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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA 

FROM : AFR/PD, Carol Peasley lr 
SUBJ : Zambia Auction Program suppdrt Program ( 611-0757), 

Amendment to Program Assistance Approval Document 

PROBLEid: 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 12-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, you approved an 
additional $2 million grant. for ZAPS and extended the delivery 
period thaough 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 G3Z 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 ssveral 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, i t  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 centerpiece of the GHZ policy reform.program--both to 
improve its chances for success and to encourage similar 
seasures in other countrizs. 

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 
exchange introduced b y  the auction are supportive of other 
inission programs in the agricultural sector and regional 
development efforts for Southern Africa. 

The attacned ZAPS PXAD amendne~t provides justification for a 
$20 million untied cash transfer to the S 3 Z  for continuing 



support -to the auction. The facesheet requests approval for 
$12,215,000, which is the amount currently available for 
obligation. If 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 be auctioned through the 

current auction program. The mission will retain the 
authority, provided in the original PAAD, to adjust the 
disburkement rates if, at a later date, circumstances warrant 
that a different rate would be more appropriate. In 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 were 
discussed and resolved as follows: 

1. Local currency programminq. The PAAD amendinent 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-budget 
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 budgec 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 estinated fiv? percent of total 
GXZ 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 betjer seac at the 
policy dialogue table (e.g., by affording AID a role in 
influencing 13RD-c2Hb decisio~~s on the make-up of the core G R Z  
budget . 



-- Programming local currency on a sectoral basis, as opposed 
to projectizing it, would raise the mission's inanagement 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 ZCPR 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. G2Z 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 generated 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 oblig'ate 
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. 



Congress-ional 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. 

APPROVED 

DISAPPROVED 

DATE 112 /Q? 



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

Clearances: 

AFR/PD/SA, WStickel (draft) 
AFR/SA, RCarlson (draft) 
AFR/SA, RThompson (draft) 
AFR/DP, JPatterson (draft) 
AFx/DP, LRosenberg (draft) 
AFR/CONT, TRattan (draft) 
GC/AFR, M ~ K l e i n  jan . .' , -  
DAA/AFR/ESA, ~ ~ a i e r ~ m ~  
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A. - T i t l e :  FY 1987 Zambia Auc t ion  Program S u p p o r t  Program 

B. Amount: US $20,000,000 (Twenty M i l l i o n  D o l l a r s )  

C. Revised  LOP: US $37,000,000 (Th i r ty -Seven  M i l l i o n )  

D.  Term of  t h e  Program: Twelve Months 

E. Type o f  Funding: Economic S u p p o r t  Fund G r a n t  

F. R a t i o n a l e  f o r  Cont inued  U.S. A s s i s t a n c e  

The j u s t i f i c a t i o n  f o r  t h e  FY 1987 Zambia Auc t ion  Program 
S u p p o r t  (ZAPS) Program is based  upon: (1) t h e  need t o  a s s i s t  
Zambia t o  wea the r  its c u r r e n t  economic c r i s i s ,  e s p e c i a l l y  i n  
terms o f  a l l e v i a t i n g  t h e  s h o r t a g e s  of  f o r e i g n  exchange  w h i c h  
a r e  " s t r a n g l i n g n  t h e  Zambian economy; ( 2 )  t h e  d e s i r a b i l i t y  of 
s u p p o r t i n g  t h e  G R Z ' s  comprehens ive  economic p o l i c y  r e fo rm 
p r o c e s s ,  and s p e c i f i c a l l y  t h e  r e fo rm of  i t s  f o r e i g n  exchange 
sys t em w h i c h  is t h e  c e n t e r p i e c e  of t h e  t h e  G!?Z p o l i c y  r e f o r m  
program; ( 3 )  t h e  demons t r a t ed  e f f e c t i v e n e s s  of  t h e  F Y  1986 
ZAPS Program i n  d e l i v e r i n g  t h e  q u i c k  d i s b u r s i n g  b a l a n c e  of  
payments a s s i s t s n c e  which t h e  GRZ d e s p e r a t e l y  r e q u i r e s ;  and ( 4 )  
t h e  f a v o r a b l e  s p i n o f f s  of t h e  FY 1985 ZAPS Pzogram on o t h e r  
Miss ion  programs i n  t h e  a g r i c u l t u r a l  s e c t o r  and f o r  r e q i o n a l  
deve lopment  i n  S o u t h e r n  A f r i c a .  

G. Proaram D e s c r i ~ t i o n  

The ZAPS Program is d e s i g n e d  t o  a d d r e s s  Zambia ' s  c u r r e n t  
economic c r i s i s  which h a s  been c a u s e d  by t h e  combined e f f e c t s  
of  a  p ro longed  p e r i o d  o f  m i s a l i g n e d  economic p o l i c i e s ,  a  
long- te rm d e c l i n e  i n  t h e  p r i c e  o f  c o p p e r ,  d e c r e a s i n g  c o p p e r  
p r o d u c t i o n  and r e s e r v e s ,  and a  growing  e x t e r n a l .  d e b t  burden .  
The FY 1987 ZAPS Program p r o p o s e s  t o  make a  $20.0 m i l l i o n  
u n t i e d  c a s h  t r a n s f e r  g r a n t  t o  t h e  Government o f  Zambia f o r  t h e  
p u r p o s e s  of  p r o v i d i n g  b a l a n c e  o f  payments a s s i s t a n c e  t o  h e l p  
meet t h e  immediate  f o r e i g n  exchange needs  of  t h e  economy. 
These  f u n d s  w i l l  be d i s b u r s e d  th rough  t h e  G R Z 1 s  f o r e i g n  
exchange  a u c t i o n  which h a s  been e s t a b l i s h e d  t o  i n t r o d u c e  marke t  
f o r c e s  i n t o  t h e  d e c i s i o n s  a f f e c t i n g  t h e  a l l o c a t i o n  and p r i c i n g  
of  f o r e i g n  exchange.  From a l o n g e r - t e r m  p e r s p e c t i v e ,  t h e  FY 
1987 Program, th rough  i ts s u p p o r t  f o r  t h e  a u c t i o n  sys t em,  is 
p r o v i d i n g  c r i t i c a l  s u p p o r t  f o r  t h e  wide r ange  o f  economic 
r e fo rms  adop ted  by t h e  GRZ which a r e  aimed a t  r e s t r u c t u r i n g  
Zambia 's  economy t o  r e d u c e  t h e  economy's  dependence  on t h e  
e x t r a c t i v e  s e c t o r  and t o  d e v e l o p  t h e  b a s i s  f o r  economic growth  
i n  o t h e r  s e c t o r s .  Key e l e m e n t s  f o r  t h e  s u c c e s s  of  t h i s  
r e s t r u c t u r i n g  e f f o r t  a r e :  (1) t h e  a b i l i t y  of  t h e  GRZ t o  
i n t r o d u c e  t h e s e  r e f o r m s  a s  a comprehens ive  package ,  r a t h e r  t h a n  
i n  a n  ad hoc o r  p i ecemea l  f a s h i o n ;  and ( 2 )  some e x t r a o r d i n a r y  
measures  f o r  d e b t  r e l i e f  i n  t h e  n e a r  f u t u r e .  

, .. 



 his y e a r ' s  a c t i v i t y  b u i l d s  upon f h e  d u c c c s s f u l  1986 Program. 
L a s t  y e a r ' s  ZAPS Program h a s  proven t o  be a q u i c k  and e f f i c i e n t  
d e l i v e r y  mechanism f o r  d i s b u r s i n g  a s s i s t a n c e  t o  t h e  GRZ. The 
f i r s t  t r a n c h e  o f  $15.0 m i l l i o n  was d i s b u r s e d  o v e r  21 w e e k s  and 
t h e  second t r a n c h e  of  $2.0 m i l l i o n  i n  a l i t t l e  over  6 w e e k s .  
Cor respond ing  t o  t h i s  d i s b u r s e m e n t  of  f o r e i g n  exchange,  n e a r l y  
K125 m i l l i o n  i n  l o c a l  c u r r e n c y  h a s  been g e n e r a t e d  a n d ,  of t h i s ,  
K8O m i l l i o n  h a s  been programmed and r e l e a s e d .  While i t ' s  s t i l l  
t o o  e a r l y  t o  t u r n  i n  a  s c o r e c a r d  on t h e  ZAPS Program, t h e  
i n i t i a l  i n d i c a t i o n s  a r e  f a v o r a b l e  -- t h e  p r e v i o u s l y  o v e r v a l u e d  
kwacha h a s  d e p r e c i a t e d  82% a g a i n s t  t h e  d o l l a r  s i n c e  October  
1985;  and t h e  p r i v a t e  sector is  g e t t i n g  much more a c c e s s  ( a n  
e s t i m a t e d  50% of  a l l  a u c t i o n  f u n d s )  t o  f o r e i g n  exchange t h a n  
p r i o r  t o  t h e  i n t r o d u c t i o n  of  t h e  a u c t i o n  sys tem.  

The d e s i g n  of  t h e  FY 1987 ZAPS Program is o n l y  s l i g h t l y  
d i f f e r e n t  t h a n  last  y e a r ' s  program. F i r s t ,  t h e  GRZ has 
i n c o r p o r a t e d  new a d m i n i s t r a t i v e  measures  d e s i g n e d  t o  r educe  t h e  
demand f o r  f o r e i g e  exchange.  Second, USAID/Zarnbia and t h e  G a Z  
have n e g o t i a t e d  new p r o c e d u r e s  f o r  t h e  u s e  of  l o c a l  c u r r e n c i e s  
g e n e r a t e d  by ZAPS and o t h e r  A . I . D .  a c t i v i t i e s  w h i c h  w i l l  be 
used t o  proqram c o u n t e r p a r t  funds  t h i s  y e a r .  

Program I r n ~ l e m e n t a t i o n  

The p a r t i c i p a t i n g  i n s t - i t u t i o n s  and c o u n t r i e s  a t e :  U S A I C / Z ~ T ~ ~ ~ ,  
G R Z ,  adnk of Zambia, IHF, t h e  World Bank, Swedsn, West Gernany,  
U . K . ,  S w i t z e r l a n d ,  J a p a n ,  and t h e  N e t h e r 1 a r . c ~ .  T h e  GRZ 
implement in^ Agency is t h e  Bank of Zzmoia es d e s i 3 n a t e a  by t h e  
M i n i s t r y  of F inance .  

T h e  i ; ; lp lenen%at ion  of t h e  FY 1937 ZA?S Program x i 1 1  begin. .si'1?, 
a F inanc ing  Reques t  (FR) s i g n e d  by USAID/Zambia and t h e  G 4 Z  foc  
t h e  f u l l  a u t h o r i z e d  amount of t h e  Amendment. T h e r e a f t e r ,  
e v e r y  f o u r  w e e k s  USAID/Zarnbia w i l l  r e q u e s t  AID/W t o  i n s t r u c t  
t h e  F e d e r a l  Reserve  Bank t o  make $500,000 p e r  w e e k  a v a i l a b l e  t o  
t h e  GRZ e v e r y  Monday, f o r  t h e  upcoming f o u r  w e e k  p e r i o d .  T h e  
GRZ w i l l  u s e  these funds  f o r  t h e  n e x t  weekly a u c t i o n .  Local  
c u r r e n c y  d e p o s i t s  e q u i v a l e n t  t o  130% of t h e  b i d  v a l u e  of t h e  
f o r e i g n  exchange r e q u e s t e d  i n  t h e  a u c t i o n  w i l l  be k e p t  by t h e  
Bank of Zambia. By  t h e  Wednesday f o l l o w i n g  each  a u c t i o n ,  
u n s u c c e s s f u l  b i d d e r s  w i l l  be r e t u r n e d  t h e i r  l o c a l  c u r r e n c y  
d e p o s i t s  w h i l e  t h e  d e p o s i t s  of s u c c e s s f u l  b i d d e r s  w i l l  be 
p l a c e d  i n t o  s p e c i a l  a c c o u n t s .  With r e s p e c t  t o  U.S. f u n d s ,  1003 
of t h e  b i d  v a l u e  of t h e  s u c c e s s f u l  b i d d e r s  w i l l  be . p l a c e d  i n  
t h e  s e p a r a t e  A.1 .D.-GRZ accoun t  i n  t h e  Bank of Zambia. These 
f u n d s  w i l l  l a t e r  be programmed a c c o r d i n g  t o  t h e  n e g o t i a t e d  G R Z  - USA1 D/Zambia p r o c e d u r e s .  

No new c o n d i t i o n s ,  c o v e n a n t s ,  o r  p r o c e d u r e s  a r e  recommended. 

' The t i m e t a b l e  f o r  implementing t h i s  program b e g i n s  w i t h  a  f i r s t  
q u a r t e r  FY I 9 8 7  o b l i g a t i o n  w i t h  d i s b u r s e m e n t .  b e g i n n i n g  i n  l a t e  
J a n u a r y  and e x t e n d i n g  an  e s t i m a t e d  f o r t y  w e e k s  t h e r e a f t e r .  



11. THE FY 1986 PROGRAM 

The FY 1986 Zambia Auc t ion  Program S u p p o r t  (ZAPS) was d e s i g n e d  
a s  a c a s h  t r a n s f e r  g r a n t  t o  t h e  GRZ f o r  t h e  p u r p o s e s  o f  
p r o v i d i n g  g e n e r a l  ' b a l a n c e  o f  payments  s u p p o r t  t o  Zambia, and 
s p e c i f i c a l l y  t o  s u p p o r t  t h e  f o r e i g n  exchange  a u c t i o n  s y s  tern 
announced by P r e s i d e n t  Kenneth Kaunda on Oc tobe r  4,  1985. The 
s i g n i f i c a n c e  of  i n t r o d u c i n g  t h e  a u c t i o n  was t h a t  i t  d i r e c t l y  
a d d r e s s e d  two l o n g s t a n d i n g  weaknesses  i n  t h e  Zambian economy: 
an  ove r -va lued  kwacha and a  r e s t r i c t i v e  and i n e f f i c i e n t  s y s t e m  
f o r  a l l o c a t i n g  f o r e i g n  exchange .  

The ZAPS Program r e p l a c e d  t h e  b a l a n c e  of payments  a s s i s t a n c e  
which had p r e v i o u s l y  been p r o v i d e d  t h r o u g h  commodity i m p o r t  
p rog rams  ( C I P s ) .  The s h i f t  from a  commodity impor t  program t o  
a  c a s h  g r a n t  was made f o r  two b a s i c  r e a s o n s .  F i r s t ,  
USAID/Zambia b e l i e v e d  t h a t  i t  was c r i t i c a l  t o  s u p p o r t  t h e  major  
p o l i c y  r e fo rm of  t h e  f o r e i g n  exchange  a u c t i o n ,  b o t h  b e c a u s e  of  
i ts  c e n t r a l  r o l e  i n  t h e  economic r e s t r u c t u r i n g  e f f o r t  and 
b e c a u s e  of  t h e  impor t ance  of  a  r e a l i s t i c  exchange  r a t e  and 
e f f i c i e n t  a l l o c a t i o n  of  f o r e i g n  exchange  f o r  t h e  M i s s i o n ' s  
a g r i c u l t u r a l  s t r a t e g y .  The second r e a s o n  f o r  t h e  s h i f t  fro:n a 
CIP t o  ZAPS was t h a t  w i t h  a  r e a l i s t i c ,  marke t -de t e rmined  
exchange  r a t e ,  a CIP would n o t  p r o v i d e  t h e  q u i c k - d i s b u r s i n g  
b a l a n c e  of payments s u p p o r t  Zambia r e q u i r e d  d u e  t o  t h e  
a d d i t i o n a l  c o s t s  a s s o c i a t e d  w i t h  A . I . D .  p rocu remen t  r e g u l a t i o n s .  

To d a t e ,  a t o t a l  o f  $17.0 m i l l i o n  o f  A.I. .D.-financed f o r e i g n  
exchange  h a s  been p r o v i d e d  as  a n  u n t i e d  c a s h  g r a n t .  ZAPS 
f i n a n c i n g  h a s  been a u t h o r i z e d  i n  two i n s t a l l m e n t s :  t h e  o r i g i n a l  
?AAD p r o v i d e d  f o r  $15.0 m i l l i o n ;  and a n  a d d i t i o n a l  3 2 . 0  m i l l i o n  
was a u t h o r i z e d  and o b l i g a t e d  . fo r  t h e  progra:n i n  S e p t e n b e r  
1986.  

D i s b u r s e ~ n e n t s  f o r  ZAPS have  been q u i c k  and e f f i c i e n t .  The 
i n i t i a l  d i s b u r s e m e n t  o f  A . I . D .  f u n d s  began i n  a u c t i o n  number 1 3  
on J a n u a r y  1, 1986,  and ,  by a u c t i o n  31  on May 1 0 ,  1986 ,  t h e  
e n t i r e  f i r s t  a l l o c a t i o n  o f  $15.0 m i l l i o n  had been u t i l i z e d .  
The r a t e  a t  which d i s b u r s e m e n t s  have  been made h a s  been 
f l e x i b l y  managed by USAID/Zambia i n  an  e f f o r t  t o  h e l p  t h e  GRZ 
m a i n t a i n  s t a b l e  l e v e l s  o f  f u n d i n g  f o r  t h e  a u c t i o n .  From a u c t i o n  
1 3  th rough  22, $1.0 m i l l i o n  was d i s b u r s e d  i n  e a c h  a u c t i o n .  
Beginning  w i t h  a u c t i o n  23 (March 14 ,  1986)  t h r o u g h  a u c t i o n  28 
( A p r i l  1 9 ,  1 9 8 6 ) ,  t h e  ZAPS f u n d s  were d i s b u r s e d  a t  t h e  r a t e  of 
$0.5 m i l l i o n  p e r  week:  The f i n a l  $2.0 m i l l i o n  o f  t h e  o r i g i n a l  
$15..0 m i l l i o n  was ' d i s b u r s e d  a t  t h e  r a t e  of  $1.0 m i l l i o n  i n  
a u c t i o n s  30 and 31. D i sbu r semen t  of  t h e  a d d i t i o n a l  $2.0 
m i l l i o n  p r o v i d e d  a t  t h e  end of  FY 1986 was made i n  $500,000 
t r a n c h e s  b e g i n n i n g  w i t h  a u c t i o n  54  (Oc tobe r  1 8 ,  1986)  and 
e n d i n g  w i t h  a u c t i o n  57 (November 8 ,  1 9 8 6 ) .  



The PY 1986.ZAPS Program has generated K125 m i l l i o n  i n  
coun te rpa r t  l o c a l  cu r renc ies .  A l l  of these  funds have been 
deposi ted i n  a  s e p a r a t e  account a t  t h e  Bank of Zambia.in a  
t imely manner and, with the  except ion of a  temporary 
misunderstanding about admin i s t r a t ive  charges ,  in  t h e  c o r r e c t  
amounts. A s  of the  end of October 1986 a l l  of the  coun te rpa r t  
funds have been programmed and K80.0 m i l l i o n  d isbursed .  
Negotiat ions a r e  c u r r e n t l y  underway w i t h  the GRZ on the r e l e a s e  
of the  remaining balances.  

While it is s t i l l  too e a r l y  t o  make d e f i n i t i v e  s ta tements  about 
t h e  inpact  of the  FY 1986 Program, a  few pre l iminary  
observat ions  should be noted. I n  terms of g e n e r a l  
macro-economic impact, t he  fore ign  exchange made a v a i l a b l e  
through ZAPS represented 3% of Zambia's balance of payments 
d e f i c i t ,  and s l i g h t l y  over 5% of t h e  GRZ budget d e f i c i t .  W i t h  
r e spec t  t o  the s p e c i f i c  problems of the  overvalued exchange 
r a t e  and t h e  r e s t r i c t e d  access  t o  fo re ign  exchange resources  
the  impact of t h e  auct ion  system, fo r  which ZAPS has provided 
approximately 48 of the  fore ign  e x c h a n ~ e  s o l d ,  has been 
remarkable. The kwacha, a s  of November 1 4 ,  1986, had 
depzeciated 82% r e l a t i v e  to  the  d o l l a r  and the p u a l r c ' s  a c z e s s  
to fore ign  exchange, p r i n c i p a l l y  7 r i v a t e  sec to r  f i r m s ,  has 
increased s ign iE ican t ly .  While these  changes have not been c c c 2  
f o r  everyone i n  the shor t - run ,  they have s i g n i f i c a n t l y  nodii led 
t he  environment of t h e  Zambian economy i n  a  way t h a t  w i l l  
f a c i l i t a t e  f u t u r e  growth, employment, and the  d i v e r s i f i c a t i c n  
of the  economy. 

I n  add i t ion  t o  providing c r i t i c a l  balance of paynenrs su2po:t 
and untied resources fo r  the  fore ign  exchange auc t ion ,  Z A P S  p a s  
r e s u l t e d  r n  two major b e n e f i t s  f o r  USAID/Zanbia and the fo re ign  
exchange auct ion which were not f u l l y  a n t i c i p a t e d  i n  the 
o r i g i n a l  design.  USAID support  for  the auct ion  has increased 
the  Mission 's  access  t o  t h e  GRZ i n  a l l  a r e a s  o f  our pol icy  
dialogue.  T h i s  increased access  has a r i s e n  both due t o  the 
provis ion  of fo re ign  exchange and the  a v a i l a b i l i t y  of the  
coun te rpa r t  genera t ions  from ZAPS. For example, during the 
n a t i o n a l  meeting of U N I P  ( t h e  n a t i o n a l  p o l i t i c a l  p a r t y ) ,  the 
Minis ter  of Finance c a l l e d  upon USAID when i t  appeared t h a t  the  
a g r i c u l t u r a l  and f e r t i l i z e r  p r i c ing  reforms were l i k e l y  to  f a i l  
because of the s e r i o u s  impact upon small  s c a l e  farmers. Due to  
t h e  a v a i l a b i l i t y  of the  ZAPS coun te rpa r t  funds, USAID/Zambia 
was a b l e  t o  provide 850 .0  m i l l i o n  f o r  a  small  farmer c r e d i t  
scheme for the purchase of f e r t i l i z e r .  T h i s  c r e d i t  scheme 
allowed the GRZ t o  secure approval of the  f e r t i l i z e r  and maize 
p r i c e  adjustments.  

A second unforeseen kenef i t  from the ZAPS program is the 
a d d i t i o n a l  donor support  fo r  t h e  fo re ign  exchange auc t ion .  



While t h e  ZAPS program is n o t  s o l e l y  r e s p o n s i b l e  f o r  t h i s  
suppo r t ,  t h e  f a c t  t h a t  t h e  U.S. government is a c t i v e l y  
suppor t ing  t h e  a u c t i o n  ha s  encouraged o t h e r  donors  t o - s e r i o u s l y  
c o n s i d e r ,  a n d  i n  many cases a c t u a l l y  i n s t i t u t e ,  suppo r t  f o r  t he  
auc t i on .  

111. MACROECONOMIC UPDATE 

A. Overview 

A s  noted i n  t h e  FY 1986 PAAD Zambia's o v e r a l l  economic 
s i t u a t i o n  is grim. The economy is s u f f e r i n g  from t h e  combined 
e f f e c t s  of a  prolonged per iod  of misal igned economic p o l i c i e s ,  
a  long-term d e c l i n e  i n  t h e  p r i c e  of copper ( t h e  predominant 
e x p o r t  commodity h i s t o r i c a l l y  account ing  f o r  more than 90% of 
t h e  c o u n t r y ' s  merchandise expo r t  r evenues ) ,  d e c l i n i n g  copper 
p roduc t ion  and r e s e r v e s ,  and an i n c r e a s i n g  e x t e r n a l  d e b t  
burden. The combined e f f e c t s  of t h e s e  problems has been a  
long ,  s t e ady  d e c l i n e  i n  r e a l  per  c a p i t a  GDP (1980 p r i c e s )  from 
$653 i n  1972 t o  $474 i n  1984, t h e  l a t e s t  d a t e  f o r  w h i c h  
o f f i c i a l  e s t i m a t e s  a r e  a v a i l a b l e .  

I n  con junc t i on  w i t h  t h e  above problems and economic d e c l i n e ,  
Zambia has  become t h e  most urbanized coun t ry  i n  Sub-Saharan 
Af r i ca  w i t h  approximate ly  474 of t h e  approximate ly  seven 
m i l l i o n  popula t ion  l i v i n g  i n  urban a r e a s .  The t r end  of 
u r b a n i z a t i o n  along w i t h  t h e  d e c l i n e  i n  economic a c t i v i t y  has  
c r e a t e d  a major and i nc r ea s ing  unenployment and underemployment 
problem i n  t h e  coun t ry .  

Although recogniz ing t he  problem e a r l i e r ,  the  GRZ s e r i o ~ s l y  
began a  p roces s  of economic reform and s t a b i l i z a t i o n  w i t h  t h e  . 

suppor t  of t h e  IMF and t he  Western donor community i n  1982. 
Since t h a t  t ime,  bu t  e s p e c i a l l y  over t h e  l a s t  y e a r ,  t h e  GRZ has  
taken the  s i g n i f i c a n t  s t e p  of announcing and a t  l e a s t  p a r t i a l l y  
implementing what can e a s i l y  be c a l l e d  t h e  most wide-ranging 
economic reform e f f o r t  i n  Sub-Saharan A f r i c a .  When f u l l y  
implemented, t h e  GRZ reform program w i l l  have l a i d  t h e  b a s i s  
f o r  t h e  r e s t r u c t u r i n g  of Zambia's economy and t he  l e s s e n i n g  of 
t h e  c o u n t r y ' s  dependence on t h e  e x t r a c t i v e  s e c t o r ,  e s p e c i a l l y  
copper .  (See Sec t i on  I V  below f o r  a  summary of t he  p r i n c i p a l  
e lements  of t h e  G R Z ' s  p o l i c y  reform measures i n  suppor t  of t h e  
r e s t r u c t u r i n g  e f fo r t . . )  

While implementat ion of a  s i g n i f i c a n t  p o r t i o n  of t h e  reform 
program has  been s t a r t e d ,  even i f  i t  is f u l l y  implemented 
r a p i d l y ,  t h e  b e s t  t h a t  can be expected over t h e  nex t  s e v e r a l  
y e a r s  is t h a t  t h e  economy's r a t e  of d e c l i n e  w i l l  be reduced.  
Th i s  is probably an o p t i m i s t i c  e s t i m a t e  of t h e  t ime r equ i r ed  t o  
reach a " t u r n  around" p o i n t  f o r  t h e  economy as a  whole, and t h e  
a c t u a l  time r equ i r ed  cou ld  w e l l  be longer .  Followi.ng t h i s  
"bottoming o u t , "  t h e  economy may then  be expected to begin 



growing. The p r i n c i p a l  r e a s o n  f o r  t h i s  p e s s i m i s t i c  view i s  
Zambia's ext reme f i n a n c i a l  imbalances ,  bo th  domes t ic  and 
e x t e r n a l .  These imbalances are  d i s c u s s e d  i n  m o r e - d e t a i l  below. 

D e s p i t e  t h e  p e s s i m i s t i c  ou t l ook  f o r  t h e  economy ove r  t h e  nex t  
s e v e r a l  y e a r s ,  t h e  GRZ's reform program is a l r e a d y  beg inn ing  t o  
show improvements i n  s e l e c t e d  economic a r e a s .  I n  response  t o  
improved producer  p z i c e s  and good weacher, a g r i c u l t u r a l  
p roduc t i on  has  i n c r e a s e d  d r a m a t i c a l l y .  Following a  5-63 
i n c r e a s e  f o r  t h e  1984/95 c ropp ing  s ea son ,  p r e l i s i n a r y  e s t i m a t e s  
from NAMBOARD and p r o v i n c i a l  c o o p e r a t i v e s  i n d i c a t e  t h a t  
marketed maize f o r  t h e  1985/86 s ea son  (May 1 - October 31, 
1986) is expec ted  t o ,  be a r e c o r d  1 0 . 1  m i l l i o n  90 kg bags.  
Combining t h i s  w i t h  a d m i t t e d l y  i n e x a c t  e s t i m a t e s  of  
non-marketed maize p roduc t i on  i m p l i e s  a  t o t a l  p roduc t i on  l e v e l  
o f  over  1 4  m i l l i o n  bags -- ano the r  r e c o r d  f o r  Zambia. I f  t h e s e  
estimates prove c o r r e c t ,  and g iven  t h e  e s t i m a t e d  domes t ic  
demand f o r . m a r k e t e d  maize of 8.0 m i l l i o n  bags  per  y e a r ,  Zambia 
w i l l  be i n  a  s u r p l u s  maize s i t u a t i o n  f o r  t h e  f i r s t  t i m e  t h i s  
decade.  

Wheat p roduc t i on  f o r  1986 i s  e s t i ~ a t e d  t o  =e r o u g ~ l y  2;,C33 
m e t r i c  t o n s ,  an i n c r e a s e  o f  a 3 p r s x i g a t a l y  6 5 %  over  1 9 8 5 .  
E s t i n a t e s  a r e  t h a t  Zambia cou ld  be s e l f - s u f f i c i e n t  i n  wheat  
w i t h i n  t h e  next  t h r e e  y e a r s .  The o t h e r  major z r e a  o f  
a g r i c u l t u r a l  p roduc t i on  shewing major i n c r e a s e s  rs s p e c i a i t y  
c r o p s  f o r  e x g o r t  ( s t r a w t e c r i e s ,  a spa ragus ,  a r t i c n o k e s ,  su3ar  
p e a s ,  f i n e  beans ,  f l o w e r s ,  peaches ,  sw2et c o r n ,  e t c . ) .  While 
t h e  v a l u e  of t h e s e  conrnodi t ies  i a  q9d i t e  s m a l l ,  t h e  z a p i d  
resgonse  t o  f a v o r a b l e  e x p o r t  ~ r i c e s  i u e  t o  t n e  k-dacha's  
d e p r e c i a t i o n  i n d i c a t e s  t h e  p o t e n t i a i  f o r  f a r n e z s '  resFonse  t5 
p rose r  market i n c e n t i v e s .  

A second s e c t o r  d i s p l a y i n g  a s i g n i f i c a n t  p o s i t i v e  r e spcnse  t o  
t h e  reform program, e s p e c i a l l y  t h e  f o r e i g n  exchange a u c t i o n ,  i s  
i n d u s t r y  and manufac tu r ing .  Even though o f f i c i a l  f i g u r e s  a r e  
n o t  a v a i l a b l e ,  i n fo rma l  su rveys  i n d i c a t e  t h a t  c a p a c i t y  
u t i l i z a t i o n  h a s  i n c r e a s e d  by a t  l e a s t  253 from a r a t e  of 40% 
u t i l i z a t i o n  p r i o r  t o  t h e  a u c t i o n  t o  a l e v e l  of  approx imate ly  
50% over  t h e  past yea r .  The  p r i n c i p a l  reason  f o r  t h i s  major 
i n c r e a s e  is t h e  improved a v a i l a b i l i t y  of f o r e i g n  exchance fo r  
t h e  im?or t z t i on  o f -needed  mach ine ry , - spa r2  p a r t s  and raw 
m a t e r i a l s .  

B. Balance of Payaents  

Zambia's c u r r e n t  account  and o v e r a l l  ba l ances  d e t e r i c t a t e d  
s i g n i f i c a n t l y  over t.he p e r i o d  1983 through 1986 .  (Tab le  111.1 -- This  t a b l e  and a l l  o t h e r  t a b l e s  a r e  i n  Annex F.) The 
c u r r e n t  account  d e f i c i t  r o s e  from SDR 208 m i l l i o n  i n  1983 t o  



f t t w  111. 1 

SOURCES VY. USES OF FX 

S D R  405 m i l l i o n  i n  1386 ,  w h i l e  t h e  o v e r a l l  d e f i c i t  i n c r e z s e 2  
from S D R  294 m i l l i o n  t o  S D R  502 m i l l i o n  ove r  t h e  same t i m e  
p e r i o d .  The p r i n c i 2 a l  r e a s o n s  beh ind  t h i s  d e t e r i o r a t i o n  have  
been a  43% d r o p  i n  e x p o r t  r e c e i p t s ,  a  37% i n c r e a s e  i n  i n t e r e s t  
o b l i g a t i o n s ,  and a  25% i n c r e a s e  i n  d e b t  a m o r t i z a t i o n .  C e s p i t e  
a  p r o j e c t e d  im?rovernent i n  e x p o r t s  f o r  t h e  p e r i o d  from 1987 
th rough  1990 ,  t h e  i n c r e a s i n g  p r e s s u r e s  of  d e b t  s e r v i c e  a r e  
p r o j e c t e d  t o  m a i n t a i n  h i g h  c u r r e n t  a c c o u n t  and o v e r a l l  d e f i c i t s  
o f  a t  l e a s t  S D R  400 m i l l i o n  and S D R  440-552 m i l l i o n ,  
r e s p e c t i v e l y ,  o v e r  t h e  n e x t  f o u r  y e a r s .  

