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"Do we have the capacity to survive when our major foreign exchange earner
 
and also the largest single employer in industry - the mining industry 
is beset with major problems?
 

Do we have the capacity to create the jobs for our growing labour force
 
when our industries are operating far below rated capacity?
 

Do we have the capacity to provide social services and to meet the basic
 
needs of our growing population when government revenue has declined by 30
 
percent over the last ten years?
 

Do we, indeed, have the capacity to restructure our economy when most of
 
the foreign exchange required to improve essential inputs has to be used
 
to pay off our external debts?
 

Did I ask if we had the capacity? The answer is yes, yes, many times
 
"*
 over.
 

Kenneth D. Kaunda
 
President of the Republic
 

of Zambia
 

*Speech at the Official Opening of the Third national Convention, 23rd
 
July, 1984.
 



1. INrAODUCTION
 

1.1 
 In May 1984, the Government of the Republic of Zambia (GRZ)

presented the report "Restructuring in the Midst of Crisis" to the
Consultative Group. 
 The report outlined a development strategy for

reversing the trend of economic decline, diversifying the productive
structure in order to reduce dependence on the mining sector, increasing

the efficiency of resource use and promoting growth with equity. 
The
strategy gives priority to the agricultural sector where GRZ proposes to
concentrate resources on smallholders; reform incentives structures to
ensure better prices; make marketing systems more open and competitive; get
the most out of existing capacity in the commercial farming sub-sector
through the provision of critically needed inputs; and increase the

availability of consumer or wage goods in rural areas.
 

1.2 
 For long-term economic growth, the strategy recognizes that the
mining industry, which is the major provider of foreign exchange, must play
an important role. This means restoring the industry to previous levels of
efficiency in order to make it once again profitable and competitive in
world markets. 
 It also recognized that the resumption of economic growth
requires attention to other productive sectors, particularly industry which
faces serious problems. 
 The most pronounced manifestation of the
industry's problems is 
the severe under-utilization of productive

capacity. 
Given the prevailing circumstances in the industrial sector, it
is imperative to concentrate efforts 
-n strengthening the industries that
already exist. 
This involves making them qualitatively better in their
 output and technical performance, more competitive against foreign
products, more supportive of one another and of other economic sectors, a
better training ground for management and skilled manpower, and more
 
efficient in their use of 
scarce resources.
 

1.3 
 Lack of budgetary funds and foreign exchange has impaired the
maintenance and effective utilization of existing infrastructure.

Consequently, an essential aspect of the proposed strategy is to enbure

that existing facilities work better; hence the special emphasis on the
rehabilitation of existing infrastrLcture. Recognizing that social
 progress is an important and necessary component of ec 
nomic development,
GRZ proposes to develop human skills intensively thro 3h education for
maximum contribution to economic development; to imp jve standards of
health as much as possible with the available resources; and to ensure 
that
economic development results in an equitable distribution of social
 
services.
 

1,4 In addition to outlining the policies which GRZ proposes to
undertake to achieve the above sectoral objectives, "Restructuring in the
Midst of Crisis" also stressed: 
 i) the importance of macroeconomic
 
policies, including exchange rate and budgetary policies, in ensuring the
efficient allocation and use of scarce resources; ii) the need to ensure
that parastacal companies operate efficiently within a commercial

environment to the maximum extent poesible; and iii) the importance of
institutional changes to upgrade economic management.
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1.3 GRZ remains fully committed to chese development policy

objectives. Unfortunately, external events have not been kind to us since
 
last May. Copper prices have declined further instead of recovering

modestly as we had expected at that time. Also, external flows have not
 
materialized as was hoped. Consequently, the foreign exchange constraint
 
has been more binding and the prospects for recovery and future growth have
 
worsened. The response from the initiatives that have been taken on the
 
policy and institutional side is threatened by the shortage of foreign
 
exchange that is limiting our ability to produce goods and services. What
 
is needed most, more urgently than projected last May, is a quick injection
 
of resources into the directly productive and major supporting sectors of
 
the economy.
 

1.6 In view of the difficult times ahead, GRZ has sought to reach a
 
national consensus in support of the required meas.ues. His Ex3llency the
 
President, Dr. Kenneth D. Kaunda, has led the effort to 
introduce the new
 
policy environment. He has consistently delivered the message that the
 
days of high copper prices are over and that Zambia must for many years to
 
come accept a lower standard of living; that business needs to be
 
profitable in order to expand; and that to survive in the long run, new
 
typpq of production and exports must be developed. The efforts in
 
persuading the nation to accept economic policy reform culminated in the
 
convening of the Third National Convention in July 1984, the objective of
 
wnich was to discuss the economic crisis facing the country, and, in the
 
words of His Excellency the President, "to cause the economic problems to
 
be understood by everyone here..o"0 The Convention was attended by
 
delegates representing the Party, trade unions, the Chaaber of Commerce
 
(ZINCON), the Commercial Farmers Bureau, commercial banks, senior
 
government and parastatal officials, and provincial and district leaders.
 
The resolutions passed at the Convention covered the need for the
 
mobilization of revenue resources; reduction of subsidies; fiscal measures
 
to discourage reliance on imported raw materials and encourage utilization
 
of local raw materials; and improvement in the management of public

enterprises and the possible closure of unecoromtc mining operations, ect.
 
An "Economic Crusade - 1985" has already been launched and as part of this
 
crusade, targets have been set to reduce imports of wheat, cooking oil,
 
rice, barley and petroleum, With immediate effect, imports of official
 
passenger cars have been banned for one year, and no new government or
 
parastatal project may be started that does not have an immediate positive
 
effect on foreign exchange earnings or increased capacity utilization.
 

1.7 During the past twelve months, GRZ has also deepened its
 
understanding of the causes of the economic crisis, particularly the
 
failures and weaknesses of past policies and development strategies, the
 
prospects and potential for economic growth and diversification, and the
 
specific measures required for economic restructuring and short-to medium
term financial stability. On the basis of this re-examination, new policy

and institutional initiatives have been taken and others 
are being

prepared. The purpose of this paper is to convey the Government's current
 
thinking on these issues and the policies and programs proposed to deal
 
with them.
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1.8 Chapter 2 of this paper reviews the nature of the challenge

facing the Zambian economy, followed in Chapter 3 by an outline of the
 
measures 
that GRZ intends to undertake over the next two years or so in

continuation of the substantial progress that has been made in the last
 
years in economic policy reform. 
The economic issues and problems to be

addressed, the measures already taken by GRZ, and future measures planne

in key sectcrs are summarized in matrix form in Annexes I-IV.
 

1.9 This paper also identifies a number of sectoral programs

considered critical for a resumption of economic growth through the

improved utilization of existing capacities plus the promotion of
 
non-traditional e:port1 
and efficient import substitution. It is these
 
programs that the donots 
are being requested to support in the form,

principally, of quick-disbursing input support. Without external
 
assistance in the form and amounts described in Chapter 4 below, imports

will decline further both in 1985 and 1986. 
 It may be questioned whethel
 
the level of imports is not alread- below the critical minimum required J
 
the economy to resume growth or even to prevent it from contracting

further: 
 in the last three years alone, imports declined by 50 percent.

This followed a decline 50 percent in imports between 1974 and 1981. 
 Th(

resulting severe under-utilization of capacity throughout the economy haE

been accompanied by a growing backlog of rehabilitation and maintenance
 
expenditures. Unless this trend is reversed, GRZ's policy reform effort

Liund to fail because of lack of imported inputs needed by producers to
 
respond to new incentives to diversify and expand production.
 

1.10 An integral part of GRZ's economic restructuring program is a

public investment and expenditure program based on a realistic assessment
 
of expected resources, both domestic and external, over the next two to

three years. 
 Such a program is being designed and is expected to be read
 
for the 1986 meeting of the Consultative Group. It will give priority to

the rehabilitation of existing assets and increased capacity utilization.
 
On-going projects will be carefully reexamined, and the initiation of new
 
projects will be strictly based on economic viability and the availability

of foreign exchange. The public investment program will result from
 
initiatives currently underway to upgrade development administration and
 
economic management through improvements in planning and budgeting and the

strengthening of policy-making institutions. 
 The initiatives involve the
 
following inter-related activities:
 

- preparation of an annual plan in time to serve as a basis for
 
specifying guidelines for the 1986 budget. The plan will be
 
based on (i a macro-economic and financial framework that
 
included projections of total resources available to the
 
Government, and (iii) a series of specific sector analyses

which, together with the necessary data, will guide the
 
allocation of resources among sectors. 
 While focussing on

1986, the plan will include indicative estimates for the next
 
two-years;
 

- preparation by ZIMCO of a rolling three-year investment program

(1985/86 
- 1987/88) for the parastatal sector, emphasizing the
 
completion of viable on-going projects, the rehabilitation of
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existing plants and infrastructure where those firms have the
 
potential of being viable immediately, and the undertaking of
 
new projects only when these are economically viable and
 
consistent with national priorities;
 

- completion by the Ministry of Agriculture and Water Development
 
(MAWD) of a rolling three-year investment plan covering, within
 
the resources likely to be available to the sector, all
 
investments of the Ministry and agricultural parastatals. The
 
task involves an evaluation of all on-going agricultural
 
programs and identification and preparation to the
 
pre-feasibility stage of high priority new project3;
 

- development of a centralized project monitoring and information
 
system to identify major obstacles to efficient project
 
implementation, delineate their causes, and follow up on the
 
elimination of problems;
 

- changes in the functions, organizational structure, staffing
 
and procedures of the Ministry of Finance and the National
 
Commission for Development Planning (NCDP) in order to: (a)
 
improve their control over the preparation, implementation,
 
monitoring and evaluation of the country's development
 
programs, and (b) ensure that appropriate policy analysis is
 
brought to bear on overall development strategies and the
 
management of the economy.
 

1.11 In short, GRZ sees institutional reform as an essential component
 
of the economic recovery program. Aid administration and coordination is
 
also an important area of institutional reform. The Joint Monitoring
 
Committee (JMC), which was created following last year's meeting of the
 
"onsultative Group, has proved useful in keeping the donor community
 
abreast of developments and has also become a useful forum for discussing
 
the Government's reform program. The JMC's function of monitoring the
 
implementation of externally funded projects and assisting in the effective
 
mobilization of aid has been hampered by eome difficulties over the
 
creation of an effective secretariat. The initiatives described in the
 
preceding paragraph should lead to better information on aid flows and
 
clearer responsibilities for donor contact and negotiation and improved
 
links between the plan, the budget, sector ministries, project entities and
 
donor activities. This, in turn, should result in a well-functioning
 
secretariat and measurable progress in the effectiveness of the Joint
 
Monitoring Committee in the coming months.
 

2. THE CHALLENGE OF ECONOMIC RESTRUCTURING
 

The Economic Crisis
 

2.1 Zatdbia's dependence on the copper industry for virtually all of
 
its export earnings is the primary cause of the current difficulties. With
 
the collapse of copper prices in the last ten years, Zambia has suffered a
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sharp and protracted decline in its terms of trade. 
By 1982, the terms of
trade were 72 percent lower than in 1974. 
 In 1984, copper prices reached

their lowest point in real terms since the World War II period. The
difficulties facing the copper industry have contributed to a substantial

decline in per capita income. 
 In real terms, gross national income has
fallen by 23 percent over the past decade; with population growing at 3.1
percent during this period, per capita income was 
A4 percent lower in 1984
 
than ten years earlier.
 

2.2 The decline in per capita income has affected all sections of

society. 
Workers in the formal wage sector have suffered declines in real
terms especially during the past three years, as 
the Government
 
deliberately sought to h Id wage increases below the rise in the cost of
living while simultaneously decontrolling prices. 
As a result, domestic
 
consumption declined by about six percent per annum during 1982-84.
Workers in the mining industry have suffered the sharpest decline in income

and, over the past decade, have seen their wages vis-a-vis those of other
industrial workers fall from nearly twice the average wage to a premium of
 
only about one-third.
 

2.3 Nearly 60 percent of the population lives in the rural areas

where the decline in gross national income has been felt in the form of

reductions in critical government services (agricultural extension, health,
education, etc.) and in the virtual disappearance of wage goods. 
The
shortage of wage goods has resulted from declines in industrial production
stemming from the lack of imported intermediate materials, as well as from
the closure of many rural trading shops which have lacked goods to sell
because of the previous policies of price control. 
 These developments are
particularly unfortunate in view of the sustained increase in agricultural
producer prices over the past four years that have led to increased rural
incomes in real terms. 
 Thus, while present policies have moved to redress
 a long-existing bias in the rural-urban terms of trade which favoured the
urban consumer with high wages increases and cheap food, the economy has
been unable to deliver the wage goods necessary to make improved production

incentives effective.
 

2.4 Zambia is facing up to the fact that its mineral resources are

being exhausted. Copper production peaked at 712,000 tonnes in 
1976 and
has since declined to 525,000 tonnes. 
 Despite extensive mineral surveys,
there are no known ore-bodies in the Copperbelt large enough to offset the
natural depletion of existing mines in the 1990s. 
 Economically known
recoverable reserves allow about 17 years of production at current levels.

Thereafter, production is likely to fall substantially; after 1995, copper
exports are expected to fall by perhaps one-third in the subsequent five
 
years.
 

2.5 Zambia's external debt problem is an onerous one. 
The large

current account deficit of the last decade led to heavy external borrowing,

accumulation of arrears 
on import payments, and the tepletion of
international reserves. 
At the end of 1983, the country's total external

liabilities stood at US$4.5 billion, including drawings from the IMF and
about US$500 million in overdue commercial payments. By comparison,
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merchandise exports amounted to 
a little over US$1 billion. Despite the

rescheduling agreements of 1983 and 1984, Zambia's debt strvicing will
 
range between 40 - 65.percent of exports through 1990. 
 Moreover, unless

future debt relief is provided on a multi-year basis, with longer grace

perlids, the debt service ratio cannot be reduced appreciably from these

high levels duving the remainder of the decade. 
To a large extent, this is
 
due to the structure of the external debt, which is heavily weighted

towards international lending institutions, short-term credit and arrears
 
on commercial payments. 
 Thus, it is estimated that the amount of debt
 
service qualified for rescheduling under the existing framework (i.e.

principal and interest due bilateral creditors and private creditors) is on
 
average only 22 percent of total repayments due over the next four years.
 

2.6 The decline in copper prices has also severely affected the
 
country's fiscal position. 
 In the past, mineral taxes provided a large

share of government revenue. 
 Although GRZ has been successful in tapping

other sources of revenue to partly make up for declining copper revenues,

the revenue/GPD ratio fell from 34.1 percent in 1970 to 25.3 percent in

1983. At the same time, expenditures increased rapidly; the resulting

budget deficit at its peak in 1982 was equivalent to 21 percent of GDP.
 
Nonetheless, when inflation is taken into account, expenditure in 1981 was

only 60 percent of the level attained in 1975. The efficiency of
 
government services in almost all sectors has deteriorated as operating

expenditures in real terms have declined sharply. 
But the deepest cuts
 
have been made in the capital budget: at constant prices, capital

expenditures were 77 percent lower in 1983 than in 1975.
 

