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The project was aimed at strengthening of the Investment
Planning and Research Department (IPR) of the National
Commission for Development Planning (NCDP).

The mission covered the period from August 2 to November 2,
1990. During the mission the UNIDO consultant was attached to
the IPR Department of the NCDP and was working in close
cooperation with professional staff of the Department.

Main objective of the mission, in line with the terms of
reference, was to collect materials and prepare two opening
chapters of the NCDP Economic KReport 1990 which is to be
submitted to the Parliament of the Republic of Zambia in
November 1990. During my mission I have been working under
the direct supervision of Mr.G.Chivunga, Director of the IPR,
and Mr. W. Kawana, Permanent Secretary of the NCDP. Both
chapters ("Recent Developments in the Global Economy and their
Impact on the National Economy of Zambia"™ and "State of the
Domestic Economy”) play a leading role in the Economic Report
and are considered as an introduction to more detailed, part
of the Report, dealing with sectoral issues. The chapters
were submitted to the Editing Committee of the Economic Report
and thoroughly discussed during its meetings. Edited version
of both chapters is attached to this repcrt. The contents of
particular chapters is the following:

Chapter I: Recent developments in the Global Economy and their
impact on the National Economy of Zambia.

1.1. Introduction

1.2 World Economy

1.3 Developed Market Economies
1.4. Developing Countries

1.5. Impact on the National Economy

Chapter II: State of the Domestic Economy
2.1. Introduction

2.2. Trends and structure of GDP

2.3. Price System

2.4. Wages and Income Policy

2.5. Foreign Trade and the Balance of Payments



2.6. Monetary Policy
2.7. Financial Policy

Materials submitted to the Editorial Committee were based on
information from Central Statistical Office, Bank of Zambia,
Ministry of Commerce and Industry, Ministry of Finance, Zambia
Consolidated Copper Mines and various international sources.

During the meetings with the Editorial Committee, we have had
long, substantive discussions with the top management of the
NCDP on various issues referring to the present position of
developing countries in the world economy and to domestic
economic policies of Zambia (inflation and price reform,
devaluation, Balance of Payments and indebtedness,
restructuring, etc).

Economic and political developments of 1989 and 1990 are
extremely important from the point of view of Zambia' attempts
to gain in future more competitive position in the world
economy and improve standard of living of the society. Zambia
has embarked upon a package of radical economic reforms
announced in June/July 1989. These reforms have been endorsed
by 1leading international organizations and received
considerable moral and financial support from international
community.

Zzambia has entered the new decade with new hopes and facing
new challenges as the transition period to already
restructured economy is exposing numerous deep-seated
weaknesses of the economic system.

Despite a difficult economic situation and hardships of the
transition period the country has proved, so far, its strong
commitment to a successful implementation of the idea of the
basic economic change.

At the same time, as discussions at the NCDP proved, the
dialogue is still open about the ways, means and the pace of
economic reforms.

The number of countries in the African continent experimenting
with economic reforms is unprecedented. Zambia‘'s national
case provides us with valuable experience about existing
alternatives in “he economic policy, as well as exposes the
role of the Government in cushioning negative impact of
economic reforms on the standard of living of low-income
groups.



While preparing materials for the Economic Report and during
the discussions I was widely referring to positive and
negative experience in introducing radical economic reforms
and adjustment policies by Eastern European economies.

I have found very helpful, as well, my own experience from
last years' assignments connected with preparation of the
Economic Report 1989.

Analysis of potential improvements in preparation of the new
Public Investment Program (PIP) for 1990 - 1993 and, in
general, of the public expenditure management system, was
another specific area of my research during the mission.

At the end of 1989 the Public Investment Programme (PIP) 1989
- 1993 was developed in Zambia. This document was drawn out
of the Fourth National Development Plan (FNDP) and was
complementary to the Policy Framework Paper prepared jointly
by the Government of Zambia and the staffs of the World Bank
and the International Monetary Fund.

Since the introduction of economic reforms in 1989 a
considerable effort has been made in Zambia to strengthen the
budget expenditure control and, in general to create an
efficient public expenditure management system. The PIP was
an important element of this system.

The PIP was the expression of the most recent Government's
priorities and was constrained by the verified, actual funding
available. Under the PIP, highest priority was given to
rehabilitation and maintenance of already existing facilities.
Particular emphasis was on completion of on-going projects in
order to avoid losses in already frozen expenditure.

It was generally agreed that there should be no public
investment projects (both by thbe Government, as well as by
parastatals) outside the framework of the PIP.

However, some isolated cases of Government and parastatals
projects, continued from the past, could be identified outside
the framework of PIP in 1990.

I took part in meetings with representatives of the World Bank
(headed by Mr. J. E. Todd) and the NCDP (with Mr. Kawana, the
Secretary and Mr. G. Chivunga, Director of IPR) discussing
these issues. It was agreed that in the future the NCDP
together with the Budget Office would screen and carefully
monitor implementation of particular projects, block not
authorized ones and check on allocation of funding. A
specialized computer system designed within the IPR Department
of the NCDP (Dr. P. Nkanza's team) will be used for monitoring
purposes.



As a result of my studies and the discussions held, I have
prepared and submitted to the head of the IPR Department Mr.
Chivunga a working paper "Guidelines for Preparation of the
New Updated Public Investment Programme 1990 - 1993" which is
also attached to this report.

Following a request by INDECO, as agreed between Mr. Wiedemann

. from UNIDO and Mr. R.L. Bwalya, Executive Director of INDECO,

I participated in re-evaluation of the Kasama Maize Mill
project. Original feasibility study of this project was done
in the Economic Evaluation Unit of INDECO with application of
the specialized UNIDO computer software COMFAR. Discussion
during meetings chaired by Mr. Bwalya were based on my written
expertise which is endorsed in this report. With the
background of very dynamic current systemic reforms in the
Zambian economy, repeated price changes of mealie-meal and
deregulation of marketing arrangements in this area, proper
assessment of project's viability in commercial terms poses
serious intellectual problems. On the basis of discussions
held, two updated and corrected versions of project appraisal
(with application of COMFAR) were prepared. Under this
assignment I cooperated with Mr. K.C. Mubita (Manager,
Economic Evaluation Unit) and his staff, as well as discussed
particular issues with Mr. J.E. Chulu, General Manager of the
National Milling Company Limited, and financial directors of
INDECO.

On invitation from the Secretariat of the Preferential Trade
Area (PTA) I participated in the First Meeting of Prospective
Investors of the PTA Multinational Triple Super-phosphate
Fertilizer Project held in Kampala on 3 - 4 September, 1990.

This was a follow-up of a UNIDO mission of 1988 under which,
together with another UNIDO consultant Mr. P. C. Stone
(technical expert) we have submitted a feasibility study on
utilization of Uganda phosphate rock deposits in Tororo.

There is a chance that this project, financially supported by
the African Development Bank, various Government institutions
and private investors from Kenya, may become the first
multinational PTA industrial project integrating markets of
Uganda, Kenya and Tanzania.

During the meeting in Uganda I took part in financial
negotiations between the representatives of the PTA
Secretariat, Governments of Uganda, Tanzania and Kenya, as
well as private investors and the African Devclopment Bank.
At the end of the conference I participated in preparation of
the final document of the meeting (the Agreed Minute) by a
committee chaired by Mr. Mwencha, Head of the PTA Industrial
Division.



6.

In conclusion, based on my work with the IPR department, I
wish tc¢ make some recommendations to strengthen the work of
the department.

The department should consider increasing the number of
professionals to tackle the increasing demands for
macroeconomic analysis both the national and global
economic trends).

The collection of data and analytical work should be a
constant and systematic activity of the department. It
was observed that data collection was done in a rather
short period proceeding the preparation of the Economic
Report.

Professionals of the department, who are basically
qualified economists, will still require support to
strengthen their analytical capabilities iIn order to
enable the department provide considered advice in
strategic decision making at the national 1level,
especially in the period of rapid systemic changes.

In my opinion above observations should be taken into
consideration by UNIDO while preparing long-term strategy of
cooperation with NCDP.

During my mission I have received considerable support from
NCDP and various other Zambian Government institutions, as
well as from the UNDP office. I am especially grateful to Mr.
W. Kawana, Mr. G. Chivunga and Dr. P. Nkanza for helping me
establish necessary contacts and create friendly environment
conducive to my research.

