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1. I n t r o d u c t i o n  

The Government of t h e  R e p u b l i c  of Zambia (GRZ) may b e  
moving away f rom t h e  May 1 announced  h e a v i l y  s t a t i s t  p o l i c i e s  
b a c k  i n  t h e  d i r e c t i o n  of more e c o n o m i c a l l y  e f f i c i e n t  p o l i c i e s .  
Economic p e r f o r m a n c e  t a r g e t s  f o r  t h e  N e w  Economic R e c o v e r y  
Program (NERP) h a v e  a p p a r e n t l y  b e e n  a c c e p t e d  by t h e  IBRD and  
a r e  u n d e r  d i s c u s s i o n  w i t h  t h e  IMF and w i t h i n  t h e  GRZ p o l i t i c a l  
l e a d e r s h i p .  A s  b e f o r e  May 1,  Z a m b i a ' s  s e v e r e  b a l a n c e  of 
payments  and d e b t  s i t u a t i o n s  w i l l  g r e a t l y  c o n s t r a i n  a c h i e v e m e n t  
of s t r u c t u r a l  a d j u s t m e n t  m e a s u r e s .  

Whi le  t h e r e  a r e  many unknowns s u r r o u n d i n g  t h e  GRZ1s NERP 
A c t i o n  P l a n ,  t h e  d i r e c t i o n  ( i f  n o t  t h e  p a c e  and m a g n i t u d e  of 
r e f o r m s )  a p p e a r s  t o  be  s u c h  t h a t  we recommend i n  t h i s  PAIP t h a t  
we p o s i t i o n  o u r s e l v e s  t o  i n i t i a l l y  p r o v i d e  -$8 m i l l i o n  p rogram 
a i d  t o  s u p p o r t  t h e s e  p o l i c i e s .  I n  k e e p i n g  w i t h  o u r  a p p r o v e d  
s t r a t e g y ,  we p r o p o s e  f u n d i n g  a  Commodity I m p o r t  Program ( C I P )  
t o  s u p p o r t  p r i v a t e  s u p p l i e r s  and  p r i v a t e  f a r m e r s  w i t h  b a d l y  
n e e d e d  f o r e i g n  e x c h a n g e  f o r  a g r i c u l t u r a l  e q u i p m e n t ,  s p a r e  p a r t s  
and  i n p u t s .  We p r o p o s e  p r o d u c i n g  a  PAAD by J u l y ,  1 9 8 8  a f t e r  w e  
h a v e  had time t o  j u d g e  t h e  new m e a s u r e s  and t h e i r  
i m p l e m e n t a t i o n .  

T h e r e  may be a  s p e c i a l  o p p o r t u n i t y  t o  move f a s t e r ,  and  w i t h  
a  d i f f e r e n t  USAID p r o g r a m  mode, i n  o r d e r  t o  l e v e r a g e  
s i g n i f i c a n t  l e v e l s  of  a d d i t i o n a l  a s s i s t a n c e  f rom o t h e r  d o n o r s  
and  h i g h e r  GRZ d e b t  s e r v i c i n g .  E x p l o i t i n g  t h i s  o p p o r t u n i t y  may 
g i v e  a  h i g h e r  p o t e n t i a l  t h a t  t h e  G R Z 1 s  p o l i c y  a d j u s t m e n t s  and 
economic  r e s t r u c t u r i n g  w i l l  s u c c e e d .  Under t h i s  o p t i o n  USAID 
( a n d  t h e  World Bank) would a t t e m p t  t o  n e g o t i a t e  a  GRZ 
c o n t r i b u t i o n  of a p p r o x i m a t e l y  $28 m i l l i o n  t o  combine  w i t h  
a p p r o x i m a t e l y  $52 m i l l i o n  t e n t a t i v e l y  a v a i l a b l e  f rom t h e  N o r d i c  
and  S c a n d a n a v i a n  c o u n t r i e s  t o  c l e a r  t h e  G R Z  a r r e a r s  t o  t h e  
IBRD. I n  t u r n ,  t h i s  would a l l o w  t h e  IBRD t o  resume 
d i s b u r s e m e n t s  f rom i t s  c u r r e n t  p r o j e c t s  and e x t e n d  new 
a s s i s t a n c e  u n d e r  t h e i r  S p e c i a l  Program f o r  d e b t - d i s t r e s s e d ,  
low-income c o u n t r i e s .  S u c h  a s s i s t a n c e  i s  hoped t o  be  of  a  
m a g n i t u d e ,  a l o n g  w i t h  b i l a t e r a l  a s s i s t a n c e ,  t o  f i n a n c e  t h e  
s t r u c t u r a l  a d j u s t m e n t  p a c k a g e .  I t  i s  a l s o  e x p e c t e d  t h a t  t h e  
a d j u s t m e n t  p rogram w i l l  be s u f f i c i e n t  t o  j u s t i f y  a  f o r m a l  d e b t  
r e s c h e d u l i n g  u n d e r  t h e  a u s p i c e s  of t h e  P a r i s  Club.  T h i s  o p t i o n  
h a s  t h e  a d v a n t a g e  of  b r i n g i n g  a b o u t  Zambian s o l u t i o n s  t o  i t s  
d e v e l o p m e n t  and  d e b t  p r o b l e m s  w i t h i n ,  r a t h e r  t h a n  o u t s i d e  o f ,  
t h e  W e s t e r n  f i n a n c i a l  i n s t i t u t i o n s .  At t h e  same time, t h i s  
o p t i o n  c a r r i e s  a  h i g h  r i s k  t h a t  t h e  r e f o r m  e f f o r t  may n o t  be  
s u s t a i n e d .  



AID/W a p p r o v a l  t o  p r o c e e d  w i t h  a  PAAD, and g u i d a n c e  on t h e  
p r e f e r r e d  a c t i o n  i s  u r g e n t l y  s o l i c i t e d .  I f  t h e  s e c o n d  o p t i o n  
i s  t o  be e x p l o r e d ,  a p p r o v a l  t o  p r o c e e d  w i t h  a  c a s h  t r a n s f e r  
PAAD would  b e  n e e d e d  no l a t e r  t h a n  J a n u a r y  8 ,  1 9 8 8 ,  i n  o r d e r  t o  
p r o d u c e  t h e  PAAR i n  t i m e  t o  make t h e  f u n d s  a v a i l a b l e  t o  meet  
t h e  n e e d s  of  t h i s  o p t i o n .  

2 .  G R Z  Economic P o l i c y  Reform - -  P a s t ,  P r e s e n t  and F u t u r e  

A s  h a s  b e e n  well documented  p r e v i o u s l y  ( e . g . ,  USAID/Zambia 
FY 1989  CDSS U p d a t e ,  ma in  body and  Annex l ) ,  t h e  Government of  
t h e  R e p u b l i c  of Zambia (GRZ) began  i t s  e f f o r t s  t o w a r d s  economic  
p o l i c y  r e f o r m  t o  r e s t r u c t u r e  t h e  economy i n  t h e  e a r l y  1 9 8 0 ' s .  
B e g i n n i n g  i n  mid-1985 ,  h o w e v e r ,  t h e  p a c e  and s u b s t a n c e  o f  t h e s e  
r e f o r m s  and r e s t r u c t u r i n g  e f f o r t s  i n c r e a s e d  w i t h  t h e  
i n t r o d u c t i o n  o f  a  m a j o r  macroeconomic  r e f o r m  p a c k a g e  which  was 
s u p p o r t e d  by t h e  IMF, t h e  IBRD and  a l l  w e s t e r n  d o n o r s .  

Due t o  c o n t i n u i n g  economic  p r e s s u r e s  and  mount ing  p o l i t i c a l  
p r e s s u r e s ,  on May 1, 1 9 8 7  t h e  G R Z  a n n o u n c e d  t h a t  i t  was 
a b a n d o n i n g  t h e  IMF p r o g r a m  and would i n s t e a d  d e v e l o p  i t s  own 
e c o n o m i c  r e c o v e r y  and r e s t r u c t u r i n g  p r o g r a m .  The f o r e i g n  
e x c h a n g e  a u c t i o n i n g  s y s t e m  was e l i m i n a t e d  and t h e  e x c h a n g e  r a t e  
was f i x e d  a t  KB/US$ where  i t  h a s  r e m a i n e d .  The G R Z  a l s o  
announced  t h a t  i t  would l i m i t  d e b t  s e r v i c e  p a y m e n t s  t o  t e n  
p e r c e n t  of n e t  e x p o r t  e a r n i n g s  ( e f f e c t i v e l y  f i v e  p e r c e n t  of 
g r o s s  e x p o r t  e a r n i n g s ) .  I n  a d d i t i o n ,  p r i c e  c o n t r o l s  were  
r e i n t r o d u c e d  and n o m i n a l  i n t e r e s t  r a t e s  were r e d u c e d  by t e n  
p e r c e n t a g e  p o i n t s .  

I n  Augus t  1987  t h e  G R Z  r e l e a s e d  i t s  New Economic  R e c o v e r y  
Program and  I n t e r i m  N a t i o n a l  Development  P l a n  (INDP).  T h e s e  
d o c u m e n t s  fo rmed  l i t t l e  more t h a n  a  s t a t e m e n t  of o b j e c t i v e s  f o r  
t h e  new program.  The o b j e c t i v e s  of t h e  NERP/INDP were  l a u d a b l e  
i n  and  of t h e m s e l v e s  and  c o r r e s p o n d e d  t o  t h e  g e n e r a l  g o a l s  and 
o b j e c t i v e s  of t h e  USAID/Zambia CDSS and  t h e  p r e v i o u s  r e f o r m  
p r o g r a m .  The p r o b l e m  w i t h  t h e s e  d o c u m e n t s  was t h a t  t h e y  
c o n t a i n e d  no s t a t e m e n t s  of how t h e  o b j e c t i v e s  were t o  b e  
a c h i e v e d .  To remedy t h i s  s i t u a t i o n ,  t h e  G R Z  announced  ' t h a t  
i m p l e m e n t a t i o n  p l a n s  were t o  b e  d e v e l o p e d .  W h i l e  no o n e  i n  t h e  
d o n o r  community h a s  a c t u a l l y  s e e n  t h e s e  i m p l e m e n t a t i o n  p l a n s ,  
GRZ/IBRD AND GRZ/IMF d i s c u s s i o n s  h a v e  r e p o r t e d  t h a t  t h e  G R Z  
i n t e n d s  t o  a d o p t  a  number of macroeconomic  p o l i c i e s  w h i c h  w i l l  
r e p r e s e n t  a  r e v e r s a l  of  a  number of t h e  May 1 l ~ c o n t r o l l '  
p o l i c i e s .  

Based upon d i s c u s s i o n s  w i t h  t h e  r e c e n t  IBRD and  IMF 
t e a m s ,  i t  a p p e a r s  t h a t  t h e  G R Z  w i l l  a n n o u n c e  a  number o f  
macroeconomic  p o l i c y  m e a s u r e s  i n  t h e  J a n u a r y  2 9 ,  1988 b u d g e t  
s p e e c h  which  c o u l d  mark t h e  b e g i n n i n g  of  a  movement b a c k  t o w a r d  
a  l e s s - s t a t i s t  e c o n o m i c  p o l i c y  e n v i r o n m e n t .  T h e s e  m e a s u r e s  a r e  
r e p o r t e d  t o  i n c l u d e  t h e  f o l l o w i n g :  



A. A f i f t y  p e r c e n t  d e v a l u a t i o n  of t h e  kwacha.  I t  i s  
unknown w h e t h e r  t h i s  means a  move f rom t h e  c u r r e n t  
K8/US$ TO K12/US$ which  would r e f l e c t  t h e  t y p i c a l  GRZ 
way of t h i n k i n g  of a d e v a l u a t i o n ,  o r  t o  K16/US$ which  
would r b p r e s e n t  t h e  normal  d e f i n i t i o n  of  a  d e v a l u a t i o n .  