2.7 The socio-economic consequences of such severe budgetary cuts and
 
the limited capacity to import have recently been referred to by His
 
Excellency President Kaunda:
 

"Do we have the capacity to create the jobs for our labour force
 
when our industries are operating far below rated capacity? 
 In
 
many cases, manufacturing companies, both public and private,
 
are operating at less than 30 percent of capacity. Today,...

out of a total fleet of 6,000 operable tractors in the country,

only 2,300, or 38 percent, are in working condition. So, 62
 
percent of the tractors in this country cannot be used to
 
produce food.
 

Do we have the capacity to provide social services to meet the
 
basic needs of our growing population when, in real terms,
 
government revenue has declined by 30 percent over the last ten
 
years? In spite of the tremendous strides we have made in 
education, ... only 15 percent of the children who sit the
 
Selection Test proceed toGrade Eight. 
 Similarly, only 45
 
percent of our adult population can read or write 
... The infant
 
mortality rate is around 105 per 1,000, that is out of every

1,000 babies born, 105 die before they reach the age of one.
 
Although this figure represents an improvement upon the
 
situation that obtained at independence when out out 1,000
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babies, 120 died before the age of one, it is both intolerable
 
and totally unacceptable."1/
 

The Key Sectors: Agriculture and Industry
 

2.8 Zambia's capacity to create jobs for its growing labor force,
 
expand social services and, indeed, to survive as a nation, depends on the
 
speed and success with which it can develop alternative sources of
 
production, employment and foreign exchange earnings to replace those of
 
the mining sector. In order to recoup the net losses in foreign exchange
 
associated with the expected decline in copper production, non-mineral
 
exports (in constant prices) should increase from the present figure of
 
about US$60 million annually to US$360 million in the year 2000. This
 
would represent a 13 percent annual growth rate. If this happens, the
 
share of non-mineral exports in total merchandise exports would increase
 
from the present seven percent to 38 percent.
 

2.9 It has been estimated that the agricultural and industrial
 
sectors should each grow by about four percent per annum in real terms to
 
prevent a further fall in per capita income between now and the year 2000
 
because of (i) the stagnation and eventual decline of copper production;

and (ii) the projected high growth rate of population at 3.2 percent per
 
annum. This is a challenging task, especially because agricultural
 
production grew by only 0.4 percent per annum during 1978-83, while
 
manufacturing output in 1982 was 10 percent lower than in 1974. Not only
 
must the sectors expand output to keep per capita income from falling, but
 
they have to generate enough employment to absorbe the bulk of the
 
presently unemployed as well as the expected increases in the labor
 
force--the labor force growth rate is estimated at about 3.6 percent
 
annually. Zambia already faces a serious unemployment problem.
 
Preliminary results of the 1980 census indicate that 27 percent of the
 
eonomically active population were unemployed. In this regard, the wage
 
employment performance of the economy as a whole has been unsatisfactory:
 
total employment fell from 393,490 in 1975 to 363,800 in 1983.
 

2.10 Has Zambia the potential to meet such a daunting challenge?
 
Yes. The greatest potential lies in the agricultural sector where only 16
 
percent of arable land is presently cropped annually. Several imported
 
commodities can be produced efficiently for domestic consumption. Some,

including cotton, beef, coffee, tobacco and confectionery groundnuts, can
 
be produced profitably for export. Agriculture is the only sector that can
 
provide employment for a larger number of people in the short run and also
 
absorb the population increases projected in the next fifteen years. The
 
sub-sector with the greatest capacity for expansion, the smallholder
 
(emergent and traditional) farmers, uses little foreign exchange and is not
 
dependent on capital-intensive techniques of production.
 

1/ Speech at the opening of the Third National Convention, July 23,
 
1984.
 



-8

2.11 
 Despite the launching of several programmes and projects during

the past twenty years to increase crop and livestock production, the

achievements have fallen short of the desired goals. 
 Specifically, both
total and per capita crop production have been declining, particularly

since the mid-1970s. After rising sharply during the 1960s and early
1970s, the volume of marketed maize has fallen about six percent annually

since 1977; and while the country was a net exporter during 1972-76, it has

become a net importer of maize. The overall self-sufficiency ratio for

cereals fell from 97 percent during 1964-66 to 79 percent during 1979-80.

Production of groundnuts and tobacco, the two traditionally major export

crops in Zambia, declined during most of the 1970s at an annual rate of 20
 percent and 17 percent, respectively. 
Export earningo from agricultural
 
crops in recent years amounted to a mere K12 million, which is virtually

the same as the level in 
1964-66, indicating a considerable deterioration
 
in real terms. 
 The sector's contribution to the diversification of the
 
economy from mining has been minimal, with its share of real GDP remaining

much the same as it was at independence.
 

2.12 
 The agricultural sector is predominantly a traditional farming

system characterized by an extremely low level of productivity. The
 
traditional sector comprises about 460,000, or about 76 percent of the

estimeted 600,000 farm households, who cultivate an average of slightly

less than 2 hectares, using family labor and simple hand tools, and
 
producing for subsistence purposes with only occasional marketable
 
surpluses. 
 Crop yields under this system are very low, averaging, for
 
example, 0.9 tons/ha for maize. 
At the other extreme is a small, but

highly productive commercial farming system, comprising about four percent

of the farm households, which produces about 40 percent of the value of

maize and 55 percent of the othet marketed agricultural products. 
This
 
group uses a full range of inputs to achieve high crop yields estimated at
 
over five tons/ha for maize. 
The extreme dualism of the agricultural

sector has been slightly moderated by the development of market-oriented,

smallholder (emergent) farmers, numbering about 125,000 or 
20 percent of
 
the farm households, who cultivate an average of 3 ha, using mainly hand

tools and labor but also oxen and hired tractors, and modest amounts of
purchased seasonal inputs, especially fertilizers. These farmers produce

for the market and generally obtain much higher yields compared to
traditional farmers, averaging 2.4 tons/ha for maize. 
Together with the

occasional surpluses from traditional farmers, the market-oriented

smallholders account for 60 percent of the value of maize &nd the other
 
marketed agricultural products.
 

2.13 
 The past performance of smallholder (traditional and emergent)

farmers has not been encouraging. Their share of agricultural output

declined from 82 percent at independence to only 59 percent in 1982. By
contrast, commercial farmers increased their share from only about 19
 
percent to 41 percent during the same period. Nonetheless, GRZ is

convinced that the greatest potential for agri.cultural growth in the long

run lies with the smallholders and that policies and programmes directed at
relieving the constraints on their productivity should be the main thrust

of the country's agricultural strategy. 
 In other words, improving and

expanding production by traditional and emergent farmers is the surest way
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of raising the living standards of the majority of Zambians, ensuring an
equitable distribution of income and enhancing regional balanLe in
 
development.
 

2.14 The industrial sector clearly has an important role to play in
the country's future economic development. It is relatively large compared
to that of other Sub-Saharan African countries. 
 The share of manufacturing
in GDP (18 percent) is second only to Zimbabwe, and only Zimbabwe and the
Ivory Coast have higher levels of manufacturing GDP per capita. 
 Production

is primarily concentrated in consumer goods, but two sub-sectors producing
intermediate and capital goods--chemicals and metal products--stand out for
their relatively large shares of manufacturing output. 
 This is the result
of the relatively high degree of technical and engineering skills that have

emerged to serve the mining industry.
 

2.15 To date the manufacturing sector as a whole has been

uncompetitive in export markets. 
 Nonetheless, there is a potential for
resource-based exports. The principal products which have been exported
consistently in reasonable amounts in recent years include cement, sugar
and mollasses, copper cable, menswear, crushed stones and lime, and
explosives. Under appropriate trade policies, there should be scope for
producing more resource-based industrial products, particularly those of
high value relative to their weight or volume, thus enabling them to bear
the high transport costs. 
 Examples of such products are textiles and
clothing, agricultural implements, pumps, furniture, household wares and
construction materials (such as wood products, floor tiling, ceramic wall
 
tiling and glass).
 

2.16 
 From 1965 to 1975, manufacturing output grew at 
11 percent per
annum in real terms. Starting with the decline in copper prices in 1975,
manufacturing output stagnated over the subsequent five years, and has
declined by four percent per annum since 1981. 
 In the immediate term, the
manufactuiring sector faces serious problemp which are reflected in high
rates of under-utilization oi productive capacity. 
GRZ realizes that,
given the continued scarcity of capital and foreign exchange in the
foreseeable future, capital intensity and import dependence of production

must be lowered. Exports of manufactured goods will have to increase.
This will require the strengthening of the existing industrial structure by
increasing capacity utilization and by making firms more competitive at
international prices through restructuring of profitable investments,

increased productivity and efficient management.
 

2.17 
 There is no question that meeting the challenge posed in this

chapter will require sacrifices by all the Zambian people. 
The people are
 aware 
of this and are prepared to accept these sacrifices. The challenge
will also require resolute action on policy and institutional reform, and

it is to the reform programs that we now turn.
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3, THE ECONOMIC REFORM PROORA-)QM
 

3.1 
 While extornal factors are at the root of Zambia's present
economic crisis, GRZ has recognised for some time that inappropriate
policies have also contributed significantly to the country's difficulties
by preventing the agricultural and industrial sectors from playing their
required role in economic diversification. The principal policy

deficiencies include the followingi
 

i. pricing and subsidy policies favored the urban consumer at

the expense of the agricultural producer, depressing the

latter's income and incentive to producc for the market;
 

ii. 
controlled industrial prices led to low profitability in the
 
manufacturing sector and 
a decrease in th@ resources
 
availabla for rainvestmant;
 

iii. tax incentives and controlled interest ratms 
lad to a
 
pattern of capital-inteneivw investment; and
 

iv. 	 exchange rate and tariff policies encouraged the use of
 
artificially cheap imported raw materials and other inputs

and discouraged the use of local raw materials. 
 As a 	result,
 
a highly capital and import-intensive production structure
 
was created that proved to be very vulnerable to prolonged

decline in the availability of foreign exchange.
 

3.2 
 In the last few years GRZ has made major changes in economic
policy with a view to reducing or eliminating the above policy biases.
Details of these changes, which encompass macro-economic and sectoral
policies, are described in Annex I-IV, 
The annexes also list specific
policy measures 
that 	have been or will be taken this year and in subsequent
months. 
 The purpose of this chapter is to relate specific elements of the
economic Folicy reform program to the development objectives that the
Party, Government and people of Zambia have, as reflected in the

resolutions of the Third National Convention and the 19th National
 
Council 2/ set for themselves, namely:
 

i. to diversify away from copper through new forms of exports
 
and import substitution;
 

ii. 	to economize on the use of foreign exchange and to reduce
 
import Intensity;
 

iii. to make better use of exiiting capacity; and
 

iv. 
 to relieve the long-term constraints to growth, particularly
 
by improving health services and family planning programmes.
 

2/ 	The National Council is the highest policy making body of the

Vnited National Independence Party. 
 The 19th session took placa
 
in Lusaka in Deceriber 1984.
 



3.3 
 Exchange rate, trade and pricing policies are among the most

powerful instruments that GRZ can use in furtherance of the first two
 
objectives described above. 
These will be examined first.
 

Trade and Exchange Rate Folicy
 

3.4 
 Although Zambia's industrial sector is relati-Tely large and

advanced compared to those of other African countries, ita manufactured
 
exports are exceptionally small. 
 The fact that exports of products, other

than those of the mining industry, have remained so insignificant points to

the existence of serious constraints. 
 In the past these have included:

quantitative export controls administered through the export licencing

system, which imposed administrative burdens on potential exporters; 
lack

of foreign exchange to import raw materials and other inputs; 
the absence
 
of effective institutional arrangements to support exporters; 
an

over-valued exchange rate which made Zambian goods uncompetitive in

external markets; and a foreign exchange control system that offered strong

incentives for producing for the domestic market.
 

3.5 Some important steps have been taken to remove the above

constraints. 
 The foreign exchange retention scheme introduced in May 1982
under which exporters are allowed to retain 50 percent of their receipts

for meeting their import cequirements, is providing some incentive for
exporters. Improvements in the operation of the scheme are underway (Annex

I, issue 4). The development of an operational framework for an Export

Credit Revolving Fund is almost complete. The purpose of the Fund would be
 
to provide immediate, guaranteed foreign exchange for imports needed to
meet a firm export order; it would also serve to provide4 working capital

for the production cycle. Thirdly, legislation will soon be passed which

will set up a semi-autonomous Export Promotion Board, with a full-tine
 
secretariat. 
 Its overall objective would be to encourage, promote and

develop exports of goods from Zambia through the provision of services and
 
support to exporters and potential exporters. Fourthly, the existing

Industrial Development Act will be replaced by an Investment Code (Annex I,

issue 5) which will define the incentives, and legal and policy framework

within which the business sector can operate. 
The Code will give specific

incentives for non-traditional exports (e.g. a drawback of all import

duties, excise tax and sales tax paid on inputs).
 

3.6 
 The exchange rate is the most powerful instrument of general

economic policy for achieving diversification of exports. There is no

question that, given the high cost of domestic production, the

overvaluation of the Kwacha has made Zambian exports uncompetitive in world
 
markets. Two important export commodities, tobacco and cotton, for
example, have as a consequence required export subsidies in the past. 
 The

cost-price of Zambian tobacco in 1981 was about 
15 percent higher than the

price in neighboring countries, %nile 
cotton would only be produced in

Zambia at a price more than twice the world market equivalent price.

Without a realistic exchange rate such cost-price relationships will not

permit Zambia to diversify her export base. Consequently, GRZ devalued the

Kwacha by 20 percent in January 1983. 
 In July 1983, the Kwacha was linked
 
to a special basket of currencies and a flexible exchange rate system
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(i.e. a crawling peg) adopted. Since then the Kwacha has depreciated

further, and in real terms, it is now more than 50 percent lower than at
 
the end of 1982. There are indications that the devaluation has given a
 
significant boost to some exporters in both the manufacturing and
 
agricultural sectors. Manufactured goods exports have more than doubled
 
over the past couple of years and agricultural exports have increased
 
sharply. Since these increases start from a very small base, they are not
 
a major factor in relieving the foreign exchange constraint.
 

3.7 In order to cope with the severe shortages of foreign exchange
 
that have characterized the economy during the past several years, a
 
centralized system of foreign exchange budgeting and allocation has been
 
instituted. It is necessary to have both an import licence and foreign

exchange backing prior to importing any item. The system has proved to be
 
cumbersome and costly to administer; officials have to make foreign

exchange allocation decisions on a fitr-by-firm and product-by-product
 
bases. Budgeting of fcreign exchange has also been problematic, with the
 
result that a considerable over-hang of import licences issued without
 
sufficient foreign exchange backing has developed.
 