Enclosures:
1. Economic Report 1990
- Chapter 1
- Chapter 11
2. Guidelines for preparation of the updated PIP (1990 - 93)

3. Expertise and comments the appraisal of the Kasama Maize
Mill Project.
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CHAPTER 1

RECENT DEVELOPMENTS IN THE GLOBAL ECONOMY AND THEIR: Z= 7=+ —
IMPACT ON THE ZAMBIAN ECONOMY

1.0 INTRODUCTION

1. As we enter the new decade of the 1990s and look back

into the past quarter-century we can clearly see “how_ oonplex

and multidimensional the developments in the world economy
were. Considerable changes have taken place; some of them
favourable, some not. These exogenous developments will
continue to exert even stronger influence on .individual .
national economies, as particular elements of the world
economy become more and more interrelated, and the vorld as

a whole, more integrated. I ettt

2.0. W ECONO! s

2. After rapid expansion in 1988 the world econo-y generally
slowed its pace of growth in 1989. This process hovever
remained largely diversified. (Table 1.1).

economically dynamic region - developing conntduaf...sast____
Asia - expanded slightly slower in 1989, but—stili—at—an— -

China. The developed market ooononiu continued’ theit-ionq— E-

term expansion and grew bx_;_.__g_;porcont above smli;htica.z i
earlier predictions. In contrast, most co , ' VRS :

Latin Anrerica and South. Agia _vere stagna

declining. Stagnation was -also-a-

Bast/wa re’ European economies>and

this 1+ contributed to_a slow-dc

outpu. 1. cn grew by 3.1 percent in 1989, compared
percent in 1988.. . agmifpw R

TABLE 1.1 Performence iuilutm in thcuru”-. lﬂ-""" T "'"" -

rs

Volume {rvestaent /S0P (9)
Grouwp and region 1960-99 1999 1900-09 1909 1900-00 1909
L R R L R L R Y L L TR R R TR P Y L LT P R T LT L TR Y P P e T T T s rup, e m—
Industrisl countries 3.0 3.6 4.8 7.6 . K 2N ) X S
Developing countries 4.3 3.3 6.1 8.1 6.3 26.6
Sub-Saharsn Africs 1.0 38 0.0 10.1 1.1 15.2
Esst Asis 8.4 5.1 1 Yirg 8.1 30.0 3.7
sSouth Asis 5.5 48 6.9 9.6 23 2.4
Eastern Europe(b) 1.4 0.0 3.8 2.0 i2.4 .8
middle East, North Africe
and other Europe 2.9 2.9 6.4¢b) 1.4(b) 5.9 .1
Latin Americe ond the .
Coribbesn 1.6 1.5 4.9 &4 20.1 2.6

------------------------------------------------------------------------------------------

o: Data for 1989 ere preliminery
b: Estimetes

Source: World Senk-




3. Despite some unfavorable trends in the world output,
world trade remained relatively vigorous, though less dynamic
than the year before. In 1989 the volume of world trade
increased by some 6.7 percent, compared to a record high of
8 percent in 1988.

4. With only one exception of the East/Central Europe,
structure and patterns of functioning of the world econony,
remained the same and in most cases were an extension of
trends started earlier. This was evidenced especially in the
patterns of the regional diversity and regional pattern of
resource flows among countries,leading to further increase of
account imbalances among major economies and an aggravation
of problems arising from indebtedness of the developing world.

5. In 1989 the movements of world prices were largely
diversified and it is difficult tec find one general pattern.
Some key international prices remained practically unchanged
or continued their previous trends; movements of some othérs
changed-dramatically. In 1989, on average, non-fuel commodity
prices were rather stable. Fuel prices on the other hani,
rose considerably during the year. The upward trend of crude
oil prices prevailing at the end of the 1980s was reversed in
January 1990. Spot prices of West Texas Intermediate Crude
fell from the level of approximately $ 24 a barrel (end of
1989) to approximately $ 16 a barrel in June 1990. Due to the
growing tensions in the Persian Gulf region, crude oil prices
resumed accelerat-d growth in July and by August 2nd (Irag's
invasion of Kuwait) reached the level of nearly $ 25 a barrel.
Aftervards, th-y <kyrocketed approaching the psychological
barrier of of = 4. a barrel in September/October 1990.

6.The above changes in crude oil prices created serious
challenges for small and medium size countries dependant on
external oil sources and posed new problems for the world
economy (including the possibility of recession in major wofld
economic centers).

7. At the end of. the decade there were many symptoms
indicating that a loﬂ-tern decline of metal prices was
reversed (Figure 1.1A). Since January 1987 until mid-1988
metal prices rose on average by about 250 percent. The rate
of growth of aluminum prices was the lowest, but still close
to approximately 150 percent in the same period. During 1988
movenents of metal prices were mixed, but in 1989 declining
tendency resumed. By the end of 1989 prices fell on an
average by approximately 80 percentage points, as compared to
the highest 1988 levels.
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8. World coppor prices grew considerably -in-the second -half--
of the 1980s. Within this period the lowest yearly average
was in 1986 ie. 934 British pounds per tonne, at the London
Metal Exchange. The average yearly copper price grew in the
second half of the 1980s by 157 percent, climbing up to the
level of 1734 British pounds per tonne in 1989. Parallel to
other metal prices some declining tendencies emerged in copper
prices in the second half ot 1989. Thus copper prices in the
begirning of this year were considerably below 1989 average.
Duzring the year copper prices resumed their growth,
stabilizing in the third guarter at 1520 - 1556 British pounds
per tonne level.

9. The financial situation of the world in 1989 was rather
unstable and not favourable for the developing countries.
International interest rates rose, primarily in response to
inflationary tendencies in developed market economies.
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10. Exchange rates of major currencies were volatile andsthe
American dollar appreciated significantly. This trend was
reversed in mid-1990, improving the United States competitive
position, yet again increasing uncertainty in world trade
business.

11. Inflation became a greater concern to policy makers
around the world, although both the magnitude and the
tolerance of the problem varied widely :from approaching
sensitive levels of over 5 percent in some of the developed
market economies, to 5,000 percent in some countries of Latin
America, where hyperinflation was rampant. In many developing
countries economic adjustment and reforms have been
contributing" *to*tnﬁatn:maryj)ressures. The removal of
subsidies and price controls (particularly on essentials) and
devaluations of local currencies, inevitably raised domestic
price levels in the short term - before expected supply side
effects could come into the picture.

12. Despite serious problems surrounding the Persian Golf
crisis, long-tm—:pregfese—xn——relaxatlon of political and
military tensions in the world is still widely expected.
Thus, convertion of a fraction of huge military expenditures
of industrialized countries into the debt-relief aid to
developing countries may become finally more and more viable
alternative in the near future.

13. At the same time, recent changes in East European region
hsve increased a number of countries which compete to receive
e€xt~i val financial support from_jnternational sources. There
is scai2 anxiety among developing countries, that Eastern
busi7: with developed infrastructure, cheap and skilled labour
m.y A.pear more attractive for international business and
financial institutions;-diverting a considerable portion of
financial aid, which might have been allocated to developing
countries.
gt S SN

14. Bowever, existing potential in reducing military budgets
is enormous. In the 1980s world military expenditures grew
to unprecedented peacetime levels estimated at US $ 1 trillion
a year (hralf of this - NATO expenditures), accounting for
approximately 5 percent of total world income. Estimates by
international organizations prepared before the Persian Gulf
crisis provided us with new experience indicate, that by the
end of this decade defence outlays could be brought to half
of their current levels without jeopardizing the military
balance between the superpowvers.
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15. In 1989, the long-term expansion of the developed market
" economies still continued,. albeit, at 3 slower pace. Within
the group of aajor 1ndustria1 count.ies only the Federal

Republic of Germany performed much better than the

year

before. In general, at the end of the decade some major
trends prevailing at the beginning of the 1980s were reversed.
Western Europe accelerated its growth, while Japan and- North
America experienced a slow-down of their expansion. -

16. In 1988 and 1989, in almost all the major industrial
economies, capacity-utilization reached its highest level and
unemployment decreased to the lowest level in the decade. In
anticipation of potentially accelerated inflation monetary

policy was tightened in most of these countries.

Short term

interest rates resumed a steady climb; in some countries the
increase in nominal -interest rates in 1989 was greater than
the rise .in inflation, furtherjincreasing.alyeady. high real
interest rates. There was.an evidence of a slowing down of the

United States economy in 1989,
restrictive monetary—measures—introduced earlier.

partly as a Tresult of
Anxiety

about recession in the USA grew considerably in mid-1990, as
the Persian Gulf Crisis triggered a dramatic fuel price
increase, influencing directly and 1ndirect1y the ovarall cost

structurc
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17. External imbalances: among Faitterant’ éroups of c_onntries,

. and .within particular groups_of csuntrig
increased during 1989. The Japanese current

#"-

_ ’large or_
1 surplus

fell by more than 25 percent in dollar :ml—and cane_.,glose -
to that of the Federal Ropnblic o Germany which expenenced

at ‘the same_ time a “slight” n‘g!ard tend

-——————

" serious ‘exteérnal imbalances '

- Simultaneously,”

appeared.in «mnbet of - other
countries (e.g Canada, Australia, United xingdo-) “The trade
deficit of the United States decreased in-1989-by- roughly the:
same amount as the Japanese surplus.

Voo emgd

18. In view of the Gemn reunification process, the furcher
integration of the European Community in 1992, as well as the
dramatic systemic changes in Eastern/Central Europe, the whole
European continent is emerging as a key driving force in the
world economy in the 1990s. Some analysts have already
declared the decade of the 1990s as the European decade.
However, the pivotal points of the world economy are likely

to be determined by the triangle:

Europe - Pacific Rim - the

United States, with the leading role of Germany and Japan in

the first two regions.
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4.0. DEVELOPING ECONOMIES

19. Distribution of income ameng particular groups. of
developing countries has changed considerably over the past
quarter-century (Figure 1.2). The East Asian region,
increased its share in developing countries' real income from
22 to 37 percent. Sub-Saharan Africa‘'s share dropped from 12
percent in the 1960s to only 7 percent at the end of the past
decade. At the same time the Sub-Sahara African fertility
rates were well above average, leading to rising population
share and declining results in per capita terms.

20. In 1989, regional differences in economic performance
among various groups of developing countries further deepened
(Table 1.2). The East Asian developing countries managed to
diversify their economies and achieved in some sectors very
advanced standards of production, even challenging
traditional producers from developed market economies. On the
other hand, for the majority of countries in Africa, the
dominant 1link with the world economy-remained-via-traditional,
undiversified exports of primary commodities.

