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Foreword

Policy reform — geared towards restoring macroprogram, and the GOZ decided to gradually liberal-
economic stability and creating an efficient, effec-ize the economy.
tive economic environment — is one of the urgent The resulting reforms have resulted in significant
challenges facing Southern Africa today. Most, ifprogress in a number of sectors. Considerable
not all, members of the Southern Africa Develop-progress has been made in liberalizing agricultural
ment Community (SADC) are working to create production, marketing, distribution, and import and
economic environments that are conducive to growtlexport trade. (However, a 1991-92 drought and,
and development. Two primary aims of these strucionically, the reform program’s cash-based budget
tural adjustment programs ara) ¢o transform eco- system combined to stifle grain output.) Financial
nomic policies andh) to correct imbalances caused liberalization has led to positive changes in interest
by years of economic mismanagement and pursuit ahtes, exchange rates, and foreign exchange.
misguided development strategies. The policy This study is timely and informative with its re-
changes pursued by these countries are typicallifection on the accomplishments and challenges of
based on macroeconomic reforms, deregulation dahe country’s recent economic reform initiatives.
markets and prices, and trade liberalization. This report should serve as guide for government
Through a USAID subgrant provided throughand donors in planning future and on-going eco-
TechnoServe Kenya, the University of Swazilandnomic reform and structural adjustment efforts in
has coordinated research to examine structural adambia, especially with regard to incorporating
justment activities in four Southern African coun-*“social dimensions of adjustment” considerations in
tries — Malawi, South Africa, Zambia, and Zimba- such reform programs.
bwe. As this research demonstrates, reform programsThis report is one in a series of studies on Africa’s
have had different rates of implementation and sucregional trade and agricultural comparative advan-
cess in the different countries of the region. tage, a joint activity of the Africa Bureau's Food
This report presents the findings of research conSecurity and Productivity Unit in the Office of Sus-
cerning reform activities in Zambia. A 1983-87 tainable Development, Productive Sector Growth
economic reform package supported by the Internaand environment Division (AFR/SD/PSGE), and the
tional Monetary Fund (IMF) and World Bank was Regional Economic Development Services Office
the first comprehensive attempt to solve Zambia’'dor East and Southern Africa (REDSO/ESA)
economic adversities. But this program was inter-
rupted in May 1987 when the Government of Zam-

bia (GOZ), under pressure from its people, aban- C.urt Reintsma
doned it. However, in mid-1988, the government Division Chief
recognized an economic need to return to the reform USAID/AFR/SD/PSGE
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Executive Summary

Macroeconomic policy reform is arguably the singleby unfavorable world market conditions and accel-
most pressing national challenge facing most econcerating domestic inflation. In the area of privatization,
mies of Sub-Saharan Africa today. The overall obthe reform program appears to be ambitious given
jective of these programs is transforming the policythe institutional capacity limitations and resource
environment and correcting structural macroeconomiconstraints that continue to impede the process.
imbalances which have arisen from years of ecoThrough its exchange rate liberalization efforts, sig-
nomic mismanagement and pursuit of inappropriat@ificant progress is reported in reforming intra-
policies and development strategies by these coumegional trade in agricultural commodities, thereby
tries. In an effort to create an environment thagiving additional incentives to non-traditional ex-
would foster economic growth and development, thegorters to penetrate the regional export market. On
policy changes pursued by most countries in Souththe whole, in liberalizing the agricultural and many
ern Africa are typically based on macroeconomicother productive sectors, the study finds that serious
reforms, deregulation of markets and prices, andiifficulties and conflicts have resulted from the
trade liberalization. Zambian government’s attempt to simultaneously
This report is an in depth exploration of the natureundertake far-reaching structural reforms as well as
and scope of Zambia’'s structural adjustment protough macro-economic stabilization. This strongly
gram during 1983-95, with particular emphasis orsuggests a need for future reform programs to give
assessing the impacts on agriculture and trade of thlue consideration to the timing, sequencing and
reform program. The study highlights the strategicspeed of the reform process while also taking into
role of the agricultural sector in export revenueaccount the economy’s characteristics and capacity
generation especially in light of the dismal perfor-constraints.
mance of the mineral (copper) industry caused mainly
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1. Introduction

This paper explores the contents of Zambia’'s Strucpolicies embarked upon are revealed. The implica-
tural Adjustment Program with a view to determin-tions of the policy reforms for the agricultural sector

ing the degree to which agricultural developmentare also treated in this section.

and trade have been enhanced over the years up tdAfter the analysis of the pre and post reforms is

early 1995. The paper begins with the economienade, the paper looks at the economic performance
background to reforms in Zambia, covering theso far at both the macro economic and agricultural
1964-1983 period. The structure of the economy isector levels. The paper ends with an overview and
exposed and the problems of agricultural productiorronclusions pertaining to policy reforms and struc-

and trade highlighted. This is followed by the analy-tural adjustment in Zambia, in general, and agricul-

sis of the policy reforms covering the 1983-1995ture and trade, in particular.

period. The general policy climate and the actual






2.Economic Backgroundto Reforms:
1964-1983

levels. In terms of value added, the mining sector’s
output actually declined by 33 percent over the
1974-85 period. Mineral revenue as a proportion of
At independence in 1964, Zambia's rich mineralgpp stood at 3.8 percent in 1975 but declined to
resources were well developed and during the firspe|ow 2 percent over the 1975-85 period. The share
ten years, world market conditions were generallyf the strategic mineral revenue during the pre-SAP
favorable. During this period the pattern of governperiod is shown in Table 2.1.

ment expenditure actually reflected the country’s Both external factors and government policy over
steady export receipts from copper. The major de1970-85 contribute significantly to Zambia’s exter-
cline in copper prices in 1974 marked the beginningya| palance during this pre SAP period. Table 2.2
of Zambia's protracted economic decline. shows the balance of payments position for the

Between 1974 and 1988, for example, the country’gountry during this period.

foreign exchange earnings from metal products fell The current account during this period was ad-
by 23 percent. Copper production also declined,ersely affected by external shocks that came in
steadily from 1978. This was largely due to thegyick succession first in 1973 when the price of oil
increase in overburden to ore ratios in the Open'p'kﬁuadrupled and next in 1974 when copper prices
mining, in addition to the difficulty in accessing geclined considerably. For a country that depended
mineral deposits. Besides, both inadequate foreiggn this product for more than 90 percent of its
exchange earnings and accelerating domestic i”ﬂaexport revenue, the economy experienced severe

tion barred the mining companies from reinvestinggjfficulties in adjusting to the sudden shocks and by
in spares and maintenance needed to sustain output

Table 2.1 Share of Mineral Revenue

STRUCTURE OF THE ECONOMY

Table 2.2 Balance of Payments:

1970-90
Mineral Revenue Total Revenue (US$ million)
as % of as % of

Year Total Revenue GDP GDP* 197019751980 1985 1990
1975 12.9 3.8 28.4 Exports of GNPS 959 868 1608 9111342
1980 5.3 1.4 26.4 Imports of GNPS 658 13451765 936 1369
1985 8.4 1.8 22.0 Resource Balance 301 -477 -157 -25 -27
1986 13.4 3.1 23.4 Factor Services -47 117 -205 -308 -332
1987 11.1 2.4 22.1 Net Transfers - - - -36 -43
1988 10.2 1.8 17.9 Current Account
1989 13.0 2.5 19.2 Balance (w/o grants)107-726 -538 -369 -402
1990 15.0 3.3 22.6 Long Term
1991 8.0 1.8 23.8 Capital Inflows -139 370 468 211 -150
* Total revenue includes grants . _ SOURCE: World Bank (1993), Zambia: Prospects
SOURCE: World Bank (1992), Republic of Zambia: for sustainable and equitable growth, Washing-

Pub6I|c expenditure, Review, Vol. Il, Washington, ton, World Bank, p.35.

p. 6.