B .  A r e s t r a i n e d  m o n e t a r y  p o l i c y ,  w i t h  a n  a p p r o x i m a t e  
t a r g e t  of  30 p e r c e n t  money s u p p l y  g r o w t h  compared t o  
t h e  e s t i m a t e d  60 p e r c e n t  money s u p p l y  g r o w t h  i n  1986  
and 1987 .  

C .  R e d u c t i o n  of  p r i c e  c o n t r o l s  f rom t h e  c u r r e n t  l i s t  of 
21 items t o  a  l i s t  of 4 items ( f e r t i l i z e r ,  m a i z e  m e a l ,  
c a n d l e s  and k e r o s e n e )  w i t h  a  f u r t h e r  r e d u c t i o n  t o  2 
i t e m s  o v e r  t h e  c o u r s e  of 1 9 8 8 .  

D .  A r e d u c t i o n  of  t h e  b u d g e t  d e f i c i t  t o  a  l e v e l  
c o n s i s t e n t  w i t h  t h e  p r o p o s e d  money s u p p l y  g r o w t h .  The 
f i g u r e s  r e p o r t e d  t o  b e  u n d e r  d i s c u s s i o n  a r e  a  d e f i c i t  
i n  t h e  r a n g e  of 5  p e r c e n t  t o  6  p e r c e n t  o f  GDP, o r  a  
d e f i c i t  of  a p p r o x i m a t e l y  K1.5 b i l l i o n  which  would 
e n t a i l  e x p e n d i t u r e  r e d u c t i o n s  a n d / o r  r e v e n u e  i n c r e a s e s  
of  a b o u t  K 1 . O  b i l l i o n  b a s e d  upon p r e l i m i n a r y  
p r o j e c t i o n s  of t h e  1 9 8 8  b u d g e t  d e f i c i t  b a s e d  upon t h e  
NERP . 

E .  An a g r e e m e n t  n o t  t o  l i m i t  d e b t  s e r v i c e  p a y m e n t s  t o  a  
f i x e d  p e r c e n t a g e  o f  e i t h e r  n e t  o r  g r o s s  e x p o r t  
e a r n i n g s .  

W h i l e  t h e  a b o v e  f i v e  i t e m s  a r e  n o t  a s  c o m p r e h e n s i v e  a s  t h e  
pre-May 1 r e f o r m  p r o g r a m ,  i f  a d o p t e d  t h e y  would r e p r e s e n t  a  
s i g n i f i c a n t  s t e p  b a c k  f rom t h e  h e a v i l y  s t a t i s t  p o l i c y  
o r i e n t a t i o n  which  a p p e a r e d  i n  t h e  May 1, 1 9 8 7  a n n o u n c e m e n t s .  
I n  a d d i t i o n ,  i f  t h e  a b o v e  m e a s u r e s  a r e  a d o p t e d  and  i m p l e m e n t e d ,  
t h e y  c o u l d  r e p r e s e n t  a  s i g n i f i c a n t  f i r s t  s t e p  t o w a r d s  t h e  
r e f o r m s  t h a t  w i l l  b e  n e c e s s a r y  i f  Zambia i s  t o  e f f e c t i v e l y  and 
e f f i c i e n t l y  r e s t r u c t u r e  t h e  economy. 

Whethe r  o r  n o t  t h e  GRZ w i l l  c o n t i n u e  onward w i t h  t h e  r e f o r m  
e f f o r t  a f t e r  t h e  a b o v e  s t e p s  i s  l a r g e l y  a n  unknown. The most  
l i k e l y  s c e n a r i o  i s  t h a t  we w i l l  c o n t i n u e  t o  s e e  u p s  and  downs 
i n  t h e  r e f o r m  e f f o r t s  ( t h e  " r o l l e r  c o a s t e r  e f f e c t " )  w h i c h  h a v e  
d o m i n a t e d  Z a m b i a ' s  r e c e n t  p o l i t i c a l  and  economic  h i s t o r y .  
D e s p i t e  t h e  l i k e l i h o o d  of  c o n t i n u e d  v a c i l l a t i o n ,  USAID/Zambia 
b e l i e v e s  ( a s  a r g u e d  i n  t h e  FY1989 CDSS U p d a t e )  t h a t  we must  be  
r e a d y  t o  s u p p o r t  t h o s e  e l e m e n t s  of t h e  GRZ which  r e c o g n i z e  t h e  
n e e d  f o r  and i m p o r t a n c e  of  a  more m a r k e t - o r i e n t e d  s e t  of 
e c o n o m i c  p o l i c i e s .  



W h i l e  Zambia h a s  b e n e f i t t e d  f rom t h e  s i g n i f i c a n t l y  h i g h e r  
p r i c e  of c o p p e r  d u r i n g  1 9 8 7 ,  t h e  c o u n t r y ' s  b a l a n c e  of  payments  
i s  e x p e c t e d  t o  show a n  ex a n t e  o v e r a l l  d e f i c i t  o f  $719 m i l l i o n ,  
e x c l u d i n g  t h e  payment  of a p p r o x i m a t e l y  $553 m i l l i o n  i n  d e b t  
a r r e a r s .  I f  Zambia were t o  pay  t h e  f u l l  $930  m i l l i o n  o f  
c u r r e n t  d e b t  s e r v i c e  ( i n c l u d e s  t h e  IMF) d u e  i n  1 9 8 7 ,  i t  would 
r e q u i r e  t h e  payment  of 1 1 0 %  of t o t a l  e x p o r t  e a r n i n g s .  Adding 
p a y m e n t s  n e c e s s a r y  t o  c l e a r  d e b t  a r r e a r s  t o  a l l  c r e d i t o r s  a t  
t h e  e n d  of 1 9 8 6  would  i n c r e a s e  t h e  1 9 8 7  e x  a n t e  d e b t  s e r v i c e  
r a t i o  t o  o v e r  1 7 5 % .  G i v e n  t h e  G R Z ' s  1 0  p e r c e n t  of n e t  e x p o r t s  
l i m i t  on d e b t  s e r v i c e ,  however ,  a c t u a l  d e b t  s e r v i c e  p a y m e n t s  i n  
1987  n a v e  been  l i m i t e d  t o  a p p r o x i m a t e l y  $43  m i l l i o n  o r  5% of 
t o t a l  e x p o r t  e a r n i n g s .  A s  a  r e s u l t ,  d e b t  a r r e a r s  a r e  e x p e c t e d  
t o  t o t a l  a p p r o x i m a t e l y  $1 .4  b i l l i o n  a t  t h e  e n d  of  1987 .  

Even w i t h  g e n e r a l l y  o p t i m i s t i c  a s s u m p t i o n s  c o n c e r n i n g  t h e  
p e r f o r m a n c e  of  Z a m b i a ' s  economy i n  1 9 8 8 ,  t h e  b a l a n c e  of  
p a y m e n t s  i s  e x p e c t e d  t o  r e m a i n  a  s e v e r e  c o n s t r a i n t  f o r  t h e  
i m p l e m e n t a t i o n  of  ' any  a d j u s t m e n t  p r o g r a m .  We e s t i m a t e  t h a t  t h e  
1 9 8 8  ex a n t e  o v e r a l l  d e f i c i t  ( w i t h  o p t i m i s t i c  p e r f o r m a n c e  
a s s u m p t i o n s ,  b u t  w i t h o u t  a r r e a r s  p a y m e n t s ,  r e s c h e d u l i n g  o r  
e x c e p t i o n a l  f i n a n c i n g )  would b e  a p p r o x i m a t e l y  $664 m i l l i o n  w i t h  
a  d e b t  s e r v i c e  r a t i o  of  a l m o s t  1 0 2 % .  I n c l u d i n g  t h e  payment  of 
a r r e a r s ,  t h e  o v e r a l l  d e f i c i t  and d e b t  s e r v i c e  r a t i o  would  jump 
t o  o v e r  $ 2 . 1  b i l l i o n  and a l m o s t  2 6 0 % ,  r e s p e c t i v e l y .  

Hence ,  we a r e  o n c e  a g a i n  p r o p o s i n g  t h a t  t h e  USG p o s i t i o n  
i t s e l f  t o  p r o v i d e  p r o g r a m  a s s i s t a n c e  i n  t h e  r a n g e  of  $8-$13 
m i l l i o n  i n  FYI988 i f  t h e  G R Z  a d o p t s  and  i m p l e m e n t s  t h e  p o l i c i e s  
o u t l i n e d  a b o v e .  Whi le  o u r  i n p u t s  a r e  v e r y  s m a l l  a s  compared t o  
Z a m b i a ' s  need  and d e b t ,  o u r  i n p u t s  c o u l d  p r o v i d e  t h a t  m a r g i n  
n e c e s s a r y  t o  l e v e r a g e  a  b r o a d  deb t -FX s o l u t i o n .  

3.  CIP O p t i o n s  

P rogram O b j e c t i v e s :  Over  n i n e  y e a r s  f rom 1977-85  t h e  U.S. 
p r o v i d e d  n i n e  CIPs  ( 7  l o a n ,  2 g r a n t )  t o  Zambia t o t a l l i n g  $160 
m i l l i o n .  R e c e n t  C I P ' s  had  two c l o s e l y  i n t e r - r e l a t e d  p u r p o s e s .  
F i r s t ,  t o  p r o v i d e  s h o r t - t e r m  b a l a n c e  of  p a y m e n t s  r e l i e f  i n  t h e  
f o r m  of u r g e n t l y  n e e d e d  f o r e i g n  e x c h a n g e  t o  s u p p o r t  
a c c e l e r a t i n g  a g r i c u l t u r a l  d e v e l o p m e n t  and  e c o n o m i c  
d i v e r s i f i c a t i o n  o b j e c t i v e s .  S e c o n d ,  t o  g e n e r a t e  l o c a l  c u r r e n c y  
f o r  programming by t h e  G R Z  and  USAID i n t o  a g r i c u l t u r a l  and  
r u r a l  d e v e l o p m e n t  and  d i v e r s i f i c a t i o n ,  and  t o  s u p p o r t  p o l i c y  
c h a n g e s  d e s i g n e d  t o  i n c r e a s e  a g r i c u l t u r a l  p r o d u c t i o n ,  s m a l l  
f a r m e r  and r u r a l  i n c o m e s  i n  o r d e r  t o  t r y  t o  s t e m  t h e  r u r a l  t o  
u r b a n  movement of  t h e  p o p u l a t i o n  w h i c h  i s  d r i v i n g  u r b a n  demand 
f o r  g o o d s  and s e r v i c e s  t h e  G R Z  c a n n o t  a f f o r d  t o  p r o v i d e .  



Program P r o p o s a l :  . I t  i s  p r o p o s e d  t h a t  we p r o v i d e  a n  
i n i t i a l  FY88 g r a n t  of $8  m i l l i o n  t o  t h e  GRZ t o  f i n a n c e  t h e  c o s t  
of c o m m e r c i a l  i m p o r t a t i o n  of  c o m m o d i t i e s  i f  t h e  G K Z  a d o p t s  
s i g n i f i c a n t  r e f a r m s ,  and i n c r e a s e  t h e  l e v e l  of FY88 f u n d i n g  t o  
$ 1 3  m i l l i o n  i f  t h e  GRZ e f f e c t i v e l y  i m p l e m e n t s  t h o s e  r e f o r m s .  

