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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA

FROM: AFR/PD, Carol Peasley m }\/

SUBJ: Zambia Auction Program Support Program (611-0757),
Amendment to Program Assistance Approval Document

PROBLEM: Your approval is required to approve an amendment to
the Program Assistance Approval Document (PAAD) for the subject
program, which provides an additional $12,215,000 in ESF grant
funding to the Government of Zambia foreign exchange auction
over an extended 1l2-month period.

Discussion: The Zambia Auction Program Support (ZAPS) program
was authorized at $15 million on Nov. 20, 1985, for a period of
10 months and one week. On Sept. 26, 1986, yvou approved an
additional $2 million grant for ZAPS and extended the delivery
period through December 1986. The purpose of the program is to
assist the GRZ to meet immediate balance of payments
requirements and to support its foreign exchange reform
program. The program is being executed by the GR2Z Ministry of
Finance and implemented through the Bank of Zambia.

The rationale for continued U.S. support to the GRZ through
ZAPS is based on several factors. First, the auction is
crucial to GRZ efforts to establish a liberalized pricing
system, which in turn will promote economic diversification and
stabilization. Second, there is a need to help Zambia weather
its current economic crisis, especially in terms of alleviating
the shortages of foreign exchange which are strangling its
economy. Third, it is important to support the GRZ's
comprehensive economic policy reform program process, and
specifically the reform of its foreign exchange system which is
the centerpieca of the GRZ policy reform program--both to
improve its chances for success and to encourage similar
measures in other countries.

Fourth, ZAPS has proven to be the mission's most effective
mechanism for the quick-disbursing balance of payments
assistance which the GRZ desperately requires. Fifth, the
changes in the availability, allocation, and pricing of foreign
gxchange introduced by tne auction are supportive of other
mission programs in tne agricultural sector and regional
development efforts for Southern Africa.

The attacned ZAPS PAAD amendment provides justification for a
$20 million untied cash transfer to the GRZ rfor continuing



support to the auction. The facesheet requests apptoval for
$12,215,000, which is the amount currently available for
obligation. 1If the additional $7,785,000 becomes available, an
amendment to the facesheet will be requested, based on the
justification in the attached PAAD amendment. The $12,215,000
being requested for approval in this action is additional to
the $17 million provided in FY 1986, and brings the
life-of-program total to $29,215,000.

The foreign exchange provided by the grant will be disbursed in
$500,000 weekly tranches which will pe auctioned through the
current auction program. The mission will retain the
authority, provided in the original PAAD, to adjust the
disbursement rates if, at a later date, circumstances warrant
that a different rate would be more appropriate. 1In turn, the
sale of the foreign exchange is expected to generate a minimum
of 100 million kwacha. These counterpart funds will be held in
a special account at the Bank of Zambia and will finance
programs which directly support the objectives of the CDSS.

Issues

At the ECPR, which met Dec. 19, 1986, three issues wer=
discussed and resolved as follows:

1, Local currency programming. The PAAD amendment indicates
that the mission's intention is to continue essentially an
ad-hoc projectized approach to local currency programming,
begun under the first phase of ZAPS. It was pointed out to the
ECPR that at the recent Zambia CG in Paris, the U.S. came in
for harsh criticism from other donors as the only donor still
programming local currency generations on a projectized basis
and outside the core GRZ budget. The ECPR agreed that future
counterpart kwacha generations should be treated as on-tudget
contributions to sectoral GRZ programs and should not be
programmed off budget, for the following reasons:

--~ AID should foster GRZ budget discipline, and should help the
GRZ to strengthen its budget allocation process and public
investment program. Programming off-budget is
counterproductive to this effort.

-- Between auction-generated and PL480-generated local
currency, AID is controlling an estimated five percent of total
GRZ budget resources. These funds represent considerable
bargaining power and influence in the evolving policy reform
process. If programmed on budget and in concert with other
donors, these funds would give AID an even better seat at the
policy dialogue table (e.g., by affording AID a role in
influencing I3RkRD-GRZ decisions on the make-up of the core GRZ
budget).



-- Programming local currency on a sectoral basis, as opposed
to projectizing it, would raise the mission's management role
to the macro level, and would substantially reduce demands on
project officer and controller time.

-- It seems inevitable that an emergency, ad-hoc design mode
will lead eventually to some poorly conceived activities
lacking adequate analytical underpinnings.

The ECPR proposed that first, the mission freeze all
auction-generated kwacha disbursements for the time being,
pending working out procedures for on-budget programming, and
second, that the mission prepare a recommended strategy for
future local currency programming for AID/W review as soon as
possible. There was unanimous agreement by the ECPR that a
decision on how to handle the local currency issue should not
hold up authorization and obligation of the amendment nor
dollar disbursements to the auction.

2. GRZ management of the auction. The ECPR agreed that
eXisting covenants in the ZAPS PAAD are an adequate safeguard
to major GRZ tampering with the auction.

3. Cash transfers and separate dollar and local currency
accounts. The current Continuing Resolution contains
provisions affecting the segregation, tracking and disposition
of certain cash transfers, including ZAPS, obligated after Feb.
1, 1987, and any local currency denerated from them. If the
ZAPS amendment is obligated before Feb. 1, which is the
intention because of the backlog of successful but as yet
unfunded auction bids, it will not be affected by these
provisions.

If obligation occurs after Feb. 1, ZAPS will need to comply
with the statute and the mission will not be able to obligate
on the basis of this authorization package. PPC and GC are
preparing general guidance, which, however, may take some time
to put in final and which may leave certain details to be
worked out on a case-by-case basis.

AFR/PD and GC/AFR will closely track progress towards
obligation, and will recommend appropriate action, if it
appears that obligation will slip beyond Feb. 1.



Congressional Notification: The CN expired Dec. 26, 1986
without objection. '

Initial Environmental Examination: A categorical exclusion was
approved by the bureau environmental officer Dec. 24, 1986, and
cleared by GC/AFR on Dec. 29, 1986.

Recommendation: That you sign the attached PAAD amendment
facesheet, thereby approving an additional $12,215,000 cash
grant for the Zambia foreign exchange auction.

sessove Dl L Gllman

DISAPPROVED

DATE 1/2 ’[47




Drafted: AFR/PD/SA, MARiegelman, #3045L
Clearances:

AFR/PD/SA, WStickel (draft)
AFR/SA, RCarlson (draft)
AFR/SA, RThompson (draft)
AFR/DP, JPatterson (draft)
AFR/DP, LRosenberg (draft)
AFR/CONT, TRattan (draft)
GC/AFR, MAKleinjan S

DAA/AFR/ESA, LSaiers EZQ -
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I. EXECUTIVE SUMMARY

A. Title: FY 1987 Zambia Auction Program Suppott'Prog:am
B. Amount: US $20,000,000 (Twenty Million Dollars)

C. Revised LOP: US $37,000,000 (Thirty-Seven Million)

D. Term of the Program: Twelve Months

E. Type of Funding: Economic Support Fund Grant

F. Rationale for Continued U.S. Assistance

The justification for the FY 1987 Zambia Auction Program
Support (ZAPS) Program is based upon: (1) the need to assist
Zambia to weather its current economic crisis, especially in
terms of alleviating the shortages of foreign exchange which
are "strangling" the Zambian economy; (2) the desirability of
supporting the GR2's comprehensive economic policy reform
process, and specifically the reform of its foreign exchange
system which is the centerpiece of the the GR2Z policy reform
program; (3) the demonstrated effectiveness of the FY 1986
ZAPS Program in delivering the quick disbursing balance of
payments assistance which the GRZ desperately requires; and (4)
the favorable spinoffs of the FY 1986 ZAPS Program on other
Mission programs in the agricultural sector and for regional
development in Southern Africa.

G. Program Description

The ZAPS Program is designed to address Zambia's current
economic crisis which has been caused by the combined effects
of a prolonged period of misaligned economic policies, a
long-term decline in the price of copper, decreasing copper
production and reserves, and a growing external debt burden.
The FY 1987 ZAPS Program proposes to make a $20.0 million
untied cash transfer grant to the Government of Zambia for the
purposes of providing bhalance of payments assistance to help
meet the immediate foreign exchange needs of the economy.
These funds will be disbursed through the GRZ's foreign
exchange auction which has been established to introduce market
forces into the decisions affecting the allocation and pricing
of foreign exchange. From a longer-term perspective, the FY
1987 Program, through its support for the auction system, is
providing critical support for the wide range of economic
reforms adopted by the GRZ which are aimed at restructuring
Zambia's economy to reduce the economy's dependence on the
extractive sector and to develop the basis for economic growth
in other sectors. KXey elements for the success of this
restructuring effort are: (1) the ability of the GRZ to
introduce these reforms as a comprehensive package, rather than
in an ad hoc or piecemeal fashion; and (2) some extraordinary
measures for debt relief in the near future.
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This year's activity builds upon the successful 1986 Program.
Last year's ZAPS Program has proven to be a quick and efficient
delivery mechanism for disbursing assistance to the GRZ. The
first tranche of $15.0 million was disbursed over 21 weeks and
the second tranche of $2.0 million in a little over 6 weeks.
Corresponding to this disbursement of foreign exchange, nearly
K125 million in local currency has been generated and, of this,
K80 million has been programmed and released. While it's still
too early to turn in a scorecard on the ZAPS Program, the
initial indications are favorable ~- the previously overvalued
kwacha has depreciated 82% against the dollar since October
1985; and the private sector is getting much more access (an
estimated 50% of all auction funds) to foreign exchange than
prior to the introduction of the auction system. .

The design of the FY 1987 ZAPS Program is only slightly
different than last year's program. First, the GRZ has
incorporated new administrative measures designed to reduce the
demand for foreign exchange. Second, USAID/Zambia and the GR2
have negotiated new procedures for the use of local currencies
generated by ZAPS and other A.I.D. activities which will be
used to program counterpart funds this year.

H. Program Implementation

The participating institutions and countries are: USAID/Zarbhia,
GRZ, Bank of Zambia, IMF, the World Bank, Sweden, West Germany,
U.K., Switzerland, Japan, and the Netherlands. The GRZ
Implementing Agency is the Bank of Zamoia as cdesignated by the
Ministry of Finance.

The iamplementation of the FY 1937 ZAPS Program will begin wi%=h
a Financing Request (FR) signed by USAID/Zambia and the GRZ for
the £full authorized amocunt of the Amendment. Thereafter,

every four weeks USAID/Zambia will request AID/W to instruct
the Federal Reserve Bank to make $500,000 per week available to
the GRZ every Monday, for the upcoming four week period. The
GRZ will use these funds for the next weekly auction. Local
currency deposits equivalent to 130% of the bid value of the
foreign exchange requested in the auction will be kept by the
Bank of Zambia. By the Wednesdavy following each auction,
unsuccessful bidders will be returned their local currency
deposits while the deposits of successful bidders will be
placed into special accounts. With respect to U.S. funds, 100%
of the bid value of the successful bidders will be placed in
the separate A.I.D.~-GRZ account in the Bank of Zambia. These
funds will later be programmed according to the negotiated GR2Z
- USAID/Zambia procedures.

No new conditions, covenants, or procedures are recommended.
" The timetable for implementing this program begins with a first

quarter FY 1987 obligation with disbursement beginning in late
January and extending an estimated forty weeks thereafter.



II. THE FY 1986 PROGRAM

The FY 1986 Zambia Auction Program Support (ZAPS) was designed
as a cash transfer grant to the GRZ for the purposes of
providing general balance of payments support to Zambia, and
specifically to support the foreign exchange auction system
announced by President Kenneth Kaunda on October 4, 1985. The
significance of introducing the auction was that it directly
addressed two longstanding weaknesses in the Zambian economy:
an over-valued kwacha and a restrictive and inefficient system
for allocating foreign exchange.

The ZAPS Program replaced the balance of payments assistance
which had previously been provided through commodity import
programs (CIPs). The shift from a commodity import program to
a cash grant was made for two basic reasons. First,
USAID/Zambia believed that it was critical to support the major
policy reform of the foreign exchange auction, both because of
its central role in the economic restructuring effort and
because of the importance of a realistic exchange rate and
efficient allocation of foreign exchange for the Mission's
agricultural strategy. The second reason for the shift from a
CIP to ZAPS was that with a realistic, market-determined
exchange rate, a CIP would not provide the gquick-disbursing
balance of payments support Zambia required due to the
additional costs associated with A.I.D. procurement regqulations.

To date, a total of $17.0 million of A.I.D.-financed foreign
exchange has been provided as an untied cash grant. ZAPS
financing has been authorized in two installments: the original
PAAD provided for 315.0 million; and an additional 32.0 millicn
was authorized and obligated for the program in September

1986.

Disbursements for ZAPS have been quick and efficient. The
initial disbursement of A.I.D. funds began in auction number 13
on January 4, 1986, and, by auction 31 on May 10, 1986, the
entire first allocation of $15.0 million had been utilized.

The rate at which disbursements have been made has been
flexibly managed by USAID/Zambia in an effort to help the GRZ
maintain stable levels of funding for the auction. From auction
13 through 22, $1.0 million was disbursed in each auction.
Beginning with auction 23 (March 14, 1986) through auction 28
(April 19, 1986), the ZAPS funds were disbursed at the rate of
$0.5 million per week.  The final $2.0 million of the original
$15.0 million was disbursed at the rate of $1.0 million in
auctions 30 and 31. Disbursement of the additional $2.0
million provided at the end of FY 1986 was made in $500,000
tranches beginning with auction 54 (October 18, 1986) and
ending with auction 57 (November 8, 1986). '



The FY 1986.ZAPS Program has generated K125 million in
counterpart local currencies. All of these funds have been
deposited in a separate account at the Bank of Zambia .in a
timely manner and, with the exception of a temporary
misunderstanding about administrative charges, in the correct
amounts. As of the end of October 1986 all of the counterpart
funds have been programmed and K80.0 million disbursed.
Negotlatlons are currently underway with the GRZ on the release
of the remaining balances.

While it is still too early to make definitive statements abcut
the impact of the FY 1986 Program, a few preliminary
observations should be noted. 1In terms of general
macro-economic impact, the foreign exchange made available
through ZAPS represented 3% of Zambia's balance of payments
deficit, and slightly over 5% of the GRZ budget deficit. With
respect to the specific problems of the overvalued exchange
rate and the restricted access to foreign exchange resources
the impact of the auction system, for which ZAPS has provided
approximately 4% of the foreign exchange sold, has been
remarkable., The kwacha, as of November 14, 1986, had
depreciated 82% relative to the dollar and the pudlic's acces
to foreign exchange, principally private sector firms, has
increased significantly. While these changes have not been gccd
for everyone in the short-run, they have significantly modified
the environment of the Zambian economy in a way that will
facilitate future growth, employment, and the diversificaticn
of the eccnomy.

w

In addition to providing critical balance cf payments support
and untied resources for the foreign exchange auction, 2APS nas
resulted. 1n two major benefits £or USAID/Zambia and the foreign
exchange aucticn which were not fully anticipated in the
original design. USAID support for the auction has increased
the Mission's access to the GRZ in all areas of our policy
dialogue. This increased access has arisen both due to the
provision of foreign exchange and the availability of the
counterpart generations from ZAPS. For example, during the
national meeting of UNIP (the national political party), the
Minister of Finance called upcn USAID when it appeared that the
agricultural and fertilizer pricing refcrms were likely to fail
because of the serious impact upon small scale farmers., Due to
the availability of the ZAPS counterpart funds, USAID/Zambia
was able to provide K50.0 million for a small farmer credit
scheme for the purchase of fertilizer. This credit scheme
allowed the GRZ to secure approval of the fertilizer and maize
price adjustments.

A second unforeseen ktenefit from the ZAPS program is the
additional donor support for the foreign exchange auction.



While the ZAPS program is not solely responsible for this
support, the fact that the U.S. government is actively
supporting the auction has encouraged other donors to seriously
consider, and in many cases actually institute, support for the
auction.

ITI. MACROECONOMIC UPDATE

A. Overview

As noted in the FY 1986 PAAD Zambia's overall economic
Situation is grim. The economy is suffering from the combined
effects of a prolonged period of misaligned economic policies,
a long-term decline in the price of copper (the predominant
export commodity historically accounting for more than 90% of
the country's merchandise export revenues), declining copper
production and reserves, and an increasing external debt
burden. The combined effects of these problems has been a
long, steady decline in real per capita GDP (1980 prices) from
$653 in 1972 to $474 in 1984, the latest date for which
official estimates are available,

In conjunction with the above problems and economic decline,
Zambia has become the most urbanized country in Sub-Saharan
Africa with approximately 47% of the approximately seven
million population living in urban areas. The trend of
urbanization along with the decline in economic activity has
created a major and increasing unemployment and underemployment
problem in the country.

Although recognizing the problem earlier, the GRZ seriously
began a process of economic reform and stabilization with the
support of the IMF and the Western donor community in 1982.
Since that time, but especially over the last year, the GRZ has
taken the significant step of announcing and at least partially
implementing what can easily be called the most wide-ranging
economic reform effort in Sub-Saharan Africa. When fully
implemented, the GRZ reform program will have laid the basis
for the restructuring of Zambia's economy and the lessening of
the country's dependence on the extractive sector, especially
copper. (See Section IV below for a summary of the principal
elements of the GRZ's policy reform measures in support of the
restructuring effort.) '

While implementation of a significant portion of the reform
program has been started, even if it is fully implemented
rapidly, the best that can be expected over the next several
years 1s that the economy's rate of decline will be reduced.
This is probably an optimistic estimate of the time required to
reach a "turn around"” point for the economy as a whole, and the
actual time required could well be longer. Following this
"bottoming out," the economy may then be expected to begin



growing. The principal reason for this pessimistic view is
Z2ambia's extreme financial imbalances, both domestic and
external. These imbalances are discussed in more-detgil below.

Despite the pessimistic outlook for the economy over the next
several vears, the GRZ's reform program is already beginning to
show improvements in selected economic areas. 1In response to
improved procducer prices and good weacher, agricultural
production has increased dramatically. Following a 5-6%
increase for the 1984/85 cropping season, preliminary estimates
from NAMBOARD and provincial cooperatives indicate that
marketed maize for the 1985/86 season (May 1 - October 31,
1986) is expected to be a record 1C.l million 90 kg bags.
Combining this with admittedly inexact estimates of
non-marketed maize production implies a total production level
of over 14 million bags -- another record for Zambia., If these
estimates prove correct, and given the estimated domestic
demand for marketed maize of 8.0 million bags per year, Zambia
will be in a surplus maize situation for the first time this
decade.

