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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 ocur 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 He used
to pay off our external debts?

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

Kenneth D. Kaunda
President of the Republic
of Zambia

*Speech at the Official Opening of the Third national Convention, 23rd
July, 1984, ”
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1. INTR0DUCTION

1.1 In May 1984, the Government of the Republic of Zambia (GRZ)
presented the report "Restructuring in the Midst of Crieis” to the
Consultative Group. The report outlined a development atrategy for
reversing the trend of economic decline, diversifying the productive
structure in order to reduce deperdence 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 gsub-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 18 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 exigting infrastructure.
Consequently, an essential aspect of the proposed strategy is to ensure
that existing facilities work better; hence the special emphasis on the
rehabilitation of existing infrastructure. Recognizing that social
progress is an important and necessary component of ec ‘nomic development,
GRZ proposes to develop human skills intensively thro zh education for
maximum contribution to economic development; to imp: sve standards of
health as much as possible with the avallable 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: 1) 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 commercisl
environment to the maximum extent pogsible; and ii1) the importance of
institutional changes to upgrade econcmic management.



1.5 GRZ vemains 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 nor
materialized as was hoped. Consequently, the foreign exchange constraint
hag been more binding and the prospects for recovery and future growth have
worsened. The vesponse from the initiatives that have been taken on the
policy and institutional side 1s threatened by the shortage of foreign
exchange that is limiting our ability to produce goods and services. What
18 needed most, more urgently than projected last May, 1s 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 gought to reach a
national consensus in support of the requivred measwuces. His Ex:zxllency 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 astandard of living; that business needs to bhe
profitable in order to expand; and that to-survive in the long run, new
types of production and exports must be developed. The efforts in
versuading the nation to accept economic policy reform culminated in the
convening of the Third National Convention in July 1984, the cbjective of
walch was to discuss the economic crigis facing the country, and, in the
words of His Excellency the President, "to cause the economic problems to
be understood by everyone here...”. The Convention was attended by
delegates repregenting the Party, trade unions, the Chaasber of Commerce
(ZINCON), the Commercial Farmers Bureau, commercial banks, senior
government and parastatal officials, and provincial and district leaders.
The vesolutions 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 cloesure of unecoromlc miniug operations, ect.
An "Economic Crusade - i985" 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 1its
understanding of the causes of the economic crisis, particularly the
failures and weaknesses of past policies and development strategles, the
prospects and potential for economic growth and diversification, and the
specific measures vrequired for economic restructuring snd short-to medium=
term financial stability. On thne basis of this re-examination, new policy
and institutional initiatives have been taken and others are being
prepared. The putpose of this paper 1s to convey the Government's current
thinking on these issues and the policies and programs proposed to deal
with themn.



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 tne next twe years ovr so in
continuation of the substantial progress that has been made in the last
years in economic policy reform. The economic 1issues and problems to be
addressed, the measures already taken by GRZ, and future measures planne
in key sectcrs avre summarized in matrix form in Anneres I-1V,

1.9 This paper also identifies a number of sectoral programe
considered critical for a resumption of economic growth through the
improved utilization of existing capacities plus the promotion of
non—-traditional exports and efficient import substitution. It 1is these
programs that the donotrs 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 whethe
the level of imports is not alreadr below the critical minimum required |
the economy to resume growth ot even to prevent it from contracting
further: 1in the last three years alone, imports declined by 50 percent.
This followed a decline 50 percent in ilmports between 1974 and 1981. The
resulting severe under-utilization of capacity throughout the economy has
been accompanied by a growing backlog of rehabilitation and maintenance
expenditures. Unless this trend is reversed, GRZ's policy veform effort
Lound to faill because of lack of lmported 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 1s being designed and is expected to be read
for the 1986 meeting of the Consultative Group. It will give priority to
the vrehabilitation of existing assets and increased capacity utilization.
On-going projects will be carefully rveexamined, 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 1in planning and budgeting and the
strengthening of policy-making institutions. The initiatives involve the
following inter-velated 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 (1) a macro-ecoromic and financial framework that
included projections of total resources available to the
Government, and (i111) a series of specific sector analyses
which, together with the necessary data, will guide the
allocation of vesources among sectors. While focussing on
1986, the plan will include indicative estimates for the next
two-yearts;

— preparation by ZIMCC 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 f£irms have the
potential of being viable immediately, and the undertaking of
new projects orly when these are economically viable and
consistent with national priorities;

= completion by the Ministry of Agriculture and Water Development
(MAWD) of a vrolling 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 projects;

-~ 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
Commiseion for Development Planning (NCDP) in order to: (a)
improve theit 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 economye.

1.11 In short, GRZ sees institutional reform as an essential component
of the economic reccvery program. Aid administration and cvovrdination is
also an important atea of institutional reform. The Joint Monitoring
Committee (JMC), which was created following last year's meeting of the
Jonsultative Group, has proved useful in keeping the donor community
abreast of developments and has also become a useful forum for discussing
the Government's vreform 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 some 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 vesult 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 Zaubia'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, Zambiz has suffered a



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
daifficulties 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 %4 percent lower in 1984
than ten years earlier.

2.2 The decline in per capita income has affected all sections of
society. Workers ian the formal wage sector have suffered declines in real
terms aspecially during the past three years, as the Government
deliberately sought to heold wage Iincreases below the rise in the cost of
living whkile simultaneously decontrolling prices. As a result, domestic
consumption declined bv 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 1lives 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 sezll
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 blas in the rural-urban terms of trade which favoured the
urban consumer with high wages increas2s and cheap food, the economy has
been unable to deliver the wage goods necessary to make improved production
incentives effective.

2.4 Zambia 1s facing up to the fact that its mineral resources arve
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.
Theveafter, production 1is likely to fall substantially; after 1995, copper
exports ave expected to fall by perhaps one-third in the subsequent five
years.

2.5 Zambia's external debt problem 18 an onerous one. The large
cutrrent account deficit of the last decade led to heavy external borrowing,
accumulation of arrears on import payments, and the «epletion of
international reserves. At the end of 1983, the country's total external
liabilities stood at US$4.5 biilion, including drawings from the IMF and
about US$500 million in overdue commercial payments. By compartrison,



merchandise exports amounted to a little over US$1 billion. Despite the
rescheduling agreements of 1983 and 1984, Zambia's debt gecvicing 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
per!~ds, the debt sarvice ratio cannot be reduced appreciably from these
high levels du:ting the remainder of the decade. To a large extent, this is
due to the structure of the external debt, which 18 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 intevest due bilateral creditors and private creditors) is on
avevrage only 22 pevcent of total repayments due over the next fouvr years.

2.6 The decline in copper prices has also severelv affected the
countvry'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 vrevenue 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 1is 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 vreferred 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? 1In
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, ot 38 percent, are in working condition. So, 62
percent of the tractors in this countty 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 vevenue 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 to.Grade Eight. Similarly, only 45
percent of our adult population can vead or write ... The infant
mortality vate is around 105 per 1,000, that is out of every
1,000 babies born, 105 die before they reach the age of ona,
Although this figure represents an improvement upon the
situation that obtained at independence when out out 1,000



babies, 120 died before the age of one, it is both intolerable
and totally unacceptable."}/

The Key Sectors: Agriculture and Industry

2.8 Zambia's capacity tc 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 carnings 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 (i11) 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 seriouc 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 uweet 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, tobaccec 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. : '



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 vising sharply during the 19608 and early
19708, 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 Zambla, declined during most of the 1970s at an annual vate of 20
percent and 17 percent, respectively. Export earnings 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 deterforation
in real terms. The sector's contribution to the diversification of the
economy from mining has been minimal, with 1ts share of real GDP vemaining
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
estimnted 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 other marketed agricultural products. This
gwoup uses a full range of inputs to achieve high crop ylelds estimated at
over five tons/ha for maize. The extreme dualism of the agricultural
sector has been slightly moderatzd 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 gnd the other
matrketed agricultural products.