1975, Zambia was faced with a sharp decline iimedium income group, access to such multilateral
government revenue as well as an escalation in thastitutions as the World Bank and the IMF at non-
balance of payments and budget deficits. concessionary terms was easy and it borrowed heavily

Perhaps the major weakness of economic condito maintain its public consumption.
tion in Zambia during the pre SAP period was the It is worth noting that there appears to have been
government'’s failure to diversify the country’s ex- a strong correlation between the decline in copper
port base away from the declining copper sectonevenue and the government’s appetite to borrow
When copper prices plummeted in 1974, the countrabroad in a bid to maintain its import capacity for
experienced severe economic difficulties. Theboth consumption and investment. When both cop-
government'’s efforts to develop the agricultural secper production and prices declined sharply in the
tor in a bid to offset the damage caused by thearly 1980s, Zambia's net external borrowing per
declining mining industry was not rewarded due toannum tripled (at constant prices) while world inter-
a host of constraints emanating from its own crip-est rates increased. Consequently, despite the severe
pling policies which included a single channel mar-revenue decline, the government expenditure in-
keting system; fixed agricultural producer prices,creased from 27 percent of GDP in 1974 to over 30
including that of maize; regulated road haulage rategpercent during much of the period prior to 1985
marketing and consumer subsidies in the maize areahen the structural adjustment measures were put in

The nontraditional exports (i.e., non-copper ex-place. It was external borrowing that financed both
ports) also failed to provide a substitute to thethe fiscal and current account deficit that stood at
declining export revenue. During this period, veryalmost 10 percent of GDP during this period. This
little effort was made to broaden the country’s ex-was how, by 1984, Zambia became the most in-
port base mainly due to the government assumptiodebted country in the world relative to its GDP. The
then that the crisis in the copper sector was onlyncreased public expenditure on consumption ad-
temporary. Hence, trade in agricultural productsversely affected domestic savings which, in turn,
maintained its relative insignificance in Zambia'sreduced domestic investment considerably. Thus,
total export earnings and positive fluctuations thaglthough Zambia’s capital formation during the 1971-
were registered during this period were largely a/6 period averaged 13 percent of GDP, this declined
function of movements in international commodityto only 10 percent of GDP at the time SAP was
prices. introduced in 1985.

Against the above gloomy picture, Zambia’s eco- Turning to the productive sector, it is observed
nomic stagnation has persisted since 1974. For exhat although the overall policy of the Zambian
ample, between 1974 and the time SAP was agovernment during the pre-SAP period was to sup-
tempted in 1985, GDP growth was at an average gjort foreign direct investment, on the one hand, a
only 1 percent per annum, which was well below thenumber of policies adversely compromised this po-
population growth rate of 3.3 percent. Governmensition, on the other. The following government poli-
revenue declined sharply from 28 percent of GDP irties during the pre-reform period were prominent in
1975 to less than 18 percent by 1989. the country:

The policy response to the above economic adver-
sity was both inadequate and, in large part, inappro import substitution;
priate. Faced with decreased foreign exchange avai state control, ownership and management of
ability and the reluctance to permit a decline in  economic activities;
consumption, the government erected a control reé government direction of investment, including
gime and borrowed heavily from abroad under the that of the private sector; and
impression that the crisis was only a passing phad® protection of domestic industry from foreign
before a sustainable economic improvement materi- competition.
alized. Since the country then was in the category of



Other pre-SAP government policies further com-pre-SAP period created a policy environment in
promised the development of a sustainable economighich competition was limited and industry grew as
base. Firstly, the government sought to control anén import- substituting activity behind very high
influence private investment through the system ofariff walls. The high degree of protection and the
industrial licensing. Secondly, the policy of nation-resultant absence of competition, later reinforced by
alization was initiated through the 1968 Mulungushidecreasing capacity utilization, had led to decreased
Reforms that covered the major fields of the indusefficiency and evidently escalated costs. In the
trial sector. This was followed by the 1969 Materoparastatal sector, this poor picture was reinforced by
Reforms that saw the expropriation of 51 percentveak management and conflicting objectives of prof-
controlling shares in the foreign mining businesstability, on the one hand, and employment creation
[Saasa, 1987]. The government established nearignd the promotion of low consumer prices, on the
80 parastatals by 1975 and it owned controllingother. Zambia’s productive sector was largely com-
shares in most of them. Considering that these conposed of firms that were internationally
panies accounted for as much as 50 percent of outpuhcompetitive. They were not only unable to com-
in manufacturing and transport by 1975 while manupete in the export market but also with incoming
facturing alone accounted for 25 percent of GDPjmports had the tariffs and other protective barriers
their vulnerability to the post-1975 balance of pay-been lowered. This adversely distorted the price
ments problem was translated into serious difficul-structure in the country.
ties for the whole economy. Additionally, the noteworthy macro economic

The policy of expropriation of foreign assets waspolicy in the pre-SAP Zambian economy in the area
coached under nationalistic sentiments and bordereaf trade was the system of import licensing and
on the socialist demands for state control of thdoreign exchange allocation. After 1975 and mainly
major means of production and distribution. Thedue to foreign exchange shortfalls, the government
motive force behind this policy was to limit what placed quantitative restrictions on imports and put in
was perceived as foreign domination of the economplace an elaborate system of import licensing and
and, in the process, check foreign investors’ repaadministrative allocation of foreign exchange.
triation of unacceptable volumes of profits and divi- Perhaps the most damaging aspect of the policy of
dends. Consequently, there emerged in Zambia @ationalization in Zambia was the absence of com-
proliferation of state owned enterprises (parastatalg)etition in the economy. In short, the policy of
that operated under a sheltered market and, thusxpropriation of private enterprises by the state ac-
enjoyed a wide range of preferences, including privicentuated the magnitude of monopoly in the economy.
leged access to state subsidies and foreign exchangedditionally, the overly centralized state holding
subsidized credit; guaranteed market; preferentiatompanies (i.e., those that served as umbrella bod-
tax concessions; and special treatment in access s for the nationalized enterprises) were generally
import licenses. unable to provide positive incentives to their compa-

In the field of foreign trade, the other aspect ofnies to improve their efficiency, reduce costs, and
preference regards protection from external compeenhance profitability, let alone upgrade the quality
tition. In the pre SAP controlled regime in Zambia,of their products.
fairly high nominal tariff rates were set for con- Similarly, the policy of price control was particu-
sumer goods, particularly ‘luxury’ ones. At the samelarly damaging to enterprise performance and prof-
time, low tariff rates were set for industrial inputs.itability. In so far as price control had a high propen-
As can be seen from above, the country’s tariffsity to reduce corporate profitability, this inhibited
structure constituted the main instrument of protechoth new investments and the ability (and willing-
tion and strongly influenced Zambia's direction of ness) to finance plant maintenance. From the point
industrial growth. Against this background, it is of view of the manufacturing sector, price control in
obvious that the Zambian government during theZambia and the resultant enterprise inefficiency had



tended to place supply at a much lower level thasive and parasitic state sector that succeeded in

effective demand. stifling the emergence and growth of the private
Another aspect of the pre-SAP external sector irsector all played their part in the economic stagna-