Wheat production for 1986 is estimated tc =e rougaly 30,C20
metric tons, an increase of approximately 63% over 1985.
Estimates are that Zambia could be self-sufficient in wheat
within the next three years., The other major area of
agricultural production shewing major increases 1s specialty
crops for export (strawkerries, asparagus, artichokes, sugar
peas, fine beans, flowers, peaches, sweet corn, etc.). While
the value of these commodities is gquite small, the rapid
response to favorable expvport prices due to the kwacha's
depreciation indicates the potential for farmers' response o
przoper market ilncentives.

A second sector displaying a significant positive respcnse to
the reform program, especially the foreign exchange auction, 1is
industry and manufacturing. Even though official figures are
not available, informal surveys indicate that capacity
utilization has increased by at least 25% from a rate of 40%
utilization prior to the auction to a level of approximately
S0% over the past year. The principal reason for this major
increase is the improved awvailability cf foreign exchange for
the importation of needed machinery, spara2 parts and raw
materials.

B. Balance of Payments

Zambia's current account and overall balances deteriorated
significantly over the periocd 1983 through 1986. (Table III.1l
-~ This table and all other tables are in Annex F.) The
current account deficit rose from SDR 208 million in 1983 to
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SDR 405 million in 1986, while the overall deficit increased
from SDR 294 million to SDR 502 million over the same time
period. The principal reasons behind this deterioration have
been a 43% drop in export receipts, a 37% increase in interest
obligations, and a 25% increase in debt amortization. Despite
a projected improvement in exports for the period from 1987
through 1990, the increasing pressures of debt service are
projected to maintain high current account and overall deficics
of at least SDR 400 million and SDR 440-552 million,
respectively, over the next four years.

Export revenues have consistently declined since 1983. From a
peak of SDR 928 million in 1983, exports have fallen by almost
28% to a level of SDR 607 million in 1986. The reasons behind
this massive decline are a 20% decline in copper prices and a
31% decline in copper production between 1983 and 1986.
Despite an increase in cobalt exports in 1984 and 1985,
revenues from this source in 1986 have fallen back to their
1983 level due to a combination of a 67% plummet in prices and
a 24% fall in production between 1985 and 1986. The bright
spot on the export side is the performance of other,
non-traditional export products. While showing only a 3.5%
increase between 1983 and 1986, they increased almost 1ll%
between 1985 and 1986. Looking forward to the next four years,
aggregate exports are projected by the IMF to increase at an
average rate of S% per annum. While each of the three
components of exports (copper, cobalt, non-traditional/other)
are projected to increase, the non-traditional exports are
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expected to be the driving force behind the growth with an
annual growth rate of 20%. This high rate of growth, if
attained, will increase the share of non-traditional exports
from 10% in 1985 to 27% in 1990. ’

As Zambia has been pressed by the decline in foreign exchange
from exports, the level of imports has also contracted, albeit
at a much slower rate. From 1983 through 1986, estimates are
that imports declined by 17.8% from SDR 785 million in 1533 to
SDR 607 million in 1986. The principal contributing factor in
this decline has been the drop in petroleum prices during 1986
which halved the value of petroleum imports. For the 1987-159%0
period imports are projected to increase at a rate of 4.3% per
annum. This import growth is necessary if the economy is to

-have hope in its restructuring and economic recovery efforts

since major needs for restocking and rehabilitating the
productive sectors remain.

Interest’ payments have increased almost 37% between 1983 and
1986, contributing to a deficit in the services account of SDR
385 million for 1986, SDR 341 million of which is interes:
cayments, Despite projected improvements in the non-interest
portion of the services acccunt, net services are exdecirc o
continue showing a deficit of SDR 380-40% nmillion due to zne
continued increase in interest obligations.

The overall balance of payments deficits between 1333 and 193¢
have been financed principally through debt rescheduling or the
accumulation of arr=ars on Zambia's external debt. (Table
I1I.2) This is again expected to held true for 1985, although
SDR 283 million of exceptional donor financing is expected.
Cespite the massive debt rescheduling in March, 1%845, and the
expected exceptional financing, a projected financing gap of
SDR 65 million remains for 1986. Without further debt
rescheduling the accumulated financing gap is projected to
reach SDR 2.7 billion by 1990.
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Table III.3 presents the data of Tables III.l and III.2 in an
altered format to highlight the major role that debt service
plays in Zambia's balance of payments deficits. As can be
clearly seen from this table, debt service is responsible for
the deficits since the remaining components of the balance of
payments show a consistent surplus.

Zambia's scheduled debt service to exports of goods and
services ratio rose from 56% in 1983 to 110% in 1986.
Rescheduling of current obligations in 1986 reduced this ratio
to 64%; however, the planned reduction in debt arrears,
including rescheduling, raises the service ratio back to 84%.
Even after rescheduling, the 1986 service ratio is not
sustainable. The problems which the GRZ have had in meeting
its service obligations since the rescheduling are clear
indications of this fact. For example, excluding arcrears to
the IMF, the GRZ had fallen in arrears on its 1986
post~-rescheduling obligations by at least $42 million by the
end of September, 1986. Since further service payments are due

in the last quarter of this year, the level of arrears can be
expected to increase even further.

For the 1987-1990 period the scheduled debt service ratio is
projected to decline from 111% in 1987 to 77% in 1990. With
the planned arrears reductions, the debt service ratio for 1987
is 121% and declines to 79% by 1990. Just as in the case of
1986, these ratios are clearly not sustainable. Based on very
rough estimates, rescheduling -could reduce these ratios by an
average of about 20 percentage points each vear. (Based on
rescneduling 90% of eligible bilateral interest obligations and
100% of eligible bilateral principal payments, kut not
incorporating the additional interest charges on this newly
reschedulecd debt.) This would still imply that the debt
service ratio in 1987 would be approximately 90% before cthe
planned reduction in arrears and almost 100% afterwards. In

addition, this rescheduling would only reduce the accumulated
financing gap in 1990 to SDR 2.1 billion.

FIGURE [I1. 3
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From the above it is clear that Zambia's projected balance of
payments position is unsustainable due to the high debt service
obligations it faces. In this situation, there are four.
possible courses of actions which can form the basis for
dealing with the problem:

l. A contraction of imports below the levels projected.
While there may be some possibilities for import
reduction, these prospects are limited if the economy is
to be given a chance to recover. In any case, this
"solution" would barely be able to cover the forecast
funding gaps after rescheduling, even with the total
elimination ¢f imports.

2. An even more rapid growth of exports. Following this
solution would require an average rate of export growth
of 18.43% per year. Given the unlikely prospects for
improvements in copper and cobalt prices, the bulk of
this growth would have to come from non-traditional
exports. To achieve an aggregate export growth rate
necessary to fund the projected gaps wculd require
non-traditiconal exports to grow at an average rate of
127% zer annum. '

3. An increase of donor assistance and/or commer
borrowing averaging SDR 525 million in each o
years over and above the roughly 4.3% growth in
assistance already projected. Given the budgetacy
prassures facing the donor community, Zambia's high
exposure with the various multilateral institutions and
the international banxing community, this "solukzion® is
also unlikely to matecialize.

cial
£ the Zour

4., The granting of even more complete and generous
rescheduling. While this option is possible, the
generation of debt relief of the necessary magnitude
would require major changes in rescheduling pclicies.

An earlier analysis performed by USAID/Zambia with even
more generous assumptions concerning the balance of
payments, however, indicated that rescheduling even with
more complete and generous coverage and terms (including
forgiving 20% of all debt service over a five vear
period) can barely seclve the medium-term problem, out
only by shifting the problem to the future.

While there is a chance that some combination of the above
"solutions" may provide a way out of the balance of payments
guagmire, the most likely result will be the renewed
accumulation of debt arrears and the problems that are
attendant with such an outcome.
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C. Central Government Finance

The GRZ budget deficit fell from 13% of GDP in 1983 to 7.6% in
1984, then rose to 13.7% in 1985. The projected deficit for
1986 is 30.9% of GDP, an increase of over 125%. For 1987 and
1988, however, the deficit as a percentage of GDP is projected
to decline to 9.8% and 5.6%, respectively. (Table IV.4)

w
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Even though the GRZ's 1986 fiscal year is drawing to a close,
there remains a budgetary financing gap of K885 million, or 42%
of the currently available financing. For 1987 and 1988 the
currently projected financing gaps are K2.3 billion and K2.4
billion, respectively. These massive financing gaps are due to
the resource requirements to finance a reduction in arrears
(K956 million in 1987 and K809 million in 1988), and the
projected negative flow of net external financing due to the
high amortization requirements.

The kwacha's devaluation and additional revenue measures have
increased the level of tax revenues by 58% between 1983 and
1985, while a further increase of 11ll% is estimated for 1986.
(Table III.S) Despite these large increases, however, the
share of tax revenues in total revenues and grants has declined
from 88% in 1983 to 77% in 1986 due principally to even larger
increases in donor assistance generated grants. For 1987 and
1988, tax revenues are projected to increase to just over 79%
of total budgetary revenues.
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- Total expenditures increased by 109% between 1983 and 1985,
with a further increase of 1193 expected in 1986. The
principal reasons for these massive.increases in expenditures
are a 954% increase in interest obligations between 1983 and
1986, and exceptional expenditures due to the kwacha's
depreciation, of over Kl1.3 billion in 1985 and 1986, composed
mainly of a one time revaluation of assets and debts. Total
expenditures are projected to decline in 1987 and 1988, despite
a further increase of 18% in interest obligations, due %o the
reduction of exceptional expenditures in 1987 and their
elimination in 1988.

FIGRE 1. 3
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The share of current expenditures in total expenditures has
declined from just under 86% in 1983 to a projected 70.4% in
1986, despite the increase in the share of interest payments
from l14% in 1983 to 32.3% in 1986. These two factors indicate
that the propcortion of current expenditures going te the line

ministries and for general services have suffered major
relative reductions.

As a percentage of GDP, budgetary revenues fell from just under
44% in 1983 to 19% in 1985; however, they increased to just
under 35% of projected GDP in 1986, (Table III.6) The
variation in this proportion has been almost entirely due to

BEST AVAILABLE COPY
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variations in the share of tax revenues in GDP. Expenditures
also fell as a percentage of GDP from almost 57% in 1933 to 33%
in 1985, then virtually doubled to 65.5% in 1986. Budgetary
revenues are expected to essentially maintain their share of
GDP in 1987, then decline slightly in 1988. On the other hand,
expenditures' share of GDP is projected to show a major drop to
Just under 45% in 1987 and a further drop to just under 28% in
1988. Despite these declines, the dominance of the central
government remains high; however, there is little room for
further reduction when the need to service debt (interest and
amortization) accounts for over 86% of total expenditures, and

the relative funding of line ministries and services have
already declined substantially.

J -
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IV. ZAMBIA'S FOREIGN EXCHANGE AUCTION

A. Introduction

On October 4, 1985, the GRZ announced that the previous system
of administrative foreign exchange allocation and a fixed
exchange rate would be replaced by a foreign exchange auction.
Both GRZ and donor funds would be auctioned weekly to the
private sector and to parastatals. The purpose of the auction
was to support the GR2's structural adjustment efforts by
providing a more realistic exchange rate and a more
economically rational allocation of the country's scarce
foreign exchange resources.

The effects of the auction system have been to provide a more
efficient, market determined allocation of foreign exchange and
to depreciate the kwacha relative to the U.S. dollar from a
pre-auction exchange rate of K2.25/US$ to K12.30/US$ (as of
November 4, 1986) or by almcst 82%. The movement away from the
administrative allocation of foreign exchange has allowed
manufacturers and others, both individuals anéd organizatiors,
wno previously did not have access to foreign exchange ¢
acquire foreign exchange to import needed spare parcts and r
materials. As a result, productive activity in these areas
increased. A further benefit of the auctiorn is tnat manvy
activities for which exports were previously not profitanle,
can now profitably export their products as a result of the
xwacha's depreciation.

B. The GRZ Structural Adjustment EZffort

In the face of continuing economic decline and rising denm
and regional political problems, the GRZ has adcpted a Wi
range of economic reforms which will set the stage for an
economic restructuring of Zambia's economy if the reforms are
fully and properly implemented. The GRZ structural adjustment
effort is designed to ultimately reduce the economy's
dependence on the extractive sector, especially copper, by
providing the basis for economic growth in cther economic
sectors. The policy reform program that the GRZ has pursued
over the past four years in support of the structural
adjustment effort has been directed toward the following goals:

-=- PFinancial stabilization, both external and domestic;

-~ Market liberalization and the establishment of incentive
pricing in all areas to prcvide the appropriate
environment for economic diversification; and

-- Gradually reducing the role of the extensive parastatal
sector in the economy and improving the efficiency and
productivity of the parastatal firms that remain.
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In addition to the introduction of the foreign exchange
auction, the policy reforms announced and partially 1mplemented
at this time include the followlng. :

Liberalization of the foreign trade regime through
easing the issuance of import and export licenses.

Adjustment of tariff rates and plans for further review

- and overhaul of the tariff system in order to promote a

and

more efficient allocation of resources.

Decontrol of interest rates and the introduction of a
treasury bill auction for the market determination of
interest rates and as a tool for the control of monetary

growth.

Rationalization of the mining sector through the closure
of uneconomic facilities, revamping of employment and
pay practices, and the development of production and
investment plans.

Review and reduction of inefficient parastatal
operations and improvement in the management and
operating procedures of those remaining. Parastatals
are now required to operate on a profit-making basis and
have been given the authority to adjust product prices.

Increased agricultural producer prices to provide
greater incentives to production of food and cash

crops. All gazetted producer prices are intended to act
as floor prices, so that market forces can operate and
result in even higher prices.

Elimination of subsidies on all maize products except
roller meal; the subsidy on roller meal has been reduced.

Introduction of differential pricing for different types
of fertilizer to reflect differing foreign exchange
costs and to reduce the fertilizer subsidy. For the
1987/88 crop season the subsidy on fertilizer sold to
commercial farmers is to be totally eliminated.

Continued efforts to liberalize the agricultural
marketing system to allow a greater scooe of operations
for the private sector.

A recent Mission cable, Lusaka 5092 dated November 7, 1986,
provides a more complete progress report on the individual GRZ
reform measures.
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While the GRZ has announced its intentions to fully implement
the above reforms, their implementation has been incomplete.
There are a number of reasons for the implementation problems
including, but not limited to, resistance within some elements
of the political party, lack of technical and managerial
capacity, and concerns over the social and political
repercussions associated with the combined simultaneous effects
of many of the reforms. Despite these problems, however, the
GRZ has made substantial progress in implementing the reform
program. Government and donor efforts are currently underway
to improve the implementation of the reforms. For example, the
IBRD is preparing to begin implementing their Technical
Assistance Project which will focus on this topic, and USAID's
Human and Institutional Resources Devélopment Project (HIRD,
611-0206) is being refocussed to also assist in this effort.

It must be remembered by donors and the GRZ that the
structural adjustment effort is a long-term process.
Consequently, a long-term commitment to the effort and :eEovm
process is required to complete this critical and necessary
process.

C. The Role of the Auction in the Structural adjuszmen:
Efforts

The foreign exchange auction is a key element of the GRZI's
structural adjustment effort. The central role of the auction
arises from its purpeoses and effects and not from its

particular form. The auction was introduced to provide a mcre
realistic excnange rate and a more efficient use of Zambia's
scarce foreign exchange resources. While different mechanisms
could have teen selected for these purposes and may ce adcpted
in the future, the GRZ decided to utilize the auction mechanism.

The importance of both of these purposes for the structural
adjustment process cannot be overstressed. One of the major
keys to any restructuring exercise is to have prices that
reflect true economic values. This applies not only to product
prices in all sectors, but also to key macroeconomic prices
such as interest rates and the exchange rate. A sharply
overvalued exchange rate, as existed prior to the intrcduction
of the auction, acts as a disincentive to exports and an
incentive to imports by shifting the kwacha profitapility
against export activities. 1In other words, it creates an
incentive structure which works totally against the goal of
external financial stability. 1In addition, an overvalued
exchange rate mediates against the use of domestic resources,
and (given Zambia's resource structure) promotes
capital-intensive, rather than labor-intensive, production. By
promoting a realistic exchange rate, the auction is crucial in-
the GR2Z efforts to establish a liberalized pricing system to
promote economic diversification and stabilization.

J e
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The allocative function of the auction is just as important as
the establishment of a realistic exchange rate, Prior to the
auction, the administrative allocation of foreign exchange was
singularly unsuccessful in providing necessary foreign exchange
to the most productive economic sectors, and especially to the
private sector. With the introduction of the auction, all
segments of the economy have an equal chance to bid for foreign
exchange. - This is reflected by the fact that the size of
successful bids has ranged from $138 to $1,000,000. While the
chances of having a successful bid are not equal for all,
foreign exchange uses which have higher economic returns are
more likely to be successful due to their ability to support a
higher bid rate. Thus, the auction supports the application of
scarce foreign exchange in sectors and activities which show
the greatest productivity and profitability. This is exactly
the type of resource allocation which must occur if the
structural adjustment effort is to be effective. Successful
bidders under the auction have ranged from individual farmers
to large international firms.

D. Auction Implementation

As the auction mechanism was originally designed, bids would be
submitted to commercial banks along with appropriate
documentation. The commercial banks would then submit these
bids to the Foreign Exchange Auction Committee., This committee
would rank order the bids according to the exchange rate of
each bid. The amount of available funds would be compared to
the list of bids, until the available funds were exhausted,

The bid rate at which the funds were exhausted, also known as
the strike rate, would set the exchange rate for that auction
and would determine the amount of kwacha wnich the successful
bidders would be required to pay for the foreign exchange they
received. The strike rate also became the exchange rate to be
used for all transactions until the next weekly auction,

From time to time, the Bank of Zambia has modified the
auction's gqguidelines, both to improve the coverage of the
auction and in attempts to slow the kwacha's depreciation
relative to the U.S. dollar.’  1In general, however, these
changes did not represent overly serious modifications. 1In
addition, many of the changes have not remained in effect for
extended periods. Among these changes are:

-- March 6, 1986: The coverage of the auction was
expanded to include all imports of petroleum and
petroleum products including payments by TAZAMA
Pipelines Ltd., Zambia Airway's IATA payments, and
foreign exchange obligations incurred by the TAZARA
railway authority. This modification is still in
effect.
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June 18, 1986: Decision that all bids in the auction
will be published in the local press. While this
change was intended to put pressure on bidders to show
more restraint in their bids, it has proven a boon to
donors and other interested parties interested in
monitoring the performance of the auction. This
modification is still in effect.