E x p o r t  r e v e n u e s  have  c o n s i s t e n t l y  d e c l i n e d  s i n c e  1983.  From a  
peak of  S D R  928 m i l l i o n  i n  1983 ,  e x p o r t s  have  f a l l e n  by a l m o s t  
28% t o  a l e v e l  o f  S D R  607 m i l l i o n  i n  1986.  The r e a s o n s  beh ind  
t h i s  m a s s i v e  d e c l i n e  are  a  20% d e c l i n e  i n  c o p p e r  p r i c e s  and a  
31% d e c l i n e  i n  c o p p e r  p r o d u c t i o n  between 1983 and 1986.  
D e s p i t e  an i n c r e a s e  i n  c o b a l t  e x p o r t s  i n  1984 and 1985 ,  
r e v e n u e s  from t h i s  s o u r c e  i n  1986 have  f a l l e n  back t o  t h e i r  
1983  l e v e l  due  t o  a c o m b i n a t i o n  o f  a  67% plummet i n  p r i c e s  and 
a  2 4 %  f a l l  i n  p r o d u c t i o n  between 1985 and 1986.  The b r i g h t  
s p o t  on t h e  e x p o r t  s i d e  is t h e  pe r fo rmance  o f  o t h e r ,  
n o n - t r a d i t i o n a l  e x p o r t  p r o d u c t s .  While  showing o n l y  a  3 .5% 
i n c r e a s e  between 1983 and 1986 ,  t h e y  i n c r e a s e d  a l m o s t  11% 
between 1985 and 1986.  Looking fo rward  t o  t h e  n e x t  f o u r  y e a r s ,  
a g g r e g a t e  e x p o r t s  a r e  p r o j e c t e d  by t h e  IMF t o  i n c r e a s e  a t  a n  
a v e r a g e  r a t e  o f  5% p e r  annum. While  e a c h  of  t h e  t h r e e  
components  o f  e x p o r t s  ( c o p p e r ,  c o b a l t ,  n o n - t r a d i t i o n a l / o t h e r )  
a r e  p r o j e c t e d  t o  i n c r e a s e ,  t h e  n o n - t r a d i t i o n a l  e x p o r t s  a r e  



expec ted  t o  be t h e  d r i v i n g  f o r c e  beh ind  t h e  g rowth  w i t h  a n .  
a n n u a l  growth r a t e  of  20%. This h i g h  r a t e  o f  g rowth ,  i f  
a t t a i n e d ,  w i l l  i n c r e a s e  t h e  s h a r e  o f  n o n - t r a d i t i o n a l  e x p o r t s  
from 10% i n  1985  t o  27% i n  1990. 

As Zambia h a s  been p r e s s e d  by t h e  d e c l i n e  i n  f o r e i g n  exchange 
from e x p o r t s ,  t h e  l e v e l  of i m p o r t s  h a s  a l s o  c o n t r a c t e d ,  a l b e i t  
a t  a much s lower  r a t e .  From 1983 th rough  1986,  e s t i n a t e s  a r e  
t h a t  i m p o r t s  d e c l i n e d  by 17.8% from SDR 785 a i l l i o n  i n  1983 t o  
SDR 607 m i l l i o n  i n  1986. The p r i n c i p a l  c o n t r i b u t i n g  f a c t o r  i n  
t h i s  d e c l i n e  h a s  been t h e  d r o p  i n  pe t ro leum p r i c e s  d u r i n g  1986 
which h a l v e d  t h e  v a l u e  of pe t ro leum i m p o r t s .  For t h e  1987-1990 
p e r i o d  i m p o r t s  a r e  p r o j e c t e d  t o  i n c r e a s e  a t  a r a t e  of  4.3% per  
annum. T h i s  irnport growth is n e c e s s a r y ,  i f  t h e  economy is t o  

. h a v e  ho?e i n  its r e s t r u c t u r i n g  and economic r e c o v e r y  e f f o r t s  
s i n c e  major needs  f o r  r e s t o c k i n g  and r e h a b i l i t a t i n g  t h e  
p r o d u c t i v e  s e c t o r s  remain. 

I n t e r e s t '  payments have  i n c r e a s e d  a l m o s t  37% between 1983 and 
1986,  c o n t r i b u t i n g  t o  a d e f i c i t  i n  t h e  s e r v i c e s  a c c o u n t  o f  SD3 
385 m i l l i o n  f o r  1986,  SDR 341 m i l l i o n  of which is i n t e r e s t  
oayments.  D e s p i t e  p r o j e c t e d  impcovements i n  t h e  n o n - i ~ t e r e s  t 
p o r t i o n  of  t h e  s e r v i c e s  a c c c u n t ,  n e t  s e r v i c e s  a r e  e:c?ecr-ee cc:, 
c o n t i n u e  showing a  d e f i c i t  of S D R  383-405 ~ i i l i o n  due  t o  zne 
c o n t i n u e d  i n c r s a s e  i n  i n t e r e s t  o b r i g a t i a n s  . 
The o v e r a l l  b a l a ~ . c e  of payments d e f i c i t s  between L 9 a 3  and i 9 7 6  
have been f i n a n c e d  p r i n c i p a l l y  t h r o u g h  d e b t  r e s c h e d ~ l i n g  o r  t h 2  
accumula t ion  of  a r r e a r s  on Zambia 's  e x t e r n a l  d e b t .  ( T a b l e  
1 1 1 . 2 )  T h i s  is a g a i n  e x p e c t e d  t o  hold  t r u e  f o r  1985,  a l t h o u g h  
SCR 283 m i l l i o n  of e x c e p t i o n a l  donor f i n a n c i n g  is e x p e c t e d .  
D e s p i t e  t h e  massivo d e b t  r e s c h e d u l i n g  i n  March, 1 9 9 6 ,  and ths 
e x p e c t e d  e x c e p t i o n a l  f i n a ~ c i n g ,  a p r o j e c t e d  f i n a n c i n g  g a p  o f  
SDR 6 5  m i l l i o n  remains  f o r  1986. Without  f u r t h e r  debt 
r e s c h e d u l i n g  t h e  accumula ted  f i n a n c i n g  gap is p r o j e c t e d  t o  
r e a c h  SDR 2.7 b i l l i o n  by 1990. 
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T a b l e  111.3  p r e s e n t s  t h e  data o f  T a b l e s  111.1 a n d  111.2  i n  a n  
a l t e r e d  format t o  h i g h l i g h t  t h e  major role t h a t  d e b t  s e r v i c e  
p l a y s  i n  Zambia ' s  b a l a n c e  o f  paymen t s  d e f i c i t s .  A s  c a n  b e  
c l e a r l y  s e e n  f r o m  t h i s  t a b l e ,  d e b t  s e r v i c e  is r e s p o n s i b l e  f o r  
t h e  d e f i c i t s  s i n c e  t h e  r e m a i n i n g  componen t s  o f  t h e  b a l a n c e  o f  
payments  show a c o n s i s t e n t  s u r p l u s .  

Zambia ' s  s c h e d u l e d  d e b t  s e r v i c e  t o  e x p o r t s  o f  g o o d s  a n d  
s e r v i c e s  r a t i o  rose f rom 56% i n  1 9 8 3  t o  110% i n  1986 .  
R e s c h e d u l i n g  o f  c u r r e n t  o b l i g a t i o n s  i n  1986  r e d u c e d .  t h i s  r a t i o  
t o  6 4 % ;  however ,  t h e  p l a n n e d  r e d u c t i o n  i n  d e b t  a r r e a r s ,  
i n c l u d i n g  r e s c h e d u l i n g ,  raises t h e  s e r v i c e  r a t i o  back  t o  8 4 % .  
Even a f t e r  r e s c h e d u l i n g ,  t h e  1986  s e r v i c e  r a t i o  is n o t  
s u s t a i n a b l e .  The p r o b l e m s  which t h e  GRZ h a v e  had  i n  m e e t i n g  
i t s  s e r v i c e  o b l i g a t i o n s  s i n c e  t h e  r e s c h e d u l i n g  a r e  c l e a r  
i n d i c a t i o n s  of t h i s  f a c t .  For  examp le ,  e x c l u d i n g  a r r e a r s  t o  
t h e  IMF, t h e  GRZ had  f a l l e n  i n  a r r e a r s  on i ts  1986  
p o s t - r e s c h e d u l i n g  o b l i g a t i o n s  by  a t  l e a s t  $ 4 2  m i l l i o n  by t h e  
end  o f  S e p t e m b e r ,  1986.  S i n c e  f u r t h e r  s e r v i c e  paymen t s  are  d u e  
i n  t h e  l a s t  q u a r t e r  o f  t h i s  y e a r ,  t h e  l e v e l  o f  a r r e a r s  c a n  be 
e x p e c t e d  t o  i n c r e a s e  e v e n  f u r t h e r  . 
For t h e  1987-1990 p e r i o d  t h e  s c h e d u l e d  d e b t  s e r v i c e  r a t i o  i s  
p r o j e c t e d  t o  d e c l i n e  f rom 111% i n  1987  t o  773 i n  1 9 9 0 .  W i t h  
t h e  p l a n n e d  a r r e a r s  r e d u c t i o n s ,  t h e  d e b t  s e r v i c e  r a t i o  f o r  1997  
is 121% and d e c l i n e s  t o  79% by 1990 .  J u s t  a s  i n  t h e  c a s e  o f  
1 9 8 6 ,  t h e s e  r a t i o s  a r e  c l e a r l y  n o t  s u s t a i n a b l e .  Based  on v e r y  
r o u g h  e s t i m a t e s ,  r e s c h e d u l i n g ~ c o u l d  r e d u c e  t h e s e  r a t i o s  by an 
a v e r a g e  o f  a b o u t  20  p e r c e n t a g e  p o i n t s  e a c h  y e a r .  (Based  on 

n? r e s c h e d u l i n g  90% o f  e l i g i b l e  b i l a t e r a l  i n t e r e s t  o b l i g a t i o n s  and  
bb 
co 1JO% o f  e l i g i b l e  b i l a t e r a l  p r i n c i p a l  paymen t s ,  b u t  n o t  
Y 

b i n c o r p o r a t i n g  t h e  a d d i t i o n a l  i n t e r e s t  c h a r g e s  on t h i s  ~ e w l y  
K resck-.eduled d e b t . )  T h i s  would s t i l l  i z p l y  t h a t  t h e  d e b t  
f s e r v i c e  r a t i o  i n  L987 would be  a p p r o x i m a t e l y  90% b e f o r e  t h e  
b p l a n n e d  r e d u c t i o n  i n  a . r r e a r s  a n d  a l m o s t  1004  a f t e r w a r d s .  I n  
? 
rr\ a d d i t i o n ,  t h i s  r e s c h e d u l i n g  would o n l y  r e d u c e  t h e  a c c u m u l a t e d  
m f i n a n c i n g  g a p  i n  1.990 t o  SDR 2 .1  b i l l i o n .  
0 
-3 
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From t h e  a b o v e  it is cleat  t h a t  Zambia ' s  projected b a l a n c e  o f  
payments  p o s i t i o n  is u n s u s t a i n a b l e  d u e  t o  t h e  h i g h  d e b t  s e r v i c e  
o b l i g a t i o n s  it faces, I n  t h i s  s i t u a t i o n ,  t h e r e  are f o u r .  
p o s s i b l e  c o u r s e s  of a c t i o n s  which  c a n  form t h e  b a s i s  f o r  
d e a l i n g  w i t h  t h e  problem: 

1. A c o n t r a c t i o n  o f  i m p o r t s  below t h e  l e v e l s  p r o j e c t e d .  
While  t h e r e  may be some p o s s i b i l i t i e s  f o r  i m p o r t  
r e d u c t i o n ,  t h e s e  p r o s p e c t s  a r e  l i m i t e d  i f  t h e  economy 
t o  be g i v e n  a c h a n c e  t o  r e c o v e r .  I n  any  c a s e ,  t h i s  
o s o l u t i o n "  would b a r e l y  be a b l e  t o  c o v e r  t h e  f o r e c a s t  
f u n d i n g  g a p s  a f t e r  r e s c h e d u l i n g ,  even  w i t h  t h e  t o t a l  
e l i m i n a t i o n  ~ f  i n p o r  ts . 

- 2 .  An e v e n  more r a p i d  g rowth  o f  e x p o r t s .  FoLLowing t h i s  
s o l u t i o n  would r e q u i r e  a n  a v e r a g e  r a t e  o f  e x p o r t  g rowth  
o f  18.4% p e r  y e a r ,  Given t h e  u n l i k e l y  p r o s p e c t s  f o r  
improvements  i n  c o p p e r  and c o b a l t  p r i c e s ,  t h e  b u l k  o f  
t h i s  g r o w t h  would h a v e  t o  come f rom n o n - t r a d i t i o n a l  
e x p o r t s .  To a c h i e v e  a n  a g g r e g a t e  e x p o r t  g rowth  : a t e  
n e c e s s a r y  t o  fund  t h e  g r o j e c t e d  g a p s  w c g l d  r e q u i r e  
n o n - t r a d i t i o n a l  e x p o r t s  t o  grow a t  an average : a t e  ,:f 
1 2 7 %  3 e r  anncrn. 

3 .  An i n c r e a s e  o f  donor  a s s i s t a n c e  a n d / o r  c o m m e r c l ~ l  
bo r rowing  a v e r a g i n g  S D R  5 2 5  n i l l i o n  i n  e a c h  of t5.e t o u r  
y e a r s  o v e r  and above  t h e  r o u g h l y  4 . 3 3  g rowth  In  
a s s i s t a n c e  a l r e a d y  p r o j e c t e d .  .G iven  t h e  b u d g e t a r y  
p r e s s u r e s  f a c i n g  t h e  donor  community,  Zambia ' s  h i 9 3  
e x p o s u r e  w i t h  t h e  v a r i o u s  m u l t i l a t e r a l  i n s t i t u t i o n s  an2  
t h e  i n t e r n o t i o n a l  bank ing  community,  t h i s  " s o l u t i o c "  is  
also u n l i k e l y  t o  n a t e r i a l i z e .  

4 .  The g r a n t i n g  of even  more c o m p l e t e  and gsne ro -1s  
r e s c h e d u l i n g .  Whi le  t h i s  o ~ t i o n  is p o s s i b l e ,  t h e  
g e n e r a t i o n  of  d e b t  r e l i e f  of t h e  n e c e s s a r y  magn i tude  
would r e q u i r e  major  c h a n g e s  i n  r e s c h e d u l i n g  p o l i c i e s .  
An e a r l i e r  a n a l y s i s  pe r fo rmed  by USAID/ZamSia w i t h  even ' 

more g e n e r o u s  a s s u m p t i o n s  c o n c e r n i n g  t h e  b a l a n c e  o f  
payments ,  however ,  i n d i c a t e d  t h a t  r e s c h e d u l i n g  even  w i t h  
more complete and g e n e r o u s  c o v e r a g e  and  terms ( i n c l u d i n g  
f o r g i v i n g  20% o f  a l l  d e b t  s e r v i c e  o v e r  a  f i v e  y e a r  
p e r i o d )  c a n  b a r e l y  sal-ve t h e  medrum-term p rob lem,  b u t  
o n l y  by s h i f t i n g  t h e  s t o b l e m  t o  t h e  f u t u r e .  

Whi le  t h e r e  is a c h a n c e  t h a t  some c o m b i n a t i o n  of  t h e  above  
" s o l u t i o n s "  may p r o v i d e  a  way o u t  o f  t h e  b a l a n c e  of  payments  
quagmi re ,  t h e  most l i k e l y  r e s u l t  w i l l  b e  t h e  renewed 
a c c u m u l a t i o n  o f  2 e b t  a r r e a r s  and t h e  p rob lems  t h a t  a r e  
a t t e n d a n t  w i t h  s u c h  an  outcome. 



C. C e n t r a l  Government  F i n a n c e  

The GRZ b u d g e t  d e f i c i t  f e l l  from 13% o f  GDP in 1 9 8 3  t o  7.6% i n  
1984 ,  t h e n  r o s e  t o  13.7% in 1985.  The p r o j e c t e d  d e f i c i t  f o r  
1986  is 30.9% of GDP, a n  i n c r e a s e  o f  o v e r  1 2 5 % .  For  1 9 8 7  and  
1 9 8 8 ,  however ,  t h e  d e f i c i t  as a p e r c e n t a g e  o f  GDP is p r o j e c t e d  
t o  d e c l i n e  t o  9 .8% and 5 .6%,  r e s p e c t i v e l y .  ( T a b l e  I V . 4 )  

- --. V 

n u  I l l .  4 

CENTRAL GOVEltNMENT IIUDGET 

Even t hough  t h e  GRZ's 1986 f i s c a l  y e a r  i s  d r a w i n g  t o  a  c l o s e ,  
t h e r e  r e n a i n s  a  b u d g e t a r y  f i n a n c i n g  g a p  o f  K S 8 5  m i l l i o n ,  o r  4 2 %  
o f  t h e  c u r r e n t l y  a v a i l a b l e  f i n a n c i n g .  For 1987  and 1988  t h e  
c u r r e n t l y  p r o j e c t e d  f i n a n c i n g  g a p s  a r e  K2.3 b i l l i o n  and  K2.4 
b i l l i o n ,  r e s p e c t i v e l y .  These  m a s s i v e  f i n a n c i n g  g a p s  a r e  due t o  
t h e  r e s o u r c e  r e q u i r e m e n t s  t o  f i n a n c e  a  r e d u c t i o n  i n  a r r e a r s  
(Kg56 m i l l i o n  i n  1987  and  K809 m i l l i o n  i n  1 9 8 8 ) ,  and  t h e  
p r o j e c t e d  n e g a t i v e  f l o w  o f  n e t  e x t e r n a l  f i n a n c i n g  d u e  t o  t h e  
h i g h  a m o r t i z a t i o n  r e q u i r e m e n t s .  

The kwacha ' s  d e v a l u a t i o n  and a d d i t i o n a l  r e v e n u e  m e a s u r e s  h a v e  
i n c r e a s e d  t h e  l e v e l  o f  t a x  r e v e n u e s  by 58% be tween  1 9 8 3  and 
1 9 8 5 ,  w h i l e  a f u r t h e r  i n c r e a s e  o f  111% is e s t i m a t e d  f o r  1986 .  
( T a b l e  111 .5)  D e s p i t e  t h e s e  l a r g e  i n c r e a s e s ,  however ,  t h e  
s h a r e  o f  t a x  r e v e n u e s  i n  t o t a l  r e v e n u e s  and  g r a n t s  h a s  d e c l i n e d  
f rom 88% i n  1983  t o  77% i n  1986  d u e  p r i n c i p a l l y  t o  e v e n  l a r g e r  
i n c r e a s e s  i n  d o n o r  a s s i s t a n c e  g e n e r a t e d  g r a n t s .  For  1987  and  
1 9 8 8 ,  t a x  r e v e n u e s  a r e  p r o j e c t e d  t o  i n c r e a s e  t o  just o v e r  79% 
o f  t o t a l  b u d g e t a r y  r e v e n u e s .  



T o t a l  e x p e n d i t u r e s  i n c r e a s e d  by 109% between 1 9 8 3  and  1 9 8 5 ,  
w i t h  a f u r t h e r  i n c r e a s e .  of 119% e x p e c t e d  i n  1986.  The  

- 

p r i n c i p a l  r e a s o n s  f o r  t h e s e  m a s s i v e . i n c t e a s e s  i n  e x p e n d i t u r e s  
a r e  a 954% i n c r e a s e  i n  i n t e r e s t  o b l i g a t i o n s  be tween 1 9 8 3  and  
1 9 8 6 ,  and  e x c e p t i o n a l  e x p e n d i t u r e s  d u e  t o  t h e  k w a c h a ' s  
d e p r e c i a t i o n ,  o f  o v e r  K1.3 b i l l i o n  i n  1985  and  1986 ,  composed 
m a i n l y  of  a  o n e  time r e v a l u a t i o n  o f  a s s e t s  and d e b t s .  T o t a l  
e x p e n d i t u r e s  a r e  p r o j e c t e d  t o  d e c l i n e  i n  1987 and  1988 ,  d e s p i t e  
a  f u r t h e r  i n c r e a s e  o f  18% in i n t e r e s t  o b l i g a t i o n s ,  d u e  t o  t h e  
r e d u c t i o n  of e x c e p t i o n a l  e x p e n d i t u r e s  i n  1987 and t h e i r  
e l i m i n a t i o n  i n  1988. 

.. 

r t w c  t::. I 

COb[POSITION OF TOTAL REVENGE 
tom-10aa 

IT-- 

The s h a r e  of c u r r e n t  e x p e n d i t u r e s  i n  t o t a l  e x p e n d i t u r e s  h a s  
d e c l i n e d  f rom j u s t  under  86% i n  1 9 3 3  to a  p r o j e c t e d  7 0 . 4 4  i n  
1986, d e s p i t e  t h e  i n . c r e a s e  i n  t h e  s h a r e  o f  i n t e r e s t  payrnents 
f rom 1 4 %  i n  1 9 8 3  t o  32.3% i n  1986.  These  two f a c t o r s  i n d i c a t e  
t h a t  t h e  p r o p o r t i o n  o f  c u r r e n t  e x p e n d i t u r e s  g o i n g  t o  t h e  Line 
m i n i s t r i e s  and f o r  g e n e r a l  s e r v i c e s  have  s u f f e r e d  major  
r e l a t i v e  r e d u c t i o n s .  

A s  a p e r c e n t a g e  o f  GD?, b u d g e t a r y  r e v e n u e s  f e l l  from j u s t  under  
4 4 %  i n  1 9 8 3  t o  1 9 %  i n  1985:  however ,  t h e y  i n c r e a s e d  t o  j u s t  
under  35% o f  p r o j e c t e d  GDP i n  1986.  ( T a b l e  111 .6 )  The  
v a r i a t i o n  i n  this p r o p o r t i o n  h a s  been a l m o s t  e n t i r e l y  due t o  
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v a r i a t i o n s  i n  t h e  s h a r e  o f  t a x  r e v e n u e s  i n  GDP. E x p e n d i t u r e s  
a l s o  f e l l  a s  a p e r c e n t a g e  o f  GDP f rom a l m o s t  573 i n  1983  t o  3 3 %  
i n  1985 ,  t h e n  v i r t u a l l y  d o u b l e d  t o  65.5% i n  1986 .  B u d g e t a r y  
r e v e n u e s  a r e  e x p e c t e d  t o  e s s e n t i a l l y  m a i n t a i n  t h e i r  s h a r e  o f  
G D P  i n  1987 ,  t h e n  d e c l i n e  s l i g h t l y  i n  1988 .  On t h e  o t h e r  h a n d ,  
e x p e n d i t u r e s '  s h a r e  o f  GDP is p r o j e c t e d  t o  show a  n a j o r  d r o p  t o  
j u s t  unde r  45% i n  1987  and  a f u r t h e r  d r o p  t o  j u s t  unde r  289 i n  
1988 .  D e s p i t e  t h e s e  d e c l i n e s ,  t h e  dominance  of t h e  c e n t r a l  
gove rnmen t  r e m a i n s  h i g h ;  however ,  t h e r e  is l i t t l e  room f o r  
f u r t h e r  r e d u c t i o n  when t h e  need t o  s e r v i c e  d e b t  ( i n t e r e s t  and  
a m o r t i z a t i o n )  a c c o u n t s  f o r  o v e r  86% o f  t o t a l  e x p e n d i t u r e s ,  and 
t h e  r e l a t i v e  f u n d i n g  o f  l i n e  m i n i s t r i e s  and s e r v i c e s  h a v e  
a l r e a d y  d e c l i n e d  s u b s t a n t i a l l y .  

BESTAVAILABLE COPY 
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IV. ZAMBIA'S FOREIGN EXCHANGE AUCTION 

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

On  O c t o b e r  4 ,  1985 ,  t h e  GRZ announced  t h a t  t h e  p r e v i o u s  s y s t e m  
o f  a d m i n i s t r a t i v e  f o r e i g n  e x c h a n g e  a l l o c a t i o n  and  a  f i x e d  
exchange  r a t e  would be r e p l a c e d  by a  f o r e i g n  exchange  a a c t i o n .  
Both GiZZ and  donor  f u n d s  would be a u c t i o n e d  weekly  t o  t n e  
p r i v a t e  s e c t o r  and t o  p a r a s t a t a l s .  The p u r p o s e  of  t h e  a u c t i o n  
was t o  s u p p o r t  t h e  GRZ's s t r u c t u r a l  a d j u s t m e n t  e f f o r t s  by 
p r o v i d i n g  a more r ea l i s t i c  e x c h a n g e  r a t e  and a more 
e c o n o m i c a l l y  r a t i o n a l  a l l o c a t i o n  o f  t h e  c o u n t r y ' s  s c a r c e  
f o r e i g n  exchange  r e s o u r c e s .  

The e f f e c t s  o f  t h e  a u c t i o n  s y s t e m  h a v e  been  t o  p r o v i d e  a m i r e  
e f f i c i e n t ,  market d e t e r m i n e d  a l l o c a t i o n  o f  f o r e i g n  e x c h a n g e  and  
t o  d e p r e c i a t e  t h e  kwacha r e l a t i v e  t o  t h e  U.S .  d o l l a r  f rom a  
p r e - a u c t i o n  exchange  r a t e  o f  R2.25/US$ t o  K12.30/US$ ( a s  o f  
November 4 ,  1986)  o r  by a l m o s t  82%.  The movement away from t h e  
a d m i n i s t r a t i v e  a l l o c a t i o n  of  f o r e i g n  exchange  h a s  a l l o w e d  
m a n u f a c t u r e r s  and o t h e r s ,  b o t h  i n d i v i d u a l s  and o r g a n i z a t i o r s ,  
who p r e v i o u s l y  d i d  n o t  have  a c c e s s  t o  f o r e i g n  e x c % ~ . ? e  :s 
a c q u i r e  f o r e i q n  exchange  t o  i rnpor t  nee5ed  spa re  ?a:ts z2d ra.4 
ma:er ia ls .  As a  r e s u l t ,  p r o d u c t i v e  activity i n  t h e s 2  azoas  ~ 3 s  

i n c r e a s e d .  A f u r t h e r  b e n e f i t  o f  t h e  a u c t l o c  is tn3t  nsny 
a c t i v i t i e s  f o r  which  e x 2 o r t s  u e r e  p r e v i o a s l y  n o t  ? r o f l t a n l ~ ,  
c a n  now p r o f  i t a b l y  e x p o r t  t h e i r  p r o d u c t s  a s  a r e s u l t  o f  t h e  
k w a c h a ' s  d e p r e c i a t i o n .  

8. The GRZ S t r u c t u r a l  Ad jus tmen t  E f f o r t  

I n  t h e  f a c e  o f  c o n t i n u i n g  economic  d e c l i n e  azd r i s l n c j  doaestic 
2nd r e g i o n a l  p o l i t i c a l  p r o b l e m s ,  t h e  G R Z  h a s  a d c g t e d  a x ~ d e  
r a n g e  o f  economic  r e f o r m s  which w i l l  s e t  t h e  s t a g e  f o r  an 
economic r e s t r u c t u r i n g  o f  Zambia ' s  economy i f  t h e  r e f o r m s  a r e  
fully 3nd p r o p e r l y  implemented .  The G 4 Z  s t r u c t u r a l  ad j u s t n e n t  
e f f o r t  is  d e s i g n e d  t o  u l t i m a t e l y  r e d u c e  t h e  economy's  
dependence  on  t h e  e x t r a c t i v e  s e c t o r ,  e s p e c i a l l y  c o p p e r ,  by 
p r o v i d i n g  t h e  b a s i s  f o r  ecanomic  g r o w t h  i n  o t h e r  economic  
s e c t o r s .  The p o l i c y  r e f o r m  program t k a t  t h e  GRZ h a s  p u r s u e d  
o v e r  t h e  p a s t  f o u r  y e a r s  i n  s u p p o r t  o f  t h e  s t r u c t u r a l  
a d j u s t m e n t  e f  f o r  f h a s  been  d i r e c t e d  towz td  t h e  f o l l o w i n g  ~ o a l s  : 

-- F i n a n c i a l  s t a b i l i z a t i o n ,  b o t h  e x t e r n a l  and  d o m e s t i c ;  

-- Market  l i b e r a l i z a t i o n  and t h e  e s t a b l i s h m e n t  o f  i n c e n t i v e  
p r i c i n g  i n  a l l  a r e a s  t o  p r o v i d e  t h e  a p p r o p r i a t e  
e n v i r o n m e n t  f o r  economic  d i v e r s i f i c a t i o n :  and 

-- G r a d u a l l y  r e d u c i n g  t h e  r o l e  o f  t h e  e x t e n s i v e  p a r a s t a t a l  
s e c t o r  i n  t h e  economy and  improv ing  t h e  e f f i c i e n c y  and  
p r o d u c t i v i t y  o f  t h e  p a r a s t a t a l  f i r m s  t h a t  remain .  ; 



In  a d d i t i o n  t o  t h e  i n t r o d u c t i o n  of t h e  f o r e i g n  exchange 
a u c t i o n ,  t h e  p o l i c y  reforms announced and p a r t i a l l y  implemented 
a t  t h i s  t i m e  i nc lude  t h e  fol lowing:  

-- L i b e r a l i z a t i o n  of t h e  f o r e i g n  t r a d e  regime through 
ea s ing  t h e  i s suance  of import and expor t  l i c e n s e s .  

-- Adjustment of t a r i f f  r a t e s  and p l ans  f o r  f u r t h e r  review 
and overhau l  of t h e  t a r i f f  system i n  o rde r  t o  promote a 
more e f f i c i e n t  a l l o c a t i o n  of r e sou rces .  

-- Decontrol  of i n t e r e s t  r a t e s  and t h e  i n t r o d u c t i o n  of a  
t r e a s u r y  b i l l  a u c t i o n  f o r  t h e  market de t e rmina t ion  of 
i n t e r e s t  r a t e s  and a s  a  t o o l  f o r  t h e  c o n t r o l  of monetary 
growth. 

-- R a t i o n a l i z a t i o n  of t he  mining s e c t o r  through the  c l o s u r e  
of uneconomic f a c i l i t i e s ,  revamping of employment and 
pay p r a c t i c e s ,  and the  development of p roduc t ion  and 
investment p l ans .  

-- Review and reduc t ion  of i n e f f i c i e n t  p a r a s t a t a l  
o p e r a t i o n s  and improvement i n  t h e  management and 
ope ra t i ng  procedures o f  those  remaining.  P a r a s t a t a l s  
a r e  now requi red  t o  o p e r a t e  on a  prof i t -making b a s i s  and 
have been g iven  the  a u t h o r i t y  t o  a d j u s t  product  p r i c e s .  

-- Increased a g r i c u l t u r a l  producer p r i c e s  t o  p rov ide  
g r e a t e r  i n c e n t i v e s  t o  product ion of food and cash 
c rops .  A l l  g a z e t t e d  producer p r i c e s  a r e  in tende2  co a c t  
a s  f l o o r  p r i c e s ,  so t h a t  market f o r c e s  can o p e r a t e  and 
r e s u l t  i n  even higher  p r i c e s .  

-- E l i n i n a t i o n  of s u b s i d i o s  on a l l  maize p roduc ts  excep t  
r o l l e r  meal; t h e  subsidy on' r o l l e r  meal has been reduced.  

-- I n t r o d u c t i o n  of d i f f e r e n t i a l  p r i c i n g  fo r  d i f f e r e n t  types  
of f e r t i l i z e r  t o  r e f l e c t  d i f f e r i n g  f o r e i g n  exchange 
c o s t s  and t o  reduce t he  f e r t i l i z e r  subsidy.  For t he  
1987/88 c r o p  season t h e  subs idy  on f e r t i l i z e r  s o l d  t o  
commercial farmers  is  t o  be t o t a l l y  e l imina t ed .  

and 

-- Continued e f f o r t s  t o  l i b e r a l i z e  t he  a g r i c u l t u r a l  
marketing system t o  a l low a  g r e a t e r  scope of o p e r a t i o n s  
f o r  t h e  p r i v a t e  s e c t o r .  

A r e c e n t  Mission c a b l e ,  Lusaka 5092 da ted  November 7 ,  1986 ,  
p rov ides  a  more complete p rog re s s  r e p o r t  on t he  i n d i v i d u a l  G R Z  
reform measures. 



While t h e  GRZ h a s  announced its i n t e n t i o n s  t o  f u l l y  implement . t h e  above reforms,  t h e i r  implementat ion has  been incomplete .  
There are a number of  r ea sons  f o r  t h e  implementat ion problems 
i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  r e s i s t a n c e  w i t h i n  some e lements  
of t h e  p o l i t i c a l  p a r t y ,  l a c k  of  t e c h n i c a l  an6 manager ia l  
c a p a c i t y ,  and concerns  over t h e  s o c i a l  and p o l i t i c a l  
r e p e r c u s s i o n s  a s s o c i a t e d  wi th  t h e  combined s imul taneous  e f f e c t s  
of many of t h e  reforms.  Desp i t e  t h e s e  problems,  however, t h e  
GR2 has  made s u b s t a n t i a l  p r o g r e s s  i n  implementing t h e  r e f o r n  
program. Government and donor e f f o r t s  a r e  c u r r e n t l y  underway 
t o  improve t h e  implementat ion of t h e  reforms.  For exaa? l e ,  t h e  
IBRD is p repa r ing  t o  begin  implementing t h e i r  Techn ica l  
A s s i s t a n c e  P r o j e c t  which w i l l  focus  on t h i s  t o p i c ,  and USAID'S 
Human and I n s t i t u t i o n a l  Resources Development P r o j e c t  ( X I R D ,  
611-0206) is being re focussed  t o  a l s o  a s s i s t  i n  t h i s  e f f o r t .  

I t  must be remembered by donors  and t h e  GRZ t h a t  t h e  
s t r u c t u r a l  ad jus tment  e f f o r t  is e long-term p r o c e s s .  
Consequent ly ,  a  long-term commitment t o  t he  e f f o z t  and reform 
p r o c e s s  is r e q u i r e d  Lo complete t h i s  c r i t i c a l  and necessary 
proces s .  