2,13 The past performance of smallholder (traditional end 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 theit share from only about 19
percent to 41 percent during the same period. Nonetheless, GRZ 1is
convinced that the greatest potential for agricultural growth {n 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



of raising the living standards of the majority of Zambians, ensuring an
equitable distribution of income and enhancing regional balance 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--gstand 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
uricompetitive in export markets. Nonetheless, there is a potential for
resource—based exports. The principal products which have been exported
consistently in reasonablie 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. 1In the immediate term, the
manufactuiring sector faces serious probleme which are reflected in high
rates of under—utilization of 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 18 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 1s to the reform programs that we now turn.
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3. THE ECONOMIC REFORM PROGRAMME

3.1 While extarnal factors are at the root of Zambia's present
acoromic crisis, GRZ has recognised for some time that insppropriate
policies have also contributed significantly to the country's difficulties
by praventing tha agricultural and industiial sectors from playing their
required role in aconomiz divaraification. The principal policy
deficiencies include the following:

1. pricing and eubsidy policies fevorad the urban consumar at
the expanse of the agricultural producer, depressing tha
lattar's income and incantive to produce for the markaet;

11, ecnntrolled industrial prices lad to low profitability in the
manufacturing sector and a decrease in the regourcas
available for reinvestment;

11i. tax incentives and controlled intaerest ratas lad to a
pattarn of capital-intensive investment; and

iv. exchange rate and tariff policies ancouraged the use of
artificially chesp imported rew materials and other inputs
and discouraged the use of local raw materials. As 8 result,
a highly capital and import-intensive production structure
was created that proved to be very vulnerable to prolongad
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, whizh encompasg macro-economic and sectoral
policies, are described in Anrex 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 policy 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
CouncilE/ set for themselves, namely:

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

i1, to economize on the use of foreign exchange and to reduce
import intensity;

i1i. to make better use of existing capacity; and

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

2/ The National Council is the highest policy making body of the
- United National Independence Party. The 19¢h session took placa
in Lusaka in Decemnber 1984,
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3.3 Exchange rate, trade and pricing policies are among the most
powerful instruments that GRZ can use in furtherance of the fivst two
objectives described above. These will be examined fivcst,

Trade and Exchange Rate Folicy

3.4 Although Zambia's industrial sector 1is relatirely large and
advanced compared to those of other African countries, it3 manufactured
exports avre exceptionally small. The fact that exports of products, other
than those of the mining induetry, 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
gystem, 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 expotters; an
over-valued exchange rate whizh made Zambian goods uncompetitive in
external markets; and a foreign exchange control system that offered strong
incentives for pfoduging for the domestic market.

3.5 Some important steps have been taken to remove the above
constraints. The foreign exchange retention scheme inttoduced in May 1982
under which exporters are allowed to retain 50 percent of their receipts
for meeting their import cequirements, 1s 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. Thirvdly, legislation will soon be passed which
will set up a semi-autonomous Export Promotion Board, with a full-time
secretariat. Its overall objective would be to encourage, promote and
develop exports of gnods 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,
1ssue 5) which will define the 1ncentives, and legal and policy framework
within which the business sector can operate. The Code will give specific
incentives for norn-traditional exports (e.g. a drawback of all import
duties, excise tax and sales tax pald on inputs).

3.6 The exchange rate 18 the most powerful instrument of general
economic policy for achieving diversification of exports. There 13 no
question that, given the high cost of domestic production, the
overvaluation of the Kwacha has made Zambian exports uncompetitive 1in world
markets. Two important export commodities, tobacco and cotton, for
example, have as a consequence requirad export subsidies in the past. The
cost-price of Zambian tobacco in 1981 was ahout 15 percent higher than the
price in neighboring countries, while cotton would only be produced in
Zambia at a price moce 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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(L.e. a crawling peg) adopted. Since then the Kwacha has depreciated
furcher, and in real terms, 1t 18 now more than 50 percent lower than at
the end of 1982, Theve ave indicaticns that the devaluation has given a
significant boost to some exporters in both the naaufacturing and
agricultural sectors. Manufactured goods exports have more than doubled
ovetr 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 shotrtages 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 i8 necessary to have both an import licence and foreign
exchange backing prior to importing any item. The system has proved to be
cumbersome and ccstly to administer; officials have to meke foreign
exchange allocation decisions on a firm-by-firm and product~by-product
bases. Budgeting of fcreign exchange has also been problewratic, 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 tarlffs or zero duties on capital and
intermediate goods. Fcr example, the average import duty collected in
Zambla during 1972-78 was & very low 8ix percent of import value, as
compared to a simple average of 20- percent for 31 African countries. The
low level of duty collection has been due to the low level of consumer
go0ds 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 has fnduced resources
into highly protected actlvities and allowed inefficient firms to exist.
The foreign exchange control and import licensing systems, by excluding a
wide vange of competing imperts of consumer goods from the domestic martket,
have provided high protection to import substituting activities and tended
to reinforce the protection effects of the tariff structure.

3.9 In ehort, the taviff system and the working of the system of
foreign exchange allocztion and import licenciig exercise substantial
influence over decisions made vegarding 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
vregime has vegsulted in severe inefficiencies in the allocation of
resources. Specifically, it has encouraged import-intensive industry and
discouraged the development of domestic industries that utilize lccal raw
materials and labor; favored packing or assembly-type industries, which
provide very few benefits vo the econouy either in foreign exchange,
enployment or skill development; and impedad the growth of factor
productivity. Commenting on the shortcomings of the system of foreign
exchange controls, His Excellency the Prerident recently asked:

“"How can we ensure that in the allocation cf 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 1nefficient allocations, it is
ncrtessary to re-examine the system and to see in what way 1t can
be made less gsubjective and less dependent on the human factor.
The question 18 what would that allocative formula be?"

GRZ 18 convinced that the allocative formula must eventually
include:

1. increasing the reliarnce upon matrket forces rathar than
administrative mechanisms for allocating resources. "™is implies
the gradual dismantling of the foreign exchange controls, import
and export licencing and interest rate veguiations;

1i. restoring balance and increasing the uniformity of the incentive
system, particularly between exports and import-substitutes, as
well as between agriculture and industry. This implies a sajort
reform in the trade regime with greater reliance on the exchange
rate as a mechanism for allocating foreign exchange, elimination
of import restrictions, racionalization of the tariff structure
and veview of investment incentives; and

