implementation delays--the HG can delay proceecing on one
program until the donor responds to HG requests on
anothecr program,

o] Well-selected andg carefully-desigaed projects are a
useful supplement to policy dialogue and reform because
they reinforce mechanisms for implementation of

negotiated reforms.

o While it may be desirable at first to state SHMs in
general terms to secure agreement, the draduali injeccion
of more specific bpenchmarks and deadiines may Dpe
desirable later to faciliate implementation and
monitoring. The country mission should pe 1n tne best
position to judge whether sbecific requicements are
suited to che particular country circumstances.

0 If monitoring is focussed only on tne submiszion of

self-~-help reports, the HG is likely to rzgard monitoring
as a fulfillment of a donor requirement rather than as a
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useful device for improving its own implementation
performance. Implementation and monitoring discussions
can and should be an important part of the policy and
program dialogues.

D. Congruence of Self-Help Measures and Government Action

Cause and effect between self-help provisions or other
commitments contained in agreements and host government (HG)
action are at best very difficult to establish even by those in
a position to observe events dircectly. .Arriving years later,
with most of the principal actors no longer around, making a
reliable: determination of directions of cause and effect
becomes even more difficult. The team has opted instead, for
this exercise, to examine the record and attempt to gauge
congruence petween GRZ policies and the commitments contained
in PL 480 agreements. Beyond this congruence with respect to
the initiation of new directions, it is passibie to identify
instances where US aid has been supportive of implementation
actions regardless of the =source of the impetus for the new
policies or other reforms.

Review of the Government's various five year and interim plans,
the self-help provisions of the PL 480 agreements, tne
Self-help reports covering 1977 to 1983, the wvarious CIP
authorization documents, Project Papers, PAAD's and evaluation
reports indicates that .indeed there is a very high level of
congruence petween commitments contained in US-GRZ agreements
and GRZ performance. further, while there have been some
delays, the Government has done a respectable job in reporting
specifically on implementation of the self-help measures in the
PL 480 Title I agreements despite the large number of measures
included over time and, in some years, virtually total change
in the specific self~help agenda within the overall
Stabilization and development policy theme. However, some SHMs
dropped from subsequent agreements sometimes appear to have
been overlooked by the GR7Z although the issues continued to be
currcent.,

Disregarding the question of which reforms, if any, can be
snown Lo originate with the PL 480 negotiations, 1t is clear
that the US has been extremely supportive of Zambian efforts to
recover from the disastrous economic problems resulting from
mostly international events beyond 1its control--decline in
copper demand, =sharp increase in prices of o0il and other

imports, regional instability, high cost and uncertainty of

links to the sea., It is evident too that many of the rasulting
eéconomic proolems--balance of payments, domestic deficit, large
net agriculitural lmport reguirements (it could not

finance)--were greatly aggravated by the choices made 1in
economic organization and development.
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The supported reforms center around the above chcices. There
seems to have been substantial agreement on the diagnosis of
the problem and the prescription for the cure by the late
1970's when the US began its rapid increase 1in financing. The
US has applied its resources in support of measures to improve
research, extension and planning capability; reduce levels of
spending on food subsidies, especially consumer Subsidies;
improve price incentives for tarmers; increase private
enterprise involvement in marketing; reduce inout subsidies
(with some wvariations); reduce or eliminate spending on
subsidies for parastatals invoived 1in marketing and transport;
reduce the domestic budget deficit; and narrow the BOP gqap.

The US has provided a great deal of continuity in its emphasis
on improvement in economic policies tnough spnacific items
changed considerably. The Government has taken significant
steps to implement improved policies, e.g., better, more
appropriate and timely farm price adjustrents, austerity
budgets, control of imports and, most recently, freeing of the
exchange rate By the introduction of a FX auction system,
measures (albeit as vyet feeblae) to make parastatals more
efficient and reduce their roles, attempts to improve the facm
Ccredit system, stimulation of cooperatives, development
programs spec:ifically directed to small farmers (e.g., LIMA),
reducticn in agricultural subsidies from K154.5 million in 1982
o K82 million in 1983 (-47%)* to name a few.