C.  The a o l e  of t h e  Auction i n  t h e  S t r l ~ c t u r a l  ; . d i ~ . ~ - m a - -  -a - . , a & .  . L 
d 

E f f o r t s  

The f o r e i g n  exchang2 a u c t i o n  is  a  key element of the  G 3 Z 1 s  
s t r u c t u r a l  a d j u s t n e n t  e f f o r t .  The c e n t r a l  r o l e  of t k e  a u c t i o n  
a r i s e s  from i t s  gurposes  and e f f e c t s  and no t  from i t s  
p a r t i c u l a r  form. The a u c t i o n  was i n t roduced  t o  p rov ide  a a c r e  
r e a l i s t i c  excnange r a t e  and a more e f f i c i e n t  use of Zzr.5ia1a 
s c a r c e  f o r a i g n  exchange r e s o u r c e s .  ighile different zechan r sz s  
cou ld  have been s e l e c t e d  f o r  t h e s e  pucposes and may Se a d o p t i c  
i n  t h e  f u t u r e ,  t h e  GRZ dec ided  t o  u t i l i z e  t h z  a u c t i o n  mech.anism. 

The importance of both  of t h e s e  purposes  fo r  t h e  s t r c c t u r a l  
ad jus tment  p roces s  cannot  be o v e r s t r e s s e d .  One of t h e  major 
keys t o  any r e s t r u c t u r i n g  e x e r c i s e  is t o  have p r i c e s  t h a t  
r e f l e c t  t r u e  economic va lues .  Th is  a p p l i e s  n o t  on ly  t o  p roduc t  
p r i c e s  i n  a l l  s e c t o r s ,  bu t  a l s o  t o  key macroeconomic p r i c e s  
such a s  i n t e r e s t  r a t e s  and t h e  exchange r a t e .  A s h a r p i y  
overvalued exchange r a t e ,  a s  e x i s t e d  p r i o r  t o  t he  i n t r c d u c t i o n  
of t h e  a u c t i o n ,  a c t s  a s  a  d i s i n c e n t i v e  t o  e x p o r t s  and an 
i n c e n t i v e  t o  imports  by s h i f t i n g  t h e  kwacha p r o f i t a a i l i t y  
a g a i n s t  e x p o r t  a c t i v i t i e s .  I n  o t h e r  words, i t  c r e a t e s  an 
i n c e n t i v e  s t r u c t u r e  w h i c h  works t o t a l l y  a g a i n s t  t h e  g o a l  of 
e x t e r n a l  f i n a n c i a l  s t a b i l i t y .  I n  a d d i t i o n ,  an overvalued 
exchange r a t e  mediates  a g a i n s t  t he  use of domest ic  r e s o u r c e s ,  
aqd (g iven  Zambia's r e sou rce  s t r u c t u r e )  promotes 
c a p i t a l - i n t e n s i v e ,  r a t h e r  than l a b o r  - i n t e n s i v e ,  p roduc t ion .  By 
promoting a  r e a l i s t i c  exchange r a t e ,  t h e  a u c t i o n  is c r u c i a l  i n .  
t h e  GR2 e f f o r t s  t o  e s t a b l i s h  a  l i b e r a l i z e d  p r i c i n g  system t o  
promote economic d i v e r s i f i c a t i o n  and s t a b i l i z a t i o n .  



The a l l o c a t i v e  f u n c t i o n  o f  t h e  a u c t i o n  is j u s t  as  i m p o r t a n t  a s  
t h e  e s t a b l i s h m e n t  o f  a r e a l i s t i c  exchange  ra te .  P r i o r  t o  t h e  
a u c t i o n ,  t h e  a d m i n i s t r a t i v e  a l l o c a t i o n  o f  f o r e i g n  e x c h a n g e  was 
s i n g u l a r l y  u n s u c c e s s f u l  i n  p r o v i d i n g  n e c e s s a r y  f o r e i g n  e x c h a n g e  
t o  t h e  mos t  p r o d u c t i v e  economic  s e c t o r s ,  and  e s p e c i a l l y  t o  t h e  
p r i v a t e  s e c t o r .  Wi th  t h e  i n t r o d u c t i o n  o f  t h e  a u c t i o n ,  a l l  
s e g m e n t s  o f  t h e  economy h a v e  a n  e q u a l  c h a n c e  t o  b i d  f o r  f o r e i g n  
e x c h a n g e .  T h i s  i s  r e f l e c t e d  by t h e  f a c t  t h a t  t h e  s i z e  o f  
s u c c e s s f u l  b i d s  h a s  r a n g e d  f r o m  $138 t o  $1 ,000 ,000 .  W h i l e  t h e  
c h a n c e s  o f  h a v i n g  a  s u c c e s s f u l  b i d  a r e  n o t  e q u a l  f o r  a l l ,  
f o r e i g n  exchange  u s e s  which  h a v e  h i g h e r  economic  r e t u r n s  a r e  
more l i k e l y  t o  be  s u c c e s s f u l  d u e  t o  t h e i r  a b i l i t y  t o  s u p p o r t  a  
h i g h e r  b i d  r a t e .  Thus ,  t he .  a u c t i o n  s u p p o r t s  t h e  a p p l i c a t i o n  o f  
s c a r c e  f o r e i g n  exchange  i n  s e c t o r s  and  a c t i v i t i e s  wh ich  show 
t h e  g r e a t e s t  p r o d u c t i v i t y  and  p r o f i t a b i l i t y .  ' T h i s  is e x a c t l y  
t h e  t-e o f  r e s o u r c e  a l l o c a t i o n  wh ich  mus t  o c c u r  i f  t h e  
s t r u c t u r a l  a d j u s t m e n t  e f f o r t  i s  t o  be e f f e c t i v e .  S u c c e s s f u l  
b i d d e r s  u n d e r  t h e  a u c t i o n  h a v e  r a n g e d  f rom i n d i v i d u a l  f a r m e r s  
t o  l a r g e  i n t e r n a t i o n a l  f i r m s .  

D. A u c t i o n  I m p l e m e n t a t i o n  

A s  t h e  a u c t i o n  mechzinism was o r i g i n a l l y  d e s i g n e d ,  b i d s  would be 
s u b m i t t e d  t o  c o m m e r c i a l  banks  a l o n g  w i t h  a p p r o p r i a t e  
d o c u m e n t a t i o n .  The c o m m e r c i a l  banks  would t h e n  s u b m i t  t h e s e  
b i d s  t o  t h e  F o r e i g n  Exchange  ~ u c t i o n  Commit tee .  T h i s  c o m m i t t e e  
would r a n k  o r d e r  t h e  b i d s  a c c o r d i n g  t o  t h e  e x c h a n g e  r a t e  o f  
e a c h  b i d .  The amount  o f  a v a i l a b l e  f u n d s  would be  comgared  t o  
t h e  l i s t  o f  b i d s ,  u n t i l  t h e  a v a i l a b l e  f u n d s  we re  e x h a u s t e d .  
The b i d  r a t e  a t  which t h e  f u n d s  we re  e x h a u s t e d ,  a l s o  known a s  
t h e  s t r i k e  r a t e ,  would s e t  t h e  e x c h a n g e  r a t e  f o r  t h a t  a c c t i o n  
and  would d e t e r m i n e  t h e  amount of  kwacha w h i c h  t h e  s u c c e s s f u l  
b i d d e r s  would be  r e q u i r e d  t o  pay  f o r  t h e  f o r e i g n  exchange  t h e y  
r e c e i v e d .  The s t r i k e  r a t e  a l s o  became t h e  exchange  r a t e  t o  b e  
u s e d  f o r  a l l  t r a n s a c t i o n s  u n t i l  t h e  n e x t  week ly  a u c t i o n .  

From t i m e  t o  time, t h e  Bank o f  Zambia h a s  m o d i f i e d  t h e  
a u c t i o n ' s  g u i d e l i n e s ,  b o t h  t o  improve  t h e  c o v e r a g e  o f  t h e  
a u c t i o n  and  i n  a t t e m p t s  t o  s l o w  t h e  k w a c h a ' s  d e p r e c i a t i o n  
r e l a t i v e  t o  t h e  U.S. d o l l a r . '  I n  g e n e r a l ,  however ,  t h e s e  
c h a n g e s  d i d  n o t  r e p r e s e n t  o v e r l y  s e r i o u s  m o d i f i c a t i o n s .  I n  
a d d i t i o n ,  many o f  t h e  c h a n g e s  have  n o t  r ema ined  i n  e f f e c t  f o c  
e x t e n d e d  p e r i o d s .  Among t h e s e  c h a n g e s  a r e :  

-- March 6 ,  1986: The c o v e r a g e  o f  t h e  a u c t i o n  was 
expanded  t o  i n c l u d e  a l l  i m p o r t s  o f  p e t r o l e u m  and  
p e t r o l e u m  p r o d u c t s  i n c l u d i n g  payments  by TAZAAA 
P i p e l i n e s  L t d . ,  Zambia A i r w a y ' s  IATA paymen t s ,  a n d  
f o r e i g n  e x c h a n g e  o b l i g a t i o n s  i n c u r r e d  by t h e  TAZARA 
r a i l w a y  a u t h o r i t y .  T h i s  m o d i f i c a t i o n  is s t i l l  i n  
e f f e c t .  



- J u n e  1 8 ,  1986: D e c i s i o n  t h a t  a l l  b i d s  i n  t h e  a u c t i o n  -- 

w i l l  be  p u b l i s h e d  i n  t h e  loca l  press. Whi l e  t h i s  
c h a n g e  was i n t e n d e d  t o  p u t  p r e s s u r e  o n  b i d d e r s  t o  show 
more r e s t r a i n t  i n  t h e i t  b i d s ,  i t  has p r o v e n  a boon t o  
d o n o r s  a n d  o t h e r  i n t e r e s t e d  p a r t i e s  i n t e r e s t e d  i n  
m o n i t o r i n g  t h e  p e r f o r m a n c e  o f  t h e  a u c t i o n .  T h i s  
m o d i f i c a t i o n  is s t i l l  i n  e f f e c t .  

- o J u l y  1 5 ,  5986: Documenta t ion  r e q u i r e m e n t s  f o r  b i d s  
were i n c r e a s e d  t o  i n c l u d e :  (1) income t a x  c l e a r a n c e  
c e r t i f i c a t e  i n d i c a t i n g  t h a t  a l l  income t a x  o b l i g a t i o n s  
f o r  t h e  p r e c e d i n g  y e a r  had Seen  p a i d ;  ( i )  c e r t i f i c a t i o n  
t h a t  t h e  kwacha c o v e r  f o r  t h e  b i d  d o e s  n o t  i n c l u d e  
o v e r d r a f t  f i n a n c i n g  i n  exc6ss  of  2 0 %  .of t h e  t o t a l  valce 
o f  t h e  b id ;  ( 3 )  e v i d e n c e  t h a t  any  f o r e i g n  e x c n a n g e  
o b t a i n e d  t h r a u g h  t h e  a u c t i o n  90  d a y s  o r  more p r i o r  t o  
t h e  c u r r e n t .  a u c t i o n  h a s  been  f u l l y  u t i l i z e d ;  and ( 4 )  a  
c l e a r a n c e  c e r t i f i c a t e  t h a t  a l l  o u t s t a n d i n g  c u s t o m s  
d u t i e s  and sales  t a x  o b l i g a t i o n s  have  been p a i d .  
M o d i f i c a t i o n s  (1) , ( 3 ) ,  and  ( 4 )  a r e  s t i l l  i n  e f f e c t ,  
w h i l e  ( 2 )  was d ropped  Sep tember  16, 1 9 8 6 .  

- - Augus t  2 ,  1 9 8 6 :  I n t r o d u c t i o n  o f  new q ~ i d o l l n e s  f o r  :Ye 
a c c t i o n  c h a n g i n g  t h e  a u c t i o n  from a " n a r g i z a l  a i ? "  
s y s t e m  t o  a  "Dutch" s y s t e n .  The  p r i n c i p a l  change  t h i s  
e n t a i l e d  was t h a t  b i d 2 e r s  a r e  now r e q u i r e d  t o  ?a:/ :he 
exchange  r a t e  t h e y  b i d  f o r  a n y  f o r e i g n  e x c h a n y e  
r e c e i v e d ,  The f i n 2 1  s u c c e s s f u i  bid s t i l l  d e t e r m i z e s  
t h e  exchange  r a t e  f o r  t h e  upcornin9 w e e k .  T h i s  
a o d i f i c a t i o n  is s t i l l  i n  e f f e c t .  

-- August  9 ,  1936:  E x c l u s i o n  of  h o l i d a y  t r a v e l  a l l o r a z c e s  
from t h e  a u c t i o n .  T h i s  m o d i f i c a t i o n  is no l o n g e r  i n  
e f f e c t ;  

- -  September  16, 1986: W i t h d r a w a l  of t h e  r e s t r i c t i o n  o n  
o v e r d r a f t  f i n a n c i n g  o f  a u c t i o n  b i d s .  T h i s  m o d i f i c a t i c n  
is s t i l l  i n  e f f e c t ,  

o - November 3 ,  1986: I n t r o d u c t i o n  o f  a n  i n t e r e s t  f r e e  
advance  d e p o s i t  e q u i v a l e n t  t o  303 of  t h e  v a l u e  o f  e a c h  
b i d .  T h i s  advance  d e p o s i t  I s  t o  be r e t u r n e d  t o  
u n s u c c e s s f u l  b i d d e r s  w i t h i n  t h r e e  work ing  d a y s  
f o l l o w i n g  t h e  a u c t i o n .  For  s u c c e s s f u l  b i d d e r s ,  t h e  
d e p o s i t  w i l l  be r e f u n d e d  e i t h e r  a f t e r  9 0  d a y s  o r  a f t e r  
t h e  s u b m i s s i o n  o f  e v i d e n c e  t h a t  t h e  f o r e i g n  exchange  
t r a n s a c t i o n  h a s  been c o m p l e t e d ,  w h i c h e v e r  is l a t e r .  
T h i s  m o d i f i c a t i o n  is s t i l l  i n  e f f e c t .  

-- November 3 ,  1986:  W i t h d r a w a l  of  t h e  e x c l u s i o n  of t h e  
h o l i d a y  t r a v e l  a l l o w a n c e  from t h e  a u c t i o n .  



E. Auct ion  R e s u l t s  
/ 

Tables  I V . 1  through I V . 4  ( i n  Annex I?) p r e s e n t  b a s i c  in.formation 
concern ing  t h e  performance of and p a r t i c i p a t i o n  i n  the 
a u c t i o n .  1 n  a d d i t i o n ,  F i g u r e s  1v.1. through IV.6 ( i n  t h i s  
S e c t i o n )  g r a p h i c a l l y  i l l u s t r a t e  some o f '  t h e  major performance 
i n d i c a t o r s .  

Tab le  I V . l  and F i g u r e  I V . l  show t h e  monthly average  v a l u e s  f o r  
t h e  nominal and d e f l a t e d  exchange r a t e .  (The d e f l a t e d  exchange 
r a t e  is t h e  nominal. exchange r a t e  d i v i d e d  by Zambia 's  consumer 
p r i c e  index.  I t  d i f f e r s  from t h e  r e a l  exchange r a t e  s i n c e  i t  
does  n o t  a d j u s t  f o r  i n f l a t i o n  and exchange r a t e  movements of 
Zambia ' s .major  t r a d i n g  p a r t n e r s . )  These d a t a  c l e a r l y  i n d i c a t e  
t h e  d e p r e c i a t i o n  of t h e  kwacha. D e s p i t e  t h e  a p p r e c i a t i o n  i n  
bo th  t h e  nominal and d e f l a t e d  exchange r a t e s  over  t h e  months 
J u l y  and August,  t h e  r e c e n t  a c c e l e r a t i o n  of t h e  kwacha's 
d e p r e c i a t i o n  r e l a t i v e  t o  t h e  d o l l a r  has  r e s u l t e d  i n  an exchange 
r a t e  t h a t  i s  ex t remely  f a v o r a b l e  t o  e x p o r t e r s .  

The  remainder of t h e  t a b l e s  and f i g u r e s  p r e s e n t  i n f o r m a t i o n  f o r  
each a u c t i o n .  Rather than  p r e s e n t i n g  a d e t a i l e d  d i s c u s s i o n  of 
each t a b l e  and/or f i g u r e ,  t h e  d i s c u s s i o n  below d i v i d e s  t h e  
a u c t i o n  r e s u l t s  i n t o  f i v e  d i s t i n c t  p e r i o d s  w h i c h  a r e  d i s c u s s e d  
below. 

FIGURE I V .  -1 
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Auct ions  1 - 7 (Oc tober ,  1985 - November 23, 1 9 8 5 ) :  
I n t r o d u c t i o n ,  Learn ing  and Search 

T h i s  e a r l y  p e r i o d  of the a u c t i o n  c a n  b e s t  be t h o u g h t  o f  as a 
l e a r n i n g  p e r i o d  .on t h e  p a r t  of  t h e  GRZ and t h e  a u c t i o n  
b i d d e r s .  The implementa t ion  and a d j u s t m e n t  t o  t h e  a u c t i o n  
p r o c e d u r e s  were o c c u r  r i n g ;  t h e  a u c t i o n  marke t  was s e a r c h i n g  f o r  
i ts  e q u i l i b r i u m ;  and b i d d e r s  were s e a r c h i n g  f o r  a n  a p p r o p r i a t e  
b i d d i n g  s t r a t e g y .  

During t h i s  p e r i o d  t h e r e  were wide f l u c t u a t i o n s  i n  t h e  s t r i k e  
r a te ,  s t a r t i n g  a t  t h e  p r e - a u c t i o n  r a t e  o f  K2.25/US$ r i s i n g  t o  
K'I.OO/US$, t h e n  f a l l i n g  t o  K5.80/US$. Funding 1 e v e . l ~  
f l u c t u a t e d  s t a r t i n g  a t  $416 m i l l i o n ,  r i s i n g  t o  $7.5 m i l l i o n ,  
t h e n  d ropp ing  t o  j u s t  less t h a n  $4.0 m i l l i o n .  The c l ea res t  
i n d i c a t o c .  of t h e  s e a r c h  p r o c e s s  t h a t  was o c c u r r i n g  c a n  be s e e n  
i n  t h e  range  o f  b i d  rates. I n  t h e  f i r s t  a u c t i o n  t h e  b i d  range  
was K12.25, t h e n  narrowed f a i r l y  - q u i c k l y  t o  a  l e v e l  of K3.28 by 
a u c t i o n  number 7. C I W ~ ~ .  z --- 

NOMINAL EXC~1ItV4 (: ii l?.lfl'K 
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Auct ions  8 - 35 (November 30,  1985 - June  5 ,  1986) : S e t t l e m e n t  
and R e l a t i v e  S t a b i l i t y  

3 e g i n n i n g  w i t h  t h e  e i g h t h  a u c t i o n  a t  t h e  end o f  November, 1 9 8 5 ,  
t h e  a u c t i o n  g e n e r a l l y  s t a b i l i z e d  and remained s t a b i l i z e d  
t h r o u g h  t h e  t h i r  ty- f  i f  t h  a u c t i o n  a t  t h e  b e g i n n i n g  o f  J u n e ,  
1986. While t h e  kwacha d e p r e c i a t e d  f u r t h e r  over  t h i s  p e r i o d ,  
t h e  r a t e  of d e p r e c i a t i o n  was o n l y  2 0 3  o r  a n  a v e r a g e  of 0 . 7 3  per  
a u c t i o n .  The number of b i d s  pe r  a u c t i o n  f l u c t u a t e d ,  b u t  
g e n e r a l l y  temained a t  c r  below 300. The volume of d o l l a t s  
s u p p l i e d  t o  t h e  a u c t i o n  a l s o  d i s p l a y e d  some f l u c t u a t i o n ,  b u t  
remained i n  t h e  range  o f  $4.0 - $9.0 m i l l i o n ,  a v e r z g i n g  a b o u t  
$5.5 m i l l i o n .  S i m i l a r l y ,  t h e  volume of  d o l l a r s  demanded 
f l u c t u p t e d  between $5-$11 m i l l i o n  w i t h  an  a v e r a g e  o f  
a p p r o x i m a t e l y  $8.3 rnikl ion.  The r a n g e  of  b i d  r a t e s  c o n t i n u e d  
t o  c o n t r a c t ,  t h e n  s t a k i L i z e d  t o  a band o f  a p p r o x i m a t e l y  K1.5 - 
K2.0; t h e r e  was a b r i e f  expans ion  i n  t h e s e  r a n g e s ,  however,  i n  
r e a c t i o n  t o  t h e  expans ion  of t h e  c o v e r a g e  of  t h e  a u c t i o n  i n  
March, 1986. 





A u c t i o n  4 3  marked t h e  i n t r o d u c t i o n  of the Dutch a u c t i o n  s y s t e m  
and  t h e  b e g i n n i n g  o f  a series of a u c t i o n s  where  t h e  volume o f  
d o l l a r s  s u p p l i e d  exceeded  t h e  f u n d i n g  l i d t e a g r e e d  upon w i t h  
t h e  IMF o f  a p p r o x i m a t e l y  $9.0 m i l l i o n .  Due t o  t h e  s u p p l y  o f  
$22.8 m i l l i o n  i n  t h i s  a u c t i o n ,  t h e  exchange  r a t e  was a g a i n  
r e d u c e d  t o  .KS.Ol/USS. For  t h e  r e m a i n d e r  o f  t h i s  p e r i o d ,  t h e  
kwacha resumed its d e p r e c i a t i o n  d e s 3 i t e  t h e  o v e r f u n d i n g  of  
a u c t i o n s  44, 47,  48 and  49. 

The GRZ a t t r i S u t e s  t h e  o v e r f u n d i n g  d u r i n g  t h i s  p e r i o d  t o  
i n f o r m a t i o n  t h e y  had r e c e i v e d  t h a t  t h e  R e p u b l i c  o f  S o u t h  A f r i c a  
was p r e p a r i n g  t o  c l o s e  t h e i r  b o r d e r  w i t h  Zambia. The GRZ 
wanted t o  fund  a s  many. i m p o r t e r s  a s  s o s s i b l e  s o  t h a t  r e q u i r e d  
i m p o r t s  c o u l d  e n t e r  t h e  c o u n t r y  b e f o r e  t h e  b o r d e r  c l o s u r e .  

No matter what  t h e  r e a s o n  b e h i n d  t h e  m a s s i v e  u p s u r g e  i n  a u c t i o n  
f u n d i n g ,  two n e g a t i v e  e f f e c t s  o f  t h e s e  h i g h  f u n d i n g  l e v e l s  
remain .  F i r s t ,  a n  a u c t i o n  d i s b u r s e m e n t  p i p e l i n e  o f  f o u r  t o  t e n  
w e e k s  h a s  been  e s t a b l i s h e d .  Second,  t h e  c o n f i d e n c e  cE t h e  
b u s i n e s s  community i n  t S e  a u c t i o n ,  e s p e c i a l l y  c o z f i d e n c e  i n  r t s  
c o n t i n u i n g ,  h a s  Seen s h a k e n .  A s  a r e s u l t ,  S i 3 6 e r s  z r e  7.ct.i 
engaged  i n  a  sc rarnbl?  t o  a c q g i r 2  f o r e i g n  exchzr.se 5 e f ~ r e  = ? e  
p o s s i b l e  t e r m i n a t i o n  of  t h e  a c c t i o n  system. 

A u c t i o n  50 - 57  (September  2 0 ,  1986 - November 8, 1986): The 
R e t a r n  s f  a u l e s  

a e g i n n i n g  w i t h  a u c t i o n  50 a n d  c o n t i n x i n g  t h r o u g h  t h e  mcs t  
r e c e n t  a u c t i o n ,  t h e  GRZ h a s  r e t u r n e d  t o  an o r z e r l y  f , ~ n d i n g  
l e v e l  and i n p l e n e n t a ' i o n  of  t h e  a u c t i o n .  I n  o r d e r  t c  c l e a r  tr? 
a u c t i o n  d i s b u r s e m e n t  g i ? e l i n e ,  t h e  f u n d i n g  l e v e l s  o f  t h z  
a u c t i o n  a r e  b e i n g  l i n i t e d  t o  $5 .5  m i l l i o n  ( b e g i n n i n g  with .. 
a u c t i o n  5 4 ) .  Due ts t h i s  f u n d i n g  r e s t r i c t i o n  and the  
u n c e r t a i n t y  w i t h i n  t h e  b u s i n e s s  community a b o u t  t h e  
c o n t i n u a t i o n  of t h e  a u c t i o n ,  h i g h  demand h a s  c o n t i n u e ?  and t h e  
d e p r e c i a t i o n  of  t h e  kwacha h a s  o n c e  a q a i n  a c c e l e r a t e d .  For 
t h e s e  e i g h t  a u c t i o n s ,  t h e  a v e r a g e  d e p r e c i a t i o n  of t n e  kwacha 
h a s  been 6 .8% p e r  a u c t i o n ,  o r  a t o t a l  o f  o v e r  54%.  

S i n c e  a u c t i o n  53 when t h e  exchange  r a t e  r e a c h e d  K8.3/US$, t h e  
numkec o f  b i d s  and  t h e  volume of  d o l l a r s  demanded have  shown a 
marked d e c l i n e .  I n  t e r m s  o f  bids, t h e  d e c l i n e  h a s  been from 
771 i n  a u c t i o n  53 t o  411 i n  a u c t i o n  57 ,  w h i l s  t h e  d o l l a r  demand 
h a s  d e c l i n e d  from $24.3 m i l l i o n  i n  a u c t i o n  5 4  t o  $13.7 n i l l i o n  
i n  a u c t i o n  57. These  r e s p o n s e s  t o  t h e  s i g n i f i c a n t l y  h i g h e r  
exchange  r a t e s  and t h e  re -emerging  c o n f i d e n c e  t n a t  t h e  a u c t i s n  
w i l l  c o n t i n u e ,  p o i n t  t o  p r o s p e c t s  t h a t  t h e  exchange  r a t e  may 
soon  r e s t a b i l i z e ,  a l b e i t  a t  a s i g n i f i c a n t l y  h i g h e r  r a t e  t n a n  
p r e v i o u s l y  s e e n .  



The d i s b u r s e m e n t  p i p e l i n e  began t o  a c c u m u l a t e  o n l y  a f t e r  t h e  
e x t r a o r d i n a r y  f u n d i n g  l e v e l s  i n  a u c t i o n  number 43,  i . e . ,  f o r  
t h e  f i r s t  43 a u c t i o n s  t h e r e  was no p i p e l i n e  and  d i s b u r s e m e n t s  
o f  f o r e i g n  exchange t o  s u c c e s s f u l  b i d d e r s  was immedia te .  The 
s i t u a t i o n  a s  of November 21, 1986 ,  is t h a t  t h e  a u c t i o n s  t h r o u g h  
nunber  49 have been p a i d .  T h i s  l e a v e s  a  p i p e l i n e  c o n s i s t i n g  of  
a u c t i o n s  50 t h r o u g h  59. Funds f o r  IATA payments ,  commerc ia l  
banks '  working b a l a n c e s ,  and a p p r o x i n a t e l y  o n e - h a l f  o f  t h e  
f u n d s  f o r  ZIMOIL from t h e s e  a u c t i o n s  have  been d i s b u r s e d .  - 
Thus,  t h e  d i s b u r s e m e n t  p i p e l i n e  t o t a l s  a p p r o x i m a t e l y  $35 
m i l l i o n .  The GRZ l i m i t  on new a u c t i o n  s a l e s  o f  $5 .5  m i l l i o n  
a l l o w s  a  g r a d u a l  r e d u c t i o n  i n  t h e  p i p e l i n e  o f  a p p r o x i m a t e l y  
$3 .5  m i l l i o n  p e r  w e e k .  Thus,  t h e  2 i p e l i n e  s h o u l d  be c l e a r e d  
w i t h i n  t e n  ' t o  t w e l v e  w e e k s .  

F.  E f f e c t s  o f  t h e  Auc t ion :  The Winners  and L o s e r s  

A s  a  r e s u l t  o f  t h e  exchange  r a t e s  e s t a b l i s h e d  by t h e  a u c t i o n  
s y s t e m ,  monumental c h a n g e s  a r e  t a k i n g  p l a c e  i n  t h e  p r i c e  
s t r u c t u r e  f o r  goods  and s e r v i c e s  i n  Zambia. I n  t u r n ,  t h e s e  
p r i c e  c h a n g e s  a r e  s e t t i n g  i n  mot ion  a  p l a n  t h a t  i s  aimed a t  
n o t h i n g  less  t h a n  a  c o m p l e t e  r e s t r u c t u r i n g  of t h e  Zambian 
economy which nlany " a u t h o r i t i e s "  b e l i e v e  w i l l  t a k e  a t  l e a s t  
t h r e e  t o  f i v e  y e a r s  t o  b e a r  f r u i t  (and  p o s s i b l y  10  t o  1 5  y e a r s  
u n t i l  a  s t r u c t u r a l  r e a d j u s t m e n t  c a n  be s i g n i f i c a n t l y  
c o m p l e t e d ) .  During t h i s  time many of  t h e  Zambian 2 e o p l e  a r e  
l i k e l y  t o  view t h e  p e n a l t i e s  of  t h e  s t r u c t u r a l  a d j u s t m e n t  a s  
o u t w e i g h i n g  t h e  b e n e f i t s  and p u t  p r e s s u r e  on t h e  GRZ t o  e i t h e r  
s low down o r  abandon its p o l i c y  r e fo rm p r o c e s s .  S i n c e  t h e  
" p e r s e v e r e n c e  o f  p o l i t i c a l  w i l l  t o  f o l l o w  t h e  p o l i c y  r e f o r m  
p r o c e s s  t o  i ts  c o n c l u s i o n "  is  one  of  t h e  most i m p o r t a n t  f a c t o r s  
a f f e c t i n g  t h e  outcome of  t h e  G R Z ' s  ?ol 'icy r e f o r m  program,  i t  
makes good s e n s e  t o  mon i to r  and  a n t i c i p a t e  t h e  i m p l i c a t i o n s  o f  
t h i s  economic t r a n s f o r m a t i o n ,  s t a r t i n g  w i t h  t h e  e f f e c t  of  
h i g h e r  p r i c e s  f o r  f o r e i g n  exchange ,  on t h e  v a r i o u s  economic 
a c t o r s .  I n  t h i s  r e g a r d  it  is i m p o r t a n t  t o  n o t e  t h a t  P r e s i d e n t  
Kaunda h a s  c o n t i n u o u s l y  r e i t e r a t e d  h i s  s u p p o r t  of t h e  a u c t i o n  
sys t em.  F u r t h e r ,  he  h a s  r e c e n t l y  s e n t  P a r t y  o f f i c i a l s  
t h r o u g h o u t  t h e  c o u n t r y  t o  e x p l a i n  t o  t h e  p o p u l a t i o n  t h e  need 
f o r  t h e  r e f o r m s  b e i n g  p u r s u e d .  

U n f o r t u n a t e l y ,  t h e  r e l a t i v e l y  r e c e n t  i n t r o d u c t i o n  of t h e  
a u c t i o n  s y s t e m  and t h e  l a c k  of up t o  d a t e  p r o d u c t i o n  d a t a  makes 
i t  d i f f i c u l t  t o  q u a n t i f y  t h e  impac t  of  t h e  a u c t i o n  -- and t h e  
r e s u l t i n g  p r i c e  of  f o r e i g n  exchange  -- on t h e  d i f f e r e n t  
s egmen t s  o f  t h e  Zambian economy. A s  a  r e s u l t ,  t h e  comments and 
o b s e r v a t i o n s  below w i l l  g e n e r a l l y  be  based  on i n f o r m a l  r e p o r t s  
and  comments r a t h e r  t h a n  a  d e t a i l e d  a n a l y s i s  of o f f i c i a l  d a t a .  
I t  s h o u l d  be c l e a r  from t h e  s t a r t  t h a t  t h e r e  a r e  a  number of 
t i m e  l a g s  i n v o l v e d  i n  Zambia 's  comprehens ive  p o l i c y  r e fo rm 
program which w i l l  r e q u i r e  time t o  work t h e m s e l v e s  o u t .  Those 



ar-ea3 which  may l o o k  u n f a v o r a b l e  now may very w e l l  b los som 
la te r  o n  (i.e., t h e  case of small  farmers); t h e  c o n t r a r y  may 
a l s o  be t r u e .  The M i s s i o n  w i l l  i n c r e a s e  i ts  e f f o r t s  i n  
d i s c u s s i o n s  w i t h  t h e  GRZ t o  p l a c e  g r e a t e r  e m p h a s i s  on  t h e  need  
f o r  a t t e n t i v e  m o n i t o r i n g  and  r e p o r t i n g  o f  economic s t a t i s t i c s  
and  s o c i a l  and p o l i t i c a l  i n d i c a t o r s  f o r  t h e  e n t i r e  r e f o r m  
program. ( I n  t h i s  r e g a r d ,  t h e  M i s s i o n  is i n  t h e  p r o c e s s  o f  
a p p r o v i n g  a  K5.1 m i l l i o n  g r a n t  from c c u n t e r p a r t  f u n d s  f o r  a  
comprehens ive  a g r i c u l t u r a l  s u r v e y  t h a t  w i l l  g a t h e r  d a t a  which  
c a n  be used  f o r  s u c h  a n a l y s e s . )  

D i s t r i b u t i o n  o f  A u c t i o n  Funds: Whi le  t h e  Bank o f  Zambia 
p e r i o d i c a l l y  p r e p a r e s  a  breakdown o f  t h e  u s e  o f  a u c t i o n  f u n d s ,  
Bank o f f i c i a l s  a r e  r e l u c t a n t  t o  r e l e a s e  t h e s e  r e p o r t s .  The  
o n l y  r e p o r t  which h a s  been  r e l e a s e d  c o v e r s  t h e  u s e  of  f u n d s  
c o v e r i n g  t h e  f i r s t  2 4  a u c t i o n s .  The s e c t o r a l  d i s t r i b u t i o n  o f  
t h e  u s e  o f  t h e s e  f u n d s  is g i v e n  i n  T a b l e  I V . 5  (Annex F ) .  A s  
s e e n  from t h i s  i n f o r m a t i o n ,  j u s t  o v e r  70% o f  t h e  a u c t i o n  f u n d s  
were used  f o r  t h e  i m p o r t a t i o n  o f  mach ine ry  and equ ipmen t  and 
i n t e r m e d i a t e  goods  and  raw m a t e r i a l s .  The n e x t  ma jo r  use o f  
t h e  f u n d s  h a s  been f o r  t h e  payment o f  s e r v i c e s  ( 1 3 . 6 % ) ,  
f o l l o w e d  by the irn?o:tatior! o f  c o n s m e r  goods  ( 5 . 6 9 )  . 14;7rLe 3 
d e t a i l e d  a n a l y s i s  o f  t h e  r ema in ing  a u c t i o n s  is n o t  s v a l l a k l ? ,  a 
q u i c k  r e v i e w  cf  t h e  p u o l i s h e d  b i d s  s i n c e  a u c t i o n  3 7  ( J u n e  2 1 ,  
1 9 8 6 )  i n d i c a t e s  t h a t  t h e  u s e s  o f  t h e  f c n d s  has ? r o b a b l y  s h l f t e i  
even  f u r t h e r  t c w a r d s  t h e  i m p o r t a t i o n  o f  raw m a t e r i a l s ,  saare  
p a r t s ,  and i n t e r m e d i a t e  i n p u t s  a s  op?ossd t o  f  ii-.a1 c o n s u n e r  
goods .  