111. 1introducing greater automaticity into the determination of the
exchange rtate consistent with the long-vun 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 iatermediate goods and raw
materials was intvoduced which should significently increase the incentive
(protection) for domestic production of inputs currently imported and
reduce the effective protection on assembly-type industries. Second, the
basls for levying import duties has been changed from f.o.b. to c.i.f.
This, together with the new minimum taviff, should contribute to increasgsd
goverument revenues while reducing somewhat the excess demand for foreign
exchange. Further changes in the trade r2gime and sales tax have been
introduced in the 1985 Budget. These ave 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 increaeing government trevenue,
Specifically, most of the manufscturers' rebate under which specific
subsectors were exempted from duties on imports of industrial inputs have
been abolished. Also, the existing vate of sales tax on imports of 12.5
percent has been vaised to 15 percent, and the sales tax on locally
produced goods and services has been increased from 10 percent to a unifirm
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 facilitsate further work on tariff veform, 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 importables
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 implerentation 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 In 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 18 an important
instrument to this end. Currently, ss 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 ig
currently reviewing various options with a view to introducing a
fundamental change i1 the exchange rate system in order to reduce excess
demand for foreign exchange and lessen the reliance on administrative
controls. This change chould 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 wheaqi/, 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 INDECC group of public sector companies ranged from 25 and
50 percent. Largely ag a result, the combined before tax profits of the
INDECO subsidiaries increased by over 35 percent batween 1982/83 and
1983/84.

g/ 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
iritroduce policy and institutional reforms designed to eliminate the above
constrain: s on agricultural 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 int:oduction which would help eliminate marketing
subgidies, 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 weasures that GRZ plans to adopt over the next
two years in pricing policy and marketing arrangements are listed in Annex
IL. 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 whereby 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 sector
participation.

3.18 Some of these policy and institutional measures, particularly
those aimed at allowing sufficient margins to cooperatives and NAMBOARD and
promoting participation by private traders in maize marketing an:
fertilizer distribution, require further and detailed analysis bhefore
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 objectives outlined above. Further
details of the marketing study are presented in Annex IT, 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
iwport-substitution--agriculture and industry. Such policy measures are
critical to the success of tha 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 13 severe under-utilization of
capacity throughcut 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 eccromic 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 tcnnes 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 profiltability (see Annex
III). 1In 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 is
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 amsets
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 speclal studies to review its
present operations and plans. These studies (see Annex IIT) are intended
to lead to an action program to increase labor productivity, improve cost
control practices, and establish a Systematic approach to financial and
2conomic cost/benefit analysis of investments. Several of the studies have
been completed and thei~ recommendations are being reviewed by ZCCM.
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 Go restoring SCCM'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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Energz

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 petrcleum; (b) improve the
reliability of the existing power system; (c) rehabilitate existing plant
and infrastructure; (d) rationalize energy prices to promote efficienut
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-iuvestment evaluation has shown that the reconfiguration of the Indeni
Refinery by the addition of a mild hydrocracker would reduce petroleum
imports by about USS10 million per year and increase the scope for product
exports. At a total cost of about USS30 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 eccromic benefit from
substituting indigenous for imported energy is probably higher still.
Thus, should the feasibility analysis confirm that initial assessment, the
investment, which 1s 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 13 scheduled for completion this n»ar and will reduce diesel oil
consumption by about 26,000 tons per ywar, saving US$8 million annually in
foreign exchange for au 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 appesrs to be feasible.

3.26 At present about 20 perceunt 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 neede were estimated at about US$40 million in 1982. The
lumediate 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
avold major power interruptions. ZESCO has prepaved proposals for the
rehabilitation and reinforcement of the Lusaka and Kitwe Urban power
stations, the cost cf wnich is estimated at about US$4.4 million. It has
also identified about US$1 willion of investments urgently needed to
rehabilitate the aging Victoria Falls power station. Z2ZESCO also plans to
define the scope and focus of a comprehensive power sector rehabilitation
program and to identify measures to strengthen its maintenance program. and
operating procedures.

3.27 Feagsibility &nalysis of the rehabilitation needs of the Maamba
Colliery to raise its cutput sufficient to meet potential domestic and
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export demand for ccal 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
raige 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
1mpr¢ 7ed prcduction efficiency would eliminate the need for coal imports,
remove the production bottleneck in some industries caused by inadequate
coal supplies and faciiitate further possible substitution of coal for
imported fuel oil. The Tazama 0il Pipeline 18 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, 1s a serious cost to the
economy. Still more serious is the prospect of a major pipeline breakdown
which, with only 20 days feedstock storage at the refinery, would rapidly
cause 1its 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 Irappropriate 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—consuaption. 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 o1l and kerosene
hiave 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 rehabi.itation 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
forumulation of policies on energy conegervations, pricing, taxes and
subsidies, is needed for the effective conordination of energy policy (Annex
IV, issue 5).
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Industrz

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-intensity
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 strass 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 policies 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 follewed by a description of the incentives and 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. Stil), 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 heen 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 lnvestments 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

criteria for Screening investment Proposals umust 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 performarice of existing enterprises;

1i. establishes an Evaluation Unit to apply the above criteria;

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

iv. 1implements 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 1t have not
been sufficiently clear or well-publicized. Moreover, the Act maintains a
scrong regulatory environment and its incentives are provided in a
discretionary way. The Act has also teen criticized for providing
incentives (e.g. remission of duties, investment allowances on capital
goods) biased in favor of capital-intensive and import-dependent
investment. Foi 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
1s 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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Transgort

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 flecets. Workshop and maintenance facilities are poorly
equipped and staffed. GRZ's highesat 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 completed. The second phase of the programme is about to
begin and seeks to improve the operational efficiency of the railway by
providing for:

i. replacement of life-expired rolling stock and equipment
needed to mze: projected traffic demand;

ii. material and spare parts for maintenance of Zambia Railways'
equipment and facilities; and

iii. modern operational facilities.

The total cost of the thrae-year program is US$83.1 millicn. The World
Bank's affiliace for concessionarv lending, the International Development
Agsociation (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 a coumprehensive inventory of road
conditions in the country in order to preparc 2 high priority program for
reconstruction of the r.ad network. Lastly, with the 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 hoth 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 supplylng an adequate volume and quality of
gservices.
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3.37 Institutional reforms are also needed in the trangportation
sector. Poor coordination among the three ministries most directly
involved in the transport sector (the NCDP, Ministry of Power, Transoort
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
trangport sector policy-making and straiegy 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 1if,
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 extension services must be fimproved
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. Secound, there has been little adaptive research (i.e.,
regionally oriented tec 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
regearch and extension 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. Although 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
trangport 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 i1s needed. Research results
should be incorporated in the trairing 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, egpeclally
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 natiomnal
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 efficien&y of
agricultural research and extension services;

(b) increase the productivity and effective utilization of
resources 1n 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 institution=building in the research and extension
gubgectors through technical assistance snd 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 USS64.7
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 population of Zambia was 5.7 million at the time of the 1980

census. It nad increased by over 40 percent since the 1969 census when the
population was 4.1 million - an average annual growth rate of 3.l percent.