In 1985 the 1IMF and IBRD have established a position of
leadership of the donor community in negotiation of and support
of an incensified program of economic reform. The US providszs
major bilateral donor support to the new initiatives whicn in
1985 have established ‘an exchange auction system and aim to
eliminate all supbsidies by 19838 including food, agricultural
inputs and parastatals in all areas. Whether these
comprehensive reforms can be carried out without unacceptable
economic, social and political consequences is yet to be seen.

* The reduction in agricultural subsidies followed a
commitment of 1981/82 to make a 50% r2duction by 1983.
After declining from X154.5 million in 1982, to K§2
million in 1983, the subsidy went up to K9l milliosn in
1984, out given the decline in the value of the kwacha,
tnis was a reduction from US $160 million in 198i/82 to
$51 million in 1984 (-68%).
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The introduction of the FX auction in October, that resulted in
a 65% devaluation, is having rapid repercussions throughout the
economy since commercial agriculturas, industry and mining are
SO0 heavily dependent on imports for intermediate production
goods. The large drop in the exchange rate has created serious
new distortions in prices and made some of the very commendable
early progress on stabilizatior appear insignificant, e.g.,
fertilizer prices were mor2 than tripled during 1982-1984
(which might have been enough to eliminate supsidaies), but the
sharp decline in the value of the kwacha and high transport and
distribution costs have now raised the anticipated future costs
to over -double these new prices, That the strong medicine of
the FX auction was correct can be argued, of course. It was
taken with widespread donor support. Now perhaps retention of
scme of the suosidies on inputs to ‘cushion the shock is called
for, at least wuntil the GRZ can force greater parastatal
efficiency, e.g., in local fertilizer production, import and
distribution. The US has taken a tougher stance on adherence
Lo the letter of commitments than have other donors including
IBRD. Further study of the fertilizer situation in conjunction
with limestone seems desireable.

The interim report of the consultative aroup for tne
mid-December 1985 meetings speaks very favorably of GRZ policy
reform to date. The price of maize has been increased from %28
to K535 per rag for tne next year, (AID has long pusneu for
l1acentive prices for crops). The mealie maize price hnas been
similarly increased and now is about douole the price at which
NAMBOARD purchased tne current crop. dowever, the report
inaicates that the progress made in reduicing the malze suosidy
appears likely to be largely offset by 1increased cost of
marketing, transport and processing operations resulting from
the large devaluation. Increase 1in costs also has ied ctne GRZ
to double maize prices to farmers. This may reguire another
doubling of retail prices in mid-1986.

NAMBoard's future role will be restricted to that of a
purchaser of last resort (to support prices), sometning AID has
long advocated. Floor price support systems at increased
levels will apply also to other crops., There 1s a GRZ
commitment tnat in the future private traders and cooperatives
“re to play the major role in marketing of fertilizer and
maize. Improved policies, alony witn impcovea weatner this
year, are credited with a record crop and marketing oL maize
ana Large increases in many otner crops. In recent years small
holders nave made major advances in production of cash crops
(most notably cotton), but appear to have deciined in the share
of total output.
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Studies have been commissioned to design improvements in a wide
range of parastatals including divestiture of some public
functions. Research, extension and credit are being
strengtnened and directed more to smallholders. Clearly, the
PL 480 self-help measures have covered a large part of tnese
reforms and the US Mission has consistently been a part of the
forefront on identification and support of these and other
reforms reported by the aid consortium.

In the rest of this section, some of the specific SHMs and
Government plans and actions are reviewed.

In studies of the first three countries included under the
current PL 480 review, continuity was reported to be highly
regarded by host country officials. Measured broadly against
this criterion, the Zambian PL 480 program has been
outstanding, both taken alone and in conjunction with other US

assistance. The US assistance program has focussed very
heavily on the development policy theme, pacticularly on
policies effecting agriculture and food. Consumer, producer

and input prices and their relaticnships to producer incentives
and producktion, imports and the balance of trade, suosidv costs
and internal economic stapility have received major embhasis.

Supporting grant-funded assis-ance was provided outsice PL 480
11 improving agricultural development planning and statistics,
agricultural research and extension. Where it apgpeared
appropriate, commitments were obtained and includecd in PL 480
agreements for specific GRZ support cf these undertakings and
some PL 480 local curcency was supplied (Title 1II) or
attributed (Title I) to these efforts. However, there alsc are
lnstances whnere specikfic SHMs included in agreements over 3
period of vyears involved snifts 1in approaches or priorities,
some of whicn do not apoear to oe supported Ly underlying
analysis or changes in economic conditions.