July 15, 1986: Documentation requirements for bids
were increased to include: (l) income tax clearance
certificate indicating that all income tax obligations
for the preceding vear had been paid; (2) certification
that the kwacha cover for the bid does not include
overdraft financing in excess of 20% of the total wvalte
of the bid; (3) evidence that any foreign exchange
obtained through the auction 90 days or more prior to
the current auction has been fully utilized; and (4) a
clearance certificate that all outstanding customs
duties and sales tax obligations have teen paid.
Modifications (1), (3), and (4) are still in effecet,
while (2) was dropped September 16, 1986,

August 2, 1986: Introduction of new guidelines for =zhe
auction changing the aucticn from a "marginal 2id”
system to a "Dutch" system. The principal change this
entailed was that bidders are now reguired to pav :the
exchange rate they bid for any foreign exchange
received. The final successful bid still determines
the exchange rate for the upcoming week. This
modification is still in effect.

August 9, 1936: Exclusion of noliday travel allcwances
from the auction. This modification is no longer in
effect. '

September 16, 1986: Withdrawal of the restriction on
overdraft financing of auction bids. This modificaticn
is still in effect.

November 3, 1986: Introduction of an interest frze
advance deposit equivalent to 30% of the value of each
bid. This advance deposit is to be returned to
unsuccessful bidders within three working days
following the auction. For successful bidders, the
deposit will be refunded either after 90 days or after
the submission of evidence that the foreign exchange
transaction has been completed, whichever is later.
This modification is still in effect.

November 3, 1986: Withdrawal of the exclusion of the
holiday travel allowance from the auction.
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E. Auction Results

/

Tables 1IV.l through IV.4 (in Annex F) present basic information
concerning the performance of and participation in the
auction. In addition, Figures IV.l through IV.6 (in this

Section) graphically illustrate some of the major performance
indicators.

Table IV.l and Figure IV.l1l show the monthly average values for
the nominal and deflated exchange rate. (The deflated exchange
rate is the nominal exchange rate divided by Zambia's consumer
price index. 1It differs from the real exchange rate since it
does not adjust for inflation and exchange rate movements of
Zambia's major trading partners.) These data clearly indicate
the depreciation of the kwacha., Despite the appreciation in
both the nominal and deflated exchange rates over the months
July and August, the recent acceleration of the kwacha's
depreciation relative to the dollar has resulted in an exchange
rate that is extremely favorable to exporters.

The remainder of the tables and figqures present information for
each auction. Rather than presenting a detailed discussion of
each table and/or figure, the discussion below divides the

auction results into five distinct periods which are discussed
below. .

FIGURE IV. )
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Auctions 1 - 7 (Qctober, 1985 - November 23, 1985):
Introduction, Learning and search

This early period of the auction can best be thought of as a
learning period -on the part of the GRZ and the auction

bidders. The implementation and adjustment to the auction
procedures were occurring; the auction market was searching for
its equilibrium; and bidders were searching for an appropriate
bidding strategy. .

During this period there were wide fluctuations in the strike
rate, starting at the pre-auction rate of K2.25/US3 rising to
K7.00/0Us$, then falling to K5.80/US3. Funding levels
fluctuated starting at $4.6 million, rising to $7.5 million,
then dropping to just less than $4.0 million. The clearest
indicator. of the search process that was occurring can te seen
in the range of bid rates. 1In the first auction the bid range
was K12.25, then narrowed fairly quickly to a level of X3.28 by

auction number 7. Tresaw. 2
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Aug&ions 8 - 35 (November 30, 1985 - June 5, 1986): Settlement

and Relative Stability

3eginning with the eighth auction at the end of November, 1983,
the auction generally stabilized and remained stabilized
through the thirty-fifth auction at the beginning of June,
1986, While the kwacha depreciated further over this period,
the rate of depreciation was only 20% or an average of 0.7% per
auction. The number of bids per auction fluctuated, but
generally remained at c¢r below 300. The volume of dollars
supplied to the auction also displayed some fluctuation, but
remained in the range of $4.0 - $9.0 million, averaging about
$5.5 million. Similarly, the volume of dollars demanded
fluctuated between $5-$11 million with an average of
approximately $8.3 million. The range of bid rates continued
to contract, then stabilized to a band of approximately Kl.5 -
K2.0; there was a brief expansion in these ranges, however, in
reaction to the expansion of the coverage of the auction in
March, 1986.
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Auctions 36 - 40 (June 14, 1986 - July 12, 1986):

Accelerated

Depreciation and Auction Demand

Beginning with auction 36 and continuing through auction 40,
there was a marked acceleration in the depreciation of the

kwacha. Over these five auctions,

10% or an average of 2% per auction.

change was a significant increase
demanded. Compared to the average
auctions 8 through 35,

the kwacha depreciated by

in the volume of dollars
amount demanded over

the average demand for this period
increased to $14.1 million or by 69%.
demand was a 72% increase in the number of bids.

Behind this increased

departed from the relatively narrow band established during
auctions-8 - 35 and expanded to K3.50 in auction 40.
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September 13, 1986): The

Case of the Visible Hand

Auction 41 marks the beginning of
during which the GRZ introduced a
measures to stem the depreciation

the nine auction period
number of administrative
of the kwacha. On July 15

Tne reason for this major

The bid range
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the GRZ introduced .the increased documentation requirements in
response to the exchange rate surpassing the K8/US3$ level in

auction 40.

Due to the relatively short time between the

introduction of these requirements and auction 41,
approximately 82% of the bids were rejected for lack of

documentation. Thus, despite the

sale of only $4.2 million,

the exchange rate sharply appreciated to a level of K5.03/USS.
Despite a fifty percent increase in the number of bids and

dollars demanded for auction 42,

of documentation contained the exchange rate to K6.08/USS.
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Auction 43 marked the intrzoduction of the Dutch auction system
and the beginning of a series of auctions where the volume of
dollars supplied exceeded the funding limit-agreed upon with
the IMF of approximately $9.0 million. Due to the supply of
$22.8 million in this auction, the exchange rate was again
reduced to . K5.01/US$. For the remainder of this period, the
kwacha resumed its depreciation despite the overfunding of
auctions 44, 47, 48 and 49.

The GRZ attributes the overfunding during this pericd to
information they had received that the Republic of South Africa
was preparing to close their border with Zambia. The GRZ
wanted to fund as many importers as zossible so that required
imports could enter the country before the border closure.

No matter what the reason behind the massive upsurge in auction
funding, two negative effects of these high funding levels
remain. First, an auction disbursement pipeline of four to ten
weeks has been established. Second, the confidence cf the
business community in the auction, especially confidence in 1its
continuing, has been shaken. As a result, bidcers are now
engaged in a scramble to acquira foreign exchange delsce :the
possible termination of the auction system.

Auction 50 - 57 (September 20, 1986 - November 8, 19386): The
Raturn of Rules .

Beginning with auction 50 and continuing through the mest
recent auction, the GRZ has returned <o an orcderly funding
level and implementa:zion of the auction. In order tc clear ¢ne
auction disbursement pipeline, the funding levels of ths
auction are peing limited to 3$5.5 million (beginning wich
auction 54). Due tq this funding restriction and the
uncertainty within the business community about the
continuation of the auction, high demand has continued and the
depreciation of the kwacha has once again accelerated. For
these eight auctions, the average depreciation of the kwacha
has been 6.8% per auction, or a total of over 54%.

Since auction 53 when the exchange rate reached X8.3/US$, the
numESer of bids and the volume of dollars demanded have shown a
marked decline.: In terms of bids, the decline has been from
771 in auction 53 to 441 in auction 57, while the dollar demand
has declined from $24.3 million in auction 54 to 313.7 million
in auction S57. These responses to the significantly higher
exchange rates and the re-emerging confidence that the aucticn
will continue, point tc prospects that the exchange rate may
soon restabilize, albeit at a significantly higher rate than
previously seen.
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The disbursement pipeline began to accumulate only after the
extraordinary funding levels in auction number 43, i.e., for
the first 43 auctions there was no pipeline and disbursements
of foreign exchange to successful bidders was immediate. The
situation as of November 21, 1986, is that the auctions through
number 49 have been paid. This leaves a pipeline consisting of
auctions 50 through 59. Funds for IATA payments, commercial
banks' working balances, and approximately one-half of the
funds for 2IMOIL from these auctions have been disbursed.

Thus, the disbursement pipeline totals approximately $35
million. The GRZ limit on new auction sales of $5.5 million
allows a gradual reduction in the pipeline of approximately
$3.5 million per week. Thus, the pipeline should be cleared
within ten 'to twelve weeks. ' ‘

F. Effects of the Auction: The Winners and Losers

As a result of the exchange rates established by the auction
system, monumental changes are taking place in the price
structure for goods and services in 2Zambia. 1In turn, these
price changes are setting in motion a plan that is aimed at
nothing less than a complete restructuring of the Zambian
economy which nfany "authorities" believe will take at least
three to five years to bear fruit (and possibly 10 to 15 years
until a structural readjustment can be significantly
completed). During this time many of the Zambian people are
likely to view the penalties of the structural adjustment as
outweighing the benefits and put pressure on the GRZ to eitner
slow down or abandon its policy reform process. Since the
"perseverence of political will to follow the policy reform
process to its conclusion”" is one of the most important factors
affecting the outcome of the GRZ's policy reform program, it
makes good sense to monitor and anticipate the implications of
this economic transformation, starting with the effect of
higher prices for foreign exchange, on the various economic
actors. 1In this regard it is important to note that President
Kaunda has continuously reiterated his support of the auction
system. Further, he has recently sent Party officials
throughout the country to explain to the population the need
for the reforms being pursued.

Unfortunately, the relatively recent introduction of the
auction system and the lack of up to date production data makes
it difficult to quantify the impact of the auction -- and the
resulting price of foreign exchange -- on the different
segments of the Zambian economy. As a result, the comments and
observations below will generally be based on informal reports
and comments rather than a detailed analysis of official data.
It should be clear from the start that there are a number of
time lags involved in Zambia's comprehensive policy reform
program which will require time to work themselves out. Those
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areas which may look unfavorable now may very well blossom
later on (i.e., the case of small farmers); the contrary may
also be true. The Mission will increase its efforts in
discussions with the GRZ to place greater emphasis on the need
for attentive monitoring and reporting of economic statistics
and social and political indicators for the entire reform
program. (In this regard, the Mission is in the process of
approving a X5.1 million grant from ccunterpart funds for a
comprehensive agricultural survey that will gather data which
can be used for such analyses.)

Distribution of Auction Funds: While the Bank of Zambia
periodically prepares a breakdown of the use of auction funds,
Bank officials are resluctant to release these reports. The
only report which has been released covers the use of funds
covering the first 24 auctions. The sectoral distribution of
the use of these funds is given in Table IV.5 (Annex F). As
seen from this information, just over 70% of the auction funds
were used for the importation of machinery and equipment and
intermediate goods and raw materials. The next major use of
the funds has been for the payment of services (l14.€6%),
followed by the importation of consumer goods (8.6%). Wnile 2
detailed analysis of the remaining auctions is not availanlia, 2
quick review ¢f the published bids since auction 37 (June 21,
1986) indicates that the uses of the funds has probadly shifted
even further tcwards the importation of raw materials, scare
parts, and intermediate inputs as opposad to firal consumer
goods. ’

Cne of the major winners in the auction has been the private
sector. Prior to the auction the private sector nad only
minimal access to foreign exchange, except £or these who
benefited from the 50% retention of export revenues,
Cnofficial estimates indicate that over 50% of the auction
funds have gone to the private sector.

Farmers can generally be viewed as winners from the
introduction of the auction although the immediate effects cf
the higher priced foreign exchange is affecting the different
groups of farmers in an uneven way. On the positive side, even
though the costs of imported inputs have increased, the
availability of these inputs, especially equipment and spare
parts, has increased. For the commercial farmers who have
access to credit, financing these inputs is not a problem. For
those subsistence and emergent farmers who do not have access
to credit, higher priced inputs result, at least in the short
term, in doing without. While producer prices have been raised
to cover the higher costs of these inputs, non-commercial
farmers are more concerned about how they are going to pay for
this yvear's inputs. (Durlng FY 1986, the Mission provided a
K50 million grant to fund a Rural Coooerative Agricultural
Credit Scheme for small farmers due to this problem. See Annex
E for addltlonal information.)
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The producers of agricultural export products (primarily
commercial farmers) have certainly benefitted more than other
Zambian farmers. While official statistics are not available,
a number of unofficial and non-quantitative indicators show a
significant increase in agricultural exports. For example,
officials of the Ministry of Commerce and Industry have said
that applications for export licenses have increased
substantially since the introduction of the auction. A further
indication of the increased agricultural exports is a growing
concern that there may be insufficient freight capacity for the
transport of perishable exports.

Industry has been another major winner from the auction. As
indicated above, machinery, equipment, spare parts, and raw
materials have composed the major portion of the imports
financed with the auction funds, While official figures are
again not available, surveys have indicated that manufacturing
capacity utilization has increased by at least 25% from a rate
of about 40% utilization prior to the auction to roughly a 50%
rate at present. On the down side, higher priced inputs are
adversely affecting profitability for most industries which
have existed for a leng time with the overvalued kwacha.

Parastatals appear to have had 'a mixed experience. Wnile the
availability of foreign exchange through the auction has been a
benefit, reported liquidity problems within some organizations
have been a limiting factor on the use of the auction. The
pressures imposed by the auction and the GRZ's concern over the
budget deficit have provided added momentum to both %he
recognition and efforts to allow parastatals to operate as
independent profit centers. The kwacha's devaluation and
improved management have finally put Zambia Consolidated Copger
Mines (2ZCCM) and Nitrogen Chemicals of Zambia (NCZ) in
positions where they are able to show a kwacha profit.
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Consumers have been both winners and losers as a result of the
auction. The depreciation of the exchange rate has brought
about significant increases in the prices of a number of
commodities which have had adverse impacts on consumers. The
effects of this “corrective inflation" represent necessary
adjustments to the past over-valuation c¢f the kwacha. The
population group that may be hit the worst is the segment in
the lower income groups in urban areas. The principal reasons
for this are the combined effects of the GRZ's attempts to
reduce the subsidies on maize meal, the staple consumption
item, and the impact of passing on the effects of the kwacha's
devaluation in producer prices which must also be reflected in
higher prices for food and other essential consumer items.
Although consumers are facing higher prices, the availability
of consumption goods has increased dramatically. Thus,
consumers now at least have a choice of buying or not buying.

Civil Servants: Many of the GRZ civil servants, except those
~at the lowest salary levels, enjoved a good standard of living
prior to the introduction of the auction based upon their
relatively generzous salary levels and the inexpensive impcr:s
created by the overvalued kwacha. Since the introducticn ¢f
the aucticn, their Eortunes have changed and, as a group, they
have been hard hit. First, their incomes ara fixed, £frozen
(except for a very small salary increase) by GRZ decree, during
a time when inflation is raging at 50% and the prices of '
imports are five or six times what they were prior to the
auction. Seccondly, the GRZ has introduced a number of measures
designed to curb their budget deficit, which threaten the very
existence of many civil service jcbs. These measures includa:
reducing the age of retirement, declaring redurndancies,
freezing of civil service positions when they become vacanc,
and the above mentioned salary freeze.

FIGURE IV. ¢ .
Percenltage of Successful Bids

Rervient ‘

=] 'ﬁ\ TR
I ERIITA

-1 By

=t

ST

Percent

PR
<~
T e e .
——— g

J !
40% { . 2 5'
af |- \z
308 - \ ‘
2
2 . d \ P
20% .
108 <
© 0% B Y YT e T T
0 :'l l‘l ] l:: 15 l‘ﬂ 81 24 ¢ 3 MM 39 {2 5 48 51 4 &Y

Auation Number



27

V. ASSESSMENT OF DONOR SUPPORT FOR THE AUCTION

A. Donor Support for the Auction

The donor community provides both critical foreign exchange
financing and symbolic support to the ‘Zambian foreign exchange
auction. Donors have provided $194.0 rillion of the $380.0
million which has been auctioned by the GRZ since October

1985. Because foreéign exchange is such a binding constraint on
the Zambian economy, and taking into consideration that Zambia
has been effectively cut off from normal commercial lending
facilities, the value of the contribution of the donor
community is hard to overestimate. The marginal value of every
dollar, at this point in time, is extremely valuable.

At the same time, the participation of the donors is intended
to demconstrate, to the business sector and the general public,
the confidence the international community has in both GRZ and
the reform effort. There is broad consensus on the importance
of beth of these roles among a larger than usual number of
donors. The participating donor organizaticns represent the
U.K., Sweden, Japan, Switzerland, the Netherlands, West
Germany, the World Banx, and the United States. USAID/Zambia
has maintained a cooperative relationship with all other donors
throughout the design and implementation of the ZAPS Program.

In general, the design and implementation of external
assistance programs to support the auction system has
highlighted the "best" and the "worst" of donor support. The
"best" is that there has been a rapid and significant response
to the GRZ regquest to donors to help support its auction
system. It is important to note that although the World Bank
provided over 60% of the donor funds, the remaining balance was
distributed between five bilateral organizations, all of which
made sizable contributions signifying to the GRZ that they were
expecting to participate in the auction system. The "worst" is
that, with the exception of the U.S., other organizations have
had difficulty in streamlining their own procurement
regulations (principally related to restricted lists for
eligible suppliers) to permit quick disbursement of their funds
which are so urgently required by the GRZ. This experience
reinforces the need for the U.S. to maintain the "untied" form
of assistance which was approved in the original PAAD.