A.  A l t e r n a t i v e  1 - Impor t  R e q u i r e m e n t :  

E l i g i b l e  c o m m o d i t i e s  would i n c l u d e  b u t  n o t  be  s t r i c t l y  
l i m i t e d  t o  a g r i c u l t u r a l  s p a r e s ,  t i r e s  a n d / o r  i m p l e m e n t s  a n d  
o t h e r  e q u i p m e n t  t o  s u p p o r t  p r i v a t e  s e c t o r  e q u i p m e n t  d e a l e r s  and 
f a r m e r s .  T h i s  c o u l d  p o s s i b l y  i n c l u d e  some s m a l l  s c a l e  
i m p l e m e n t s  f rom Code 941 c o u n t r i e s ,  s u c h  a s  ox-drawn p l o w s  o r  
f e r t i l i z e r  raw m a t e r i a l s .  

R a t i o n a l e :  The p r e s e n t  G R Z  s t r a t e g y  i s  t o  e n c o u r a g e  
c o m m e r c i a l  f a r m e r s  t o  p r o d u c e  i m p o r t  s u b s t i t u t i o n  and  e x p o r t  
o r i e n t e d  c o m m o d i t i e s  ( w h e a t ,  s o y b e a n s ,  c o t t o n ,  t o b a c c o ,  f r u i t s  
and  v e g e t a b l e s ,  e t c . )  and  t o  e n c o u r a g e  t h e  s m a l l  h o l d e r  t o  
p r o d u c e  c o m m o d i t i e s  f o r  d i r e c t  l o c a l  c o n s u m p t i o n  ( m a i z e ,  
s u n f l o w e r ,  m i l l e t ,  so rghum,  g r o u n d n u t s ,  e t c . )  The commodity 
mix p r o p o s e d  w i l l  d i r e c t l y  s u p p o r t  t h i s  s t r a t e g y  by p r o v i d i n g  
t h e  m e c h a n i z e d  m a c h i n e r y  and r e l a t e d  s p a r e  p a r t s  f o r  
c o m m e r c i a l  f a r m e r s  and  a n i m a l  t r a c t i o n  i m p l e m e n t s  f o r  s m a l l  
h o l d e r s .  T h i s  commodity l i s t  c o n t i n u e s  t o  s u p p o r t  t h e  
l o n g - s t a n d i n g  USAID/Zambia g o a l s  and  s t r a t e g y  of  i n c r e a s e d  
a g r i c u l t u r a l  p r o d u c t i o n  and  i n c r e a s e d  r u r a l  i n c o m e s .  The 
i n c r e a s e d  a v a i l a b i l i t y  of t h e s e  c o m m o d i t i e s  would  h a v e  a  
s u b s t a n t i a l  i m p a c t  on  a g r i c u l t u r a l  p r o d u c t i o n  a s  i n t e r v i e w s  
w i t h  p r i v a t e  s e c t o r  e q u i p m e n t  d e a l e r s  ( i n  c o n j u n c t i o n  w i t h  a  
r e c e n t  f a v o r a b l e  CIP E v a l u a t i o n )  and  w i t h  t h e  l o c a l  b a n k i n g  
community h a v e  i n d i c a t e d  a  s t r o n g  demand f o r  a g r i c u l t u r a l  
e q u i p m e n t  and  s p a r e s .  T h e s e  d i s c u s s i o n s  h a v e  a l s o  i n d i c a t e d  
t h a t  t h e  c u r r e n t  r e g i m e  o f  f o r e i g n  e x c h a n g e  a l l o c a t i o n  i s  n o t  
p r o v i d i n g  s u f f i c i e n t  f u n d s  t o  meet t h e  demand f o r  t h e s e  
c o m m o d i t i e s .  C e r t a i n  p r o b l e m s  i n  s o u r c i n g  f rom t h e  U.S. c o u l d  
d e v e l o p  d u e  m a i n l y  t o  t h e  U.S. i n d u s t r y  p r e f e r e n c e  f o r  
m a n u f a c t u r i n g  c e r t a i n  s m a l l e r  s i z e  r a n g e s  o f  e q u i p m e n t  
( e s p e c i a l l y  t r a c t o r s )  o u t s i d e  t h e  U.S. However,  we b e l i e v e  
s u f f i c i e n t  demand e x i s t s  t o  a b s o r b  $8-$13 m i l l i o n  i n  U.S. 
c o m m o d i t i e s  o v e r  a  1 - 1 / 2  t o  2  y e a r  p e r i o d .  I n  p a s t  C I P s ,  
s p a r e s  and  e q u i p m e n t  h a v e  b e e n  i m p o r t e d  i n t o  Zambia by 
a u t h o r i z e d  d e a l e r s  o f  U.S. m a n u f a c t u r e r s  and  q u i c k l y  s o l d ,  
p r i m a r i l y  t o  p r i v a t e  s e c t o r  f a r m e r s .  



P r o b a b i l i t y  of S u c c e s s  u n d e r  C u r r e n t  Economic S c e n a r i o :  
The f o r e i g n  e x c h a n g e  u n d e r  t h i s  t y p e  of  i m p o r t  a s s i s t a n c e  w i l l  
p r o b a b l y  b e  d i s b u r s e d  o v e r  two y e a r s .  A l t h o u g h  t h e  demand f o r  
U.S. made e q u i p m e n t  a p p e a r s  t o  be  a s  s t r o n g  a s  i n  t h e  p a s t  when 
s i m i l a r  programs'  were  s u c c e s s f u l l y  i m p l e m e n t e d ,  p r i v a t e  s e c t o r  
CIPs t e n d  t o  s e r v e  m u l t i p l e  b u s i n e s s  i n t e r e s t s  which  a p p l y  f o r  
a l l o c a t i o n s  i n  r e l a t i v e l y  s m a l l  i n c r e m e n t s .  To be  c o m p e t i t i v e ,  
p r i v a t e  b u s i n e s s e s  p u r c h a s e  o n l y  what  c a n  be  s o l d  d u r i n g  a  
f a i r l y  s h o r t  t i m e  p e r i o d  s o  t h e i r  c a s h  i s  n o t  t i e d - u p  i n  a n  
o v e r s t o c k e d  i n v e n t o r y .  Whi le  c o n s i s t e n t  w i t h  b o t h  GRZ and 
USAID a g r i c u l t u r a l  d e v e l o p m e n t  g o a l s ,  t h i s  a l t e r n a t i v e  w i l l  
most  l i k e l y  n o t  a c h i e v e  o n e  of  Z a m b i a ' s  immedate  b a l a n c e  of  
p a y m e n t s  o b j e c t i v e s ,  i . e . ,  t h e  payment  of World Bank a r r k a r s  i n  
F e b r u a r y  1988 .  

B.  A l t e r n a t e  2 - I m p o r t  R e q u i r e m e n t :  

Up t o  $8  m i l l i o n  f o r  Code 899 p e t r o l e u m ,  o i l  and  l u b r i c a n t s  
(POL). 

R a t i o n a l e :  The FY1985 CIP i n c l u d e d  POL p r o d u c t s  a s  a  
f a l l b a c k  i n  t h e  e v e n t  t h a t  a g r i c u l t u r a l  c o m m o d i t i e s  d i d  n o t  
move. The PAAD made s p e c i f i c  r e f e r e n c e s  t o  a v e r t i n g  d i s a s t r o u s  
d i s r u p t i o n s  i n  t h e  l o c a l  economy s i m i l a r  t o  t h o s e  w h i c h  had 
r e c e n t l y  b e e n  e x p e r i e n c e d .  A l t h o u g h  POL i s  o n l y  i n d i r e c t l y  
c o m p l e m e n t a r y  t o  t h e  M i s s i o n ' s  a g r i c u l t u r a l  d e v e l o p m e n t  
s t r a t e g y ,  we r e c o g n i z e  t h e  a b s o l u t e  n e c e s s i t y  o f  POL t o  t h e  
a g r i c u l t u r a l  s e c t o r .  A t i m e l y  p u r c h a s e  o f  one  s h i p m e n t  of a  
b l e n d  of  k e r o s e n e ,  n a p t h a ,  d i e s e l  E u e l  and h e a v y  E u e l  o i l  c o u l d  
f i l l  a  g a p  i n  f i n a n c i n g  and a v o i d  t r e m e n d o u s  l o s s e s  r e s u l t i n g  
f r o m  g e n e r a l  economic  d i s r u p t i o n .  An a l l o c a t i o n  of  $8 m i l l i o n  
t o  t h e  l o c a l  o i l  r e f i n e r y ,  ZIMOIL, would p r o c u r e  a p p r o x i m a t e l y  
t w o - t h i r d s  of a r e g u l a r  s h i p m e n t  of  t h e  a f o r e m e n t i o n e d  b l e n d  of  
r e f i n e r y  f e e d s t o c k  and  p r o v i d e  a p p r o x i m a t e l y  a  30 d a y  s u p p l y  of 
p e t r o l e u m  t o  Zambia .  

P r o b a b i l i t y  of  S u c c e s s  u n d e r  C u r r e n t  Economic S c e n a r i o :  
USAID e x p e r i e n c e  w i t h  n i n e  i m p o r t  p r o g r a m s  c o n f i r m s  t h a t  t h i s  
a l t e r n a t i v e  i s  t h e  q u i c k e s t  d i s b u r s i n g  CIP. However,  i t  w i l l  
n o t  a c h i e v e  t h e  i m m e d i a t e  Zambian o b j e c t i v e  of  t i m e l y  b a l a n c e  
of  p a y m e n t s  s u p p o r t  i n  F e b r u a r y  r e l a t i v e  t o  c l e a r i n g  IBRD 
a r r e a r s .  Even u n d e r  t h e  most  o p t i m i s t i c  s c e n a r i o ,  we b e l i e v e  
t h a t  p r o g r a m  f u n d s  c o u l d  n o t  b e  o b l i g a t e d  p r i o r  t o  F e b r u a r y  1 5 ,  
1988 .  I t  h a s  b e e n  o u r  e x p e r i e n c e  u n d e r  t h e  FYI985 CIP a n d  
AEPRP (ZAMCAM) t h a t  t h e  minimum t i m e f r a m e  f o r  a n  AID f i n a n c e d  
c o m p e t i t i v e  POL p r o c u r e m e n t ,  e v e n  where  a d v e r t i s i n g  h a s  b e e n  
w a i v e d ,  i s  50 d a y s  f r o m  d i s t r i b u t i o n  o f  a n  RFQ t o  d i s b u r s e m e n t  
o f  f u n d s  t o  t h e  s u p p l i e r .  I n  a n a l y z i n g  t h e  u t i l i t y  o f  a  CIP 
t h i s  t i m e f r a m e  must  b e  v iewed  w i t h  r e s p e c t  t o  t h e  ZIMOIL 
p u r c h a s e  s c h e d u l e  w i t h  v e s s e l  l o a d i n g  d a t e s  of  F e b r u a r y  1 8 ,  
1 9 8 8  and  A p r i l  1,  1988 .  



G i v e n  a  F e b r u a r y  1 5 ,  1 9 8 8  p rogram o b l i g a t i o n ,  t h e  AID 
p r o c u r e m e n t  p r o c e s s  would d e f i n i t e l y  miss t h e  s c h e d u l e d  
F e b r u a r y  s h i p m e n t  and p r o b a b l y  b e  t o o  s l o w  t o  f i n a n c e  t h e  A p r i l  
1 l o a d i n g  d a t e .  T h u s ,  AID c o u l d  o n l y  f i n a n c e  a  mid-May 1988 
s h i p m e n t  w i t h  afiy c e r t a i n t y .  T h i s  s c e n a r i o  would p u s h  
d i s b u r s e m e n t  b a c k  t o  l a t e  May and be  of  l i t t l e  a s s i s t a n c e  t o  
Zambia i n  a l l e v i a t i n g  t h e  a n t i c i p a t e d  a c u t e  f o r e i g n  e x c h a n g e  
s h o r t a g e  e a r l y  i n  CY1988. We do n o t  recommend t h i s  a l t e r n a t i v e .  