Early self-nelp measures included in PL 480 commitments
emphasized economic stabilization and reduction in inflation
which at that time were the primary concerns of both the GRZ
and the donor community. (A brief summary of GRZ agricultural
plans and indicators of progress made 1s included in Annex I to
assist the reader.) Other PL 480 measures mentioned included
studies of ©programs and policies especially to lmprove
marketing and steps to improve research and eftension in order
to increase output. Over the next several vyears, iancentive
measures became more specific, Early anncuncement of incentive
prices, commnitment to reduce foaod subsidies and dir=sct input
subsidies nore toward iow income farmers were incorporcated
(1980) wnile a variety of institutional commitments and the
specific commitment to economic stability were dropped.
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In a Lt981 CIP, it was reported that the GRZ had taken a series
of measures to stabilize the economy. These included an
initial 1976 stabilization program and, in 1978~-80, a two-year
IMF standby agreement., It reported that in the TNDP
(1979-1983) measures were planned to diversify the economy and
increase food production. Further, 1979 brought improvements
in the BOP. IMF standby performance was reported satisfactory
except on agricultural pricing policy and subsidies. At that
time it was intended that subsidies would be eliminated by
1980, but instead (in 1980) they were forecast to reacn $.87.5
million. Major causes of the hign subsidies were reported to
be uneconomic pricing of maize and fertilizer (.98l CIP paper
p.2, prepared in late 1980).

The 1981 agreement stressed reinforcement of the MAWD planning
unit and review of the maize and fertilizer subsidies to
determine if there are sufficient incentives to reduce the
maize production shortfall. A significant shif:t from concern
over suosidy costs to concern over the adequacy of production
incentives was clearly implied and item V.IA.3 was changed to
"(3) Adopt a selective approach to the supbsidization of
fertilizer and other input costs 1n order to provide all
categories of farmers with the necessary incentives to increase
the production of maize and to reduce supsidies to manageanle
levels®, (Previously the concern expressed in i1tem VBLlp nad
been to direct tne remaining sabsidies to small farmers.)

However, a commitment to continue to reduce subsidy costs on
maize and fertilizer was included witn a further commitment to
reach agreement witn AID by June 198l on the schedule tfor
reduction of maize subsidies. The agreement furtner Stipuiated
use of PL 480 LC to increase maize prices without increasing
GRZ treasury costs., It also commited to review other prices,
improve credit for small farmers, improve crop forecasting, and
improve grain storage.

The 1982 CIP loan paper reported substantial progress on the
principal commitments includea in the 198L PL 480 and CIP
agreements., More significant, it reported an announcement of
the GRZ of June 7, 1981 that it would immediately eliminate tne
negative differential petween the producer price and the resaie
prices to nmillers. Mealie meal ana other consumer orice
increases were reported, However, progress on some
commitments, «<.g., macketing, was aisappointing (1982 CIP pp.
42-48). As already noted, 1n Scptemper 1952 the AID auditors
observeu that GRZ self-nelp reporting was not adequacte. (This
continues to pe a problem, but a minor one).

The 1982 ana 1983 agreements continued to emphasize improving
MAWD planning and price incentives pbut with a substantially
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broadened range of commodities included. They also called for
reduction in fertilizer and maize subsidies and improved crop
forecasting. Prices of fertilizer were raised between 20 and
45% for the 1981/82 crop year and raised again in the 1982/83
crop Year for a total of the two seasons of nearly 150%. The
early commitments to marketing, storage, credit for small
farmers and improving research and extension were not continued
(except for LC for research and extension).