B. IMF

While not confusing the IMF with a donor organization, it
nevertheless plays an important role in the operation of the
GRZ auction. The IMF Resident Representative is an observer on
the Foreign Exchange Management Committee (FEMC) which manages
the weekly auction.
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C. World Bank

The World Bank provides the principal source of donor financing
for the Zambian foreign exchange auction. To date, the IBRD
has already made available an estimated SDR 125.0 million, of
which nearly SDR 100 million has been disbursed.,
Representatives of the Bank have expressed their satisfaction
with the overall impact of the auctiorn although they have had
some reservations about its operations in the past. A summary
of the IBRD projects that are providing foreign exchange for
the auction are summarized below:

1. Agricultural Sector Rehabilitation Project

The Agricultural Sector Rehabilitation Project is designed to
promote policy reform in the agricultural sector. The Project
is specifically aimed at a rational system for producer prices,
the introduction of economic pricing by parastatals, and the
liberalization of agricultural marketing channels. Total

" project cost is estimated at US$72.3 million, of which 3$3¢.°9
million is being used for farm machinery and implements, 311.4
million £or spare pacts, $19.4 million for agro-chemicals, 31l.4
million for miscellaneous inputs, and 3$3.2 million for
consultant services. The foreign exchange component is
estimated at USS$65.0 million, of wnich $25.0 million is
provided by the IDA credit and the rest co-financed by thre
African Cavelopment Bank ($23.4 million), Canada (36.8
million), U.S. (3$5.0 million), and Switzerland ($4.3 million).
Approximately $35.0 million of the foreign exchange component
is being channeled through the auction., Local currency costs
of $7.3 million are being £financed by the local currencgy

generations from the sale of the farm machinery and implemencts.,

(1

The foreign exchange for the auction is being made
available through a system where one half of the foreign
exchange was provided to the GRZ soon after credit
effectiveness and the remaining balance is drawn down on a
reimbursable basis, subject to satisfactory progress toward
implementing the agreed policy reforms and meeting the IBRD
procurement eligibility requirements. There have been gdelays
in processing claims, due to limited GRZ administrative
capacity, which are responsible for slowing disbursements under
the Project.

2. Industrial Reorientation Proiject

The Industrial Reorientation Project provides an estimated
$75.0 million (total Project cost $90.0 million) in foreign
exchange to the GRZ for the auction. The objectives of -the
Project are to raise capacity utilization and production levels
of efficient industrial enterprises in Zambia in order to
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increase the supply of manufactured goods for both the
domestic and export markets. The project supports policy and
institutional reforms designed to increase the efficiency and
productivity of industrial firms and to reorient the industrial
sector towards greater use of domestic inputs and towards
export markets. To accomplish its objectives, the project
provides financing for: (a) imports of spare parts, raw
materials, intermediate goods and other inputs, and (b)
technical assistance, equipment and training to help improve
INDECO's capacity to evaluate investment projects and improve
the operation of existing public enterprises, to enhance BOZ's
capacity to forecast and budget foreign exchange, to establish
a tariff commission in the MOF and to set up an export
promotion board in the Ministry of Commerce and Industry. The
procedures for disbursing foreign exchange from this project
are the same as for the Agricultural Rehabilitation Project.

3. Recovery Credit Project

The $50.0 million Recovery Credit Project has been designed to
support the auction system and is expected to become effective
by the end of 1986. The objective of the Project is to help
provide the minimum level of imports needed for Zambia's
recovery program and thereby to help sustain the momentum cf
the policy and institutional reforms already underway. This is
expected to permit the productive sectors of the economy to
respond to the incentives and favorable economic environment
established by the reforms and provide the increased supply of
goods and services needed to support structural change in the
economy. The Project will finance: (a) imports of goods with
an excepted list of defense and luxury consumer goods; and (b)
technical assistance and training to improve foreign exchange
management bv the BOZ, to audit implementation of ZCCM's Five
Year Production and Investment Plan, to improve dedbt management
in the Ministry of Finance, and to devise a mechanism for
limiting maize subsidies to only low income families.

The disbursement procedures are the same as £for other IBRD
Projects.

4. Structural Adjustment Credit Program

The IBRD is inmtending to send an Appraisal Mission to Zambia in
February or March 1987 for the purpose of desigring a
Structural Adjustment Credit Program. The basis for this
Program is the consolidation and further development of the
existing policy reform process. While there are no funding
levels yet establishad, it is expected that it will fall
between $30.0 - $50.0 million. The bulk of this Program would
be disbursed through the auction.
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D. Other Donors

-l. United Kingdom: The U.K. is providing $40 million in
foreign exchange for the GRZ foreign exchange auction. The
form of the U.K. assistance is a CIP-like program which is
restricted to UK source procurement and must utilize the Crown
Agent procurement svstem. To date an estimated 315.0 million
has been disbursed; this is less than was expectad, due tc
difficulties in obtaining letters of credit from ccmmercial
banks and identifying competitively priced products in the U.K.

2. Netherlands: The Netherlands is providing $22.0
million in foreign exchange for auction support. These funds
. are disbursed thzrough a process of reimbursement where
successful bids, which are using auction funds to procure
products considered "eligible"™ by the Dutch, are submitted to
the Netherlands for financing. This ex post system is
management intensive and there are difficulties in finding
sufficient numbers of bids which meet the necessary criteria.
To date an estimated $14.1 million has been disbursed.

3. Sweden: Sweden is providing 33.0 million in £<
exchange for auction support. The process for disbursin
funds very closely resemoles the system used by the
Netherlands. Sweden has recently had a commercial banxer
prepare a review of the auction as an input into whether or rot
they should provide more support to the auction. While we nave
not seen the report, informal contacts with local SIDA
officials indicate that che review was favoracle and ccntain
recommendation that SIDA continue supporting the auction svys
and tnat they relax the procurement restricticons cn fus-ure
auction supporc.

e

4. West Germany: West Germany is financing $%.3 million
for the support of the auction. The form of disbursement is
likely to be tied procurement although the final details are
not yet available.

5. Jagan and Switzerland: Both Japan and Switzerland are
involved 1n co-flnancing arrangements with the World Bank in
terms of their auction support programs. Japan has piedged 3$3.9
altnough these funds have not yet been disbursed. Switzerland
has provided $3.0 million for the auction which has already
oeen released and disbursed.

6. Canada: Canada continues to be interested in financing
foreign exchange for the auction, however, to date the
Canadians nave not bteen able to put a program in place because
of difficulties thev face with their procurement regulations.
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E. GRZ Efforts

In addition to providing an estimated $186 million of its own
resources for the auction, the GRZ is taking other measures to
promote the expansion of exports to help resolve its external
financial problems. Two examples of these are:

(1) Exporters of non-traditional products are allowed to
retain 50 percent of the foreign exchange earned
through their exports, and

(2) Zambia Consolidated Copper Mines (2CCM) is allowed to

retain a portion of its foreign exchange earnings to
finance the rehabilitation of its production facilities.

VI. THE FY 1987 ZAPS PROGRAM

A. Program Objectives

The goal of the GRZ, which is fully supported by A.I.D. and
cther members of the donor community, continues to be the
restructuring of the Zambian economy away from its present
dependence on copper exports to a more diversified production
system utilizing Zambia's plentiful agricultural and labor
resources. While the GRZ has instituted a multi-pronged
strategy for achieving this goal, the most important element
relates to the allocation and pricing of foreign exchange. (See
Section IV.) 1In keeping with the objectives as outlined in the
original PAAD, the general concern of this year's program is to
provide foreign exchange which will help offset Zambia's
balance of payments problems and reduce the GRZ budget

deficit. Specifically, the Mission sees the aim of ZAPS as
supporting the GRZ's foreign exchange auction which has been
established as a major policy reform to introduce market forces

into the decisions affecting the allocation and price of
foreign exchange.

The auction system, which provides a workable system for
rationally allocating and pricing foreign exchange, is
supportive of A.I.D.'s CDSS strategy and is making important
contributions toward achieving the objectives of the individual
agricultural projects (ZATPID, ZAMARE and HIRD) and programs
(ZAMCAM) in the USAID/Zambia portfolio. At the same time, the
projects provide technical resources and analytical capability
which help to develop and sustain the Mission/GRZ policy
dialogue and the GRZ overall policy reform efforts, including
the foreign exchange auctlon. These relationships are
summarized below.
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1. ZATPID Project: The purpose of the ZATPID Project is to
improve GRZ agricultural policy formulation, sectoral
planning and management in key policymaking institutions.
The recent downward adjustment of the kwacha, which has
been possible because of the introduction of the auction
system, has reduced the relative costs of domestic inputs
such as land and labor while increasing the prices of
imported inputs. This change has two obvious impacts on
the agricultural sactor and agricultural policymaking in
particular. First, it discourages production technigues
which use imported inputs, in this case capital goods, and
favors the use of domestic inputs (largely labor).
Secondly, it increases the prices anéd profitability of
exporting farm products. In terms of ZATPID's efforts to .
promote agricultural employment and exports, the influence
of the recent exchange rate policies has been extremely
favorable.

Given the £fact that the exchange rate was working against
the ZATPID strategies for so many years before,
USAID/Zambia bSelieves that these results show the tanginle
tenefits of undertaking the ZAP3 Program and actiwvely
intervening to coordinate foreign exchange policies ang
agricultural policies. The policy and institutional
studies conducted by the ZATPID team and their counterparcts
orovide valuable and necessary input into the Mission's
policy dialogue, not only in the agricultural sector, :zu:
also with regard to the foreign exchange auction and cther
GRZ reform efforts.

2. ZAMARE Project: The purpose of the ZTAMARE Project is =zc
strengthen the GRZ agricultural research capacity and the
effectiveness of the extension services in ktransferring
relevant agricultural technolegy. Like the ZATPID Project,
the ZAMARE Project has also benefited frem the changes in
the foreign exchange system that have been introduced by
the auction system. For example, the appropriate,
labor-intensive technologies developed through the ZAMARE
Project for the small farmer are now more attractive, vis a
vis the more capital intensive technologies which were
dependent upon imports, as a result of the depreciation of
the kwacha. At the same time, the production packages of
potential export crops (sunflowers and other oilseeds)
developed by the ?Project are much more profitable with the
new exchange rate. Finally, the current auction system for
foreign exchange has made another contribution to the
Project by allowing equal access by farmers and farm
suppliers to foreign exchange supplies, thereby permitting.
them to import spare parts and other inputs which are
necessary to utilize the results of the Project. The
ZAMARE Project also functions within a "feedback loop" with
" the Mission's policy dialogue and overall strategy.

Studies under ZAMARE not only provide needed information on
improved technical/agrdénomic packages, but also on policy
and other factors which limit the adoption eof the improved
technical packages.
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3. BIRD Project: The purpose of the HIRD Project is to
provide training and short-term and long-term technigal
assistance to improve the human resource base and
institutional capacities of the GRZ outside of

agriculture. The Mission is focussing this project to work
on the implementation and managemen&t of GRZ policy reforms
and structural adjustment programs. Within this project,
the Mission will select anywhere from three to six key
policy areas and provide resources for.interventions to
improve the implementation and management of the reform
efforts in these areas. Thus, through this project studies
will be generated that will provide invaluable information
for the Mission's policy dialogue, not only in terms of
further policy initiatives needed, but also in terms of how
to better effect the policy measures already announced.

4. ZAMCAM Program: The ZAMCAM Program supports three
specilfic reforms in the GRZ's overall agricultural reform
program: (l) to institute multi-channel marketing of maize
and fertilizer, in order to introduce competition among
different marketing organizations, public and private; (2)
permitting maize and fertilizer prices to vary to cover
transport, storage, and handling costs incurred in
different parts of the country, at different times, and
still maintaining a profit margin; and (3) elimination of
all subsidies to governmental and quasi-governmental
organizations involved in food producticn and

distribution. While the level of the exchange rate and the
system of allocation affects ZAMCAM much less directly than
the other two agricultural projects, it nevertheless
impacts upon the GRZ's overall plan to increase
agricultural employment, production, and exports of which
ZAMCAM 1is a part. In fact, the Macroeconomic Analysis
section of the ZAMCAM PAAD emphasized the importance of a
realistic exchange rate if the other reforms, particularly
those relating to producer prices for both inputs and
outputs, were to make any economic sense.

In developing the objectives of the FY 1987 Amendment to the
ZAPS PAAD, the Mission specifically considered whether to
include funding for technical assistance, for policy analysis,
studies, or other support of the reform effort, especially the
auction system. Given the technical support available under
the HIRD, ZATPID and ZAMARE Projects, however, as well as the
technical expertise available from USAID/Zambia's two U.S.
Direct Hire economists, the Mission decided that further
technical assistance need not be funded through the ZAPS
Program.
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While considering the relationship between ZAPS and other
A.I.D. activities during the design of this amendment, the
balance of funding between ZAPS and the other Mission projects
and programs was reviewed. In the end, it was decided that
ZAPS should receive, at least for now, the bulk of the
available funding since it is supportirg the leading edge of
the GR2's policy reform effort, without which the other
elements of the the USAID/Zambia portfolio would be much less
effective as explained above.

Likewise, this review process also identified some clear
linkages between the objectives of ZAPS and those of the A.I.D.
Southern Africa Regional Program which will be developed and
monitored during the course of implementation. These include:
(1) ZAPS provides a model to other African countries
contemplating economic policy reforms;:; (2) the exchange rate
correction supported by ZAPS increases the incentives for
domestic production which provide the basis for increased
intra-regicnal trade; (3) realistic exchange rates for the

Zamblan kwacha make trade transactions acceptable; and (4) the
more flexicle foreign exchange system promcted oy ZAPS creates
an environment more favoransle for private investment in Zambia

for beocth domestic and foreign investcrs.

OCne final point regarding the objectives of the FY 1987 ZAPS
Program relates to the need to strcngly enccurage the GRZ to
maintain its economic policy reform process. There is a
consensus view among all the donors {including the World Bank
and the IMF) that funding must be maintained for the auction
system, which is the most significant, publ;clv visitle, and
politically sansitiva of the GRI's policy reforms.

B. Policv Changes to be Supported

The key policy reform supported by the FY 1987 ZAPS is the
maintenance of a free foreign exchange rate system, where the
market place, presently through an auction system, allccates
and prices the available quantities of foreign exchange. A
complete description of this particular reform including its
relation to Zambia's overall policy reform process is contained
in Section IV of this paper.

C. U.S. Resources for the Program

The FY 1987 Program proposes to make a $20 million grant cash
transfer to the GRZ for continuing support to its foreign
exchange auction. This amount is additional to the $17.0
million provided in FY 1986 and brings the life-cf-program
total to $37.0 millien. As in the FY 1986 Program, all A.I.D.
funds will be disbursed through the auction program and cannot
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be reserved for other GRZ requirements for foreign exchange
such as payment of debt arrearages, military or paramilitary
requirements, etc. ‘

The GRZ, in conjunction with the IMF, has agreed to limit the
foreign exchange sold through the auction to $5.5 million until
the disbursement pipeline is eliminated and to $9 million
following this elimination. In the FY 1986 PAAD, the GRZ was
committed to auctioning off all available foreign exchange not
legally committed or absolutely required elsewhere. Thus, the
U.S. assistance to the auction was clearly in addition to the
GRZ's foreign exchange resources. Despite the new $5-3%9
million limit on auction funding, U.S. funds are clearly
additional since the GRZ scheduled debt service obligations,
which are legally committed funds, exceed net available
resources (including donor assistance) by more than 100%. (See
section III.B above.)

The A.I.D.-financed foreign exchange is programmed to be
released in $500,000 tranches corresponding to the weekly GRZ
auctions. However, USAID/Zambia is planning to maintain the
flexibility authorized in the original PAAD to change =he rate
of disbursement if later circumstances indicate a differen%
rate would more effectively support the success of the auction
program.

D. Counterpart Kwacha Programming

The GRZ auction system generates counterpart kwacha through the
requirement that bidders make interest-free advance depcsits in
the kwacha equivalent of their bids for foreign exchange (see
Section IV for details). The rapid depreciation of the kwacha
against the dollar during the FY 1986 Program has caused a
rapid generation of counterpart funds. Approximately K125
million in local currency has been generated through the $17.0
million disbursement to date (see Annex E).

The counterpart funds generated by the FY 1986 ZAPS Prcgram
have been fully programmed, with disbursements already of K80
million. The uses for these funds, as shown in Annex E,
directly support USAID/Zambia's strategy. The programming for
the K80 million already disbursed has been accomplished
utilizing the new local currency procedures ("Procedures for
Allocation and Use of Local Currencies Generated Under USAID
Financed Assistance Programs" -- Annex E) agreed upon between
USAID/Zambia and the GRZ in February 1986.

The FY 1987 Program can be expected to generate an additional
K160-K300 million in counterpart currencies, depending upon the
exchange rate established by the upcoming auctions. The
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procedures for programming local currencies for the FY 1987
Program will be slightly modified. 1In preparing the FY 1986
PAAD it was decided to utilize the local currencies generated
by ZAPS as a onetime general budgetary grant to the GRZ. There
were a number of factors at that time which contributed to this
decision, not the least of which was the small size of the
USAID/Zambia staff. Over the last twelve months, however, the
Mission has reconsicered its position on local currencies and
has taken the initiative to negotiate procedures for using
local currencies with the GRZ, as mentioned above. Given these
new procedures, and GRZ interest in utilizing counterpart funds
for specific activities, the Mission proceeded to program the
FY 19868 counterpart funds.

Under these new procedures the programming of counterpart
funds, in addition to using budget attribution to allocate
funds, will also include programming for special activities
that can respond flexibly to GRZ requests, especially with
respect to the implementation of its policy reform program.
The Mission intends to use the counterpart funds for two
primazy purposes: (1) for activities which are critical in
achieving the goals outlined in the CDSS, such as assiszing ==
GRZ with its marketing liberalization program, t2e
‘rationalization of fertilizer distribution, small farmez cr=di
schemes and rural informal sector devalopment and (2) for the
USAID/Zambia Trust Fund for which three percent of the %otal
local currency g2nerated will be provided for Mission uses.

1Y

(43

USAID/Zambia fully reccgnizes the importance of maintaining whe
integrity of the GRZ budgeting process and will use these
countervart funds in a manner consistent with this systesm.