One o f  t h e  major  w i n n e r s  i n  t h e  ~ u c t i o n  h a s  b e e n  t h e  e z i v a t a  
s e c t o r .  P r i o r  t o  t h e  a u c t i o n  t h e  p r i v a t e  s e c t o r  had  on117 
n i n i r n a l  a c c e s s  t o  f o r e i g n  exchange ,  o,xce?t f o r  t h c s e  rkc 
S e n e f i t e d  from t h e  5 0 6  r e t e n t i o n  of  e x p o r t  r e v e n u e s .  
U n o f f i c i a l  e s t i m a t e s  i n d i c a t e  t h a t  o v e r  504 of t h e  a u c t i o n  
f u n d s  have  gone  t o  t h e  p r i v a t e  s e c t o r .  

Farmers  c a n  g e n e r a l l y  be viewed a s  w i n n e r s  f rom t h e  
i n t r o d u c t i o n  of t h e  a c c t i o n  a l t h o u g h  t h e  immedia t e  e f f e c t s  of  - 
t h e  h i g h e r  p r i c e d  f o r e i g n  exchange  is a f f e c t i n g  t h e  d i f f e r e n t  
g r o u p s  of f a r m e r s  i n  a n  uneven way. On t h e  p o s i t i v e  s i d e ,  even  
though t h e  costs o f  i m p o r t e d  i n p u t s  have i n c r e a s e d ,  t h e  
a v a i l a b i l i t y  o f  t h e s e  i n p u t s ,  e s p e c i a l l y  equ i2men t  and s p a r e  
p a r t s ,  h a s  i n c r e a s e d .  For t h e  c o m m e r s i a l  f a r m e r s  who have  
a c c e s s  t o  c r e d i t ,  f i n a n c i n g  t h e s e  i n p u t s  is  n o t  a  problem.  For 
t h o s e  s u b s i s t e n c e  and emergen t  f a r m e r s  who d o  n o t  have a c c e s s  
t o  c r e d i t ,  h i g h e r  p r i c e d  i n p u t s  r e s u l t ,  a t  l e a s t  i n  t h e  s h o r t  
t e r m ,  i n  d o i n g  w i t h o u t .  While  p r o d u c e r  p r i c e s  have  been r a i s e d  
t o  c o v e r  t h e  h i g h e r  c o s t s  o f  t h e s e  i n p u t s ,  non-commercial  
f a r m e r s  a r e  more c o n c e r n e d  a b o u t  how t h e y  a r e  g o i n g  t o  pay f o r  
t h i s  y e a r ' s  i n p u t s .  (Dur ing  FY 1986 ,  t h e  M i s s i o n  p r o v i d e d  a 
KSO m i l l i o n  g r a n t  t o  f u n d  a  R u r a l  C o o p e r a t i v e  A g r i c u l t u r a l  
Csed i t  Scheme f o r  s m a l l  f a r m e r s  d u e  t o  t h i s  problem.  S e e  Annex 
E f o r  a d a i t i o n a l  i n f o r m a t i o n . )  . . 



The.producers  of a g r i c u l t u r a l  e x p o r t  p r o d u c t s  ( p r i m a r i l y  
commercial fa rmers)  have c e r t a i n l y  b e n e f i t t e d  more than o t h e r  
Zambian farmers. .  W h i l e  o f f i c i a l  s t a t i s t i c s  a r e  not  a v a i l a b l e ,  
a  number of u n o f f i c i a l  and non-quan t i t a t ive  i n d i c a t o r s  show a  
s i g n i f i c a n t  i n c r e a s e  in  a g r i c u l t u r a l  expor t s .  For example, 
o f f i c i a l s  of t h e  M i n i s t r y  of Commerce and I n d u s t r y  have s a i d  
t h a t  a p p l i c a t i o n s  f o r  expor t  l i c e n s e s  have inc reased  
s u b s t a n t i a l l y  s i n c e  t h e  i n t r o d u c t i o n  of t h e  a u c t i o n .  A f u r t h e r  
i n d i c a t i o n  of t h e  increased  a g r i c u l t u r a l  e x p o r t s  is a  growing 
concern t h a t  t h e r e  may be i n s u f f i c i e n t  f r e i g h t  c a p a c i t y  f o r  t he  
t r a n s p o r t  of p e r i s h a b l e  e x p o r t s .  

I n d u s t r y  has been another  major winner from t h e  a u c t i o n .  A s  
i n d i c a t e d  above, machinery, equipment, s p a r e  p a r t s ,  and raw 
m a t e r i a l s  have composed t h e  major p o r t i o n  of t h e  imports  
f inanced  w i t h  t h e  a u c t i o n  funds.  While o f f i c i a l  f i g u r e s  a r e  
aga in  not  a v a i l a b l e ,  surveys have i n d i c a t e d  t h a t  manufactur ing 

, c a p a c i t y  u t i l i z a t i o n  has increased  by a t  l e a s t  25% from a  r a t e  
of about  40% u t i l i z a t i o n  p r i o r  t o  t h e  a u c t i o n  t o  roughly a  50% 
r a t e  a t  p r e s e n t .  On t h e  down s i d e ,  h igher  p r i ced  i n p u t s  a r e  
adve r se ly  a f f e c t i n g  p r o f i t a b i l i t y  f o r  most i n d u s t r i e s  which 
have e x i s t e d  f o r  a  long t i n e  w i t h  the  overvalued kwacha. 

P a r a s t a t a l s  appear t o  have had 'a ;nixed expe r i ence .  ! J n ~ l e  t n e  
cg a v a i l a b i l i t y  of f o r e i s n  exchange through the a u c t l o n  has been a 
h 
b b e n e f i t ,  repor ted  l i q u i d i t y  problems w i t h i n  some o r g a n i z a t i o n s  
Y 
b have been a  l i m i t i n g  f a c t o r  on the  use of t h e  a u c t i o n .  The 

s p r e s s u r e s  imposed by t h e  a u c t i o n  and t h e  G R Z ' s  concern over t h e  
i= budget d e f i c i t  have provided added. momentum t o  So t h  t h e  
b r ecogn i t ion  and e f f o r t s  t o  a l low p z r a s t a t a l s  t o  o p e r a t e  a s  
? independent p r o f i t  c e n t e r s .  The kwacha's deva lua t ion  and 
rn 
0 improved management have f i n a l l y  pu t  Zambia Consol ida ted  Copper 

B Mines (ZCCH) and Nitrogen Chemicals of Zambia (NCZ) i n  
Y positions where they a r e  a b l e  t o  show a kwacha p r o f i t .  
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Consumers have  been b o t h  w i n n e r s  and l o s e r s  as a r e s u l t  of t h e  
a u c t i o n .  The d e p r e c i a t i o n  o f  t h e  exchange r a t e  h a s  b r o u g h t  
a b o u t  s i g n i f i c a n t  i n c r e a s e s  i n  t h e  p r i c e s  of  a number o f  
commodi t ies  which have  had a d v e r s e  i m p a c t s  on consumers.  The 
e f f e c t s  of  t h i s  " c o r r e c t i v e  i n f l a t i o n "  r e 2 r e s e n t  n e c e s s a r y  
a d j u s t m e n t s  t o  t h e  p a s t  o v e r - v a l u a t i o n  c f  t h e  kwacha. The 
p o p u l a t i o n  g roup  t h a t  may be h i t  t h e  w o r s t  is t h e  segment i n  
t h e  lower income g r o u p s  i n  urban a r e a s .  The p r i n c i p a l  r e a s o n s  
f o r  t h i s  a r e  t h e  combined e f f e c t s  of t h e  G R Z ' s  a t t e m p t s  t o  
r e d u c e  t h e  s u b s i d i e s  on maize meal, t h e  s t a p l e  consumption 
i t e m ,  and t h e  impact  of  p a s s i n g  on t h e  e f f e c t s  of  t h e  kwacha ' s  
d e v a l u a t i o n  i n  p roducer  p r i c e s  which must a l s o  be r e f l e c t e d  i n  
h i g h e r  p r i c e s  f o r , f o o d  and o t h e r  e s s e n t i a l  consumer i t e m s .  
Al though consumers a r e  f a c i n g  h i g h e r  p r i c e s ,  t h e  a v a i l a b i l i t y  
of consumption goods h a s  i n c r e a s e d  d r a m a t i c a l l y .  ~ h u s ,  
consumers now a t  l e a s t  have a c h o i c e  of buying o r  n o t  buying.  

C i v i l  S e r v a n t s :  Many o f  t h e  GRZ c i v i l  s e r v a n t s ,  e x c e p t  t h o s e  
a t  t h e  l o w e s t  s a l a r y  l e v e l s ,  en joyed a  good s t a n d a r d  of L i v i n s  
p r i o r  t o  t h e  i n t r o C u c t i o n  of t h e  a u c t i o n  based upon t h e i r  
r ~ l a t i v e l y  genezous salary l e v e l s  a ~ i  t h e  i n s : < ? e n s i r ~ e  i~;s::s 
c r e a t e d  by t h e  o v e r v a l q ~ e d  kwacha. S i n c e  t h e  i n t r o d ~ c t i c n  2 2  
t h e  a u c t i c n ,  t h e i r  f o r t u n e s  have changed and,  a s  a g r a u p ,  t h e y  
have been hard  h i t .  F i r s t ,  t h e i r  incomes a r e  f i x e d ,  f r o z e n  
( e x c e p t  f o r  a v e r y  s m a l l  s a l a r y  i n c r e a s e )  by G 3 Z  d e c r e e ,  d u r i n g  
a  t i n e  when i n f l a t i o n  is r a g i n g  a t  5 0 4  and t k e  p r i c e s  of  
i m p o r t s  a r e  f i v e  o r  s i x  t i m e s  what t h e y  were p r i o r  t o  t n e  
a u c t i o n .  Secondly ,  t h e  GRZ h a s  i n t r o d u c e d  a  nunber of measures  
d e s i g n e d  t o  c u r b  t h e i r  budget  d e f i c i t ,  w h i c h  t h z e a t e n  t h e  v e r y  
e x i s t a n c e  of many c i v i l  s e r v i c e  jcbs. These n e a s u r e s  i n c i u t t :  
r educ ing  t h e  age  of r e t i r e m e n t ,  d e c l a r i n g  r e d ~ ~ d z r c r e s ,  
f r e e z i n g  of  c i v i l  s e r v i c e  p o s i t i o n s  when they become v a c a n c ,  
and t h e  above mentioned s a l a r y  f r e e z e .  
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V. ASSESSMENT OF DONOR SUPPORT ??OR THE AUCTION 

A. Donor Suppor t  f o r  t h e  Auction 

The donor community p r o v i d e s  bo th  c r i t i c a l  f o r e i g n  e'xchange 
f i n a n c i n g  and symbolic  s u p p o r t  t o  t h e  'Zambian f o r e i g n  exchange 
a u c t i o n .  Donors have p rov ided  $194.0 m i l l i o n  of t h e  $380 .0  
m i l l i o n  which has  been a u c t i o n e d  by t h e  GRZ s i n c e  October  
1985. Because f o r e i g n  exchange is such a  b i n d i n g  c o n s t r a i n t  on 
t h e  Zambian economy, and t a k i n g  i n t o  c o n s i d e r a t i o n  t h a t  Zambia 
h a s  been e f f e c t i v e l y  c u t  o f f  from normal commercial l e n d i n g  
f a c i l i t i e s ,  t h e  v a l u e  of t h e  c o n t r i b u t i o n  of t h e  donor 
communiky is hard  t o  o v e r e s t i m a t e . '  The marg ina l  v a l u e  of e v e r y  
d o l l a r ,  a t  t h i s  p o i n t  i n  time, is ex t remely  v a l u a b l e .  

A t  t h e  same t ime,  t h e  p a r t i c i p a t i o n  of t h e  donors  is  in tended  
t o  demons t ra te ,  t o  t h e  b u s i n e s s  s e c t o r  and t h e  g e n e r a l  p u b l i c ,  
t h e  c o n f i d e n c e  t h e  i n t e r n a t i o n a l  community has  i n  both  G R Z  and 
t h e  reform e f f o r t .  There is broad consensus  on t h e  importance 
of both  of t h e s e  r o l e s  among a  l a r g e r  than  u s u a l  number of 
donors .  The p a r t i c i p a t i n g  donor o r g a n i z a t i o n s  r e p r e s e n t  t h e  
U . K . ,  Sweden, Japan ,  S w i t z e r l a n d ,  t h e  N e t h e r l a n d s ,  West 
Germany, t h e  World Bank, and t h e  United S t a t e s .  USAID/Zambia 
has  n a i n t a i n e d  a  c o o p e r a t i v e  r e l a t i o n s h i p  w i t h  a l l  o t h e r  donors  
throughout  t h e  d e s i g n  and implementa t ion  of t h e  ZAPS Progran .  

I n  g e n e r a l ,  t h e  d e s i g n  and implementa t ion  of e x t e r n a l  
a s s i s t a n c e  programs t o  s u p p o r t  t h e  a u c t i o n  system has  
h i g h l i g h t e d  t h e  " b e s t "  and t h e  "wors t "  of donor s u p p o r t .  T h e  
" b e s t "  is t h a t  t h e r e  has been a  r a p i d  and s i g n i f i c a n t  response  
t o  t h e  GRZ r e q u e s t  t o  donors  t o  h e l p  s u p p o r t  i t s  a u c t i o n  
system. I t  is i m p o r t a n t  t o  n o t e  t h a t  a l t h o u g h  t h e  World Bank 
provided over  60% of t h e  donor funds ,  t h e  remaining b a l a n c e  was 
d i s t r i b u t e d  between f i v e  b i l a t e r a l  o r g a n i z a t i o n s ,  a l l  of which 
made s i z a b l e  c o n t r i b u t i o n s  s i g n i f y i n g  t o  t h e  GRZ t h a t  t h e y  were 
e x p e c t i n g  t o  p a r t i c i p a t e  i n  t h e  a u c t i o n  system. The " w o r s t "  i s  
t h a t ,  wi th  t h e  e x c e p t i o n  of t h e  U . S . ,  o t h e r  o r g a n i z a t i o n s  have 
had d i f f i c u l t y  i n  s t r e a m l i n i n g  t h e i r  own procurement  
r e g u l a t i o n s  ( p r i n c i p a l l y  r e l a t e d  t o  r e s t r i c t e d  l i s t s  f o r  
e l i g i b l e  s u p p l i e r s )  t o  p e r m i t  qu ick  d i sbursement  of t h e i r  funds  
which a r e  s o  u r g e n t l y  r e q u i r e d  by t h e  GRZ. T h i s  e x p e r i e n c e  
r e i n f o r c e s  t h e  need f o r  t h e  U . S .  t o  ma in ta in  t h e  " u n t i e d "  form 
of a s s i s t a n c e  which was approved i n  t h e  o r i g i n a l  PAAD. 

B. IMF - 
While not  confus ing  t h e  IMF w i t h  a  donor o r g a n i z a t i o n ,  i t  
n e v e r t h e l e s s  p l a y s  an impor tan t  r o l e  i n  t h e  o p e r a t i o n  of t h e  
GRZ a u c t i o n .  The IMF Res iden t  R e p r e s e n t a t i v e  i s  an  o b s e r v e r  on 
t h e  Fore ign  Exchange Management Committee (FEMC) which manages 
t h e  weekly a u c t i o n .  



- 
C. World Bank 

 he 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 auctioc although they have ha2 
some reservations about its operations in the past. A sunmary 
of the IBRD projects that are providing foreign exchange for 
the auction are summarized below: 

1. Aqricultural 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 it estimated at US$72.3 million, of which $39.9 
million is being used for farm machinery and imglsments, 31l.4 
m ;  ,,.-lri3n for spare parts, $19.1 million for agro-cker,iczls, - -  3-. , 
million for aiscellaneocs inputs, and 33.2 rnilli~n for 
consultant services. The foreign exchange component is 
estimated at USS65.0 million, of which $25.0 nillion is 
provided 5 y  the IDA credit and the rest co-financed by tr.e 
African Csvelopment Bank ($23.4 million) , Canadz (56.8 
million), U.S. ($5.0 million) , and Switzerland ($4.8 million) . 
Approximately $35.0 million of the foreign exchange canponent 
is being channeled through the auctior.. Local currency costs 
of $7.3 million are being financed by t h ~  local curre?.cy 
generations from the sale of the farm nachinery and in~1oxen:s. 

The foreign exchange for the acction is beins 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 delays 
in processing clains, due to limited G R Z  administrative 
capacity, which are responsible for slowing disbursements under 
the Projact. 

2. Industrial Reorientation Project 

The Industrial Reorientation Project provides an estimated 
$75.0 million (total Project cost,S90.0 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 



i n c r e a s e  t h e  supp ly  of manufactured goods f o r  both  t h e  
domest ic  and e x p o r t  markets. The p r o j e c t  s u p p o r t s  p o l i c y  and 
i n s t i t u t i o n a l  reforms des igned  t o  increase t h e  e f f i c i e n c y  and 
p r d d u c t i v i t y  of i n d u s t r i a l  f i r m s  and t o  r e o r i e n t  t h e  i n d u s t r i a l  
s e c t o r  towards g r e a t e r  use  of  domes t i c  i n p u t s  and towards 
e x p o r t  markets. To accomplish i t s  o b j e c t i v e s ,  t he  p r o j e c t  
p rov ide s  f i n a n c i n g  f o r :  ( a )  impor t s  of s p a r e  p a r t s ,  raw 
m a t e r i a l s ,  i n t e r m e d i a t e  goods and o t h e r  i n p u t s ,  and ( b )  
t e c h n i c a l  a s s i s t a n c e ,  equipment and t r a i n i n g  t o  h e l p  improve 

. I N D E C O ' s  c a p a c i t y  t o  e v a l u a t e  inves tment  p r o j e c t s  and improve 
t h e  o p e r a t i o n  of e x i s t i n g  p u b l i c  e n t e r p r i s e s ,  t o  enhance B O Z 1 s  
c a s a c i t y  t o  f o r e c a s t  and budget f o r e i g n  exchange,  t o  e s t a b l i s h  
a  t a r i f f  commission i n  t h e  MOF and t o  s e t  u? an e x p o r t  
promotion boa,rd i n  t h e  M i n i s t r y  of Commerce and I i ldus t ry .  The 

' a  procedures  f o r  d i s b u r s i n g  f o r e i g n  exchange from t h i s  p r o j e c t  
a r e  t h e  same as  f o r  t h e  A g r i c u l t u r a l  R e h a b i l i t a t i o n  P r o j e c t .  

3 .  Recovery Credit  P r o j e c t  

The $50.0 m i l l i o n  Recovery C r e d i t  P r o j e c t  has  been des igned  t o  
suppo r t  t h e  a u c t i o n  system and is  expected  t o  become e f f e c t i v e  
by t he  end of 1986. The o b j e c t i v e  of t h e  P r o j e c t  is  t o  h e l p  
p rov ide  t h e  minimum l e v e l  of impor ts  needed f o r  Zambia 's  
r ecovery  program and the reby  t o  h e l p  s u s t a i n  t he  momentum cf 
t h e  p o l i c y  and i n s t i t u t i o n a l  reforms a l r e a d y  underway. This  i s  
expected  t o  pe rmi t  t he  p roduc t i ve  s e c t o r s  of t h e  economy t o  
respond t o  t h e  i n c e n t i v e s  and f a v o r a b l e  economic snvironment  
e s t a b l i s h e d  by t h e  reforms and p rov ide  t h e  i nc r ea sed  su?ply of 
goods and s e r v i c e s  needed t o  s u p p o r t  s t r u c t u r a l  change i n  t ho  
economy. The P r o j e c t  w i l l  f i n a n c e :  ( a )  impor ts  of goods w i th  
an excepted  l i s t  of de fens2  and l uxu ry  consumer goods;  an2 ( b )  
t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  t o  improve f o r e i g n  exchange 
nanageaent  by t h e  8 0 2 ,  t o  a u d i t  implementat ion of ZCCM's  Five 
Year Product ion and Investment  P l an ,  t o  improve d e b t  management 
i n  t h e  Min i s t r y  of Finance ,  and t o  d e v i s e  a  mechanism f o r  
l i m i t i n g  maize s u b s i d i e s  t o  on ly  low income f a m i l i e s .  

The d i sbursement  p rocedures  a r e  t h e  same a s  f o r  o t h e r  I B R D  
P r o j e c t s .  

4 .  S t r u c t u r a l  Adjustment C r e d i t  Program 

The I B R D  is irr tending t o  send an  Appra i s a l  Mission t o  Zambia i n  
February o r  March 1987 f o r  t h e  purpose  of d e s i g ~ i n g  a  
S t r u c t u r a l  Adjustment C r e d i t  Program. The b a s i s  f o r  t h i s  
Program is t h e  c o n s o l i d a t i o n  and f u r t h e r  development of t h e  
e x i s t i n g  p o l i c y  reform p roces s .  W h i l e  t h e r e  a r e  no funding 
l e v e l s  y e t  established, i t  is expected t h a t  i t  w i l l  f a l l  
between $30.0 - $50.0 m i l l i o n .  The bulk of t h i s  Program would 
be d i sbu r sed  through t h e  a u c t i o n .  



D. Other Donors  

1. U n i t e d  Kingdom: T h e  U.K. is p r o v i d i n g  $40 m i l l i o n  i n  
f o r e i g n  exchange  f o r  t h e  GRZ f o r e i g n  e x c h a n g e  a u c t i o n .  The 
form o f  t h e  U.K. a s s i s t a n c e  is a ~ 1 p - l i k e  p toq ram which  is 
r e s t r i c t e d  t o  UK s o u r c e  p r o c u r e m e n t  and mus t  u t i l i z e  t h e  Crown 
Agent  p r o c u r e m e n t  s y s t e m .  To d a t e  a n  e s t i m a t e d  $15.0 m i l l i o n  
h a s  been d i s b u r s e d ;  t h i s  i s  l e s s  t h a n  was e x p e c t e d ,  due  t c  
d i f f i c u l t i e s  i n  o b t a i n i n g  l e t t e r s  o f  c r e d i t  f r o a  c c m m e r c i a l  
banks  and i d e n t i f y i n g  c o m p e t i t i v e l y  p r i c e d  p r o d u c t s  i n  t h e  U . K .  

2. N e t h e r l a n d s :  The N e t h e r l a n d s  is p r o v i d i n g  $ 2 2 . 0  
m i l l i o n  i n  f o r e i g n  exchange  f o r  a u c t i o n  s u p p o r t .  T h e s e  f u n d s  
a re  d i s b u r s e d  t h r o u g h  a p r o c e s s  o f  r e i m b u r s e m e n t  where  
s u c c e s s f u l  b i d s ,  whxch are u s i n g  a u c t i o n  f u n d s  t o  p r o c u r e  
p r o d u c t s  c o n s i d e r e d  " e l i g i b l e w  by t h e  Du tch ,  a r e  s u b m i t t e d  t o  
t h e  N e t h e r l a n d s  f o r  f i n a n c i n g .  T h i s  ex p o s t  s y s t e m  is 
management i n t e n s i v e  and  t h e r e  a re  d i f f i c u l t i e s  i n  f i n d i n g  
s u f f i c i e n t  numbers  o f  b i d s  which  meet t h e  n e c e s s a r y  c r i t e r i a .  
To d a t e  a n  e s t i m a t e d  514 .1  n i l l i o n  h a s  been  d i s b u r s e d .  

3 .  Sweden: Sweden is ? r o v i ? i n g  3 3 . 0  r i l l i 9 n  i n  f s r e i ~ n  
exchange  f o r  acrc t ion  s u p p o r t .  The p r ~ c e s s  f a r  dis5~:s i n?  ::?ese 
f u n d s  vezy  c l o s e l y  r e s e m o l e s  the s:rstern used. by t h e  
N e t h e r l a n d s .  Sweden has r e c e n t l y  had a commerc i a l  benker  
? r e p a r e  a  r e v i e w  of  t h e  a u c t i o n  a s  a ?  i n p u t  i n t o  whe the r  o r  r o t  
t h e y  s h o u l d  p r o v i d e  Kore s u p p o r t  t o  t h e  a u c t i o n .  K h i l t  we nave 
n o t  s e e n  t h e  r e p o r t ,  i n f o r n a l  c o n t a c t s  w i t h  l o c a l  S I D A  
o f f i c i a l s  i n d i c a t e  t h a t  che  r e v i e w  was f a v o r a b l e  and c c n t a i n s  a 
recomrnendatioo t h a t  S I D A  c o n t i n u e  s u p p o r t i n g  t h e  a u c t i o r  s y s t ? ~ ~  
and t h a t  t h e y  r e l a x  t h e  p r o c c r e m e n t  r e s t r i c t i c n a  on f::ure 
a u c t i o n  suppor t .  

4.  West Germany: West Germany is f i n a n c i n g  $ 3 . 3  m i l l i o n  
f o r  t h e  s u p p o r t  o f  t h e  a u c t i o n .  The form of d i s b u r s e m e n t  is 
l i k e l y  t o  be t i e d  p r o c u r e m e n t  a l t h o u g h  t h e  f i n a l  d e t a i l s  a r e  
n o t  y e t  a v a i l a b l e .  

5. J a 2 a n  and  S w i t z e r l a n d :  Both J a p a n  and  S w i t z e r l a n d  a r e  
i n v o l v e d  i n  co- f  i n a n c i n g  a r r a n g e m e n t s  w i t h  t h e  World Bank i n  
terms of t h e i r  a u c t i o n  s u p p o r t ~ p r o g r a m s .  J a p a n  h a s  p i e d g e d  $ 3 . 9  
a l t h o u g h  t h e s e  f u n d s  h a v e  n o t  y e t  been d i s b u r s s d .  S w i t z z r l a n d  
h a s  p r o v i d e d  $3.0  m i l l i o n  f o r  t h e  a u c t i o n  which h a s  a l r e a d y  
been  r e l e a s e d  and d i s b u r s e d .  

6 .  Canada:  Canada c o n t i n u e s  t o  be i n t e r e s t s d  i n  f  i n a n c i n s  
f o r e i g n  exchange  f o r  t h e  a u c t i o n ,  however ,  t o  d a t e  t h e  
C a n a d i a n s  nave  n o t  been a b l e  t o  p u t  a p r o g r a n  i n  p l a c e  b e c a u s e  
o f  d i f f i c u l t i e s  t h e y  f a c e  w i t h  t h e i r  p r o c u r e m e n t  r e g u l a t i o n s .  



GRZ E'ffor ts  

I n  a d d i t i o n  t o  providing an es t imated  $1.86 m i l l i o n  of i t s  own 
resources  f o r  t h e  auc t ion ,  t h e  GRZ is t ak ing  o t h e r  measures t o  
promote t he  expansion of expor t s  t o  h e l p  r e s o l v e  i ts  e x t e r n a l  
f i n a n c i a l  .problems. Two examples of t he se  a r e :  

(1) Exporters  of n o n - t r a d i t i o n a l  products  a r e  allowed t o  
r e t a i n  50 percen t  of t h e  fo re ign  exchange earned 
through t h e i r  expor t s ,  and 

( 2 )  Zambia Consol idated Copper Nines (ZCCN) is allowed t o  
r e t a i n  a  po r t i on  of i ts  f o r e i g n  exchange ea rn ings  t o  
f inance  t h e  r e h a b i l i t a t i o n  .of i ts product ion f a c i l i t i e s .  

V I .  THE FY 1987 ZAPS PROGRAM 

A. Program Objec t ives  

The goa l  of t he  G R Z ,  w h i c h  is f u l l y  supported by A . I . D .  and 
o the r  members of the  donor community, con t inues  t o  be the  
r e s t r u c t u r i n g  of the  Zambian economy away from i t s  p re sen t  
dependence on copper expor t s  t o  a more d i v e r s i f i e d  product ion 
system u t i l i z i n g  Zambia's p l e n t i f u l  a g r i c u l t u r a l  and labor  
resources .  While t h e  GRZ has i n s t i t u t e d  a  multi-pronged 
s t r a t e g y  fo r  achieving t h i s  g o a l ,  the  most important  element 
r e l a t e s  t o  t he  a l l o c a t i o n  and p r i c i n g  of f o r e i g n  exchange. (See 
Sec t ion  I V . )  In  keoping w i t h  the  o b j e c t i v e s  a s  ocltlined i n  the  
o r i g i n a l  PAAD, t h e  gene ra l  concern of t h i s  y e a r ' s  program is  t o  
provide fo re ign  exchange which w i l l  he12 o f f s e t  Zambia's 
balance of payments problems and reduce t h e  GRZ budget 
d e f i c i t .  S p e c i f i c a l l y ,  the M ~ S S ~ O ~  s ee s  the  aim of ZAPS as 
suppor t ing  t h e  G R Z ' s  f o r e ign  exchange auc t ion  which has been 
e s t a b l i s h e d  a s  a  major po l i cy  reforin t o  in t roduce  market f o r c e s  
i n t o  t he  d e c i s i o n s  a f f e c t i n g  the  a l l o c a t i o n  and p r i c e  of 
f o r e i g n  exchange. 

The auc t ion  system, which provides  a  workable system fo r  
r a t i o n a l l y  a l l o c a t i n g  and p r i c i n g  fo re ign  exchange, is 
suppor t ive  of A . I . D . ' s  CDSS s t r a t e g y  and is making important  
c o n t r i b u t i o n s  toward achieving the  o b j e c t i v e s  of t h e  i n d i v i d y ~ a l  
a g r i c u l t u r a l  p r o j e c t s  (ZATPID,  ZAMARE and H I R D )  and programs 
(ZAMCAM) i n  t h e  USAID/Zambia p o r t f o l i o .  A t  t h e  same t ime,  the  
p r o j e c t s  provide t e c h n i c a l  resources  and a n a l y t i c a l  c a p a b i l i t y  
which he lp  t o  develop and s u s t a i n  the  Mission/GRZ po l i cy  
d i a logue  and the  GRZ o v e r a l l  po l i cy  reform e f f o r t s ,  including 
t h e  fo re ign  exchange auc t ion .  These r e l a t i o n s h i p s  a r e  
summarized below. 



1. ZATPID P r o j e c t :  The p u r p o s e  o f  t h e  ZATPID P r o j e c t  is t o  - 
improve CRZ a g r i c u l t u r a l  pol icy f o r m u l a t i o n ,  sec tora l  
p l a n n i n g  a n d  management i n  k e y - p o l i c y m a k i n g  i n s t i t u t i o n s .  
The r e c e n t  downward a d j u s t m e n t  o f  t h e  kwacha, which  h a s  
been  p o s s i b l e  b e c a u s e  of t h e  i n t r o d u c t i o n  o f  t h e  a u c t i o n  
s y s t e m ,  has r educed  t h e  r e l a t i v e  c o s t s  o f  d o m e s t i c  i n p u t s  
s u c h  a s  l a n d  and l a b o r  w h i l e  i n c r e a s i n g  t h e  p r i c e s  o f  
i inpor ted  i n p u t s .  T h i s  change  h a s  two o b v i o u s  i n p a c t s  on 
t h e  a g r i c u l t u r a l  s c c t o r  and a g r i c u l t u r a l  po l i cymak ing  i n  
p a r t i c u l a r .  F i r s t ,  it d i s c o u r a g e s  p r o d u c t i o n  t e c h n i q u e s  
which u s e  impor t ed  i n p u t s ,  i n  t h i s  c a s e  c a p i t a l  g o o d s ,  and  
f a v o r s  t h e  u s e  of  d o m e s t i c  i n p u t s  ( l a r g e l y  l a b o r )  . 
S e c o n d l y ,  i t  i n c r e a s e s  t h e  p r i c e s  an2  p r o f i t a 5 i l i t : f  o f  
e x p o r t i n g  f a rm p r o d u c t s .  I n  t e r m s  o f  ZAT2ID's e f f o r t s  t o  
promote  a g r i c u l t u r a l  employment and  e x p o r t s ,  t h e  i n f l u e n c e  
o f  t h e  r e c e n t  exchange  r a t e  p o l i c i e s  h a s  been e x t r e m e l y  
f a v o r a b l e .  