In the abserce of any change in fertility, the 1980 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
vompete 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 iuputs to urban migration frowm greater pressure on
the land in key sending areas), and hold back the couittry’s progress in
feeding and caring for its people. In short, the rapidity 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 programre. 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 thrat delivery of
family planning services through integration with maternal and child health
(MCH) services is a cost-effective and an efficient delivary mc.a.
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 nec~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 {s currently preparing a pilot project with components
designed to assist 1in achieving these long-term objectives. The proposed
World Bank-assisted project would have forr main thrusts:

(a) to support population programmes in some key ministries
(e.g., to strengthen demographic analysis and population
policy formulation in the NOUP, to develop information,
education and communication clirough the Ministry of Health
and the Ministry of Information, and to finance population

programmes in one or two sector ministries);

(b) to improve the delivary of primary health care (particularly
MCH and family planning services) in the Lusaka area which
has significant unmet demand for family planning services;

(¢) 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 servicea;.i/ and

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

3.47 On the basis of the experience 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 strengthered, 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 vould 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 ASSISTANCE

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 enscre 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
considersble 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 undertzken, they, alone, will not be sufficiant to bring about the
restructuring required in the economy. They need to be buttressad by an
increased inflow of foreign exchange resources to restore imports and
production levels sc that the reform programmes can become eifective. For
example, it does ro good to provide incentives for non-traditional axports
if those exports cannot be produced in the first place becausc 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 rot available to
allow production to increase, or tyres and spare parts are not available
for trucks to take the produce to market, or if manufactired gcods
(donestic) are not available for farmers to spend thelr 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 proporticn of these resources over the next few years take the
form of quick-disbursing input support. 4s noted earlier, because of
continued weakness in cop,°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 tlat
time, was tentatively scheduled for later this year, or early in 1986.
Becsguse 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.



- 28 -

4,5 An increaring 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
institutionsl reform initiztives. 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.

Egdustrz

4.6 The World Bank is preparing an industrial reorientationm project
that will provide quick-disbursing assistance to the sector with the view
to reising 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 increaze 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 markeis.
Manufacturing activity will be more outward looking in its product and
marketing orientation and more reliant on local resources as regards its
uge of industrisl inputs, including raw materials and intermediate and
capital goods. Production and employment will be increased, as will
workers' incomes, and manufactured exports may be expected tv increase.
This project will support and encourage the policy reforms described
elsevhere in this paper, including an inceative 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 603~70 percent. The
World Bank's contribution to the sector through the Isdustrial
Reorientation Project 13 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 are 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 cof 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
amouint nf 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 availabilicy
of domestically produced food items and providing the basis for an
expansion of agricultural exports. The extensive policy and institutional
reform package fur 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 prograrme 1s to provide a
continuous flow of essential farm machinery and implements, spare parts and
agro—chemicals into the sector. Iacluded 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 spresding 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
egtimated 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 gsector 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 court y's export earnings would
8till leave abcut 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 fur
tractors. Additional commitments by other donors now would ensure that the
foreign exchange requirements for the period would bLe met.

4,12 While the most critical need at present is to provide inputs to
the sector, it is also important that programmes be initjated 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 18 seeking donor
support. As described earlier, the major objectives of this project, which
was prepared with World Bank assigtance, are: (a) to strengthen the
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technical capacity and efficiency of agricultural reswearch and extension
services so that they can pProvide 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 evisting 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 pProgramme planning and analysis, extensicn methodology,
adaptive farming systems research monitoring and evaluation through
training and tecknical assistance. The research programme will be
reorganized and strengthened to include greater emphasis on on-farm
adaptive research and on-station applied commodity rseearch. 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
extpected 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 sarvices 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 1s the impact this decline in transport
capacity 1s having on the agricultural sector. With the cycle of drought
at last having been broken and with the improved productivity 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
toc rise even further in subsequent years and the transportation
requirements may be expected to increage apace.

4,16 Similar problems affect the passenger transport sector where
private operators now have as much as 75 percent of the total bus market,
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, oparates 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 ranagement, planning and technical
problems. A number of steps are being taken to rebuild these enterprises
into weli-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 transgportation requirements of the
economy are satisfied, there 1is 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
rehabiliration 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-sectur 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 traneport sector project for possible EDF financing. This
project would have as its ultimate objective the long-term viability of
transport enterprises, capsble of supplying an adequate volume and quelity
of services, at appropriate levels of self-financing, and would provide a
basis for mobilizing external resources for the sector.

Minig&

4,20 It wag stated in the previous chapter that the copper industry,
as the main provider of fnreign 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 efforti 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 project to support the Government's efforts at improving the
performance of the mining company (ZCCM). The project includes the
following components:

1. 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;

11. training of mining engineers, technicians and teclimologists;
on-tha=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 milliou, is being
financed through external borrowing and S1 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 (UiS527 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 e 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 it.s 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., debt servicing and oil imports), this target was not achieved. in
the event, ounly US$280 million, or 35 percent of the actual foreign
exchange earnings, were provided to ZCCM.

4,23 There have alsc 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 prc%ect are yet
to be felt and, although these delays are fast being overcome, 2/ 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.
Algu, with procurement under the loans mentioned aliove 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 earning~, 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.

Energz

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 addrecssed. 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
autition, 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 miliion.
This would provide for rehabilitation of those parts of the transmission
and distribution systews 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 Luszka, 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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Page 1 of 7

STRATHGY AND CRJECTIVES

RECENT PROGRESS AND (URRENT

SITUNTION

MEASUFES MND ACTIONS EEDNG TAKEN

JAN. - DEC. 1985

BEYOND 1985

1. Bxchange Rate
Policy

The maintesnance cf
external cospetitive-
ness under a fiexible

(1)
(i

t1i1)

(iv)

Raacha was devalued by 208 in
January 1983.

A flexible exchsnce rate
system w3 adcpted in July
1983.

Betwaen July 1983 and kmrch
1965 there was a cumilstive
dspreciation of 792 and 93%.
against the SR and S dollar
respectively.

A moderate improvement in the
profitability of exports was
achieved, Hoeever, the excess
demand foo foreign exchange
rexaing large and the re-
lisnce on adninistrative
rationing mectanimes has not
diminishad.

The introductic: of a
fundmmental changa in

exchenge rate management in

order to reduce exress
demand for foreic y

exchange
and lessen the raliance on

administrative controls

The continuation of an
active exchange rate
policy conducive to the
maintenance of external
ocmpetitiveness.,

Less reiiance on
acxinistrative mecha-
nimes accampanied by
iprovements in
foreign exchenge fore-
casting and bums, sting.

i)

(i1)

Committee was reconstituted,
with private sector repre-
sentation,

S §)

i)

111)the revision of foreign
exchange budgeting
precsdures to make the

iv)

The utﬂ:MMt of a

ministarial comittes

bixiget an cperational
tool of econmmic

decision-making.
Adherence to the

incloding the quarterly
sub-budgets.

i1) The uee of

1i1) The stremalining of
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STRATEGY AD BIECTIVES

RECENT PROGRPSS AND CURRENT

MEASURES AND ACTIONS BETNG TAKEN

STTUNTION

JAN. - DEC. 1985

BEYOND 1985

3. Import Regime

overall level and

dispersion of effective

rates of protection in
order to reastore the
ralance of incentive
r:2tem betwesn exports
and import-substitutes
as well as between
agriculture and
industry.

i)

i)

1ii)

iv)

v)

vii)

viii) There is widespreed underuti-

The custams duty on induetr
capital goods was raized from
7.5% to 10%.

A minimmn tariff of 10% was
impogad on a large mmber of
imported inputs.

The custars valuaticn of

imports wes changed fre= f£.0.H
to c.i.£. banis.

enter the ccuntry duty-free
becavse of the existen—e of
industrial rebates and zero-
daty categories.

Duty-free inmports continue to
b2 exempt from tie zales tax
on imports.

Effective rates of protecticn
remain high snd variable, with
some activities accorded
nagative protection.

The structure c{ production
is characterized by high
import and cepital intensity

lisation of capacity, with
the indstry average no
higher than 50%.

i)

i)

iv)

v)

Most of the remaining
duty-free categories
of exemptions will
be abolished.