VII. THE FY 1987 IMPLEMENTATION PROCEDURES

‘A. AID Administration

The AID administration requirements for the FY 1987- Program can
be categorized into three separate sets of requirements. The
first set is associated with the release of the foreign
exchange: monitoring the implementaticn of the the auction
program; drafting of cables to AID/W requesting the relaase of
the individual tranches; and reviewing the GRZ's disbtursement
records to monitor A.I.D. contribution. The second set of
actions relates to the deposit and programming of counterpart
funds. These actions include verifying that the correct
deposits of kwacha are made to the appropriate separate account
in the Bank of Zambia, processing the requests for using these
funds, utilizing the USAID/Zambia - GRZ Negotiated Procedures
for Counterpart Funds, and releasing these funds once the
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end-use has been agreed upon. Finally, the third set of A.I.D.
tasks associated with the FY 1987 Program relates to donor
coordination and the efforts which are required to share
information and assist the GRZ to better utilize donor
resources.

B. GRZ Administration

The Implementing Agency on the part of the GRZ will be the Bank
of Zambia as designated by the Ministry of Finance. The
constituted manager of the auction program is the Foreign
Exchange Management Committee (FEMC) which manages the weekly
auctions. (See Annex E of the FY 1986 PAAD for Operating
Precepts of the GRZ Auction and Section IV.D above for later
modifications.) The FEMC will include in its weekly auction of
foreign exchange those funds which are made available to it
from A.I.D. on deposit in the BOZ's correspondent bank in the
U.S. (the Federal Reserve Bank of New York). The BOZ will
advise USAID/Zambia cof the amount of A.I.D.-provided foreign
exchange it has used, to help USAID monitor the program.
Regarding management of counterpart funds, the auction program
provides for the pricr.generation of kwacha eguivalent to the
foreign exchange released. For releases of A,I.D,-provided
foreign exchange the BOZ will immediately deposit the
appropriate sum of kwacha in a special account and will release
it only after USAID and the Ministry of Finance have arranged
for such a release.

c. Implehentation Procedures and Schedule

Implementation procecdures for the 2ZAPS funds obligated in FY
1987 will be essentially the same as for the $17.0 million in
ZAPS funds obligated in FY 1986. . Subseguent to signing of the
Grant Agreement Amendment No 2, USAID/Zambia will take steps to
release the initial four-week tranche of foreign exchange €for
use in the auction program. USAID/Zambia will prepare a
Financing Request for a Cash Transfer signed by both the
Mission Director and a GRZ representative, which will cover the
entire amount obligated in the Grant Agreement Amendment. Each
four-weekly period, USAID/Zambia will cable SER/FM/PAD to
confirm that the conditions for release of each four-weekly
tranche have been met. Upon receiving confirmation from
USAID/Zambia, FM/PAD will schedule payment through the Federal
Reserve Electronic Funds Transfer System to the designated GRZ
correspondent bank, automatically releasing $500,000 (or other
amount as determined by USAID/Zambia) each week, for the next
consecutive four weeks. These funds will then be immediately
transferred from the correspondent bank's special account to
the Bank of Zambia. Such electronic transfers should pe
effected by SER/FM/PAD on the Monday prior to the Saturday



38

foreign exchange auction in question. The correspondent bank
will provide USAID, by telex, a report of the actual cash
disbursements from the special account on a four-weekly basis.

Generation of kwacha in payment for access to A.I.D.-provided
foreign exchange will be deposited in a special account in the
BOZ within five working days of the acceptance of successful
bids. The BOZ will advise USAID of the weekly deposits in this
special account. USAID and the Ministry of Finance will agree,
on a regular basis, to release the kwacha from this special
account for activities agreed upon by mutual consent.

Implementation Schedule

TIMING ACTION AGENT
(weeks)
O (Est 12/31/88) Signing Grant Agreement Amendment USAID/GRZ
2 Transmission of Financing Reques=% GRZ/USAID
3 Initial 4-weekly tranche releasad TM/EAD
) Confirmation to proceed with

2nd tranche JSAID
7 2nd 4-weekly tranche released FM/PAD
10 Confirmation to proceed with

3rd tranche USAIT
11 ’ 3rd 4-weekly tranche released FM/2AD

Tranche releases continue to
exnaustion of foreign exchange

52 (12/31/87) PACD (end of estimated delivery
period) CSAID

VIII. NEGOTIATING STATUS, CONDITIONS PRECEDENT, AND COVENANTS

The USAID/Zambia staff has held discussions with Government of
Zambia officials, IMF and IBRD Resident Representatives, and
other donors during the preparation of the ZAPS PAAD
Amendment. There is general consensus on the content and the
implementation procedures proposed.

Ne new conditions precedent or covenants are proposed for the
FY 1987 Program. The design team has examined the original
conditions and covenants and has determined that they are
aporopriate and sufficient for implementing the new tranche of
ZAPS funding.
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The decision not to add any new covenants or conditions does
not imply any less involvement in the policy reform process.
USAID/Zambia fully intends to continue its policy dialogue with
the GRZ on such issues as: improving the operations of the
auctions; measures to improve public confidence in the auction
system; and how best the GRZ can manage its foreign exchange
resources.

The contents of the PAAD have been discussed with the GRZ and
no problems are anticipated in negotiating a final agreement.
The USAID/Zambia Mission Director, Ted D. Morse, or his
designee, will be the A.I.D. officer responsible for
negotiating and implementing this program.



Comerianications shauld be oddresed
o the Permanant Secretary
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REPUBLIC OF ZAMBIA

MINISTRY OF FINANCE

P.0. BOX 50082
LUSARA

18 November 1986

Mr. Leslie A. Dean,
Acting Director,;
Us AID.,

IUSAKA.

Dear Mr. Dean,

I am writing to acknowledge receipt of ycur letter datad
10 November 1986 in which you have indicatad United States Govern-
ment's willingness to continue to support the Auction Systenm.

As you are aware, we are experiencing considerakl
difficulties in providing foreign exchange to supmort the
auction and in this regard and as we discussed, I should be
grateful if your Goverrment could provide US $20 million grant
to sugport the aucticn. This amount should be in the form of
Z2PS whereby the mcney would be campletely untied and could be
used fcr all purposes.

In support of the above request, I am sukmitting balance
of payments position including external debt and Central Goverrnment
Budget Projections as well as Macroeconamic view of Zambian
econany. I should be grateful to know your reaction as socnas
possible.

Yours sincerely,

~

,r”::::a}-_-f\

F. M. Siame
for/PERMANENT SECRETARY
MINISTRY OF FINANCE

Encel..ceveeeens



GRZ BUDGET 1984 (X MILLIONS)

5
. Agount et
Amount Amount Paid from N
Prioxr to i - " . Amount
Relisf of Tue for Jaz/Sept N
EXTERVAL AMORTISATICY ° Relief Yeax 1985 Oct7nec
Multilaterals
(Excluding IMF) 268.2 - 288,2 86.0 182.2
Non Paris 3Bilaterals 452.6 Est 400.8 51.8 51.8 = -
Paris Club Bilaterals = 496.2 - 496.2 - - SR
London Club 56.2 Est _56.2 - - -
1273.2 ‘953,2 320.0 137.8 i82.2
(1) Cenversicn rate of U3% to Xwacha i3 T3 1 = X7.5 Zzr Zuigss 3urriisas

Actual Debt Servicina vayments from GRZ Rudget Txternal 1963

o @ e

K Millions

A
Principal Repayments 46.7
Interest Payments 80.1
126.8

BEST AVAILABLE COPY



PROJECTED DEBT SERVICE FOR 1987 AND 1988 1IN Us$ MILLIONS

GRZ BUDGET 1987-88

London Cludb

DEF)

¥on Paris Bilaterals
London Cludb

1387
PRINCIPAL INTEREST TOTAL
Paris Club Bilaterial
Paris Club Bilaterial 66,3 52.5 118
Non Paris Bilaterals 78.0 27.5 105
13,2 6.3 19
Multilaterals (Excluding
195.1 130.3 325
1988
PRINCIPAL JHTEREST " TOTAL
Paris Club Bilaterals 53.1 46,1 99
78,3 24.4 102
16.4 4.4 20
Multilaterals (Excluding ,
IMF) _43.1 44,1 87
180.5 119,6 310
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GRZ BUDGET 1986 (K MILLION)

Amount Het Amg:nt
Due ' Amount Amount Paid from Arrears Frome
' . Prior to of Due for Jan to as at
External interest Reliefl Relief Year Sept 86 Sept 86 Oct/Dec 86
Multilaterals (excluding IMF) 540.0 - 540,0 197.9 192.0 150.1
Non Paris Bilaterals 183.9 Estimate. 168,72 22,1 22.1 - -
not
) finalised
Paris Club Bilaterals 359.1 359 - - - -
Paris Club Reacheduling. Intereat 223.0 - 223.0 - 148,5 T74.5
Paris Club Bilaterals—-lot Reschedulable 8.1 -8.1 8.1 -3.1 - 50
1983 Rescheduling arrears ($§ 33.10) 248.2 248,2 - - - -
IMF Truat Fund 25.1 - 25.1 25.1 - -
248.8 340.5 229.6

1587.4 768.5 818.9

NOTE: (1) IMF charges pald by GRZ on behalf of BOZ awounted to K291,1 million to September 1986

(2)
(3)

This has not been included in above. Further IMF charges due in 1986 amount to K457 willion
Paris Club rescheduling interesl payable from April 1986 onwards at US$ 3.3 million per month

has been in arrears, to date, one insialement paid in April 1986 has not yet been charged to GRZ

Conversion rate of US$ to kwacha is U53 1 = K7.5 for budget purposes



ANNEX B

INITIAL ENVIRONMENTAL EXAMINATION

Country Zambia

Program Title Zambia Auction Program Support (ZAPS),
.611-0757

Funding $20.0 million

Period of Funding FY 1987

Prepared by William A. Jeffers, REDSO/ESA
Environmental
Action . :
Recommended Categorical Exclusion - under AID

. Regulation 16, Section 216.2 (C) (1) (i)
Concurrence Ted D. Morse, Director, USAID/Lusaka
Date November 21, 1986

Bureau Environmental Officer's Decision:

. 0
_ Approved fﬁ;ilﬁ_LUl A&A&%ALL,
!

Disapproved

Date [Oee, &Y% 9% 06

Narrative: GC/AFR :MAKleinjan :

Section 216.2 of AID Regulation 16 provides that certain
classes of action do not require an Initial Environmental
Examination. Among these classes are the following:

Section 216.2 (C)(l) (i) =--the acticn does not have an
effect on the natural or physical environment.

This program is composed of a cash transfer grant to the
Government of Zambia in support of the auction system. As such,
the program will have no effect on the natural or physical
environment. Section 216.2(C) (3) provides that the originator
of a program determines in writing the extent to which a class
cf Categorical Exclusion applies to such a program. This
written determination is to be concurred in by the BRureau
Environmental Officer. This Annex constitutes the written
determination by the Mission Director, USAID/Zambia, that the
above quoted Categorical Exclusion applies to this program and
an Initial Environmental Examination need not be made.



ANNEX C

3A(2) - NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are
applicable generally to FAA funds, and
should be used irrespective of the
program's funding source. In Part B8 a
distinction is made between the
criteria applicable to Economic
Support Funds and the criteria
applicable to Development Assistance.
Selection of the appropriate criteria

will

depend on the funding source for

the program,

CROSS-REFERENCES:
IS "COUNTRY CHECKLIST UP TQO DATE? IDENTIFY. YES
HAS STANOARD ITEM CHECKLIST BEEN REVIEWED? YES

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1.

FY 86 Continuing Resolution., Sec,

10i1{b), FY 85 CR.

Describe how Committees on
Appropriations of Senate and
House have been or will be
notified concerning the
non-project assistance;

Is assistance within

the FY 1987 country

or international

organization allocation
reported to the Congress {or
not more than 3$1 million over
that amount)?

If the proposed assistance is
a new country program or will
exceed or cause the total
assistance level for the
country to exceed amounts

provided to such country in FY
. 86, has notification been

provided to Congress?

Congressional Notification

sent to Congress

Yes

N/A

11/21/86



FAA Sec. 611(a)(2). If further

FAA Sec. 209.

legislative action is required
within recipient country, what is
the basis for reasonable

- expectation that such action will
be completed in time to permit
orderly accomplishment of purpose
of the assistance?

Is assistance more

FAA Sec. 601{(a).

efficiently and effectively given
through regional or multilateral
organizations? If so why is
assistance not so given?
Information and conclusion whether
assistance will encourage regional
development programs.

Information and

FAA Sec. 601(b).

conclusions whether assistance
will encourage efforts of the
country to: (a) increase the flow
of international trade;(b) foster
private initiative and
comretition; (c) encourage
development and use of
cooperatives, ¢credit unions, and
savings and loan associations; (d)
discourage monopolistic practices;
{(e) improve technical efficiency
of industry, agriculture, and
commerce, and (f) strengthen free
labor unions.

Information and

conclusion on how assistance will
encourage U.S. private trade and
investment abroad and encourage
private U.S. participation in
foreign assistance programs
{including use of private trade
channels and the services of U.S.
private enterprise).

N/A

Bilateral US assist-
ance is better suited
to provide immediate
and more flexible
assistance

Cash transfer will

provide foreign ex-
change for Zambia

to purchass imports,
a large portion of
which will go to the
private sector. Com-
mercial banks carti-
cipate in the FX
auction and local
currencies are dis-
tributed to cooper-
ative credit schemes
Qverall improvements
in FX allocation and
mare realistic ex-
change rate will in-
crease international
trade and expand the
role of the private
sector

Availability of rX
will encourage US
sales to Zambia

Vif



6. FAA Sec. 612(b). Sec. 636(h): FY 86

7. FAA S

and FY 85 (Continuing Resolutions,

Sec. 50/, UDescribe steps taken

to assure that, to the maximum

extent possible, the country is
contributing local currencies to
meet the cost of contractual and
other services, and foreign
currencies owned by the United
States are utilized to meet the
cost of contractual and other
services in lieu of dollars.

ec. 612(d). Does the United

8. Faa S

States own excess foreign
currency of the recipient
country and, it so, what
arrangements have been made for
its release?

ec. 601(e). Will the project

9, FY 86 and FY 85 Cortinuing Resoluticns,

utili1ze competitive selection
procedures for the awarding of
contracts, except where
applicable procurement rules
allow otherwice?

10. FAA 1

Sec. 5Z2. Lt assistance 15 tor

the production of any commodity

for export, is the commocdity
likely to be in surplus on world
markets at the time the resulting
productive capacity becomes
operative and is such assistance
likely to cause subdstantial
injury to U.S. producers of tha
same or similar competing
commodity?

18(c) and (d). Does the program

comply with the environmental
procedures set forth in AID
Regulation 16? Does the program
take into consideration the
problem of the destruction of
tropical rain forests?

N/A

No

N/A

Yes

N/A

1t



11.

12.

FAA Sec. 128. Has an attempt been

made to finance productive

facilities, goods and services

which will expeditiously and

directly benefit those living in

absolute poverty under the

standards adopted by the World

Bank? Yes

International Security and Development

Cooperation of 1985 Sec. J3T15.

Has full consideration been given

at each stage of design to the

involvement of small minority

(including women-owned businesses)
enterprises, historically black

colleges and universities, and

minority PVQ's? N/A

FUNDING CRITERIA FOR NONPROJECT

ASSISTANCE

Nonproject Criteria for Economic Support Funds.

d.

FAA Sec. 531(a). Will this

assistance support and pronmote

economic or political stability? Yes
To the maximum extent feasible,

does it reflect the policy

‘directions of Part 1 of the FAA? Yes

FAA Sec. 531(d). Will funds be

used to the maximum extent

feasible, to generate local

currencies, not less than 50

percent of which wil) be used

to support FAA Section 103-106-

type activities? Yes

FAA Sec. 531(e). Will assistance

under this chapter be used for

military, or paramilitary

activities? No




d.

International Security and

Development GCooperation Act
f lgﬁg; Sec. 207. Will ESF

0

funds be used to finance the

construction or the operation

of maintanance of, or the

supplying of fuel for, a nuclear

facility? If so, has the No
President certified that such

use of funds is indispensable to
nonproliferation objectives? N/A

International Security and
Development (Cooparation Act

of 1985, Sec. 80l. For Lommodity
Import - and sector programs, will
there he a requirement that .
imports be used to meet long-term
development needs in accordance
with the following criteria:

allocation of imports basaed on

evaluation af the ability of likely
recipients to use such imports in a
maximally productive, employment N/ A
generating and cost effective way,

imports coordinated with host country
gconomic development plan; N/ A

emphasis on imparts for expansiaon of
agricultural praduction; - N/A

amphasis on iAaports wiih broad
development impact; Yes

insure imports are in addition to
historical patterns of foreign exchange
uses; N/A

at least 75% of local currency

generations daposited into special

account and used for agreed upon

economic development purposes

consistent with FAA Sections 102=106; VYes

local currencies as necessary for
requirements of USG. Yes,

local

of total
curreancies



Nonproject Criteria for Development Assistance.

FAA Secs. 102{c¢), 111, 113, Sec. -
28l1(a). Etxtent to which activity

will (1) effectively involve the

poor in development, by extending

access to economy at local level,

increasing labor-intensive

production, spreading investment

out from cities to small towns

and rural areas; and (2) help

develop cooperatives, assist

rural and urban poor to help

themselves toward better life,

and otherwise encourage’

democratic private and local

government institutions? : N/A for ESF Funding

FAA Secs. 103, 103A, 104, 105,

106, 10/. ls assistance being

made available: [include only

applicable paragraph -- e.g, a,

b, etc. -- which ccrresponds to

sources of funds used. If more

than one fund source is used for
assistance, include relevant

paragraph for each fund source]. N/A

(1) [103] for agriculture, rural
development or nutrition; if so,
extent to which activity is
specifically designed to increase
productivity and income of rural
poor; [103A] if for agricultural
research, is full account taken

.0f needs of small farmers; - N/A

(2) [104] for population planning
or health; if so, extent to which
activity extends low-cost,
integrated delivery systems to
provide health and family
planning services, especially to
rural areas and poor; extent to
which assistance gives attention
to interrelationship between



(A)population growth and (8)
development and overall
improvement in 1iving standards
in developing countries. Is
activity designed to build"
motivation for small families in
programs such as education in and
out of school, agriculture
production, rural development,
and assistance to urban paoor?