3.8 The structure of nominal protection has included high tariffs on
 
final consumer goods and low tariffs or zero duties 
on capital and
 
intermediate goods. 
Fcr example, the average import duty collected in
 
Zambia during 1972-78 was a very low six percent of import valse, as
 
compared to R simple average of 20 percent for 31 African countries. The
 
low level of duty collection has been due to the low level of consumer
 
goods imports and to the low or zero duties on a majority of imported

inp- ts. The system of low protection on capital and intermediate goods and
 
high protection of import competing consumer goods haa induced resourcEs
 
into highly protected activities and allowed inefficient firms to exist.
 
The foreign exchange control and import licensing systems, by excluding a
 
wide range of competing impcrts of consumer goods from the domestic market,

have provided high protection to import substituting activities and tended
 
to reinforce the protection effects of the tariff structure.
 

3.9 In short, the tariff system and the working of the system of
 
foreign exchange allocation and import licenciag exercise substantial
 
influence over decisions made regarding capacity expansion, new investment,
 
production for domestic or export market and the choice of techniques. GRZ
 
accepts that the structure of protection accorded by the existing trade
 
regime has resulted in severe inefficiencies in the. allocation of
 
resources. 
 Specifically, it has encouraged import-intensive industry and
 
discouraged the development of domestic industries that utilize local raw
 
materials and labor; favored packing or assembly-type industries, which
 
provide very few benefits to the economy either in foreign exchange,

employment or skill development; and impeded the growth of factor
 
productivity. Commenting on the shortcomings of the system of foreign

exchange controls, His Excellency the Pre*0ldent recently asked:
 

"How can we ensure that in the allocation of scarce foreign
 
exchange, firms and activities that are most beneficial and
 

profitable to society as a whole are given priority?"
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He continued:
 

"To 	minimize the incidence of inefficient allocations, it is
na-essary to re-examine the system and to see in what way it can
be made less subjective and less dependent on the human factor.

The question is what would that allocative formula be?"
 

GRZ 	is convinced that the allocative formula must eventually
include:
 

i. 	increasing the reliance upon market forces rather than
administrative mechanisms for allocating resources. 
'his implies
the 	gradual dismantling of the foreign exchange controls, import

and 	export licencing and interest rate regulations;
 

ii. 
 restoring balance and increasing the uniformity of the incentive
 
system, particularly between exports and import-substitutes, as
well as between agriculture and industry. 
Thii implies a major

reform in the trade regime with greater reliance on the exchange
rate as a mechanism for allocating foreign exchange, elimination

of import restrictions, rationalization of the tariff structure
 
and review of investment incentives; and
 

iii. 
 introducing greater automaticity into the determination of the
exchange rate consistent with the long-ran prospects for exports

and terms of trade.
 

3.10 
 In the last few months GRZ has taken many measures intended to
bring into existence a policy environment on the above lines (see Annex 1).
In October 1984, a 10 percent minimum duty on intermediate goods and raw
materials was 
introduced which should significantly increase the incentive
(protection) for domestic production of inputs currently imported and
reduce the effective protection on assembly-type industries. Second, the
ba3is for levying import duties has been changed from fo.b, to c.i.f.
This, together with the new minimum tariff, should contribute to increased
government revenues while reducing somewhat the excess demand for foreign
exchange. Further changes in the trade regime and sales tax have been
introduced in the 1985 Budget. 
These are aimed at reducing the overall
level and wide dispersion of effective rates of protection thereby
encouraging efficient allocation of resources to industry. These changes
have the additional objective of increasing government revenue.
Specifically, most of the manufacturers' rebate under which specific
subsectors were exempted from duties on imports of industrial inputs have
been abolished. Also, the existing rate of sales tax on imports of 12.5
percent has been raised to 
15 percent, and the sales tax on locally
produced goods and services has beep increased from 10 percent to a uniform
 
rate of 15 percent.
 

3.11 
 Further actions planned include the unification of the domestic
and import sales tax rate, so that the sales tax applies uniformly to all
goods in the same category, whether of imported or domestic origin. 
'This
would make tariffs the sole source of import protection In the fiscal
 
structure and would facilitate further work on tariff reform, by
permitting, among other things, the abolition of quantitative
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restrictions. 
 In this regard, further adjustment of the exchange rate

would be required to ensure that the tariff-inclusive prices of importablds

rise to levels which eliminate excess import demand. A review of the

national tariff schedule is planned as 
a basis for modification, to achieve
 
greater uniformity of incentives between import substitution and exports

and between industry and other productive sectors of the economy. 
A first
 
step in this process will be the establishment of a Tariff Commission to
 
oversee the implementation of the tariff reform measures 
outlined above.
 
The Commission would also be charged with the task of developing a program

for the long-term reform of the incentive structure.
 

3.12 Irt order to introduce some measures of decentralized allocation
 
of foreign exchange, it is imperative to reduce the gap between the supply
and demand for foreign exchange. 
The exchange rate is an important

instrument to this end. Currently, as 
indicated earlier, the excess demand
is suppressed by import-licensing and foreign exchange allocation systems

which create serious distortions. A further real depreciation of the
 
Kwacha should help in relieving pressure on the allocation system. GRZ ia
 
currently reviewing various options with a view to introducing a
fundamental change iiz the exchange rate system in order to reduce excess
 
demand for foreign exchange and lessen the reliance on administrative
 
controls. 
 This change should also ensure that the exchange rate is
 
maintained at a level consistent with the long-run prospects for exports
 
and terms of trade.
 

Pricing Policy
 

3.13 Another important measure to enable market forces to play a more
important role in the economy was the decontrol of industrial prices in

December 1982 (except for wheat3 /, flour, maize flour and candles). While

the previous policy of controlling prices was justified by the desire to
 
protect consumers from exploitation by producers, it led to economic
 
consequences far beyond what had originally been foreseen or intended. 
 In

particular, it reduced the profitability of firms and their ability to
 
invest.
 

3.14 Since the announcement of price decontrol, the prices of a wide
 
range of commodities, including politically-sensitive products like cooking

oil, beer, sugar and washing powder have risen sharply. During the
 
two-year period December 1982-December 1984, price increases for products

produced by the INDECO group of public sector companies ranged from 25 and
 
50 percent. Largely a 
a result, the combined before tax profits of the

INDECO subsidiaries increased by over 35 percent between 1982/83 and
 
1983/84.
 

3/ 
 Wheat and wheat product prices were subsequently decontrolled in
 
November 1984.
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3.15 Agricultural price policy in Zambia has also undergone

considerable reform through consumer (retail) price liberalization. The
 
prices of most food commodities have been decontrolled. Only maize/maize

meal remain controlled throughout the marketing system. Similarly, the
 
farm level prices of a number of agricultural commodities have been
 
decontrolled. This is applicable to all animal/animal product prices and
 
some crop commodities--although horticultural crops were never subject to
 
price control. However, the major food grain and export crop prices remain
 
controlled. 
 In the last four years, producer prices for most agricultural

goods have been increased substantially with the result that many are now
 
above border price equivalents. This should have led to significant

increases in agricultural output but for the drought situation of the last
 
few years.
 

3.16 Despite the above improvements, reforms are still needed in
 
agricultural pricing policy and marketing arrangements. Marketing has been
 
characterized by monopoly trading rights for parastatals and cooperatives

in the controlled products and inputs (principally maize, cotton, coffee,

sunflower and fertilizer). The policy of administered prices has provided

inadequate incentives for marketing efficiency with the result that
 
parastatals and cooperatives have come to depend on government subsidies to
 
cover their losses. 
 The major features of this policy have included: (a)

the simultaneous fixing of both consumer and consumer/user prices; (b)

subsidies in the form of restitution for costs incurred by marketing

agencies in connection with transportation, handling, storage and
 
management overheads; and (c) pan-territorial pricing of commodities and
 
inputs throughout the crop season. As a result, the pricing system has
 
ignored the locational advantage and relative profitability of crops and,

in the event, has required considerable government subsidies.
 

3.17 In the course of implementing the Agricultural Rehabilitation
 
Project, partly financed by the World Bank and other donors, GRZ will
 
ixtroduce policy and institutional reforms designed to eliminate the above
 
constraii s on igricultural development. 
 A pricing policy consistent with
 
regional comparative advantage is being considered. This should promote a
 
more efficient use of resources and thus enhance the general capacity of
 
the agricultural sector to generate alternative sources of income and
 
employment. Secondly, a price structure that allows full-cost recovery is
 
being considered for introduction which would help eliminate marketing

subsidies, thereby releasing fiscal resources to support the
 
diversification efforts. To achieve this objective, it would be necessary

to improve the efficiency of the produce marketing and input distribution
 
system and make them more competitive by allowing private sector
 
participation. The specific measures that GRZ plans to adopt over the next
 
two years in pricing policy and marketing arrangements are listed in Annex
 
IU. In summary they involve:
 

i. adjusting the structure of maize and maize meal prices to permit
 
margins sufficient to cover the marketing parastatals (NAMBOARD

and Cooperatives), transport, handling, storage and other
 
operating costs, within a regionally differentiated price
 
structure;
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ii. adopting a better price setting methodology for controlled 
producer prices to reflect border-price equivalents; 

iii. initiating steps towards a system wbereby guaranteed producer 
prices for maize and other major crops would become floor prices, 
with NAMBOARD becoming a buyer and seller of last resort within a 
regionally-differentiated price structure; and 

iv. allowing increased competition in the marketing of maize and 
distribution of fertilizer by permitting private sect:or 
participation. 

3.18 Some of these policy and institutional measures, particularly 
those aimed at allowing sufficient margins to cooperatives and DAMBOARD and
 
promoting participation by private traders in maize marketing an:,
 
fertilizer distribution, require further and detailed analysis before
 
implementation. Work is already underway in a number of areas. For
 
example, work on the examination of the magnitude and structure of costs of
 
the cooperative unions has started. These are intended to pave the way for
 
a major study of the marketing system which will make specific
 
recommendations for achieving the objectivea outlined above. 
 Further
 
details of the marketing study are presented in Annex II, issue 3.
 

Making Better Use of Existing Assets and Conserving Foreign Exchange
 

3.19 The economic policy measures discussed in the preceding sections
 
aim at maximizing growth through the efficient use of resources in the two
 
productive sectors with the greatest potential for export expansion and
 
itport-substitution--agriculture and industry. Such policy measures are
 
critical to the success of the first objective of GRZ's economic
 
restructuring program, i.e. to diversify away from copper through new forms
 
of export and import-substitution.
 

3.20 Because of the prolonged scarcity of foreign exchange and
 
shortfalls in government revenues, there is severe under-utilization of
 
capacity throughout the economy and a growing backlog of rehabilitation and
 
maintenance expenditure. Thus, the second objective of the economic
 
restructuring program is to make better use of existing assets by giving
 
priority to increased capacity utilization and maintenance expenditures
 
over new investments. Such a strategy, if implemented together with the
 
proposed changes in trade, exchange rate and pricing policies, would ensure
 
the realization of the other objective of eccnomic restructuring mentioned
 
above, namely, the need to economize on foreign exchange and to reduce
 
capital intensity.
 

Mining
 

3.21 Copper production peaked in 1976 at 712,000 tons, but has since
 
declined to a level of 525,000 tonnes during this past year. 
In the main,
 
this is the result of the inability to deliver sufficient suitable ore to
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the concentrators, thereby leaving concentrators, smelters and refineries
under-utilized. 
 The factors that have contributed to this development
include: 
 declining ore grades as mining operations move into less rich and
accessible areas; inadequate development of ore bodies in the underground
mines and inefficient overburden removal in the open pit, due in large part
to lack of equipment in good working order; and lack of adequate
supervision. A combination of technical and management problems have also
led to 
a decrease in labor productivity, with resulting increases in the
cost of production. Moreover, shortages of foreign exchange have made it
difficult to replace and rehabilitate plant and equipment and the
reliability of existing equipment has declined due to shortages of spare

parts.
 

3.22 
 During the past few years, GRZ has taken a number of significant

steps to reduce production costs and to restore profitability (see Annex
III). In 1981, the two mining companies were merged into a new company,
Zambia Consolidated Copper Mines Limited (ZCCM). 
 The management structure
has been reorganized and a corporate planning department was established to
strengthen the company's strategic planning in the areas of production,
investment, personnel and finance. 
 In 1982, a cost-cutting program was
initiated which resulted in a 17 percent reduction in operating costs
during the first year alone. 
 This was achieved by reducing the labor force
through attrition, and by improved inventory management. Also, an
expatriate compensation policy, which provides 
a total compensation package
competitive by international standards, has been introduced. 
Finally, GRZ
now credits ZCCM's account directly with a specified amount of foreign
exchange earnings, up to a pre-determined total annual allocation. 
This I.s
an attempt to ensure timely availability of foreign exchange as a necessary

ingredient to ZCCM's successful operations.
 

3.23 
 In addition to the cost-cutting and rationalization measures,
ZCCM has embarked upon a major rehabilitation programme budgeted at
approximately US$300 million over the 
1984-86 period. 
The program consists
of 
numerous projects to increase the productive capacity of existing apsets
through the replacement of worn and obsolete equipment and the rebuilding
and replacing of small components of large facilities in order to improve
on their efficiency, availability or safety. 
As part of the rehabilitation
program, ZCCM is undertaking a number of special studies to review its
present operations and plans. 
 These studies (see Annex III) 
are intended
to 
lead to an action program to increase labor productivity, improve cost
control practices, and establish a systematic approach to financial and
'conomic cost/benefit analysis of investments. 
 Several of the studies have
been completed and the-r reconmmendations are being reviewed by ZCCN.
Implementation of these recommendations may involve further reductions in
the work-force, adjustment of compensation packages, and the possible
closure of uneconomic mines. As difficult as these decisions will be, GRZ
realizes that they are essential 
o reatoring ZCCM's efficiency and making
the copper industry profitable. It also realizes that without a
rehabilitated and competitive copper industry, the economic restructuring
and diversification efforts would fail for lack of financial resources.
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Energy
 

3.24 The energy sector offers significant scope for making better use
 
of existing assets and conserving foreign exchange. The action plan for
 
achieving this is described in Annex IV and consists of measures 
to: (a)

reduce energy imports, particularly of petroleum; (b) improve the
 
reliability of the existing power system; (c) rehabilitate existing plant

and infrastructure; (d) rationalize energy prices to promote efficient
 
consumption; and (e) strengthen the capability of institutions in the
 
energy sector.
 

3.25 Several steps are being taken to reduce energy imports that are
 
either unnecessary or can be replaced by domestic output. First, a
 
pre-investment evaluation has shown that the reconfiguration of the Indent
 
Refinery by the addition of a mild hydrocracker would reduce petroleum

imports by about US$10 million per year and increase the scope for product
 
exports. At a total cost of about US$30 million, it would clearly be a
 
high priority investment. Second, preliminary analysis suggests that
 
investment in the substitution of coal for heavy fuel oil in ZCCM's copper

smelting operations has a payback period of between three and four years.

With foreign exchange extremely scarce, the economic benefit from
 
substituting indigenous for imported energy is probably higher still.
 