The maximwm import
duty will be set at
1008 and an excise
tax equal tn the
differenca between
the existing rate and
1008 will be levied
on all imported and
locally-menufactured
goods. Subseguently,
the maximm

tariffs will be
reduced to about 80
percent without an
increase in the
excise tax.

9

The abolition of
all other exesp-
tions from 108
minf:mmm tariff.

The coversqe of
the 158 sales tax
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ISSUES

STRATEGY AND CBJECTIVES

RECENT PROGRESS AND CURRENT

SITUMTION

MFASURES AND ACTIORS BETMG TAKEN

JAN. -- DOC. 1985

BEIYG:D 1985

vii) A tariff comzission 111) under the ssgis
will be establishead of the Tariff
to study the struct- Coamission, a
wre of effective coprehensive
protection and review of the
oversse the implemen- protection sys-
tation of tariff tem and the form—
reform measures aimed ulation of
at achieving greater proposals for
uniformity at effact- chenges in the
ive protection. structure of
tariffs and
viii) Import prohibitions indirect taxes.
which now cover about
50 items wiil be iv) The elimination
reviewed and reduced of the remaining
gradually. import prohibi-
tions and the
introduction of
iate
tariffs.
4. Bxport Prowotion | Export diversification 1) Under a exchange i) Exporters will be
and Incentives through the promoticn off retention scheme introduced in allowed to open
nontraditional s 1922 exporiers nontraditional interest-earning
the identification of products mey retain 508 of foreign currency
new exports and warkgts. gross receipts. accounts at demestic
banks.
ii) Profits derived from non-
traditional emports attract ii) The foreign exchange

notsal company tax rate of
308,

Beport licensing contires to
have an inhibiting effect en
exporting

retention period has
been lengthered from
21 days to 60 days.
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STRATEGY AND BJECTIVES

RECENT PROGRESS AN CURRENT

SITUATION

MEASURES AND ACTIONS HZING TAKEN

JAN. - DiEC. 1985

BEYORD 1985

BExport Promotion
and Incentives
{contd)

iv) Instituciomal euxpport for
exporters, including credit
and quarantse schames and
marketing zssigtance, is
either absent cr wesk.

v) A feasibility study of an
Bxyort Revolving Pund which
woild supplezent the foreign
exchange retention scheme is
undervay.

1i1)

iv)

v)

vi)

Export licensing will
be replaced by a
simple registration
system wnich will do
away with the admin-.
istrative costs of
abtalining a licence.

An Export Credit
Revolving Fund will
be established to
rrovide immediate,
guaranteed foreign
exchange for imports
needed to meet an
export order; it will
also_provide workine
capital for the
production cycle.

An Export Promotion
Board will be esta-
blished to oversee
the development of
new exports and
markets.

The duty drawback
system will be
simplified, with the
drawback based on

the average percentagd
of imported inpbuts in
the output for major
types or groups of
exports.

Tne Export Pramotion
Board will be streng-
thened .

The averzges used in
the calculiation of the
duty drawback will be

" reviewed periodically.
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RECENT PROGRESS AND CURRENT

MEASURES AND ACTIONS BEING TAKEN

ISSUES STRATBGY AND GBJECTIVES
SITUATION
JAN. - DEC. 1985 BEYOND 1985
5. Investment Greater clarity and i) The inhibiting effect of the The new Investment Act
Climate precision of Govermment Industrial Development Act of will be promulgated.
[olicy towards the 1977 was recognised.
business sector in ii) A new Investment Act has been
general and the private prepared. Th: draft Act is
sector in particular. designed to assure among
The maintenance of a other things:
stable policy framework a) management of public enterprites
less regulatory ané more on commercial lines.
promotional in nature b) full and open participation of
and a well-defined the private sector in busginess
system of incentive-~ development,

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

d) remittance rights to profits, The Investment Cammi-
dividends, interest and capital ssion will, through its
relacing to foreign investment. Secretariat, carry cut

e) a simple but effective arbitra- -studies and formulate
tion procedure. p aimed at

£) specific incentives for non- improving the investment|
traditional exports of goods climate .
and services, rural industries,
amll-scale and priority
enterprises, and activities
with a high local content.

g) automatic access to specific

incentives, subject to safe-
guards.
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STRATBGY AND OBJECTIVES

RECENT PROGRESS AND CURRENT

SITUATION

MEASURES AND ACTIONS BEING TAKEN

JAN. - DEC. 1985

BEYOND 1985

6. Irterest Rate
Policy

Improvements in savings
mcbilisation and invest-
rent decision-making
through greater
reliance on market-
determi::ed interest
rates.

i

1)

i1

increased flexibility was
achieved in adjusting
intersst rates.

stages fram 13% in 1983 to
17.5% at the end of 1984; the
maximm deposit rate went up
fram 8.5% to 15.5%.

In spite of the above
increases, real interest s
rates remain negative.

Both lending and
deposit rates will be

A market-determined
interest rate
structure will be

7. public
Enterprises

Inproverents in effi-:

clency through better
review and evaluation

ment besed partly on
the recruitment and
retention of qualified
staff in key areas.

8

i

The profitability of scme
public enterprises has
improved following the
removal of price controls.

The combined before-tax
profits of INDECO subsidi-
aries increased from K.13.1
million in 1982/83 to K.17.7
nmillion in 1983/84. Of 36
operating INDECO subsidiaries
13 made losses amounting to
X.35.5 million in 1983/84.

i

i)

INDROO will adopt
sound econamic
criteria for evalua-
ting new investments
and the performance of
existing enterprises.

It will establish an
BEvaluvation Unit to
apply the above
criteria.
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RECENT PROGRESS AND CURRENT

MEASURES AND ACTIONS BEING TAKEN

ISSUES STRATEGY AND CBJRCTIVES
SITUATION
. JAN. - DEC. 1985 BEYOHD 1985
7. Public ii1) Direct Government £ iii) Pending the establ- i) Based on the consul
Enterprises has been substantially ishment of the Bvalu- tants' reviey,
{cont) reduced. ation Unit, it will INDRCO will
review (with the help implament an action
iv) Poor management and ineffi- of consultants) all programme to:
clent operations persiat at large projects
several enterprises. started recently, (2) improve the
scheduled to start perfomance of
v) The contribution of ncn- 8soon, or propesed fur enterprises
mining public enterprises to inclusion in its with potectial
export earnings remains 1985/86~1987/88 econanic viabi-
vory low. t programme; lity; and
it will also review (b) restructure or -
vi) Investment selection and the economic viabil- otherwise shut -
evaluation criteria are ity and the operat- down enter-
Geficient and analtical ional efficiency of prises which
capacity is woak. existing enterprises. are not
economically
vii) DWDEO's inability to lv) It will not undertake viable.

recruit and retain qualified
and experienced staff in key
areas continues to

technical and financial
cperations.

v)

investment

wvhich do not satisfy
the econamic viabil-
ity criteria,

It will undertake,
wvith the help of
consultants, ® stidy
regarding tha appro-
priate level of comp-
onsation and other
measures necessary to
recruit and retain
qualified and experi-
ence.’ ataff,

11) It Wil implement
the recomendation1
of the study on
the compensation
of key personnel
with a view to
becoming a
competitive .
emplcyer vis-a-vis
the private sector.
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STRATHGY RND OBJECTIVES

RECENT PROGRESS AND (JJRRENT
STTUNTION

MEASURES AND ACTICNS BEING TAKFN

JAN. - DEC. 1985

BEYOND 1985

1. Pricing Policy
a) qudu:z( ?ricm

b) Ccnsumer Prices

Aoption of a pricing
policy which is
cnsistent with regicoal

diverzification efforts.

i)

i)

ProGucer prices for all the
@ajor aoricultural commodities
have been incressed to levels
cioee to oxr above border price
euivalents.