(3) [105] for education, public
administration, or human
resources development; if so,
extent to which activity
strengthens nonformal education,
makes formal education mare
relevant, especially for rural
families and urban poor, or
strengthens management capability
of institutions enabling the poor
to participata in development;

(4) [106] for technical
assistance, energy, research,
reconstruction, and selectad
development problems; if so,
extent activily is:

(a) to help alleviate energy
problem;

(9) reconstruction after natural
or manmace disaster;

{(¢) for special development
problem, and to enabdle
proper utilization of
earlier U.S. infrastructure,
etc., assistance;

d) for programs of urban
development, especially
small labor-intensive
enterprises, marketing
systems, and financial or
other institutions to help
urban pogr participate in
economic and social
development.

N/A

N/A

N/A

N/A

N/A

N/A




(5) [107] by grants for
coordinated private effort to
develop and disseminate

.intermediate technologies

appropriate *'for developing
countries. N/A

FAA Sec. 113, ©Extent to which

assistance reflects appropriate

emphasis on integrating women

into the recipient country's

national economy. . N/A

FAA Sec. 122(b). Does the

activity give reasonable promise

of contributing to the

development of economic

resources, or to the increase of
productive capacities and self

sustaining economic growth? N/A

FAA Sec. 281(b). Describe extent

to which prcgram recognizes the
particular needs, desires, and
capacities of the peoplie of the
country; utilizes the country's
intellectual resources to
encourage institutional .
development; and supports civic
education and training in skills
required for effective
participation in governmental and
political processes essential to
self-government. N/A

3. Nonproject Criteria for Development Assistance (Loans only).

a.

FAA Sec. 122{(b). Information and

conclusion on capacity of the
country to repay the loan, at a
reasonable rate of interest. N/A

FAA Sec. 6520{(d). If assistance is

for any productive enterprise

which will compete with U.S.

enterprises, is there an

agreement by the recipient

country to prevent export to the

U.S. of more than 20% of the

enterprise's annual production

during the life of the loan? N/A



FY 86 and FY 85 Continuing -
Resolution. If the recipient
country has an annual per capita
gross national product greater
than $805 but less than $1301,
will the loan be repayable within
25 years following the date on
which funds are initially made
available? If it has an annual
per capita GNP greater than or
equal to $1301 within 20 years?

N/A



FY 1987 non-project assistance
statutory checklist update.

1. FY 87 Continuing Resolution.
If the ESF assistance 1s to be
provided to a country after
February 1, 1987, in the form of
a cash transfer in excess of §$5
million, will the recipient
country maintain such funds in a
separate account and not
commingle such funds with any
other funds?

If such cash transfer generates
local currencies, will such local
currencies be deposited in a
special account to be used in
accordance with FAA Sec. 609?

Anti-Drug Abuse Act of 1986 Sec.
2005. Has the country been
identified as a major drug

producing or drug-transit country?

If so, is not more than 507 of
the assistance (other than
international narcotics control,
disaster and refugee relief,
provisicn of food and medicine,
Inter-American Foundation and
Child Survival Fund assistance)
being made available for
obligation?

Has the President determined and
certified to Congress that either
(1) during the previous yeear the
country has '"cooperated fully
with the United States'' or has
'"taken adequate steps on its own"
to prevent the sale or transport
of illicit drugs to the United
States and to prevent laundering
of drug profits, or (2) U.S.
"vital national interests'
require provision of the
assistance?

Funds will be obligated prior
to February 1, 1987, because
of the auction's immediate
need for funds evidenced by
the backlog of unfunded bids.

No.



DATED:

AID GRANT No. 611-K-604
AID PROGRAM No. 611-0757

GRANT AGREEMENT AMENDMENT NO.2
ZAMBIA AUCTION PROGRAM SUPPORT (ZAPS) PROGRAM
BETWEEN |
'THE REPUBLIC OF ZAMBIA
AND

THE UNITED STATES OF AMERICA

DECEMBER , 1986

ANNEX D

NI



PROGRAM GRANT AGREEMENT AMENDMENT

AMENDMENT NUMBER TWO dated .December , 1986 between THE
UNITED STATES OF AMERICA, acting through the Agency for
International Development ("A.I.D.") and Grantee, THE REPUBLIC
- OF ZAMBIA ("GRZ") '

THE GRANTEE AND A.I.D. entered into a Program Grant
Agreement, dated November 28, 1985, ("Agreement") which was
amended by mutual consent by Amendment No. 1 dated September
29, 1986; and the Grantee and A.I.D. desire to further amend
the Agreement to reflect an increase in the amount of the grant
and modified implementation procedures; ’

NOW THEREFORE, the parties hereto hereby agree tnat the
Agreement shall be amended to read as follow:

From ARTICLE 1: THE GRANT: Delete the figure
"Seventeen Million United States ("U.S.") Dollars
($17,00C,000) ("Grant™)" and insert in lieu thereof
the figure “Thirty-Seven Million United States
("U.S.") Dollars ($37,000,000) ("Grant™)".
Substitute "Annex A" with attachad "Arnex A -
Ravision 1".

FROM ARTICLE 3: DISSURSEMENT: Section 3.2 Terminal
Date For Cisbursement, Delete the figure "ten" (1)
"months" and insert in lieu therof the figure
"twenty-£five" (23) “months".

FROM ARTICLE 4: GENERAL COVENANTS: Section 4.9 CUse
of Local Currency, - -Delete (a) and replace with the
following, "Grantee will establish z2nd mainzain a
Special Account in the Bank of Zambla and cdezosic
therein currency of the Government of the Repudlic
of Zambia in amounts equal to proceeds accruing to
the Grantee from the sale or the auction of the
funds provided under this Grant. Funds in the
Special Account may be used for such purposes as
are mutyally agreed upon by AID and che Grantee,
provided that not meore than three (3) per cent of
the funds in the Special Account shall be made
available to AID to meet its requirements.”

. ' ' Y.

BEST AVAILABLE COPY



EXCEPT AS AMENDED HEREIN, the Agreement between the GRZ and
A.I.D. as last amended by Amendment No. 1 dated September 29,
1986 remains in full force and effect.

IN WITNESS WHEREOF, the Grantee and the United States of
America, each acting through its duly authorized
representatives, have caused this Amendment to be signed, in

duplicate originals, in their names and delivered as of the day

and year first above written.

REPUBLIC OF ZAMBIA , UNITED STATES OF AMERICA
BY: ) BY:
BASIL KABWE PAUL J. HARE
MINISTER OF FINANCE . AMBASSADOR
BY:

TED D.MORSE
USAID MISSION DIRECTOR

Appropriation:
BPC:

Allowance:

Amount: $20,000,000



ANNEX A - Revision 1

I. Program Description:

This program proposes to grant the GRZ $37.0 million of
foreign exchange which will be auctioned through the curcent
auction program. Use of this A.I.D.-provided foreign exchange
will not be tied to any source/origin reéquirements. All
A.I.D.-provided funds must be disposed cf through the auction
program and cannot be reserved for other GRZ requirements £or
foreign exchange such as pvayment of debt arrearages, etc. The
A.I.D.-provided foreign exchange is expected to be "additional"
to that pool of foreign exchange which is drawn from the IBRD
projects, other donors, and the resources of the GRZ. The
anticipated pattern of release of A.I.D.-provided foreign
exchange is .that $500,000 will be released for each weekly
auction until the funds are exhausted, though the flexibility
will be retained by USAID/Zambia to change the rate of
disbursement if later circumstances indicate a different rate
would more effectively support the success of the auction
system.

This program will generate a very sigrificant amount of
local currency. The auction »rogram grovides that nidiers
deposit local currency equivalent to thelr cids prior to thse
auction date. That local currency is deposited inte the
Special Account at the Bank of Zambia (Special Acccunt Numper
846) within five (5) days if the bid is successful, at tne
axchange rate ("strike rate") set by that auction. As exchancgse
tates can be expected to fluctuate during the life of tnis
program, it is impossible to determine befcrehand the exact
amount of local currency that will be generated. ©During =he
twenty-five month life-ocf-the Prcgram the overall lewvel of
counterpart currency 1s expected To range between K235 millicn
and X425 million.

Local currency resources generated by 2ZAPS will be
programmed by the GRZ and USAID/Zambia, in accordance with the
recently negotiated "Procedures for the Allocaticn and Use of
Local Currencies generated under USAID Financed Assistance
Programs". Three (3) percent of the local currencies generated
after December 1L, 1986 will be made available to A.I.D. upon
" request by USAID/Zambia for its local requirements.

IT. Implementation Procedures:

Subsequent to signing by both pmarties of the Grant
Agreement Amendment No 2, USAID/Zambia will take steps to
release the initial four-week tranche of foreign exchange fcr
use in the auction program. USAID/Zambia will prepare a
Financing Request for a Cash Transfer signed by both the
Mission Director and an authorized GRZ representative wnich
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will cover the entire amount obligated in the Grant Agreement
Amendment. Each four-weekly period, USAID/Zambia will cable
SER/FM/PAD to confirm that the conditions for release of each
four-weekly tranche have been met. Upon receiving confirmation
from USAID/Zambia, FM/PAD will then schedule payment through
the Federal Reserve Electronic Funds Transfer System to the
designated GRZ correspondent bank, automatically releasing
$500,000 (or other amount as determined by USAID/Zambia) each
week, for the next ccnsecutive four weeks. These funds will
then be immediately transferred from the correspondent bank's
special account to the Bank of Zambia. Such electronic
transfers should be effected on the Monday prior to the
Saturday foreign excrange auction in guestion. The
correspondent bank will provide USAID, by telex, a report of
the actual cash disbursements from the special account on a
four-weekly basis. - '

Generation of kwacha in payment for access to A.I.D.
provided foreign exchange will be immediately deposited in a
special account in the BOZ. The BQZ will advise USAID of the
weekly deposits in this special account. USAID and the
Ministry of Finance will program the local currency generated
by the Program for mutually agreed activities according to the
general A.I.D.-GR2Z negotiated procedures for local currancies.

IMPLEMENTATION SCHEDULE

TIMING : ACTION . . AGENT
(weeks)
C (Est 12/31/86) Signing Grant Agreement Amendment USAID/GRZ
2 Transmission of Financing Request GRZ/USAID
3 Initial 4-weekly tranche relsased FM/PAD
6 Confirmation to proceed with 2nd
. tranche USAID
7 2nd 4-weekly tranche released FM/PAD
10 Confirmation to proceed with 3rd
tranche USAID
11 . 3rd 4-weekly tranche released FM/PAD

Tranche releases continue to
exhaustion of foreign exchange

52 (12/31/87) PACD (End of estimated delivery
period) USAID
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ANNEX E

PROCEDURES FOR ALLOCATION AND USE
OF LOCAL CURRENCIES GENERATED UNDER-
USAID FINANCED ASSISTANCE PROGRAMS

WHEREAS counterpart funds are generated in Zambia by virtue of
various assistance programs financed by the Government of the
United States, acting through the Agency for International
Development (hereinafter referred to as USAID), including
Food-Aid Programs, Commodity Import Programs, and other grant
programs; ' '

WHEREAS USAID and the Government of the Republic of Zambia
(G.R.Z) are desirous of setting up mutually agreed-upon
procedures for.allocating, disbursing and accounting for the
use of such counterpart funds;

WHEREAS the amounts of such counterpart funds generated each
year under USAID financed assistance programs are expected t3
increase over tne 1985-~1990 period from present levels, whicnh
will necessitate flexible and responsive procedures for
allocation and use of counterpart funds;

WHEREFORE, the parties hereto agree as follows:
PART [--GENERAL

1. This Attachment, as detailed below, sets cut agreed
procedures for the allocation and disbursement of, and
accounting for counterpart funds generated in accordance with
the terms of various USAID-financed assistance programs in
Zambia. The provisions of this Attachment will apply to the
allocation and use of all counterpart funds generated under
Agreements entered into by USAID and the G.R.Z. after the
effective date of the letter to which this Attachment is
appended (unless otherwise provided for in the applicable
Agreement), and to counterpart funds generated under Agreements
in effect but not specifically allocated at the time this
Attachment becomes effective, unless otherwise agreed by the
parties. The reporting and accounting requirements of this
Attachment will be applied, to the maximum extent applicable,
to counterpart funds generated and specifically allocated prior
to the effective date of the letter to which this Attachment is
appended.



2. All counterpart funds within the scope of this :
Attachment will be deposited by the G.R.Z. in the special
account No. 846, entitled “1983 Maize Grant™ in the Bank
of Zambia in accordance with the terms and conditions of
the Agreement under which the funds are generated.
Insofar as counterpart funds generatians from more than
one Agreesment are to be deposited into the same special
account, the G.R.Z. will maintain separate records
reflecting clearly and unequivocably the sources of funds
deposited into the special account by Agreement number,
and by depositor.

3. It is the responsibility of the G.R.Z. Ministry of
Finance to ensure that all counterpart funds are depositead
in accordance with the governing Agreements, and in
accordance with the timetables for deposit of counterpart

funds specified in those Agreements.
PART II--ALLOCATIONS FOR AGREED PROJECTS/ACTIVITIES

4. Counterpzrt funds generated unaer USAID financed
assistdance programs to de used for economic cevelooment
puroases will only be allocated fcr use Hy mutual
agreement of the parties based on the submissionr and
review of specific project or activity propesals. In
cases in which the parties have agreed to general uses to
be made of the counterpart funds as part of the Agreement
under which the funds are generated, or by means c¢f some
other procramming document(s), the proposals for specifiz
use of the funds must fall within those agreed generi]
uses, uni2ss5 otherwise agreed by the pirties.

5. The organization or agency which is to be rasponsible
for carrying out a project/activity using counterpart
funds and for managing those funds shall submit to
USAID/Zambia a completed project/activity description
(Annex A) fully describing the project/activity, including
the project/activity rationale, its estimated cost and
duration, and cperational modalities. The proposal will
also be accompanied by a Special Provisional Warrant form,
for G.R.Z. budgetary purposes. Project/Activity
descriptions will reflect concurrence(s) in the proposal
by the applicable Ministry(ries) or O0ffice(s) in charge of
the originator's activities, and concurrence from the
Ministry of Finance. For the purposes of this Attachment,
the following Ministries/Qffices will provide concurrence
on proposals submitted by the following organizations and
agencies:



a) Ministry of Agriculture and Water QOevelopment:

ZADB ‘
USAID/GRZ ZATPID Project No 611-0075
USAID/GRZ ZAMARE Project No 611-0201
Allocations to MAWD itself;

b) Ministry of Cofoperatives:

Zambia Cooperative Federation (ZCF)
Primary Societies
Cooperatives

c) Office of Contingency Planning:
Allocations to Contingency Planning itself;
d) Ministry of Finance:

Qirect budget@ry support.

Other Ministries and/or QOffices, as may be agreed upon
subsequently, will provide concurrence for proposals for use
of counterpart funds by other organizations or agencies not
mentioned above.

6. Upon receipt of a project/activity summary from an
organization or agency for the use of counterpart funds, the
Ministry of Finance will, within fifteen (15) days, eitner
transmit the proposal to USAID/Zambia for
approval/non-approval, or return that project/activity
summary to the originating office detailing the reasons for
non-concurrence in the project/activity.

7. USAID/Zambia will review proposals submitted and will
notify the Ministry of Finance, by letter, within fifteen
(15) days, of approval or non-approval of the
project/activity, with a copy to the proposal's originator,

8. Upon receipt of notification from USAID/Zambia of
project/activity approval, the Ministry of Finance will
within seven (7) days release the funds from the special
account to the organization or agency responsible for
implementing the project/activity. Other than for purposes
of disbursing funds from the special account for such trust



funds maintained by USAID/Zambia, no disbursement of funds
shall be effected through any other mechanism other than the
one described in this Attachment.

9. In the event that a USAID-financed assistance Agreement
specifies that a certain amount or percentage of the
counterpart funds generated under the terms of that
assistance Agreement will be released to USAID/Zambia far
such purposes as may be needed to support the bilateral
Mission and its activities in Zambia (trust funds), the
funds specified in that Agreement will be promptly released
to USAIOD/Zambia upon written request to the Ministry of
Finance. ' ‘ '

PART III--EXPENDITURES OJF FUNDS

10. Once counterpart funds are released to an organization
or agency for an approved project/activity, the implementing
agency will need no further authorization to expend those
funds in accordance with the approved budget for the
project/activity., Expenditures b5y th2 implamenting ac2ngv
#1111 he made in accordance with estaslisned 53.8.7,
procedures or the established procedures of the implementinz
agency if it is a non-G.R,Z. entity. [In the event tnat
funds are made available to grganizations wnich are not
entities of the G.R.Z., the agreement between the §.R.I. and
that organization (the praoject/activity summary) will
contain appropriate language to ensure tnat the funds
provided will be used in accordance with tnis Attachment,
and tne Agreement under wnich the counterpart funds .w2-2
generated.

11, The users of counterpart funds may Xeep tnose funds in
appropriate account(s) in the bank 3r financial institution
of their choice.

12. Any interest that accrues to c¢rganizations or agencies
implementing projects/activities using counterpart funds as
a result of the terms of deposit of tnose funds will be
expended for the same general purposes as the original
counterpart funds, and the accounting theraof #ill be
reflected in the bi-annual reports prepared bHy the
implementing organization or agency.

13. Unless otherwise agreed by USAID and the G.R.Z., any
funds remaining uncommitted by an implementing agency by the
project/activity complietion date specified in their approvad
proposal will be refunded within thirty (30) days to the
special account.
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PART IV--REPORTS AND ACCOUNTING.

14. The Ministry of Finance will submit to USAID/Zambia, on
a monthly basis, copies of bank statements, and evidence of
all deposits and disbursements with regard to all
counterpart funds managed by it. In addition, the Ministry
of Finance will submit to USAID, on a bi-annual basis,
beginning with the date of effectiveness of this Attachment,
Summary Financial Status Reports (Annex C) detailing all
deposits to, and allocations and disbursements from the
special account.

15. The G.R.Z. will ensure that organizations .and agencies
implementing projects/activities financed from counterpart
funds special accounts prepare and submit bi-annual
comprehensive reports detailing and accounting for the
expenditure and use of such funds provided to them. These
reports will be prepared in accordance with the format(s)
contained in Annex (B) hereto and will be submitted to the
Ministry of Finance with a copy to USAID/Zambia. The G.R.Z.
agrees that the implementing agreements (project/activity
summaries) with all organizations that are not agencies of
the G.R.Z. will include provisions requiring the
implementing agency toc submit these bi-annual reports.