In line with a predominant tendency to decrease the primary
commodity-intensity of the global output, this led, to a
relative deterioration of the continent's position in the
world economy. These unfavourable developments have been
further exacerbated by the factAthatuﬂuringnthe 1980s the
prices of many commodities - traditional -export items of
African countries, fell down to the;rulowest levels (1 - al
terms) in many decades. It was only during the cynur
expansion experienced in 1988 that prices of some m:te1a's,
metals (including copper) and agricultural raw materials wm:ved
upwards; in most ¢Cases; however, ‘thts trend’ has decelerated
(Figures 1.1A, 1.1B).

21. A comparison of the 1970s and the 19808 reveais
unfavourable long-term tendencies constraining the growthr of
the developing countries. The rate of growth in Latin
American countries went down from 5.5 percent to about 1
percent. In the 1980s African countries expanded at a rate
of merely 0.5 percent, compared to 4.9 percent in the 1970s.
GDP per capita in these two groups of countries fell
dramatically, as well. The same tendencies prevailed in West
Asian and Mediterranean countries. Only China and South and
East Asian countries significantly improved their performance
in the last decade.
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22. Both domestic and external factors have to be taken-into
consideration while analysing divergences in the rates of
growth of particular groups of countries. In particular, it
is widely admitted that the dramatic fall in commodity prices
and terms of trade largely contributed to the worsening of the
economic situation in the African countries. Between 1980 and
1988, the real prices of non-fuel commodity exports from
developing countries declined by about 40 per cent. 1In the
same period African and Latin American terms of trade fell by

40 and 25 percent, respectively.

TABLE 1.2 Performence indicstors, by developing region, selected periods

............................................................................................

Growth of resl per capita Gross domestic investment/GDP
CDP (percent)
Region 1965-73 1973-80 1980-89 _ . . _1985-73 1973-B0  1980-89(a)

Sub-Ssharan Africs 3.2 0.1 -2.2 16.2 2.8 6.1
East Asia 5.1 4.7 R
South Asia 1.2 1.7 3.2 RO 19.9 2.3 _
Eastern Europe(d) 4.8 5.3 0.8 2.3 33.8 9.4 _
niddie East, North Africs

snd other Europe 5.5 2.1 0.8 8.4 9.2 5.9
Latin America and the ’ T

Caribbesn 3.7 2.6 0.6 - 2.7 3.9 2.1

a: Dats for 1989 are preliminary < m—mozou

Source: World Bank

23. The impact of these losses was compounded by the debt -

crisis and exacerbated by the considerable rise of interest
rates in the 1980s. The combination of external shocks
reduced real disposable income in most of the African
economies. In view of this situation many African countries
were looking for new ideas and ways out of the crises. They
adopted austerity measures, various stabilization and
adjustment programmes, most of which led to very difficult
transition periods with new consumpticn constraints and yet
to be achieved supply side targets.

24. On the whole, exports in value terms of the developing
countries increased by 12 percent in 1989. The rates of
growth of particular regions were, however, highly varied,
with energy exporters clearly in the lead (Figure 1.3).

At the same time imports of developing countries grew by
about 11 percent in value terms.
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However, the trade balance improved only in the group of oil
exporters, while a relative deterioration took place in some
of the newly industrialized economies, as well as in the group
of oil importers, as a whole. The Persian Gulf Crisis may
still exacerbate these tendencies. The structure of
developing countries' trade flows in the second half of the
19808 changed only marginally, indicating difficulties which
these countries have been facing in trying to promote export
diversification. The rate of growth of developing countries'
exports indicates a strong, long-term dependance on the rate
of growth of industrial production in the developed countries
(Figure 1.4).
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25. External indebtedness remained one of the major growth ~
barriers for most of the developing countries, particularly
in Africa. Many highly indebted countries have been using a
substantial portion of export earnings and restricting imports

largely because of their need to service debt. Sub-Saharan
Africa, followed by Latin America, were the regiogg which
suffered most as a result of unfavourable developments in
international trade in the 1980s. A general decline in the
terms of trade of developing countries in the past decade
(Figure 1.5) affected foreign trade of these two

regions most adversely. The fall in prices during the 1980s
cost Sub-Saharan Africa 15 percent of its exports' real import
purchasing power relative to the 1970s. Despite the
persistence of the debt problem, at the end of the decade some
positive phenomena were emerging. Among them, the concept of
commercial debt reduction began to be applied in some,
selected countries. For the first time, the developing
countries debt stock (measured in terms of dollars) declined.

10
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26. Real interest rates were exceptionally high during the
19808 (Pigure 1.6). The major reasons for this unfavourable
development included a decline in industrial countries®
savings, large swings in the major currencies and uncertainty
regarding future exchange rate movements, as well as global
current account imbalances. It has been established that the
additional burden of high interest rates is affecting first
of all the lLatin American region, followed by Sub-Saharan
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In 1989, international interest rates rose for . the second
consecutive year, making efforts to service the debt even more —
difficult. This unfavourable trend continued in 1990.

27. The combination of domestic policies pursued in the past
decades and external factors influencing growth have largely
determined the present position of particular groups of
developing countries in the world economy.

The performance of developing countries in the 1980s varied
according to their sensitivity to particular types of
unfavourable world economic events and their ability to adjust
to shocks over the decade. Countries where the domestic
policies were not supportive to maintaining adequate levels ___ -
of national savings, investment, balanced budgets, curbing
inflationary pressures or facilitating active exchange rate
policies, entered the decade with greater underlying
imbalances and structural problems. This was the case for
most of the Sub-Saharan countries. As already existing.
imbalances were often hidden behind heavy borrowing .and
protection of local markets, these countries found it véry o
hard to adjust to the shocks of the 1980s. T

Figur 1.6 Reol infarest refes, 1963 o 1999
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28. Towards the end of the decade many developing countries
embarked upon decisive institutional reforms and consolidated
efforts to reallocate resources. This process, however, is
sometimes slow and response of foreign partners and local
private investors is weak. »

-
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In Sub-Saharan Africa the problems are still aggravated by
the lack of developed infrastructure, heavy dependence on
exports of priwary commodities and, in some cases,
underdeveloped entrepreneurial and managerial skills. Thus,
under these circumstances the adjustment of African developing
countries is likely to be a long and difficult process. Even
assuming considerable progress in domestic reforms, it is
expected that the performance of African countries will depend
heavily in the short and medium-term on exogenous factors such
as weather and the trends of world commodity prices. .-~

TABLE 1.3 Prospects for the 1990s
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29. Short-term prospects for developing countries are not -~
very optimistic (Table 1.3). Desp the fact that the rate
of growth of these countries in 1989 was the lowest in the
past six years, its further decline in the nearest future can
be foreseen. Some acceleration of economic growth is
possible only in the long run. Even without major external
shocks the rates of growth of African countries were not
likeiy to improve in 1990. There were some hopes for moderate
improvement in 1991 and later during the decade (Figure 1.7),
but the Persian Gulf Crisis and the rapidly rising crude oil
prices in mid-1990 make it very difficult to adhere to this
scenario. What is worse, the initial positive results of
ongoing economic reforms, which were expected to appear across
the continent in the beginning of the decade of the 1990s,
might be largely endangered by these unfavourable events.
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30. In Africa, the growth of output during 1989 is estimated
at 2.8 percent. Thus, for the third consecutive year the whole
continent was improving its performance. However, this
increase in output fell short of population growth (3.1
percent). In per capita terms it was another year of relative
decline. Most of the forecast assume, that the overall
performance of developing countries in the 1990s might be
slightly stronger than in the past decade, as a result of
improvements in domestic policies and greater external
assistance. Yet, Sub-Saharan Africa per capita incomes are
not likely to rise in the first half of the decade and the
World Bank predicts a moderate growth of about 1 percent a
year in 1995-2000.

o
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31. Within the African oontinent antorn and wcst.rn~sub- c

regions witnessed the best economic.performance in’the past

decade. The most dynamically growing sector in. African -

countries was agriculture;. considered as the u).n..driv.mg.‘
force for economic expansion in most of the countries.
Favourable weather conditions and improved government policies
wvere conducive to the growth of this sector...- This growth
however, could barely match that of the population.-

While oil-exporting countries benefited from hiqher oil
prices, most of the mineral-producing countries, like Zambia,
vere unable to scoop potential benefits offered by relatively
improved prices in internationai markets due to long-term
production barriers coupled with current foreign .exchange
constraints. , _ o

32. Generally favourable weather conditions in tbe e_last two
years were an i-portant exogenous factor contributigg to a
visible expansion of the agricultural sector in many African
countries. Other positive developments included__improved
availability of domestic and nported agricultuf&‘r‘mfﬁits

33. The year 1989 witnessed sSome posm - -
manufacturing sector. An overall capacity utilization vas

———

clearly on an increase, though below the world standards.

ioalis ad

34. Exports of Sub-Saharan Africa, in real terms,:.did not
increase at all during the.1980s (Table l.1), howeyer, they
considerably accelerated at the end of the: deX—
volume of the region mrgod by 10 pemnt in -198 ; irgg up_

35. Supported by favourable - tendenciea in'prj._;' 0
minerals, export earnings ;,_ﬂu‘ ‘vhole . cont. t.,up in
' 1989 by approximately 16%’221" ed the 19

billion US dollars. At the same tiu the_cost pt};}trican
imports increased by 10 perceant and rose to approxintely 76
billion US dollars. Imports from Asia tend to play:more and
more significant role in the African trade. Apart from this
recent development the pattern of {rade.in the continent is
still very traditional: trade flows actually have not changed

much since the pre-independence times. Another observation-

is, that there is still a very limited scope of the inter-
African trade. It accounted for less than 5 percent of total
exports in 1989 and indicates serious difficulties in
implementing of the idea of the regional cooperation.