Progress as reported in the 1983 CIP is brief and, 1in general,
relatively modest. Prices bhave been raised somewhat, early
delivery bonuses have been given for maize (using PL 480 LC)
and creait increased somewhat (1983, CIP, p. 48). AID
considered progress made to  be adequate for program
continuation,

The 1984 report on past performance on CIP loans only discusses
use of dollars for procurement (p. 51), However, the diagnosis
contains specific reference to policy measures which reflect
significant progress (under PL 480), €.d., a real increase in

maize prices and other commodities. Fertilizer prices were
increased from K14.95 to K24.10/bag resulting in & 60%
reduction in fertilizer subsidies. It is noted that cthis nmay
reduce fertilizer use but make use more economic. Soil
fertility as a problem is mentioned. It 1s also reporced that

since January 1981, NAMBoard has assigned cooperative unions
responsibility for primary-level maize procurement whicn
enabled the board to raduce its workforce. Furtner, 1t was
reported that many producer price controls had been eliminated
leaving controls mainly on maize and wheat and their milled
products and candles. This, it was stated, has perimitted
somewhat greatar latitude for private shopkeeper operations and
more freely determined prices. Progress and further GRZ
commitment to reduce maize and fertilizer subsidies are
reported (1984 CIP grant paper, pp. 27-33).

While emphasizing somewhat similar policy and program terms,
the 1984 and 1985 agreements are substantially more specific in

terms of their policy and output targets and schedules. These
are reproduced in full on the following pages.

1984 Self-Help Measures

l. The Government of the Republic of Zambia agrees to
undertake self-help measures to improve tEne
production and markating of agriculcural commodities.
The following self-help measures shall bpe implemented
to contribute directly ko developnent in
underdeveloped rural areas’ and €0 enaple tEne
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underprivileged to participate in . increasing
agricultural production through small farm
agriculture,

In implementing these self-help measures, which
complement the overall objectives of the Government
of the Republic of Zambia Expenditure Program,
greater emphasis will be placed on increasing
agricultural production by small scale farmers.

The Government of the Republic of Zambia agrees to
undertake the following activities and in doing so to
provide adequate financial, technical and managerial
resources for their implementation. The Government
of the Repupnlic of Zambia will:

a. Follow an economically rational pricing policy by:

o] Tontinuing to improve local agriculture
producer price relationships with due
consideration given to the prevailing prices
on the worla market as well as at Zambia's
borders. The pucrpose of such erfforts is to
insure that sutfficient incentives are provided
E0 encodrage production by the small sca.e
tarmer of those «crops in which they have
comparative advantage, such as sorgnum,
groundnuts, cotton, millet and cassava.

o] Instituting regional prices, which will
reflect che costs of storage, transportation
and handiing, by the 1987/88 crop year for
major agricultural commodities for botn
producers and consuners.

b. Encourage efficient resource allocation oy:

o] Continuing to adjust the relative consumer
price of food products to reflect the real
costs by progressively reducing the Government
of the Republic of ‘Zambia's subsidies to
fertilizer and maize hanaling. Supsidies are
Lo pe eliminated oy 1983.

o] Continuing the move toward economic efficiency
Yy eliminating subsidies (restitution
payments) to cooperatives by 1988 in order
tnat tney might become economicaliy viable 1in
their cwn right.
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o] Encouraging managerial and economic efficiency
in agricultural parastatals by removing
subsidies by 1988.

o Encouraging the adoption of improved
technology by the small farm sector by
providing credit at economic rates beginning
in 1985 which are aimed at maintaining the
initial funds.

Develop a program to strengthen the capacity and
capabilities of the Central Statistical Office
within the National Commission of Development
Planning in order that CSO generate the necessary
data for sound poli:y analysis and decisions.

The following items will be considered in
determining progress toward item 3 above:

o} A reduction in the length of time from the end
of a given survey to the issuance of the
report of that survey.

o) Increase in the number of studies and reports
submitted to the Government of the Reoublic of
Zambia,

0 Increase in the number of professional staff
and survey supervisors.

o] An increase in the number of staff with
advanced training (degree and nondegree).

0 An lncrease in the numoer of in-service
training opportunities.

o] An increase in real budget allocations and
expenditures.

o] An increase in the number of programmers and
systems analycts.

o] An 1ir . ease in the numper of publications.

Continue to expand the capacicy and capaoiiity of
the Research and Extension Branches within the
Department of Agriculcure :in the Ministry of
Agriculture and Water Developuwent co generate and
disseminate improved technology to the small scale
farm sector.
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The following items will be considered in
determining progress toward item 4 above.

o] An increase 1in real budget allocations and
expenditures,

o An increase in professional and
nonprofessional staff positions.

o] An increase in yield rates after adjusting for
other factors.,

o] An increase in the percentage of professional
staff with advanced training (degree and
nondegree).

o] An increase in the in-service training
opportunities.