Zambia concerned the shortcomings in theion of Zambia during the pre-SAP period. Conse-

government’s foreign exchange management systequently, although the GDP share of domestic invest-

at the time when the balance of payments crisis tookients averaged 20 percent prior to 1974, the

shape. During this period, the state failed to recogeconomy’s annual growth was only 2.4 percent during

nize the exchange rate as an important instrument ¢fiis period. Table 2.3 shows the average annual

balance of payments management. This was preates of real GDP growth for periods before and

sumably because of the assumption that devaluingfter SAP was adopted up to 1991. Particularly

the Kwacha would merely increase inflation withoutnoteworthy from Table 3 vis-a-vis the theme of this

a corresponding improvement in the country’s balpaper is the neglect of the agricultural sector during

ance of payments situation. Consequently, the gowhe pre-SAP period. The sector’s contribution to

ernment opted to ignore market signals and instea@DP grew at only 2 percent per annum.

administratively maintained an overvalued exchange

rate that fueled excess demand. By 1984, for ex-

ample, the price of US dollars were going at a rat(EROBLEMSOFAGRICULTURAL

that was about one third lower than what the marke?RODUCTION AND TRADE

was willing to offer. This development resulted in

the deepening of the foreign exchange crisis in afasic Attributes

economic regime that possessed an in built bias in

favor of the state sector in its highly selective andt is worth noting at the outset that Zambia’s poten-

subjective system of foreign exchange rationing. tial to grow a wide variety of crops and to rear
In conclusion, the economic effect of the domestidivestock is enormous. In this country, nevertheless,

economic policies analyzed above was serious espBlaize is the predominant and staple crop accounting

cially when combined with external shocks (mainlyfor 60-70 percent of cultivated land. In terms of

the rise in oil prices and the decline in coppeNa|Ue- maize is the most important economic com-

prices). The balance of payments problems; th&odity next to copper and possesses considerable

consolidation of the import substitution industries;Potential as an export earner.

and the dominance of the inefficient import-inten- The agricultural sector's average annual growth

Table 2.3 Average Rates of Real GDP Growth: 1965 - 1991

1965-74 1975-84 1985-88 1989-91 1965-91
GDP Total 2.4 0.4 3.2 -1.1 1.1
Agriculture 2.5 0.5 8.3 -2.1 2.0
Manufacturing 10.1 1.4 2.0 -1.8 4.4
Mining -3.7 -1.4 -4.8 -2.9 -2.5
Construction 8.6 -7.5 -3.1 -1.2 -2.6
ICOR 67.8 -1.7 8.4 -13.6 -26.3
GNY 2.5 -0.9 6.8 4.8 0.5
INV/GDP 47.3 21.1 13.4 17.6 29.5
Imports/GDP 64.6 32.2 24.5 19.1 42.0
SOURCE: World Bank (1993), Zambia: Prospects for sustainable and equitable growth, op cit.,, p.15




rate in the past two decades has been approximatdljain Constraints
2.5 percent, which is well below the population
growth rate of 3.3 percent. Consequently, Zambid&overnment Interventions
has been unable to become self-sufficient in this
strategic crop, a phenomenon that makes the countihe marketing and producer price policies during
a net importer of food. For example, during thethe pre-SAP period have had a serious adverse effect
early 1980s, Zambia's food imports amounted to asn the performance of the agricultural sector. The
much as 10 percent, on average, of the total importmarketing of most agricultural commodities were
value while agricultural exports, accounted for largelymonopolized by the parastatal sector and govern-
by tobacco, stood at less than 2 percent of thenent instituted cooperatives. The National Agricul-
country’s export receipts. tural Marketing Board and, later, the Zambia Coop-
In terms of agricultural sector performance, theerative Unions exclusively handled the marketing of
general picture has been disappointing. During thenost cereals. Grain milling was also, by govern-
1980s and early 1990s, agricultural products’ proment policy, the exclusive preserve of three
duction levels fluctuated considerably and this haparastatals, namely, the Indeco Milling Company;
been due to a host of reasons that included unecdtational Milling Company and Mulungushi Invest-
nomical prices paid to the farmers; poor rainfallments. State intervention was also applied to to-
patterns; and inefficient marketing systems. Althougtbacco, cotton and oilseeds.
over the past decade, the agricultural sector regis- With respect to the handling of agricultural inputs,
tered quantitative increases in output (e.g., 65 pemNitrogen Chemicals of Zambia Limited, another
cent for maize; 176 percent for wheat; 113 percenparastatal, monopolized fertilizer production and
for mixed beans; and 42 percent for oilseed), mucimportation. Seed marketing was exclusively as-
of such ‘achievements’ were at great cost to theigned to Zamseed, a parastatal. The National Ag-
global picture. For example, increased maize proricultural Marketing Board (NAMBOARD) and later
duction has been achieved at the expense of oth#re Provincial Cooperative Unions and the Zambia
food crops given the government’s supportive biasCooperative Federation (ZCF) possessed the virtual
in favor of this crop. Equally revealing, the abovemonopoly over most agricultural inputs. Moreover,
gains, as the Ministry of Agriculture lamented, “... for all the controlled agricultural commodities, the
were primarily the result of land area expansiongovernment regulated both the procurement and sale
with little growth in productivity; furthermore, tak- prices. Transport rates were also determined by the
ing population growth into account, per capita foodgovernment. Hence, in order to maintain uniform
production declined. Additionally, the gains real-prices of controlled goods and services, the govern-
ized were achieved at a very high cost to government had to extend subsidies.
ment and there was little growth in agricultural
exports. Finally, the farmers who achieved thesd’roducer Price Policies
production increases have little to show for their
achievement.” The producer price for the country’s staple crop
Against the above background, what factors ex{maize) continued to be set by the government so
plained the poor agricultural record in a countrythat it remained the same throughout the country
with great agricultural potential but one that usegpan-territorial) and throughout the year (pan-sea-
less than 15 percent of its arable agricultural land®onal). Started in the 1974/75 crop season, uniform
The reasons for the country’s failure to realize itfarmgate floor prices were set for producers, ac-
potential during the pre-reforms period were (a)cording to the government then, to ensure a “fair”
excessive government regulation and intervention imnd “equitable” compensation to all farmers. Such
the agricultural markets and (b) weak infrastructureuniform prices failed to recognize variations in trans-
support services. These are examined briefly belowport costs. The government fixed maize prices using



four main criteria, namely, production costs; exportmaize at prices that were closer to producer prices.
and import parity; crop profitability; and fairness to It is equally noteworthy that the government also
both consumers and producers. Of all these criteriajsed to set into-mill price for maize and ensured that
fairness to consumers’ seemed to have been moithe price was uniform throughout the country. When
influential particularly in so far as the governmentthe government suspected large-scale private millers
aimed to appease the politically charged urban-basedere not complying with the price control regime,
consumers. Consequently, by trying hard to keeft nationalized them in 1986.
the consumer prices low, the government actually
succeeded in making producer prices remain welMarketing Subsidies
below both import parity and free market prices.
The budgetary implications of the pre-reforms heavy
Consumer Price Policies maize subsidies were significant. In particular, be-
tween 1980 and 1990, maize subsidies ranged be-
The percentage of the average household incom@een 21 percent and 145 percent of the total budget
that is spent on food has been increasing in the padeficit. Table 2.4 shows the government budget
decade. For example, whereas in the mid 1980, 6@eficit and maize subsidy in Zambia over the 1980-
percent of low-income households expended abo80 period when government intervention in the ag-
40 percent of their earnings on cereals, mainlyicultural sector was highest.
maize meal, this had increased to over 70 percent in
the early 1990s. When this state of affairs is compleWeak Government Support
mented by the fact that the urban areas now keep
more than 50 percent of the total population (i.e., & is obvious from the above analysis that the
population that consists of mainly consumers), ongovernment's pricing and marketing policies in the
recognizes that, in the Zambian case, increases agricultural sector during the pre-reforms period
meal prices and/or disruptions in meal supply couldailed to provide sufficient incentives for increased
easily translate into social unrest, as it happened iautput by farmers. The state dominance of the agri-
December 1986 and June 1990. Consequently, the
former government remained fully mindful of the
potential threat to its political survival should maize JUERCRASIE SN IVl v]:
meal prices go beyond what the urban consume and Maize Subsidy in Zambia:
consider reasonable. 1980-90