36. African external debt continued to grow, despite iaositivc

tendencies in export earnings. In 1989 African debt -exceeded
the level of 250 billion US dollars.
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The stock of debt is already equivalent to approximately 40
percent of the continent's GDP. Recent inflows of official
development assistance to African countries are below the
level of their current debt service obligations. =
37. Official creditors account for the bulk of the total -debt
of highly indebted, low-income countries. The principal
creditors are trying to reduce the debt burden of this group
through the mechanisms agreed to at the 1988 Toronto summit.
The debt of sixteen Sub-Saharan African countries has been
rescheduled under the new protocol. The Special Programme for
Africa, which provides concessional balance of paymsents
assistance to low-income countries that are undertaking
significant reforms, is expected to be extended :eyond 1990,

________when the current programme ends. These, together with the
IMF's Enhanced Structural Adjustment Facility, are the main
sources of multilateral concessional assistance.

38. Investment remained strongly depressed in the Sub-Saharan
__region_ (Table 1.1). Average Gross Domestic Investment/GDP
ratio for the vhole decade was only 16.1 percent, considerably
below the average level for all developing countries (24.3

- pexrcent),and "indicating a decline in 1989.

39.- It-is widely admitted that if the patterns of regional
income growth of the 19808 were to be repeated in the present
decade, the results could be especially challenging for Sub-
Saharan Africa. If the present trends were to be continued,

--——————the—estinated-population of the region of 450 million would
increase by approximately 165 million, decreasing toiays' per
capita incomes by 20 percent. In view of this, in mo:= of the
African countries there-is a wide recognition-of-thc ne=d for—-
structural --reforms, - institutional change a»d evrlicit
population policies. " As a result, the number c¢v couatries
experimenting wvith domestic economic reforms {8 unprecedented.

. . - » LT, '._.a_;' - : L] = -

40. The changes in South Africa, as well as serious economic

.. .and political efforts in the field of systemic reforms of Jsany
developing African countries may create a conducive
environment to promote economic development. However, in most
of the countries, including Zambia, the discussion is still
open about the nature of the changes required and about the
ways of their in®roduction.

41. 1In short and mid-term horizon, Zambia and other African
countries will have to pursue their development policies under
generally unfavorable external conditions, facing numerous
barriers and constraints. 1In view of various phenomena on
world markets (e.g.: skyrocketing oil prices, danger of
recession in leading economic centers, high interest rates,
uncertain future growth of world demand for primary export
goods, mounting protectionism, huge payment imbalances), the
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prospects of rapid aecelention of- xanbh : eeono-ic grovtb
are clouded and achievement of ambitlous soelo-eebm-ic goall
has to be considered a difficult task.---——= -:fincz- -

42. Zambia and other severely indebted, low-income econoaies,
are expected to encounter the wvorst conditions for economic
growth in the present decade. Anong other things, these .
countries suffer from deeply rooted, structural wveaknesses
(Table 1.4). .. . T

43. zambja belongs to the group of’ Atrican developing
countries which depend on a narrovw range of prisary
commodities for exports and have -a weak financial and
infrastructural base. High population growth still aggravates
their situation. 1In light of these problems intensification
of international initiatives to .ease the debt burdens and
lower the barriers to world trade is becoming of utmost
importance.
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44. Africa‘'s Priority Programme tor Economic Recovery of the
Organization of African Unity (OAU) has announced a change in
the general economic policy profile in the region. A shift
has been made from the post-industrialization strategy
stressing import substitution objectives, to be achieved via
establighing new industries requiring considerable investment
imports: The new strategy outline points out and gives
priority to agriculture and resource-based industrial

projects, with particular emphasis on small and medium-scale
enterprises.
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Despite recent slow-dmm in agriculturo in Zambia this sector
has a great potential and is considered to be one of the major
driving forces for econonic growth 1n the country in the
1990s.

45. only drastic changes in economic policies within
particular groups of countries can reverse the unfavourable
tendencies in the future. With present policies, prices and
exchange rates, global disequxl;bria are . likely to be
maintained, if not increased in the 1990s. Therefore, further
'reconsuleratmg and strengthening of adjustment policies are
called for in both developed and developing econonmies.
Zambia's attempt to introduce an ambitious and " radical
adjustment programme is an example of understanding of such
-necessity, despite—all difficulties. Zambia's example is
exposing at the same time the complexity of such a task, and
is indicating potential social challenges to radical economic
reforms.

- 46. -Despite-all-the difficulties and challenges stemming from
the developments in the Zambia's external environment, there
is -no__alternative to the pghcy of openness and active
participaﬁon in the global economy. ~Policy of isolation
should be rejected -as-leading in the long-term to inefficient
solutions.— “Zambia-should use its links with the external
economic enviromnment to derive relative and absolute
advantages from the foreign trade. This environment may
provide the country with the information - required to
restructure and adjust the econoay to the long-term trends in

the world.-—Therefore, a modern for:ign trade management

system is needed with an active exchmge rate poli.cy, as the' -

. S

tocal point P b g

47. The exchange “rate pol icy should generate sufficient
motivation . .promote .__export .. expansion. and_ . its.
diversif:lcation, and, at the.same time, should indicate the
real cost of import expenditures. Zambia has already embarked

-upon -a- -package—of —important—reforms—within—thesystem—of

foreign trade management and has introduced incentives for
export development through repeated devaluation of the local
currency. In order to improve the international

competitiveness of the national economy, this orientation of

the economic policy will be continued in the future.

48. Given the present situation in Zambia's balance of
payments, the mounting debt and deep-seated disproportions in
the foreign trade, the country will remain very sersitive to
future developments in the external environment. From the
point of view of a country of the Zambia's size and po-ential,
most of these developments have to be considered as strictly
exogenous and independent from the country's influence.

18



e T ,m..k.,:&*

- R --....

_---L -
~.

_.—&.-—L .

However, the do-estic policiu in t.he tield of the forexgn
trade management system may play an active.role in adjusting
the national economy to the recent trands in the technical
progress in the world and : promoting development of non-
traditional exports. 1In 1989 Zambia has made a considerable
progress in creating a wmodern system of foreign trade
regulation. Further changes, in line with the targets pointed
out in the Policy Framework Paper 1989 - 1993, are requxred
to meet all the challenges of highly co-petitive situation in
th2 global economy. ____1t.:->*

49. As the progress in diversification of. the Zambia's
production and export structure is advancing slowly, in the
short-and medium-term the country's foreign trade balance wiil
largely depend on developments on_world copper markets, as
well as country's ability to reduce emerging production
barriers in the copper industry. Recent favourable trends on
the world copper markets have been reversed and the future is
rather uncertain. .

50. World consunption of copper grev - steadily fron 1982
onwards supported by continuous expansion in the developed
economies. In addition to this, consumption of base metals
increased significantlv _im.some developing countries (e.g.
South-East Asian countries;—Latin America; China). In the
absence of substantial excess capacity, the demand pressure
led to considerable —increases in metal prices, aftcr the
producers* stock wvere drawn dovn - e e e

This comfortable situatien‘frra’-“—thefprodm' point of view,

caused mainly by the tightness on the supply side,-continued,

however, only into the’ £irst halt of 1989. - World production
‘evels were--gradus , slow

important industrial centers (including -the USA) followed.

Metal -prices dncluding .copper,..wsre already. on a’decline in
the first half of 1990 (Table 1.5). - In the long run prospects:

of copper industry. are vague, but -the developments in this

sector may heavily depend on the pace and -directions of the..

technical progress in the world. It is expected that new and
advanced materials will be soon developed which may replace
metals in their traditional--application. These could be
mineral substitutes, such as plastics, or new alloys using
various exotic components - all cheaper, more efficient and
more corrosion resistant. Even if the moderately declining
demand from developed economies could be counterbalanced by
the growing consumption in the developing countries, Zambia's
copper earnings are l:lkely to be depressed by falling copper
prices, as predicted in the international forecasts.
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51. On the i_nport side, dramatically growing oil prices
already are, and may rerain in the short-and medium, a
considerable burden for the national economy, adversely
affecting the domestic cost structure. Future trends of oil
prices are difficult to predict, but are not likely to
rapidly decline to the low levels of the beginning of 1990.
Oon the other hand, a wider application of alternative fuel
sources in Zambia may be difficult even in the medium-term and
is constrained by the financial factor.

5S2. In the 19808 the developed economies significantly
improved their terms of trade, especially in the second half
of the decade. Within the group of the developing economies,
only the Newly Industrialized Countries (NICs) of South-East
Asia experienced favourable terms of trade in the same period.
Economic development of Zambia and other countries - primary
commodities exporters has been slowed-down by deteriorating
relations of exchange in the foreign trade. Declining
Zambia's terms of trade are likely to continue in the 1990's
unless the structure of exports is changed to :mclude a larger
share of processed goods.