4 .  Cash T r a n s f e r  O p t i o n  

Up t o  $8  m i l l i o n  a s  a  c a s h  t r a n s f e r  ( f o r  t h e  f i n a n c i n g  of 
POL. ) 

R a t i o n a l e :  T h i s  i s  t h e  q u i c k e s t  form of b a l a n c e  of  
p a y m e n t s  s u p p o r t  and t h e  o n l y  t y p e  o f  a i d  p r o g r a m  a s s i s t a n c e  
which  p r o v i d e s  a  r e a s o n a b l e  o p p o r t u n i t y  of  p r o v i d i n g  t i m e l y  
a s s i s t a n c e  t o  l e v e r a g e  t h e  a d d i t i o n a l  r e s o u r c e s  and  r e f o r m s  
d i s c u s s e d  be low i n  s e c t i o n  5. Under a  c a s h  t r a n s f e r  f u n d s  
would  be a v a i l a b l e  a l m o s t  i m m e d i a t e l y  f o r  d i s b u r s e m e n t  upon 
p r o g r a m  o b l i g a t i o n  i n  m i d - F e b r u a r y .  

I n  t h e  c a s e  of ZIMOIL, t h e  f u n d s  would b e  a v a i l a b l e  t o  t h e  
Bank of Zambia t o  f i n a n c e  t h e  s c h e d u l e d  F e b r u a r y  1 8  s h i p m e n t  
u n d e r  t h e  e x i s t i n g  POL c o n t r a c t .  Under t h i s  c u r r e n t  c o n t r a c t ,  
n o t  e l i g i b l e  f o r  AID CIP f i n a n c i n g ,  t h e  bank of Zambia would 
h a v e  s u f f i c i e n t  time t o  pay  f o r  t h e  s h i p m e n t  u s i n g  c a s h  
t r a n s f e r  f u n d s .  I n  a d d i t i o n  t o  p r o v i d i n g  t i m e l y  b a l a n c e  o f  
p a y m e n t s  s u p p o r t ,  a  c a s h  t r a n s f e r  would o f f e r  a  c o s t - s a v i n g s  by 
a l l o w i n g  ZIMOIL t o  t a k e  a d v a n t a g e  of  l o w e r  p r i c e s  i n  e f f e c t  
when t h e i r  c u r r e n t  c o n t r a c t  was n e g o t i a t e d .  To i l l u s t r a t e ,  
ZIMOIL a d v i s e d  t h a t  a  r e g u l a r  9 0 , 0 0 0  t o n  s h i p m e n t  would c o s t  
a r o u n d  $ 1 1 . 5  m i l l i o n  u n d e r  i t s  e x i s t i n g  c o n t r a c t ,  w h e r e a s  an  
AID a p p r o v e d  t e n d e r  u n d e r  a  CIP would e l i c i t  o f f e r s  a t  a b o u t  
$ 1 3 . 5  m i l l i o n  g i v e n  c u r r e n t  s p o t  m a r k e t  p r i c e s .  

P r o b a b i l i t y  of  S u c c e s s  u n d e r  C u r r e n t  Economic S c e n a r i o :  I f  
f u n d s  c a n  be  o b l i g a t e d  by F e b r u a r y  1 5 ,  1 9 8 8 ,  t h i s  i s  t h e  o n l y  
fo rm of p r o g r a m  a s s i s t a n c e  w h i c h  AID c a n  o f f e r  i n  r e s p o n s e  t o  
t h e  i m m e d i a t e  ( F e b r u a r y )  Zambian f o r e i g n  e x c h a n g e  r e q u i r e m e n t s .  

Why A Cash T r a n s f e r ?  - LEVERAGE ! 

The r e a s o n  f o r  e x p l o r i n g  a n  i m m e d i a t e  Cash T r a n s f e r  O p t i o n  
i s  t o  l a y  o u t  t h e  p r o g r a m  b a s i s  f o r  moving t o  e x p l o i t  a  s p e c i a l  
o p p o r t u n i t y  w h i c h  may b e  p r e s e n t i n g  i t s e l f  t o  l e v e r a g e  
a d d i t i o n a l  r e s o u r c e s  and  a d d i t i o n a l  r e f o r m s ,  a l l  i n  t h e  c o n t e x t  
of  U.S. f o r e i g n  a i d  and f o r e i g n  p o l i c y  o b j e c t i v e s .  



The GRZ w i l l  b e  $80 m i l l i o n  i n  a r r e a r s  t o  t h e  IBRD i n  
F e b r u a r y ,  1988 .  IBRD d i s b u r s e m e n t s  s t o p p e d  i n  May, 1987  when 
t h e  G R Z  s t o p p e d  s e r v i c i n g  IBRD d e b t .  I f  we c o u l d  p r o v i d e  o u r  
p r o g r a m  a i d  i n  a 0  a p p r o p r i a t e  f o r m ,  a  t i m e l y  manner and a  
n e g o t i a t e d  f r a m e w o r k ,  we c a n :  ( a )  l e v e r a g e  t h e  G R Z  t o  p a y  a  
s i g n i f i c a n t  p o r t i o n  of  t h e  IBRD a r r e a r s ,  ( a n d  i n c i d e n t a l l y  
USAID a r r e a r s ) ;  ( b )  b r i n g  i n  a d d i t i o n a l  b i l a t e r a l  d o n o r  
a s s i s t a n c e ,  d e b t  r e l i e f ,  and IBRD r e s o u r c e s ;  and  ( c )  s u p p o r t  
t h e  new r e f o r m  p a c k a g e  which  c a n n o t  be i m p l e m e n t e d  w i t h o u t  
s i g n i f i c a n t  o u t s i d e  s u p p o r t .  The b o t t o m  l i n e  i s  t h a t  t h e  G R Z  
r e f o r m s  w i l l  u n d o u b t e d l y  f l o u n d e r  w i t h o u t  t h e  r e s o u r c e s  w h i c h  
m i g h t  be  b r o u g h t  i n  t h r o u g h  t h i s  u s e  of  o u r  p r o g r a m  a i d .  

The IBRD c a n n o t  d i s b u r s e  f u n d s  u n t i l  a n  e s t i m a t e d  $80 
m i l l i o n  ( b y  F e b r u a r y  1 9 8 8 )  i n  G R Z  a r r e a r s  on p a s t  IBRD/IDA 
l o a n s  a r e  p a i d .  A g r o u p  of  b i l a t e r a l  ( N o r d i c  and S c a n d i n a v i a n )  
c o u n t r i e s  may c o n t r i b u t e  $52 m i l l i o n :  

Sweden $ 2 0 , 0 0 0 , 0 0 0  
Norway $ 1 0 , 0 0 0 , 0 0 0  
N e t h e r l a n d s  $ 1 2 , 0 0 0 , 0 0 0  
F i n l a n d  $ 1 0 , 0 0 0 , 0 0 0  

$ s ~ , o O O , O O O  

b u t  t h e s e  c o h t r i b u t i o n s  f o r  t h e  payment  of t h e  a r r e a r s  t o  t h e  
World Bank a r e  c u r r e n t l y  s h o r t  by $28 m i l l i o n .  

Whi le  t h e r e  a r e  i m p o r t a n t  u n a n s w e r e d  q u e s t i o n s  a b o u t  t h e  
q u a l i t y  of t h e  r e f o r m s ,  a s  well  a s  t h e  t i m i n g  and f i r m n e s s  of 
t h e  $52 m i l l i o n ,  a s  a n  a l t e r n a t i v e  t o  t h e  l a t t e r ,  " s t a n d - a l o n e "  
CIP ( a b o v e )  i t  i s  p r o p o s e d  t h a t  t h e  U.S. and  IBRD p o s i t i o n  
t h e m s e l v e s  t o  n e g o t i a t e  a  GRZ c o n t r i b u t i o n  of t h e  $28 m i l l i o n  
n e e d e d  t o  c o m p l e t e  t h e  payment  of  t h e  G R Z 1 s  a r r e a r s  t o  t h e  
World Bank. By s o  d o i n g ,  t h e  U.S. c o u l d  l e v e r a g e  IBRD 
d i s b u r s e m e n t s  f rom i t s  c u r r e n t  p r o j e c t s  and  d e v e l o p  new IBRD 
and  o t h e r  d o n o r  p r o g r a m  a s s i s t a n c e  f o r  Zambia.  I t  c o u l d  
l e v e r a g e  G R Z  d e b t  s e r v i c i n g  o f  $28 m i l l i o n  t o  t h e  IBRD and  $1 
m i l l i o n  t o  t h e  U.S. ( t o  k e e p  Zambia o u t  of  Brooke s a n c t i o n s  
t h r o u g h  March 1 9 8 8 ) .  I t  c o u l d  c o n v e r t  t h e  $52 m i l l i o n  p l e d g e d  
f r o m  t h e  a b o v e  d o n o r s  f o r  t h e  payment  of t h e  IBRD a r r e a r s  i n t o  
a  c o m p l e t e  p a y - o f f  p a c k a g e .  I n  a d d i t i o n ,  i t  i s  p r o b a b l e  t h a t  a  
C o n s u l t a t i v e  Group M e e t i n g  f o r  Zambia c o u l d  be  c a l l e d ,  and  some 
f o r m  of  d e b t  r e l i e f  o r g a n i z e d  t h r o u g h  t h e  P a r i s  Club p r o c e s s .  
F i n a l l y ,  t h i s  s c e n a r i o  would s u p p o r t  t h e  GRZ i n  i t s  t e n t a t i v e  
s t e p  f o r w a r d  i n  r e v e r s i n g ,  a t  l e a s t  f o r  t h e  moment, t h e  p o l i c y  
d i r e c t i o n s  e s t a b l i s h e d  on  May 1,  1987 .  



I f  i t  i s  p o s s i b l e  f o r  t h e  U.S. t o  make p rogram d e c i s i o n s  
a n d  move f a s t  enough  t o  b r i n g  i n  o t h e r  d o n o r  and G R Z  f u n d s  t o  
c o m p l e t e  t h e  f i n a n c i n g  o f  t h e  G K Z 1 s  a r r e a r s  payment  t o  t h e  
World  Bank,  t h e  q n l y  f e a s i b l e  p rogram mode o p t i o n  f o r  d o i n g  s o  
i s  t o  p r o v i d e  a  c a s h  t r a n s f e r  ( s e e  a b o v e ) .  The t i m i n g  o f  
s c h e d u l e d  o i l  s h i p m e n t s  and A . I . D . ' s  d o c u m e n t a t i o n  and 
p r o c u r e m e n t  r e q u i r e m e n t s  would p r o h i b i t  t h e  u s e  of a  Commodity 
I m p o r t  Program t o  p r o v i d e  t h e  f o r e i g n  e x c h a n g e  n e c e s s a r y  t o  
s u c c e s s f u l l y  b r i n g  t h e  a b o v e  r e s u l t s  t o  f r u i t i o n  i n  F e b r u a r y ,  
a s  r e q u i r e d .  (IBRD a r r e a r s  q u i c k l y  mount t o  a n  e s t i m a t e d  $110 
m i l l i o n  by J u l y ;  t h e  m a g n i t u d e  of  a r r e a r s  a f t e r  F e b r u a r y  p u t s  
t h i s  s o l u t i o n  o u t  of t h e  r a n g e  of  G R Z  and o t h e r  d o n o r  a c t i o n  
a f t e r  F e b r u a r y . )  

6.  P rogram Aid A n a l y s i s :  I s s u e s  and Q u e s t i o n s  

At  t h i s  s t a g e  of  c o n s i d e r a t i o n  w e  h a v e  more q u e s t i o n s  t h a n  
a n s w e r s ,  b u t  i n  k e e p i n g  w i t h  PAIP g u i d e l i n e s ,  w e  r a i s e  them f o r  
u r g e n t  c o n s i d e r a t i o n  and  g u i d a n c e .  