Consequently, for much of the pre-SAP period - ) )
S Budget Deficit ~ Total Maize Subsidy
the government controlled the retail price of break - -
. . (K’'million) (K’'million)
fast (i.e., refined) and roller meal. To ensure tha
prices were kept at controlled levels, a large proport1980 160.3 154.0
tion of marketed maize meal was sold through statg1981 155.7 87.1
shops. The coupons system was introduced in Jan|iL982 658.1 138.0
ary 1989 and constituted yet another form of subsif1983 288.6 124.7
dizing the cost of maize meal. It was exclusivel 1984 284.8 81.6
9 - meal. 11 wa N19085 280.4 134.0
targeted towards the politically sensitive urban andqggg 1025.7 565.0
peri-urban households that earned annual incomes pfgg7 2146.8 638.4
less than K20,500. 1988 1531.2 1413.0
The marketing of maize has also benefited fron]1989 3699.0 1585.6
government subsidies, initially through NAMBOARD 1990 2801.4 3363.9
and later through ZCE and the provincial unions}cq rce: Grz (1990), 1990 and maize sector study,
Under the system, millers were able to procurd Lusaka, NCDP.




cultural sector at both inputs supply and actual probetween 5-10 percent of the government’s total bud-
duction (e.g., through state ranches/farms, ruraget. These subsidies, together with the coupons
reconstruction centers, etc.) did indeed discouragsystem, exceeded 16 percent of the budget in 1988
the emergence of private sector-led agricultural deand 1989. Such huge government expenditures on
velopment. Complimentary to such faulty state poli-one crop fueled inflationary budgetary deficits as
cies and interventions was the weak infrastructurearlier shown.
support to the farming community. Inadequate Financial Resources. Apart from the
The following weaknesses were quite pronouncedpne-crop bias, the Zambian government policy ne-
maize bias, inadequate financial resources, and imlected the agricultural sector in terms of financial
adequate infrastructure and services. resource allocations. This is despite the reality that
Maize Bias. Because of the policy bias in favor ofthe majority of the people depend on agriculture for
maize, infrastructure and service support to the agheir livelihood. During the 1980s, the agricultural
ricultural sector discriminated against other equallysector’s share of total government expenditure ranged
rewarding activities in this sector targeted at bottbetween 11-16 percent. Capital expenditure suffered
the domestic and external markets. Consequently, @nsiderably and any noticeable improvements in
badly distorted and lop-sided agricultural sectomresource allocations (e.g., in 1986 and 1987) was
emerged that was dominated by a single crop, maizé&argely a function of donor support under SAP.
that was encouraged even in areas that were ndgble 2.5 shows government resource allocation to
suited for its production. The crop covered, and stilthe agricultural sector over the 1980-90 period. One
covers about 70 percent of all cultivated land innoteworthy phenomenon from the table is that per-
Zambia. Similarly, throughout the 1980s, subsidiesonnel costs (wages and salaries) had increasingly
targeted at maize marketing and fertilizer claimedclaimed substantial proportion of the total recurrent

Table 2.5 Government Resource Allocation to Agriculture, 1980s

Year AE/TE AC/TC AR/TR AC Index Pc/Tc
1980 23 21 23 100 0.82
1981 13 17 12 82 0.83
1982 16 16 17 99 0.71
1983 11 21 10 103 0.70
1984 14 16 13 68 4.71
1985 11 6 12 66 3.60
1986 15 16 14 152 1.89
1987 15 26 13 160 0.84
1988 8 23 5 139 2.28
1989 4 14 1 85 1.92
1990 4 12 2 - 1.50

NOTE: From 1988, subsidies are not included in agricultural recurrent expenditures nor in total government
agricultural expenditure. The shares for these expenditures are thus much lower since 1988.

AE/TE = Total government agricultural expenditures in relation to total government expenditure.
AC/TC = Agricultural capital expenditures in relation to total capital expenditure.

AR/TR = Agricultural recurrent expenditures in relation to total recurrent expenditures.

AC Index = Index of agricultural capital expenditure.

Pc/Tc = Personnel costs in relation to total departmental recurrent costs.

SOURCE: Adam C. et al. (1994), Evaluation of Swedish Development Cooperation with Zambia, Stockholm,
SASDA, p.51




costs, thus, suggesting that strategic expenditure asDuring the pre-SAP period, the inadequate local
those related to servicing and materials were sacrproduction and supply of food due to a combination
ficed. This necessarily affected the government'of factors, including the weather, forced the country
ability to provide the farming community with es- to import a variety of commaodities. Zambia is also
sential services. a major receiver of food aid particularly during

Inadequate Infrastructure and Services. In spite afirought years. The country’s food imports have
policy statements during the pre-SAP period that sugseen growing since independence. During the 1980s,
gested government commitment to the support of ththe cost of food imports (mainly cereals) ranked
farming community, inadequate infrastructure andsecond to manufacturing. The commodities included
agriculture support services had hindered positive denaize, wheat, and rice.
velopments. Such infrastructural provisions as roads, Unauthorized cross boarder trade is know to exist
rail systems and transportation (vehicles) had tended twetween Zambia and her neighbors. Some estimates
favor farmers based in urban areas while rural areas ‘illegal’ trade in maize has been put at “several
have generally been neglected. Thus, surplus produceillion bags annually.” The over valued Zambian
from the majority of farmers could not easily reach thecurrency at the time chiefly explained the inclination
market. Agricultural storage facilities were/are alsofor cross border trade. The highly subsidized cheap
inadequate, a state of affairs that demands that grainaize meal also provided an incentive to people
must be transported to safe centralized storage facilitiedong the borders to sell it across with handsome
before the onset of the rainy season to prevent it frometurns. The Shaba in Zaire is known to depend
going to waste. With poor transportation system, amuite considerably on Zambian maize while some
unacceptable volume of grain output is destroyed ifillegal’ flows were noted from Zambia to Malawi,
this way every year. Namibia, Angola and Mozambique.