——— e =
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Table 1.5
THE ECONONIST Commodity Price Index
ame - October 1990,

1985100 ) " K change en: ° ﬁi'g?' :
L T e heds . Opt2 - Octy ane - -ong--- -
) 790 - 1990 990 1990 sonth  yeo'.© 00
Dollar 1ndex 7 HE CEERRBEIT LU Luslggenit o o
- ALl itee; 2.7 1243 2 1287 1%.7 -2.6 1.1
Food - 985 =979 - 94.6- - 1005 - 25 - —B A e e
Indmsi-fuls kS oL ) L .
‘ A NS 3545 *“tiﬂg AT BA D MR- o,
ONFA ™.y w7 T1e - 1.9 1.3 2.9 - T
fetals 3680, 1833 s 1873 T4 0.9
Stering fndex -~ 75 i - 2 oie
All ftess 9%.4 3.4 7.4 86.3 -85 -20.0
Food 3.4 TR.4 .2 5.4 -3.7 -18.0
Indmtrisls

atl 115.2 114.2 110.3 107.1 -11.2 -21.2

*NFA 04,2 1046.7 .3 8.4 -7.4 -8.2

Netals 2.9 120.9 125.2 121.8 -13.0 -20.2
SDR index 4
All ftems 97.6 97.3 93.5 9.3 -6.2 -10.6
Food 5.9 5.4 68.7 7.6 -1.2 -8.3
fndustrials

Attt 119.1 119.0 118.0 “17.0 -9.0 -11.9

SNFA 107.8 109.1 9.6 9%.4 -5.0 -16.1

Metals 127. 126.0 133.9 133.0 -10.8 -10.7
GOLD $ per O2 3‘9.75 %.5 396.50 396.00 3.9 9.4

*"NFA = Non-food egriculturels

Source:
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--53. In mid-1990 there were no signs that.the recent upward

trend of international interest rates might be reversed soon,
easing the Zambia's debt service burden.: At the same time
volatility of exchange rates of the major world currencies
continued to increase uncertainty in the world trade, with the
German mark and the Japanese yen sigrificantly appreciated in
relation to the weakening American dollar, as well as the
British pound on an increase after Great Britain decided to
join the European Monetary Systen.
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CHAPTER II

s E OF DOMESTIC ECONOMY

1.0 JINTRODUCTION

1. The year 1989 may be considered as an important turning
point in the recent economic strateqgy of Zambia. 2Zambia has
entered the 1990s with new hopes and facing new challenges, as
the country embarked upon a package of radical reforms
announced in June/July 1989. Thesz reforms have been endorsed
by the World Bank and the International Monetary Fund and have
received considerable financial support from international
community. Despite a difficult economic situation and
hardships of the transition period the country has proved its
commitment to a successful implementation of basic economic
reforms.

2. The challenges of the transition periocd originate from
both the internal, as well as the external factors. The
reforms introduced since mid-1989 (eg. dereqgulation of prices,
repeated devaluations of the local currency, new monetary
policy) have created new, dynamically changing conditions for
conducting economic activities in Zambia. At the same time
Zambia remained strongly affected by continued unfavourable
exogenous trends of the world economy pertaining to highly
indebted African countries. 1In the second half of 1990 these
long-term trends and the usual un~2r-ainties of world markets
were exacerbated by the global oil <:-:3is resulting from the
political and military events in the ersian Gulf.

3. As the problems within the Zambian economy are deep-
rooted, and the efforts to bring about radical reforms have
just started it is foreseen that the difficult economic
situation prevailing in Zambia cannot be reversed rapidly.
Rather, it is expected that some positive results of the
reforms and the adjustilent programme may appear only in the
medium and long-term. During the transition period a wide
understanding of economic challenges is needed, as well_as a
broad social support for the new programme. )

4.Among numerous economic problems which the Zambian economy
is facing now, two seem to be critical. Firstly internal
imbalances evidenced by the high rate of inflation could
undermine the country's adjustment efforts. Stabilization of
economic environment is therefore as a major precondition to
successfully continue economic reforms and the adjustment
programme.
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The other one is connected with a long-term challenge to
diversify the structure of the economy. Zambia's attempts in
this respect have not been successful so far and the country
is still vulnerable to exogenous changes in the price of a
single commodity, copper, which remains the backbone of the
economy.

5. In order to address above mentioned issues the Government
prepared two major economic policy documents: the Economic
and Financial Policy Framework 1989-1993 and the Public
Investment Programme 1989-1993. The Financial and Economic
Policy Framework is drawn out of the Fourth National
Development Plan (FNDP) 1989-1993 and formulates the economic
policy framework required to achieve identified objectives of
highest priority:

- increasing growth in non-metal sectors and promoting

non-traditional exports:

- reducing inflation by combined fiscal and monetary

measures.
Financial and Economic Policy Framework includes the timetable
of adjustment and structural measures until 1993 and is the
major guideline for development of economic policy in the
short and medium-term.

6. At the end of 1989 the Public Investment Programme (PIP)
1989 - 1993 was developed. This document is complementary to
the Policy Framework and is also drawn out of the FNDP. The
PIP is the expression of the most recent Government's
priorities and is constrained by the verified, act:al funding
available. Under the PIP, highest priority has h»~cn given to
rehabilitation and maintenance of already existiry :‘acilities.
Particular emphasis is on completion of on-go:i g orajects in
order to avoid losses in already frozen expenciture.

2.0 TRENDS AND STRUCTURE OF GDP

7. The initial basis for economic development in 1989 was
very demanding. In 1988 Zambia's Gross Domestic Product (GDP)
expanded at an exceptionally high rate of 6.3 per cent (in
real terms ) largely due to favourable movements in copper
prices and good weather conditions contributing to high.iToae
performance of the agriculture and agro-based industries. In
1989, the rate of growth of the national economy dropped
resulting in the lowering of the GDP by 1 percentage point (in
real terms), as compared to the previous year's level. A
further deceleration of growth by about 2 percentage points is
foreseen for 1990 (Table 2.1 and 2.2.).
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TABLE 2.1 GROSS DOMESTIC PRODUCT BY KIND OF ECONMOMIC ACTIVITY
IN PRODUCER'S VALUE AT CURRENT PRICES (Kwecha million).

1965 - 199G
Kind of economic
activity 1985 1986 1987 1988 1989
Agriculture, Forestry
and Fishing 925.2 1577.8 2180.4 5505.5 10562.1
Agriculture 788.1 1303.3 1707.8 4048.4 8126.4
Forestry 9.5 125.6 179.0 435.8 1006.7
Fishing 77.6 148.9 293.6 571.3 1429.0
Nining & Quarrying 1101.9 2354.9 2689.0 3155.2 7719.8
Netas! mining 1056.8 2280.4 2584.5 3009.2 7519.8
Other mining &
Quarrying 45.1 7%.5 104.5 146.0 200.0
Manufacturing 1616.5 2936.3 $547.0 N%95.6 21933.0
Food, Severage &
Tobecco 600.2 843.3 1283.9 2584.5 $170.4
Textile & leather
Industries 212.6 289.8 £59.5 609.8 6231.9
Wood & Wood Products 3.8 88.4 7.0 146.8 510.2
Paper and Psper Products  95.4 166.4 344.9 658.2 1287.8
Chemical, Rubber and
Plastic Products 19%6.8 370.5 592.1 751.0 1156.5
Non-Metsl lic Mineral
Products 129.7 153.7 200.5 1730.0 18838.5
Basic Metsl Products 13.2 3.9 59.3 82.3 107.5
Fabricated metal
Products 305.0 960.7 2648.7 2200.9 3240.7
Other menufacturing n.e.c 17.8 38.6 85.0 203.0 322.2
Electricity, Gas & Water 71.0 166.2 2338.5 283.2 398.1
Construction 183.2 292.2 393.8 618.4 884.0
Wholesale and Retail Trade  763.0 1638.2 2783 3440.4 5109.0
Restaurants snd Notels 181.1 261.7 &27.4 735.5 1363.3
Transport, Storage and
Commmicstions 342.3 59¢.3 839.6 1206.8 2880.6
Reil Transport 103.3 181.7 2464.1 342.1 m.4
Roed transport 95.5 166.5 249.3 358.8 881.0
ther Transport &
.ervices Allied
to Transport 3.1 110.5 155.6 21.0 $3.7
Commmication 80.+ 135.6 190.6 284.9 696.5
Finenciasl Institutions 228.9 445.2 735.1 1083.8 1781.1
Real Estates and
Susiness Service 454 .6 751.8 1155.9 1483.0 2072.0
Community, Socisl &
Persomsl Services 934.3 1169.2 1487.6 2170.5 2704 .6
Public Adain. (L Defence)
Public Sanitery Services 391.7 472.8 623.8 .®  nsse
Education 292.1 384.1 636.2 600.0 776.4
Health 112.6 124.6 149.2 272.9 338.3
Other Community
8 Personal Services 137.9 187.7 278.4 328.2 43,0
Isport duties 33%%.1 900.2 1506.4 1558.1 3105.3
Less: Imputed Banking
Service Charges 64.2 126.9 201.0 297.2 488.4
TOTAL GDP 7071.9 12963.1 19778.9 30020.9 60024.5

439.6
459139

15988.1

2802.6
999.7
4808.9

31%.5

4381.6
8.7

12521.3
928.4
493.7

3739.4
77261
2151.2

4304.1
1105.1
1362.1

m..
1058.8
35147

3586.4
5598.2
2822.7
1416.0

603.2

756.3
5502.0

..........