Thus, should the feasibility analysis confirrm that initial assessment, the
 
investment, which is estimated at about US$20 million, would be regarded as
 
high priority. Thirdly, in the area of energy substitution, progress has
 
been made in the substitution of electric for diesel power in the copper

mines. ZCCM has launched a program at the Nchanga Open Pit Mine to convert
 
the waste haulage system from diesel to electric trolley assist. The
 
project is scheduled for completion this -,aRr and will redae diesel oil
 
consumption by about 26,000 tons per yc.ar, 
saving US$8 million annually in
 
foreign exchange for an investment of about $35 million. ZCCM is also
 
testing cable-reel electric drive load-haul dump units as replacement for
 
the present diesel-drive units used underground. Substitution of about 20
 
percent of the diesel unit appears to be feasible.
 

3.26 At present about 20 percent of electric power is lost on the
 
transmission and distribution system, owing to worn equipment and lack of
 
spare parts. Zambia Electricity Supply Corporation's (ZESCO)
 
rehabilitation needs were estimated at about US$40 million in 1982. 
 The
 
immediate priority is to improve the reliability of the existing power
 
system, with emphasis on strengthening ZESCO's technical operations and
 
completing the maintenance, repair and reinforcement work necessary to
 
avoid major power interruptions. ZESCO has prepared proposals for the
 
rehabilitation and reinforcement of the Lusaka and Kitwe Urban power

stations, the cost of which is estimated at about US$4.4 million. 
It has
 
also identified about US$1 "million of investments urgently needed to
 
rehabilitate the aging Victoria Falls power station. 
ZESCO also plans to
 
define the scope and focus of a comprehensive power sector rehabilitation
 
program and to identify measures to strengthen its maintenance programand
 
operating procedures.
 

3.27 Feasibility nalysis of the rehabilitation needs of the Maamba
 
Colliery to raise its output sufficient to meet potential domestic and
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export demand for coal has been completed. It concludes that

rehabilitation of the colliery should proceed, at an estimated initial
 
investment of US$32 million. 
 If implemented in 1985, this project will

raise the colliery's output capacity to 750,000 tons per annum by 1987,

compared to 483,000 tons produced in 1983/84. Increased coal output and
impr ied production efficiency would eliminate the need for coal imports,

remove the production bottleneck in some industries caused by inadequate

coal supplies and facilitate further possible substitution of coal for

imported fuel oil. 
 The Tazama Oil Pipeline is the only source of bulk
petroleum feedstock supply to the 
Indeni Oil Refinery. The pipeline is

leaking substantially and increased quantities of feedstock are being lost,
particularly over its first 250 km section. 
Maintenance costs are rising

by over 20 percent per year. 
This, in itself, is a serious cost to the
 economy. 
 Still more serious is the prospect of a major pipeline breakdom

which, with only 20 days feedstock storage at the refinery, would rapidly

cause its closure, forcing imports of refined products by land or Air at

high cost. In view of the severity of 
the problem, GRZ is launching a

project to define the essential pipeline rehabilitation requirements,
 
priorities and scheduling.
 

3.28 Inappropriate energy pricing, particularly of petroleum products,

has caused a sub-optimal pattern of energy consumption. For example, in

1982 heavy fuel oil was priced at just 67 percent of its import parity

equivalent, which induced ovei-consumption. Moreover, as 
a result of
wholesale prices and tax policies, considerable distortions have been
 
introduced in the relative price of petroleum products at the retail

level. This has been particularly notable in the case of kerosene, the
1982 retail price of which was 49 percent lower than that of diesel oil,

while its import parity price was two percent higher. Increases in
petroleum prices between 1982 and December 1984 have significantly reduced

these price distortions. Wholesale prices of heavy fuel oil and kerosene

have been raised more sharply than those of gasoline and diesel oil. 
 The
increases over the same period have also been heaviest on kerosene,

although it remains lightly taxed relative to other petroleum products.

Future prices and tax changes will attempt to eliminate the remaining

weaknesses in petroleum product pricing.
 

3.29 It is evident from the preceding discussion that difficult issues
 
and painful choices will confront Zambia's energy planners in the next few
 
years. In particular, the rehabiLitation and maintenance projects

identified by the various pre-investment studies will require resources in
 
excess of those likely to be available to the sector. 
 GRZ' first priority,

therefore, is to prepare a carefully structured aid selective energy

investment programme consistent with current economic priorities and

available resources. Institutional reform designed to increase the
effectiveness of institutions in the energy sector will also be required.

To this end, a body whose functions would include updating a national
 
energy plan (including investment and financial requirements) and the

formulation of policies on energy conservations, pricing, taxes &nd
 
subsidies, is needed for the effective coordination of energy policy (Annex

IV, issue 5).
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Industry
 

3.30 Earlier in this chapter the problems facing the industrial sector
 
were described. It
was pointed out that the severe scarcity of foreign
 
exchange has contributed to the poor performance of manufacturing

enterprises during the past decade. 
 Because of the high capital-inLensity

and import-dependence of most firms, Zambia's reduced capacity to import

has resulted in a severe under-utilization of capacity in the sector.
 
Trade and exchange rate policies have been inward-looking and have
 
adversely affected factor productivity. Thus, the industrial development

strategy appropriate at 
this time should stress policy and institutional
 
reforms designed to increase industrial efficiency, encourage investment
 
and export growth, and reduce import and capital intensity. The required

changes in trade and exchange rate policieL have already been discussed.
 
Measures that GRZ intends to adopt to increase industrial efficiency

through the strengthening of the already viable and potentially efficient
 
existing industries in the public sector will. now be described. This will
 
be followed by a description of the incentives arid measures that GRZ hopes

to introduce in the form of an Investment Code to encourage private
 
investment.
 

3.31 The public/parastatal sector has 
come to play a leading role in
 
industrial development. Purchase of controlling interests in existing

firms, together with new investments, resulted in a major change in the
 
structure of ownership in manufacturing between 19658 and 1972 from
 
predominantly private (and foreign) to 
one in which the parastatal

enterprises now account for about half of manufacturing output and more
 
than forty percent of manufacturing employment.
 

3.32 Between 1970 and 1980, the public sector, represented primarily

by the Industrial Development Corporation (INDECO), grew at rates exceeding

those for the economy as 
a whole and those for private manufacturing. This
 
growth was accompanied by deterioration in relative productivity both
 
within individual industries (as compared with the private sector) and as a
 
result of a shift in investment within the public sector towards lower
 
productivity activities. The deteriorating productivity performance of the
 
parastatal sector had its counterpart in deteriorating financial
 
performance--from an average gross return on fixed assets of 
12 percent in

1969/70 to sizeable losses In 1978/79 and 1979/80. Since 1980, an
 
encouraging recovery in financial performance has taken place. 
 Still, the
 
public/parastatal sector suffers from a number of factors inhibiting good

economic performance. 
 Some of these, for example pricing and investment
 
decisions, are 
the result of policy actions taken outside the firm, but
 
poor performance has also been related to management practices and the
 
organization of the public sector.
 

3.33 In general, public sector'organizational and management changes

have been designed to increase the autonomy and accountability of
 
individual firm managers. 
 These efforts at decentralization of decision
 
making were further reinforced by the decontrol of prices in 1982, which
 
made individual enterprises, subject in some cases to approval by the
 
parastatal holding companies, responsible for their pricing decisions. The
 



- 21 

management and pricing reforms have been partially successful in increasing
the autonomy of individual enterprises. 
A major area of concern for the
public/parastatal sector is the'lack of appropriate investment criteria for
the selection of new projects. 
 Past public sector investments have been
characterized by high (and frequently excessive) capital intensity and
dependence on imports. 
 These characteristics have contributed to the
sector's relatively poor performance in terms of domestic resource costs of
generating or saving foreign exchange, and indicate that more effective
criteria for screening investment proposals must be implemented in the
public sector. Consequently, GRZ's action plan for improving the
performance of the public/parastatal sector presented in Annex I stresses
first, the introduction of strict economic and financial criteria for
project selection and for the evaluation of the performance of existing
ones and second, increasing the capacity of INDECO to evaluate
investments. 
More specifically it is intended that INDECO:
 

i. 
formulates economic criteria to be applied in evaluating new
investments and the performance of existing enterprises;
 

ii. establishes 
an Evaluation Unit 
to apply the above criteria;
 

iii. restructures, or otherwise discontinues projects that do not
 
satisfy the criteria of economic viability;
 

iv. implements measures, on the basis of 
a consultant's review of
economic viability and operational efficiency o INDECO's
subsidiaries, to improve the performance of enterprises with
potential economic viability and to shut down enterprises

that are not economically viable; and
 

v. 
implements the recommendations of a study into the
appropriate level of compensation, as well as 
other measures,
necessary to recruit and retain qualified staff, particularly

engineers and financial managers/accountants.
 

3.34 The Industrial Development Act of 
1977 was intended as an
instruments for attracting private investment. 
 It has not had the desired
impact, partly because the investment incentives contained in it have not
been sufficiently clear or well-publicized. 
Moreover, the Act maintains 
a
scrong regulatory environment and its incentives are provided in
discretionary way. a
The Act has also been criticized for providing
incentives 
(e.g. remission of duties, investment allowances on capital
goods) biased! in favor of capital-intensive and import-dependent
investment. 
 FoL these reasons, GRZ is replacing the Industrial DEvelopment
Act with an Investment Code which, in addition to setting out Government
policies towards the business sector (remittances rights to profits,
arbitration producers, etc.) will.provide a precise definition of the
incentives available and of the criteria upon which such incentives are to
be granted. 
 (See Annex I, Issue 5 for a summary). It is GRZ's hope that,
once promulgated, the Investment Code and the new policy environment that
is 
being create will allow the private sector to play a more dynamic role
in Zambia's industrialization effort and economic development in general.
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Transport
 

3.35 Zambia has an extensive and well developed transport
 
infrastructure as a result of large investments made since independence
 
(principally in a pipeline, a road and a railway to the port of
 
Dar-es-Salaam in Tanzania and expansion of the domestic network).
 
Maintenance and rehabilitation of the transport infrastructure and improved
 
use of rail and road fleets are clearly the major issues in the sector.
 
While there is ample stock of transport equipment, the shortage of foreign

exchange and spare parts have led to low utilization of the trucking, bus
 
and railway fleets. Workshop and maintenance facilities are poorly
 
equipped and staffed. GRZ's highest priority, therefore, is to arrest the
 
deterioration of existing assets. In this regard, the first phase of the
 
rehabilitation programme for Zambia Railways, which begun in 1979, has been
 
successfully compieted. The second phase of the programme is about to
 
begin and seeks to improve the operational efficiency of the railway by
 
providing for:
 

i. 

ii. 

replacement of life-expired rolling stock and equipment 
needed to meet projected traffic demand; 
material and spare parts for maintenance of Zambia Railways' 

equipment and facilities; and 

iii. modern operational facilities. 

The total cost of the three-year program is US$83.1 million. The World
 
Bank's affiliate for concessionarv lending, the International Development
 
Association (IDA), the African Development Bank (ADB) and other door
 
agencies are providing financing for the project.
 

3.36 Because of reduced budgetary allocation for road maintenance, the
 
road system has deteriorated considerably in the last several years.
 
Concern with this problem has led GRZ in the last two years to reduce
 
sharply the capital budget for new road construction in favour of increased
 
allocation to road maintenance. Also, after a very slow start,
 
implementation of the Third Highway Project nas 
improved considerably.
 
Orders for new road maintenance equipment, materials and spare parts,
 
totalling about US$20 million, for the rehabilitation of existing equipment

have either been received or placed. This should strengthen the capacity
 
of the Roads Department, the agency responsible for road maintenance and
 
reconstruction. GRZ is also preparing q comprehensive inventory of road
 
conditions in the country in order to prepare s high priority program for
 
reconstruction o" the r':ad network. 
Lastly, with thu assistance of the
 
EEC, a study is to be undertaken of the feasibility of rehabilitating
 
selected buses and trucks. 
 The study will also identify the equipment,
 
parts and materials needed for both the initial recommended level of
 
rehabilitation and for the following five years. 
 A further objective of
 
the project would be to secure the long-term viability of transport
 
enterprises capable of supplying an adequate volume and quality of
 
services.
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3.37 Institutional reforms are also needed in the transportation
 
sector. Poor coordination among the three ministries most directly

involved in the transport sector (the NCDP, Ministry of Power, Transport

and Communications, and the Ministry of Works and Supply) has prevented

effective transport planning. Rationalizing their functions, developing a
 
coherent transport strategy, and introducing economic criteria for project

selection are objectives that GRZ will be pursuing in the medium term. 
To
 
these ends, steps are being taken to:
 

(a) strengthen the planning unit of the Ministry of Power,
 
Transport and Communications to make it the principal
 
transport sector policy-making and straLegy formulating
 
entity within the Government; and
 

(b) prepare a transport sector strategy and an investment program
 
for carrying it out.
 

Relieving the Long-Term Constraints
 

3.38 Improved policies and institutional reforms will succeed only if,
 
in addition to attending to the short-term crisis, they ease the
 
longer-term constraints to growth and development. As pointed out in
 
Chapter 2 above, Zambia's greatest potential for long-term economic
 
development lies in the agricultural sector. Within the sector, the
 
smallholder (emergent and traditional) farmer has the greatest potential

for expansion. The productivity of the smallholder farmer, however, is
 
very low. 
Policies and programmes directed at relieving the constraints on
 
smallholder productivity is, therefore, the main thrust of Zambia's
 
agricultural strategy.
 

3.39 The reforms in agricultural pricing and marketing arrangements

described earlier should increase produce-' incentives and lead to the
 
expansion of smallholder production in the short to medium term. 
 In the
 
longer term, agricultural research and exten-'ion services must be improved
 
considerably before the agricultural sector can move rapidly towards
 
becoming the leading sector in the Zambian economy. Research and extension
 
services have not been as effective as they could be in increasing the
 
productivity of the traditional sector. 
 The reasons are varied. Research
 
has been largely oriented to the commercial sector, and as a result, few
 
technical packages have been developed which are suitable for the
 
smallholder. 
Second, there has been little adaptive research (i.e.,

regionally oriented to the various climates and soils in Zambia), with the
 
result that the extension service does not have the right messages to
 
deliver. 
This is due partly to poor feedback and coordination between the
 
research and exttension services. 
 As a result, the needs of the smallholder
 
have not been properly fed into the research effort.
 