Given  t h e  f a c t  t h a t  t h e  exchange  r a t e  was working  a g a i n s t  
t h e  ZATPID s t r a t e g i e s  f o r  s o  many y e a r s  b e f o r e ,  
USAID/Zambia b e l i e v e s  t h a t  t h e s e  r e s u l t s  show t h e  t a n g i n l o  
b e n e f i t s  o f  c n d e r t a k i n g  t h e  ZA?; 2:ogran and ae t l .1~1: ;  
i n t e r v e n i n g  t o  c o o r 3 i n a t e  f o r e i g n  exc5anqe ? o l i c i e s  a.?? 
a g r i c u l t u r a l  p o l i c i e s .  The  p o l i c y  and i n s  t i t u t ~ o n z l  
s t u d i e s  c o n d u c t e d  by t h e  ZXT.?ID t e a 3  and t h = i r  c o u n t e r s a c c s  
p r o v i d e  v a l u a b l e  and n e c e s s a r y  i n p u t  i n t o  t h e  X i s s i o r 1 3  
p o l i c y  d i a l o g u e ,  n o t  o n l y  ' i n  t h e  a g r i c u l ~ u r a l  s e c t o r ,  21;~ 
a l s o  w i t h  r e g a r d  t o  t h e  f o r e i g n  excharcja a u c t i o r .  2nd c z h e r  
GRZ r e fo rm e f f o r t s .  

2 .  ZiLVA2E P r o j e c t :  "he p u r p o s e  of  t h e  Z.XU.AXZ P r g j e c t  is =c 
s t r s n g  t h e n  the GRZ a g r i c u l t u r a l  r e s e a r c h  c a p a c i t y  a r l  =::e 
e f f e c t i v e n e s s  o f  t h e  e x t e n s i o n  s e r v i c e s  i n  t r a n s f e r  r i n s  
r e l e v a n t  a g r i c u l t u r a l  t e c h n o l o g y .  L i k e  t h e  ZATPID ? c o j e c t ,  
t h e  ZAMARE P r o j e c t  has  a l s o  b e n e f i t e d  from t h e  c h a n g e s  i n  
t h e  f o r e i g n  exchange  s y s t e m  t h a t  have  been  i n t r o d u c e d  by 
t h e  a u c t i o n  sys t em.  For  example ,  t h e  a p ~ r o p r i a t e ,  
l a b o r - i n t e n s i v e  t c c h n o l o 5 i s s  d e v e l o p e d  t h r o u g h  t h e  ZAYARE 
P r o j e c t  f o r  t h e  small f a rmer  a r e  now more a t t r a c t i v e ,  . v i s  a 
v i s  t h e  more c a p i t a l  i n t e n s i v e  t e c h n o l o g i e s  which were 
d e p e n d e n t  upon i m p o r t s ,  a s  a  r e s u l t  o f  t h e  d e p r e c i a t i o n  o f  
t h e  kwacha. A t  t h e  same t h e ,  t h e  p r o d u c t i o n  p a c k a g s s  of 
p o t e n t i a l  e x p o r t  c r o p s  ( s u n f l o w e r s  and  o t h e r  o i l s e e d s )  
;eveloped by t h e  i r o j e c t  a r e  much more p r o f i t a b l e  w i t h  t h s  
new exchange  r a t e .  F i n a l l y ,  t h e  c u r r e n t  a u c t i o n  s y s t e m  f o r  
f o r e i g n  exchange  h a s  made a n o t h e r  c o n t r i b u t i o n  t o  t h e  
P r o j e c t  by a l l o w i n g  e q u a l  a c c e s s  by f a r m e r s  arid f a rm 
s u p p l i e r s  t o  f o r e i g n  exchange  s u ? p l i s s ,  t h e r e b y  ? e r m i t t i n q .  
them t o  i m p o r t  s p a r e  p a r t s  and  o t h e r  i n p u t s  which a r e  
n e c e s s a r y  t o  u t i l i z e  t h e  r e s u l t s  o f  t h e  P r o j e c t .  The 
ZAMARE P r o j e c t  a l s o  f u n c t i o n s  w i t h i n  a  " f e e d b a c k  l o o p "  w i t h  
t h e  M i s s i o n ' s  p o l i c y  d i a l o g u e  and o v e r a l l  ' s t r a t e g y .  
S t u d i e s  u n d e r  ZAMARE n o t  o n l y  p r o v i d e  needed i n f o r m a t i o n  o n  
improved ~ ~ t e c h n i c a l / a g r o n o r n i c  p a c k a g e s , .  but a l s o  on  p o l i c y  
and  o t h e r  f a c t o r s  which l i m i t  t h e  a d o p t i o n  of t h e  improved 
t e c h n i c a l  packages .  



3. HIRD P r o j e c t :  The p u r p o s e  o f  t h e  H I R D  P r o j e c t  is t o  
p r o v i d e  t r a i n i n g  and s h o r t - t e r m  and l o n g - t e r m  t e c h n i c a l  
a s s i s t a n c e  t o  improve t h e  human r e s o u r c e  b a s e  and  
i n s t i t u t i o n a l  c a p a c i t i e s  o f  t h e  GRZ o u t s i d e  o f  
a g r i c u l t u r e .  The M i s s i o n  is f o c u s s i n g  t h i s  p r o j e c t  t o  work 
on t h e  imp lemen ta t ion  and management of  G R Z  p o l i c y  r e f o r m s  
and s t r u c t u r a l  a d j u s t m e n t  programs.  Wi th in  t h i s  p r o j e c t ,  
t h e  M i s s i o n  w i l l  se lect  anywhere from t h r e e  t o  s i x  key 
p o l i c y  a r e a s  and p r o v i d e  r e s o u r c e s  f o r . i n t e r v e n t i o n s  t o  
improve t h e  imp lemen ta t ion  and management o f  t h e  r e fo rm 
e f f o r t s  i n  t h e s e  a r e a s .  Thus,  t h rough  t h i s  p r o j e c t  s t u d i e s  
w i l l  be g e n e r a t e d  t h a t  w i l l  p r o v i d e  i n v a l u a b l e  i n f o r m a t i o n  
f o r  t h e  M i s s i o n ' s  p o l i c y  d i a l o g u e ,  n o t  o n l y  i n  t e rms  of  
f u r t h e r  p o l i c y  i n i t i a t i v e s  needed,  b u t  a l s o  i n  ' terms of  how 
t o  b e t t e r  e f f e c t  t h e  p o l i c y  measures  a l r e a d y  announced.  

4 .  ZAMCAM Program: The ZAMCXM Program s u p p o r t s  t h r e e  
s p e c i f i c  r e t o r m s  i n  t h e  G R Z 1 s  o v e r a l l  a g r i c u l t u r a l  r e fo rm 
program: (1) t o  i n s t i t u t e  m u l t i - c h a n n e l  m a r k e t i n g  o f  maize 
and f e r t i l i z e r ,  i n  o r d e r  t o  i n t r o d c c e  c o m p e t i t i o n  among 
d i f f e r e n t  marke t ing  o r g a n i z a t i o n s ,  p u b l i c  and p r i v a t s ;  ( 2 )  
p e r m i t t i n g  maize and f e r t i l i z e r  p r i c e s  t o  v a r y  t o  cove r  
t r h n s p o r t ,  s t o r a s e ,  and h a n d l i n g  c o s t s  i n c u r r e d  i n  
d i f f e r e n t  p a r t s  o f  t h e  c o u n t r y ,  a t  d i f f e r e n t  t i m e s ,  and 
s t i l l  m a i n t a i n i n q  a p r o f i t  marg in ;  and ( 3 )  e l i m i n a t i o n  of  
a l l  s u b s i d i e s  t o  gove rnmen ta l  and q u a s i - g o v e r n m e n t a l  
o r g a n i z a t i o n s  i n v o l v e d  i n  food  p r o d u c t i ~ n  and 
d i s t r i b u t i o n .  While t h e  l e v e l  o f  t he  exchange r a t e  and t h e  
sys t em o f  a l l o c a t i o n  a f f e c t s  ZAMCAM much l e s s  d i r e c t l y  t h a n  
t h e  o t h e r  two a g r i c u l t u r a l  p r o j e c t s ,  it n e v e r t h e l e s s  
i n p a c t s  upon t h e  G R i ' s  o v e r a l l  p l a n  t o  i n c r e a s e  
a g r i c u l t u r a l  employment, p r o d u c t i o n ,  and e x p o r t s  of  w h i c h  
ZAMCkY is a  p a r t .  I n  f a c t ,  t h e  Macroeconomic A n a l y s i s  
s e c t i o n  of  t h e  ZANCAM PAAD emphasized t h e  impor t ance  of  a 
r e a l i s t i c  exchange r a t e .  i f  t h e  o t h e r  r e f o r m s ,  p a r t i c u l a r l y  
t h o s e  r e l a t i n g  t o  p roduce r  p r i c e s  f o r  b o t h  i n p u t s  and 
o u t p u t s ,  were t o  make any  economic s e n s e .  

n  d e v e l o p i n g  t h e  o b j e c t i v e s  of  t h e  FY 1987 Amendment t o  t h e  
APS PAAD, t h e  Miss ion  s p e c i f i c a l l y  c o n s i d e r e d  whether  t o  
n c l u d e  fund ing  f o r  t e c h n i c a l  a s s i s t a n c e ,  f o r  p o l i c y  a n a l y s i s ,  
t u d i e s ,  o r  o t h e r  s u p p o r t  of  t h e  r e fo rm e f f o r t ,  e s p e c i a l l y  t h e  
u c t i o n  sys tem.  Given t h e  t e c h n i c a l  s u p p o r t  a v a i l a b l e  under  

t h e  H I R D ,  ZATPID and ZAMARE P r o j e c t s ,  however ,  a s  w e l l  a s  t h e  
t e c h n i c a l  e x p e r t i s e  a v a i l a b l e  from USAiD/Zambials two U.S. 
D i r e c t  H i r e  e c o n o m i s t s ,  t h e  Miss ion  d e c i d e d  t h a t  f u r t h e r  
t e c h n i c a l  a s s i s t a n c e  need n o t  be funded th rough  t h e  ZAPS 
Program. 



w h i l e  c o n s i d e r i n g  t h e  r e l a t i o n s h i p  be tween  ZAPS a n d  o t h e r  
A.I.D. a c t i v i t i e s  d u r i n g  t h e  d e s i g n  of t h i s  amendment, t h e  
b a l a n c e  of f u n d i n g  be tween ZAPS and  t h e  o t h e r  M i s s i o n  p r o j e c t s  
and  programs was rev iewed.  I n  t h e  e n d ,  i t  was d e c i d e d  t h a t  
Z A P S  s h o u l d  r e c e i v e ,  a t  l e a s t  f o r  now, t h e  b u l k  o f  t h e  
a v a i l a b l e  f u n d i n g  s i n c e  i t  is s u p p o r t i ~ g  t h e  l e a d i n g  e d g e  o f  
t h e  G R Z ' s  p o l i c y  r e f o r m  e f f o r t ,  w i t h o u t  which t 5 e  o t h e r  
e l e m e n t s  o f  t h e  t h e  USAID/Zambia p o r t f o l i o  would be much less  
e f f e c t i v e  a s  e x p l a i n e d  above .  

L i k e w i s e ,  t h i s  r e v i e w  p r o c e s s  a l s o  i d e n t i f i e d  some c l e a r  
l i n k a g e s  be tween t h e  o b j e c t i v e s  o f  ZAPS and t h o s e  o f  t h e  A . I . D .  
S o u t h e r n  A f r i c a '  R e g i o n a l  Program w h i c h  s r i  11 be d e v e l o p e d  and 
m o n i t o r e d  d u r i n g  t h e  c o u r s e  of i m 3 l e m e n t a t i o n .  These  i n c l u d z :  
(1) ZAPS p r o v i d e s  a  n o d e l  t o  o t h e r  A f r i c a n  c o u n t r i e s  
c o n t e m p l a t i n g  economic p o l i c y  r e f o r m s ;  ( 2 )  t h e  exchange  r a t e  
c o r r e c t i o n  s u p p o r t e d  by ZAPS i n c r e a s e s  t h e  i n c e n t i v e s  f o r  
d o m e s t i c  p r o d u c t i o n  which p r o v i d e  t h e  b a s i s  f o r  i n c r e a s e d  
i n t r a - r e g i o n a l  t r a d e ;  ( 3 )  r e a l i s t i c  exchange  r a c e s  f o r  t h e  
Zambian kwacha make t r a d e  t r a n s a c t i o n s  a c c e p t a b l e ;  and ( 4 )  t h s  
more f l e x i c l e  f o r e i q n  exchange  s y s t e m  ? r s n o t o d  ay Z A ? S  cre3:es 
an e n v i r o n m e n t  more c ' avo ra3 le  f o r  7 r i v d t s  i n v e s c x e n t  i r ,  Za.;~"~rj  
f o r  b c t h  d o m e s t i c  3nd f o z e i g n  i n v e s t c r s .  

One f i n a l  p o i n t  ~ e s a r d i n g  t h o  o b j e c t i v e s  of  t k e  FY 1 9 8 7  Z A P S  
?rogram r e l a t e s  t o  t h e  need t o  s t r c n g l y  e n c o u r a g e  th? G R Z  t o  
m a i n t a i n  i ts  economic p o l i c y  r e fo rm p r o c e s s .  T h e r e  is a 
c o n s e n s u s  v iew among a l l  t h e  d o n o r s  ( i n c l u d i n g  t h e  World Bank 
and t h e  IHF) t h a t  f u n d i n g  mcs tbbe  m a i n t a i n e d  f o r  t h e  acct :on 
s y s t e m ,  which is t h e  n o s t  s i g n i f i c a n t ,  p u b l i c l y  v i s i 5 l . 3 ,  and 
p o l i t i c a l l l r  s s n s i t i v e  of  t 2 e  GXZ's ~ o l i c y  r e f o ~ z s .  

B. P o l i c v  Changes t o  be S u p p o r t e d  

The key p o l i c y  r e f o r m  s u p p o r t e d  by t h e  FY 1 9 8 7  ZAPS is t h e  
a a i n t e n a n c e  o f  a  f r e e  f o r e i g n  exchange  r a t e  s y s t e n ,  where t h e  
m a r k e t  p l a c e ,  p r e s e n t l y  t h r o u g h  a n  a u c t i o n  s y s t e m ,  a l l o c a t e s  
and p r i c e s  t h e  a v a i l a b l e  q u a n t i t i e s  o f  f o r e i g n  exchange .  A 
c o m p l e t e  d e s c r i p t i o n  o f  t h i s  p a r t i c u l a r  r e f o r m  i n c l u d i n g  i ts  
r e l a t i o n  t o  Zambia ' s  o v e r a l l  p o l i c y  r e fo rm p r o c e s s  is c o n t a i n e d  
i n  S e c t i o n  I V  o f  t h i s  p a p e r .  

C. U.S. R e s o u r c e s  f o r  the Program 

The FY 1987 Program p r o p o s e s  t o  nake  a  $20 m i l l i o n  g r a n t  c z s h  
t r a n s f e r  t o  t h e  GRZ f o r  c o n t i n u i n g  s u p p o r t  t o  i ts f o r e i g n  
exchange  a u c t i o n .  T h i s  amount is a d d i t i o n a l  t o  t h e  $17.0 
m i l l i o n  p r o v i d e d  i n  FY 1986 and b r i n g s  t h e  l i f e - o f - p r o g r a m  
t o t a l  t o  $37.0 m i l l i o n .  A s  i n  t h e  FY 1986 Program,  a l l  A . I . D .  
f u n d s  w i l l  be d i s b u r s e d  t h r o u g h  t h e  a u c t i o n  program and c a n n o t  



b e  r e s e r v e d  f o r  o t h e r  GRZ r e q u i r e m e n t s  f o r  f o r e i g n  e x c h a n g e  
s u c h  as  payment  o f  d e b t  a r r e a r a g e s ,  m i l i t a r y  o r  p a r a m i l i t a r y  
r e q u i r e m e n t s ,  etc.  

The G R Z ,  i n  c o n j u n c t i o n  w i t h  t h e  IMF, h a s  a g r e e d  t o  l i m i t  t h e  
f o r e i g n  e x c h a n g e  s o l d  t h r o u g h  t h e  a u c t i o n  t o  $5 .5  m i l l i o n  u n t i l  
t h e  d i s b u r s e m e n t  p i p e l i n e  is e l i m i n a t e d  a n d  t o  $9 m i l l i o n  
f o l l o w i n g  t h i s  e l i m i n a t i o n .  I n  t h e  FY 1 9 8 6  PAAD, t h e  GRZ was 
c o m m i t t e d  t o  a u c t i o n i n g  o f f  a l l  a v a i l a b l e  f o r e i g n  e x c h a n g e  n o t  
l e g a l l y  c o m m i t t e d  o r  a b s o l u t e l y  r e q u i r e d  e l s e w h e r e .  T h u s ,  t h e  
U.S. a s s i s t a n c e  t o  t h e  a u c t i o n  was c l e a r l y  i n  a d d i t i o n  t o  t h e  
G R Z g s  f o r e i g n  e x c h a n g e  r e s o u r c e s .  D e s p i t e  t h e  new $5-$9 
m i l l i o n  l i m i t  on  a u c t i o n  f u n d i n g ,  U.S. f u n d s  a r e  c l e a r l y  
a d d i t i o n a l  s i n c e  t h e  GRZ s c h e d u l e d  d e b t  s , e r v i c e  o b l i g a t i o n s ,  
w h i c h  a re  l e g a l l y  c o m m i t t e d  f u n d s ,  e x c e e d  n e t  a v a i l a b l e  
r e s o u r c e s  ( i n c l u d i n g  d o n o r  a s s i s t a n c e )  by more t h a n  1 0 0 % .  ( S e e  
s e c t i o n  I I 1 . B  a b o v e . )  

The A.  I .D.  - f  i n a n c e d  f o r e i g n  e x c h a n g e  is programmed t o  be 
r e l e a s e d  i n  $500 ,000  t r a n c h e s  c o r r e s p o n d i n g  t o  t h e  w e e k l y  GRZ 
a u c t i o n s .  However,  USAID/Zambia is p l a n n i ~ g  t o  m a i n t a i n  t h e  
f l e x i b i l i t y  a u t h o r i z e d  i n  t h e  o r i g i n a l  PAAD t o  c 5 a n g e  t h e  r a t e  
o f  d i s b u r s e m e n t  i f  l a t e r  c i r c u m s t a n c e s  i n d i c a t e  a d i f f e r e n t  
r a t e  would  more e f f e c t i v e l y  s u p p o r t  t h e  s u c c e s s  o f  t h e  a u c t i o n  
p r o g r a m .  

9. C o u n t e r p a r t  Kwacha Programming 

The GRZ a u c t i o n  s y s t e m  g e n e r a t e s  c o u n t e r p a r t  kwacha t h r o u g h  t h e  
r e q u i r e m e n t  t h a t  b i d d e r s  make i n t e r e s t - f r e e  a d v a n c e  d e p o s i t s  i n  
t h e  kwacha e q u i v a l e n t  o f  t h e i r  b i d s  f o r  f o r e i g n  e x c h a n g e  ( s e e  
S e c t i o n  I V  f o r  d e t a i l s ) .  The r a p i d  d e p r e c i a t i o n  of  t h e  kwacha 
a g a i n s t  t h e  d o l l a r  d u r i n g  t h e  PY 1986  Program h a s  c a u s e d  a  
r a p i d  g e n e r a t i o n  o f  c o u n t e r p a r t  f u n d s .  A p p r o x i m a t e l y  K125 
m i l l i o n  i n  l o c a l  c u r r e n c y  h a s  b e e n  g e n e r a t e d  t h r o u g h  t h e  $17.0  
m i l l i o n  d i s b u r s e m e n t  t o  d a t e  ( see  Annex E )  . 
The c o u n t e r p a r t  f u n d s  g e n e r a t e d  by t h e  FY 1 9 8 6  ZAPS P r o g r a m  
h a v e  b e e n  f u l l y  programmed,  w i t h  d i s b u r s e m e n t s  a l r e a d y  o f  K80 
m i l l i o n .  The u s e s  f o r  t h e s e  f u n d s ,  as shown i n  Annex E ,  
d i r e c t l y  s u p p o r t  USAID/Zambiag s s t r a t e g y .  The programming f o r  
t h e  K80 m i l l i o n  a l r e a d y  d i s b u r s e d  h a s  b e e n  a c c o m p l i s h e d  
u t i l i z i n g  t h e  new l o c a l  c u r r e n c y  p r o c e d u r e s  ( " P r o c e d u r e s  f o r  
A l l o c a t i o n  and Use o f  L o c a l  C u r r e n c i e s  G e n e r a t e d  Under  USAID 
F i n a n c e d  A s s i s t a n c e  P r o g r a m s "  -- Annex E )  a g r e e d  upon b e t w e e n  
USAID/Zambia and t h e  GRZ i n  F e b r u a r y  1 9 8 6 .  

The FY 1 9 8 7  Program c a n  be  e x p e c t e d  t o  g e n e r a t e  a n  a d d i t i o n a l  
Ki60-K300 m i l l i o n  i n  c o u n t e r p a r t  c u r r e n c i e s ,  d e p e n d i n g  upon t h e  
e x c h a n g e  r a t e  e s t a b l i s h e d  by t h e  upcoming a u c t i o n s .  The 



procedures for programing local currencies for the PY 1987 - 
Program will be slightly modified. In 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/ZamSia staff. Over the last twel~e months, however, the 
Mission has reconsi2ered its position on local currenciss and 
has taken the initiative to negotiate procedures for using 
local currencies with the GRZ, as mentioned aSove. Given these 
new procedures, and GRZ interest in utilizing counterpart funds 
for specific activities, the ~ission proceeded to program the 
FY 1986 counterpart funds. 

Under these new procehures 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 counter?art funds for two 
prinary purposes: (1) for activities which are critical in 
achieving the cjosls outlined in the C X S ,  sxch as 2 f ~ i 3 1 ; F ~ , ;  f'r.3 

G R Z  with its marketing liberalization program, t-e 
rationalization of fertilizer distribution, ssall farne:  credit 
schemes and rural informal sector JeveLopment and (2) for the 
!JSAID/ZamSia Trust Fund for which three percent of tne total 
local currency gtnerated will be provided for Missi9n uses; 

ZJSAID/Zambia fully recognizes the importance of mair, t a i n i n c j  ehe  
integrity of the GRZ budgeting process and will ase  t hese  
counter?art funds in a manner consistent w i t h  this syst2:. 

VII. THZ FY 1987 IXPLEMENTXTION 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 implementation of the the acction 
program; drafting of cables to AID/W requesting the release of 
the individual tranches; and reviewing tne G R Z ' s  disbursement 
records to monitor A.I.D. contribution. The second set of 
actions relates to the deposit and programming of co~nterpart 
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 UShID/Zambia - GRZ Negotiated Procedures 
for Counterpart Funds, and releasing these funds once the 



e n d - u s e  h a s  b e e n  a g r e e d  upon.  F i n a l l y ,  t h e  t h i r d  set o f  A.I .D. 
t a s k s  a s s o c i a t e d  w i t h  t h e  FY 1 9 8 7  P r o g r a m . r e l a t e s  t o  d o n o r  
c o o r d i n a t i o n  a n d  t h e  e f f o r t s  w h i c h  are  r e q u i r e d  t o  s h a r e  
i n f o r m a t i o n  a n d  a s s i s t  t h e  GRZ t o  b e t t e r  u t i l i z e  d o n o r  
r e s o u r c e s .  

8. GRZ A d m i n i s t r a t i o n  

The I m p l e m e n t i n g  Agency on  t h e  p a r t  o f  t h e  GRZ w i l l  b e  t h e  Bank 
o f  Zambia a s  d e s i g n a t e d  by t h e  M i n i s t r y  o f  F i n a n c e .  The 
c o n s t i t u t e d  manager  o f  t h e  a u c t i o n  p r o g r a m  is t h e  F o r e i g n  
Exchange  Management Commi t t ee  (FEMC) w h i c h  manages  t h e  w e e k l y  
a u c t i o n s .  ( S e e  Annex E  o f  t h e  FY 1 9 8 6  PAAD f o r  O p e r a t i n g  
P r e c e p t s  o f  t h e  GRZ A u c t i o n  and  S e c t i o n  1 V . D  a b o v e  f o r  l a t e r  
m o d i f i c a t i o n s . )  The FEMC w i l l  i n c l u d e  i n  i t s  w e e k l y  a u c t i o n  o f  
f o r e i g n  e x c h a n g e  t h o s e  f u n d s  which  a r e  made a v a i l a b l e  t o  I t  
f r o m  A . I . D .  o n  d e p o s i t  i n  t h e  BOZ's c o r r e s p o n d e n t  bank i n  t h e  
U.S. ( t h e  F e d e r a l  R e s e r v e  Bank o f  N e w  Y o r k ) .  The  BOZ w i l l  
a d v i s e  USAID/Zambia o f  t h e  amount  o f  A.1 .D.-provided f o r e i g n  
e x c h a n g e  i t  h a s  u s e d ,  t o  h e l p  U S A I D  m o n i t o r  t h e  p r o g r a m .  
R e g a r d i n g  management o f  c o u n t e r p a r t  f u n d s ,  t h e  a u c t i o n  p r o g r a m  
p r o v i d e s  f o r  t h e  p r i o r . g e n e r a t i o n  o f  kwacha e q u i v a l e n t  t o  t h e  
f o r e i g n  e x c h a n g e  r e l e a s e d .  For  r e l e a s e s  o f  A .1 .D. -p rov ided  
f o r e i g n  e x c h a n g e  t h e  BOZ w i l l  i m m e d i a t e l y  d e p o s i t  t h e  
a p p r o p r i a t e  sgm o f  kwacha i n  a s p e c i a l  a c c o u n t  and w i l l  r e l e a s e  
i t  o n l y  a f t e r  USAID a n d  t h e   ini is try o f  F i n a n c e  hav?  a r r a n g e d  
f o r  s u c h  a  release.  

C. I m p l e m e n t a t i o n  P r o c e d u r e s  a n d  S c h e d u l e  

I m p l e m e n t a t i o n  p r o c e d u r e s  f o r  t h e  ZAPS f u n d s  o b l i c j a t e d  i r  FY 
,1987 w i l l  be e s s e n t i a l l y  t h e  same a s  f o r  t h e  $17.0  m i l l i o n  i n  
ZAPS f u n d s  o b l i g a t e d  i n  FY 1986 .  . S u b s e q u e n t  t o  s i g n i n g  o f  t h e  
G r a n t  Agreement  Amendment No 2 ,  USAID/ZamSia w i l l  t a k e  s t e p s  t o  
release t h e  i n i t i a l  four -week  t r a n c h e  o f  f o r e i g n  e x c h a n g e  f o r  
u s e  i n  t h e  a u c t i o n  p rogram.  USAID/Zambia w i l l  p r e p a r e  a  
F i n a n c i n g  R e q u e s t  f o r  a  C a s h  T r a n s f e r  s i g n e d  by b o t h  t h e  
M i s s i o n  D i r e c t o r  a n d  s GRZ r e p r e s e n t a t i v e ,  w h i c h  w i l l -  c o v e r  t h e  
e n t i r e  amount  o b l i g a t e d  i n  t h e  G r a n t  Agreement  Amendment. Each 
f o u r - w e e k l y  p e r i o d ,  USAID/Zambia w i l l  c a b l e  SER/FM/PAD t o  
c o n f i r m  t h a t  t h e  c o n d i t i o n s  f o r  r e l e a s e  o f  e a c h  f o u r - w e e k l y  
t r a n c h e  h a v e  b e e n  n e t .  Upon r e c e i v i n g  c o n f i r m a t i o n  f r o m  
USAID/Zambia, FM/PAD w i l l  s c h e d u l e  payment  t h r o u g h  t h e  F e d e r a l  
R e s e r v e  E l e c t r o n i c  F u n d s  T r a n s f e r  S y s t e m  t o  t h e  d e s i g n a t e d  GRZ 
c o r r e s p o n d e n t  b a n k ,  a u t o m a t i c a l l y  r e l e a s i n g  $ 5 0 0 , 0 0 0  ( o r  o t h e r  
amount  a s  d e t e r m i n e d  by USAID/Zambia) e a c h  w e e k ,  f o r  t h e  n e x t  
c o n s e c u t i v e  f o u r  w e e k s .  T h e s e  f u n d s  w i l l  t h e n  b e  i m m e d i a t e l y  
t r a n s f e r r e d  f r o m  t h e  c o r r e s p o n d e n t  b a n k ' s  s p e c i a l  a c c o u n t  t o  
t h e  ~ a n k  o f  Zambia.  Such e l e c t r o n i c  t r a n s f e r s  s h o u l d  b e  
e f f e c t e d  by SER/FM/PAD on t h e  Monday p r i o r  t o  t h e  S a t u r d a y  



.- 

f o r e i g n  exchange a u c t i o n  i n  q u e s t i o n .  The co r r e sponden t  bank 
w i l l  p rov ide  USAID,  by t e l e x ,  a  r e p o r t  of  t h e  a c t u a l  cash  
d i sbursements  from t h e  s p e c i a l  account  on a four-weekly b a s i s .  

4 

Genera t ion  of kwacha i n  payment f o r  a c c e s s  t o  A.1.D.-provided 
f o r e i g n  exchange w i l l  be d e p o s i t e d  in  a  s p e c i a l  account  i n  t h e  
602 w i t h i n  f i v e  working days of t h e  accep tance  of succes s f i l l  
b i d s .  The BOZ w i l l  a d v i s e  USAID of t h e  weekly d e p o s i t s  i n  t h i s  
s p e c i a l  account .  USAID and t h e  Min i s t ry  of Finance w i l l  a q r e e ,  
on a t e g u l a r  b a s i s ,  t o  r e l e a s e  t h e  kwacha from t A i s  s p e c i a l  
account  f o r  a c t i v i t i e . ~  agreed upon by mutual consen t .  

Implementation Schedcle  
. .  

ACTION AGENT 

0 ( E s t  12/31/86) Signing Grant  Agreement Amendment i J S A I D / G R Z  
2 Transmission of  Financing Request G R Z / U S A I C  
3 I n i t i a l  4 - w e e ~ l y  t ranche  reLeaszd ?'/?AD 
6 Confirmat ion t o  2roceed w i t h  

- 2nd t r anche  iJSXIS 
7 2nd 4-weekly t r anche  r e l e a s e d  9!4/PAD 
1 0  Confi rmat ion t o  proceed w i t h  

3rd t r anche  USA12 . 
11 3rd 4-weekly t r anche  r e l e a s e d  FN/IAL 

Tranche r e l e a s e s  c o n t i n u e  t o  
exhaus t ion  of f o r e i g n  exchange 

5 2  i12/31/87) PACD (end of e s t ima ted  d e l i v e r y  
p e r i o d )  LSAID 

V I I I .  NEGOTIATING STATUS, CONDITIONS PRECEDENT, AND COVENAYTS 

The USAID/Zambia s t a f f  has  he ld  d i s c u s s i o n s  w i t h  Governaent of 
Zambia o f f i c i a l s ,  IMF and I B R D  Resident  R e p r e s e n t a t i v e s ,  and 
o t h e r  donors du r ing  t h e  p r e p a r a t i o n  of t h e  ZAPS P M D  
Amendment, There is g e n e r a l  consensus  on t h e  c o n t e n t  and t he  
implementation procedures  proposed.  

No new c o n d i t i o n s  precedent  o r  covenants  a r e  proposed f o r  t he  
FY 1987 Progr.arn, The des ign  team has examined t h e  o r i g i n a l  
c o n d i t i o n s  and covenants  and has determined t h a t  they a r e  
a p p r o p r i a t e  and s u f f i c i e n t  f o r  implementing the  new t ranche  of  
ZAPS funding.  



The decision not to add any new covenants or conditians 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. 



REPUBUC OE ZAMBIA 

MINISTRY OF FINANCE 
P.0. BOX 50052 

BUSLKA 

18 November 1986 

M r .  Leslie A. Dean, 
Acting Director, 
L?s AID., 
LUSAKA. 

Dear .&. Dean, 

I arr, writing b ack~owle2ge recei~t- of ycur l e t t e r  22522 
1 0  Nov&r 1986 i n  which you have indicetec! United States (bvex -  
mentJs willingness t o  contime to s u p p z t  the Auction S y s t c ~ .  

Fs you are  aware, we a r e  ~ r i e n c i r . 5  considerable 
d i f f i cu l t i e s  in ~ r o v i d i r q  foreign exchange to  s u p p r t  *e 
auction and in t h i s  regard md as Ee discussed, I shollld be 
grateful  i f  your Governnent could provide US $20 million g r m t  
to s u p r t  the auction. This smut should be i n  the f o m  of 
ZPPS whereby the mney wouid be c a p l o t e l y  uti& a d  toad be 
ussd fcr  a l l  purpses.  