107602.0

* Provisional; estimates are besed on pertislly svailable dats
Source: CS0
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TABLE 2.2 GROSS DOMESTIC PRODUCT BY XIND OF ECONONMIC ACTIVITY
IN PRODUCER'S VALUE AT CONSTANT 1977 PRICES. (Kwacha million)

1985 - 1990
Kind of economic
sctivity 1985 1986 1967 1968 1989 1990
Agriculture, Forestry .
and Fishing 343.8 3713.8 365.6 436.2 424.5 393.4
Agricul ture 303.6 331.7 326.7 389.6 .0 351.2
Forestry 15.9 %4 1%.2 16.8 16.4 15.2
Fishing 26.3 27.7 5.2 2.8 29.1 27.0
Mining & Quarrying 155.8 176.5 184.2 160.4 175.6 180.7
Retsl mining 1793 169.9 178.7 154.2 169.4 174 .4
Other mining &
Quarrying 6.5 6.6 5.5 6.2 6.2 6.3
Manufacturing 421.6 £25.3 £62.9 S47.0 5441 524.9
Food, Beverage &
Tobecco 176.9 179.8 189.2 249.6 261.1 266.4
Textile & leather
Industries 7%.3 63.5 68.1 76.4 .2 69.9
wood & Wood Products 9.3 9.1 8.1 8.0 9.4 8.2
Paper and Paper Products  15.3 19.3 29.9 *%.7 3.3 36.4
Chemical, Rubber and
Plastic Products 42.9 £1.7 39.0 30.5 36.4 37.0
Non-Metallic Mineral
Products 26.1 9.1 21.2 5.2 5.2 27.0
Basic Metal Products 3.6 3.3 2.6 2.8 2.8 1.
Fabricated metal
Products 68.9 85.1 100.2 100.2 100.2 70.
Other man. n.e.c. 4.3 4.4 &.6 10.6 12.9 7.
Electricity, Gas & Vater .7 nAa 62.2 61.3 49.9 S1.
Congtruction mA 81.1 7.3 7.3 a3.3 57.
Wholesale and Retail Trade 174.7 176.4 181.5 185.3 186.8 19
Restaursnt and Hoteis $1.3 46.8 £6.5 48.6 £6.2 &7.
Trangport, Stor:ge .nd
Commmications 109.2 110.1 114.5 113.3 11e.2 108.
Rail Transpo. « 32.9 3.4 3.3 n.7 0.0 —- 28.
Road transporr 30.5 3.2 34.0 3%.4 3.9 3%.
Other Trane, .. . ¢
Services Alliucd
to Transport 20.1 2.5 21.2 2.8 2.2 19.8
Communication 5.1 5.0 26.0 26.4 26.1 26.3
Financisl Institutions 60.6 56.8 50.8 60.0 52.9 5.9
Resl Eststes & Business
Services 179.0 178.6 189.2 191.1 192.7 198.4
Community, Socisl &
Personal Services 365.6 358.1 370.6 373.5 375.6 385.5
Public Adin. (3 Defence) -
Public Sanitary Services 1461.3 137.3 162.2 143.2 164.2 1468.7
Ecucation 119.0 115.7 120.0 120.7 121.5 125.3
Health 4.1 42.9 &b &.7 45.0 6.5
Other Commumnity
& Personal Services 61.2 62.2 64.0 6.9 64.9 65.0
Import duties 19.9 22.5 23.1 16.7 17.0 19.6
Less: Imputed Benking
Service Charges 16.9 15.8 16.1 16.6 16.6 15.5
<044 .5 2059.3 2114.3 2247.1 2224.2 2186.8

* provisional; estimates are besed on pertially svailable data
Source: C$SO
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8. cCurrent tendencies in the GDP growth indicate that it may
be difficult to achieve the target rates of growth (close to
S percent in 1993-94) envisaged in the Economic and
Financial Policy Framework Paper (PFP) without a strong
support of positive results of the applied new economic policy
measures. Acceleration of economic growth within a mid-term
horizon, is largely based on an assumption that the non-mining
sector can develop faster than the average GDP expansion, (4.5
percent in 1992 and 5.5 percent in 1993). So far, its
relatively siow pace of growth only aggravated stagnating
tendencies in the economy.

9. Deeper analysis, based on long-term trends of the GDP
growth reveals some traditional barriers impeding economic
growth and leading to a stagnation. Between 1975-1990 GDP at
constant prices is expected to grow by 8.6 percent which gives
an average annual rate of growth considerably below 1 percent
over a period of 15 years (Table 2.3).

10. The stagnating tendencies in Zambia's economic growth
correspond to a dramatic, long-term deterioration of the
country's terms of trade and are reflecting unfavourable
developments in the external environment, which with some
time-lag adversely affected Zambian foreign trade and largely
curbed possibilities of economic expansion.

11. Despite difficult external situation, in the second half
of the 1980s Zambia's economy managed to overcome overdll
downwarad trend, but still 2xperienced a considerable slow-down
at the end of the decade. Between 1986-1988 2Zz abia
experienced a positive rate of growth. The rate of growth of"
GDP has been rising stzadiiy from 0.7 percent (1986/1985) to
2.2 percent (1987/1986), 6.3 percent (1988/1987) and dropped
by 1 percentage point in 1989. A further decline by is
expected in 1990. During the same period the GDP per capita at
constant prices has been revealing almost permanent long-term
declining tendencies (Table 2.3) mainly due to an extremely
high rate of population growth. In 1989 GDP per capita
dropped by 5 percentage points,as compared with the previous
vyear and a similar decrease is expected in 1990.

12. Given the present trend of pop&ation growth, it will be
extremely difficult to reverse this unfavourable tendency.
However, according to the IMF and World Bank projections
positive rates of real, per capita GDP may be expected already
in 1992-1993 (0.2~-1.2 per cent).

13. The negative rates of growth encountered last year and
expected in 1990 confirm an existence of serious long-term
development barriers in Zambia, resulting in general
stagnating tendencies in the economy and reflected in the
progressing deterioration of the quality of life.

26



Lz

-

TABLE 2.3 LONG-TERW TRENDS OF GROSS DOMESTIC PRODUCT (1970 - 1990)

1970 973 o 1978 1979 1960 1981 1982 1983 1984 1088 1986 1087 1988 1989 1990

1. GOP at comstant
(1977) prices
C(A) Kwache Nillion. 7 2013 1986 1998 9% 1996 2119 20%¢9 2019 2012 2245 2059 21% 2247 2224 2187

(8) 1973 « 100 88.2 100 9.7 %3 9.2 9.2 105.3 102.3 100.3 99.9 11,5 102.3 10%5.0 111,64 110,85 100.6

(C) Previous yeor
= 100 . or.% 100.6 9.9 103 106.2 97.2 98.1 2.7 M6 91.2 102.7 1068.Y 9.0 9.3
2. GOP st current
market prices A}, 15083 1984 % 2900 3064 3483 3393 418 4931 7072 12963 19778.9 30020.9 60024.3 107602.0
(Xuecha Rillion),
3. OGDP per capita
(A) ot constent(1977)
prices 27 412 382 m 391 %1 361 340 329 313 3% 294 290 300 209 b 14]

P R R R R R R R R Y R R I R Ry Y T RN N NN weesrsrescssennen

8) 973 =« 100 103.6 100 92.7 0.3 3.2 85.2 or.6e 028 78.9 60 81.1 .4 70.4 2.8 69.2 5.6

.-...........Q......-'l"....'...I..-.."......-.‘.-'-.'II'.-.I'--..-...l...l..'-'-.".I‘..-Q.l.I.'.lI'II-."l.....'..."..ll.'.'..'...I..l'.'."l.‘..'

C) Previownm yesr
s 100 9.8 ”.6 9.1 100 102.8 9.2 93.6 96.3  106.7 88.4 98.6 103.% 9.0 .7

Source: C30, Netional Accounts Statistics .




14. In the second half of the past decade the structure of
the Zambia' economy remained relatively stable. General
proportions between particular sectors did not undergo major
changes. Despite some setbacks or stagnating tendencies
witnessed last year and a expected in 1990 (Table 2.7), the
agricultural and manufacturing sectors were the most dynamic
ones in the second half of the 1980s and they could be
considered as the potentially strongest driving forces for the
economic growth in the mid-term.

TABLE 2.4
GROSS DOMESTIC PRODUCT BY TYPE OF EXPENDITURE
AT CURRENT PURCIASERS® VALUES (Kwecha Rillion)

1985 - 1990
1985 1986 1987 1988 1989 1990 *

1. Government Final

Congumption Expenditure 1686.7 3481.2 4399.0 4582.4 7574 .3 16647 .1
2. Private Final

Consumption Expenditure £296.6 6551.7 11820.3 196248 5036C.0 72699.3
3. Increase in Stock 328.5 1701.0 810.6 1031.8 2321.0 2318.0
4. Gross fixed Capital Formst 726.5 1385.6 1931.0 2381.2 3642.7 13117.8

5. Finsl Consumption and
Capital Formation (102¢3+4) 7034.3 13119.5 18960.9 27820.2 63898.0 104782.2
6. Exports of gooss and

Services 2740.2 5759.3 8512.4 10266.2 UMb 34816.7
7. Less: lmports cf goods
and Services 2702.6 5915.6 7604 .9 8065.6 18665.1 31996.9
TOTAL GDP 071.9 12963.1 19778.4 30020.9 60026.5 107602.0
* Provisionsl: estimstes are besed on pertislly aveilable dats.
Source: CSO
TABLE 2.5

Gross Nationsl Product By Type of Expenditure
ot constant (1977) prices (Kwechs million)
1985 - 1990

.................................................................................

.................................................................................