3.40 A different set of problems reduces the effectiveness of the
 
extension service. Althoigh staffing in the extension service is quite

adequate (one demonstrator per 350 farmers and one diploma-grade officer
 
per 700 farmers), extension is hampered by inadequate training of present

staff, lack of effective supervision, and lack of recurrent resources for
 
transport and field demonstrations.
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3.41 These problems suggest that the research and extension effort
 
needs to be reviewed in order to achieve greater orientation towards
 
increasing smallholder productivity. More adaptive research, and a better
 
system of feedback between the two services is needed. Research results
 
should be incorporated in the training programs of extension workers, and
 
future research efforts should be geared towards supporting an agreed
 
long-term agricultural strategy. it is against this background that GRZ is
 
developing a project designed to strengthen the technical capacity and
 
efficiency, and sharpen the focus of the Research and Extension Branches of
 
the Agriculture Department of the Ministry of Agricultural and Water
 
Development so that they can develop and extend to farmers, especially
 
smallholders, a continuing flow of new and improved agricultural technology
 
aimed especially at those crops and livestock enterprises in which
 
increased output would be either economically exportable or import
 
substitutable. The project is being developed with the assistance of the
 
World Bank; it would be the first five-year phase of a long-term national
 
programme covering at least 15 years. The objectives of the project are
 
described in Annex II, Issue 4. In brief, it will attempt to:
 

(a) strengthen the technical capacity and efficiency of
 
agricultural research and extension services;
 

(b) increase the productivity and effective utilization of
 
resources in research and extension by rationalizing existing
 
facilities while ensuring that the available facilities are
 
fully used and maintained;
 

(c) sharpen the focus of research and extension efforts, and
 
strengthen critical linkages between these two services to
 
better address agricultural problems, particularly of the
 
vast majority of smallholder farmers; and
 

(d) support institutiont-auilding in the research and extension
 
subsectors through technical assistance and training in
 
programme planning and analysis, extension methodology,
 
adaptive farming systems research, monitoring and evaluation,
 
ect.
 

3.42 The project forms part of GRZ's incremental investment program in
 
agricultural research and extension of US$87.7 million (including US$64.7
 
million foreign exchange) over the next five years; it was prepared in 1984
 
with the help of consultants. Part of this programme is expected to be
 
covered by continuing assistance of more than a dozen donor agencies,
 
mainly in support of specific commodity research teams, adaptive research
 
planning teams, and overseas training programmes. The implementation period
 
of the project would be five years.
 

3.43 The _.pulation of Zambia was 5.7 million at the time of the 1980
 
census. It had increased by over 40 percent since the 1969 census when the
 
population was 4.1 million - an average annual growth rate of 3.1 percent.

In the abserce of any change in fertility, the 198U population would double
 
by the year 2000 to 11.5 million and would multiply by three and half times
 
over the next 35 years to 21 million. As Zambia seeks to diversify its
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economy, promote agricultural growth and deepen the social infrastructure
 
per capita, an increasing proportion of resources - financial, technical
 
and managerial  will have to be diverted to investment. The current high

rate of population growth will generate consumption demand that will
 
L'nmpete directly with resources needed for investment, worsen the
 
dependency burden on the working population, intensify the problems of
 
urban growth and labour imbalance (both through high urban natural increase

and through the stronger imputs to urban migration from greater pressure on
 
the land in key sending areas), and hold back the country's progress in

feeding and caring for its people. In short, the rapidify of present

population growth, more than the ultimate population size, is the main
 
constraint to steady socio-economic progress; it needs to be restrained to
 
a level consistent with growth in agricultural productivity and general

economic development if the standard of living of the Zambian people is to
 
rise in the future.
 

3,44 GRZ believes that fertility reduction is the most humane and
 
practical long-term solution to the problem of rapid population growth.

But fertility reduction can only be achieved with public understanding of
 
the problem and through a strengthened programme of family planning

services. 
 Although GRZ has yet to formulate a population policy, it has
 
made a positive start in family planning as part of the maternal and child
 
health programme and plans to provide family planning service as part of
 
the primary health care programme. A voluntary agency, the Planned
 
Parenthood Association of Zambia, is also providing population services.
 
In the long run, an effective multi-sectoral population programme designed
 
to reduce fertility and population growth would be needed. Elements of
 
such a programme would include: 
 the development of institutional capacity

to analyze population issues and to ensure 
that the population dimension is
 
fully addressed in national sectoral planning; the strengthening of family

planning services, both of GRZ and those operated by non-government

organizations; the inclusion of population education in secondary and
 
tertiary curricula; the development of effective family planning demand
creating programmes; and the development of population programmes in key

sectoral ministries (such as education and labour) to ensure that the
 
programmes of those ministries assist to the maximum degree possible in
 
meeting overall national demographic goals.
 

3.45 Experience in Africa and elsewhere has shown that delivery of
 
family planning services through integration with maternal and child health
 
(MCH) services is a cost-effective and an efficient delivery mcra.
 
Improvement of family planning services must of necessity involve
 
improvements in the delivery of MCH services which would also have
 
beneficial effects in terms of reduced morbidity and mortality of the
 
client group. At the same time, in the present and likely future climate
 
of constrained resource availability in the Zambian health sector, the
 
resources ne-essary to suport, on a sustained basis, improvements in the
 
coverage and quality of MCH and family planning services are likely to come
 
only from improvements in the overall efficiency of the health system

and/or from resource mobilization through increased cost recovery.
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3.46 GRZ is currently preparing a pilot project with components

designed to assist in achieving these long-term objectives. The proposed

World Bank-assisted project would have fo,,r main thrusts:
 

(a) to support population programmes in some key ministries
 
(e.g., to strengthen demographic analysis and population

policy formulation in the FCJP, 
 to develop information,

education and communication Jhrough the Ministry of Health
 
and the Ministry of Information, and to finance population
 
programmes in 
one or two sector ministries);
 

(b) to improve the delivery of primary health care (particularly

MCH and family planning services) in the Lusaka area which
 
has significant unmet demand for family planning services;
 

(c) to improve the operational efficiency of the Lusaka health
 
services, particularly the University Teaching Hospital

(UTH), and to introduce a degree of cost recovery for UTH
 
curative services; 4/ and
 

(d) to strengthen the Ministry of Health's 
ability to plan and
 
manage the development of the health sector.
 

3.47 
 On the basis of the e.perience gained from the above project, the
 
delivery of family planning services will be expanded to other major urban
 
areas and, subsequently, to other parts of the country in line with

increased management capability and rising demand for family planning

services. 
 These future projects would also provide for demand generation

activities to be further strengtheped, and family planning activities would

become a national programme. The efficiency of other major urban hospitals

would also be improved, building upon the experience gained from the Lusaka

(UTH) project, and cost recovery would be introduced to these hospitals.
 

4/ The UTH occupies a unique position in the country's health sector, as
 
it consumes substantially more resources 
than any other health
 
facility. 
 It offers significant potential for operational improvements

and cost savings. Moreover, as 
the only medical training institution
 
in the country, any improvements in primary health care achieved at UTH

could influence the future practices of all locally trained doctors.
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4. PRIORITY PROGRAMMES FOR DONOR AS91STANCE
 

4.1 ine policy and institutional reforms summarized in the previous
 
chapter and detailed in the annexes 
to this paper will bring about the
 
restructuring of economic relationship required to ensure recovery and
 
growth, including production and export diversification, reduced import and
 
capital intensity of production and consumption, higher ratios of
 
investment and saving to GDP, and greater self-sufficiency (and security)

in basic foodstuffs. This restructuring will take time; several years, in
 
fact, will be required for the new institutions to be set in place and
 
considerable patience and commitment will be needed from all concerned.
 

4.2 Despite the breadth and depth of the reform programmes in place
 
or to be undertaken, they, alone, will not be sufficient to bring about the
 
restructuring required in the economy. 
They need to be buttressed by an
 
increased inflow of foreign exchange resources to restore imports and
 
production levels so that the reform programmes can become effective. For
 
example, it does no good to provide incentives for non-traditional exports

if those exports cannot be produced in the first place becaua of a lack of
 
essential imported inputs. 
 Likewise, increased producer prices, tax relief
 
and other incentives provided to agriculture can have no benefit if
 
essential agricultural machinery and other inputs 
are not available to
 
allow production to increase, or tyres and spare parts are not available
 
for trucks to take the produce to market, or if manufactrred goods

(domestic) are not available for farmers to spend their increased incomes
 
on.
 

4.3 It is essential, therefore, that a minimum level of foreign

exchange be available to support Zambia's restructuring efforts and that a
 
significant proportion of these resources over the next few years take the
 
form of quick-disbursing input support. As noted earlier, because of
 
continued weakness in copE.r prices, and higher debt servicing requirements

than expected, the amount of foreign exchange available from export

earnings falls considerably short of what is needed in the way of input

support for the recovery effort. The members of the Consultative Group are
 
requested to assist in filling this gap.
 

4.4 The need for a comprehensive public investment programme was
 
recognized at the last meeting of the Consultative Group. It was agreed

that such a programme would be presented to the next meeting, which at t!;at

time, was tentatively scheduled for later this year, or early in 1986.
 
Because the Group is meeting earlier than planned, it has not been possible

to present such a programme. However, as indicated in Chapter 1, several
 
initiatives in planning and budgeting are currently underway which would
 
result in a public sector investment programme based on a realistic
 
assessment of expected resources, both domestic and external, over the next
 
two to three years. In the meantime, as His Excellency The President has
 
clearly stated, no public investments are to be undertaken unless they have
 
net positive foreign exchange benefits. Rehabilitation and maintenance
 
projects will receive high priority in the use of investment resources.
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4.5 An increacing proportion of the country's foreign exchange
 
receipts, particularly of external capital inflows, must be directed
 
towards raising capacity utilization levels in support of policy and
 
institutional reform initiatives. To channel these quick-disbursing funds
 
to the appropriate uses within the priority sectors (mining, agriculture,
 
industry, transportation and energy), a series of lending instruments
 
(projects) have been prepared. We seek support from the Group members for
 
these projects.
 

Industry
 

4.6 The World Bank is preparing an industrial reorientation project
 
that will provide quick-disbursing assistance to the sector with the view
 
to raising capacity utilization and efficiency. By concentrating resources
 
on the more efficient enterprises and emphasizing export and
 
import-substituting activities in the public and private sectors, the
 
project will increase the supply of manufactured goods to the domestic
 
market, help bring about the restructuring required in the sector and raise
 
the competitiveness of'Zambia's manufactured goods in external arkeia.
 
Manufacturing activity will be more outward looking in its product and
 
marketing orientation and more reliant on local resources as regards its
 
use of industri&l inputs, including raw materials and intermediate and
 
capital goods. Production and employment will be increased, as wifl
 
workers' incomes, and manufactured exports may be expected to increase.
 
This project will support and encourage the policy reforms described
 
elsewhere in this paper, including an incentive package that is neutral as
 
between production for export and for the domestic market, the removal of
 
administrative obstacles to exporting, the enactment of an investment code
 
to encourage investment, the introduction of more market determination in
 
pricing, and the maintenance of appropriate exchange rates under a more
 
flexible exchange rate system. Measures are also planned which will
 
increase the effectiveness of project selection and parastatal performance.
 

4.7 During the next two years (1986-87), the industrial sector's
 
foreign exchange requirements, over and above what can reasonably be
 
expected to be available from the country's foreign exchange earnings, are
 
estimaed roughly at US$200 million. This would raise the capacity
 
utilization level from the present 40 percent to about 60-70 percent. The
 
World Bank's contribution to the sector through the lrdusrrial
 
Reorientation Project is expected to be about US$50 million, on IDA terms.
 
This contribution would finance imported spare parts, raw materials,
 
replacement equipment, intermediate goods, ect, ard would contain initial
 
funding for the Export Credit Revolving Fund. Criteria a-re being
 
established to ensure that only the most efficient and highest priority
 
enterprises have access to resources. Processing of this project is well
 
advanced and approval is expected by the Bank's Board in August/September
 
1985. Members of the Consultative Group are requested to provide
 
cofinancing for this project.
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Agriculture
 

4.8 
 A recovery programme for the agricultural sector is already in
place, but will require additional external funding due to the reduced
amont of foreign exchange likely to be available from the country's export
earnings. This programme will provide the imported inputs needed to
restore output and productivity levels, thereby increasing the availability
of domestically produced food items and providing the basis for an
expansion of agricultural exports. 
 The extensive policy and institutional
reform package for the sector described elsewhere in this paper is being
supported by this programme, as are other measures being taken to increae
the efficiency of the marketing and input distribution systems and to
improve research and extension services.
 

4.9 
 An immediate objective of this programme is to provide a
continuous flow of essential farm machinery and implements, spare parts and
agro-chemicals into the sector. 
Included in the items to be financed under
the programme are: 
 tractors and spare parts for the tractors; mechanically
powered and animal-drawn machineray and implements for land preparation,
sowing and weeding, fertilizer and agro-chemical spreading or spraying, and
for crop harvesting; ox-carts; spare parts for farm machinery (including
trucks) implements, ect; 
and various crop protection chemicals and
insecticides. 
 These inputs will go primarily to the commercial and
emergent farmers, who, by virtue of having already the appropriate
technical packages and the necessary resources, have the best prospects for
increasing agricultural output quickly.
 

4.10 
 The Agricultural Rehabilitation Project, financed by the World
Bank and other donors, will provide US$65 million during the June 1985-June
1987 period. It is estimated that this amount will cover roughly 40
percent of the sector's requirements for imported inputs, which are

estimated at approximately US$160 million for the period.
 
4.11 
 The Government is presently negotiating with the US Government on
a program of quick-disbursing assistance to the sector which will cover
part of the remaining requirements. 
 However, a substantial shortfall will
still exist for which other donors' assistance is requested. Subtracting
the amount likely to be available from the count y's export earnings would
still leave about US$60 million to be financed from additional external
soures during this period. The largest proportion of these resources would
be used to finance spare parts for on-farm vehicles and machinery, although
some would be used also to finance new tractors and spare parts fuj
tractors. 
Additional commitments by other donors now would ensure that the
foreign exchange requirements for the period would be met.
 

4.12 
 While the most critical need at present is to provide inputs to
the sector, it is also important that programmes be initiated now to
resolve the longer-term constraints on agricultural growth. 
With this in
mind, the Government has prepared a project designed to improve the
country's research and extension services for which it is seeking donor
support. 
As described earlier, the major objectives of this project, which
was prepared with World Bank assistance, are: 
 (a) to strengthen the
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technical capacity and efficiency of agricultural research and extension
services so that they 
can provide a continuous flow of new technology to
farmers, particularly smallholders; (b) to increase the productivity and
effective utilization of resources devoted to research and extension by
rationalizing existing facilities while ensuring that the available
facilities are fully used and maintained; (c) to sharpen the focus of
research and extension efforts and strengthen the linkage between them; 
and
(d) to strengthen programme planning and analysis, extension methodology,
adaptive farming systems research monitoring and evaluation through
training and technical assistance. 
 The research programme will be
reorganized and strengthened to include greater emphasis 
on on-farm
adaptive research and on-station applied commodity research. 
The research
station network will be rationalized by phasing out redundant facilities,
etc. Extension services 
are to be reorganized and strengthened through the
phased introduction of an incentive system along training and visit (T & V)
lines. A comprehensive staff development programme is included in the
project and a strong effort will be made to improve the management of both
the research and extension programmes.
 

4.13 
 The total cost of this project, including contingencies, is
estimated at US$60 million, with a foreign exchange component of about
US$45 million. 
 The World Bank, through its soft loan affiliate, IDA, is
expected to assist in financing the project and additional financial
support for the foreign exchange costs estimated at about US$30 million,
will be needed from the donor community. 
Also, given the Government's
tight budgetary position, a substantial portion of the incremental
recurrent (local) costs, estimated at US$5 million, may also have to be
covered by external financial sources.
 