Similarly, such agriculture support services as
extension, marketing and credit tended to be inad-
equate and their operations biased in favor of IargelfESSONS FROMTHE PRE-REFORMS
scale commercial farmers. Inadequate informatiorlzxPERIENCE

on appropriate farming systems is also a major .
constraint. The government attempted to link re\What did Zambia learn from the economic regime

search data to actual production by establishinghat existed before structural adjustment policies
Adaptive Research Planning Teams (ARPTSs) in alivere adopted? The following seem to flow from the
the provinces. However, poor funding of ARPTsPreceding analysis:

had compromised their effectiveness in productively
disseminating valuable data to the farming commu® The country’s macroeconomic policies ultimately

nity. determined the structure of incentives to agri-
cultural production and trade. Zambia’'s policy
International Trade of price interventions, which was a component

of the economy wide control policy, worked

During the pre-reforms period, the exportation and against the necessary incentives to increased
importation of commodities, including agricultural agricultural output and the direct and indirect
products, were controlled by the government through benefits derived from that. Agriculture contrib-

a system of licensing. For maize and maize meal, Uted, on average, a meager 2.5 percent of GDP
exports were not permitted when the government during the 1980s.

believed that this could adversely affected nationa® The government policy of self sufficiency in the
food security requirements. At the time, only  country’s staple food crop (maize) has been
NAMBOARD and, later ZCF, were allowed to be  achieved at a great expense to other crops that
involved in the maize import/export activity. do possess a comparative advantage in intra
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regional trade. National food security had also  verted resources away from the more productive
been threatened by the policy induced restraint  pursuits of the government, including agricul-
on crop diversification. tural extension and supportive infrastructure
Government subsidies on consumption not only  provision.

inflated the huge government deficit but di-
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3. Policy Reforms: 1983-1995

doned it. The political discontent that mounted against
the program, particularly from the strong organized
labor under the Zambia Congress of Trade Unions,
It is evident from Section 2 above that the preyrst out into food riots in December 1986. This
structural adjustment period in Zambia was basicallyegyited in several human losses and one of the
by a ‘command economy’ characterized by a policycomponents of the reforms (the auction system) was
environment in which government intervention; priceparticularly blamed for what were generally seen as
controls; and the absence of competition restricteghsensitive policies.
both agricultural and industrial growth. The high However, after mid 1988, the government recog-
degree of protection (emanating from the importyized that economic realities pointed to the need to
substitution policy) and the subsequent absence Qgturn to the IMF, and the World Bank, supported
competition, had resulted in decreased efficienCyeform program and it decided to gradually liberal-
and escalated cost structures. Similarly, the policyye the economy. In June 1989, a comprehensive list
of price control seriously affected the productivegf decontrol measures were put in place by the
sectors’ performance and profitability. In so far asyovernment, evidently in preparation for a smooth
the policy of price control had a high propensity toreturn to a highly flexible regime with movement
discourage efficiency, this inhibited new investmentowards full-scale liberalization. The economic and
among both the farming community and manufacfinancial Policy Framework Paper (PFP), covering
turers. From the point of view of the production ofihe 1989-1993 period, was prepared by the govern-
any commodity, price control in Zambia and thement with assistance from the IMF and the World
attendant inefficiency had tended to place supply agank. However, the political wind of change swept
a much lower level than effective demand. President Kaunda out of office and a new govern-
In order to cope with the above problems, thement of President Chiluba took over the reigns of
government began in 1983 to work towards econower after multi- party elections in October 1991.
nomic stabilization. Appendix 1 gives the matrix onThe new government committed itself to adopting

how the reform program in Zambia has been impléthe structural adjustment program with added politi-
mented so far. The matrix also shows the conditiongg| will and policy commitment. This has continued

alities attached to the various components. Althouglyp to now.
a number of stabilization packages agreed with the

IMF date back to 1973, most of these were aimed at
demand management and hardly amounted to a conpPECIFICPOLICIES

prehensive structural adjustment package. It was

really the 1983-87 package, agreed with the IMHAn spite of the characteristic ‘stop-go’ experience

and World Bank, that constituted the first compre-with structural adjustment program in Zambia, the

hensive approach to solving Zambia’'s economidasic components of the reforms remained basically
adversity. The program covered a much wider rangthe same. Zambia's rather rocky position on struc-
of structural policies (see below). This program wagural adjustment can be categorized into five phases:
interrupted in May 1987 when the government,(a) 1980 to 1983 being the period before SAP proper;
under pressure from the people, unilaterally abanth) 1983-1987 when SAP was adopted; (c) mid-

GENERALPOLICY CLIMATE
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1987 to 1989 when the government abandoned SARrnment from commercial enterprises by way of

(d) 1990-1991 when liberalization was reintroducedjrade sales; management by-outs; share floatations;
and (e) late 1991 to the present day (1995) when le@asing; management contracts; and dilution of gov-

new government came into power and full-scale anérnment shareholding.

accelerated SAP has been adopted. During the peri-Yet another fiscal policy measure that has long

ods of economic reforms, the following constitutedterm positive effects on the budget deficit is that of

the basic attributed of SAP in spite of variations inretrenchment in the civil service to make it leaner,

actual commitment over the years. efficient and productive. The aim is to reduce the
civil service as part of the civil service reform.
Fiscal Policies Related to this is the government decision to extend

financial autonomy to city and municipal councils
Zambia'’s fiscal policies under SAP revolve aroundand, thus, remove undue control and support from
prudent fiscal management that aim at balancing ththe central government.
budget by way of gradual reduction and eventual Lastly, in an effort to promote prudent fiscal
elimination of the large budget deficit. A number of management, the government adopted a cash-based
strategies have been adopted to realize this. Fir&tudget system in January 1993. Under this system,
and foremost, the government decided to eliminat¢he government has made a policy decision to curb
subsidies on maize and fertilizer. The governmeninflation by reducing money supply. Hence, the
recognized that subsidies suppressed agriculturgiovernment is expected not to incur any expenditure
production since their prices failed to reflect marketthat is not covered by existing revenue. The cash
forces. The plan for subsidy elimination was phasedbudget has so far operated as follows: all domestic
Initially, fertilizer and mealie meal (i.e., maize flour) expenditures on both capital and recurrent expenses
subsidies were eliminated by June 1992 while thaare expected to be covered by existing domestic
on maize handling was postponed to a later periotevenue; donor’'s balance of payments support is
since the 1992 drought conditions complicated suclkexpected to meet the country’s external debt servic-
an action. By 1994, all consumer subsidies on maizeng. Implied in this strategy is that external debt
and maize products were completely eliminated andervicing, the largest component of government
the price of mealie meal liberalized. Complimentaryexpenditure, is financed by external budgetary sup-
to this decision was the government’'s policy toport. The servicing of domestic debt, on the other
totally withdraw from the marketing and distribution hand, is being done by sales of treasury bills. In this
of mealie meal in order to allow for private compe-respect, the government finances maturing domestic
tition. debt obligations by rolling over maturing treasury

Another fiscal policy decision under the structuralbills.

adjustment program in Zambia that has had consid-
erable impact on the level of government subsidiedMonetary Policies
is the policy of privatization. The structural adjust-
ment program’s policy of competition enhancementMonetary policy management under structural ad-
was best expressed through the government decisigumstment program in Zambia aims mainly at comple-
to privatize the parastatal companies. Given thenenting the government’s on going efforts to reduce
background of the poor performance of these statiflation. One key guiding principle in this respect
enterprises, the decision to privatize them constiis the central bank’s withdrawal from commercial
tuted the heart of the country’s economic restructurand semi commercial activities so as to allow com-
ing exercise. The Privatization Act was passed imercial banks perform such functions. The Bank of
July 1992 and, subsequently, the Zambia Privatizatiodambia, thus, now concentrates mainly on control-
Agency was created to handle the privatization proling both primary liquidity and money supply. Be-
cess. The Act has authorized the divesture of goviore, the Bank of Zambia was involved in the admin-
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istrative allocation of foreign exchange, for instancedevaluation of the Zambian Kwacha. In early January
Thus, the central bank’s main areas of monetary992, a 30 percent devaluation of the Kwacha was
policy activity focus on the reduction of rapid growth effected. Two months later, exporters of nontraditional
in money supply through, inter alia, a reduction inexports were allowed by the government to retain 100
government borrowing. percent of their foreign exchange receipts unlike in the
A number of other monetary policies have accompast when 50 percent of this had to be surrendered to
panied Zambia's structural adjustment reforms. Thesthe central bank. In October 19%reaux de change