1. Goverment Final
Consumption Expenditure 4401 464 .4 377.6 3313 438.7 402.8
2. Private Final Consum-

ption Expenditure 1236.9 1224.6 1498.5 1660.9 1505.5 1556.9
3. Incresse in Stock 62.4 216.7 75.0 66.9 105.0 150.5
4. Gross Fixed Capital D>
formetion 198.8 168.56 158.9 178.1 123.2 153.9 -

S. final Consumption snd
Gross Capital Formetion

(102+3¢4) 1958.2 2074.3 2110.0 2237.2 2172.4 226k.1
6. Exports of Goods and
Services 527.8 $37.8 505.9 676.3 469.6 476.2
7. Less: Imports of Goods
ond Services £65.2 526.9 $41.4 540.4 452.7 523.0

8. Ststistical Discrepsncy 3.7 -25.9 39.8 %.0 3%.9 -30.5

---------------------------------------------------------------------------------

Total G.D.P 2044.5 2059.3 2114.3  2247.1 2224.2 2186.8

* Provisional; estimetes are besed on partisily svailable dets
Source: C$0
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TABLE 2.6 COST STRUCTURE OF TNE COP
(st current purchasers velues)

1965 - 1989

1985 1986 1987 1988 1989
Compensation
of employees 2818.6 4207.2 5922.8 8306.6 17549.2
Operating
of surplus 2582.0 $177.2 3089.0 16139.1 32489.2
Consumption
of fixed
capitsl 932.8 2233.1 3429.3 4264 .4 8152.5
Indirect
tanes 926.9 1915.5 3014.7 2706.7 3336.4
Less:
subsidies 188.4 569.9 677.4 1396.0 1502.8
Total GDP 7.9 12963.1 19778.4 30020.8 670245
Source: CSO

15. After a strong decline in 1988, mining and quarrying
improved its performance last year, but the prevailing long-
term tendency is rather unfavourable. Copper industry remains
the mainstay of the Zambian economy, but this sector is
encountering serious development barriers: diminishing ore
reserves with more difficult access and rising production
cost.

T"~is situation, as well as unfavourable long-term tendencies
irr world copper prices, strongly justify the Government's
afiorts to diversify the country's economic base. However,
the results of these efforts are still to be seen.

16. In addition to this, in 1989 same unfavourable tendencies
could be noticed in some other important sectors of the
economy like: construction (the third consecutive year of
rapid decline), transport, storage and communication (the
second consecutive year of .a mild decline) and electricity,
gas and water (the fourth consecutive year of decline
exacerbated by the Kafue Gorge accident in 1989).
In 1990, further considerable declines (leading to the
overall negative rate of growth of GDP of -1.7 percent) are
foreseen in agriculture (-7.3 percent) and construction
(-9.8); milder unfavourable developments are expected 1in
manufaturing and trade. At the same time mining and quarrying
is supposed to expand at a positive rate of approximately 3
percent (Table 2.7).
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3.0 PRICE SYSTEM

17. Until June 1989 market regqulation had a very limited
influence on the structure of commodity prices. Instead,
prices were subject to two types of regulatory activities:

- administrative price monitoring and screening,

- direct price control.
The institution designated to carry out these activities was
the Prices and Incomes Commission (PIC). Until the economic
reform package was launched in mid-1989 there were twenty-
three commodities whose prices were set by the statute and
enforced by the PIC and the Department of Price Control of the
Ministry of Commerce and Industry.

18. Admninistrative direct control over prices was rather
costly and never sufficiently effective, despite considerable
efforts of the institutions involved. The pressure on PIC was
constantly growing and large number of key companies filed
applications requesting exemption from the price freeze. Such
permissions were granted in a number of cases. In the period
of administrative price control numerous cases of black market
operations emerged and could not be put under control. It is
generally believed that the scope of parallel market
transactions expanded during this period.

19. In recent years the rise in prices has accelerated
(Tables 2.8, 2.9). Various problems may be identified, which
were brought about by the direct price control in the past.
It was, Aacvever, finally recognized, that a Dbetter
administrative control or improved legal discipline could not
change the ~sscr-e of the problem. The roots of unfavorable
developments in the price policy have to be seen in the
context of stiictural issues like: losses in export revenues,
curmulative loan repayments, low capacity utilization, etr~.
and they refer to objective discrepancies between demand and
supply. Under direct control, prices were not reflecting
relative scarcities of products and resources and were not
sending the right signals t5§ both producers #hd consumers.
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TABLE 2.7
Dynamics of G.D.P Components
(percentage change over previous year)
st constant (1977) prices

1986 - 1990 Average rate
1986 1987 1968 1989 1990 1987-89
1. Agriculture, Forestry
ond Fishing 8.7 -2.2 19.3 2.7 -7.3 4.8
2. Wining and Quarring -5.0 4.4 -12.9 9.5 2.9 0.3
3. nenufacturing 0.9 8.8 18.2 -0.5 -3.5 9.4
4. Electricity, Gas
and Water -2.c -12.5% -1.5 -18.6 2.2 -10.9
5. Construction 5.2 -4.7 -9.1 -10.0 -9.8 -4.8
6. Wholesale and Retail
trade -0.2 4.1 2.1 0.8 -4.0 2.7
7. Restaurants, Bars,
Notels 8.8 -0.6 4.5 -£.9 3.0 5.5
8. Transport, Storage
Commmicstions 0.8 4.0 -1.1 -2.6 -1.2 0.1
9. Finencial Institutions -6.3 -10.6 18.1 -11.8 5.7 33
10. Resl Estate and
Susiness Service -0.2 5.9 1.0 0.8 3.0 2.2
11. Commmity, Socisl and
Personal Services -2.1 3.5 0.8 0.6 2.6 1.6
12. Import Duties 13.1 2.7 -27.7 1.8 15.3 8.7
13. Less: imputed Banking
Service Charges -5.9 -10.8 17.7 -12.1 6.2 3.2
Totat G.D.P 0.7 2.7 6.3 -1.0 -1.7 3.0
Source: CSO
TABLE 2.8
Dynemics ct ¢ ices ——
{aversge vl L clange)
1% - 1990
1980 1964 1985 1986 1967 1988 1989 1990
JUNE
GDP Deflator 18.3 41.1 8.1 41.5 6.4 105.6

8) Low Income 11.7 20.0 37.4 51.6 43.0 55.6
b) High Income 11.5 20.7 32.8 58.3 54.5 45.1
Wholesale Prices . off —
8) All Goods 9.2 28.0 47.2 115.9 84 .4 11.5
b) Consumer Goods 15.0 15.4 41.0 62.0 70.9 29.0
c) Export Goods 5.3 7.7 7.2 138.5 50.2 29.2

126.7 124.6*
106.2 107.5*

Source : NCDP/CSO : Consumer Price Statistics, Mational Accounts Statistics.
* As compered with June 1989.
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TABLE 2.9
GDP Deflator by Sector of Activity
(percentage change over previous yeer)
1980 - 1990

1. Agriculture, forestry

and Fishing 116.9 4.4 2.6 56.9 1.2 M.z 97.2 83.4
2. Mining and Quarrying 1.6 16.4 76.0 125.2 9.4 3%.7 123.5 10.9
3. nerufacturing 19.2 20.3 48.0 80.1 3.6 4.9 131.0 118.2
4. Electricity, Gas, \ater -1.9 0.8 -0.6 139.3 64.0 30.3 59.6 21.3
S. Construction 16.8 15.2 7.3 51.6 41.4 n.7 58.8 368.9
6. Wholesale/Retail trade -8.4 3.7 40.8 115.1 63.0 21.3 47.3 57.5
7. Hotel, Bars, Restaurants 21.6 16.3 37.3 58.4 66,4 &4.6 95.0 53.2
8. T-ansport/Commmication %.6 13.5 4.9 .2 35.8 45.3 145.5 s1.2
9. ' inance/Insurance 17.7 16.9 36.6 107.5 8.6 2.8 86.4 33.6
10. teal Estate and Business

Services 7.5 30.7 32.4 65.7 45.1 21.0 38.5 68.1
11.Commmnity, Social and

Personal Services 10.6 13.1 13.3 27.8 2.9 8.9 3.9 101.7
12.lmport Duties 26.0 55.6 15.2 138.3 63.0 3.1 95.8 53.7
Source: CSO
* Estimates

20. In recognition of the necessity of the need to change
above price control system the decision was made in June 1989
to deregulate all prices, except for maize meal (a strategic
consumption item especially for the low-income group). A
rapid price increase which followed was the result of a
natural adjustment process as the previously surpressed
inflation emerged and prices went up towards their market
clearing levels.

It is a pure economic necessity that this portion of inflation
has to be absorbed, but from the point ¢f v.ew of the society
this is usually a very difficult and painfuwl process. To this
end, during 1989 the Government prepared a social programme
containing a wide range of projects aimed at cushioning the
impact of adjustment policies on the most vulnerable social
groups.

21. Proper implementation of the new price policy-becomes one
of the major challenges in the period after launching of

radical economic reforms, as the society tends very often to =

interprete the economic situation from the sole perspective of
price movements. However, long-term effects should lead to
general stabilization of the economy.

22. In order to reduce the budgetary cost of maize subsidies
and discourage smuggling, maize prices were increased almost
threefold in January 1989. This allowed to cut maize
subsidies by one half. At the same time, in order to protect
the low-income groups, a coupon scheme was introduced.
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23. Despite Government's efforts to protect the most
vulnerable groups, the Zambian population still remains very
sensitive to changes in maize meal prices. Increase of these
prices by approximately 100% in June 1990 is widely considered
as the immediate cause sparking social tensions and riots.
24. Recent efforts of the Government are oriented towards
decreasing the price of mealie meal through liberalization of
maize sales and decontrol of marketing arrangements. Under
the new regulations introduced in September 1990 farmers are
allowed to sell maize directly to millers. At the same time
the retail prices of maize meal were reduced by 20 percent.

25. The recent structure of price increase has been
unfavourable from the point of view of the low-income group.
Consumer Price Index for the low-income group registered an
increase of 56.6 percent in 1988 and was over 10 percentage
points higher than that for the high income group.

This unfavourable disproportion still increased in 1989
resulting in the index for the low-income group higher by
roughly 18 percentage points (Table 2.8).

26. Given the momentum of the price increases already gained,
it might be difficult to adhere to the targeted, maximum
inflation rates assumed in the Policy Framework paper (1990 -
not more than 55 percent, 1991 - 40 percent, 1992 - 25 percent
and 1993-15 percent). In the first half of 1990, consumer
Price Index for the low income group grew to 124.7 percent,

but the rate of growth of consumer prices was indicating some

deceleration.