Transport
 

4.14 
 Freight services in Zambia at present are unable to handle
efficiently and adequately the road transportation needs of the country's
external and internal trade. 
 Although the demand for freight services has
only increased marginally in the last few years due to depressed levels of
economic activitiy, there has been a steady deterioration in the
availability of equipment due to the lack of foreign exchange for spare
parts, ect. 
 The decline has been most pronounced in the last 24 months
when inventory levels of spare parts, tyres and tubes have been depleted.
The impact on the availability of transport services has been severe. 
Out
of 1,700 serviceable trucks in the private sector, only 800 (47 percent)
are in running condition: 
 of the last 520 serviceable trucks in the public
sector, only 25 percent, or 
135, are presently on the roads. 
 On average,
only 42 percent of the fleet of trucks in the country are 
in running
condition. 
Consequently, the essential transportation support services to
be provided to the mining, agricultural, industrial and other sectors of
the economy will be far below desired levels. 
 This will surely have a
debilitating effect on the economy.
 

4.15 Of immediate concern is the impact this decline in transport
capacity is having on 
the agricultural sector. 
With the cycle of drought
at last having been broken and with the improved vroductivity etc,
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agricultural production has increased significantly this year, particularly

as regards the maize crop. 
 However, because of the low level of transport

capacity available, it is proving difficult to get the crops to market.
 
This is likely to have a serious effect on farmers incentives and may

negate any benefits expected from the reform programs. Assuming favourable
weather conditions continue to prevail, agricultural production is expected

to rise even further in subsequent years and the transportation
 
requirements may be expected to increase apace.
 

4.16 Similar problems affect the passenger transport sector where
 
private operators now have as much as 
75 percent of the total bus maiket,

but normally operate only in the urban areas or along paved roads. 
 W"ilst
 
private bus transporters had in previous years provided a reasonable

service, there has been a visible decline in the availability of buses in

this sector. Although the United Bus Company of Zambia (UBZ), a public

sector enterprise, operates both in urban and rural areas, 50 percent of
 
its operational fleet is grounded, and its services in the urban, but
especially in the rural areas, have deteriorated. A very high proportion

of the country's work force in both the rural 
and urban areas depends upon

bus transportation to reach its place of employment.
 

4.17 GRZ recognizes that efficiency levels in the public sector
 
transport companies has been affected by management, planning and technical
 
problems. 
A number of steps are being taken to rebuild these enterprises

into well-managed commercially viable operations, whilst at the same time
 
encouraging private initiative in the provision of transportation

services. To complement these initiatives and to ensure that the basic

needs of the road haulage and passenger transportation requirements of the
 
economy are satisfied, there is urgent need for donor assistance in this
 
sector.
 

4.18 The rehabilitation of existing equipment and the provision of
 
regular supplies of spares, tyres and tubes, etc., take priority. The
rehabilitation of grounded vehicles would reduce the need to purchase new

trucks in the short to medium term. 
In addition, a significant proportion

of the fleet is no longer serviceable and not amenable to rehabilitation.
 
Consequently, a replacement program needs to be designed with the view to
 
maintaining transport capacity in line with the country's growth prospects

over the next few years. 
 It is estimated that the rehabilitation and

replacement needs over the next couple of years will be about US$45
 
million.
 

4.19 The rehabilitation component cculd involve about 250 trucks in

the public sector and 700 trucks in the private sector, plus the provision

of essential spare parts, tyres and tubes, etc. 
A total of 500 buses in

the private and public sectors could also benefit from the rehabilitation
 
program. 
The EEC has initiated a study with the objective of specifying
 
more precisely the needs for bus and truck rehabilitation as well as for
 
replacement. In addition, the study will address a number of other

sub-sector issues, e.g., the adequacy of bus fares and cargo tariffs,

improvements in management and workshop practices, the needs of small-owner
 
operators, training and technical aesistance needs, etc., with the view to

improving its performance overall. The results of the study will provide
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the 	basis for a transport sector project for possible EDF financing. This
 
project would have as its ultimate objective the long-term viability of
 
transport enterprises, capable of supplying an adequate volume and quality

of services, at appropriate levels of self-financing, and would provide a
 
basis 	for mobilizing external resources for the sector.
 

Mining
 

4.20 It was stated in the previous chapter that the copper industry,
 
as the main provider of foreign exchange, has a major role to play in GRZ's
 
restructuring and diversification efforts. Copper output and profitability
 
have declined in recent years due to a combination of technical and
 
managerial problems. The effortn 
that are being made to restore previous

levels of efficiency and profitability in the industry were also described
 
and 	details are given in Annex III. In February 1984, the World Bank
 
approved a p-roject to support the Government's efforts at improving the
 
performance of the mining company (ZCCM). The project includes the
 
following components:
 

i. 	replacement or rehabilitation of high priority equipment,
 
including mobile equipment, and spare parts for machinery and
 
equipment used in the mining operations, the concentrator and
 
the 	metallurgical plants;
 

ii. training of mining engineers, technicians and technologists;
 
on-the-job craft training, specialized on-the-job craft
 
training abroad for engineers, technicians and craftsmen; and
 
management training courses for supervisory and managerial
 
personnel; and
 

iii. 	 technical studies to rationalize ZCCM's operations and
 
operating methods, including a critical review of all mining,
 
processing and metallurgical operations, including
 
recommendations for specific actions to re-establish ZCCM's
 
competitiveness.
 

4.21 The total cost of the rehabilitation project is estimated at
 
US$300 million, of which US$224 million (75 percent) is in foreign
 
exchange. About 49 percent of project cost, or US$148 million, is being

financed through external borrowing and 51 percent, or US$152 million, by
 
internal cash generation. In addition to the World Bank (US$75 million),
 
external financing is being provided by the ADB (US$27 million) and a
 
SYSMIM facility of EEC (US$46 million).
 

4.22 The success of the rehabilitation program is also predicated on
 
the Government's ability to provide the industry with systematic and timely
 
access 
to foreign exchange for its operating expenditure and for a portion

of its investment programme. Insufficient foreign exchange allocation in
 
the past has resulted in a shortage of spare parts which is the principal
 
reason the industry now suffers from such a large backlog of maintenance
 
and rehabilitation. The Government has altered its foreign exchange policy

and now credits ZCCM's account directly with a specified percentage of
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ZCCM's foreign exchange earnings up to a pre-determined total annual
 
allocation. 
In 1984, the targeted foreign exchange allocation was US$350

million, or 35 percent of ZCCM's earnings. However, because of lower
 
copper prices and other pressing demands on the foreign exchange budget

(e.g., Jebt servicing and oil imports), this target was not achieved, 
 in

the event, only US$280 million, or 35 percent of the actual foreign

exchange earnings, were provided to ZCCM.
 

4.23 
 There have also been delays in receiving equipment and spares

ordered under the EEC/IBRD/ADB agreements, in large part due 
to procedural

problems. 
 Consequently, the benefits of the rehabilitation prcect are yet
to be felt and, although these delays are fast being overcome, _/ there is

the real possibility that copper production in the 
1985/86 financial year

will be lower than in the previous year, resulting in reduced foreign

exchange earnings for the country. 
At the same time, the backlog of unmet

need for maintenance, rehabilitation, and mine development has increased.
 

4.24 The government remains committed to providing ZCCM with the
 
foreign exchange needed for its operating and investment expenditures.

tlso, with procurement under the loans mentioned above proceeding at 
a more

rapid pace, additional foreign exchange for new equipment, rehabilitation,

spare parts, etc., will be available to the company. Nevertheless, because

of the delays mentioned above and the lower than expected level of foreign
exchange available from export earnin ', ZCCM will require about US$30-40
 
million annually in added capital inflows over 
the next couple of years.

These monies would be used to purchase spare parts, chemicals and

lubricants, and other consumables. 
 The UK, the Federal Republic of
Germany, Japan, France, 
Italy and the United States have traditionally been

th major sources of supply for these items. 
 Consultative Group members'
 
support is requested for these items.
 

Energy
 

4.25 Shortages of foreign exchange have also limited our ability to
maintain existing assets in the energy sector. 
 While programs are underway

that provide for rehabilitation of Maamba Collieries, the oil pipeline from
Dar-es-Salaam and the Indeni Refinery, 
the power sector's needs have not

been addressed. The transmission and distribution systems 
are in a serious
state of disrepair and power losses for this 
reason have increased steadily

in recent months, reaching an estimated 20 percent this past year. 
In
a%.ition, the power stations themselves have not been maintained properly

because spare and replacement parts, etc., have not 
been available. Some
 
of these facilities are now in serious need of rehabilitation.
 

5/ As of the end of March 1985, only 17 percent of the ADB/EEC/IBRD loans

had been disbursed. However, as of that date, 35 percent had already

been committed and it is expected that 60 percent will have been
 
disbursed by the year end.
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4.26 The foreign exchange requirements to meet only the most urgent

needs for maintenance and rehabilitation are estimated at US$40 million.

This would provide for rehabilitation of those parts of the transmission
 
and distribution systems that are in the worst condition and would provide

the minimum amount of spare parts, materials, etc., for the maintenance
 
programme. The most critical needs of the 
Isaka, Kitwe Urban and Victoria

Falls pcwer stations would also be provided for out of these resources.
 
Plans are underway to define the scope and focus of a comprehensive power
 
sector rehabilitation project. Donor support for this project is
 
requested.
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exports in gaerwal and (iii) ebman July 1983 and P rch 

dzid for foreiri exange coot-'itivmes.
aid lessennon-traditional exports the reliance on1965 there me a cumulative administrative controlsin partialc a. A eciation of 79% and 93%.greater reliance on the againat the S nmd U dollar
eIgo rate for rsectvewly.rationing foreign (iv) A moderate iprow nt in the.Iunge, profitability of eports was 

achiev. R r, the 
ind for foreign whange

rxnnlarge and the re-
Hance on adinistrative 
rationing emacanims has not 
diminished. 

2. Foreign Emmige rae reliance on (I) The Foreign RatageAllocation i) The Strengthdng ofadinistrative = -cha- I)The realction to aSystei. Olitte m recuutitted, the budgetninm accoxaied by mtion of minim= of thewith private sector repre-ipzov Foreign Operationsto in sentation. mount of foreignDeprtmt of BE* offoreign exchmge fore- (ii) There me ewtiange subject tolittle prgrea Ziacasting and bxe-etiM, thrugh recruit- dinistrativetoairds the hamoniation of 2nt of additiol allocationimport ifIng ad foreign qalified staff and ii) The use of iartenchnge allnetion ]h I- trainin.the build-c licensing forof wa Import ii) The establishmet of;liccees uich wae pupos s ofnot miniutarial ormitteeb d by foreign marnge. registration ratherto review and a e than cotrol. 
the foreign muiange iii) Ito *tremUlning of 
b~gt. the foreign m-iii)The revision of foreign dhane allocation
enhange bilgeting "autm.procedures to miak the 
bxget an operational
tool of emnoic 
deition-waking.

iv)Aherence to the 

inclufflg the qmrterly 

___________________________I 
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3. Import Regime The reduction of the 
overall level and
dispersion of effective 

I) Tte custom dty on irgd.etraE 
capital goods ns ralesd from
7.5%to 10%. 

i) The abolition of 
idustzial rebates. 

i) The abolition of 
all other e -
titons from 101 

rates of pro ion in
order to restore thL-

i e of incentive 
-- t e bet n exports 

ii) A minim tariff of 10%va 
imposed an a large nuxer of 

inpits. 
it) An increase in the 

aiporteroles tax on imports 
ii) 

mini tariff. 

he coverele of 
the 15% i tax 

and import-substitutes 
as well as betm 
agriculture and 
in.ustry, 

iII) 

iv) 

The custxw valuation of 
imports danged frm f.o. 
to c.i.f. basis. 

~ite of tOm above masuires 
a imrted goods stiU 
enter the ountry duty-free 
because of the existece of 
industrial reates mi zero-
duty categories. 

iII) 

from 12.5 to 15% 

Ai increase in the 
sales tax on locally 
produced gocxs and 
services from 10% to 
a uniform rate of 15% 
The above measures 
ware impleented in 
the 1985 Budget. 

an loc.fly 
produce finally 
rmnufactbre5 
gxds wilI be 
exted, with a 
few basic goods 
emopted. 

v) Duty-free imports continue tobe e fv t -1 tax iV) Most of the remaining 

an Imports. duty-free categories 

vi) Effective rates of protection
rmin high and 7ariable, vitk 
some activitiles acorded 

of exemptions will 
be abolished. 

vii) 

negative V--tio.. 

The atutr ci prduton 

v) The import
duywill be get at 
100t and an excise 

imat n capital Intensity differen:2 betmem 

viii) There is widespread ti-
lisatiov of ca ity, with 
the I nzx try average no 
higher then 50%. 

the existing rate and 
100 vill be levied 
an all imported x 
Incally-a nufacbure 
goods. Subeqtly, 
the notmnu inort 
tariffs will be 
reduced to about 80 
percent without an 
increase in the 
eise tax. 

CMOW 
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vii) A tariff commission - ii)
will be establisnd 

to study the str ct-
ure of effective 
protection and 
aersee the iplemen-
tation of tariff 
reform Mea aimmi 
at achieving greater
unilforeity at effect-
ive protection. 

viii) Import prohibitions 
wdhch o cover about 
50 items will be iv)
revivd and redud 
gra ually. 

tMier the aegis 
of the Tariff 

Oilssicn, a 
comrernaive 
revie of the 
protection sye
t an the foam
ulation of 
proposals for 
changes In the 
structure of 
tariffs and 
indirect taxm. 

The eliination 
of the rmaining 
Import prohibi
t~ias and the 
intronductian ofappropriate
tariffs. 

4. Export Protion 
and Incetives 

I 

Export diversificatton 
thrugh the pomtion 
nctraitioal exortol 
t identificatjon of 
T orts and markets. 

~50%. 

i) Under a foreinexcw 
retention * - introdued 
l"2 eorters ro'traditioal 

my reti 50% of 
gross rnom1*ts. 

ii) Profits derived from no
traiticnal exp attr ct 
tax at the c ncceA rate
of 150 cmpred to theotm omany tax rate od 

i) 

ii) 

Exporters will be 
allowed to open 
interest-earnlng 
foreign currency 
accounts at domestic 
banks. 

The foreign exchange 
retention period has 
been leng'hened from21 days to 60 days. 

iii) avort liceaing omtinues to 
have an inhibiting effect on 

- ng. 

CHOW ______________I_____________________ 
______________________________ 

_____________________________________________ 
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Export Prcartian 
and Ir .tives 
(and) 

iv) Institutional Emport for 
exportexr, including credit 

gguarantee schems an 

iii) Fxport licensing will 
be replaced by a 
simple registration 

The Export Prauction 
Board will be st.eng-
U . 

marketing assistance, is sybtem which will do 
either abeent =- %eak. away with the admin-

Istrative costs of 
v) A fsibility study of an -btaJnin& a licence. 