€. Develop a program before 1386 to address the soil
acidity problem in Zamcia.

f. Continue to encourage efficiency in resource
allocations by maintaining the progress toward :tne
e€stablishment of a positive real interest rate for
both savings and loans.

By late 1985, progress had bheea made on several of tnese
commitments., There appears to have been a general agreement in
Government circles to more closely follow world prices in
setting local prices (lA), w»ut the recent decision on L1986
Maize prices was largely a negotiated price pased on expected
supply response, not the CIF price, which would have been about
twice the actual price (of slightly under $100/4T) . The
concept of instituting regional pricing by 1987/88 (1B) was
Leéplaced in the 1985 agreement by commitment to allow
cooperatives, processors and dealers to operate more freely.
It is expected that MAMBoard will pecrform a price support role
with minimal related storage and transport activity., In such a
role it may buy nationally at a s5ingle price and allow the
private trade to establisn regional and seasonal differentials
above the minimal.

The GRZ now appears convinced that measures to reduce supbsidies
and force parastatals to become more efficient are necessary,
and has made specific commitmencts in US, IMF and IBRD
agreements (see 2A, B, ¢). Substantial progress is reporkted.
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It is not clear what action was intended by including item 2p
in the 1984 agreement. "Encouraging the adoption of improved
technology by the small farm sector by providing credit at
economic rates beginning in 1985, which are aimed at
maintaining the initial fund". First, it has not Dbeen
established that credit is a major constraint for much of the
improved technology, (except for major investment items like
farm machinery and draft animals). Second, the low interest
rate has been a relatively insignificant factor in credit fund
decapitalization compared with low and rapidly declining levels
of repayment, (reportedly now in the 30% to 50% range). It is
likely some action will be taken on credit, but the direction
is not yet clear. It would be unfortunate if the concern
expressed in the PL 480 agreement on the modest interest
subsidy were to divert concerns fcr, and action on, the
repayment problem, or if costly credit were to be substituted
for prompt NAMBoard payment, «which would elimipnate many credit
needs.

Progress on commitments to improve the Central Statistical
OfLfice (3), and Research and Extension Brancnes (4) 1is
lnevitably slow, but there has been marked improvement in
training and in numbers of more highly-trained personnel in
various positions. Incresases in agricultural sector budgecs
have been made difficult by the generai austerity proygrams.

As of December 1985, significant efforts had not been made to
address the soil acidity problems. However, the evaluation
team's widespread questioning on this topic surfaced a
supbstantial underlyzing concern and interast among Goverament
officials. In Hay, 1986, USAID repcrted that Fne CRZ nad
established an "Agricultural Minerals Department”, had hela
Seminars and had made recommendations to small farmers on
liming, (Lusaka 2619).

While continuing the basic theme of market liberalization and
elimination of subsidies, the 1985 PpL 480 Adgreement introduced
essentially a totally new set of commitments. Emphasis 1is
placed on substantially freeing up agricultural markets to
private cooperatives, processors and licensed dealers and %o
gradual elimination of subsidies to parastatal transport
companies.

The 1985 <commitments shown below are supportive of the

commitments in the 1985 AID, CIP, ZAMCAM and 7APS programs and
those included under the IBRD Renabilitation program.
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1985 Self-Help Measures

The Government of the Republic of Zambia agrees to
undertake self-nelp measures to maintain the movement
toward the goals of increased food production and small
farmer incomes through improvements in the marketing of
agricultural commoditizs, Th~ following self-help
measures shall be implemented to contribute directly to
development in under-developed rural areas, and to enable
the underpriviledged to participate in increasing
agricultural production through small farm agriculture.

The Government of the Republic of Zambia agrees to
undertake the following measures and in so doing to
provide adequate financial, technical and managerial
resources for their implem2ntation. The Government of
the Republic of Zambia will:

a. Encotrage efficiency in marketing by allowing
Cooperative Unions to sell agricultural commodities
across provincial borders and allowing millers and
processors to buy from their preferred sources.