Bowever, price- setting
sethodology remains inzppropri-
ate and the data base is poar.
Purthermcre, mifom prices,
which take no acoount of
regional cosparative advantzge,
and reiztive costs are set
throaghout the camtry, with
the result that the production
of crops cther than eaize is
depressed.

A study to formulate a more

The prices of most food

caltural crops were never
subject to price control. Only
the prices of maize and maize
meal remain controlled.

Based on the results of
the study, a new price-
setting methodology is
being formiated.

NAMBOARD and PCU to be
allowed sufficient margins
to cover one third of
amount needed to attain

full cost recovery.

A new' methcdology for
satting producer prices
based on border price
equivalents will be
established. In addi-
tion a regionally
differentiated prices .
structure of floor anc
trigger prices will be
introduced, with
NAMBOARD becoming the
buyer and seller of
last resort.

NAMBOARD and PCU to be
allowed sufficient
margins to cover full
trading costs.
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RECENT PROGRESS MND CURRENT

MPASURES AND ACTIONS BEING TAKEN

SITUATION

JAN. -~ DBC. 1985

BEYQGND 1985

c. Pertiliser Prices

The acoption of a
fertilizer price which,
after rehabilitation of
NCZ, would cover the
full coets of product-
ion and distribution.

Rehabilitate HCZ to
ralse capscity otiliza-
tion end lower domestic:
cost of

fertilizer to at least
tte import parity level,

The present consumer price
does not cover fully the
cocperatives' trading margins.

Fertilixer prices which are
controlled were increased by
10.3% - 22.7% in 1984 but this
was not sufficient to cover
full costs of procurement and
distribution. Morecver, ferti-
liser consumpticn is comparati-
vely high.

Fertilizer is produced
domestically at twice the
import parity prices.

A project to rehabilitate
HCZ has been prepared and
external financing arranged»
\brk on the Japanese Plant
has begun.

Fertilizer pricea be
increased further in
order to reduce subai-
dies ard encourage a
more efficient vse of
this input. A study
on fertilizer consum-
ption will be undert-
aken to determine the
causes of the extraoz-
dinarily high level of
usage and propose
corrective action.

Fimming »p arrange-
ments for the
rexainder of the ex-
ternal financing
(World Bank and KFW)
will be corpleted and
work will begin an the
German built plant and
the offsites.

i) Pertilizer prices
will be raised to
a level sufficient
to cover procure-
ment, transport,
handling, storage
axd other
aperating costs,
within a regio-
mlly differen-
tiated price
structure

ii) The findings of
the fertilizer
consmaption study
will be evaluated
and the approp-
riate recamsen-
dations implemen-
ted

1ii) The rehabilitaticn
of Ritrogen
Chemicals of
Zmbia, the
dorestic ; roducer
of fertilizer will
be completed. The
project aims at
increasing KCZ's
efficiency eo
that the cost of
dovestic ferti-
lizer is reduced
to import parity
egquivalent.




Annex II
Page 3 of 9

STRATEGY AND CGRJBECTIVES

RECENT PROGRESS AND CURRENT

SITUNTION

HEASURES AND ACTIONS BEING TAKEN

JAN. - DEC. 1985

BEYOND 1985

D. Tractor Hire

The adoption of charges
for Goverrmment trector
hire services would
cover full costs and
generate resources for
minteniace of the
tractor fleet.

The charges are still below
the level needed to achieve
full cost recovery and thus
generate resources for the
efficient miaintenance and
operation of the tractor fleet

The charges for Govern-
ment tractor hire
services were

increased by 40X

in January 1985.

Tractor hire

charges will be
raised to a level

sufficient to
achieve full cost
recovery.

2. Non-price
Incentives

Maintenance of non-
price incentives in
arder to encourage
marketed production for
local consumption as
well as for export.

1) Since 19682 agricultural
incomes have been taxed at
the rate of 15¢ campared to
the current o=pany tax rate
of 50%.

ii) Pazmers can write off 1008 of
the capital coat of farm
machinery and implements
within teo years.

iii) ram sschinery is exempt fram
custras daty.

iv) As with other non-traditional
axports, sgricultural exports
benefit from the 50% foreign
exchange retention schene.

Non-price producer
incentives will be
emintained.

The draft Investment
Ccde will stressline
and strengthen non-
price incentives.

3. Prodoce Market-

ing Input
Distribution

Improvements in the
efficiency of the mark-
eting and distribution
systar through stresm—
lining the operations
of NAMPOAFD and the
Provincial Co-operative
Unions (PUC) as well as
by allowirg coupeti-
tion smong parastatals,
co—cperatives and
private traders.

i} FAMBOARD handed over to the
PCU's all its intra-
provincial functions in the

of majze and the
distribution of fertilizer.

ii) Oonly maize marketing and
fertilizer distribution are

reserved for parastztals.

of other agricultursl
products. Moreover, tha
distribution of agro~

Because of the need to
strengthen administra-
tive capacity and
financial controls in
the PCUs, NWMBOARD has
temporarily again been
given primary responsi-
bility for intraprovin-
clal maire marketing and
fertilizer distributior,
with the PCU's acting
only as agents of
NAMBOARD .

PCU's are eapected to
takeover responsi-
bility for intra-
provincial maize

and ferti-
lizer distribution as
their capacities
increase.
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ii1)

iv)

chemicals, farm machinery and
izplements is largely in
private hands.

Given the current level of
efficiency, the margins
allowed the parastatals are
not mufficient to cover their
costs. The resultant depen-
dence on Government sibsidies
is not conducive to improv-
earents in efficiency.

Par the purpose of establis-
hing an empirical basis for
detemmining the appropriate
margins a study of the
magnitude and structure of
PCU's and NAMBOARD's costs
was initiated.

(59 Section above on
Consumer Prices)

a)

b)

c)

Having identified the
nature and magnitides
of PCU'a and NAMBOARD'
costs, a oore cowpre-
hensive study on how
to reduce these costs
and create a gystem
which would sustain an
izproved level of
efficiency will be
carried cut. The study
wculd cover:

ways and means of
improving mirketing
efficiency, especially
through cost reduction
with private sector
participation acting

lezal channels that
are needed to facili-
tate private sector
participation;

a workabla mechanism
to quard against wide-
spread comodity

(See Section above
on ccnmumer prices)

The recommendations
of the marketing
and parastatal
efficiency

will be implenented
In particular,
private traders
will bz allowed to
ocarpete with the
oo—cperatives and
RAMBOARD, with the
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BEYOND 1985

d)

e)

£)

q)

hoarding and/or amugg-
ling, and against the
bulk of the trade
falling into non-
Zarbian hands;

ways and weans of
improving the finan-
clal and operational
management of PUCs;

measures needed to
enable NAMBOARD to
e3tablish and sanage
food grain reserves,
and carry out the role
of buyer and seller of
last resort within a
systam of guaranteed
floor and trigger
prices:

policy and cperational
guidelines for the

raguired investments
and financial resour-
ces for the operation
of such reserves.