I n  support of the above request, I am s b i t t i n g  b&rice 
of payments position including external debt md Central Goverrnent 
Budget Projections as w e l l  a s  Macroeconarnic view of Zar?bian 
econany. I should be grateful  b know your reaction as  s o o n a s  
possible. 

Yours sincerely, - F. M. Siame 
for/Pml?NENT SECRETARY 

MINISTRY OF FINAcUZ 

Encl ........... 



CRZ BUDGET 1986 (K XILLIONS) 

Amount 
Due 

R i o r  t o  
Relief 

Amount 
of 

2elFef  

Met 
Ano*,rrt 
Z,-?..s for 
Ye z= 

?aid from 
J a ~ / S s g t  

-I ge6 

452.6 E3t 400.3 51.8 51.8 Non P a z i s  B l i a t e r a l s  - 
Oaris Club a i l a t ' e r ~ l s  496.2 496.2 - - - 
London Club 

Actual Debt Sezviclzz u z ~ n e r t s  from G3Z Ecczet 3tez-=I.  1962 

Pr inc ipa l  Repayments 

L t e r e s t  3aypent3 

" BEST AVAILABLE COPY 



GElZ BUDGET 1987-88 

PROJECTED DEB!P S E E ~ ~ C X  FOR 1987 BND '988 IN US$ I J L L I O N S  

1987 

PRINCIPAL INTERXST TOTAtJ 

?-is Club Bilat er ial  

Paris Club Bi laterial  6 6 * 3  
Non Peria Bilaterala 78 .O 
London Club 13,2 6 . 3  19 
Mult i l a t  erala (Eccluding. 
m) ' 37.6 

P a r i s  Club Bilat  erala 53  1 
Non Pzris BFlzterals 7 8 . 3  

Xult i l a t  erals (Excltding 
IMF) 47.1 44.1 8 7 - 



GRZ BUDGE'Aa 1906 - (KEIILCION) 
Amount Net Amount 

Due A~notmt Amount Paid from Arreare Due 
P r i o r  to  of Due f o r  J a n  t o  an a t  From 

Er te rna l  i n t e r e s t  Re1 i eT -- Helj ef Year Scpt 86 Sept 86 0 e t / ~ e o  86 

Mult i l a t e r a l e  ( e x o l ~ r d i n ~  IMF) 540.0 - 540.0 197.9. 192.0 150.1 . 
Non Par ie  B i l a t e r a l 8  

Paria  Club B i l a t  e r a l n  

103.3 Estimate. 160.2 22.7 22.7 - 
not 
f  i n a l i s e d  

359 1 359 - d - 
Paria  Club' Reac!leduling. I n t e r e s t  223.0 

Par i e  Club B i l a t  erala-?lot Reechedulable 8.1 

1903 Rescheduling n r rea re  (8 33.10) 248.2 248.2 o .r o 

IMF Truet Fund 25.1 - - - -- 25.1 25.1 

'1587.4 760.5 810.9 24a.B 340.5 229.6 

NOTE: (1) ' IMF charges paid by GRZ on behalf of 1102 a~llounted t u  K29l.l mil l ion  t o  September 1986 

This  has nol; been included i n  above. Further  IME' chrrrgeu due i n  1986 amount t o  K451 mil l ion  

(2) P a r i s  Club rescheduling i n t e r e s l  payable from Apri l  1 3 ~ 6  oi:wards at  US$ 3.3 mil l ion  pe r  month 

has been i n  a r r e a r u ,  t o  da te ,  oiie .i.!lo :.sle:norlt paid i n  A11ri.l 1986 has  not  y e t  been charged t o  GRZ 

. (3 )  Conversion r a t e  of US$ t o  kwacha i s  I J : ; ~  1 -. K7.5 Tor bocigct purposes 



ANNEX B 

INITIAL ENVIRONMENTAL EXAMINA'LIION 

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 CategoricaI ~xclusion - 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: 
7 

Approved id. 
I 

Disapproved 

Date &",. b y -  ! q  6 6 

Narrative: GC/AFR :MF.Kleinjan , ' 

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) (1) (i) --the action does not have an 
effect on the natural or physical envi,ronment. 

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 
of Categorical Exclusion applies to such a program. This 
written determination is to be concurred in by the Sureau 
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 

3 A ( 2 )  - NONPROJECT ASSISTANCE CHECKLIST 

The c r i t e r i a  l i s t e d  i n  P a r t  A a r e  
a p p l i c a b l e  g e n e r a l l y  t o  F A A  f u n d s ,  and 
s h o u l d  b e  u s e d  i r r e s p e c t i v e  o f  t h e  
p r o g r a m ' s  f u n d i n g  s o u r c e .  I n  P a r t  8 a  
d i s t i n c t i o n  i s  made b e t w e e n  t h e  
c r i t e r i a  a p p l i c a b l e  t o  E c o n o m i c  
S u p p o r t  F u n d s  and t h e  c r i t e r i a  
a p p l  i c a b l e  t o  D e v e l o p m e n t  A s ~ i  s t a n c e .  
S e l e c t i o n  o f  t h e  a p p r o p r ' i a t e  c r i t e r i a  
w i l l  d e p e n d  on t h e  f u n d i n g  s o u r c e  f o r  
t h e  p r o g r d m .  

CROSS-REFERENCES: 
I S  'COUNTRY CHECKLIST UP TO DATE? IDENTIFY.  Y E S  
HAS STANOARO ITEM CHECKLIST BEEN REVIEWEO? YES 

A .  GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 

FY 8 6  C o n t i n u i n q  R e s o l u t i o n .  S e c .  
1 0 1 ( b ) ,  FY 85 C R .  

a.  D e s c r i S e  how C o m m i t t e e s  o n  
A p p r o p r i a t i o n s  o f  S e n a t e  and  
House h a v e  b e e n  o r  w i  11 be 
n o t i f i e d  c o n c e r n i n g  t h e  
n o n - p r o j e c t  a s s i s t a n c e ;  

C o n g r e s s i o n a \  N o t i f i c a t i o n  
s e n t  t o  C o n g r e s s  1 1 / 2 1 / 8 6  

b.  I s  a s s i s t a n c e  w i t h i n  
t h e  FY 1987  c o u n t r y  
o r  i n t e r n a t i o n a l  
o r g a n i z a t i o n  a l l o c a t i o n  
r e p o r t e d  t o  t h e  C o n g r e s s  ( o r  
n o t  m o r e  t h a n  $ 1  m i l l i o n  o v e r  
t h a t  a m o u n t ) ?  Yes 

c .  . If t h e  p r o p o s e d  a s s i s t a n c e  i s  
a  new c o u n t r y  p r o g r a m  o r  w i  1 1  
e x c e e d  o r  c a u s e  t h e  t o t a l  
~ s s i s t a n c e  l e v e l  f o r  t h e  
c o u n t r y  t o  e x c e e d  amoun ts  
p r o v i d e d  t o  s u c h  c o u n t r y  i n  FY 

. 86, has  n o t i f i c a t i o n  b e e n  
p r o v i d e d  t o  C o n g r e s s ?  N / A  



F A A  Sec. 6 1 1 ( a ) ( 2 ) .  I f  f u r t h e r  
l e q i s l a t i v e  a c t i o n  i s  r e q u i r e d  
w i i h i n  r e c i p i e n t  c o u n t r y ,  w h a t  i s  
t h e  b a s i s  f o r  r e a s o n a b l e  
e x p e c t a t i o n  t h a t  s u c h  a c t i o n  w i l l  
be c o m p l e t e d  i n  t i m e  t o  p e r m i t  
o r d e r l y  a c c o m p l i s h m e n t  o f  p u r p o s e  
o f  t h e  a s s i s t a n c e ?  

F A A  Sec .  2 0 9 .  I s  a s s i s t a n c e  m o r e  
e f f i c i e n t l y  and  e f f e c t i v e l y  g i v e n  
t h r o u g h  r e g i o n a l  o r  m u l t i  l a t e r a l  
o r g a n i z a t i o n s ?  I f  s o  why i s  
a s s i s t a n c e  n o d  so  g i v e n ?  
I n f o r m a t i o n  and  c o n c l u s i o n  w h e t h e r  
a s s i s t a n c e  w i l l  e n c o u r a g e  r e g i o n a l  
d e v e l o p m e n t  p r o g r a m s .  

FAA Sec .  6 0 1 ( a ) .  I n f o r m a t i o n  a n d  
c o n c l u s i o n s  w h e t h e r  a s s i s t a n c e  
w i l l  e n c o u r a g e  e f f o r t s  o f  t h e  
c o u n t r y  t o :  ( a )  i n c r e a s e  t h e  f l o w  
o f  i n t e r n a t i o n a l  t r a d e ;  ( b )  f o s t e r  
p r i v a t e  i n i t i a t i v e  and  
c o n p e t i t i o n ;  ( c )  e n c o u r a g e  
d e v e l o p m e n t  and  u s e  o f  
c o o p e r a t i v e s ,  c r e d i t  u n i o n s ,  and  
s a v i n g s  and  l o a n  a s s o c i a t i o n s ;  ( d )  
d i s c o u r a g e  m o n o p o l i s t i c  p r a c t i c e s ;  
( e )  i m p r o v e  t e c h n i c a l  e f f i c i e n c y  
o f  i n d u s t r y ,  a g r i c u l t u r e ,  and  
commerce ,  and ( f )  s t r e n g t h e n  f r e e  
l a b o r  u n i o n s .  

5 .  FAA Sec .  6 0 1 ( b ) .  I n f o r m a t i o n  a n d  
c o n c l u s i o n  o n  how a s s i s t a n c e  w i l l  
e n c o u r a g e  U .S .  p r i v a t e  t r a d e  a n d  
i n v e s t m e n t  a b r o a d  and e n c o u r a g e  
p r i v a t e  U.S. p a r t i c i p a t i o n  i n  
f o r e i g n  a s s i  s t a n c e  p r o q r a r n s  
( i n c l u d i n g  u s e  o f  p r i v a t e  t r a d e  
c h a n n e l s  and  t h e  s e r v i c e s  o f  U . S .  
p r i v a t e  e n t e r p r i s e ) .  

B i l a t e r a l  U S  a s s i s t -  
a n c e  i s  b e t t e r  s u i t e d  
t o  p r o v i d e  i m m e d i a t e  
a n d  m o r e  f l e x i b l e  
a s s i s t a n c e  

Cash t r a n s f e r  u i  11 
p r o v i d e  f o r e i g n  e x -  
c h a n g e  f o r  Z a v b i 3  
t o  p u r c h a s z  i n p o r t s ,  
a l a r g e  p o r t i o n  c f  
w h i c h  w i l l  go  t o  t h e  
p r i v a t e  s e c t o r .  Com- 
m e r c i a l  b a n k s  Z a r t i  - 
c i p a t e  i o  t h e  F X  
a u c t i o n  and  l o c a l  
c u r r e n c i e s  a t ?  d i s -  
t r i b u t e d  t o  c o o o c r -  
a t i v e  c r e d i t  schemes 
O v e r a l l  i m p r o v e m e n t s  
i n '  FX a1 l o c a t i o n  and  
m o r e  r e a l i s t i c  e x -  
c h a n g e  r a t e  w i l l  i n -  
c r e a s e  i n t e r n a t i o n a l  
t r a d e  and  e x p a n d  t h e  
r o l e  o f  t h e  p r i v a t e  
s e c t o r  

A v a i l a b i l i t y  o f  ;X 
' w i l l  e n c o u r a q e  U S  
s a l e s  t o  Z a m b i a  



6. F A A  Sec. 6 1 2 ( b ) ,  Sec. 6 3 6 ( h ) ;  FY 8 6  
and k Y  85 C o n t i n u i n g  R e s o l u t i o n s ,  
Sec. 507.  O e s c r i b e  s t e p s  t a k e n  
t o  a s s u r e  t h a t .  t o  t h e  maxim.um 
e x t e n t  p o s s i b l e ,  t h e  c o u n t r y  i s  
c o n t r i b u t i n g  l o c a l  c u r r e n c i e s  . t o  
m e e t  t h e  c o s t  o f  c o n t r a c t u a l  a n d  
o t h e r  s e r v i c e s ,  and f o r e i g n  
c u r r e n c i e s  owned b y  t h e  U n i t e d  
S t a t e s  a r e  u t i l i z e d  t o  m e e t  t h e  
c o s t  o f  c o n t r a c t u a l  and o t h e r  
s e r v i c e s  i n  l i e u  o f  d o l l a r s .  

7.  FAA Sec.  6 1 2 ( d ) .  Does t h e  U n i t e d  
S t a t e s  own e x c e s s  f o r e i g n  
c u r r e n c y  o f  t h e  r e c i p i e n t  
c o u n t r y  and,  if so, w h a t  
a r r a n g e m e n t s - h a v e  b e e n  made f o r  
i t s  r e l e a s e ?  No 

8.  Faa Sec.  6 0 1 ( e ) .  Y i l l  t h e  p r o j e c t  
u t i l i z e  c o m p e t i - t i v e  s e l e c t i o n  
p r o c e d u r e s  f o r  t h e  a w a r d i n g  o f  
c o n t r a c t s ,  e x c e p t  w h e r e  
a p p l i c a b l e  p r o c u r e m e n t  r u l e s  
a l ! o w  a t h e r d i s e l  

9 .  FY 86  and FY 85  C o c t i ~ 3 i n q  R e s o i u t i c n s ,  
Sec.  5 2 2 .  I f  assistants i s  f o r  
t h e  ?reduction o f  any  c o m m o d i t y  
f o r  e x ? o r t ,  i s  t h e  c o m m o d i t y  
l i k e l y  t o  be  i n  s u r p l u s  on  w o r l d  
m a r k e t s  a t  t h e  t i m e  t h e  r e s u l t i n g  
p r o d u c t i v e  c a p a c i t y  becomes 
o p 2 r a t i v e  2 n d  i s  s u c h  a s s i s t a c c e  
1 ' 1  1 1 . c e l y  t o  c a u s ?  s a b s t a n t i a l  
i n j u r y  t o  U . S .  p r o d u c e r s  o f  t h 2  
same o r  s i m i l a r  c o m p e t i n g  
c o m m o d i t y ?  

10.  FAA 1 1 8 ( c )  and ( d ) .  Ooes t h e  p r o g r a m  
Comply  w i t h  t h e  e n v i r o n m e n t a l  
p r o c e d u r e s  s e t  f o r t h  i n  A10 
R e g u l a t i o n  1 6 ?  Does t h e  p r o g r a m  
t a k e  i n t o  c o n s i d e r a t i o n  t h e  
p r o b l e m  o f  t h e  d e s t r u c t i 9 n  o f  
t r o p i c a l  r a i n  f o r e s t s ?  

Yes 

N j A 



11. F A A  Sec. 128. Has an a t t e m p t  been  
made t o  f i n a n c e  p r o d u c t i v e  
f a c i l i t i e s ,  goods and s e r v i c e s  
w h i c h  w f l l  e x p e d i t i o u s l y  and 
d i r e c t l y  b e n e f i t  t h o s e  l i v i n g  i n  
a b s o l u t e  p o v e r t y  u n d e r  t h e  
s t a n d a r d s  a d o p t e d  b y  t h e  W o r l d  
Bank?  Yes 

12.  I n t e r n a t i o n a l  S e c u r i t y  and Oeve l  opmertt 
C o o p e r a t i o n  o f  1 9 8 5  Sec.  3 1  5. 
Has f u l l  c o n s i d e r a t i o n  been g i v e n  
a t  e a c h  s t a g e  o f  d e s i g n  t o  t h e  
i n v o l v e m e n t  o f  s m a l l  m i n o r i t y  
( i n c l u d i n g  women-owced b u s i n e s s e s )  
e n t e r p ' r i s e s ,  h i s t o r i c a l  l y  b l a c k  
c o l l e g e s  and u n i v e r s i t i e s ,  and 
m i n o r i t y  PVO 's?  N / A  

B. FUNDING CRITERIA FOR NONPROJECT 
S S I S T A N C t  

1.  N o n p r o j e c t  C r i t e r i a  f o r  Economic  S u p p o r t  F u n d s .  

a .  FAA Sec. 5 3 1 ( a ) .  W i l l  t h i s  
a s s i s t a n c e  s u p p o r t  a n d  p r o i n o t e  
economic  o r  p o l i t i c a l  s t a b i l i t y ?  Yes 
To t h e  maxilnum e x t e n t  f e a s i b l e ,  
does  i t  r e f l e c t  t h e  p o l i c y  

' d i r e c t i o n s  o f  P a r t  1  o f  t h e  FAA? Yes 

b. FAA Sec. 5 3 1 ( d ) .  W i l l  f u n d s  b e  
u s e d  t o  t h e  ~naximum e x t e n t  
f e a s i b l e ,  t o  g e n e r a t e  l o c a l  
c u r r e n c i e s ,  n o t  l e s s  t h a n  5 0  
p e r c e n t  o f  ~ h i c h  ~i 11 be u s e d  
t o  s u p p o r t  FAA S e c t i o n  1 0 3 - 1 0 6 -  
t y p e  a c t i v i t i e s ?  

c .  FAA Sec. 5 3 1 ( e ) .  W i l l  a s s i s t a n c e  
u n d e r  t h i s  c h a ~ t e r  be u s e d  f o r  
m i  1  i t a r y ,  o r  p a r a m i  1  i t a r y  
a c t i v i t i e s ?  

Yes 



d. I n t e r n a t i o n a l  S e c u r i t y  and  
b e v e l o p m e n t  C o o p e r a t i o n  A c t  
o f  1985; Sec. 207.  Wt l l  ESF 
f u n d s  b e  u s e d  t o  f i n a n c e  t h e  
c o n s t r u c t i o n  o r  t h e  o p e r a t i o n  
o f  r n a i n t a n a n c e  o f ,  o r - t h e  
s u p p l y i n g  o f  f u e l  f o r ,  a  n u c l e a r  
f a c i l i t y ?  If so, has  t h e  
P r e s i d e n t  c e r t i f i e d  t h a t  s u c h  
u s e  o f  f u n d s  i s  i n d i s p e n s a b l e  t o  
n o n p r o l i f e r a t i o n  o b j e c t i v e s ?  

e. I n t e r n a t i o n a l  S e c u r i t y  and 
b e v e l o p m e n t  C o o p e r a t i o n  A c t  
o t  1983,  Sec. 801 .  F o r  Commod i t y  
I m p o r t .  and s e c t o r  programs, w i  1 1  
t h e r e  be  a  r e q u i r e m e n t  t h a t  . 
i m p o r t s  be u s e d  t o  mee t  l o n g - t e r m  
d e v e l o p m e n t  n e e d s  i n  a c c o r d a n c e  
w i t h  t h e  f o l l o w i n g  c r i t e r i a :  

1 )  a l l o c a t i o n  o f  i m p o r t s  b a s e d  o n  
e v a l u a t i o n  o f  t h e  a b i l i t y  o f  l i k e l y  
r e c i g i e n t s  t o  u s e  s u c h  i m p o r t s  i n  a 
m a x i m a l l y  p r o d u c t i v ? ,  ? n : l o y n e n t  '4 / A 
g e n e r z t i n g  and c o s t  e f f e c t i v e  o#a:/; 

2 )  i m p o r t s  c o o r d i n a t e d  w i t h  h o s t  c ~ u n i t y  
e c o n o m i c  d e v o l o p m e n t  p l a n ;  P i / ;  

3 )  e m p h a s i s  o n  i m p a r t s  f o r  e x p a n s i o n  o f  
a g r i c u l t u r a l  p r o d u c t i o n ;  Pi!A 

4 )  s a 7 h a s i s  on i x p o r t s  , ~ i : h  b r o s 3  
d e v e l o p m e n t  i m p a c t ;  " e s  

5 )  i n s u r e  i m p o r t s  a r e  i.n a d d i t i o n  t o  
h i s t o r i c a l  p a t t e r n s  o f  f o r e i g n  e x c h a n g e  
u s e s ;  N / A  

6 )  a t  l e a s t  7 5 %  o f  . l o c a l  c u r r e n c y  
g e n e r a t i o n s  d e p o s i t e d  i n t o  s p e c i a l  
a c c o u n t  and u s e d  f o r  a g r e e d  upon  
e c o n o m i c  d e v e l o p m e n t  p u r p o s e s  
c o n s i s t e n t  w i t h  FAA S e c t i o n s .  102:106; Yes . 

7 )  l o c a l  c u r r e n c i e s  as n e c e s s a r y  f o r  
r e q u i r e m e n t s  o f  USG.  Yes, 3 1  o f  t o t a l  

l o c a l  c u r r e n c i s s  



2 .  � on project C r i t e r i a  f o r  D e v e l o p m e n t  A s s i s t a n c e .  

a. FAA Secs .  1 0 2 ( c ) ,  111,  113,  Sec.  
8 1 ( a ) .  t x t e n t  t o  w h i c h  a c t i v i t y  

- ( I )  e f f e c t i v e l y  i n v o l v e  t h e  
p o o r  i n  d e v e l o p m e n t ,  b y  e x t e n d i n g  
a c c e s s  t o  economy a t  l o c a l  l e v e l ,  
i n c r e a s i n g  l a b o r - i n t e n s i v e  
p r o d u c t i o n ,  s p r e a d i n g  i n v e s t m e n t  
o u t  f r o m  c i t i e s  t o  s m a l l  t o w n s  
a n d  r u r a l  a r e a s ;  and  ( 2 )  h e l p  

. d e v e l o p  c o o p e r a t i v e s ,  a s s i s t  
r u r a l  and u r b a n  p o o r  t o  h e l p  
t h e m s e l v e s  t o w a r d  b e t t e r  l i f e ,  
and o t h e r w i  se e n c o u r a g e  ' 
d e m o c r a t i c  p r i v a t e  and l o c a l  
g o v e r n m e n t  i n s t i t u t i o n s ?  N / A  f o r  E S F  F u n d i n g  

b .  F A A S e c s .  103 ,  l 0 3 A ,  104 ,  1 0 5 ,  
06. 107 .  Is a s s i s t a n c e  b e i n a  

made a v a i l a b l e :  [ i n c l u d e  o n l y -  
a p p l i c a b l e  p a r a g r a p h  - -  -, a, 
b ,  e t c .  - -  w h i c h  c o r r e s p o n d s  t o  
s o u r c e s  o f  f u n d s  used .  If m o r e  
t h a n  o n e  f u n d  s o u r c e  i s  u s e d  f o r  
a s s i s t a n c e ,  i n c l u d e  r e l e v a n t  
p a r a g r a p h  f o r  e a c h  f u n d  s o u r c e ] .  

( 1 )  [ I 0 3 1  f o r  a g r i c u l t u r e ,  r u r a l  
d e v e l o p m e n t  o r  ' n u t r i t i o n ;  i f  so ,  
e x t e n t  t o  w h l c h  a c t i v i t y  i s  
s p e c i f i c a l l y  d e s i g n e d  t o  i n c r e a s e  
p r o d u c t i v i t y  and i n c o m e  o f  r u r a l  
p o o r ;  [ 103A ' ]  i f  f o r  a g r i c u l t u r a l  
r e s e a r c h ,  i s  f u l l  a c c o u n t  t a k e n  

. o f  n e e d s  o f  s m a l l  f a r m e r s ;  R / A  

( 2 )  [ I 0 4 1  f o r  p o p u l a t i o n  p l a n n i n g  
o r  h e a l t h ;  i f  so ,  e x t e n t  t o  w h i c h  
a c t i v i t y  e x t e n d s  l o w - c o s t ,  
i n t e g r a t e d  d e l i v e r y  s y s t e m s  t o  
p r o v i d e  h e a l t h  and  f a m i l y  
p l a n n i n g  s e r v i c e s ,  e s p e c i a l l y  t o  
r u r a l  a r e a s  and p o o r ;  e x t e n t  t o  
w h i c h  a s s i s t a n c e  g i v e s  a t t e n t i o n  
t o  i n t e r r e l a t i o n s h i p  b e t w e e n  



(A)populatior? growth and (8) 
development and overall 
Improvement in IIving s t a n d a r d s  
in developing countries. Is 
activity designed t o  build ' 
motivation f o r  small f a m i l i e s  in 
programs such as education in and 
o u t  of school, agriculture 
production, rural development, 
and assistance to urban D O O ~ ?  

( 3 )  [I051 f o r  education, public 
administration, o r  human 
resources development; if so, 
extent t o  which activity 
strengthens nonformal education, 
makes formal .education more 
relevant, especial ly f o r  rural 
families and urban poor, o r  
strengthens management c a p a b i l i t y  
of institutions enabling t h e  p o o r  
t o  participate in development; N / A  

( 4 )  [I061 f o r  technical 
assistance, energy, research, 
reconstruction, and selecied 
development problems; i f  s o ,  
extent activity is: 

( a )  to help alleviate? energy 
problem; N / A  

3 )  recons',ruction after natural 
or m a n m a d e  disaster; \i / A 

( c )  for special development 
problem, a n d  to e n a b l e  
proper utilization of 
earlier U.S. infrastructure, 
etc., assistance; f l / A  

d )  f o r  programs of urban 
development, especially 
snall labor-intensive 
enterprises, marketing 
systems, and financial o r  
o t h e r  institutions to help 
urban poor participate in 
economic and social 
development. 



( 5 )  [ I 0 7 1  by  g r a n t s  f o r  
c o o r d i n a t e d  p r i v a t e  e f f o r t  t o  
d e v e l o p  and  d i s s e m i n a t e  

. i n t e r m e d i a t e  t e c h n o l o g i e s  
a p p r o p r i a t e  * f o r  d e v e l o p i n g  
c o u n t r i e s .  

c .  FAA Sec.  113 .  E x t e n t  t o  w h i c h  
ass.i s t a n c e  r e f l e c t s  a p p r o p r i a t e  
e m p h a s i s  o n  i n t e g r a t i n g  women 
i n t o  t h e  r e c i p i e n t  c o u n t r y ' s  
n a t i o n a l  economy.  

d. F A A ' S e c .  1 2 2 ( b ) .  Does t h e  
a c t i v i t y  g i v e  r e a s o n a b l e  p r o m i s e  
o f  c o n t r i b u t i n g  t o  t h e  
d e v e l o p m e n t  o f  e c o n o m i c  
r e s o u r c e s ,  o r  t o  t h e  i n c r e a s e  o f  
p r o d u c t i v e  c a p a c i t i e s  and  s e l f  
s u s t a i n i n g  e c o n o m i c  g r o w t h ?  

e .  FAA Sec. 2 8 1 ( b ) .  D e s c r i b e  e x t e n t  
t o  w h i c h  p r o g r a m  r e c o g n i z e s  t h e  
p a r t i c u l  a r  n e e d s ,  d e s i r e s ,  and  
c a p a c i t i e s  o f  t h e  p e o p l e  o f  t h e  
c o u n t r y ;  u t i l i z e s  t h e  c o u n t r y ' s  
i n t e l l e c t u a l  r e s o u r c e s  t o  
e n c o u r a g e  i n s t i t u t i o n a l  
d e v e l o p m e n t ;  a n d  s u p p o r t s  c i v i c  
e d u c a t i o n  and  t r a i n i n g  i n  s k i l l s  
r e q u i r e d  f o r  e f f e c t i v e  
p a r t i c i p a t i o n  i n  g o v e r n m e n t a l  a n d  
p o l i t i c a l  p r o c e s s e s  e s s e n t i a l  t o  
s e l f - g o v e r n m e n t .  ?4 / A 

3 .  N o n p r o j e c t  C r i t e r i a  f o r  D e v e l o p m e n t  A s s i s t a n c e  ( L o a n s  o n l y ) .  

a .  F A A  S e c .  1 2 2 ( b ) .  I n f o r m a t i o n  and  
c o n c l u s i o n  o n  c a p a c i t y  o f  t h e  
c o u n t r y  t o  r e p a y  t h e  l o a n ,  a t  a  
r e a s o n a b l e  r a t e  o f  i n t e r e s t .  

b.  F A A  Sec.  6 2 0 ( d ) .  I f  a s s i s t a n c e  i s  
T o r  any  ~ r o d u c t i v e  e n t e r ~ r i s e  
w h i c h  iiil c o m p e t e  w i t h  U . S .  
e n t e r p r i s e s ,  i s  t h e r e  an 
a g r e e m e n t  b y  t h e  r e c i p i e n t  
c o u n t r y  t o  p r e v e n t  e x p o r t  t o  t h e  
U . S .  o f  m o r e  t h a n  20% o f  t h e  
e n t e r p r i s e ' s  a n n u a l  p r o d u c t i o n  
d u r i n g  t h e  l i f e  o f  t h e  l o a n ?  



c .  FY 86 and FY 8 5  C o n t i n u i n g  
R e s o l u t ~ o n .  I t  t h e  recipient 
c o u n t r y  has an annua l  p e r  c a p i t a  
g r o s s  n a t i o n a l  p r o d u c t  g r e a t e r  
t h a n  $805 b u t  l e s s  t h a n  $1301, 
w i l l  t h e  l o a n  be r e p a y a b l e  w i t h i n  
2 5  y e a r s  f o l l o w i n g  t h e  d a t e  on 
which  funds  a r e  i n i t i a l l y  made 
a v a i l a b l e ?  I f  i t  has an annua l  
p e r  c a p i t a  G N ?  g r e a t e r  t h a n  o r  
e q u a l  t o  $1301  w i t h i n  20 y e a r s ?  



FY 1987 non-project assistance 
statutory checklist update. 

1. FY 87 Continuing Resolution. 
If the ESF assistance is to be 
provided to a country after 
February 1, 1987, in the f:orrn 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 50% '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 year 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. 
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AID GRANT No. 611-K-604 
AID PROGRAM NO. 611-0757 

GRANT AGREEMENT AMENDMENT NO.? 

ZAMBIA A U C T I O N  PROGRAM S U P P O R T  ( Z A P S )  PROGRAY 

BETWEEN 

THE R E P U B L I C  OF ZAMBIA 

AEJD 

T H E  U N I T E D  S T A T E S  OF  AMERICA 

DATED: DECEMBZR , 1 9 8 6  



PROGRAM GRANT AGREEMENT AMENDMENT 

AMENDMENT NUMBER TWO d a t e d . D e c e m b e r  , 1 9 8 6  be tween THE 
UNITED STATES OF AMERICA, a c t i n g  t h r o u g h  t h e  Agency f o r  
I n t e r n a t i o n a l  Development  ( " A o I m D o g )  and G r a n t e e ,  THE -PUBLIC 
OF ZAMBIA ("GRZ")  

THE GRANTEE AND A . I . D .  e n t e r e d  i n t o  a Program G r a n t  
Agreement ,  d a t e d  November 28, 1 9 8 5  , ("Agreement")  which was 
amended by m u t u a l  c o n s e n t  by Amendment No. 1 d a t e d  Se2tember  
29,  1986 ;  and  t h e  G r a n t e e  and  A . I . D .  d e s i r e  t o  f u r t h e r  amend 
t h e  Agreement t o  r e f l e c t  a n  i n c r e a s e  i n  t h e  amount o f  t h e  g r a n t  
and  m o d i f i e d  i m p l e m e n t a t i o n  ? r o c e d u r e s ;  

NOW THEREFORE, t h e  p a r t i e s  h e r e t o  h e r e b y  a g r e e  t h a t  t h e  
Ag.reement s h a l l  be  amended t o  r e a d  a s  f o l l o w :  

From ARTICLE 1: THE GRANT: Delete t h e  f i g u r e  
"Seven teen  p l l i l l i sn  U n i t e d  S t a t e s  ("U.S. "1  D o l l a r s  
($17 ,000 ,000)  ( " G r a n t " ) "  and i n s e r t  i n  lielcl t h e r e o f  
t h e  f i g u r e  "Th i r  ty-Seven H i l l i o n  U n i t e d  S t a t e s  
("U.S.") D o l l a r s  ( 5 3 7 , 0 0 0 , 0 0 0 )  ( " G r a n t " )  ". 
S u b s t i t u t e  "Annex A "  w i t h  a t t a c h e d  "Ar.nex A - 
R t v i s i o n  1". 

FROM ARTICLE 3: 3ISSURSEXE:IT: S e c t i o n  3 . 2  T o r z i n a l  
G a t e  For C i s b u r s e m e n t ,  D e l e t e  t h e  f i g u r e  " t e n "  (;a; 
" n o n t h s "  and i n s e r c  i n  l i e u  tb .e raf  t h e  f i g a r e  
" t w e n t y - f i v e "  ( 2 5 )  "months" .  

FROM ARTICLE 4:  GENERAL COVENANTS: S e c t i o z  4 . 9  Use 
of  L o c a l  C u r r e n c y ,  . 9 e l e t , e  ( a )  and r a p l a c e  .--it? t h o  
f o l l o v i n g ,  "Gzantee  w i l l  e s t a b l i s h  2nd I a r r . : ~ ~ - .  a 
S p e c i a l  Account  i n  t h e  3ack of  ZamSla a n i  d e s o s : ~  
t h e r e i n  c u r r e n c y  o f  t h e  Government o f  t h e  2 2 g u a l i c  
of Zambia i n  amounts  e q u a l  t o  p r o c e e d s  a c c r u i n g  t o  
t h e  G r a n t e e  from t h e  s a l e  o r  t h e  a u c t i o n  of  t h e  
f u n d s  p r o v i d e d  under  t h i s  G r a n t .  Funds i n  t h e  
S p e c i a l  Account  may be used  f o r  s u c h  p u r p o s e s  a s  
a r e  m u t u a l l y  a g r e e d  upon by A I D  and c h e  G r a n t e e ,  
p r o v i d e d  t h a t  n o t  more t h a n  t h r e e  ( 3 )  pe r  c e n t  o f  
t h e  f u n d s  i n  t h e  S p e c i a l  Account  s h a l l  be  madc 
a v a i l a b l e  t o  X I 3  t o  meet i ts  r e q u i r e m e n t s . "  
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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. 