16. The G.R.Z. agrees that USAID, or its designated agents,
shali have the rignt at all reasonable times to audit and
inspect all documentation and records pertaining to the
allocation, use, and expenditure of, and accounting for
counterpart funds, and to inspect activitiss financed from
such funds. The G.R.Z. wiil ensure that these rights of
audit and inspection are fully understood by alil G.R.Z.
agencies implementing projects/activities financed frcm
counterpart funds and that these rights are agreed to and
included in all agreements with non-G.R.Z. implementing
agencies allocated counterpart funding.

17. In the case of any expenditure of counterpart funds
which is not supported by valid documentation in accordance
with this Attachment, or which is not made or used for
agreed purposes under this Attachment or the applicable
project/activity summary, the G.R.Z. agrees, upon the
request of USAID, to promptly redeposit into the appropriate
special account from non-USAID sources an amount equal to
the amount of funds which have been misused or whose use has
not been properly documented; such amount to be used
thereafter for agreed-upon development purposes in
accordance with this Attachment.
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18. For the purposes of ensuring that non-G.R.Z.
organizations have in place adequate financial management
and accounting procedures which will enable these
organizations to manage and account for counterpart funds
released to them in accordance with this Attachment, and the
Agreement under the terms of which the funds were originaliy
generated, the Ministry of Finance and USAID may jointly
agree for the G.R.Z. to contraclt with private accounting
firms to review those organization(s)' management ani
accounting procedures to determine the adequacy of thcse
controls, or for other purposes relating to the accounting
for and management of counterpart funds as may be agreed to
by USAID and the Ministry of Finance, which contracts will
be financed from counterpart funds resources.

19. The Ministry of Finance will designata specific
officials within that Ministry (a counterpart funds
Secretariat) to be responsible for all monitoring of tne
special account, and other counterpart funds issues, and for
providing the accountability detailed in this Attachment.

PART V--FINAL PROVISIONS

20. USAID and the Ministry of Finance will meet 2sericaiczily
as needed to discuss matters pertinant to this Attachmant.
The parties agree to appoint coordinators for counterpart
funds matters. .

21. No provision of tnis Attachment will be construed as
modifying or sup2rceding any o7 the terms and conditions of
any assistance Agreement wnicn requires tha gensaratiocn oF
counterpart funds. [n the event of a conflict cetws2en the
terms of this Attachment and tne terms of an Agreement wn:icn
requires the generation and deposit of counterpart funds
into a special account, the terms of the Agreement shall
prevail,

22. The procedures outlined in tnis Attachment may be
terminated by either party at any time upcn sixty (60) days
written notice. In the event these procedures are
terminated pursuant to this clause, the pravisigns heregf
will continue nevertheless to apply with respect to
caounterpart funds generated, deposited, or disbursed from
the special account prior to the effective date of
termination, unless otherwise agreed by the parties.

23. This Attachment, and the procedures outlined herein, are
effective as of tne date of the signature on the letter to
which this Attachment is appended of the duly authorized
individual signing on behalf of the Government of the
Republic of Zambia.
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ANNEX A

COUNTERPART FUNDOS PROJECT/ACTIVITY DESCRIPTION

Project/Activity Title

Description of Prcject/Activity:

Rationale for Project/Activity:

Estimated Project/Activity Cost:

“Project/Activity Duration: (to include date of last expendgiture
of funds)

Operational Modalities: (a description of which
office/department/board/organization will control the funds; in
which accounts the funds will reside; what the funds will be used
for;, procedures for expenditures; etc)

Reporting on Useaages of Funds: (agreement by the parent Ministry
or Uffice that the office i1n charge of the activity will subSnmit
bi-annual comprehensive reports accounting for funds made
available to them, to the Ministry of Finance with a copy to
USAIO/Zambia) .

Accountability: (statements indicating that the office in charge
of the activity agrees to keep the Ministry of Finance and
USAal0/Zambia appraised of the progress of implementation of tnis
activity, and that tne office in charge of the project/activity
agrees that USAID/Zambia retains the right to inspect and aulit
all records and documentation pertaining to this activity at any
reasonable time.)

Office in Charge of Activity:

GRZ Parent Ministry/Qffice Directly Responsible for Activity:

The assistance described herein is hereby requested from USAID
counterpart funds.
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For (Office in Charge of Activity)

title date.

Seen and Approved

for (Parent Ministry/Qffice)

title date

Authorised

For Ministry of Finance

titie date

Maximum length: 2 pages

Budget: (attached)

Spmecial Provisional Warranz: (attached)




ANNEX E

GENERATION OF LOCAL CURRENCY FOR FY 1986 ZAPS PROGRAM

The following tables provide information regarding the deposit
and disbursement of counterpart funds generated by the FY 1986
Zambia Auction Program Support Program.

DATE
MO/DA/YR

02/07/86

02/07/86
02/07/86
02/07/86
03/25/86
03/25/86
03/25/86
03/25/86
03/25/85
03/25/86
03/25/86
03/25/86
04/03/86
04/23/86
04/24/86
05/07/86
06/11/86
06/11/86
06/11/86
06/11/86
12/01/86
12/01/86
12/01/86
12/01/86

DEPOSITS OF LOCAL CURRENCY

DEPOSITS
KWACHA

5,830,700
5,979,950
5,731,200
6,368,000
3,437,725
3,358,125
6,974,950
6,865,500
6,646,600
6,328,200
6,746,100
6,477,450

© 3,407,875

3,417,825
3,407,875
3,472,550
6,994,850
6,965,000
3,512,350
3,472,550
4,675,000
5,160,000
5,755,000
6,150,000

REMARKS
$1.0m @ 5.83070
$l.0m @ 5.97995
$1.0m @ 5.73120
$1.0m @ 6.36800
$0.5m @ 6.87545
$0.5m @ 6.71625
$1.0m @ 6.97495
$1.0m @ 6.86530
$l.0m @ 6.64560
$1.0m @ 6.32820
$1.0m @ 6.74610
$1.0m @ 6.47745
$0.5m @ 6.81575
$0.5m @ 6.83565
$0.5m @ 6.81575
$0.5m @ 6.94510
$1.0m @ 6.99485
$1.0m @ 6.96500
$0.5m @ 7.02470
$0.5m @ 6.94510
$0.5m @ 9.35C00
$0.5m- @ 10.32000
$0.5m @ 11.51000
$0.5m @ 12.30000

CUMULATIVE
DEPOSITS

5,820,700
11,810,650
17,541,850
23,909,850
27,347,575
30,705,7C0
37,680,650
44,546,150
51,192,750
57,3%20,95¢C
64,267,050
70,744,500
74,152,375
77,570,200
80,978,075
84,450,625
91,445,475
98,410,475

101,922,825

105,395,375
110,070,375
115,230,375
120,985,375
127,135,375




USES_OF LOCAL CURRENCY GENERATIONS

1. K 30.0 Million - Fertilizer Procurement

These funds were loaned to' the National Agricultural Marketing
Board (NAMBOARD) for emergency procurement of fertilizer for
the FY 1986/87 cropping season.

2. K 50.0 Million - Rural Co-Operative Agricultural Credit
Scheme '

These funds were granted to the Zambian Cooperative Federation/
Financial Services (2CF/FS). Z2ZCF/FS will provide credit,
through cooperatives, for small scale farmers to procure
fertilizer. The additional credit was necessary in view of the
recent sharp increases in fertilizer prices that have occured
because of the reduction of subsidies on fertilizer.

3. K 5.1 Million - Comprehensive Agricultural Survey

The Comprehensive Agricultural Survey is a major survey that
will be done by the GRZ Central Statistical Cffice. wi
assistance by the U.S. Bureau of the Census and +=he Za
Project

Ly e}

A
m=TN
.rll

4, K 10.0 Million - Small Scale Znterorise

Funéds have been earmarked for use in rural small scale

enterprise development. These funds were pledjyed at a seminar

on SSE to be utilized once the GRZ can develop an acpropriace

preposal.

3. K 30.0 Million - Zambla Agricultural Training, PlLanning
and Institutional Develooment Project II (ZATPID) Il

These funds will be used in the implementation of the Mission's
ZATPID II Project.

TOTAL PROGRAMMING OF LCCAL CURRENCY = X 125.1 MILLION



ANNEX F

-- MACROECONOMIC DATA AND TABLES



TABLE II1l.1. Zambfa Balance of Payments, 1984-1989
(In Mi11lions of SORs)

1983 1984 1985 1986 1987 1988 1939 1990

[tem Actual Actual Est. esescvccccacaccsaProjectiongeccccccccea.
'..'......"--'-'...'.'--.'-.-----'---'----'-'-"-'--.-.-’-'--.’-".-'--.""-'-'.8"-1-"2228'II
Trade Balance 143 155 61 -50 -52 -62 <54 -39
Exgorts, fon 923 86l g2 g7 s 658 696 742

Ccpper 808 705 636 434 505 502 50C 498

Cobalt 35 77 87’ 35 32 37 42 a4

Other gs 79 79 88 95 119 154 200
Lmports, cif 1’ 105 7e 87 g 7 100 781

Project Related. and

Commodity Aid 265 226 261 255 266 278 291 klok]

Petroleum m 138 140 72 80 83 87 90

Other 349 342 340 3w 345 359 372 338
Net Services -334 -384 -40) -385 -379 =399 -405 -296

Interest Payments 236 270 306 kY| 333 368 385 i¢6

Other (net) -98 -114 -95 -44 -40 -3 -19 -9

eceiots 102 85 95 1CC 170 20 133 ' a4
Payments 260 193 130 144 150 152 182 132
unraquitted Transfers =17 _2 2 30 32 33 _3s 25

Private : -51 -50 =50 -45 -47 =30 -32 -£3

Cfficial. 33 52 N 1S 79 33 g7 el
Current Account -20€ =227 -319 =405 =406 -428 =424 -389
Non-menetary Capital -86 =217 -180 - &7 -146 -85 =58 -0

Putlic Sector (net) €6 -137 -178 =143 142 <113 =87 -33

Mining Company (net) -62 5 85 49 <0 40 2 G

Qther l/ : =94 -55 -7C 3 -34 -12 «12 -12
Overall 8alance -394 -444 =439 =502 =552 -513 -483 =429
Memorandum Items:

Copper Exports:

Volume ('000 MT) 570 541 475 465 S0C 300 £00 500

Price (SDR/MT) 1,418 1,303 1,339 1,941 1,010 1,004 1,000 236
Cobalt Exports:

-Volume (MT) 3,22¢ 3,872 3,8C0 3,000 3,600 4,000 4,400 4,400

Price (SDR/MT) ’ 10,839 19,886 22,899 11,5857 8,889 9,250 9,545 10,000
Non-Monetary Caoital(net) ¢ =122 -110 -120 -102 =73 -6 s

Distursements 231 174 230 190 198 206 214 222

Amortization 227 296 340 250 300 279 280 250
Current Account Balance as -

a Percentage of GOR -6.7% -8.5% -14.0% -35.8% - - - .-

1/ Includes Errors and Omissions, SOR allocation, and gold revaluation.
SCURCE: Bank of Zambia.



TABLE 111.2. Zambfa Balance of Payments Financing, 1984-1989
(In Millions of SDRs)

1983 1984 1985 1986 1987 1988 1989 1990

Item Actual Actual Est. cccvececcacana. Projectionsecccmccccanecac
Financing Required 294 444 499 502 552 S13 483 439
Financing Available 294 444 433 154 <246 -220 -186 -74
INF_(net) 6 74 .95 o .16 153 .7 -3

Purchases 174 148 0 158 36 0 0 0

CFF -- -- - 69 -- -- - -
Stand-by -- -- -- 35 -- -- -- --
Possible SAF - -- - 54 36 -- - -

Repurchases 114 74 95 148 181 153 97 39
Other Foreign Assets

(net) (increase = o) <11 1§  _0 0 20 -0 A9 210

Central Bank -- -- -- -20 =20 -10 -1C =10

Commercial Banks -- .- - =20 -- .- - --
Debt Rescheduling 293 an _0 897 _0 Q0 _0 _n

Scheduled Obligations 86 244 .- 327 - -- - -

Arrears 197 226 -- 570 -- -- -- --
Change in Arrears -8 -5 578 -713 -8l .51 79 -3

Incurrence/cash

reduction (-) 149 m 578 -143 -81 -25 -79 -25

Commercial Payments -50 25 14 18 -46 -25 -79 -25
Rescheduled Debt 38 25 205 -6 © - -- -- .-
Other External Debt 1/ 16 61 359 -15% =35 -- -- --

Rescheduled Arrears 197 226 -- 570 - -- - -
Financing Gap _0 _0 16 348 798 733 555 513
Exceptional Donor

Assistance: In place Q - 16 165 6% -- - --

Expected 2/ 118
Residual Gap 0 0 0 65 732 733 669 513
Cumulative Gap 0 0 0 65 797 1,530 2,199 2,712

1/ Other External Debt Arrears in 1987 includes payments to Standard Chartered Bank of SOR 15
million and the oil facility of SOR 20 million.

2/ For 1986, additional financing is expected as follows: IMF, SDR 35 million; World Bank, SOR
53 million; and Commercial Bank Borrowing, SDR 30 million.

SOURCE: Bank of Zambia.



TABLE I1l.3.

Zambia Balance of Payments, 1984-1989
(In Mt11ions of SORs)

SOURCE: Bank of Zambia.

1983 1984 1988 1986 1987 1988 1989 1990
{tem Actual Actual ~  Est. ceccccccccanceProjectiogngcccccccccccea.

SS0S88SY a8 s L J sEs Lttt E 2 ERES S )

Sources of FX 1,469 1,320 1,214 1,413 1,121 1,068 1;130 1,201
Exports 928 861 802 807 632 658 696 742
Service Receipts 102 85 95 100 no 121 133 146
Official Transfars 34 52 n 75 79 83 87 91
Loan Jisbursements 23 174 230 190 198 206 214 222
INF Purchasas 174 148 0 158 26 0 0 0
Exceptional Donor Ass. 0 0 16 283 66 0 0 0

Uses of FX, Excluding .

Debt Service: 1,137 1,035 1,051 833 982 944 927 1,010
Imports 785 70§ 741 657 691 720 750 bR
Non-[nterest Service ‘ ’

Payments 200 199 190 144 150 152 152 152

Private Transfers 1 S0 50 45 47 50 52

Non-Amortizatiscn

Components of

Non-Mgnetary Capital S0 95 70 -3 84 12 13 12

Aceumylation of

Foreign Assets 11 =15 0 40 20 2 1, 0
8alance Excluding Qebt

Service [ ozs 13 Mz 1es j2e s e

Scheduled Debt Service 577 640 13 779 820 300 742 879
Interest 236 270 306 - M 339 €8 288 3
Amortization 227 296 40 290 300 279 250 28]
IMF Repurchases 114 74 95 148 181 153 97 3¢

2alance Includinag Jent
Service -245 -35¢% -378 -357 -85 -375 =550 -233

Cebt Rescheduling 293 470 0 897 0 0 0 0

Change in Arrears -48 -115 573 -713 -81 =57 -79 =28

Expost Balance 0 0 0 -65 732 <733 -669 -513

Cumulative Expost Balance 0 0 ) -65 -797  -1,530 -2,199 -2,72

Debt Service Ratios: (% of Exparts of Goods and Services)

Scheduled 56.0 87.7 82.6 110.2 110.5 102.7 1 99.6 76.5
After Relief{Scheduled) 46.7 41.9 82.6 63.9 110.5 102.7 89.6 76.5
After Relief & Arrears 32.2 3041 . 18.2 84.2 121.4 110.0 99.2 79.3



TABLE IIl.4. Zambia Central Government Finances, 1983-1988
(Kwacha Millions)

1983 1984 1985 1986 1987 1988

[tem Actual  Actual Prelim, Est. -Projections-
Revenue & Grants 1,069 1,161 1,692 3,349 4,517 5,133
Tax Revenues 941 991 1,385 2,570 3,579 4,065
Non-Tax Revenues 75 101 151 270 259 253
Grants . 53 69 - 156 510 680 816
Total Expgnditure 1,389 1,547 2,897 6,341 5,777 6,030
Current Expenditure 1,191 ~ 1,281 2,232 4,465 4,585 4,972
0f Which:

Interest 194 235 789 2,045 2,109 2,411
Foreign 46 72 452 1,587 1,513 1,816
Domestic 148 163 337 458 596 596
Subsidies _ 82 89 210 486 250 0
Capital Expenditure 154 215 309 422 549 778
Net Lending 44 51 147 302 170 160
Exceptional Expenditure 0 0 209 1,153 37 100
Overall Qeficit 320 386 1,205 2,992 1,259 896
Finanqing : 320 386 1,205 2,107 -1018 . =149

Change in Arrears
(increase +) 9 40 467 -206 -956 -809
External (net) 101 59 169 -703 -1,1% -1,037
Gross 154 128 196 570 760 2,825
Amortization 53 69 2b 1,273 1,551 3,962
Domestic (net) 196 287 484 125 350 . 350
Bank (net) 115 189 440 65 295 255
Non-Bank (net) . 81 98 45 60 56 56
Debt Relief 14 0 0 769 0 0
Exceptional Finance 0 0 85 2,122 779 0
Financing Gap 0 0 0 885 2,277 2,392

Memorandum [tems:
Deficit as % of GDP

Excluding Grants 15.2 8.9 15.5 36.1 15.0 10.7
Including Grants 13.0 7.6 13.7 30.9 9.8 5.6
Debt Service as % of GDP 10.0 6.0 9.2 34.2 31.4 39.9
External 4.0 2.8 5.4 29.5 26.8 36.2
Internal 6.0 3.2 3.8 a.7 4.6 3.7
Subsidies as % of GOP 3.3 1.7 2.4 5.0 1.9 0.0

SOURCE: Ministry of Finance and the Balance of Payments.
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TABLE III.95. Distribution of Central Government Revenue,

Expenditure And Financing

(Percentages) ‘
- 1983 1984 1985 1986 1987 1983
[tem Actual “Actual Prelim. Est. -Projections-
Revenue & Grants 100.0 100.0 100.0 100.0 100.0 100.0
Tax Revenues 88.0 85.4 81.9 76.7 79.2 79.2
Non-Tax Revenues 7.0 8.7 8.9 8.0 5.7 4.9
Grants 5.0 5.9 9.2 15.2 15.1 15.9
Total Expenditure - 100.0 100.0 100.0 100.0 100.0 100.0
Current Expenditure 85.7 82.8 77.0 70.4 79.4 32.4
Of Which: .
Interest 14.0 15.2 27.2 32.3 36.5 40.0
Foreign 3.3 4.7 15.6 25.0 26.2 20.1
Domestic 10.7 10.5 11.6 7.2 10.3 8.9
Subsidies 5.9 5.8 7.2 7.7 4.3 ¢.0
Capital Expenditure 11.1 13.9 10.7 6.7 11.2 12.9
Net Lending 3.2 3.3 5.1 4.8 2.9 3.0
Excentional Exnenditure 0.0 0.0 7.2 18.2 6.5 V.7
Overall Deficit |
Financing 160.0 100.0 100.0 100.0  -189.0 -122.3
Change in Arrears :
(increase +j 2.8 10.4 38.7 -3.8 -83.§ -54.1
External (net) _31.6 15.3 14.0 -33.4 -117.0 -69.3
Grass 487 33.2 16.2 1. 74.7 195.9
Amcrtization -16.6 -17.9 -2.2 -50.4 -191.7 -253.9
‘Comestic (net) 61.3 74.4 40.2 5.0 34.2 D)
8ank (net) 35.9 §3.0 36.5 3.7 29.0 T3,
Non-Bank (net) 25.3 25.4 3.7 2.8 5.5 3.7
Dabt Relief 4.4 0.0 0.0 36.5 0.0 0.0
gxceptional Finance 0.0 Q.0 7.0 100.7 76.5 0.0

SOURCE: Calculated from TABLE I[I.4.