A.  The s u b s t a n c e  and  q u a l i t y  of  t h e  G R Z  p r o p o s e d  NERP 
I m p l e m e n t a t i o n  P l a n s  and  P e r f o r m a n c e  T a r g e t s  ( t h e y  do n o t  want  
them c a l l e d  e c o n o m i c  l l r e f o r m s l l )  a r e  a n  open  The 
macro-economic  m e a s u r e s  summar ized  i n  S e c t i o n  2  h a v e  b e e n  
g l e a n e d  f rom o r a l  p r e s e n t a t i o n s .  The G R Z  i s  u n w i l l i n g  t o  s h a r e  
t h e i r  f o r w a r d  p l a n n i n g  w i t h  u s  a s  i t  v i o l a t e s  Zambian law t o  
d i v u l g e  a n y t h i n g  b e f o r e  t h e  b u d g e t  and p o l i c i e s  a r e  p r e s e n t e d  
t o  P a r l i a m e n t  on  J a n u a r y  29 ,  1988 .  The IBRD and  IMF t e a m s ,  i n  
r e s p e c t  of t h i s  l a w ,  a l s o  r e f u s e  t o  s h a r e  t h e  d e t a i l s  of  t h e  
p r o p o s e d  m e a s u r e s  w i t h  u s .  

We a r e ,  t h e r e f o r e ,  u n a b l e  e i t h e r  t o  p r o v i d e  more t h a n  
h e a r s a y  e v i d e n c e  o r  comment o n  t h e  q u a l i t y  of  t h e  r e f o r m s .  The 
G R Z  h a s  e x p r e s s e d  s u r p r i s e  t h a t  we m i g h t  need  t o  know t h e  
d e t a i l s  of t h e  r e f o r m s ;  t h e y  i n t e r p r e t  t h e i r  m e e t i n g s  w i t h  AID 
o f f i c i a l s  i n  W a s h i n g t o n  l a s t  O c t o b e r  a s  i m p l y i n g  t h a t  U.S. 
a c c e p t a n c e  of t h e  r e f o r m s  i s  p o s s i b l e  i f  t h e  IBRD a c c e p t s  
them.  G R Z  o f f i c i a l s  h a v e  a l s o  commented t h a t  t h e  N o r d i c s  and 
S c a n d i n a v i a n s  h a v e  no n e e d  t o  s e e  t h e  s u b s t a n c e  of  t h e  p a c k a g e  
b e f o r e  c o m m i t t i n g  t h e m s e l v e s .  The e a r l i e s t  we w i l l  be a b l e  t o  
a s s e s s  t h e  ~ u a l i t y  of  t h e  r e f o r m s  i s  J a n u a r y  2 9 ,  1 9 8 8 .  I n  t h e  
m e a n t i m e ,  i i  i s  recommended t h a t  AID/W r e v i e w  i t s  p o s i t i o n  w i t h  
t h e  IBRD and  IMF i n  W a s h i n g t o n  t o  s u ~ ~ l e m e n t  o u r  own 
u n d e r s t a n d i n g  of  t h e  p o l i c y  p a c k a g e  w i t h  d a t a  f rom t h e  IBRD and  
IMF. A c t i o n :  E a r l y  comments on  t h e  s u b s t a n c e  and  q u a l i t y  of 
t h e  r e f o r m s  i s  s o l i c i t e d .  



An i m p o r t a n t  c o l l a t e r a l  q u e s t i o n  ( r a i s e d  i n  Lusaka  05274 
f o r  comment) i s  U.S. w i l l i n g n e s s  t o  s u p p o r t  t h e s e  r e f o r m s ,  i f  
( a )  o n l y  a g r e e d  t o  by IBRD; ( b )  t a c i t l y  c o n c u r r e d  t o  by  IMF, o r  
( c )  o n l y  a f t e r  r e a c h i n g  a  f o r m a l  a g r e e m e n t  w i t h  IMF. T h i s  i s  
a n  i m p o r t a n t  d e c i s i o n  b o t h  i n  t e r m s  of  o u r  p o s s i b l e  l e v e r a g e  t o  
t h e  e f f o r t s  t o  f i n a n c e  t h e  G R Z 1 s  payment  of d e b t  a r r e a r s  t o  t h e  
World Bank and o u r  w i l l i n g n e s s  t o  r e s c h e d u l e  b i l a t e r a l  U.S. 
d e b t  u n d e r  any  of t h e s e  t h r e e  s c e n a r i o s .  I t  i s  l e s s  r e l e v a n t  
s h o u l d  we d e c i d e  t o  do  a  s t r a i g h t  CIP.  

B .  T iming of any  p o s s i b l e  U.S. s u p p o r t  i s  a n o t h e r  i s s u e .  I t  
i s  o b v i o u s  f rom o u r  l a c k  of s u b s t a n t i v e  u n d e r s t a n d i n g  of t h e  
r e f o r m s  t h a t  we s h o u l d  b e  a d o p t i n g  a  w a i t - a n d - s e e  p o s t u r e .  We 
b e l i e v e  i t  would be s o u n d  t o  w a i t  beyond t h e  J a n u a r y  29 ,  1988  
b u d g e t  s p e e c h  and  l a t e  March b u d g e t  a d o p t i o n  i n  o r d e r  t o  j u d g e  
t h e  G R Z ' s  i m p l e m e n t a t i o n  of  t h e  p a c k a g e  a f t e r  3-4 months  b e f o r e  
p r o v i d i n g  p r o g r a m  a s s i s t a n c e .  T h a t  i s  t h e - t i m e f r a m e  f o r  t h e  
CIP o p t i o n .  Only  one  f a c t o r  i s  d r i v i n g  a  f a s t e r  t i m e f r a m e :  
payment  of t h e  IBRD d e b t  a r r e a r s  must  be a c c o m p l i s h e d  by 
F e b r u a r y  o r  t h e  m a g n i t u d e  of  t h o s e  a r r e a r s  w i l l  c l i m b  t o  a  s i z e  
i m p o s s i b l e  f o r  t h e  GRZ and b i l a t e r a l  d o n o r s  t o  meet. I n  t h e  
c o n t i n u i n g  a b s e n c e  of  d e b t  r e s c h e d u l i n g  o r  a  w r i t e o f f  mechanism 
f o r  IBRD d e b t ,  Zambia q u a l i f y i n g  f o r  t h e  new IBRD/IMF 
a s s i s t a n c e  p r o g r a m s  f o r  d e b t - d i s t r e s s e d ,  low-income c o u n t r i e s  
becomes a n  u r g e n t  m a t t e r .  

The o p t i o n  o f  a  F e b r u a r y  t i m i n g  i s  d r i v i n g  u s  i n t o  e a r l y  
p r o g r a m  c h o i c e s .  One of  t h e  most  f r u s t r a t i n g  a s p e c t s  of  t h e s e  
c h o i c e s  i s  a  l a c k  of  u r g e n c y  on t h e  G R Z 1 s  p a r t .  The G R Z  
a t t i t u d e  i s  t h a t  t h e  payment  o f  IBRD d e b t  a r r e a r s  i s  a n  IBRD 
p r o b l e m ,  n o t  a  Zambian p r o b l e m .  " I f  t h e  IBRD c a n  a r r a n g e  
f i n a n c i n g ,  f i n e .  I f  n o t ,  t h a t  i s  t h e i r  p r o b l e m ,  n o t  
Z a m b i a ' s . l l  A l s o ,  t h e  G R Z  h a s  b e e n  u n w i l l i n g  t o  pay  more t h a n  
some p r o p o r t i o n  ( u n s t a t e d )  of t h e  1 0 %  n e t  FX f o r m u l a  f rom i t s  
own f u n d s  t o  t h e  IBRD a r r e a r s ;  t h e r e f o r e ,  t h e  IBRD and  we a r e  
p r o p o s i n g  t o  e x p l o r e  t h e  p o s s i b i l i t y  of  t h e  U.S. d o n a t i n g  $8  
m i l l i o n  t o w a r d s  a F e b r u a r y  o i l  s h i p m e n t  t o  l e v e r a g e  t h e  G R Z  t o  
p a y  $28 m i l l i o n  i n  F e b r u a r y  t o  t h e  IBRD. T h i s  c o u l d  b e  
a c c o m p l i s h e d  w i t h  a  c a s h  t r a n s f e r ,  b u t  w i l l  be  i m p o s s i b l e  t o  
i m p l e m e n t  a s  a CIP b e c a u s e  o f  l e a d  time and p r o c e d u r e s  of  a  CIP 



For  t h e  U.S. t o  o b l i g a t e  f u n d s  i n  F e b r u a r y  w i l l  r e q u i r e  t h e  
G R Z  t o  pay U.S. d e b t  a r r e a r s  of  a p p r o x i m a t e l y  $1 m i l l i o n  i n  
J a n u a r y - - a  most  d i f f i c u l t  move f o r  them. However, t h e  M i n i s t e r  
of  F i n a n c e  and Permanen t  S e c r e t a r y  s a i d  i n  two s e p a r a t e  
c o n v e r s a t i o n s  a s  l a t e  a s  December 3 0 ,  t h e y  a r e  p r o p o s i n g  
J a n u a r y  d e b t  s e r v i c i n g  of t h e  U.S. FAA d e b t .  I n  t h i s  s i t u a t i o n  
we have  t h e  u n i q u e  o p p o r t u n i t y  t o  p r o v i d e  economic  a s s i s t a n c e  
t o  Zambia t h a t  w i l l  r e s u l t  i n  a  d i r e c t  n e t  o u t f l o w  of f u n d s  f o r  
t h e  c o u n t r y ,  i . e . ,  t h e  payment  of $1 m i l l i o n  o n  U.S. a r r e a r s  
p l u s  t h e  payment of a n  a d d i t i o n a l  $8 m i l l i o n  t o  t h e  Workd Bank, 
i n  e x c h a n g e  f o r  $8 m i l l i o n  of U.S. p r o g r a m  a s s i s t a n c e .  We w i l l  
p u t  o u r s e l v e s  i n  a n  u n f o r t u n a t e  p o l i t i c a l  p o s i t i o n  i f  t h e  G R Z  
s e r v i c e s  t h e  U.S. d e b t  i n  J a n u a r y  i n  a n t i c i p a t i o n  of a  F e b r u a r y  
o b l i g a t i o n  which  c a n n o t  be a s s u r e d  u n t i l  Wash ing ton  g i v e s  i t s  
c l e a r a n c e ,  C o n g r e s s i o n a l  N o t i f i c a t i o n  a p p r o v a l  i s  o b t a i n e d ,  a n d  
l o c a l  n e g o t i a t i o n s  a r e  c o m p l e t e  which  w i l l  b e  w e l l  i n t o  
F e b r u a r y .  