R E P U B L I C  O F  ZAMBIA U N I T E D  S T A T E S  O F  AMERICA 

BY: B Y :  

B A S I L  KF-BWE 
M I N I S T E R  O F  F I N A N C E  

BY: 

PAUL J .  HARE 
AldBASSADOR 

TED D.MORSE 
U S A I D  M I S S I O K  DIHSCTOR 

Appropriation: . . 
BPC : 
Allowance: 
Amount: $20,000,000 



ANNEX' A - Revis ion  1 

I. Program ~ e s c r i ~ t i o n :  - 

T h i s  program proposes  t o  g r a n t  t h e  GRZ $37.0 m i l l i o n  of 
f o r e i g n  exchange which w i l l  be a u c t i o n e d  through t h e  c u r r e n t  
a u c t i o n  program. Use of t h i s  A.1.D.-provided f o r e i g n  exchange 
w i l l  n o t  be t i e d  t o  any s o u r c e / o r i q i n  requ i rements .  A l l  
A.1.D.-provided funds  must be d i s p o s e d  c f  through t h e  a u c t i o n  
program and canno t  be r e se rved  f o r  o t h e r  GRZ requiremefi ts  f3z 
f o r e i g n  exchange such a s  payment of d e b t  a r r e a r a g e s ,  e t c .  The 
A.1.D.-provided f o r e i q n  exchange is expec ted  t o  be " a d d i t i o n a l "  
t o  t h a t  poo l  of f o r e i g n  exchange which is drawn from t h e  I B R D  
p r o j e c t s ,  o t h e r  donors ,  and t h e  r e s o u r c e s  of t h e  G R Z .  The 
a n t i c i p a t e d  p a t t e r n  of r e l e a s e  of A.1.D.-provided f o r e i g n  
exchange is t h a t  $500,000 w i l l  be r e l e a s e d  f o r  each weekly 
a u c t i o n  u n t i l  t h e  funds  a r e  exhaus t ed ,  though t h e  f l e x i b i i i t y  
w i l l  be  r e t a i n e d  by USAID/Zambia t o  change t h e  r a t e  of 
d i sbu r semen t  i f  l a t e r  c i r cums tances  i n d i c a t e  a  d i f f e r e n t  r a t e  
would more e f f e c t i v e l y  s u p p o r t  t h e  s u c c e s s  of t h e  a u c t i o n  
system. 

Th i s  program w i l l  g e n e r a t e  a  ve ry  s i g r . i f i c a n t  anount  o f  
l o c a l  c u r r e z z y .  The a u c t i o n  ? r o g r z z  ; r2vldes  t h a t  3 i l : e r ;  
d e p o s i t  l o c a l  cu r r ency  e q u i v a l e n t  t o  :hei r  c i a s  2r:oz t o  t,:o 
a u c t i o n  d a t e .  That  l o c a l  cu r r ency  i s  d e p o s i t e d  ir?'io t n e  
S p e c i a l  Account a t  t h e  Bank of Zambia ( S p e c i a l  Accccnt N c z ~ e r  
816) w i t a i n  f i v e  ( 5 )  ( lays i f  t h e  b i d  is s u c t e s s f u l ,  a t  t n e  
exchange r a t e  ( " s t r i k e  r a t e " )  s z t  by t h a t  al?ctror , .  A s  exchazcs  
r a t e s  can  be ex?ected t o  f l u c t u a t e  d u r i n g  t h e  l i f e  of  t n l s  
program, i t  is imposs ib le  t o  d e t e r m i c e  befcrehand t h e  exacc  
amount of l o c a l  cu r r ency  t h a t  w i l l  be g e n e r a t e d .  Guring tP,e 
twenty-f  i v e  month l i f e - o f - t h e  Prcgran  t h e  o v e r a l l  Lev4-el 3 2  
c o o n t e r 2 a r t  current:? is expected =o ranqe between K 1 2 5  ~ : l l : c , n  
and K42S rn i l l ron .  

Local  cu r r ency  r e s o u r c e s  gene ra t ed  by ZAPS w i l l  be 
programmed by t h e  G R Z  and USAID/ZamS:a, i n  accordance  x i t h  t h e  
r e c e n t l y  n e g o t i a t e d  "Procedures  f o r  t h e  A l l o c a t i c n  and Use of 
Local  C u r r e n c i e s  gene ra t ed  under USAID Financed Assis:ance 
Programs". Three ( 3 )  2 e r c e n t  of t h e  l o c a l  cur  r e n c i e s  gene ra t ed  
a f t e r  December 31, 1986 w i l l  be made a v a i l a b l e  t o  A . I . D .  upon 
r e q u e s t  by USAID/Zambia f o r  i t s  l o c a l  r equ i r emen t s .  

Subsequent  t o  s i g n i n g  by both  p a r t i e s  of t h e  Gran t  
Agzeement Amendment N o  2 ,  USAID/Zambia w i l l  t a k e  s t e p s  t o  
r e l e a s e  t h e  i n i t i a l  four-week t r a n c h e  of f o r e i g n  exchacge f c r  
use  in  t h e  a u c t i o n  program. USAID/ZamSia w i l l  ? r e p a r e  a  
Financing Request f o r  a  Cash T r a n s f e r  s i gned  by both the  
Miss ion D i r e c t o r  and an a u t h o r i z e d  GRZ r e p r e s e n t a t i v e  wbrch 
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w i l l  cover t h e  e n t i r e  amount o b l i g a t e d  i n  t h e  Gran t  Agreement 
Amendment. Each four-weekly p e r i o d ,  USAID/Zambia w i l l  c a b l e  
SER/FM/PAD t o  conf i rm t h a t  t h e  c o n d i t i o n s  f o r  r e l e a s e  of each 
four-weekly t r a n c h e  have been met. Upon r e c e i v i n g  c o n f i r m a t i o n  
from USAID/Zambia, FM/PAD w i l l  t hen  schedu le  payment through 
t h e  Fede ra l  Reserve E l e c t r o n i c  Funds T r a n s f e r  System t o  t h e  
de s igna t ed  GRZ cor responden t  bank, a u t o m a t i c a l l y  r e l e a s i n g  
$500,000 (o r  o the r  amount a s  de termined by USAID/Zambia) each 
week, f o r  t h e  next  consecu t i ve  four  weeKs. These funds w i l l  
t hen  be immediately t , r a n s f e r r e d  from t h e  co r r e sponden t  bank ' s  
s p e c i a l  account  t o  t h e  Bank of Zambia. Such e l e c t r o n i c  
t r a n s f e r s  should  be e f f e c t e d  on t h e  Monday p r i o r  t o  t h e  
Sa tu rday  f o r e i g n  exchange a u c t i o n  i n  q u e s t i o n .  The 
cor responden t  bank w i l l  p rov ide  USAID, by t e l e x ,  a  r e p o r t  of  
t h e  a c t u a l  cash  d i sbursements  from the  s p e c i a l  account  on a  
f ou r  -weekly b a s i s .  

Genera t ion  of kwacha i n  payment f o r  a c c e s s  t o  A . I . D .  
p rovided f o r e i g n  exchange w i l l  be immediately d e p o s i t e d  i n  a  
s p e c i a l  accoun t  i n  t h e  BOZ. The BOZ w i l l  a d v i s e  USAID of t h e  
weekly d e p o s i t s  i n  t h i s  s p e c i a l  accoun t .  USAID and t h e  
M i n i s t r y  of Finance w i l l  program t h e  l o c a l  cur rency  genera ted  
by t h e  Program f o r  mutual ly  agreed a c t i v i t i e s  accord ing  t o  t h e  
g e n e r a l  A . 1 . G . - G R Z  nego t i a t ed  p rocedcres  f o r  l o c a l  c u r r z n c i e s .  

IMPLEMENTATION SCHEDULE - 

T I H I N G  
(weeks) 

0 ( E s t  12/31/86) 
2 
3 
6 

ACTION 

S ign ing  Grant  Agreement Ainendment 
Transmiss ion of Financing Request  
I n i t i a l  4-weekly t r anche  r e l ea sed  
con f i rma t ion  t o  proceed w i t h  2nd 
t r anche  
2nd 4-weekly t r a n c h e  r e l e a s e d  
Conf i rmat ion t o  proceed w i t h  3rd 
t r a n c h e  
3rd 4-weekly t r a n c h e  r e l e a s e d  

Tranche r e l e a s e s  c o n t i n u e  t o  
exhaus t i on  of f o r e i g n  exchange 

PACD (End of  e s t ima t ed  d e l i v e r y  
p e r i o d )  

AGENT 

USAID 





ANNEX E  

PROCEDURES FOR ALLOCATION AND USE 
OF LOCAL CURRENCIES GEN.ERATED UNDER. 

USAIO FINANCED ASSISTANCE PROGRAMS 

I 

WHEREAS c o u n t e r p a r t  f u n d s  a r e  g e n e r a t e d  i n  Z a m b i a  b y  v i r t u e  o f  
v a r i o u s  a s s i s t a n c e  p r o g r a m s  f i n a n c e d  b y . t h e  G o v e r n m e n t  o f  t h e  
U n i t e d  S t a t e s ,  a c t i n g  t h r o u g h  t h e  A g e n c y  f o r  I n t e r n a t i o n a l  
D e v e l o p m e n t  ( h e r e i n a f t e r  r e f e r r e d  t o  as U S A I D ) ,  i n c l u d i n g  
F o o d - A i d  P r o g r a m s ,  C o m m o d i t y  I m p o r t  P r o g r a m s ,  a n d  o t h e r  g r a n t  
p r o g r a m s ;  

WHEREAS USAIO a n d  t h e  G o v e r n m e n t  o f  t h e  R e p u b l i c  o f  Z a m b i a  
(G.R.2)  a r e  d e s i r o u s  o f  s e t t i n g  up  m u t u a l l y  a g r e e d - u p o n  
p r o c e d u r e s  f o r  a l l o c a t ; i n g ,  d i s S u r s i  n g  and  a c c o u n t i n g  f o r  t h e  
u s e  o f  s u c h  c o u n t e r p a r t  f u n d s ;  

WHEREAS t h e  a m o u n t s  o f  s u c h  c o u n t e r p a r t  f u n d s  g e n e r a t e d  e a c h  
y e a r  u n d e r  USAID f i n a n c e d  a s s i s t a n c e  p r o g r a m s  a r e  e x 9 e c t e d  t s  
i n c r e a s e  o v e r  t n e  1 9 8 5 - - 1 9 9 0  p e r i o d  f r o m  p r e s e n t  l e v e l s ,  ~ b i c n  
w i l l  n e c e s s i t a t e  f l e x i b l e  and r e s p o n s i v e  p r o c e d u r e s  f o r  
a l l o c a t i o n  and  u s e  o f  c o u n t e r p a r t  f u n d s ;  

A H E R E F O R E ,  t h e  p a r t i e s  h e r e t o  a g r e e  as f o l  l o w s :  

PART I--GENERAL 

1 .  T h i s  A t t a c h m e n t ,  a s  d e t a i l e d  b e l o w ,  s e t s  o u t  a g r e e d  
p r o c e d u r e s  f o r  t h e  a l l o c a t i o n  an3  d i s b u r s e m e n t  o f ,  and  
a c c o d n t l n g  f o r  c o u n t e r p a r t  f u n d s  g e n e r a t e d  i n  a c c o r d a n c e  ~ i t n  
t h e  t e r m s  o f  v a r i o u s  I JSAID- f  i n a n c e d  a s s i s t a n c e  p r o g r a m s  i~ 
Zamb ia .  The p r o v i s i o n s  o f  t h i s  A t t a c h m e n t  w i l l  a p p l y  t o  t h e  
a l l o c a t i o n  and  u s e  o f  a l l  c o u n t e r p a r t  f u n d s  g e n e r a t e d  u n d e r  
A g r e e m e n t s  e n t e r e d  i n t o  b y  USAID a n d  t h e  G.R.Z. a f t e r  t h e  
e f f e c t i v e  d a t e  o f  t h e  l e t t e r  t o  w h i c h  t h i s  A t t a c h m e n t  i s  
a p p e n d e d  ( u n l e s s  o t h e r w i s e  p r o v i d e d  f o r  i n  t h e  a p p l i c a b l e  
A g r e e m e n t ) ,  and t o  c o ~ n t e r p a r t  f u n d s  g e n e r a t e d  u n d e r  Agre 'ement  s 
i n  e f f e c t  b u t  n o t  s p e c i f i c a l l y  a l l o c a t e d  a t  t h e  t i m e  t h i s  
A t t a c h m e n t  becomes e f f e c t i v e ,  u n l e s s  o t h e r w i s e  a q r e e d  b y  t h e  
p a r t i e s .  The  r e p o r t i n g  and  a c c o u n t i n g  r e q u i r e m e n t s  o f  t h i s  
A t t a c h m e n t  w i l l  b e  a p p l i e d ,  t o  t h e  maximum e x t e n t  a p p l i c a b l e ,  
t o  c o u n t e r p a r t  f u n d s  g e n e r a t e d  a n d  s p e c i f i c a l l y  a l l o c a t e d  g r i o r  
t o  t h e  e f f e c t i v e  d a t e  o f  t h e  l e t t e r  t o  w h i c h  t h i s  A t t a c h m e n t  i s  
a p p e n d e d .  



2.  A l l  c o u n t e r p a r t  f u n d s  w i t h i n  t h e  s c o p e  o f  t h i s  
A t t a c h m e n t  w i l l  b e  d e p o s i t e d  b y  t h e  G . R . Z .  i n  t h e  s p e c i a l  
a c c o u n t  No. 8 4 6 ,  e n t i t l e d  "1983 M a i z e  G r a n t u  i n  t h e  Bank 
o f  Zamb ia  i n  a c c o r d a n c e  w i t h  t h e  t e r m s  and c o n d i t i o n s  o f  
t h e  A g r e e m e n t  u n d e r  w h i c h  t h e  f u n d s  a r e  g e n e r a t e d .  
I n s o f a r  as  c o u n t e r p a r t  f u n d s  g e n e r a t  i o n s  f r o 9  inore  t h a n  
o n e  Agreemen t  a r e  t o  be  d e p o s i t e d  i n t o  t h e  same s p e c i a l  
a c c o u n t ,  t h e  G . R . Z .  w i l l  m a i n t a i n  s e p a r a t e  r e c o r d s  
r e f l e c t i n g  c l e a r l y  and u n e q u i v o c a b l y  t h e  s o u r c e s  o f  f u n d s  
d e p o s i t e d  i n t o  t h e  s p e c i a l  a c c o u n t  b y  A g r e e m e n t  number ,  
and b y  d e p o s i t o r .  

3 .  1.t i s  t h e  r e s p o n s i b i l i t y  o f  t h e  G . R . Z .  M i n i s t r y  o f  
F i n a n c e  t o  e n s u r e  t h a t  a l l  c o u n t e r p a r t  f u n d s  a r e  d e p o s i t e d  
i n  a c c o r d a n c e  w i t h  t h e  g o v e r n i n g  A g r e e m e n t s ,  and i n  
a c c o r d a n c e  w i t h  t h e  t i m e t a b l e s  f o r  d e p o s i t  o f  c o u n t e r p a r t  
f u n d s  s p e c i f i e d  i n  t h o s e  A g r e e m e n t s .  
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4 .  C o u n t e r p a r t  f u n d s  g e n e r a t e d  u n a e r  U S 4 1 9  f i n a n c e d  
a s s i s t a n c e  p r o g t a r n s  t a  3 e  u s e d  f o r  e c o n o m i c  c e v ~ 1 0 0 : n e c t  
p u r g 3 s e s  w i  11 o n l y  be a l l o c a . t e d  f c r  use  b y  q u t u a l  
a g r e e m e n t  o f  t h e  p a r t i e s  b a s e d  on t h e  s u b m i s ~ i 3 ~  and 
r e v i e w  o f  s g e c i f i c  o r o j e c t  c r  a c t i v i t y  j r o p c s a l s .  I n  
c a s e s  i n  w h i c h  t h e  p a r t i e s  h a v e  a g r e e d  t o  genera .1  u s e s  tr, 
be  made o f  t h e  c o u n t e r p a r t  ' f u n d s  as p a r t  o f  t h e  A g r e e m e i t  
u n d e r  w h i c h  t h e  f u n d s  a r e  g e n e r a t e d ,  o r  b y  means s f  some 
o t h e r  p t o c r ~ r n m i n g  d o c u r n e n t ( s ) ,  t h e  p r o p o s a l s  f o r  s p e c i r ' i :  
u s 2  o f  t h e  f u n d s  m u s t  f a l l  w i t n i n  t h o s e  a g r e e d  g e n e r 3 l  
b s e s ,  U ~ : ~ S S  o t h e r p d i s 2  a g r e e d  b y  t h e  9 2 r t l s ; .  

5 .  The o r g a n i z a t i o n  o r  a g e n c y  w h i c h  i s  t o  b e  r s s p o n s i b l e  
f o r  c a r r y i n g  o u t  a  p r o j e c t / a c t i v i t y  u s i n g  c o u n t e r p a r t  
f u n d s  and f o r  m a n a g i n g  t h o s e  f u n d s  s h a l l  s u b m i t  t o  
USAID/Zambi  a  a  c o m p l e t e d  p r o j e c t / a c t i v i  t y  d e s c r i p t i o n  
( A n n e x  A )  f u l l y  d e s c r i b i n g  t h e  p r o j e c t l a c t i v i t y ,  i n c l u d i n g  
t h e  p r o j e c t / a c t i v i t y  r a t i o n a l e ,  i t s  e s t i m a t e d  c o s t  and 
d u r a t i o n ,  and o p e r a t i o n a l  m o d a l i t i e s .  The p r o p o s a l  w i  1 1  
a l s o  be  a c c o m p a n i e d  b y  a  S p e c i a l  P r o v i s i o n a l  N a r r a n t  f o r n ,  
f o r  G . R . Z .  b u d g e t a r y  p u r p o s e s .  P r o j e c t I A c t i v i t y  
d e s c r i p t i o n s  w i  1 1  r e f l e c t  c o n c u r r e n c e ( s )  i n  t h e  p r o p o s a l  
b y  t h e  a p p l i c a b l e  M i n i s t r y I r i e s )  o r  O f f i c e ( s )  i n  c h a r g e  o f  
t h e  o r i g i n a t o r ' s  a c t i v i t i e s ,  and c o n c u r r e n c e  f r o m  t h e  
Y i n i s t r y  o f  F i n a n c e .  F o r  t h e  p u r p o s e s  o f  t h i s  A t t a c h m e n t ,  
t h e  f o l l o w i n g  M i n i s t r i e s / O f f i c e s  w i l l  p r o v i d e  c o n c u r r e n c e  
on p r o p o s a l s  submi  t t e C  b y  t h e  f a l l o ~ d i n g  o r g a n i z a t i o n s  3nd 
a g e n c i e s :  



a )  M i n i s t r y  o f  A g r i c u l t u r e  and  W a t e r  O e v e l o p m e n t :  

ZAOB 
USAIOIGRZ ZATPIO P r o j e c t  No 6 1 1 - 0 0 7 5  
USAIOIGRZ ZAMARE P r o j e c t  No 6 1 1 - 0 2 0 1  
A l l o c a t i o n s  t o  MAW0 i t s e l f ;  

b )  M i n i s t r y  o f  C o - o p e r a t i v e s :  

Z a m b i a  C o o p e r a t i v e  F e d e r a t i o n  ( Z C F )  
P r i m a r y  S o c i e t i e s  
C o o p e r a t  i ves  

c )  O f f i c e  o f  C o n t i n g e n c y  P l a n n i n g :  

A l l o c a t i o n s  t o  C o n t i n g e n c y  P l a n n i n g  i t s 2 l f ;  

d )  M i n i s t r y  o f  F i n a n c e :  

D i r e c t  b u d g e t a r y  s u p p o r t .  

O t h e r  M i n i s t r i e s  a n d / o r  O f f i c e s ,  as may be  a g r e e d  u p ? n  
s u b s e q u e n t l y ,  w i l l  p r o v i d e  c o n c u r r e n c e  f o r  p r o p o s ~ l s  f o r  u s e  
o f  c o u n t e r p a r t  f u n d s  b y  o t h e r  o r g a n i z a t i o n s  o r  a g e n c i e s  n o t  
m e n t i o n e d  a b o v e .  . 

6. Upon r e c e i p t  o f  a  p r o j e c t l a c t i v i t y  summary f r o m  an 
o r g a n i z a t i o n  o r  a g e n c y  f o r  t h e  u s e  o f  c o u n t e r p a r t  f u n d s ,  t h e  
M i n i s t r y  o f  F i n a n c e  w i l l ,  w i t h i n  f i f t e e n  ( 1 5 )  d a y s ,  e i t h e r  
t r a n s m i t  t h e  p r o p o s a l  t o  USAID /Zamb la  f c r  
a p p r o v a l / n o n - a p p r o v 3 1 ,  o r  r e t u r n  t h a t  p r o j e c  t / a c t i  v i  t y  
summary t o  t h e  o r i g i n a t i n g  o f f i c e  d e t a i l i n g  t h e  r e a s o n s  f o r  
n o n - c o n c u r r e n c e  i n  t h e  p r o j e c t / a c t i v i t y .  

7 .  USAIO/Zamb ia  w i l l  r e v i e w  p r o p o s a l s  s u b m i t t e d  an3  w i l l  
n o t i f y  t h e  M i n i s t r . y  o f  F i n a n c e ,  b y  l e t t e r ,  w i t h i n  f i f t e e n  
( 1 5 )  d a y s ,  o f  a p p r o v a l  o r  n o n - a p p r o v a l  o f  t h e  
p r o j e c t / a c t i v i t y ,  w i t h  a c o p y  t o  t h e  p r o p o s a l ' s  o r i g i n a t o r .  

8. Upon r e c e i p t  o f  n o t i f i c a t i o n  f r o m  USAID/Zarnb ia  o f  
p r o j e c t l a c t i v i t y  a p p r o v a l ,  t h e  M i n i s t r y  o f  F i n a n c e  w i l l  
w i t h i n  s e v e n  ( 7 )  d a y s  r e l e a s e  t h e  f u n d s  f r o m  t h e  s p e c i a l  
a c c o u n t  t o  t h e  o r g a n i z a t i o n  o r  a g e n c y  r e s p o n s i b l e  f o r  
i m p l e m e n t i n g  t h e  p r o j e c t / a c t i v i t y .  O t h e r  t h a n  f o r  p u r p o s e s  
o f  d i s b u r s i n g  f u n d s  f r o m  t h e  s p e c i a l  a c c o u n t  f o r  s u c h  t r u s t  



f u n d s  m a i n t a i n e d  b y  USAID/Zambia,  n o  d i s b u r s e m e n t  o f  f u n d s  
s h a l l  b e  e f f e c t e d  t h r o u g h  a n y  o t h e r  mechan ism o t h e r  t h a n  t h e  
o n e  d e s c r i b e d  i n  t h i s  A t t a c h m e a t .  

9. I n  t h e  e v e n t  t h a t  a U S A I O - f i n a n c e d  a s s i s t a n c e  Agreement  
s p e c i f i e s  t h a t  a  c e r t a i n  amount  o r  ~ e r c e n t a g e  o f  t h e  
c o u n t e r p a r t  f u n d s  g e n e r a t e d  u n d e r  t h e  t e r m s  o f  t h a t  
a s s i s t a n c e  Agreement   ill be r e l e a s e d  t o  USAID/Zambia  f o r  
s u c h  p u r p o s e s  as may be  needed  t p  s u p p o r t  t h e  b i l a t e r a l  
M i s s i o n  and i t s  a c t i v i t i e s  i n  Zamb ia  ( t r u s t  f u n d s ) ,  t h e  
f u n d s  s p e c i f i e d  i n  t h a t  A g r e e m e n t  w i l l  b e  p r o m p t l y  r e l e a s e d  
t o  USAIO/Zambia  upon w r i t t e n  r e q u e s t  t o  t h e  M i n i s t r y  o f  
F.i n  ance  . 
PART 111--EXPENDITURES 3F FUNi lS  

10. Once C o u n t e r p a r t  f u n d s  a r e  r e l e a s e d  t o  an o r g a n i z a t i o n  
o r  a g e n c y  f o r  an a p p r o v e d  p r o j e c t l a c t i v i t y ,  t h e  i r n p l e n e n t i n g  
a g e n c y  w i l l  need  no f u r t h e r  a u t h o r i z a t i o n  t o  expend  t h o s e  
f u n d s  i n  a c c o r d a n c e  w i t h  t h e  aDproved  b u d g e t  f g r  t h e  
p r 0 j e c t i a c t ; v i t y .  E x p 2 n d i  t u r e s  5 y  t ' l 2  i : ? p ? ? ? f r ! : i n r :  2 " ~ : :  
,4111 5 e  made i n  z c c z r d a n c e  w i t h  e : t a b l i s n ? d  G . 2 . 7 ,  
p r o c e d u r e s  o r  t h e  e s t a b l i s h e d  p r o c e d d r e s  o f  t h e  i > p ; o ( q ? ? : i  9: 

a g e n c y  i f  i t  i s  a  non-G.R.Z. e n t i t y .  I n  t h e  evsn: t n a r  
, f u n d s  a r e  made a v a i l a b l e  t o  o r g a n i z a t i o q s  d h i c h  J r e  c o t  

e n t i t i e s  o f  t h e  S . 2 . Z . .  t h e  a g r e e m e n t  b e t w e e n  t h e  S , % . Z .  e n d  
t h a t  o r q a n i z 3 t i o n  ( t h e  p r o j e : t / ~ c t i v i  t y  surnmary) w i  .I i 
c o n t a i n  a p p r o p r i d t . e  l a n g u a g e  t o  e n s u r s  t n a t  t h ?  f u n d s  
p r o v i d e a  w i l l  be  u s e d  i n  a c c o r d a n c e  v i t h  t h ' s  A t t a c h m e ? ! ,  
ar id  t i l e  Agreernznt  u n d e r  wi- l ich ' t h e  c o u n t e r p a r t .  f a n d s  ~ r l - 2  
g e n e r a t e d .  

11 .  The u s e r s  o f  c o u n t e r p a r t  f u n a s  n a y  k e e p  t h o s e  f und ;  i n  
a p p r o p r i a t e  a c c o u n t ( s )  i n  t h e  bank 3 r  f i n a n c i a l  i n s t i t u t i o n  
o f  t h e i r  c h o i c e .  

1 2 .  Any i n t e r e s t  t h a t  a c c r u e s  t o  c r g a n i z a t i o n s  o r  a g e n c i e s  
i m p l e m e n t i n g  p r o j e c t s / a c t i v i t i e s  u s i n s  c o u n t e r p a r t  f u n d s  a s  
a  r e s u l t  of  t h e  t e r m s  o f  d e p o s i t  o f  t h o s e  f u n d s  w i  1 1  b e  
expended  f o r  t h e  same g e n e r a l  p u r p o s e s  as t h e  o r i s i n a l  
c o u n t e r p a r t  f u n d s .  and t h e  a c c o u n t i n g  t h e r z o f  d i  1 l be 
r e f l e c t e d  i n  t h e  b i - a n n u a l  r e p o r t s  p r e p a r e d  b y  t h e  
i n p l e r n e n t i n g  o r g a n i z a t i o n  o r  agency .  

13 .  U n l e s s  o t h e r w i s s  a g r e e d  b y  U S A I D  and t h e  S . R . Z . ,  any  
f u n d s  r e m a i n i n g  u n c o m m i t t e d  b y  an i m o l e m e n t i n g  agency  b y  T h e  
p r o j e c t / a c t i v i t y  c o m p l e t i o n  d a t e  s p e c i f i e d  i n  t h e i r  a p o t o v u d  
p r o p o s a l  w i  1 1  be r e f u n d e d  w j t h i n  t h i ~ t y  ( 3 0 )  days  t o  t h e  
s p e c i a l  a c c o u n t .  
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14 .  The M i n i s t r y  o f  F i . nance  w i l l  s u b m i t  t o  U S A I O / Z a m b i a ,  on  
a  m o n t h l y  b a s i s ,  c o p i e s  o f  b a n k  s t a t e m e n t s ,  and  e v i d e n c e  o f  
a l l  d e p o s i t s  and d i s b u r s e m e n t s  w i t h  r e g a r d  t o  a l l  
c o u n t e r p a r t  f u n d s  managed b y  i t .  I n  a d d i t i o n ,  t h e  M i n i s t r y  
o f  F i n a n c e  w i l l  s u b m i t  t o  USAID, on a b i - a n n u a l  b a s i s ,  
b e g i n n i n g  w i t h  t h e  d a t e  o f  e f f e c t i v e n e s s  o f  t h i s  A t t a c h m e n t ,  
Summary F i n a n c i a l  S t a t u s  R e p o r t s  ( A n n e x  C )  d e t a i l i n g  a l l  
d e p o s i t s  t o ,  and  a l l o c a t i o n s  a n d  d i s b u r s e m e n t s  f r o m  t h e  ' 

s p e c i a l  a c c o u n t .  

15.  The G . R . Z .  w i l l  e n s u r e  t h a t  o r g a n i z a t i o n s  .and a g e n c i e s  
i m p l e m e n t i n g  p r o j e c t s / a c t i v i t i e s  f i n a n c e d  f r o m  c o u n t e r p a r t  
f u n d s  s p e c i a l  a c c o u n t s  p r e p a r e  a n d  s u b m i t  b i - a n n u a l  
c o m p r e h e n s i v e  r e p o r t s  d e t a i l i n g  and  a c c o u n t i n g  f o r  t h e  
e x p e n d i t u r e  and  u s e  o f  s u c h  f u n d s  p r o . v i d e d  t o  t h e m .  T h e s e  
r e p o r t s  w i l l  be  p r e p a r e d  i n  a c c o r d a n c e  w i t h  t h e  f o r m a t ( s )  
c o n t a i n e d  i n  Annex  ( 0 )  h e r e t o  and  w i l l  be  s u b m i t t e d  t o  t h e  
M i n i s t r y  o f  F i n a n c e  w i t h  a  c o p y  t o  USA ID /Za rnb ia .  The  G . R . Z .  
a g r e e s  t h a t  t h e  i m p l e m e n t i n g  a g r e e m e n t s  ( p r o j e c t / a c t i v i t y  
s u m m a r i e s )  w i t h  a l l  o r g a n i z a t i o n s  t h a t  a r e  n o t  a g e n c i e s  o f  
t h e  G . R . Z .  w i l l  i n c l u d e  p r o v i s i o n s  r e q u i r i n g  t h e  
i m p l e m e n t i n g  a g e n c y  t o  s u b m i t  t h e s e  b i - a n n u a l  r e p o r t s .  

16.  The G . R . Z .  a g r e e s  t h a t  Z S A I D , . o r  i t s  d e s i g n a t e d  a g e n t s ,  
s h a l i  h a v e  t h e  r i g h t  a t  a l l  r e a s o n a b l e  t i m e s  t o  a u d i t  and  
i n s p e c t  a11  d o c u m e n t a t i o n  and  r e c o r d s  p e r t a i n i n g  t o  t h e  
a1 l o c a t i o n ,  u s e ,  and  e x p e n d i t u r e  o f ,  and  a c c o ~ l n t i n g  f o r  
c o u n t e r p a r t  f u n d s ,  and t o  i n s p e c t  a c t i v i t i z s  f i n a l c e d  f r o m  
s u c h  f u n d s .  The  G . R . Z .  w i i l  e n s u r e  t h a t  t h e s e  r i g h t s  o f  
a u d i t  and i n s p e c t i o n  a r e  f u l l y  u n d e r s t o o d  b y  a l l  G . 4 . Z .  
a g e n c i e s  i m p l e m e n t i n g  p r o j e c t s / a c t i v i t i e s  f i n a n c e d  f r c m  
c o u n t e r p a r t  f u n d s  and  t h a t  t h e s e  r i g h t s  a r e  a g r e e d  t o  and 
i n c l u d e d  i n  a l l  a g r e e m e n t s  w i t h  non-G.R.Z. i m p l e m e n t i n g  
a g e n c i e s  a1 l o c a t e d  c o u n t e r p a r t  f u n d i n g .  

17 .  I n  t h e  c a s e  o f  a n y  e x p e n d i t u r e  o f  c o u n t e r p a r t  f u n d s  
w h i c h  i s  n o t  s u p p o r t e d  b y  v a l i d  d o c u m e n t a t i o n  i n  a c c o r d a n c e  
w i t h  t h i s  A t t a c h m e n t ,  o r  w h i c h  i s  n o t  made o r  u s e d  f o r  
a g r e e d  p u r p o s e s  u n d e r  t h i s  A t t a c h m e n t  o r  t h e  a p p l i c a b l e  
p r o j e c t l a c t i v i t y  surnmary, t h e  G.2.Z. a g r e e s ,  u p o n  t h e  
r e q u e s t  o f  USAIO, t o  p r o m p t l y  r e d e p o s i t  i n t o  t h e  a p p r o p r i a t e  
s p e c i a l  a c c o u n t  f r o m  non -USAID  s o u r c e s  an amount  e q u a l  t o  
t h e  amoun t  o f  f u n d s  w h i c h  h a v e  been  n i s u s e d  o r  whose u s e  h a s  
n o t  b e e n  p r o p e r l y  d o c u l n e n t e d ;  s u c h  amoun t  t o  b e  u s e d  
t h e r e a f t e r  f o r  a g r e e d - u p o n  development p u r p o s e s  i n  
a c c o r d a n c e  w i t h  t h i s  A t t a c h m e n t .  