TABLE I11.6. Central Government Revenue and Expenditure
as a Percent of GOP
(Percentages)

1983 1984 1985 1986 1987 1988

Item Actual Actual Prelim. Est. -Projections-
F 3ttt 1ttt ittt ittty i i i -t s 1ttt ittt ittt Rttt k-t it 2ttt
Revenue & Grants 43.6 22.7 ° 19.3 34.6 35.0 32.2
Tax Revenues - 383 19.3 15.8 26.5 27.7 25.5
Non-Tax Revenues 3.1 2.0 1.7 2.8 2.0 .6
Grants 2.2 1.3 1.8 5.3 5.3 5.1
Total Expenditure 56.6 30.3 33.0 65.5 44.7 37.8
Current Expenditure . 48.5 25.1 25.4 46.1 35.5 31.
Of Which:
Interest 7.9 4.6 3.0 21.1 16.3 15.1
Foreign 1.9 1.4 5.1 16.4 11.7 11.4
Domestic 6.0 3.2 3.8 4,7 4.6 3.7
Subsidies 3.3 1.7 2.4 5.0 1.9 0.0
Capital Expenditure 6.3 4.2 3.5 4.4 5.0 4.9
Net Lending 1.8 1.0 1.7 3 1.3 [
Exceptional Expenditure 0.0 0.0 2.4 1.9 2.9 .5
Overall Deficit 13.0 7.6 13.7 30.9 9.8 5.6

SOURCE: Calculated from TABLE III.4,



TABLE IV.l: Monthly Consumer Price Index,
Nominal and Deflated Exchange Rate
(Base = September, 1985)

CONSUMER NOMINAL DEFLATED
PRICE EXCHANGE EXCHANGE

DATE INDEX RATE RATE
Sep 85 100.00 2.25 2.25
oct 85 108.41 5.09 4.69
Nov 85 116.14 5.05 5.21
Dec 85 124.72 5.74 4.60
Jan 86 129.95 5.94 4.57
Feb 86 134.90 6.58 4.88
Mar 86 139.05 6.88 4.95
Apr 86 140.48 6.94 4.94
May 86 144.38 7.11 4.92
Jun 856 145.41 7.35 3.53
Jul 86 151.27 6.88 4.54
Aug 85 154.17 5.88 3.81
Sep 86 157.14 6.59 ° 4.19
Oct 85 160.16 8.54 5.33
Nov 85 153.24 11.90 7.29

Note: CPI for August 86 through November-86
is estimated based on June to July
Movement.

Source: Bank of Zambia
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TABLE IV.2: Summary of Auction Results,
Rates, Amounts Bid and Sold, Excess Demand
and Average Amount Bid, By Auction

~ AVERAGE
AUCTION AMOUNT AMOUNT EXCESS AMOUNT
NO. DATE RATE BID SOLD DEMAND BID

(Millions) (Millions) (Millions) (Thousands)

e e o e Y A e et e T W SR WD D ey e e R e e P S S SR R D M e mE Sae e T ST T Y S T L P S G T S S e D
R At 2 s 3 - 2 ¢ 2 4+ - - - - - - - - K-

0 Sep-85 2.25 NA NA NA NA

1 11-0Oct-85 5.01 17.00 4.60 12.40 56.85
2 18-0ct-85 6.10 NA 5.00 NA NA

3 26-0Oct-85 7.00 NA 5.20 NA NA

4 02-Nov-85 6.44 NA 7.50 . NA NA

5 09-Nov-85 - 6.25 " NA 6.10 NA NA

6 16-Nov-85 6.03 NA NA NA NA

7 23-Nov-85 5.80 NA 3.96 NA NA

8 30-Nov-85 5.75 NA 4.16 NA NA

9 07-Dec-85 5.74 NA 4.18 NA NA
10 14-Dec-85 5.75 NA 4,55 NA NA
11 2l -Dec-85 5.77 NA 4,28 NA NA
12 28-Dec-85 5.70 NA 3.51 NA NA
13 04-Jan-856 5.76 5.01 4.59 0.42 42.82
14 l1-Jan-86 5.86 5.36 4.08 1.28 32.63
15 18-Jan-86 6.01 6.65 3.30 3.35 28.41
16 25-Jan-86 6.40 10.18 4.70 5.48 32.94
17 0l-Feb-86 6.36- 6.48 6.06 0.42 22.57
18 08-Feb-86 6.51 7.22 3.87 3.35 28.42
19 15-Feb-86 6.68 6.65 5.17 1.48 23.66
20 22-Feb-86 6.78 11.06 9.04 2.02 36.38
21 0l-Mar-86 7.01 10.20 5.36 4,84 33.233
22 08-Mar-86 5.90 7.72 5.85 1.87 26.89
23 14-Mar-86 6.75 7.44 5.62 1.82 30.24
24 22-Mar-86 6.91 ~10.80 8.77 2.03 30.25
25 29 -Mar-86 65.85 8§.26 7.40 0.86 42.57
28 05-Apr-86 6.87 8.30 7.24 1.05 32.15
27 12-Apr-86 65.98 9.31 3.65 5.66 37.84
28 19-Apr-86 7.06 11.42 8.63 2.79 41.83
29 26-Apr-86 6.98 8.84 6.81 . 2.03 31.45
30 03-May-86 7.G0 7.17 6.45% 0.72 30.38
31 l10-May-86 7.03 8.92 7.57 1.35 32.55
32 17-May-86 7.11 10.56 3.68 6.88 35.55
33 24-May-86 7.23 7.02 3.79 3.23 25.16
34 31-May-86 7.31 10.11 7.28 2.83 32.09
35 05-Jun-86 7.26 7.25 3.98 3.27 22.79
36 14-Jun-86 7.32 11.09 6.96 4.13 27.93
37 21-Jun-86 7.39 13.73 9.58 4,14 35.84
38 28-Jun-86 7.51 13.78 8.48 5.29 34.11
39 05-Jul-86 7.71 16.63 9.13 7.49 32.10

40 12-Jul-86 8.07 15.36 . 9.30 6.05 34.05

e
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TABLE IV.2: Summary of Auction Results,
Rates, Amounts Bid and Sold, Excess Demand
and Average Amount Bid, By Auction

(continued)
AVERAGE
AUCTION AMOUNT AMOUNT EXCESS AMOUNT
NO. DATE RATE BID SOLD DEZMAND BID

(Millions) (Millions) (Milliens) (Thousands)

-+t -ttt - L -2t P X - -t Tt T >t E F 2t F - P - - F 1 - F T+ TR

41 19-Jul-86 5.03 16.57 4.21 12.35 41.84
42 26-Jul-86 6.08 23.66 9.55 14.10 39.42
43 02-Aug-86 5.01 26.00 22.77 3.23 34.12
44 09 -Aug-86 5.35 19.47 12,25 7.21 36.70
45 l6-Aug-86 5.76 . 17.90 7.95 9.94 33.02
48 23-Aug-86 6.26 19.73 5.34 14.39 31.66
47 30-Aug-86  6.87 21.92 11.44 10.47 31.67
48 06-Sep-86 7.00 24.32 15.06 9.25 35.98
49 13-Sep-86 3.64 14.40 13.16 1.24 34.28
50 20-Sep-86 6.37 1l6.31 4.59 11.71 33.55
51 27-Sep-86 7.09 20.12 7.52 12.60 33.09
52 04-Oct-86 7.64 22.79S 7.09 16.69 33.131
53 11-0Oct-85% 8.30 24.29 6.47 17.82 31.351
54 18-0Oct-86 9.35 24.06 4.07 19.995 32.A85
S5 23-0ct-86 10.32 17.28 5.58 11.70 34.31
56 0l-Nov-86 1ll.51 15.34 $.50 9.83 2335
57, 08-Nov-86 12.30 13.70 5.65 8.C4 31.05



AUCTION
NO.

SN o eWwNH+HO

10
11
12
13
14
15
16
17
18
19
20
21
22
23
25
24
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40

TABLE IV.3

Summary of Auction Results,

Rates and Bids, By Auction

DATE

18-0ct-85
26-0ct-85
02-Nov-85
09-Nov-=-85
16-Nov-85
23-Nov -85

30-Nov-85
07-Dec-85
l4-Dec-85
2l -Dec-85
28-Dec=-85
04-Jan-86
ll1-Jan-86
18-Jan-85
25-Jan-86
0l-Feb-86
08-Feb-86
15-Feb-86
22-Feb-86
0l-Mar-85
08-Mar-86
l4-Mar-86
22-Mar-86
29 -Mar -86
05S-Apr-86
12-Apr-86
19-Apr-86
26 -Apr-86
03-May-86
l10-May-86

17-May-86

24-May-86
31-May-86
05-Jun-86

14-Jun-86
21-Jun-86
28-Jun-86
05-Jul-86
12-Jul-86

RATE

2.25
5.01
6.10
7.00
6.44
6.25
6.03
5.80

5.75

5.74
5.75
5.77
5.70
5.76
5.86
6.01
6.40
6.36
6.51
6.6%2
6.78
7.01
6.90
6.75
65.91
6.85
6.87
6.98
7.06
6.98
7.00
7.03
7.11
7.23
7.31
7.26

7.32
7.39
7.51
7.71
8.07

NO. OF
BIDS

NA
299
397
345
263
234
229
234

205
187
201
172
101
117
164
234
309
287
254
281
304
301
287
246
357
194
258
246
273
281
236
274
297
279
315
318

397
383
404
518
451

NO. OF
SUCCESS

NA
94
137
186
241
180
195
213

166
169
180
160
100
106
105
102
151
260
143
205
191
131
141
143
253
173
216
171
176
196
200
235
148
153
247
170

244
269
136
166
171

PERCENT
SUCCESS

72,95%
62.83%
43.52%
49.13%
58.13%
70.87%
89.18%
83.72%
69.51%
64.47%
69.75%
84.75%
85.77%
49.83%
54.84%
78.41%
53.46%

61.46%
70.23%
33.6€%
32.05%
37.92%

-



AUCTION

NO.

TABLE IV.3:

DATE

PERCENT
SUCCESS

41
42
43
44
45
46
4?7
48
49

Source:

19-Jul-86
26~-Jul-86
02-Aug-86
09-Aug-86
16-Aug=-86
23-Aug-86
30-Aug-86
06-Sep-86

~ 13-Sep-86

20-Sep-86
27-Sep~-86
04-Cct~-86
11-0Oct-~86
18-0ct-854
23-0ct-86
NDl-Nov~26
08 -Nov~S6

Summary of Auction Results,
Rates and Bids, By Auction
(continued)
NO. OF NO. OF
RATE BIDS SUCCESS
5.03 396 82
6.08 6G0 155
5.01 762 636
5.35 503 331
5.76 542 220
6.26 623 175
6.87 692 290
7.00 676 573
5.64 420 371
6.37 486 123
7.09 608 169
7.64 714 174
8.30 771 130
9.35 736 127
10.32 465 86
11,52 519 121
12.30 441 112

Bank of zZambia

"BEST AVAILABLE COPY

20.71%
25.83%
83.46%
65.81%
40.59%
28.09%
41.91%
84.76%
88.33%

25.31%
27.80%
24.37%
16.86%
17.26%

o,



TABLE IV.4: Summary of Auction Results,
Rates, High and Low Bids, and Bid Ranges, By Auction

AUCTION HIGH LOW
NO. DATE RATE BID BID RANGE
-+ I+ t t ¢ttt tt 2ttt r it rrtr::i:r:r:zi
0 Sep-85 2.25
1 11-Oct~-85 5.01 15.00 2.75  12.25
2 - 18-Oct-85 6.10 12.00 3.11 8.89
3 26-0Oct -85 7.00 . 9.15 2.40 6.75
4 02-Nov=-85 6.44 9.00 4.60 4.40
5 09 -Nov-85 6.25 8.51 4.22 4.29
6 16-Nov-85 .  6.03 7.50 3.30 4.20
7 23-Nov-85 5.80 7.50 4.22 3.28
8 30-Nov=-85 5.75 7.05 5.00 2.05
9 07-Dec-85 5.74 7.00 4,52 2.48
10 14-Dec-85 5.75. 6.65 5.50 1.15
11 21-Dec-85 5.77 7.05 5.60 1.45
12 28-Dec-85 5.70 6.65 5.60 1.05
13 04-Jan-86 5.76 6.50 4.95 1.55
14 11-Jan-86 5.86 6.50 4.52 1.98
15 18-Jan-86 6.01 7.50 4.52 2.98
16 25-Jan-86 6.40 7.50 4.52 2.98
17 0l-Feb-86 6.36 7.50 4.00 3.50
18 08-Feb-86 6.51 7.11 4.00 3.11
19 15-Feb-86 6.68 7.15 6.00 1.15
20 22-Feb-86 6.78 7.50 5.05 2.45
21 0l-Mar-86 7.01 7.50 5.5 1.96
2 08-Mar -86 6.90 8.00 6.00 2.00
23 l4-Mar-86 6.75 9.50 6.00 3.50
24 22-Mar ~86 6.91 7.65 6.00 1.€5
25 ~ 29-Mar -86 6.85 7.60 6.00 1.60
26 05-Apr-86 6.87 7.60 6.50 1.10
7 12-Apc-86 6.98 7.50 4.50 3.00
28 19-apr-86 7.06 7.50 6.50 1.00
29 26-Apr -86 6.98 7.50 4.50 3.00
30 03-May-86 7.00 7.50 5.50. 2.00
3l 10-May-86 7.03 7.50 7.00 0.50
32 17-May-86 7.11 7.50 5.50 2.00
33 24 -May -86 7.23 8.00 6.25 1.75
34 31-May-86 7.31 8.00 6.50 1.50
35 05-Jun-86 7.26 7.75 6.51 1.24
36 14-Jun-86 7.32 7.65 7.10 0.55
37 21-Jun-86 7.39 7.61 5.00 "2.61
38 28-Jun-86 7.51 7.70 5.50 2.20
39 05-Jul~-86 7.71 8.10 5.50 2.60
40 12-Jul-86 8.07 9.00 5.50 3.50



TABLE IV.4: Summary of Auction Results,
Rates, High and Low Bids,.and Bid Ranges, By Auction

(continued)

AUCTION HIGH LOW ,
NO. . DATE RATE BID BID RANGE
41 19-Jul~-86 5.03 9.51 5.00 4.51
42 26-Jul-86 6.08 9.53 - 4.0l 5.52
43 02-Aug-8§ 5.01 9.10 5.01 4.09
44 09 -Aug-86 5.35 7.53 4.01 3.52
45 16-Aug-86 5.76 6.85 4.50 2.35
46 23-Aug-86 6.26 6.85 5.00 1.85
47 30-Aug-86 6.87 7.75 5.00 2.75
48 06-Sep-86 7.00 7.99 5.00 2.99
49 13-Sep-86 5.64 8,01 5.00 2.0L.
50 20-Sep-86 6.37 7.83 4.50 3.33
51 27-Sep-86 7.09 8.00 5.10 2.90
52 04-0Oct-356 -~ 7.64 8.11 5.04 3.07
53 11-Oct-85 8.30 8.56 5.50 3.06
54 18-0ct-85 9.35 10.25 5.06 5.19
55 23-0ct -85 10.32 11.51 5.50 6.01
56 0l-Nov -85 11.51 12.50 6.00 5.50
57 08 -Nov=-86 12.30 ° 13.15 6.C0 7.13

Source: Bank of Z2ambia
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TABLE IV.5: Use of Foreign Exchange from

Auctions 1 through 24

Use

A. Consumer Goods

Food Products
Beverages & Tobacco
Soap & Detergents
Medical &
Pharmaceutical
Textiles
Paper & Paper Products
Miscellaneous

B. Intermediate Goods

Beverages & Tobacco
Ferilizers & Pesticides
Petroleum Products
Rubber Manufactures
Textiles

Other Chemical Mat.
Paper Products

Building Materials

Soap & Detergents

Other

C. Machinery &

Equipment

Machinery

Transport Equipment
Electrical Equipment
Other

D. Miscellaneous

E. Services

TOTAL

SOURCE: Bank of Zambia

Amount

($ 000's)

9,339.8

1,537.1
189.2
788.7

1,531.3

805.8
2,572.2
1,915.5

42,186.3

3,232.4

986.2
4,525.0
3,614.2
5,416.1
6,910.1

609.3
5,609.1
3,172.5
8,111.4

34,529.5

17,984.8
11,011.3
2,886.6

2,646.8
6,673.7
15,825.7

108,593.1

Percentage
Distribution
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