are briefly presented below. were allowed to operate and two months later, the
official and thebureauxrates of exchange were uni-
Interest Rate Liberalization fied. Since then, the market has been allowed to deter-

mine the exchange rate of the Zambian currency with
The government decided to move away from gova view to allowing it to achieve full convertibility.
ernment determined/regulated interest rates towards
attaining positive interest rates that would encourag€reation of Capital Markets
savings. When the adjustment program was em-
barked upon, interest rates were negative in redt is government policy to create capital markets by
terms. Thus, with the policy of liberalizing interest facilitating the growth of the banking sector so as to
rates, the government hopes to realize positive ratedlow for a diversified system of financial intermedia-
that would induce the much needed savings, investion. The government expects that this would allow for
ment and an efficient allocation system to servicaghe creation of a sophisticated money and capital mar-
competing users of finance. Complete interest rat&et instruments through which borrowers can source
liberalization was, thus, effected in 1992. Sincethe needed productive investment capital.
January 1993, the sale of government treasury bills
are being administered by the central bank at rateErade Policies
of interest that are market-determined. Under the
tender system, the amount of bills offered for tendZzambia’s trade with the world has been liberalized
is equivalent to what the government needs to meetnder structural adjustment program. Access to for-

the maturities for the following week. eign exchange for exporters and importers has been
liberalized while administrative and other non-tariff
Exchange Rate Liberalization barriers to trade have been substantially eliminated.

External trade performance in Zambia has been
The exchange rate management has also been usgdsely linked to the country’s exchange rate poli-
in Zambia as a policy tool to enhance the realizatiories. The experience of the country over the 1980 to
of the reform measures’ objectives. In this respectl994 period confirm the strong correlation between
the government has pledged to adjust the exchangsport volumes and the real exchange rate and the
rate to a level that clears the market. In Februargovernment’'s decision to liberalize the latter is in
1990, the government quickened the pace of effeaecognition of this reality. Figure 3.1 confirms this
tive exchange rate adjustment by introducing, as phenomenon reveals that non- traditional exports
temporary measure, a dual foreign exchange regimeacreased by close to 80 percent in the two years
that possessed two windows. The copper sectorfllowing the introduction of reforms in 1983. When
foreign currency receipts were sold at the first win-Zambia abandoned SAP in mid 1987 which resulted
dow (the official rate) while receipts from nontradi- in a considerable appreciation of the real exchange
tional (i.e., non-copper) exports and external loansate, export growth in the nontraditional sector dra-
and grants were channeled through the second wimatically reversed such that by 1990, the export
dow (market rate). levels were similar to the 1983 ones. Expectedly, ing
Exchange rate liberalization resulted in immediatesubsidies have been eliminated. Hence, maize market-
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when the government returned to the policy of liberalin the private sector led agricultural marketing only for
ization around 1990, an appreciable degree of nontrdhe purpose of ensuring the maintenance of strategic
ditional export growth was registered. The 1991 elecnational food reserves to fill whatever deficit that the
tion, which registered a relatively stable, albeit slightlyprivate sector may be unable to meet. To implement
appreciating, real exchange rate, was accompanied ltlyis policy, all parastatals that were/are involved in
the weakening of the nontraditional export sectormarketing activities have been either abolished (e.g.,
Copper exports are rather insensitive to the real eNAMBOARD) or are earmarked for privatization.
change rate since the sector’s revenue and a significantRelated to the issue of marketing is the policy deci-
part of its costs are denominated in the convertible USion that exports of all agricultural commodities, as
dollar. Nevertheless, the Kwacha devaluation doekng as they adhere to health regulations, are freely
positively affect the sector’s profitability to the extent permitted. Similarly, in order to expose Zambia to the
that there are local costs such as personnel remune@mpetitive external market, imports of agricultural
tion. commodities and inputs are allowed subject to the
payment of duty and tax. The government strives to set
such tariffs that are low enough in order to avoid the
creation of barriers to trade in farm products. It is
noteworthy that the government has decided to convert
the current sales tax to Value Added Tax (VAT) effec-
The above, discussed macroeconomic policy changgge July 1995. It is expected that the VAT system
have had far reaching implications for the agricul-would enhance, inter alia, Zambia’s export competi-
tural sector in Zambia. Firstly, through the Agricul- tiyeness by eliminating the cost of input sales tax for
tural Marketing Act of 1989, the government hasexporters.

deregulated the marketing of agricultural products As a result of the above liberalization measures in
and inputs. In this respect, the state shall intervengge agricultural sector, maize production and mar

POLICY IMPLICATIONS FOR THE
AGRICULTURALSECTOR

Figure 3.1 Real Exchange Rate and Nontraditional Exports
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ing decisions and prices are now, in principle, beingneasures for the agricultural sector over the 1990-

governed by market forces. Under its policy of liberal-93 period.

ization, the government still recognizes that the cre- In conclusion, the development of a competitive

ation of a market economy does not necessarily entadlgricultural sector constitutes the principal element

that the state must have no interest or involvement iof the Zambian government’s structural adjustment

commodity, input or resource markets. To the constrategy in this area. The ultimate goal is to achieve

trary, government involvement is still being recog-and sustain self sufficiency in the country’s food

nized as essential. However, such involvement is beingroduction as well as to produce adequate surplus

perceived to be indirect and supportive rather thafor the export market. Food security at the national

direct and competitive. This implies government’s in-and household levels is yet another broad objective.

volvement in some transitional functions such as thosk is in the context of these policy targets that the

related to the provision of support services and guagovernment strives to restructure the above dis-

anteeing of national food security. For example, aleussed agricultural marketing and pricing systems as

though the government has decided to surrender theell as the elimination of subsidies; realization of

responsibility of grain storage to the private sector, &quilibrium pricing of all agricultural commodities;

transitional leasing program for public grain storageenhancement of private sector participation in the

facilities is seen to be essential. sector; and the removal of tariffs and non-tariff
With respect to the export market, the government’®arriers to agricultural exports.

economic reform program identifies as among of the

main agricultural sector's objectives the need “to

significantly expand the sector’s contribution to the

national balance of payments by, among other things,

expanding agricultural exports in line with interna-

tional comparative advantage.” Table 4.1 in Section

4 gives the timetable of stabilization and structural
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4. Performance

taken together with the government’s decision to
increase salaries by 150 percent in 1992 largely
explained the high rate of inflation in that year
The policy reforms have resulted in considerableompared to the previous years. Table 4.2 gives the
progress in many areas. Firstly, the fiscal deficitsymmary of the government's budget deficit, growth
was reduced from over 10 percent in 1991 to 3.5, money supply and inflation rates over the 1985-
percent in 1992. This major reduction was explaineds period.

principally by the substantial removal of agricultural By 1992, the inflation growth rate reached 191.2
subsidies. However, the fiscal success was adversebércem as opposed to 111.1 percent the previous
affected by the severe drought that affected thgear. The situation improved in 1993 when inflation
country in 1992. This resulted in the costly impor-recorded a 138.3 percent growth rate. Due to the
tation of large volumes of grains. This developmentgoyernment’s financial stringency especially follow-