C .  Commitment. We must  n e v e r  f o r g e t  t h a t  a t  best Zambia i s  a  
mixed economy w i t h  t h e  b a l a n c e  i n  t h i s  m i x  c o n s t a n t l y  s h i f t i n g  
a s  t h e  P r e s i d e n t  b a l a n c e s  o f f  c o m p e t i n g  demands and  t r i e s  t o  
s t r i k e  t h a t  e l u s i v e  and  dynamic  m i d d l e  g r o u n d  b e t w e e n  economic  
c o n t r o l s  and f r e e  m a r k e t s ,  and  b e t w e e n  s o c i a l i s m  and  some m i l d  
fo rm of p r i v a t e  e n t e r p r i s e .  T h i s  l a c k  of d e c i s i v e  commitment 
t o  m a r k e t  r e f o r m s  i s  compounded by h i s  c o n s t a n t  s h i f t  of 
economic  managers  ( f i v e  P . S . ' s  of F i n a n c e  and f i v e  P . S . ' s  of 
Development  P l a n n i n g  i n  1 8  m o n t h s ) .  The a c u t e  l a c k  of 
e f f e c t i v e  economic  l e a d e r s h i p  i n  Zambia c o n t i n u e s  t o  undermine  
commitment t o  r e f o r m s .  T h e r e  a r e  p r o b a b l y  f a r  more i m m e d i a t e  
" l o s e r s "  i n  a  r e a l  economic  r e f o r m  and t h u s  f a r  more r e s i s t e r s  
t h a n  r e f o r m e r s .  The P r e s i d e n t  c o n c l u d e d  t h e  N a t i o n a l  C o u n c i l  
M e e t i n g  l a s t  week w i t h  a  c a l l  f o r  t h e  p a r t y  f a i t h f u l  t o  g i v e  up 
 poisonous, e x p l o i t i v e  c a p i . t a l i s m  f o r  s o c i a l i s t  g o a l s . "  T h i s  
was y e t  a n o t h e r  i n d i c a t o r  of non-commitment t o  r e a l  
m a r k e t - p o l i c y  r e f o r m s  i n  many p a r t s  of t h e  p o l i t i c a l  
s t r u c t u r e .  T h e r e f o r e ,  any of u s  who t h i n k  t h i s  i s  t h e  f i r s t  
s t e p  t o w a r d  Zambian c a p i t a l i s m  w i l l  b e  a c u t e l y  d i s a p p o i n t e d  a n d  
f r u s t r a t e d .  (We u r g e  d e c i s i o n - m a k e r s  t o  r e - r e a d  a t  l e a s t  t h e  
summary of t h e  P o l i t i c a l  Annex t o  o u r  CDSS, w r i t t e n  o n l y  s i x  
months  a g o ,  where  w e  c o n c l u d e d  t h a t  i t  i s  i n  U.S. i n t e r e s t s  t o  
s u p p o r t  t h e  r e f o r m e r s  whenever  we c a n . )  

The b r i g h t  s i d e  of t h e  commitment q u e s t i o n  i s  t h e  way which  
t h e  GRZ i s  a p p r o a c h i n g  t h e  c u r r e n t  i m p l e m e n t a t i o n  p l a n s .  L a s t  
time a r o u n d  t h e  r e f o r m s  were e x p l a i n e d  by t h e  p o l i t i c a l  
l e a d e r s h i p  a s  imposed on Zambia a s  t h e  p r i c e  of g e t t i n g  d o n o r  
f o r e i g n  e x c h a n g e .  T h i s  time t h e  r e f o r m s  a r e  Z a m b i a ' s  and w i l l  
be  e x p l a i n e d  a s  s u c h  i n  o r d e r  t o  e l i c i t  p o p u l a r  a c c e p t a n c e .  
T h i s  i m p l i e s  a  h i g h e r  d e g r e e  of p o l i t i c a l  commitment t h a n  
e x i s t e d  p r i o r  t o  May and  i s  t o  b e  s u p p o r t e d .  However, i t  a l s o  
p o s e s  a  g r e a t e r  r i s k  f o r  t h e  GRZ i f  p o p u l a r  a c c e p t a n c e  of  t h e  
r e f o r m s  i s  n o t  f o r t h c o m i n g .  



D .  The G R Z 1 s  a b i l i t y  t o  implement  t h e  r e f o r m s  i s  a n o t h e r  
i s s u e .  T h e r e  i s  no more m a n a g e r i a l  a b i l i t y  t h a n  b e f o r e  May 1: 
i n  f a c t ,  t h e  r e p e a t e d  c h a n g e  i n  c i v i l  s e r v a n t s  h a s  u n d o u b t e d l ;  
u n d e r m i n e d  e x p e r i , e n c e d ,  c o n f i d e n t  management i n  t h e  m i n i s t r i e s  
and  o r g a n i z a t i o n s  w h i c h  w i l l  b e  r e s p o n s i b l e  f o r  t h e  p r o g r a m ' s  
i m p l e m e n t a t i o n .  A l s o ,  t h e  G R Z  h a s  c o n t i n u e d  t o  a c c e p t  f a r  more' 
t e c h n i c a l  a s s i s t a n c e  t h a n  t h e y  c a n  e f f e c t i v e l y  a b s o r b ,  f u r t h e r  
d i l u t i n g  t h e i r  own management a b i l i t y .  T h e r e  h a s  b e e n  no 
renewed  i n t e r e s t  i n  making u s e  of  HIRD and IBRD f i n a n c i a l  
management h e l p  i n  t h e  M i n i s t r y  of  F i n a n c e ,  Bank of Zambia o r  
N a t i o n a l  Commission of  Development  P l a n n i n g .  Lack of 
m a n a g e r i a l  a b i l i t y  and p o l i c y  c o o r d i n a t i o n  was a  f a c t o r  
c o n t r i b u t i n g  t o  t h e  e a r l i e r  r e f o r m  f a i l u r e ;  w e  a r e  s k e p t i c a l  
t h a t  t h i n g s  w i l l  g o  b e t t e r  t h i s  t ime,  e s p e c i a l l y  i n  a  n a t i o n a l  
e l e c t i o n  y e a r .  

E .  The p r o b a b l e  i m p a c t  of t h e  new r e f o r m s  a r e  i m p o s s i b l e  t o  
a n a l y z e  w i t h o u t  knowing t h e  s p e c i f i c s  of  t h e  new m e a s u r e s .  
I f  we u n d e r s t a n d  c o r r e c t l y ,  t h e  p e r  c a p i t a  GDP g r o w t h  a f t e r  a l l  
t h e  m e a s u r e s  a r e  i m p l e m e n t e d  i s  a  r e a l i s t i c  ( a n d  p o s s i b l y  
o p t i m i s t i c )  ' z e r o ' .  We h a v e  l o n g  s a i d  t h a t  t h e  b e s t  Zambia 
w i l l  d o  f o r  some t i m e  i s  t o  s l o w  t h e  r a t e  of  e c o n o m i c  
d e c l i n e - - n o t  s t a r t  p o s i t i v e  g r o w t h .  Hard f i n a n c i a l  a n d  
e c o n o m i c  d e c i s i o n s  w i l l  need  time t o  work b e f o r e  r e a l  g r o w t h  i s  
p o s s i b l e .  Yet t h e  p o l i t i c a l  p a i n  and  economic  h a r d s h i p  
i n h e r e n t  i n  t h e  p r o p o s e d  r e f o r m s  may be  more t h a n  c a n  be  
t o l e r a t e d  6 - 1 0  months  b e f o r e  n a t i o n a l  e l e c t i o n s .  T h i s  i s  t h e  
d i l emma:  t h e  r e f o r m s  w i l l  b e  s e e n  a s  t o o  s l o w  t o  s a t i s f y  t h e  
r e f o r m e r s  and t o o  f a s t  t o  s a t i s f y  t h o s e  c o n c e r n e d  w i t h  t h e  
s o c i a l  i m p a c t s  of  t h e  r e f o r m s .  

I f  t h e  p r o p o s e d  p o l i c y  p a c k a g e  i s  n o t  s u f f i c i e n t  t o  r e s u l t  
i n  r e a l  g r o w t h  o r  a t  l e a s t  l a y  a  f i r m  b a s i s  f o r  f u t u r e  g r o w t h ,  
s h o u l d  we s u p p o r t  i t ?  W e s t e r n  s u p p o r t  w i l l  b e  s e e n  by some a s  
t r y i n g  t o  h o l d  Zambia i n  W e s t e r n  f i n a n c i a l  s h a c k l e s ,  and  by 
o t h e r s  a s  r e l i e v i n g  t h e  p r e s s u r e  t o  f a c e  up t o  t h e  h a r d e r  
e c o n o m i c  m e a s u r e s  n e e d e d  t o  g e n e r a t e  g r o w t h .  

The c u r r e n t  a p p r o a c h  of  some d o n o r s ,  n o t  t h e  G R Z ,  p a y i n g  
t h e  World Bank a r r e a r s  d o e s  n o t  d i r e c t l y  move Zambia away f r o m  
t h e  1 0  p e r c e n t  of  n e t  f o r e i g n  e x c h a n g e  d e b t  s e r v i c e  f o r m u l a  
w h i c h  se ts  a  bad p r e c e d e n t  f o r  W e s t e r n  c r e d i t o r  n a t i o n s .  W h i l e  
w e  mus t  see Zambia s e r v i c e  t h e  U.S. d e b t  f o r  u s  t o  o b l i g a t e  
f u n d s ,  i t  d o e s  n o t  r e i n f o r c e  t h e  p r i n c i p l e  t h a t  t h e  GRZ i s  
r e s p o n s i b l e  f o r  s e r v i c i n g  i t s  e x t e r n a l  o b l i g a t i o n s  u n l e s s  w e  
c a n  l e v e r a g e  a  h i g h e r  d e b t  s e r v i c i n g  by t h e  GRZ.  R a t h e r ,  i t  
p e r p e t u a t e s  t h e  G R Z ' s  b e l i e f  t h a t  Z a m b i a ' s  d e b t  i s  a  d o n o r  
p r o b l e m ,  n o t  t h e i r  own, which  s h o u l d  b e  s o l v e d  by o u r  
c o n v e r t i n g  o l d  l o a n s  i n t o  g r a n t s  w h i l e  p r o v i d i n g  a d d i t i o n a l  
a s s i s t a n c e .  



T h e r e  a r e  some p o s i t i v e  i m p a c t s .  The p r o p o s a l  d o e s  
e n v i s i o n  Zambia a d o p t i n g  some sound  ( a s  y e t  u n e v a l u a t e d )  
e c o n o m i c  m e a s u r e s ;  i t  r e p r e s e n t s  some move away f rom t h e  May 1 
s t a t e  c o n t r o l s  e y e n  i f  i t  d o e s  n o t  abandon  t h e s e ;  i t  d o e s  
p r o p o s e  a  f i n a n c i a l  p l a n  ( a s  y e t  unknown and u n e v a l u a t e d )  which  
c o u l d  k e e p  Zambia w i t h i n  t h e  W e s t e r n  f i n a n c i a l  i n s t i t u t i o n s ;  i t  
c o u l d  l e a d  t o  d e b t  r e s c h e d u l i n g ,  t h e  o n l y  o p t i o n  f o r  U.S. d e b t  
management.  I t  d o e s  c a l l  f o r  Zambia t o  s e r v i c e  t h e  U.S. 
e c o n o m i c  a s s i s t a n c e  d e b t  t o  g e t  o u t  of  B r o o k e - - e v e n  i f  o n l y  f o r  
a  s h o r t  p e r i o d .  