The above agricultural maz
.measure will be implemented w
Slgnature of this agreement.

ing liberalizacion

et
ithin one year or tne

b. Encourage efficiency in transportation by eliminating
Subsidies to road transportation parastatals, and
requiring that they charge full-cost pricing.

Subsidies to road transportation parastatals will bpe
eliminated completely by December 31, 1987, by means
Of yearly phased reductions as follows:

0 Year one--total reduction of road transportation
Subsidies 1in calendar year 1986 by at least one
third of the 1985 level.

O 7Year two--total reduction of road transportation
subsidies in calendar year 1987 by at least
two-chirds of the 1985 level.

0 Year three-~transportation parastatals to receive
No subsidies in calendar year 1986,

¢. Aliow licensed private trading in all agricultural
commodities throughout Zambia.
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Procedures for 1licensing private traders will be
adopted by the concerned GRY Ministries and Agencies
and the criteria for licensing promulgated to tne
private sector by December 31, 1985,

This market liberalization measure will be fully
implemented, as evidenced by the issuance of
licenses, by April 1, 1986.

Leasons Learned

o] Measurement of the degree of cause and effect between
self-help commitments and specific HG policy reforms is
difficulc, Regardiess of where the initiative

originates, strong and continuing US support can result
in implementation of major policy reforme in developing
countries.

o Continuity of general dire-tions and major commitments
over a perioG of years procably is essential for success
in stimulation of significant policy reform. As a
general rule, individual s2lf-help measures snould
continue oniy minimally changed in annval agreements
until the issue is satisfactorily resolved or it 1is
Leasonably estalilished tpat a POOr choice was maqQe
originally in including the particular SHM.

o} Multidonor support greatly enhances the iikelihood of
positive HG performance aimed at the fultillment of
commitments nade as s gquid pro quo for aid and prooaply
makes the clear proof of such linkages less unpaiataole.

E. Adequacy of Supporting Analyses

Evaluation of Conclusions and Options Chosen

The US assistance program in Zambia has been consiscent in the
sense that its prevailing theme has alwavs been policy and
policy dialogue, There has been a substantial degree of
continuity from vyear to year in some areas, for example,
measures to improve the agricultural planning capacity of the
GRZ. However, there have bpean nany selif-help items, such as
the important acidity study commitment of 1984, which have been
inciuded in one year and dropped in tne next year, There nhave
also been cases where the positicn variad consideranly over
time. Subsidization of fertilizer is on2 sucn 1ssue on which
the US position has changed over time without tpere being a
clear analytical basis pressnted for tne differing positions.
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The main point, however, 1is that from the start there was
substantial integration of PL 480 and other US assistance
including ESF, CIP and most recently ZAPS and ZAMCAM. Further,
over time the degree of integration has increased.

The USAID/Z Mission has sought ways to run a relatively larcge
assistance program with a small professional staff. This
apparently influenced the decision to focus on policy reform in
the agricultural sector on the assumption that design and
management of program aid can be conducted without the large
technical assistance staff normally required by a
project-oriented strategy.

UsAID/zambia has been an exemplary Mission in terms of the
amount of resources committed relative to the number of US
direct hire personnel, Further, the Mission has moved perhaps
as far as any in Africa in honoring the intention of AID/W to
make reform of agricunltural policy the <centerpiece of
assistance, and it has honed in on many of the key policy
issues, ‘

In a situation such as this, tnere 1is always the guestion
whetner too much has Dbeen attemprted with <too small a
professional staff. US assistance 1in FY 1985 peaked at $66
miliion for the year and totalled $350 million over 9 years

(L977-1985). A gdgreat deal of intellectual and professional
aerfort 18 reguired to design and effectively monitor
responsible policies. While this evaluation team did not nave

time to review in detail all the supporting studies to wnich
the Mission had .access, it was <clear that there were a
substantial number of such studies involving nighly competent
professional efforts, After the initial sector assessment
completed in August 1978, the principal data collection studies
and analyses have peen presented in tne annual CIip
authorization documents., It nonetheless seems that the gquality
of SHMs might have been improved had the USAID had access to
more professional support from within and outside the Mission.
The addition of one or two professional people would be a small
cost to pay 1if 1t «could increase by a small amount the
effectivenes