MACROECONOMICLEVEL

Table 4.1 Timetable of Stabilization and Structural Measures

for Agricultural Sector, 1990-93

Timing /
Measure Implementation
Permit private trading in maize and fertilizer September 1990
Revise rules for, and implement revised floor pricing system Early 1991
with seasonal and geographical variations
Establish clear rules for operation and financing of maize Early 1991
strategic reserves
Decontrol of price of maize and maize meal production Mid-1991
Eliminate transport subsidies for maize 1993
Phase out all subsidies on fertilizer and deoontrol of fertilizer 1991
prices
Implement hammer mill program and encourage other private 1990-93
milling to stimulate competition
Establish priority expenditure program for the agriculture 1990-93
sector
SOURCE: GRZ (1991), New Economic Recovery Program: Economic and Financial Policy Framework Paper,
1991-93, Lusaka, Ministry of Finance & NCDP
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In the area of financial liberalization, some posi-
tive changes have taken place with respect to interest
rates, exchange rates and foreign exchange. Interest
rates remained quite high during the pre-1993 re-
form period. However, they began to respond posi-
tively when the government introduced the treasury

Table 4.2 Government Budget
Deficit, Growth in Money Supply,

and Inflation Rates
(percentages)

Govt. Budget Money Supply Inflation ) )
Deficit/GDP  Growth Rates Rates bills tender in January 1993. Interest rates on com-
mercial loans had moved from over 100 percent in

1985 -7.3 23.5 58.7 1993/94 to less than 50 percent by March 1995.
1986  -15.9 93.1 35.2 With regard to foreign exchange liberalization, sig-
1987  -8.9 4.3 48.0 nificant progress has been achieved. The rationing
1988 -8.7 61.6 °7.0 of foreign exchange through the Foreign Exchange
1989 -3.9 65.2 158.0 gn exchange throug gn £xchang
1990 -6.7 45.5 106.8 Management Committee was abandoned in 1990
1991 -6.1 95.0 111.1 when an Open General Licence (OGL) Import Sys-
1992 -3.5 98.0 191.2 tem was introduced. The OGL initially operated on
1993 -2.5 107.2 138.3 a positive list concept but was later switched to that
1994 N/A N/A 35.1*

of negative list. Foreign exchange controls were
SOURCE: GRZ (1994) Adjustment in Africa: The finally abolished in January 1994 and subsequently,
Zambian experience, Paper presented by the Min- the OGL system was also abandoned. After the
istry of Finance/Bank of Zambia to the World Bank|  merger of the official with the bureaux de change
Esvrgl,n?;a?/h adjustment in Africa, Harare, Zimba- rates, the Kwacha depreciated significantly. During
*Derived from GRZ (1995), Budget Address by the 1994, the exchange rate fluctuated between K647
Minister of Finance, Lusaka, Zambia, January. and K720 to the U.S. dollar, reflecting the general
stability of the foreign exchange market, relative to
ing the strict adherence to the cash budget, thgye previous period. It was only until February/
average inflation growth rate in 1994 was as low a$/arch 1995 that the rate climbed to over K800 to
35.1 percent. Several factors explained the highhe U.S. dollar and concern emerged. The govern-
inflation growth rate during the pre-1994 period. ment decision to replace the Central Bank Governor
The high expansion rate of aggregate demand haf early 1995 had been attributed to the need to bring
superseded supply while the large government deflyack confidence in the financial market following
cit; high wage settlement; and over money supply alje negative rate movement.
worked towards increasing the growth in demand. | astly, the privatization process has started, albeit
The generally poor economic performance ovelyt 5 slower pace than anticipated. The Zambia
the 1991-93 period had an adverse effect on the repkjyatization Agency was established to manage the
growth of the Zambian economy. The value of thesgje of state-owned companies. The government has
manufacturing output declined by 10 percent in 199kq far approved the sale of more than 100 companies
compared to the 7.8 percent increase the previougthough only about 10 have successfully been sold.
year. The poor performance has been explained by: Notwithstanding the above achievements with the
reform program, a number of disappointments have
B reduced ability of most manufacturing firms to peen registered in several areas. Firstly, the financ-
import the needed raw materials and requisitgng of maturing treasury bills through roll overs
equipment; rather than paying them out of the government’s
B poor plant rehabilitation record; and revenue has avoided the crowding out of the limited
B liquidity problems due to low profit margins and yesources for other domestic expenditures. How-
prohibitively high interest rates on commercial gyer, the ‘roll over approach has prompted the
loans. escalation of the government’s debt stock from K45

19



billion in January 1993 to about K150 billion by farmers complained bitterly about this arrangement
October 1994. Although this latter amount repre-and the entire episode casted a dark shadow over the
sents a bearable percentage of GDP, the systeni'sot so harmonious relationship” between the farm-
potential danger of worsening the government’sng community and the government.
domestic debt burden does raise concern. With respect to the policy of marketing liberaliza-
Secondly, the fiscal stringency of the cash budgetjon, the private sector has been unable to respond
much as it has significantly explained the decline irpositively and promptly to the new environment due
the 1994 inflation growth rate, did bring aboutto a host of reasons. First, due to quite high positive
severe hardships to many government and goverinaterest rates against capital from commercial banks,
ment-aided institutions that have been starved dthe private sector failed to fill the space left open by
both recurrent and capital expenditure resourceshe government withdrawal from this service provi-
Real wages have also declined particularly for theion as they could not easily access marketing fi-
public service employees. nance. Consequently, considerable amounts of maize
remained unpurchased during the 1993/94 market-
ing season. This caused severe hardships to many
farmers who needed cash payments for them to pay
off their agricultural loans and be prepared for the
Despite considerable progress made in the liberahext season. Second, the private sector has been
ization of agricultural production, marketing and quite slow in investing in storage facilities.
distribution, there still remained a good number of The above problems tended to compromise the
constraints. Grain output has been hampered by boghpport that the farming community in Zambia ini-
natural calamities and the transitional fiscal strinTia”y extended to the reform program. As two ana-
gency under the cash-based budget system. Immegysts ably summarized the anxieties, these problems
ately the new government dedicated itself to majoyndermined confidence in the agricultural reform
structural reforms in the agricultural sector, theprogram and led to calls to reverse liberalization. In
worst drought in living memory hit the entire South-an anti-reform backlash, old statist and urban bias
ern African region. Its most immediate adverse efyeflexes were reasserted throughout late 1993. Poli-
fect was on food security and the general agriculticians expressed the fear that liberalization would
tural output. Maize production experienced the worstesyt in excessive consumer food prices. Even within
decline, falling from 12.2 million 90Kg bags in 1991 the cabinet, contradictory statements were made
to 5.2 million in 1993. Due to the magnitude of thegzpout the sustainability of the program and the de-
problem, the government was unable to immediatelgjrapility of rapid liberalization, which only served
and completely liberalize maize marketing and reto confuse economic agents about the government's
move subsidies. By the 1993/94 marketing seasofztentions. Against the above background, it ap-
nevertheless, the government had removed all maiZ@ars that the problems in the agricultural sector
production and marketing subsidies, thus, leavingiperalization during the reforms period have been
the market to be in control. more a function of the fiscal squeeze necessitated by
The speed of liberalization in the agricultural secthe reform’s stabilization components.
tor also appears to have caused serious transitionalThere are also constraints to the agricultural sector
difficulties for both farmers and private sector agentgpat, strictly, may not be attributed to the reform
involved in crop and inputs marketing and handlingmeasures but which, nevertheless, served as serious
Beginning with the farmers, under the fiscal strin-gisincentives to the farming community. Firstly, there
gency of the cash budget, the government was Un absence of a vital information system. An adequate
able to pay them around August/September 1993 reliable market information system is crucial in a
and, instead, offered promissory notes which wer@peralized agricultural sector so that the government,
scheduled to be redeemed in February 1994. Theoducers and traders are facilitated to make sound

AGRICULTURAL SECTORLEVEL
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business decisions. It is such information system that iferalized both the import and export trade in agri-
supposed to give farmers market signals to which thegultural products. As a member of such regional
have to respond promptly. Secondly, the absence of arganizations as COMESA (formerly PTA) and
adequate and fairly decentralized capital market haSADC, Zambia also strives to harmonize its trade
limited access to funds for purchasing crops and agrpolicies with other regional member countries.
cultural inputs. Crop financing, even under the liber- In recognition of the many constraints to improved
alized system, continues to be provided mainly by thegricultural performance and the fragmented donor
government. Under the fiscal discipline of the cashsupport in the area of agricultural growth enhance-
budget, crop financing has continued to affect thement, the government, with the support of the World
agricultural sector. Lastly, insufficient storage facili- Bank and other donors, has come up with the Agri-
ties as well as poor road and transport infrastructureultural Sector Investment Program (ASIP). This
have also combined to negatively affect the smootiProgram adopts the integrated sector approach and
implementation of the reform program in the agricul-consists of three main components:
tural sector.