Eort n1volving Fund which 
'wild .iplaent the foreign 
emctvie retention schere is 

iv) An Export Credit 
Revolving Fund will 

t3ermy. be established to 
prnvlde Immediate, 
guaranteed foreign
exchange for imports 
needed to meet an 
export order; it will 
naso-provide workino 
capital for the 
production cycle. 

v) An Export Promotion 
Board will be esta
blished to oversee 
the development o" 
new exports and 
markets. The averages used in 

vi) The duty drawback 
the calculation of the 
duty drabk win be 

system will be riviewd pexrnlically. 
simplified, with the 
drawback based on 
the average percentagc 
of imported inouts in 
the output for major 
types or groups of 
exports. 
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5. Investment 
Climate 

Greater clarity and
precision of Government 
[ollcy towards the 
business sector in 
general and the private 
sector in perticular. 
The maintenance of a 
stable policy framework 
less regulatory and more 
promotional in nature 
and a well-defined 
system of incentivp-

i) The inhibiting effect of theIndustrial Development Act of 
1977 ws recognised.

ii) A new Investment Act has been 
prepared. Tha draft Act is 
designed to assure among 
other things:

a) management of public enterpri-es 
on commercial lines. 

b) full and open participation of 
the private sector in business 
development. 

c) less bureaucracy by shifting 
from investment licensing to 
registration only.

d) remittance rights to profits, 
dividends, interest and capital
relating to foreign investment. 

e) a simple but effective arbitra-
tion procedure. 

f) specific incentives for non-
traditional exports of goods 
and services, rural industries, 
suall-scale and priority 
enterprises, and activities 
with a high local coutent. 

g) automatic access to specific
incetives, subject to safe-

The new Investment Act
will be promulgated. 

The Investment Camni
saion will, through its 
Secretariat, carry cut 
studies and formulate 
proposals aimed at 
imprv;Ing the investment 
climate further. 

guards 

CHOW 
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6. Interest Rate 
Policy 

Inprovements in avings 
mcblisation and invest-

D) increased flexibility was 
achieved in adjusting 

uuit decision-making interest rates. 
through greater 
reliance on market-
dete=L d interest 

ii) The mximm carmercial 
lending rate ms raise 

bank 
in 

rates. stages from 13 in 1983 tc, 
17.5% at the end of 1984; the 
n"Ximm deposit rate went up 
fran 8.5% to 15.5%. 

iii) In spite of the above 
increases, real interest 

Both lending and 
d it rates will be 
increased gradually 

A mmrket-,deteinined 
interest rate 
structure will be 

rates remain negative, in order to achieve adopted, 
positive real rates. 

7. Public 
Enterprises 

Iprovements in effi-
ciency through better 
review and evaluation 

i) The profitability of 
public enterprises has 
inproved following the 

Doei) INDM will adopt 
sound economic 
criteria for e',alua

of existing cperations 
and propos new 
investments, and 
through better inr e-

remgavl of price controls. 

ii) The combined before-tax 
profits of INDECO subsidi

ting ne investmets 
and the perfonzance of 
existing enterprises. 

mit based partly on 
the recruit -ntand 
retention of qualified 
staff in key areas. 

aries increased from K.13.1 
million in 1982/83 to K.17.7 
million in 1983/84. Of 36 
operating INDECO subsidlaries 

ii) It will establish an 
Evaluation Unit to 
apply the above 
criteria. 

13 made losses amounting to 
1.35.5 million in 1983/84. 
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7. Public 
Enterprises 

(cort] 

iii) 

iv) 

v) 

vi) 

Direct Goenent funding 
has been subetantially 

reduced. 

Poor management and ineffi-
cdent operations persiat at
several enterprises. 

The ctribution of nan-
mining public enterprises to 
xport earnings rmain3 

Very low. 

Inv 2stmnt selecti(o andevaluation criteria are 
deficient and anal7tical 
enpcity is eak. 

lii) Pending the establ-
ishment of the Evalu-
aticn Unit, it will 
review (with the help
of conmultants) all 
large project3
started recently, 
schedule to start 

.i, or Proposed for 
inclusion in its 
1985/86-1987/88 
investmnt progrm 

it will also review 
the econauic viabil-ity and the operat-
icatal efficiency of 
emisting enterprises. 

) Based an the consul 
tants' review, 
ENDIEM will 
inpleent an action 
progrmm to: 

(a) improve the 
perfoTnwce of 
enterprises 
with pote.tial 
economic viabi
lity; ma 

(b) restructure or 
otherwise shut -down enter
prises which 
are not 

vii) flE's inability to 
recruit and retain qualified
and e3"erie-1~ staff in key 
areas tinues to hmer 
tmIcal and financial 
operations. 

Iv) It will not undertake 
investment projects
which d not satisfy 
the econmic viabil-
ity criteria, 

v) It will undertake, 
with the help of 
ocnaultantsa study
regmling the appro-
priate level of co-
ensaticn and other 
me res necsary to 
recruit and retain 
qualified and eiperi
encL-- staff. 

ii) 

economically
viable. 

It wll implement 
the recommendation, 
of the study on 
the compensation 

of key personnel 
with a view to 
becominr,a 
competitive 
employer vis-a-vis 
the private sector. 

CFXW
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1. Pricin Policy 

a) Producir Prices Adotion of a pricing 
policy ihich is 
consistent with regional 
colvarative advanut,, 
thereby promoting a more 
efficient use of 
xesore and enwIng
the general cpaity of 
the agricultural sector 
to generate alternative 
s of incom ad 
mplan t. 

i) Prrdwer prices for all the 
maJor agricultural exidities 
have been ii essed to leveLi 
close to OZ border price 
equivalents.I 

ThMver, price- setting
methodology reins inappropri
ate and the ata base is poor. 
Puith re, mnifom prices, 
whih take no accmt of 
reginal coamrative ndvantfge, 

I 

ad relative costs are net 
throughout the ontry, with 
the reslt that the prdxuct!on 
of crop other than maize is 

ii) A study to fozinlate a more Based on the reilts of A nmi methodology for
apuriate methodology for the study, a nwi price- setting producer prices
setting prouoer prices has setting methodology is based on border price
bee copleted. being foumilated. equivalents will be 

established. In addi
tion a regionally 

- differentiated pricef 
structure of floor an"
 
trigger prices will be
 
introduced, with
 
NAHBOARD becoming the
 
buyer and seller of
 
last resort.
 

b) Consumer Prices The adoption of a price The prices of mot food 
 ?WOWU) and PCJ to be tWVN and PCU to be
structure which allcws 
 cdities, including wheat, allowed sufficient mrgins allomed sufficient
fun o;t recery, livestock and aimal prchucts, 
 to coer one third of margins to cover full
 
therdq helping to alim- have been decontrolled. Horti- amunt needed to attain 
 trading costs.
inate subsidies and thus cultural crops were never 
 full cost recovery.

relesling budgetary 
 ibject to price cntrol. Only
 
reecnm to upt 
 the pricem of maize and maize
 
di~ersification efforts. 
 neal remin onetrolled.
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The present consumer price 
does not cover fully the 
cooperatives' trading margins. 

C. F rtiliser Prices The adoption of a 
fertilizer price which, 
after rehabilitation of 
NCZ, would cover the 
full costs of prcx±-
ion and distribution. 

Rvhabilitate NCZ to 
raise cftiWxty utiliza-
tii aid lower dstic, 
cost of prcducin
fertilizer to at least 
te import parity leve. 

Fertilizer prices which are 
controlled were increased by
10.3% - 14.7% in 1984 but this 
was not sufficient to cover th 
full costs of procuremmt and 
distribution. moremrer, ferti-
lUder coMsurpticn is ccuparati-
vely high. 

Fertilizer is produced
domestically at twice the 
import parity prices. 
A project to rehabilitate
NCZ has been prepared and 
external financing arranged& 

"kUrk on the Japanese Plant 
has begun. 

Fertilizer prices be 
increased further in 
order to reduce msbei-
dies ard encourage a 
acre efficient use of 
this input. A study 
on fertilizer consum-
pticn will be undert-
aken to dtermine the 
causes of the extraor-
dinarily high level of 
mage and proe 

corrective action. 

Firming , arrange-
ments for the 
remaider of the ex-
ternal financing(Zbld k and KW) 
will be copleted mid 
work will begin on the 
German built plant and
the offsites. 

i) Fertilizer prices 
will be raised to 
a level sufficient 
to cover pzocure
ment, transport, 
handling, storage 
aid other 
operating costs, 
within a regio
nally differen
tiatsd price 
stncture. 

ii)The findings of 
the fertilizer 
consiumption study 
will be evaluated 
and the approp
flate recommen
clations implemeah
ted. 

iii) The rehabilitatic
of Trge t 
Chmaicals of 
Zaia, thed stic hreducer 

of fertilizer will 
be completed. The 
project aize at
Increasing NCZ's 
efficiency co 
that the cost of 
dmstic ferti
21zer is reducd 
to import parity 
equivalent. 

CMUM 
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D. Tractor Hire 
Chrges 

f1e atkoption of charges 
for Goverruent trator 

The charges are still below 
the level needed to achieve 

l1 charges for Govern-
mnt tractor hire 

Tractor hire 
diarges will be 

hire services wold full cost recovery and thus service wre raised to a level 
cover full costs and 
generate resourcm for 

generate resources for the 
efficient maintenance and 

increased by 40% 
in January 1§85. 

Sufficient to 
achieve full ot 

mainteLlce of the operation of the tractor fleet recovery. 
trator fleet. 

2. Nbz-price 
Pr ducer 
Inxntives 

Mainttance of non-
price incentives in 
order to encurage 

i) Since 1982 agricultural 
iicxn havm been taxe at 
the rate of 151 compared to 

marketed production for the current cocparty tax rate 
local onsmption as 
well as for export. 

f 50%. 

ii) Framrs can urite off 1001 of 
the capital cost of farm 
mhinery and iLp1cent 
within bo years. 

IWi) Farm machinery 
camtsen duty. 

is exaot fr kn-price produer 
incetives will be 

The draft Investment 
(czewill atremline 

mintnined. and strengthen non
iv) An with othe r o-traditiomal 

aports, agricultural exorts 
beef it from the 50% foreign 

price incentives. 

evdma retentico Scheme. 

3. Prod,ce Market-
ing Input 
Distribution 

Inprowmets in the 
efficiency of the mark-
eting and distribution 
eyste thmqjh Stream-
lining the tperations 
of NU90D and the 

iD MEON haed ver to the 
PCU'a all its intra-
provincial functions in the 
marketing of maize and the 
distribution of fertilizer, 

Because of the need to 
strengthen aministra-
tive caaity and 
financial control in 
the FCis, 1WU has 
temporarily again been 

a'ls are expected to 
takeover respcmsi
bility for intra
provincial maize 
marketing md ferti
lizer distribution as 

Provincial Cbpetive
Unions (PU1) as vml as 
by allowing oamqeti-

ii) only maize marketing and 
fertilizer distribution are 
reserved for parastatals. 

given primary responsi-
bility for intraprovin-
cial maize marketing and 

their capacities
intrease. 

ti0 a g parastatals,
co-cperatis and 
private traders. 

Private trades play the 
wajor role in the marketing
of other agricultura1l 

fertilizer distribution,, 
with the PCU's acting
only as agents of 

p ioducts. Moreover, thedistribution of aNro-
NAMOAD. 
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cheicals, farm inery
implreents is largely in
private hands. 

an 

iii) Given the crrent level of 
efficiency, the margins 
aflowed the parastatals arenot sufficient to cover their 

(&%a Section above an 
CMUmacr Prices) 

(See Section above 
an ccrn.r prices) 

costs. The resultant depon
n G erument subsidies 

is not conducive to i/prov
ents In efficiency. 

iv) 7cr the purpo e of establis-
hing an emirical basis for 
determining the appropriate 
margins a study of the
mgnitude and struxtm-e of 
PCU's and NAMBOARD's costs 
was initiated. 

Having identified the 
nature and mgnitbde
of PlJ' and NAMBON ' 
costs, a more capre-
hensive study on how 
to reduce theme ccsts 
and create a system
which would sustain an 
iroved level of 

The r wdations 
of the mmrketing 
and parostatal 
efficiency study
will be implaented 
In particular, 
privAte traders 
will be allme to 
ompete with the 

efficiency will be 
caried out. The study 
would cver: 

co-cperatives and 
IWDw, with the 
latter's primary 

a) ways and mum of 
improving mr--keting 

role booming that 
of biyer and seller 
of last resrt. 

efficiency, especially
through coat reduction 
with private scor 
participation acting 
as an essential spur 
to that end; 

b) legal channels that 
are needed to facili
tate private sector 
participation 

c) a workable mchaniam 
to guard against wide
spread clity 
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hoarding and/or smugg
ling, and against the 
bulk of the trade 
falling into non-
Zambian hands; 

d) wys and means of 
improving the finan
cial and operational 
management of PUXs; 

e) measures needed to 
enable AMBOAM to 
establish and amnage 
food grain reserves, 
and carry out the role 
of buyter and seller of 
last resort within a 
sytatsu of guaranted 
floor a-. triggerprices

f) policy and cpexaticnal 
gufdelines for the
mnageimnt ef food 
grain reserves, and 

g) required invstments 
and financial resour
cs for the operation 
of much reserves. 

4. Research and 
Ertension 

Patioalisatio and 
reorientation of 
research and extensio 
in order to ensure that 
ft..era, especially 
amllholders, have 

a to effective 
tecnical peckages. 

I) Bsigetary allocation for 
research and extension have 
been increased. Research 
allocaticns were doubled 
betmen 1983 and 1984, and the 
ratio of operating and maint
enance expenditures to 
personal emoluments raised 
from 18.1% to 27. T_ 

I) Budgetary allocations 
have been mintained 
at a level. cosistent 
with the general 
shortage of resources. 