'
:

4. Research and

Rationalisation and
reorientation of
research and extension
in order to ensure that
fairers, especially
amllholders, have
acceas to effective
technical packages.

i) Pudgetsry allocation for
research and extension have
been incressed. Research °
allocations were doubled
between 1983 and 1984, and the
ratio of operating and maint-
enance expenditures to
personal emoluments raised
from 18.1% to 27.)Y.

i

Budgetary allocations
have been maintained
at a level consistent
with the general
shortage of resources.
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BEYOND 1985

iy

a)

b)

c)

d)

e)

f)

A comprehensive review of
research and extension has
been completed and the foll-
osing major weaknesses ident-
ified:

There is no systematic mechan-

ism for setting priorities and

allocating resources;

There is poor co-ordination
and review of cbjectives,
programmes and donor assist-
ance

The mmber and size of existi-
ny research staticns are such
that overheads consume a
disaproportionate share of
available rescurces, thus
lesving too little for
research progranme; also the
distribution of research
facilities among agro-
ecological zonez ¢ 3 unbalanced

There is little or no zgrono-
mic research on a mmber of
crops which are mainly cuiti-
vated by smallholders;

The linkages between research
extension are often wesk and
scmetimes non-existence;

The application of the
training and visit mathod of
extension lacks focus and

adaptation;

ih

iihHy

iv)

v)

A high powered
Zambia Agricultural
Research and
Extension Council
(ZARFC) 1is being
established. ZAREC'
will provide the
focal peint for a
more systematic
formulation and '
review of priorities
policies and
ur%jfammes.

Initial steps will
te taken to re-
orient resezich and
extension towards
amaltholders; in
particular, a pilot
project designed to
develop appropriate
smllholder technic-
al packages will be
started in the
Forthern Prowince,

(n the basis of the
Lint Company model,
steps will be taken
towards applying
wiiform service
conditions to exten-
sion staff.

A soli Services re-

arganisation study
will be campleted.

The recently formil-
ated research and
extension strategy
will be implemented
over a fi

period with a view to:

a) institutionalizing
the role of ZAREC
in policy guidance,
priority-setting
and programme
review;

b) upgrading the
qualicy of research
facilities and eli-
minating redundant
facilities;

¢) supporting and
strengthening the
adeptive research
planning teams;

d) streamlining the
cammodity research

e) reorganising the

f) upgrading the qual-
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STRATEGY AND GBJECTIVES

RECENT PROGPESS AND CURREMT

SETUMTION

MEASURES AND ACTIORS BEING TAKEN
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g) The ealection and training
as well as the

incentive structure are not
conducive to the recruitment
snd retention of qualified
staff, the upgrading of skills
and general motivation of
staff.

g) developing linkages
between research
and extension; and

h) adapting the train-
ing and visit
method of extension
to local conditions

5. Imstitutional

Improvemetits in the
rolicy formulation and
investment programming
capacity of agricult-
ural sector institut-
ions in order to ensure
that the sector plays a
leading role in the
restructuring of the
ecanany .

i) The Planning Division of the
Ministry of Agriculture and
¥ater Development (MIWD) has
been re-organised and streng-
thened.

i{i) In arder to identify weaknes-

ses in policy fornmlation and
the overzll menagement of
sgricultural developrent an
evaluation study of MWD has
been initiated. The study
will, =xcng other things,
assess:

a) the effectiveness of MAWD's
existing orgnisational stroc-
ture and administrative prcce-
dures in xeeting the present
and future reeds of the sector

b) The appropriateness of MAKD's

evaluation study of The action programme
will be campleted on improving the inst-
an ac

tion programme itutional capacity of
recamrendat- MNAD to formalate

the
the study formul- policies, review

programes and manage
new and existing
investments in agric-
ulture will be imple-
mental.
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c)

the extent to which scme of
MAWD's functions can be
transferrad to provincial
authcrities within Goverrmm-
ent’'s cverali de_entralization
programme.

6. Agricultural
Credit

Rationalisaticn of the
institutional frameword
for agricultural cradit
in order to make it
more supportive of
production, processing
ctransportation,

storage and marketing
of agricvliural prod-
wts and inputs.

i)

ii)

a)

b)

c)

The Zanbia Agricultura: Deve-
lopment Bank (ZADB) was estab—
lished in 1983 with the inten-
tion of phasing ocut the
Agricultural FPinance Canpany
(AFC). A study is being
carried cut to determine the
desirability of phasing out
AFC.

The prcblems affecting egri-
cultural credit include:

lack of an effoctive linx
between end-wsers, especially
smailholders, and credit
intemediaries or primary
lenders;

poor co—arciration between
marketing and input distrib-
ution systems and the credit
system;

weaknesse3 in funding, organi-
sation, management and staf-
ing of existing public lending
institutions; and

i) zApB is being streng-
thened in the areas of
funding, management
and staffing.

ii) Based on the recam-

Tencations of the AFC
phase-aut study, a
decision will be made
regarding the status
of AFC

iii) A project is being

formulated to:

a) rationalize the agric-

ultural credit system;

b) design new village

level credit instit-
uticns and strengthen
existing intermed-
iaries; and

c) provide incremental

financial resources
required for seasonal
medivn and long term

lending to fammers for
specific crops, and
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d) lack of complementarity

between lending operations

and savings (except for the
carmercial banks and Zambia
State Insurance Corporation).

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

The agricultural
credit project will
be implemented.

8. Export
Pramotion

Formulation of export
programs for cropa with
export potential to
ensure that the sector
contributes the maximmm
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
to specific export crcps need
to be reviewed and actions
taken.

1) Policies on 1::133:10#
and livestock will
be formulated.

- 11} A development strateg#
for cotton will be
prepared.

»wiii) A development strategy]
ior coffee will ba
_prepared.

Development strategies
for groundmats,
tobacco and other
crops with export
potential will be
prepared.
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ISSUES

PROBLEMS

PROGESS TO-DATE

FUTURE ACTION

1) Long-term Strategy

for the Copper
Industry

Lack of clear statement fram the
Goverrment of its dbjeatives for
M

-

Lack of long term production and
irvestment strategies

The Govermment has issued a statement of
its cbjectives for 200M which emphasize..
the necd for XM to revain financially
healt: '» and to conduct its affairs in
accoriance with sound business, financial
industrial and administrative practices.

Z0M's Corporate Planning has been actively
working on this issue. Initia! work on the
development of a 5 - year production and
invesiment plan is in hand and using these
basic daza, and the situation referred to
below a series of strategic alternatives
will be examined before the most effective
strategy is adopted.

Z00M must develop a long term
strategy around these cbjectives -
define specific targets of its
own against which to assess plans
and measure progress.

Camplete strategic assegsment and
5 - year plan

2, Owganisaticnal
Structure

The merger of NOOM and RCM

created 2 need for a major re-
organisation cf management to
ensure effective nunning of a
very large and caorpiex covpany

A major re-organisation of the senicr
management structure and responsibilities
was carried out and made effective April 1,
1685

New reporting and information systems have
been developed

Monitor the effectiveness of the
new structure and correct any
deficiency

™

Implement new reporting and
information systems.