With respect to the effect of the economic reformd policy and institutional reforms;
on regional trade in agricultural commodities, one® support for private sector investment; and
notes that there still has not been considerable nom rehabilitation and strengthening of the public
traditional export flows. Zambia has, nevertheless, sector agricultural services.
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5. Overview and Conclusions

The analysis in this paper has revealed a number ahly 12 companies were privatized. Supportive in-
important elements and factors regarding agriculturstitutions in the privatization process, particularly
and trade in the context of Zambia'’s economic rethe Zambia Privatization Agency (ZPA) and the
form measures. The poor economic developmennvestment Center, have continued to suffer from
that characterized the pre 1983 period was explaindabth financial and human resource constraints. The
by both external shocks and internal problems. Théack of previous experience with privatization; the
latter was characterized by both faulty governmenheavy ZPA dependence on foreign consultants that
policies and weak institutional capacities. The preoperate without a clearly defined skills transfer pro-
reform period’s absence of competition; price congram; cumbersome bureaucratic processes; weak
trols; state sector dominance; and the subsequedbmestic venture capital markets; etc, all seem to
suppression of private sector development and corcompromise the privatization process. Government
solidation all worked against positive growth trendsministers are increasingly accused of being too over
in the economy. For the agricultural sector, in parzealous in the privatization process in a way that
ticular, limited resources targeted towards the farmseems to suggest that politicians have run faster than
ing community and consumer subsidies adverselthe technocrats. The case of the agricultural sector
distorted both the investment patterns and the pricdlustrates this concern more vividly. Agricultural
structure in the sector. The policy environment alsanarketing has failed three years in a row chiefly
encouraged the dominance of one crop, a phenonbbecause the resource and capacity limitations made
enon that partially explains why less than 20 percerthe private sector fail to respond promptly and posi-
of the country’s arable land is currently under cul-tively to the liberalized mode of doing things par-
tivation. All the above developments adversely afticularly in the non-commercial sector. The 1993/94
fected the development of the Zambian economy, imgricultural marketing season has been described as
general, and the agricultural sector, in particular. Ithe worst in living memory where the break-neck
was against this background that the implementatiospeed with which the government intends to balance
of structural adjustment measures was attempted ithe budget and lower down inflation has introduced
1983. crippling austerity measures that significantly re-
With the exception of the brief period when theduced resources to the agricultural sector. Thus,
policy of liberalization was abandoned (1987-88),capital dwindled (amidst prohibitive interest rates);
the government has tried to adhere to the reformesources to purchase farmers’ produce dried up;
measures. A number of structural and strategic difand the inability of the liberalized system to collect
ficulties still persist that seem to compromise thegrain to safe storages all worked against the farming
speed of the adjustment process and the level @ommunity’s confidence in the policy reforms.
policy rewards. In the field of privatization, the The experience of the process of liberalization in
program seems to be too ambitious given the instithe agricultural sector (and in many other productive
tutional capacity limitations and resource constraintsectors) suggests that considerations of the timing,
that continue to slow down the process. The goverrsequencing and speed of the reform process must
ment intends to privatize in one year alone and bwlways be taken into careful account vis-a-vis the
the end of 1995, 113 companies out of a total of 15@conomy’s characteristics and capacity constraints.
parastatals. And yet, by the end of January 1993i is evident in the Zambian case that there has been
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serious difficulties resulting from the government'swhen they do, these are reimbursed once the fin-
attempt to simultaneously undertake far-reachingshed good is exported). This feature has given
structural reforms as well as tough macro-economi@imbabwean exporters an ‘unfair’ comparative ad-
stabilization. As has been observed recently, the#antage over their Zambian counterparts that oper-
government’s strict austerity fiscal and monetaryate under liberalized external trade policies. Never-
stance, dictated by the overarching objective of keepheless, faced with considerable pressure from
ing inflation low, complicated structural reform in producers, the Zambian government announced in
agriculture. In particular, macroeconomic policy wasthe 1995 Budget the suspension of duty on raw
at least partly responsible for the sector’'s enormoumaterial imports which were previously subjected to
financial difficulties. Most economists now argue a 20 percent duty rate. However, the main threat to
that most successful cases of structural adjustment #ambian goods’ competitiveness is no longer tariffs
the Third World followed a prior successful stabili- but duty evasion whereby Zambia-bound exports
zation exercise. By attempting to achieve them sienter the country without proper documentation and/
multaneously, the government was running a signifior are subjected to ‘under-the-table’ deals with cus-
cant risk that both would come into conflict. toms officials in spite of the improved vigilance of
Lastly, with respect to the enhancement of intrathe newly established Zambia Revenue Authority
regional trade in agricultural commodities, Zambia’'sthat replaced the Department of Customs and Ex-
exchange rate liberalization has provided an addedse. South Africa’s export subsidies to its exporters
impetus to the nontraditional exporters to penetratare also said to place Zambian non exports, includ-
the regional export market. Zambia is a member oing agricultural commodities, at a comparative dis-
both SADC and COMESA. In the latter, membersadvantage. It is against this background that a recent
aim to remove both tariffs and non tariff barriers tostudy recommended that in its industrial policy, the
intra-regional trade. Considering the speed with whictZambian government should include the following:
Zambia has liberalized its economy, many producteview of the present tariff structure before an effort
ers in the country complain that they are exposed ts made to further change/liberalize it; explore pos-
an ‘unleveled playing field’ in their regional trade sibilities, allowable under PTA/COMESA, to elimi-
interaction. Hence, it is generally argued that Zamnate preferential access to the Zambian market by
bian exporters are being subjected to unfair compahose countries that operate a drawback system that
tition. places Zambia into a disadvantaged position; and
Fundamentally, Zambian exporters’ complaints aresynchronize further tariff reductions with those that
founded on the existing interrelationship of (a) theprevail in the country’'s PTA/COMESA partners,
PTA/COMESA preferential tariffs; (b) lower duty including negotiating a common external tariff among
and duty drawbacks on inputs that are being enjoyedegional members.
by the country’s neighbors, particularly Zimbabwe; Ultimately, increased trade interaction among
and © weak capacity (explained mainly by corrup-Eastern and Southern African countries shall be
tion and limited manpower) to collect import duty, promoted through reciprocal trade arrangements that
thus, allowing for duty evasion. Zimbabwean pro-recognize the importance of comparative advantage
ducers do not pay duty on their imported inputs (oiin intra-regional commerce and trade.
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Appendix 1
Matrix on the Implementation of the Reform Program in Zambia
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