* 1 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ 
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ii) A comprehensive review of 
r rch and extension tnB
been completed and the foil-

ii) A high powered 
Zambia Agricultural
Research and 

The recently fornml
ated research and 
extension strategy 

cwing major weaknesses ident-ified: Extension Council(ZAY.C is being will be implementedover a five-year 
established. ZAREC period with a view to: 

a) There is no systenatic machan- will provide the 
ism for setting priorities and 
allocating resources; 

focal 2oint for a 
more systematic 

a) institutionalizing 
the role of ZRM 

b) There is poor co-ordination 
and review of objectives, 
prcgrammes and donor assist-

formulation and I 
review of prioritis 
policies and 
oroqrammes. 

in policy guidance, 
priority-setting 
and prg 
reviewl 

ance iii) Initial step will 

c) The number and size of existi-
be taken to re- 
orient resech and 

b) upgrading the 
quality of research 

ng research statias are such 
that overhe onsume a 

extensior towards 
smaliholders; in 

facilities and eli
minating redundant 

disaproportionate share of 
available resoeuces, thisleaving too little for 
rtearch programe; also the 
distribution of research 
facilities amng agro-

particu]ar, a pilot 
project designed to 
develop appropriate 
manllholder technic-
al packages will be 
started in the 

facilities; 

c) su orting and 
strengthening the 
adaptive research 
planning tarn 

eological zone- unbalanced tbrthern Provin e. 

d) There is little or no agrcno-
mtc research on a number of 
crops which are mainly culti-
vated by exllholders; 

iv) On the basis of the 
Lint Company model, 
steps will be taken 
towmrds pplyng 

d) streamlining the 
comodity research 
programs"; 

e) reorganising the 
Wifoza service research and ext

e) The linkages beten research conditiors to exten- ensico branche; 
extension are often weak and sion staff. 
sometimes non-existence; 

f) The aplication of the 
v) A soil Services re-

organisation study 

f) wgrading the qual
ity of staff 
through formal and 

training and visit umthod of 
extension lacks focus and 

will be cmpleted. in-service training 

adaptationi 

CHOW
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g) The selection and training g) developing linkages 
pocedures well as the hetween research 
incentive structure are not and extension; and 
cad&cive to the recruitment 
&d retention of qualified 
staff, the Wgrnding of skills h) adapting the train
and general mtivation of ing and visit 
staff. mtlo of extension 

to local conditions 

5. Institutional Improvewmits in the i) Ttm Planning Division of the 
Support policy fomilation and 

investment prramning 
Ministry of Agriculture and 
0ater Development (WW) ha 

capacity of agriciilt-
ural sector institut-

been re-organised
thened. 

and streng

ions in order to ensure 
that the sector plays a 
leading role in the 

ii) In order to identify wakn*z
sea in policy formilation and 

restircturing of the the overall management of 
econamy. agricultural development an 

evaluation study of A has 
been initiated. The study 
will, aig 
assess: 

other things, 

a) the effectiveness of KM)'s 
existing orgnizsational strw-

The evaluation study of 
MWf) will be aoupleted 

The action progrm 
on improving the inst

tare and administrative proce- and an action programe itutional c ity of 
d&res in eeting the present based on the reco at- P9N to formulate 
and future nees of the sector ions of the study fonmal-

ated. 
policies, 
progrmo 

review 
and mnage 

b) Te appropriatmess of MWRM's 
investment progrmme in relat-
ion to sectoral cbjectives and 

new and existing 
investmnts in agric
ulture will be imple

to overall staffing and the ntea. 
resource base; and 
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c) the extent to which sare of 
MAND's functions can be 
transferred to provincial 
authorities within Goverm
ent's overall de.entralization 
progrmme. 

6. Agricultural 
Credit 

Rationalisaticm of the 
institutional framewo 
for agricultural cradit 
in order to make it 
more supportive of 
production, processing 
transportation, 

i) The Zambia Agricultural Deve-
lopment Bank (ZAB) was estab-
lished in 1983 with the inten-
tion of phasing out the 
Agricultural Finance Company 
(AFC). A study is being 
carried cut to determine the 

i) 

ii) 

ZAMB is being streng
thened in the areas of 
funding, management 
and staffing. 

Based on the recam-
Tendations of the AEC 

storage and marketing 
of agricu!Lural prod-
ucts and inputs. 

desirability 
AFC. 

of phasing out phase-out study, a 
decision will be made 
regarding the status 

ii) The prcblems affecting agri- of AMV 
cultural credit include: 

a) lack of an effoctive link 
iii) A project is being 

formulated to: 
between end-users, especially 
smallholders, and 
intarrmediaries or 

credit 
primary 

a) rationalize the agric
ultural credit system; 

lenders; 

b) poor co-ore 'ation between 
b) design ne village 

level credit instit
marketing and 
ution systems 

input distrib-
and the credit 

uticns and strengthen 
existing intermed

systen; iaries; and 

c) weaknesse3 in funding, organi- c) provide incremental 
saton, management and staf-
ing of existing public lending 
institutions; and 

financial resources 
required for seasonal 

mediurn and long tern 
lending to farmers for 
specific crops, and 

CID"_ 
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d) lack of camplementarity 
between lending operations 
and savings (except for the 

small scale enterprises 
for trading,transpor-
tation and agro-

The agricultural 
credit project will 
be implemented. 

crmmercial banks and Zambia industries. 
Siate Insurance Corporation). 

o 

8. Export 
Prcxmtion 

Fonmalation of expoft 
programs for crops with 
export potential to 
ensure that the sector 
cntributes the maximm 
to balance of payments. 

The incentives provided 
through the exchange rate, tax 
relief, retention scheme, etc, 
will provide incentives for 
export. Policy and institu-
tional constraints particular 

i) 

ii) 

Policies on irrigatio 
and livestock will 
be formulated. 

A development straeg-
for cotton will be 

Development strategies 
for grndrxnuts, 
tobacco and other 
crops with export 
potential will be 
preared. 

to specific export cros need prepared. 
to be reviwe and action~s 
taken. .liii) A development atratig 

for coffee will ba 
_prepared. 

CHKMF 
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I) Long-term Strategy 
for the Copper 
Industry 

Lack of clear statement fcmx the 
Government of its objectives for 
ZCCM 

The Government has issued a statement of
its objectil-es fcr ZOCM which emphasize..
the neii for 4 to rerain financially 
healt>" and to conduct its affairs in 
accoriance with sound business, financial 

ZCCM must develop a long term 
strategy arcond these objectives -
define specific targets of its 
own against which to assess plans 
and measure progress. 

industrial and administrative practices. 

Lack of long term production and 
i.-vestment strategies 

ZCM's Corporate Planning has been actively 
working on this issue. Initial work on the 
d-elopment of a 5  year production and 

Complete strategic assessment and 
5 - year plan 

invezment plan is in hand and using these 
basic data, and the situation referred to 
below a series of strategic alternatives 
will be examined before the most effective 
strategy is adopted. 

2. O-ganisational 
Structure 

The merger of NO4 and :2 
created a need for a mjor re-
organisation of manage nt to 
ensure effective rumning of a 

A mjor re-organisation of the senior 
management structure and responsibilities 
was carried out and made effective April 1, 
1985 

Monitor the effectiveness of the 
new structure and correct any 
deficiency 

very large and complex carpany 
New reporting and information systems have Implement new reporting and 
been developed information system. 

3. Ratioalization of 
Operations 

Opportunities for rationalizing 
operations ure made possible 

A major study addressing this problem is 
ell advanced and will be completed in May 

Complete the study and implement 
appropriate recommendatins 

as a result of the merger and 1985. 
need to bs exploited 

4. Efficiency of 
Operations 

Historical tendency to regard 
maximizing output as the prime 
consideration and the sub-
e-quent neglect of productivity 

A serles of technical studies carried out 
by outside Consultants and the Company have 
highlighted areas where efficiencies and 
productivity can be improved 

The Campany will actively pursue
the development of these 
improvemants 

and costs 
A new bonus scheme has been implementol to 
improve productivity of miners 

Expand bonus scheme where 
appropriate to cover other wrkers 
and supervisors 

Reviews of ZCC4's mining and metallurgical Implement appropriate 
operations by consulting firms have been recomendations 
completed and recommendations made for 
improved methods and practices. These are 
being studied by the Company 

CKA 
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St:dies of 4CCM'smaintenance systan and 
stores/purbaing functions have been 
aclpletd with a view to improvingoperating practices and productivity. 

Comprehensive training programme is tinder-
ww.- The need to suppleuent existinwr 
prugrmm with accelerated and on-the-job 

invitations to bid on development of such 
programes have been sent to outsideconsultants 

Implement appropriate 
recommenations 

Establish effective accelerated 
training and on-the-job training 
programmes 

n 
-'5. Ratijnalisation of 

Inesmet 
Decisions 

Lack of syste atic cost/benefit 
analysis and przndures for 
effective inves ment decision-
making leading to sub-optiml tse 
of ZCtM financial resources 

Successful cost-cutting measures have been 
been irle ted 

Study into M4 maintenance and repiamnt 
policies by cutside consultants has been 
ccapleted and reccmmendations made to 
establish improved policies. The recm-men
daticns are being std3ied by the Company 

Review of CM investment decision making
practics by outside consultants has been 
completed and improvements to procedures 
hav-_ baen suggested. These are being
e7-ained by the Caupany 

Investment criteria in line with corporate
objectives have been defined 

A review of ZOC4 btdget procedures and 
accounting system by outside consultants 
has been complet-.d. Recomidations for
impr.a! practices have been unde and are 
being studied by the Capany 

Continue to emphasise cost
containment 

Implement appropriate 
recommendations 

Implement appropriate 
recommendations 

Adoption of improved investment 
criteria 

Implement appropriate 
recmmenations 
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6. 

7. 

Impact of 
Production 
Cutbacks 

Rationalisationi 
of Factors 
Rxnow to 
n 

Output umximisation without 
regard to economic 
considerations 

Inadequate and erratic 
allocation of foreign exchange 
disrupting ZO4's ability to 
plan and mintain moothly 
running operations 

Tax regime adversely affect 
Zs eapity to umiulate 
reserves, strengthen its 
financial sttuture and
mintain investment a- adequate
levels In rehabilitation and 
replacement. 

A study has been initiated to assess the 
economics of all operating units and to 
assess the social and econamic 

implications of closing any uneconomic 
operations 
Coummit -nt by Goveriment to allocate 
adequate foreign exchange on regular 
basis 

Study to be completed in June 
1985 and action plan for 
implementation developed 

Continue oppriate allocation on 
foreign exchange to Wa4 

Review to be undertaken of the
changes in tax regi. to pemit 
at the a time adequate tax 
revnues to Governent and
adequate reserves on X4's 
account to protet its financial 
standing 
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1. Rehabilitation of 
existing assets 

Rehabilitation of existing plant 
and infrastructure in order to: 

a) increase coal output sufficie-
ntly to =!et domestic demand, 
with a surplus for export; 

i) A coal engineering study which identi-
fied the rehabilitation requirements 
of the Maamba Colliery has been 
completed. 

Coal output has fallen from 610,000.... t- -..1980/81 to 483,000 

i) A colliery rehabilitation 
project which is expected to 
raise output to 750000 mtric 
toms per annum will be 
implemented. 

metric tons in 1983/84 when coal 
imports becane - essary. 

b) eliminate leaks in the TZAMA 
oil pipeline and forestall a 
major disruption of feele--ck 
supply; and 

1i) A preliminary analysis of the 
corrosion damage to the first 250 Nm 
of the TAZAMA Pipeline (which acounts 
for over 80% of the leakage) has been 
undertaken . 

ii) Following a comprehensive 
survey of the oil pipeline the 
first 250 Em will be rehabili
tated. The remaining 1450 RN 
will be rehabilitated there-

Feedstock losses attributable to leak
after. 

age have risen from ES$1.7 million in 
1982/83 to $2.2 million in 1983/84. 

c) reduce transmission and 
distribution losses in the 
electric poer system while at 
the same time Improving the 
reliability of the system. 

iii) A comprehensive poker system develop-
want study has been completed. The 
installed capacity of 1608 MW is well 
in excess of stic and export 
demand of about 1400 MW, so no system 
expansion is needed before the year
2000. 

iii) A power system efficiency and 
rehabilitatiom audit will be 
carried out. This will pave 
the way for rapid mudifica
tions to existing operations 
and methods. Thereafter, the 
rehabilitation of major works 

As a result of the growing backlog of 
deferred maintenance and repair, about 
20% of the electric power generated is 

will be undertaken on the 
basis of a detailed feasi
bility study. 

lost through the transmission and 
distribution system. Moreover, inter
ruptiona of power supply are worsening 

2. Reduction of 
Eergy Imports 

Reduction of p rol-e-w imports
through the adjustment of the oil 
refinery product mix so as to 
better match demand and increase 
the scope for the substitution of 
coal for heavy fuel oil. 

i) A pre-feasibility analysis of possible
modifications to the refinery has 
shown that the addition of a mild 
hydrocracker will reduce petroleum 
Imports by US$10 million per annum and 
increase the scope for exports, 

i) A full appraisal of the 
refinery modification project 
will be carried out and a mild 
hydrocracker installed at the 
refinery if its econmic 
viability is confirmed. 

cS~z 
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ii) Largely as a result of a fall in 
conunplim of heavy fuel oil in the 
coer mines, dorestic petrolon
conmumption declined from 683000 
metric tns in 1980/81 to 602000 
netric tons in 1983/84. A preliminary 
study has concinded that, with the 
exception of the )&ana wire bar 
furnaces, all copper smelting plants 
culd corwert from heavy fuel oil to 
coal, thus saving about 50000 metric 
tons of heavy fuel oil per year. 

ii) A project designed to aubsti
tute coal for haay fuel oil 
in coper smelting will be 
appraised and implemented. The 
project will take account of 
the substantial investnents 
which would -eed to be made in 
new and rehabilitated equip
ment for coal handling, 
pulverizing, ccnveylng and 
drying. 

iii) A project is underway at the Nchanga
Open Pit Mine to substitute electric 
powr for diesel oil in tmste haulage.
The project will reduce diesel oil 
consumption by 26000 metric tons per 
year. 

iii) On te basis of tests being
carria out by 3MM, 20% of 
diesel-drive load-haul-dmwp
mits will be replaced by 
electric-powred units. 

3. Pricing Policy Rationalization of energy priceb
in order to promote efficient 
consunptin of energy r-sources 
and encourage substitution, 
especially of 4stic energy 
resources for isported fuel. 

i) Been 1982 and 1984 wholesale petro
leum prices increases ranged from 26% 
for regular gasoline to 100% for fuel 
oil. Taxes were also increased, with 
the tax on kerosene rising by 78%. 
These changes, together with the price
increase announced in Jazniary 1985," 
have resulted in substantially higher
retail prices for petroleti products. 

ii) By international standards the price 
structure for petroleum products still
remains distorted. In December 
1984 the wholesale prices of premium
and regular gasoline were 50% and 39%, 
respectively, above import parity. At 
the consumr level relative prices are 
further distorted owing to differe
ntials in tax rates, allowable 
dealers' mrgins and distributors' 
transport costs. 

i) The wholesale price of fuel oil 
will be increased further in 
order to achieve ,port parity 
and the remmining price and tax 
distortion in the relative 
price of kerosene and diesel 
oil eliminated. 
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~ ~faWIME ~SRTGAN Frll &SURS AND AC-NNS 

5. Instituitmalc 
Support 

Irprovenmnts in the cpacity of 
sergy sector institutlons to set 
priorities, fonriat policies 
and implement programms. 

The Naticmal 2nergy Comcil (NBC) has been 
strengthened by providing it with a smal' 
tchnical secretariat. In addition, the 
staffing position of the nrgy Deparbent
has been inproved. naaever, no 
camprdmwive strategy for the sector has 
been dram t. 

Vx R opinIs for energy sector 
c0-ordinaticn are being cosdered, 
including: 

a) PReconstitution of NH into an 
inter-ministerial nergy Concil 
which will draw up and update a 
nat-ional energy plan and review 
policies affecting energy 
conservation, pricing, taxation 
and subsidies; 

b) ining the F4* v Department 
with the NB Secretariat toform an Energy PlalniUnit; 
and 

c) ftticnrlizing Z10O's corporatestructure in the A-re of 
petroleum procurement, tras
portation, refining and ifole
raling in order to mk better 
ue of existing technical 
skills. 