18. F o r  t h e  p u r p o s e s  o f  e n s u r i n g  t h a t  non-G.R.Z. 
o r g a n i z a t i o n s  h a v e  i n  p l a c e  a d e q u a t e  f i n a n c i a l  management 
and  a c c o u n t i n g  p r o c e d u r e s  w h i c h  w i  ll e n a b l e  t h e s e  
o r g a n i z a t i o n s  t o  manage and  a c c o u n t  f o r  c o u n t e r p a r t  f u n d s  
r e l e a s e d  t o  them i n  a c c o r d a n c e  w i t h  t h i s  A t t a c h m e n t ,  and t h e  
Agreement  u n d e r  t h e  t e r m s  o f  w h i c h  t h e  f u n d s  w e r e  o r i g i n a l : /  
g e n e r a t e d ,  t h e  H i n i s t r y  o f  F i n a n c e  and U S A I D  n a y  j o i n t l y  
a g r e e  f o r  t h e  G.H.Z. t o  c o n t r a c t  w i t h  p r i v a t e  account in^ 
f i r m s  t o  r e v i e w  t h o s e  o r g a n i z a t i o n ( s ) '  management and 
a c c o u n t i n g  p r o c e d u r e s  t o  d e t e r m i n e  t h e  a d e q u a c y  o f  t h c s e  
c o n t r o l s ,  o r  f o r  o t h e r  p u y p o s e s  r e l a t i n g  t o  t h e  a c c o u n t i n g  
f o r  and management o f  c o u n t e r p a r t  f u n d s  as may be a g r e e d  t o  
b y  USAID and t h e  M i n i s t r y  o f  F i n a n c e ,  w h i c h  c o n t r a c t s  w i l l  
b e  f i n a n c e d  f r o m  c o u n t e r p a r t  f u n d s  r e s o u r c e s .  

19. The M i n i s t r y  o f  F i n a n c e  w i l l  d e s i g n a t e  s p e c i f i c  
o f f i c i a l s  w i t h i n  t h a t  M i n i s t r y  ( a  c o u n t e r p a r t  f u n d s  
S e c r e t a r i a t )  t o  b e  r e s p o n s i b l e  f o r  a l l  m o n i t o r i n g  o f  t n e  
s p e c i a l  a c c o u n t ,  and o t h e r  c o u n t e r p a r t  f u n d s  i s s u e s ,  a n d  f o r  
p r o v i d i n s  t h e  a c c o u n t a b i  1 i t y  d e t a i l e d  i n  t h i s  A t t a c h m e n t .  

20. USAID a n d  t h e  M i n i s t r y  o f  F i n a n c e  w i l l  meet  3 e r i ? a i c : . l !  
as  needed  t o  d i s c u s s  m a t t e r s  pertinent t o  t h i s  A t ~ a c h m e n t .  
The p a r t i e s  a g r e s  t o  a p o o i n t  c o o r d i n a t o r s  f o r  c o u n t e r o j r t  
f u n d s  m a t t e r s .  

2 1 .  No p r o v i s i o n  o f  t h i s  A t t S ? c ? , m e n t  d i l l  be c o ? ~ t r - ~ c d  a s  
m o d i f y i n g  o r  s u p e r c e d i n g  any o 2  t h e  :er:ns and  c o n d i t ~ o n s  o f  
any assistance A g r e e q e n t  w r , i : -  - e q u i r e s  t h 2  c j e n ? r a t i c n  3 f  

C o u n t e r p a r t  f u n d s .  I n  t h e  e v e n t  o f  a c o n f l i c t  c e t , v e ? r  t n e  
t e r m s  o f  t h i s  A t t a c h m e n t  and t h e  t e r m s  o f  an Agreement  w n : c o  
r e q u i r e s  t h e  g e n e r a t i o n  and d e p o s i t  o f  c o u n t e r p a r t  f u n d s  
i n t o  a s p e c i a l  a c c o u n t ,  t h e  t e r m s  o f  t h e  Agreement  s h a l l  
p r e v a i l .  

2 2 .  The p r o c e d u r e s  o u t l i n e d  t n  t n i s  A t t a c h m e n t  m a y  be 
t e r m i n a t e d  b y  e i t h e r  p a r t y  a t  any  t i m e  u p c n  s i x t y  ( 6 0 )  d a y s  
w r i t t e n  n o t i c e .  I n  t h e  e v e n t  t h e s e  p r o c e d u r e s  a r e  
t e r m i n a t e d  p u r s u a n t  t o  t h i s  c l a u s e ,  t h e  9 rov i ; ; ons  h e r e o f  
w i  1 1  c o n t i n u e  n e v e r t h e l e s s  t o  a p p l y  (wi t n  r e s ~ e c t  t o  
c o u n t e r g a r t  f u n d s  g e n e r a t e d ,  d e p o s i t e d ,  o r  d i s b u r s e d  f r o m  
t h e  s p e c i a l  a c c o u n t  p r i o r  t o  t h e  e f f e c t i v e  d a t e  o f  
t e r m i n a t i o n ,  u n l e s s  o t h e r w i s e  a g r e e d  b y  t h e  p a r t i e s .  

2 3 .  T h i s  A t t a c h m e n t ,  and t h e  p r o c e d u r e s  o u t l i n e d  h e r e i n ,  a r e  
e f f e c t i v e  as of t h e  d a t e  o f  t h e  s i g n a t u r e  on t h e  l e t t e r  t o  
w h i c h  t n i s  A t t a c h m e n t  i s  appended o f  t h e  d u l y  a u t h o r i z e d  
i n d i v i d u a l  s i g n i n g  on b e h a l f  o f  t h e  Governmen t  o f  t h e  
R e p u b l i c  o f  Zambia.  
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ANNEX A 

COUNTERPART FUNDS PROJECT/ACTIV ITY DESCRIPTION 

P r o j e c t / A c t i v i t y  T i t l e  

D e s c r i p t i o n  o f  P r c j e c t / A c t i v i t y :  

R a t i o n a l e  f o r  P r o j e c t / A c t i v i t y :  

E s t i m a t e d  P r o j e c t / A c t i v i  t y  C o s t :  

P r o j e c t / A c t i v i t y  O u r a t i o n :  ( t o  i n c l u d e  d a t e  o f  l a s t  e x p e n o i t u r e  
o f  f u n d s )  

O p e r a t i o n a l  M o d a l i t i e s :  ( a  d e s c r i p t i o n  o f  w h i c h  
o f f i c e / d e p a r t m e n t / b o a r d / o r g a n i z a t i o n  w i l l  c o n t r o l  t h e  f u n d s ;  i n  
w h i c h  a c c o u n t s  t h e  f u n d s  w i l l  r e s i d e ;  w h a t  t h e  f u n d s  w i l l  b e  use,A 
f o r ;  p r o c e d u r e s  f o r  e x p e n d i t u r e s ;  e t c )  

R e g o r t i n g  o n  U s 2 a s e s  o f  F u n d s :  ( a g r e e m e n t  b y  t h e  p a r e n :  Y i ~ l s i r y  
o r  O f f i c e  t h a t  t h e  o f f i c e  i n  c h a r g e  o f  t h e  a c t i v i t y  w i l l  s u 3 1 1 i t  
b i - a n n u a l  c o l n p r e h e n s i v e  r e p o r t s  a c c o u n t i n g  f o r  f u n d s  made 
a v a i l a b l e  t o  t h e m ,  t o  t h e  M i n i s t r y  o f  F i n a n c e  w i t h  a  c o p y  t o  
U S A I O / Z a r n b i a )  

A c c o u n t a b i l i t y :  ( s t a t e m e n t s  i n d i c a t i n g  t h a t  t h e  o f f i c e  i~ c h a r g e  
o f  t h e  a c t i v i t y  a g r e e s  t o  k e e p  t h e  M i n i s t r y  o f  F i n a n c e  a n d  
U S A I O / Z a m b i a  a p p r a i s e d  o f  t h e  p r o g r e s s  o f  i m p l e m e n t a t i o n  o f  t n i s  
a c t i v i t y ,  a n d  t h a t  t h e  o f f i c e  i n  c h a r q e  o f  t n e  p r o j e c t / a c t i v i L y  
a g r e e s  t h a t  U S A I D / Z a m b i a  r e t a i n s  t h e  r i g h t  t o  i n s p e c t  a n d  a u d i t  
a l l  r e c o r d s  a n d  d o c u m e n t a t i o n  p e r t a i n i n g  t o  t h i s  a c t i v i t y  a t  a n y  
r e a s o n a b l e  t i m e . )  

O f f i c e  i n  Ch.arge o f  A c t i v i t y :  

G R Z  P a r e n t  M i n i s t r y l O f f i c e  D i r e c t l y  R e s p o n s i b l e  f o r  A c t i v i t y :  

T h e  a s s i s t a n c e  d e s c r i b e d  h e r e i n  i s  h e r e b y  r e q u e s t e d  f r o m  U S A I D  
c o u n t e r p a r t  f u n d s .  
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. For ( O f f i c e  i n  Chatqe o f  A c t i v i t . y t  

date.  

Seen and A p p r o v e d  

f o r  ( P a r e n t  M i n i . s t r y / O F f i c e )  

t i t l e  

A u t h o r i  sed 

F o r  M i n i s t r y  o f  F i ! ? a n c e  

t i t l e  

Maximum l e n g t h :  2 p a g e s  

( a t t a c h ? d )  

S p e c i a l  P r o v i s i o n a l  W a r r a n t :  ( a t t a c h e d )  

date 



ANNEX E 

GENERATION OF LOCAL CURRENCY FOR FY 1986 ZAPS PROGRAM 

The f o l l o w i n g  t a b l e s  prov ide  informat ion regarding the  d e p o s i t  
and disbursement o f  counterpar t  funds generated  by the  FY 1986 
Zambia Auction Program Support Program. 

DEPOSITS OF LOCAL CURRENCY 

DATE DEPOSITS 
MO/DA/YR KWACHA 

REMARKS CUMULATIVE 
DEPOS ITS 



-USES OF LOCAL CURRENCY GENERATIONS 

1. K 30.0 M i l l i o n  - F e r t i l i z e r  P rocu remen t  

T h e s e  f u n d s  were l o a n e d  t o ' t h e  N a t i o n a l  A g r i c u l t u r a l  M a r k e t i n g  
a o a r d  (NAMBOARD) f o r  emergency p r o c u r e m e n t  o f  f e r t i l i z e r  f o r  
t h e  FY 1986/87  c r o p p i n g  s e z s o n .  

2 .  K 5 0 . 0  : d i l l i o n  - R u r a l  Co-O?era t ive  A g r i c u l t u r a l  C r e d i t  
Scheme 

T h e s e  f u n d s  were  g r a n t e d  t o  t h e  Zambian C o o p e r a t i v e  F e d e r a t i o n /  
F i n a n c i a l  S e r v i c e s  (ZCF/FS). ZCF/FS w i l l  p r o v i d e  c r e d i t ,  
t h r o u g h  c o o p e r a t i v e s ,  f o r  s m a l l  s c a l e  f a r m e r s  t o  p r o c u r e  
f e r t i l i z e r .  The a d d i t i o n a l  c r e d i t  was n e c e s s a r y  i n  v iew of  t h e  
r e c e n t  s h a r p  i n c r e a s e s  i n  f e r t i l i z e r  p r i c e s  t h a t  have  o c c u r e d  
b e c a u s e  of t h e  r e d u c t i o n  o f  s u b s i d i e s  on  f e r t i l i z e r .  

3 .  K 5 . 1  M i l l i o n  - Comprehens ive  A g r i c u l t u r a l  S u r v e y  

The Comprehens ive  A g r i c u l t u r a l  S u r v e y  is  a  major  s u r y i e y  t+ .a t  
w i l l  be done  by t h e  G i i Z  C e n t r a L  S t a t i s t i c 3 1  S f f i c e .  w i C ' -  - . .  
a s s i s t a n c e  by t h e  9.S. Bureau o f  t h e  C e n s ~ s  and c?.e Z A T F I 3  
?reject 

4 .  K 10.0 M i l l i o n  - Small S c a l e  E n t e r 9 r i s e  . 

Func2s have  been  earrna.rked f o r  u s e  i n  r u r a l  s m a l l  s c a l e  
e n t e r p r i s e  deve lopmen t .  These  f u n d s  were p l e d g e d  a t  a  s e n i n a r  
on  SSE t o  b e  u t i l i z s d  o n c e  t h e  GRZ c a n  d e v e l o p  a n  a s p c o p r i a ~ o  
p r c p o s a l .  

5 .  K 30.0 M i l l i o n  - Zan5Fa A q r i c u l t u r a l  T r a i n i z g  , ? ;anni? ,?  
and  I n s t i r u t i o n a l  Devslopment  P r o j e c t  I1 (ZATPID) I 1  

These  f u n d s  w i l l  be u s e d  i n  t h e  i m p l e m e n t a t i o n  of t h e  Y i s s l o n ' s  
ZAT?ID I1 P r o j e c t .  

TOTAL LCCAL CURRENCY = i< 1 2 5 .  L M I L L I O N  



A N N E X  F - -  M A C R O E C O N O M I C  D A T A  A N D  T A B L E S  



TABLE 111.1. Z&la Balance o f  Paflmts, 1984-1989 
(In Hllllons o f  SORs) .- 

1983 1984 198s 1986 1987 1988 igag 1990 
[tea Actual  Ac tua l  Est. ---.-------------Projections------------ 

B = = B = = = = = ~ B = ~ B = B = = = B I ~ I I I B I I I I I I I B I I I B I I = ~ B ~ B ~ = B = B ~ ~ = = = ~ = ~ B = ~ = = = B B = ~ B ~ ~ = B B = B = B ~ B ~ ~ ~ B = ~ = B B ~ ~ ~ ~ B ~ ~  

Trade Balance 1 43 155 6 1 -50 - 59 -62 -54 -39 

Exocrts, fob 
Ccpper 
Cobalt 
Other 

I m o r t s ,  c l f  785 -. 706 - 741 - 557 - 69 1 - 720 - 750 - 781 - 
Pro jec t  Re1 at.ed. and 
Commodity A id  265 226 26 1 25 5 26 6 278 29 1 333 
Petroleum 171 1 38 1 40 7 2 80 83 87 90 
Other 349 342 340 330 345 359 372 388 

Net Services 
I n t e r e s t  Payments 
Other (ne t )  

2ecniots 
Payments 

Z n r a u i t t e d  Transfers -1 7 - 2 - 2 1 - 3 i: - 3 2 - 3 3 - 3 5 - 25 
Pr i va te  -51 -50 -50 -45 -47 - SC -52 -: 3 

P - 
C f f  i c i a l .  3 4 5 2 71 75 79 33 2 7 3 1 

Current  Account - 2 E  -227 -319 -405 -406 -428 -424 -399 

Non4cnetary  C ~ o i  t d l  -86 - -21 7 -180 - -136 - -95 ,:a - a  - :C - - Sii - - - 
Publ ic  Secror ( n e t )  €6 -1 37 -1  75 -1 43 - 1  42 -1 1 3  -87 - - 

- 5 5  

Yin ing Com~any ( n e t )  -62 1 3  6 5 40 i 0  60 3: ; [+ 

. !. 
Other I/ -90 -S5 - 70 3 -44 -1 2 -1 2 -12 

Overa l l  Bal ance -294 -444 -499 -502 -552 -513 -483 -639 

Yemrandum Items: 

Coooer Exports: 
Voluae ( '000 M) 
Pr ice  (SOR/?T) 1.418 1.303 1.339 1,341 1,OiO 1,004 1,533 336 

Cobal t Exoorts: 
Volume (HT) 
P r i ce  (SOR/MT) 10.839 19.886 22.895 11,557 8.889 9,250 9 . 5 ~ 5  10,300 

Non-Monetarv Cdoi t a l  (ne t  1 -. .. -1'20 - -73 - -1 10 -122 - - -1 02 - - 66 - -?-D - 
Disbursements 22  1 174 230 190 198 20 6 21  4 222 
h a r t  i z a t  i on  227 296 340 290 300 279 260 250 

Current  Account Balance as 
a Percentage o f  GDR -6.7% -8.5% -14.0% -35.8X -- -- -- -- 

I/ Includes Er rors  and (missions,  SDR a l l oca t i on ,  and go ld  reva luat ion .  

SOURCE: Bank o f  Zambia. 
, 8' 



TABLE 111.2. Zambia Balance o f  Payments Financing, 1984-1989 
( I n  M i l l i o n s  o f  SDRs) 

1983 1984 1985 1986 1987 1988 1989 1990 
I te l l  Actual Actual Est. ---------------Projectfons--------------- 

~ 1 B B B 1 B B ~ 1 B B B B 1 B B B 1 I B B B t I B B ~ B B B B B B B B I B B B ~ B ~ B B ~ W B B ~ B B B B ~ B B B W B B B B B B B B ~ B B B ~ B B B ~ ~ S B B B W B B S B B B B ~ ~ W B B ~ B B  

Financing Required 294 444 499 502 552 51 3 483 439 

Financing Avai lable 29 4 444 483 154 -246 -220 -1 86 -74 

IMF ( n e t )  - 6 0 7 4 - -95 - - -1 45 lo - -153 - -97 - -39 - 
Purchases 174 148 0 1 53 3 6 0 0 '  0 

CFF - - -- -- 69 - - - - -- -- 
Stand-by - - - - -- 35 - - -- -- - - 
Possib le SAF - - - - - - 54 36 - - -- - - 

Repurchases 114 74 95 1 48 181 153 97 39 

Other Foreign Assets 
( n e t )  ( increase = - )  -1 1 - 15 - 0 -40 - - 20 - -10 - -1 C) - -10 - 
Central  Bank - - -- -- - 20 - 20 -10 -1 c -10 
Comnercial Banks - .. - - -- -20 -- - - -. -- 

Debt Reschedulino 293 - 470 - 0 - 89 7 - 0 - 0 - 0 - 0 - 
Scheduled Obl igat ions 9 6 244 - - 327 - - -- -- - - 
Arrears 1 97 226 -- 570 - - -- - - - - 

Change i n  Arrears - 43 - -1 15 - 578 - -71 3 - -8 1 - - 57 - -79 - - 2 5  - 
Incurrence/cash 
reduct ion  ( - )  149 111 578 -1 43 -81 - 25 - 79 - 25 

C o m r c i a l  Payments -50 25 14 18 - 46 -25 -79 -25 
Rescheduled Debt '38 2 5 205 -6 . -- - - - - .. - 
Other External  Debt 1/ 16; 61 359 -1 55 -35  - - - - - - 

Rescheduled Arrears 197 226 - - 570 -- - - - - - - 

Financina Gao 

Excep:ional Donor . 
Assistance: I n  p lace {I -- 16 165 66 - - -- - - 

Expec t e d 2 /  118 

Residual Gap 

Cumulative Gap 

Other External  Debt Arrears i n  1987 includes payments t o  Standard Chartered Bank o f  SGR i S  
m i l l i o n  and the  o i l  f a c i l i t y  o f  SDR 20 m i l l i o n .  

2/ For 1986. add i t iona l  f i nanc ing  i s  expected as fo l lows:  IYF, SDR 35 m i l l i o n ;  World Bank, SDR 
53 m i l l i o n ;  and Commercial Bank Sorrowing. SOR 30 m i l l i o n .  

SOURCE: Bank o f  Zambia. 



' TABLE 111.3. Zmblr Balance o f  Payamts, 1984-1989 
( In ni l  l i o n s  of SORs) 

1983 1984 1985 1986 1987 1988 1989 1990 - 

It- Actual  Actual  ' Est, - - - - - - - - - - - - - - -P~j~f ions---- - - - - - - - - - -  
mmmmmmmmmmmmmmsmmmmmmmmsmmmmmmmmmmmmmmmmmmmmmmmmmmmmmm~mmmm8m=mmmmmmmmmnmmmmmmm=mmmmmmmmmmmmmmm 

Sources of FX 1,469 1,320 2 1 4  1,413 1,121 1,068 1.130 1,201 
Exports 928 . 861 802 507 632 658 696 742 
Service Receipts 102 85 95 100 110 121 133 146 
O f f  f c i a l  Transfers 3 4 5 2 7 1 7 5 79 8 3 8 7 9 1 
Loan 3isbursements 23 1 174 230 190 198 296 214 ?22 
InF Purchases 174 1 48 0 158 36 0 0 0 
Except ional  Donor Ass. 0 0 16 283 66 0 0 0 

Uses of FX, Exc lud inp 
Debt Sew ice :  1,137 - 1,035 1,651 883 952 944 377 1,310 - - - - -  

Nan-Interest Seiv  i ce  
Payrents 200 199 190 144 150 152 152 152 
P r i v a t e  Transfers 5 1 50 50 4 5 4 7 50 5 2 55 
Non-Pmortizaticn 
Components o f  
k n 4 o n e t a r y  Cap i ta l  90 95 70 - 3 44 12 13 12 
Accumulation of 
Foreign Assets 11 -1  5 0 4 20 1 C i 12 1 "  

* 7 

Salance Excluding Oebt 
Service 

Scheduled Oebt Servic2 
I n t e r e s t  
h r : i z a t  ion  
IXF Re~urchases 

Sa!aece Inc lud inq  3e9t  
Service 

Debt Rescheduling 

Change i n  Arrears 

Expost Balance 

Cumul a t  l ve Expost Balance 

Debt Service Rat ios :  
Senedu 1 ed 
A f t e r  a e l i e f  (Scheduled) 
A f t e r  Re1 i e f  & Arrears 

I% o f  Exports o f  Goods and Services) 
56.0 67.7 82.6 110.2 110.5 102.7 99.6 
46.7 41.9 82.6 63.9 110.5 102.7 89.6 
32.2 30.1 18.2 84.2 121.4 110.0 '39.2 

-- 

SOURCE: Bank o f  tmbla. 



TABLE 111.4. Zambia C e n t r a l  Government Finances, 1983-1988 
(Kwacha M i  1 1 i o n s )  

1 983 1984 1 985 1 986 1987 1988 
1 tern A c t u a l  A c t u a l  Pre l im.  Est .  - P r o j e c t i o n s -  

= = = = 5 = = = = = = = = = 1 = = = = = = = = = = = = 0 0 = = = = = = ~ - - - - - - - - - - -  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Revenue & Grants 1,069 1,161 1,692 3,349 4,517 5,133 
Tax Revenues 94 1 99 1 1,385 2,570 3,579 4,065 
Non-Tax Revenues 75 101 151 270 259 253 
Grants  53 69 . 156 51 0 680 81 6 

T o t a l  Expend i tu re  1,389 1,547 2,897 6,341 5,777 6,030 

C u r r e n t  Expend i tu re  1,191 ' 1,281 2,232 4,465 4,585 4,972 
O f  Which: 

I n t e r e s t  194 235 789 2,045 2,109 2,411 
F o r e i g n  46 7 2 452 1,587 1,513 1,816 
Domest i c  148 153 337 4 58 59 6 596 

Subs id ies  82 8 9 210 486 2 50 0 
C a p i t a l  Expendi ture  154 21 5 309 422 649 778 
Pie t Lending 44 5 1 147 302 173 1 &C 
Excep t iona l  Expend i tu re  0 0 209 1,153 373 100 

O v e r a l l  O e f i c i t  320 386 1,205 2,992 1,259 59 6 

F i n a n c i n g  320 386 1,205 2,107 - 1 0 : 8 .  -1496 

Change i n  A r r e a r s  
( i n c r e a s e  +) 

E x t e r n a l  ( n e t )  
Gross 
A m o r t i z a t i o n  

Comestic ( n e t )  
Bank ( n e t )  
Non-Bank ( n e t )  . 

Debt Re 1 i ef 
Excep t iona l  Finance 

F i  nanc i ng Gap 0 0 0 885 2,277 2,392 

Memorandum I tems: 
D e f i c i t  as % o f  GDP 

Exc lud ing  Grants  15.2 8.9 15.5 36.1 15.0 10.7 
I n c l u d i n g  Grants  13.0 7.6 13.7 30.9 9.8 5.6 

Debt S e r v i c e  as % o f  GDP 10.0 6.0 9.2 34.2 31.4 39.9 
E x t e r n a l  4.0 2.8 5.4 29.5 26.8 36.2 
I n t e r n a l  6.0 3.2 3.8 4.7 4.6 3.7 

Subs id ies  as X o f  GDP 3.3 1.7 2.4 5.0 1.9 0.0 

SOURCE: M i n i s t r y  o f  Finance and t h e  Balance of Payments. 



TABLE 111 -5. D i s t r i b u t i o n  o f  Cent ra l  Government Revenue, 
Expcndi t u r e  And F i  nanci ng 

(Percentages) - 

1983 1 984 1985 1986 1987 1 988 
I tem Actual  d c t u a l  Prel im. Est. -P ro jec t  ions-  

s s a ~ a z = a ~ a ~ t ~ t ~ t t ~ a s 3 ) ~ r ~ a s ~ 3 ) 0 s a t a ~ z ~ a t a ~ a s ~ ~ a a ~ a z a ~ ~ ~ ~ a ~ ~ ~ ~ ~ ~ a a ~ ~ ~ ~ a a ~ ~ ~ ~ ~ ~ - - - - -  ----- 
Revenue & Grants 100.0 109.0 100.0 100.0 100.0 100.0 - - - - - - 

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 15.3 

To ta l  E x ~ e n d i t u r e  - 100.0 

Current  Expenditure 85.7 
O f  Uhich: 

I n t o r e s  t 14.0 
Foreign 3.3 
Oomest i c  10.7 

Subsid ies 5.9 
C a p i t a l  Expenditure 11.1 
Net Lending 3.2 
Excegt ional  Exgendi t a r e  0.0 

Overa l l  3efici t 

Financing lC0.0 100.0 100.0 100.0 -133.2 -12,2.,> 

Change i n  Arrears 
( increase +) 

Ex terna l  ( n e t  ) 
Gr2ss 
A ~ c r t i  z a t i s n  

,Comestic:  ( n e t )  
Sank ( n e t )  
Non-Bank ( n e t )  

Oobt Re1 i ef 
Except ional  Finance 

SOURCE: Calculated f r a m  TABLE 111.4. 



TABLE 111.6. Centra l  Government Revenue and Expendi ture 
as a Percent o f  GDP 

(Percent ages ) 

1983 1984 1985 1986 1987 1988 
I tem Actual Actual  Pre l  i m .  Est.  -Pro jec t ions-  

'=====f=~x=0=='=s=l=t===='=s==================================z=z== 

Revenue & Grants 
Tax Revenues - - - .- 

Non-Tax Revenues 3.1 2.0 1.7 2.8 2.0 1.6 
Grants 2.2 1.3 1.8 5.3 5.3 5.1 

To ta l  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 - 31.2 - 
O f  i lh ich:  

I n t e r e s t  7.9 4.6 9.0 21.1 16.3 15.1 
Fore ign 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 
Cap i ta l  Expenditure 6.3 4.2 3.5 4.4 5.0 4.9 
Net Lending 1.8 1 .O 1.7 3.1 1.3 1 . 1  
Except ional Expenditure 0.0 0.0 2.4 11.9 2.9 15 . 5 

Overa l l  D e f i c i t  13.0 7.6 13.7 30.9 9.8 5.6 

SOURCE: Calculated from TABLE I 11.4. 



TABLE IV.l: Monthly Consumer Price Index, 
Nominal and Deflated Exchange Rate . (Base = September, 19851 

CONSUMER NOMINAL DEFLATED 
PRICE EXCHANGE EXCHANGE 

DATE INDEX WTE RATE 
=--- -----=------------------------------- -,,¶,-,-- ------------------------------- 

Sep  8 5  

O c t  8 5  

N o v  8 5  

Dec 8 5  

Jan 8 6  

Feb 86 

Mar 86 

Apr 86  

May 86 

Jun 36 

J u l  8 6  

Aug 36 

S e p  8 6  

O c t  8 6  

Nov 8 5  

N o t e :  CPX f o r  A u g u s t  86 t h r o u g h  November-86 
is  e s t i m a t e d  b a s e d  on June t o  J u l y  
Movement . 

S o u r c e :  Bank of Zambia 



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

and Average Amount Bid, By Auction 

AVERAGE 
A U C T I O N  AMOUNT AMOUNT E X C E S S  AMOUNT 

NO.  DATE RATE B I D  S O L D  DEMAND B I D  
(Millions)(Mi~~ions)(Mi~~ions)(Thousanas) .................................................................. ------------------------------------------------------------------ 



TABLE I V . 2 :  Stmunary o f  Auct ion R e s u l t s ,  
Rates, Amounts Bid and S o l d ,  Excess Demand 

and Average Amount B id ,  By Auct ion 
(cont inued)  

AVERAGE 
AUCTION AMOUNT MOUNT EXCESS Al'OUN'T 

NO. DATE RATE B I D  S O L D  DEMAND B I D  
( M i l l i o n s )  ( M i l l i o n s )  ( M i l l i c n s )  ( T h o u s a n d s )  

='=='====Pl=ff=~DD='t==========D==================================== 



TABLE I V . 3  : S u m m a r y  of A u c t i o n  R e s u l t s ,  
R a t e s  and B i d s ,  B y  A u c t i o n  

AUCTION NO, OF NO, OF PERCENT 
NO. DATE RATE B I D S  SUCCESS SUCCESS 



TABLE W.3: Summary of Auction Results, 
Rates and Bids, By Auction 

(continued) 

AUCTION NO. OF NO. OF PERCENT 
DATE RATE NO. BIDS SUCCESS ' SUCCESS 

Source: Bank of Zambia 

BEST AVAILABLE COPY 



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 

......................................................... 
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-Oct-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 5.83 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 5.01 7.50 4.52 2.98 
16 25-Jan-86 6.40 7.50 4.52 2.99 
17 01-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 
2 0 22-Feb-86 6.78 7.50 5.05 2'. 45 
21 01-Mar -86 7.01 7.50 5.54 1.96 
22 08-Mar -86 6.90 8.00 6.00 2.00 
23 14-Yar-86 6.75 9.53 6.00 3. 50 
2 4  22-Mar -86 6.91 7.55 6.00 1.65 
25 29-Mar -86 6.85 7.60 5.00 1.60 
26 05-Apr-86 6.87 7.60 6.50 1.10 
27 12-A~c-86 6.98 7.50 4.50 3.00 
2 8 19 - A p r  -8 6 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 
31 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-Sun-86 7.26 7.75 6.51. 1.24 



TABLE IV .4 :  Sumtary of Auction R e s u l t s ,  
Rates, High and Low B i d s , .  and Bid Ranges, By Auction 

( cont inued)  

AUCTION H I G H  LOW 
NO. DATE RATE BID BID RANGE 

= = a 1 a ~ = = z a 3 = a a = = ~ a ~ a a a = = a a a m a a a a a = a a m ~ = 1 a a = a a a = = a = = = = = = = = =  

41 1 9 - ~ ~ 1 - 8 6  5.03 9.51 5.00 4.5i 
42 26-Jul-86 6.08 9.53 . 4.01 5.52 
43 02-Aug-86 5.01 9.10 5.01 4.09 e 

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 3.. 01. 

Source: Bank of Zarnbia 



TABLE I V . 5 :  Use o f  F o r e i g n  Exchange  f rom 
A u c t i o n s  1 t h r o u g h  24 

Amount P e r c e n t a g e  
Use ( $  0 0 0 ' s )  D i s t r i b u t i o n  

A .  Consumer Goods - 9 ,339 .8  8 .6  

Food P r o d u c t s  1 , 5 3 7 . 1  
B e v e r a g e s  & Tobacco  189 .2  
Soap  61 D e t e r g e n t s  788.7 
M e d i c a l  ti 

P h a r m a c e u t i c a l  1 , 5 3 1 . 3  
T e x t i l e s  805.8 
P a p e r  & Pape r  P r o d u c t s  2 ,572 .2  
M i s c e l l a n e o u s  1 ,915 .5  

B. I n t e r m e d i a t e  Goods 42 .186 .3  

B e v e r a g e s  & Tobacco  
F e r i l i z e r s  & P e s t i c i d e s  
P e t r o l e u m  Produc:ts 
Rubber M a n u f a c t u r e s  
T e x t i l e s  
O t h e r  Chemica l  Mat. 
Pape r  P r o d u c t s  
B u i l d i n g  M a t e r i a l s  
Soap  & D e t e r g e n t s  
O t h e r  

C .  Machinery  & 
Equipment  

Mach ine ry  1 7 , 9 8 4 . 8  
T r a n s p o r t  Equipment  1 1 , 0 1 1 . 3  
E l e c t r i c a l  Equipment  2 ,886 .6  
O t h e r  2 ,646.8  

D. M i s c e l l a n e o u s  6 ,673 .7  6 . 1  

E. S e r v i c e s  

TOTAL 1 0 8 , 5 9 3 . 1  100.0  

SOURCE: Bank of Zambia 