F. We s u g g e s t  t h a t  we s u p p o r t  t h i s  move b e c a u s e  i t  l e v e r a g e s  
economic  r e f o r m s .  T h i s  i s  a  d a n g e r o u s  and  f a l s e  s e n s e  of U.S. 
i m p o r t a n c e  i n  Z a m b i a ' s  economy. We a r e  number s e v e n  among 
b i l a t e r a l  d o n o r s ,  b e h i n d  c o u n t r i e s  w i t h  s m a l l e r  economies :  b u t  
l a r g e r  p e r  c a p i t a  a i d  l e v e l s .  More i m p o r t a n t l y ,  when i t  comes 
t o  i t s  p o l i t i c s  and economy, Zambia w i l l  do  wha t  i t  w a n t s ,  n o t  
what  t h e  U.S. o r  West w a n t s .  The p a c k a g e  of  r e f o r m s  t h e  GRZ 
i n t e n d s  t o  implement  i n  1 9 8 8  h a s  a l r e a d y  b e e n  d r a f t e d  by 
r e f o r m e r  t e c h n o c r a t s  and w i l l  be a c c e p t e d  o r  amended by t h e  
p o l i t i c a l  l e a d e r s h i p  w i t h o u t  r e f e r e n c e  t o  U.S. p o s i t i o n s  o r  
s u p p o r t .  They w i l l  a d o p t  and implement  t h e  r e f o r m s  o r  n o t  w i t h  
o r  w i t h o u t  u s .  T h i s  i s  a b s o l u t e l y  n e c e s s a r y  i f  t h e y  a r e  t o  
s u c c e e d .  

O t h e r s  a r g u e  t h a t  we s h o u l d  e x t e n d  p rogram a i d  t o  p r o v i d e  
r e a l  d e b t  r e l i e f .  They d o  n o t  u n d e r s t a n d  Z a m b i a ' s  p o s i t i o n  
t h a t  d e b t  s e r v i c i n g  w i l l  c o n t i n u e  w i t h i n  t h e  1 0  p e r c e n t  of n e t  
f o r e i g n  e x c h a n g e  l i m i t ,  and  any  c o n s e q u e n c e s  beyond t h a t  of  
IBRD o r  U.S. a i d  c u t o f f s  f o r  d e b t  d e f a u l t  a r e  o u r  p r o b l e m s - - n o t  
Z a m b i a ' s .  Zambia c a n n o t  u n d e r s t a n d  why a r i c h  c o u n t r y  l i k e  t h e  
U.S. d o e s  n o t  f o r g i v e  d e b t .  We g a i n  no l e v e r a g e  o v e r  d e b t  
management t h r o u g h  t h i s  p r o g r a m ,  u n l e s s  we, t h e  IBRD o r  t h e  IMF 
c a n  g e t  Zambia t o  a b a n d o n  t h e  10% f o r m u l a ,  and  time d o e s  n o t  
a l l o w  s u c h  c o n d i t i o n i n g  of  o u r  a i d .  

L e v e r a g i n g  i n  o t h e r  r e s o u r c e s  i s  a n o t h e r  r e a s o n  g i v e n  f o r  
a r t i c i p a t i o n .  T h e r e  i s  some j u s t i f i c a t i o n  f o r  t h i s  when 

o u r  8 m i l l i o n  c o u l d  b e  t h e  m a r g i n  of  d i f f e r e n c e  b e t w e e n  O u r  g 
t r i g g e r i n g  t h e  IBRD f i n a n c i n g  p l a n  and  o t h e r  d o n o r  f l o w s  v e r s u s  
Zambia g o i n g  i t  a l o n e  w i t h  i t s  own r e s o u r c e s .  We a r e  n o t  i n  
p o s s e s s i o n  of t h e  f a c t s  t o  m e a s u r e  t h e  amount of  a d d i t i o n a l  
r e s o u r c e s  w h i c h  m i g h t  r e s u l t  f rom t h e  p r o p o s e d  a p p r o a c h .  I t  i s  
v e r y  i m p o r t a n t  t h a t  w e  remember t h a t  l a r g e  a i d  f l o w s  t o  Zambia 
h a v e  and  w i l l  c o n t i n u e  w i t h  o r  w i t h o u t  t h e  r e f o r m s .  (The 
I t a l i a n  commitment o f  $212 m i l l i o n  l a s t  week u n d e r s c o r e s  t h i s  
f a c t . )  



Because  o f  IBRD " i n f o r m a l "  d i s c u s s i o n s  w i t h  t h e  GRZ and 
o t h e r  d o n o r s ,  w e  mus t  be v e r y  s k i l l f u l  t o  a v o i d  b e i n g  b r a n d e d  
t h e  " v i l l i a n "  i f  t h e  whole  p l a n  c o l l a p s e s  b e c a u s e  we do n o t  o r  
c a n n o t  p a r t i c i p a t e  i n  a  scheme w h i c h  would h a v e  r e s u l t e d  i n  GRZ 
d e b t  a r r e a r s  p a i d  t o  t h e  World Bank i f  we had p a r t i c i p a t e d .  Up 
t o  l a s t  week t h e  Zamblans  were a b s o l u t e l y  u n i n v o l v e d  and  
n o n - c o m m i t a l  on  w h e t h e r  U.S. a i d  s h o u l d  be u s e d  i n  a n y  way 
w h i c h  c o u l d  r e s u l t  i n  IBRD a r r e a r s  b e i n g  p a i d  o r  a s  p rogram o r  
p r o j e c t  a i d .  The G R Z  p o s t u r e  b e g a n  t o  c h a n g e  t h i s  week 
(December  28-31)  w i t h  c l e a r e r  s i g n a l s  f rom F i n a n c e  t h a t  t h e y  
would  l i k e  t h e  U.S. t o  c o n s i d e r  p r o g r a m  a i d  which  would r e s u l t  
i n  t h e  Bank a r r e a r s  b e i n g  s e t t l e d  by them and d o n o r s .  A s  time 
g e t s  s h o r t  and o t h e r  s o u r c e s  c a n n o t  b e  f o u n d ,  t h e  U.S. w i l l  b e  
s e e n  a s  t h e  d o n o r  of l a s t  r e s o r t ,  whose p a r t i c i p a t i o n  w i l l  make 
o r  b r e a k  t h e  r e f o r m s .  T h i s  i s  a  most  u n f o r t u n a t e  p o s i t i o n ,  b u t  
c a n n o t  d i c t a t e  o u r  p o l i c y .  

G .  We must  d e c i d e  i f  t h i s  i s  t h e  b e s t  u s e  -o f  o u r  l i m i t e d  
r e s o u r c e s .  But  b e f o r e  t h a t ,  we n e e d  t o  r e c o n s i d e r  o u r  l e v e l  o f  
3Y1988 r e s o u r c e s  i n  Zambia.  The OYB was c u t  by o n e - t h i r d  f rom 
$15  t o  $ 1 0  m i l l i o n  t o  i n d i c a t e  o u r  r e d u c e d  s u p p o r t  f o l l o w i n g  
t h e  May 1 p o l i c y  r e v e r s a l s .  R e c e n t  AID b u d g e t  d e c i s i o n s  
s i g n a l  t h a t  t h e  c u t  w i l l  r e m a i n  r e g a r d l e s s  o f  Zambian r e f o r m s .  
Not o n l y  i s  t h a t  i n c o n s i s t e n t  w i t h  o u r  own c r i t e r i a  f o r  
d e t e r m i n i n g  O Y B  l e v e l s ,  b u t  s e n d s  j u s t  t h e  o p p o s i t e  s i g n a l  t h a n  
we i n t e n d ,  i . e . ,  w i t h  o r  w i t h o u t  r e f o r m s  U.S. s u p p o r t  w i l l  
r e m a i n  a t  t h e  same r e d u c e d  l e v e l .  

I f  we u s e  t h e  b a l a n c e  of  o u r  a s s i g n e d  OYB ($8  m i l l i o n )  t o  
h e l p  l e v e r a g e  t h e  payment  of  t h e  World Bank a r r e a r s ,  we w i l l  
h a v e  n o t h i n g  l e f t  t o  s u p p o r t  t h e  r e f o r m s  o r  own s t r a t e g y  _ 
o b j e c t i v e s  i n  a g r i c u l t u r e ;  Zambia w i l l  b e l i e v e  we r e p a i d  
o u r s e l v e s  w i t h  no n e t  d i r e c t  g a i n  t o  them ( a c t u a l l y  a t  a  n e t  
l o s s  t o  t h e m ) .  When we a r e  p e r c e i v e d  a s  b e i n g  u n a b l e  t o  h e l p  
i m p l e m e n t  t h e  r e f o r m s  w i t h  f i n a n c i a l ,  a s  opposed  t o  t e c h n i c a l  
r e s o u r c e s ,  t h e  n e g a t i v e  i m p r e s s i o n  may b e  j u s t  a s  damaging  t h a n  
t h e  p e r c e p t i o n  t h a t  we a r e  u n w i l l i n g  t o  h e l p  l e v e r a g e  IBRD 
a r r e a r s .  

A c o l l a t e r a l  i s s u e  i s  how C o n g r e s s  w i l l  r e a c t  t o  t h e  s e c o n d  
( c a s h  t r a n s f e r )  a l t e r n a t i v e  i n  t h i s  p r o p o s a l .  I t  i s  most  
i m p o r t a n t  t h a t  i m m e d i a t e  c o n s u l t a t i o n s  b e  h e l d  w i t h  t h e  H i l l  t o  
s o u n d  t h i s  o u t .  



H. C o n s i s t e n t  S u p p o r t  f o r  Reforms .  Our CDSS a n t i c i p a t e d  t h a t  
t h e r e  would b e  u p s  and downs,  f o r w a r d s  and backward  movement o n  
r e s t r u c t u r i n g  t h e  Zambian economy. We c o n c l u d e d  t h a t  w e  must  
k e e p  o u r  e y e  on t h e  l o n g  term o b j e c t i v e  and n o t  be d i s s u a d e d  by 
t e m p o r a r y  s e t b a c k s .  AID h a s  n o t  d o n e  t h i s  v e r y  well s i n c e  
May. We a l s o  c o n c l u d e d  t h a t  we s h o u l d  s u p p o r t  t h o s e  Zambian 
r e f o r m e r s  when t h e y  t r y  t o  r e f o r m  Z a m b i a ' s  economic  p o l i c i e s .  
T h i s  i s  where  w e  a r e  now. They and w e  h a v e  h e l p e d  s w i n g  t h e  
pendulum b a c k  i n  t h e  r i g h t  d i r e c t i o n - - t h o u g h  t h e  p a c e  and  
m a g n i t u d e  may be l a c k i n g .  They h a v e  b e e n  a b l e  t o  do  t h i s  i n  
s e v e n  s h o r t  months  when o t h e r s  s a i d  n o t h i n g  c o u l d  c h a n g e  u n t i l  
a f t e r  t h e  e l e c t i o n s .  A s  l o n g  a s  we do n o t  a g a i n  f a l l  p r e y  t o  
t h e  t e m p t a t i o n  and e x p e c t a t i o n  t h a t  Zambia h a s  d e c i d e d  o n  a n  
" e v e r  upward" c a p i t a l i s t  t r a c k  and  w i l l  n o t  d e v i a t e  f rom t h a t  
p o l i c y ,  we s h o u l d  s u p p o r t  t h e  r e f o r m e r s .  

The c o n s e q u e n c e s  of n o t  s u p p o r t i n g  t h e s e  r e f o r m e r s  a t  t h i s  
time may1 be a  l o n g  d e l a y  b e f o r e  t h e  r e f o r m e r s  c a n  overcome t h e  
s t i g m a  of s t a r t i n g  r e f o r m s  which t h e  West c o u l d  n o t  o r  would 
n o t  s u p p o r t .  I t  w i l l  b e  s e v e r a l  y e a r s  ( n o t  j u s t  a f t e r  
e l e c t i o n s )  b e f o r e  t h e y  would t r y  a g a i n .  