3. Raticnalization of
Operations

Opportunities for rationalizing
operations were mede posaible
as a resul: of the merger and
need to be exploited

A major study addressing this problem is
wall advanced and will be completed in May
1985,

Carmplete the study and implement
appropriate recammendations

4. Efficiency of
Operations

Historical tendency to regard
maximizing output as the prime
consideration ard the sub—
sequent neglect of productivity
and costs

A serles ol technical studies carried out
by cutside Consultants and the Campany have
highlighted areas where efficiencies and
productivity can te improved

A new bonus scheme has been implemented to
improve productivity of miners

Reviews of 200M's mining and metallurgical
operations by consulting fimms have been
carmpleted and recammendations made for
improved methods and practices. These are
being studied by the Campany

The Campany will actively pursue
the development of these
improvements

BExpand bonus scheme where
appropriate to cover other workers
and supervisors

Implement appropriate
recanmendations
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Stidies of 200M's maintenance gystems and
stores/purchasing functions have been
oapleted with a view to improving
operating practices and productivity.

Comprebensive training programme is under-
way. The need to supplement existing
pregramres with accelerated and an-the-job
training has been rerognised and
invitations to bid on develomment of such
programmes have been sent to outside
consultants

Scccessful cost-cutting measures have been
been irplemented

Implement appropriate
recarmendations

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

Continue to emphasise cost-~
containment

5. Rationmalisaticn of
Investment
Decisions

Lack of systematic coet/benefit
analysis and procedures for
effective investment decisicn-

W sub—optimal rLse

making leading
of 20M financial rescurces

Study into 2G4 maintenance and repiacement
policies by cutside consultants has been
cxmpleted and recamendations made to
establish improved policies. 1The recaimen-
dations are being studied by the Campany

Review of 200M investment decision making
practicre by ocutside consultants has been
campieted and improvements to procedures
hav> been suggestod. These are being
evanined by the Campany

Investment criteria in line with corporate
objectives have been defined

A review of 200M bidget procedures and
accounting system by cutside consultants
has been complet-d. Recommendations for
improy od practices have been made and are
being studied by the Canpany

Implement eppropriate
recamendations .

Implement appropriate
recamendations

Adoption of improved investment
criteria

Implement appropriate
recammrendations
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6. Impact of Output maximisation without A study has been initiated to assess the Study to be campleted in June
Production regard to econamic - econamics of all operating units and to 1985 and action plan for
Cutbacksa considerations assess the social and econamic

implications of closing any uneconamic

operations

implementation developed

Inadequate and erratic
allocation of f exchange
disrupting 20M's ability to
plan and maintain smoothly
running operations

Tax regime adversely affect
Z0M's capacity to accumilate
reserves, strengthen its
financial and
maintain investment a: adequate
levels in rehabilitation and
replacement.

Cormitment by Goverrment to allocate
adequate foreign exchange on regular
basis

Continue appyropriate allocstion of
foreign exchange to 20M

adaquate reserves on 200M'a
account to protect its financial
standing
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STRATEGY AND CBJECTIVES

RECENT PRCGRESS AND CURRENT
SITUATION

FUTURE MEASURES AND ACTIONS

1. Rehabilitation of
existing assets

Rehabilitation of existing plant
and infrastructure in order to:

a) increase coal output sufficie—

b)

c)

ntly to meet domestic demand,
with a surplus for export;

eiiminate leaks in the TAZAMA
oil pipeline and forestall a
major disruption of feesdst
supply; and

reduce transmission and
distribution losses in the
electric power system while at
the same time improving the
reliability of the system.

1) A coal engineering study which identi-

ihH

iii)

Fied the rehabilitation requirements
of the Maamba Colliery has been
canpleted.,

Ooal cutput has fallen fram 610,000
matric tong in 1580/61 to 483,000
metric tons in 1983/24 when coal

imports became necessary.

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

Feedstock losses attributable to leak-
&ge have risen from US$1.7 million in
1982/B3 to $2.2 miilion in 1983/84.

A carprehensive power systam develcp-
ment study has been completed. The
ingtalled capacity of 1608 MW is well
in excess of domestic and export
demand of about 1400 MW, so no system
expansion is needed before the year
2000.

As a result of the growing backlog of
deferred maintenance and repair, about
208 of the electric power generated is
lost through the tranmmission and
distribution system. Moreover, inter-
ruptiona of power supply are worsening

i

ii)

iii)

A colliery rehabilitation
project which is to
raise output to 750000 metric
tons per anmum wiil be
implemented.

Following a camprehensive
survey of the oil pipeline the
first 250 Kn will be rehabili-
tated. The remaining 1450 mn
will be rehabilitated there-
after.

A power system efficiency and
rehabilitation: audit will be
oarried cut. This will pave
the way for rapid modifica-
tions to existing cperations
and methods. Thereafter, the
rehabilitation of major works
will be undertaken on the
basigs of a detailed feasi-
bility study.

Reduction of
through the adjustment of

petrcleum imports

oil

better match demand and incresse
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
fmports by US$S10 million per anmmm and
increase the scope for exports.

9

A full appraisal of the
refinery modification project
will be carried cut and a mild
hydrocracker installed at the
refinery if its economic
viability is confirmed.




STRATEGY AND OBJBECTIVES

RECENT PROGRESS AND CURRENT
SITUATION

FULURE MEASURES AND ACTIONS

ihy

i)

Largely as a result of a fail in
consurption of heavy fuel oil in the
copper mines, domestic petrolesm
consumption declined from 6830G0
metric tons in 1980/81 to 602000
metric tons in 1983/84. A preliminary
study has conclided that, with the
exception of the Nkana wire bar
furnsces, all copper smelting plants
oould cawert from heavy fuel oil to
coal, thus saving about 50000 metric
tons of heavy fuel oil per year.

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

i

iii)

A project designed to substi-
tute coal for heay fuel ofl
in copper smelting will be
appraised and implemented. The
project will take accaunt of
the substantial investments
which would need to be made in
now and rehabilitated eguip-
ment for coal handling,
pulverizing, conveying and
drying.

On tl.2 basis of tests being
aarried cut by 200M, 20% of
diesel-drive load-haul-dup
units will be replaced by
electric-powered units.

3. Pricing Policy

Rationalization of energy prices
in order to promote efficient
consumption of energy resources
and encourage substitution,
especially of domesatic energy
resources for imported fuel.

9

i

Between 1982 and 1584 whclesale petro-—
leun 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
increases anncunced in Jaruary 1985,
have resulted in substantially higher
retail prices for petroleum products.

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 consurer level relative prices are
further distorted owing to differe—
ntials in tax rates, allowable
dealers' margins and distributors®
transport costs.

9

The wholesale price of fuel oil
will be increased further in
order to achieve import parity
and the remaining price and tax
distorticn in the relative
price of kerosene and diesel
oil eliminated.
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STRATEGY AND CGBJPCTIVES

RECENT PROGRESS AND CURRENT
SITUARTION

FUTURE MEASURES AND ACTIONS

5. Institutional
Support

Inproverents in the cepacity of
energy sector {nstitutions %o set
priorities, formilate policies .
and implement programmes.

The National Dnergy Council (NEC) has been
strengthened by providing it with a smal!
technical secretariat. In addition, the

staffing position of the nergy Department

has been improved. However, no

camprehensive strategy for the sector has

been drawn up.

Various options for energy sector
co-ordination are being conaidered,
including:

a) Reconstitution of NEC into an

b)

c)

inter-ministerial Energy Council
which will drsw wp and update a
national energy plan and review
policies affacting

conservation, pricing, taxation
and subsidies;

Canbining the Ehergy Department
with the NEC Secretariat to
form an Energy Planning Unit;
and

Rationrlizing ZIMOO's corporate
structure in the drea of
petroleum procurenent, trans-
portation, refining and whole-
saling in order to mske better
use of existing technical
skills.