I t  must  a l s o  b e  r e c o g n i z e d ,  h o w e v e r ,  t h a t  t h e  up-down, 
b a c k w a r d s - f o r w a r d s  s e e - s a w  on  e c o n o m i c  r e f o r m s  c a n  b e  e x p e c t e d  
t o  c o n t i n u e .  Due t o  t h i s ,  w e  c a n n o t  know e x c e p t  o v e r  l o n g e r  
time i f  t h e r e  w i l l  b e  a n  u n d e r l y i n g  t r e n d  of  a n  i m p r o v i n g  
p o l i c y  e n v i r o n m e n t  and economy a r o u n d  w h i c h  t h e  p o l i t i c a l  c y c l e  
w i l l  o s c i l l a t e .  T h u s ,  t o  a  v e r y  l a r g e  e x t e n t  w e  a r e  a n d  w i l l  
be  e n g a g e d  i n  a  r i s k - p r o n e  v e n t u r e  which  c o u l d  e a s i l y  p r o v e  t o  
be  a  f a i l u r e .  

I .  C o n c l u s i o n .  The p r o p o s e d  U.S. move t o  r e i n s t a t e  p r o g r a m  
a s s i s t a n c e  i n  a  way w h i c h  l e v e r a g e s  GRZ payment  of  a r r e a r s  t o  
t h e  World Bank i s  p r o b a b l y  p r e m a t u r e  and h a s  o n l y  a  s m a l l  
c h a n c e  of  g e n e r a t i n g  a  c o n t i n u i n g  p o l i c y  movement t o w a r d s  a  
more m a r k e t - o r i e n t e d  economy. Our s t r o n g  p r e f e r e n c e  h a s ' b e e n  
and  i s  t h a t  o t h e r  d o n o r s  b a i l  o u t  t h e  IBRD. We s h o u l d  g e t  
i n v o l v e d  o n l y  i f :  

( a )  a l l  t h e  r e s t  of t h e  $ 5 2  m i l l i o n  i s  a s s u r e d ;  
( b )  t h e  IBRD e n d o r s e d  r e f o r m s  m i g h t  c o l l a p s e  w i t h o u t  o u r  

h e l p  ; 
( c )  T h e r e  i s  a  r e a s o n a b l e  c h a n c e  t h e  GRZ w i l l  p e r c e i v e  o u r  

move a s  h e l p f u l  i n s t e a d  of undue  i n t e r f e r e n c e ;  
( d l  t h e  q u a l i t y  of  r e f o r m s  w a r r a n t  o u r  s u p p o r t  ( a  f a c t  

which  w e  c a n n o t  know u n t i l  t h e  e n d  o f  J a n u a r y  1 9 8 8 ) ;  
( e )  t h e  t i m i n g ,  r e q u i r e d  d o c u m e n t a t i o n ,  and a c t u a l  

t r a n s f e r  of  money w i l l  r e a l l y  work i n  a  way w h i c h  
r e s u l t s  i n  r enewed  r e f o r m s  and  renewed d e b t  s e r v i c i n g  
and h i g h e r  o v e r a l l  d i s b u r s e m e n t s ;  



( f )  t h e  $5 m i l l i o n  c u t  i n  Z a m b i a ' s  OYB would be  r e s t o r e d  
i f  a f t e r  J u n e  we see t h e  r e f o r m  p a c k a g e  i s  w o r k i n g ;  

( g )  t h e  p a c k a g e  w i l l  r e s u l t  i n  i n c r e a s e d  a i d  f l o w s  f rom 
o t h e r  d o n o r s ;  and  

( h )  r e s c h e d ' u l i n g  of d e b t  c a n  t a k e  p l a c e .  

T h i s  i s  a  l o t  of  " i f s t ' .  The G R Z  a l r e a d y  ( f r o m  ZAMCAM, PL 
4 8 0 ,  S e l f - H e l p  a n d  CIP C o n d i t i o n s  P r e c e d e n t  n e g o t i a t i o n s )  f e e l s  
t h e  U.S. c o n d i t i o n s  i t s  a s s i s t a n c e  more t h a n  a n y  o t h e r  
b i l a t e r a l  d o n o r  and  d o e s  n o t  want  t o  encumber  t h i s  p l a n  w i t h  
U.S. c o n d i t i o n e d  a i d .  We, t o o ,  f e e l  t h a t  we a r e  b e t t e r  o f f  n o t  
p a r t i c i p a t i n g  t h a n  t o  t i e  o u r  a i d  t o  c o n d i t i o n s  t h a t  doom t h e  
whole  p a c k a g e  t o  f a i l u r e .  

U n l e s s  t h e  f o r e g o i n g  n i n e  c o n d i t i o n s  c a n  b e  q u i c k l y  m e t ,  we 
would  much p r e f e r ,  a s  w e  w i l l  a g a i n  a r g u e  i n  o u r  May 1 9 8 8  
A c t i o n  P l a n ,  t h a t  we r e t u r n  t o  o u r  h i s t o r i c a l  f o c u s  and 
s t r e n g t h  - c o n c e n t r a t i n g  o n  t h e  a g r i c u l t u r a l  s e c t o r ,  and l e a v e  
t h e  macro-economic  l e a d e r s h i p  t o  t h e  IMF/IBRD. T h e r e  i s  much 
t h a t  mus t  be and c a n  be  done  a t  t h e  a g r i c u l t u r a l  s e c t o r  l e v e l  
w h i l e  t h e  m a c r o - p o l i c i e s  a r e  b e i n g  s o r t e d  o u t .  S t r o n g  s t a f f  
d e v e l o p m e n t ,  i n s t i t u t i o n  b u i l d i n g ,  p o l i c y  a n a l y s i s ,  d a t a  
r e s e a r c h ,  s y s t e m s  and p r o c e d u r a l  c h a n g e s ,  and p h y s i c a l  
i n f r a s t r u c t u r e  i m p r o v e m e n t s  make i n c r e m e n t a l  c h a n g e  i n  t h e  
a g r i c u l t u r e  s e c t o r  t h e  e f f e c t i v e  o p t i o n  t o  w h o l i s t i c  n a t i o n a l  
macro  r e f o r m s  which  r e p e a t e d l y  f a i l  w i t h o u t  s t r o n g  s e c t o r a l  
u n d e r p i n n i n g s .  T h i s  d o e s  n o t  mean we d o  n o t  r e c o g n i z e  t h e  
c o n s t r a i n t s  imposed  by i m p r o p e r  m a c r o - p o l i c i e s .  I t  d o e s  
r e c o g n i z e  t h a t  Zambia i s  n o t  a b l e  t o  move on w h o l i s t i c  
m a c r o - r e f o r m s ,  and where  movement i s  p o s s i b l e  i t  i s  p o l i t i c a l l y  
d e s i r a b l e  t o  l e a v e  t h i s  t o  t h e  more n e u t r a l  I F I 1 s  w h i l e  w e  
c o n t r i b u t e  where  we h a v e  b e e n  more e f f e c t i v e  - i n  a g r i c u l t u r e .  

J .  I f  i t  i s  d e c i d e d  t o  p r o c e e d  w i t h  U . S .  p r o g r a m  a i d  which  
m i g h t  r e s u l t  i n  t h e  G R Z  p a y i n g  i t s  a r r e a r s  t o  t h e  World Bank ,  
e v e r y o n e  must  b e  v e r y  c l e a r  a b o u t  why w e  a r e  d o i n g  i t .  From 
o u r  p e r s p e c t i v e ,  and  l a c k i n g  d a t a  f o r  a n a l y s i s ,  t h e  main  r e a s o n  
would be  t o  k e e p  Zambia i n  t h e  W e s t e r n  f i n a n c i a l  i n s t i t u t i o n a l  
f r a m e w o r k  a s  i t  s o l v e s  i t s  d e b t ,  d e v e l o p m e n t  and r e s t r u c t u r i n g  
p r o b l e m s .  We must  a c c e p t  t h a t  t h e r e  a g a i n  w i l l  b e  
b a c k - t r a c k i n g  and  we c a n n o t  b e  d i s s u a d e d  f rom s e c t o r a l  
d e v e l o p m e n t s ,  a s  w e  h a v e  b e e n  t h i s  t ime, by macro  
d i s a p p o i n t m e n t s .  

7 .  A c t i o n  R e q u e s t  and T iming  

A. AID/W comments by J a n u a r y  8 o n  o p t i o n s  o f :  
( a )  J u l y  A g r i c u l t u r e  S e c t o r  CIP ,  o r ,  
( b )  F e b r u a r y  Cash T r a n s f e r  
( c )  P o s s i b i l i t y  of  r e s t o r i n g  t h e  Zambian O Y B  l e v e l .  



B.  I f  t h e  F e b r u a r y  Cash T r a n s f e r  o p t i o n  i s  recommended by 
AID/W, USAID would need  t o :  

1. P r e p a r e  c a s h  t r a n s f e r  PAAD - by J a n u a r y  28 
2 .  Negot ia te 'GRZ payment  

of U.S. a r r e a r s  t o  c l e a r  Brooke - by J a n u a r y  28 
3 .  N e g o t i a t e  w i t h  IBRD and o t h e r  

d o n o r s  G R Z  payment of IBRD a r r e a r s  - by J a n u a r y  28 
4 .  Conf i rm r e f o r m s  i n  Budget  s p e e c h  - by J a n u a r y  29 
5 .  GRZ pay U.S. a r r e a r s  - by J a n u a r y  29 
6 .  AID/W r e v i e w  of  c a s h  t r a n s f e r  PAAD - by F e b r u a r y  4 
7 .  C o n g r e s s i o n a l  N o t i f i c a t i o n  - on F e b r u a r y  5 
8 .  I n f o r m a l  n e g o t i a t i o n  of c a s h  t r a n s f e r  

Agreement - by F e b r u a r y  1 9  
9. S i g n  c a s h  t r a n s f e r  a g r e e m e n t  - o n  F e b r u a r y  1 9  
10.GRZ p a y s  IBRD a r r e a r s  - b y  F e b r u a r y  2 2  
l l . U . S .  t r a n s f e r s  $8 m i l l i o n  f o r  

B a l a n c e  of Payments  S u p p o r t  - -  by F e b r u a r y  2 2  

C .  I f  t h e  J u l y  A g r i c u l t u r e  - P r i v a t e  E n t e r p r i s e  CIP o p t i o n  i s  
recommended by AID/W: 

1. Review q u a l i t y  of r e f o r m s  announced  
i n  J a n u a r y  2 9  Budget  s p e e c h  t o  s e e  i f  
t h e y  w a r r a n t  p rogram a i d  - by F e b r u a r y  1 5  

2 .  AID/W a u t h o r i z e s  p r e p a r a t i o n  of 
A g r i c u l t u r e  CIP - by March 1 

3 .  USAID and REDS0 a r r a n g e  f o r  CIP PAAD 
d e s i g n  team - by A p r i l  1 

4 .  D e s i g n  o f  CIP-PAAD - by J u n e  8  
5 .  AID/W r e v i e w  and  a p p r o v a l  - by J u l y  2 5  
6 .  G R Z  s e r v i c e s  U.S./FAA d e b t  a r r e a r s  - by Augus t  1 
7 .  O b l i g a t i o n  of CIP - by A u g u s t  31 

b E. A c t i o n :  P l e a s e  c a b l e  AID/W comments on t h e  o p t i o n s  
p r e s e n t e d  i n  t h i s  p a p e r  NLT J a n u a r y  8. I n  a d d i t i o n ,  p r o v i d e  
g u i d a n c e  on t h e  d e p t h  and  b r e a d t h  t o  be  r e q u i r e d  i n  t h e  Cash 
T r a n s f e r  PAAD i f  t h e  Cash T r a n s f e r  O p t i o n  i s  a p p r o v e d .  . 