4.0 EMPLOYMENT AND INCOME POLICIES

27. Despite improvements in quality of available labour
force, employment has been declining for a number of years
(Table 2.10). Parallel to that, incomes in real terms have
been decreasing. During the past decade employment in mining
and quarrying has fallen by some 13 percent, partly as a
result of cost-reduction measures pursued by ZCCM. This
tendency is likely be continue, given tihe gradual decrease in
copper reserves.
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TABLE 2.10
POPULATION AND LABOUR FORCE

1. Total Population (miltion) 5.68 6.72 6.95 7.15 7.35 7.57 7.79
2. Rate of Crowth

(previous yesr = 100) 103.30 103.4 102.8 102.9 102.9 102.9
3. uUrban Population (million) 2.26 3.00 3.20 3.4 3.6 3.8 4
4. Labour Force (million) 1.65 1.9 2.70 3.% 3.78 3.8 3.8
S. Formal Sector Esployment 0.332 0.361 0.361% 0.361 0.362 0.370 0.377

6. Urban Population as percentage
of total population (%) 40.0 & 6 46.0 48.0 49 50.2 51.3

7. Formel Sector Esployment as
percentage of Labour force 23.2 18.1 13.10 Q.40 9.6 9.7 9.8

* Provisional
Source: estimates based on information provided by €SO

28. The unfavorable tendency in real incomes over the past
decade could not be counterbalanced by an increasing practice
of granting employees extra bonuses in form of various fringe
benefits.

Real average annual cash earnings in the formal sector _have
fallen sharply below their 1980 level, accompanied by a
du.vnward tendency in output per worker.

TG There is an urgent need to increase employment by
relnting excessive reliance on capital-intensive techniques
+4.5.ed in the past. Adjustment processes, including

p:ouotion of agriculture and non-traditional exports, should
increase the importance of 1labour-intensive methods of
production generating considerable amount of new Jjob
opportunities.

5.0 FOREIGN TRADE AND THE BALANCE OF PAYMENTS BASED ON COPPER
EXPORTS

30. In the past, foreign trade was one of the major driving
forces in economic development in Zambia. However, after the
global economic shocks of the 1970s and and the 1980s resulted
in dramatic decline of world copper prices and coupled with
emerging production barriers in the Zambian copper industry,
lack of diversification in foreign trade became one of the
major development barriers.

Structural disproportions between export revenues and import
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demand, lack of imported inputs, inability to further develop
non-traditional exports, led to a widening of Zambia's balance
of payments disequilibria and to a very high national debt,
as related to population, GDP or export earnings.

31. Supported by favourable tendencies in world copper
prices, improved control over import expenditures, and
stronger motivation through devalued local currency, Zambia's
economy maintained and even considerably improved (by
approximately 30 percent in dollar terms) the positive Trade
Dalance in merchandise last year.

on the other hand, the Current Account Balance deteriorated,
as the export surplus in goods of $561.8 million was
negatively adjusted by strongly unfavourable balances of
Investment Income, as well as transportation, insurance,
travel and other services. Negative balance on the Current
Account worsened to $189.2 million (Table 2.11) in 1989.

32. In addition to deteriorating Current Account Balance,
external disequilibrium was widened by recently prevailing
negative trends in capital movements. As a result of these
cummulative processes a large external debt was generated
which, in per capita terms approached the level of US $950,
which is among to the highest in the world.

33. Balance of payments estimates for 1990 were prepared in
sets of alternative scenarios depending mainly on different
assumptions corcerning cost of imported crude oil ($22 and $27
per barrel, recspectively). In the second scenario, as a
result of mcre axpeansive crude oil imports, the positive Trade
Balance dror: tc¢ $209.5 million and negative Current Balance
increases to minus $136.8 million (Table 2.12).

In view of the rapidly deteriorating situation on world crude
0il markets in August - September 1990, with oil prices going
above $35 a barrel, still more pessimistic developments in
Trade and Current Account may be expected. At the same time,
the United Nations embargo imposed on Iragi and Kuwaiti trade,
created a necessity to find alternative sources of oil

supplies. Crude o0il purchases (amounting to overws§ _ 10G...umm

million, on CIF basis, in 1989) clearly dominated Zambia's
imports in 1989 and 1990 (Tables 2.13, 2.14, 2.15).

34. Among the factors causing long-term unfavourable trends,

of the overall balance of payments, one can identify the
following can be identified:

35



TABLE 2.11
1989 SALANCE OF PAYMENTS ESTIMATES

CREDIT DEBIT
Goods and Services (K'Billion) ($'Million) (X*million) ($'Million
1. Merchandise 18434.0 1335.8 10680.8 773.9
Trade Balance 7753.2 561.8
2. Freight & Insurance on 553.0 40.1 2784 201.3
Merchandise
3. Other Transportation 344.0 2.9 1376.9 9.8
4. Travel 172.0 12.4 1359.5 98.5
S. Investment Income 17.2 1.2 6503.0 471.2
Government 5300.8 384.1
Public corp. 550.4 32.0
Other 651.8 47.2
6. Other Goods, Services & Income 103.2 7.4 618.0 4.7
Goverrment 103.2 7.4 494.5 35.8
Private 123.5 8.9
Unrequited Transfers 1567.9 13.6 &85.2 35.2
7. Government 1562.9 113.2 65.9 4.5
8. Private 5.0 0.4 422.3 30.6
9. Current Account -2610.5 -189.2
Capital Account Net Plus Errors
& Ommission 873.1 63.3
10. SDR Allocations
Overall Balance -3484.7 -252.5
Monetary 7029.8 509.4 -3545.1 -256.9
11. Monetary Authority 2239.6 162.3 -1173.6 -85.0
(8) Assets -1173.6 -85.0
(b) Lisbilities 2239.6 162.3
12. Commercisl Banks 665 1 9.7 -3Nn.5 -i171.8
(a) Assets -2371.5 -i7n.8
(b) Lisbilities [T | 49.7
13. Pasyments Arresrs ~06G.6 294.2
(2) Commercisl (9.5 31.8
(b) Debt Service 3621.1 262.4
14. Currency Re-aligrment 43.5 3.1

Exchange Rete: K13.8 per US Dollar

Source: Bank of Zambia
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TABLE 2.12
1990 BALANCE OF PAYMENTS ESTIRATES

1ST SCENARIO 2 SCENARIO

(x*Mitlion) ($'Million) (K*Million)  ($'mitlion

1 Exports (FO® nazs | w0k 18026 1090.6
of Which Copper 29118.5 939.3 291185 939.3

2. lmports (F.0.8) 27001.0 871.0 27307.9 880.9
3. Trade Balance 6801.6 219.4 64947 2095
4. Non-Factor Services (net) -9077.6 -292.8 -9089.1 -293.2
5. Investment Income (net) -12806.1 -413.1 -12806.1 -413.1
6. Unrequited Transfers (net) 11160.0 360.0 11160.0 380.0
7. Current Account -3922.1 -126.5 -4240.5 -136.8

Assumptions : average Kwacha/$ rate assumed to be 31.00
Scenario 1: price of Crude Oil assumed to be $22 per barrel
Scensrio 2: price of Crude Oil assumed to be $27 per barretl

Source: Bank of Zambia

Table 2.13
1909 IMPORTS (C.1.F.)

T CRUDE OIL  FERTILIZER  WAIZE  WMEAT ELECTRICITY  Ofwer  TotaL
MONTH K*000 K000 K+000 K000 X000 K000 K000
awary 1876 T e T ST C sz esn.0u6
FEBRUARY 113,89 s - 3,846 545,765 663,588
MARCH . 3,080 28,553 . 553,337 58,970
APRIL 147,352 - . . 2,207 512,327 661,886
mr . . . . 25,818 602,007 627,825
ANE 140,327 560 . - 2,78 1,353,349 1,516,956
Ly 219,671 s . . 19,823 638,750 878,28
AUGUST 20,357 518 . - 6,299 25,905 959,619 1,232,698
SEPTENGER 293,700 9,107 . . 21,93 887,123 1,211,864
OCTOBER . 1,380 7,07 339 2,525 1,239,637 1,272,952
NOVEMBER 284,203 41,33% 20,245 20,566 22,853 1,565,211 1,956,412
OECEMGER 321,975 7,168 “ 13,840 8,619 983,412 1,335,058
TOTAL 1,900,855 63,230 E3161 46,890 174,402 10,353,999 12,600,537
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Teble 2.1
CRUDE OIL INPORTS 1989
e ToMME  US$C.IE CLF  USSF.OS. 08
(X*000) (K*000)
JANUARY 95,164 13,273,891 139,376 12,955,023 136,027
FEBRUARY 77,5%0 10,847,061  113,8% 10,586,975 111,163
APRIL 0,313 13,347,083 147,352 13,026,532 143,70
my - - - - -
JNE 88,317 12,757,564 140,327 12,438,638 136,700
Y 98,953 13,511,951 219,67 13,155,893 213,783
AUGUST - - - - -
SEPTEMBER 89,816 12,992,278 260,357 12,641,487 233,867
NOVEMSER 90,667 14,210,137 293,700 13,826,463 285,654
DECEMSER 90,093 15,332,176 321,975 14,918,207 313,282
o T20,661 106,272,121 1,616,652 103,547,218 1,576,266

Source: Bank of Zambia, CSO.

Teble 2.15
1990 INWPORTS (C.1.F.)

T CRIE OIL  FERTILIZER  WAIZE  \WCAT  OTMER  TOTAL
MONT ¥ K000 KX'000 K'000 X000 K000 K*000
awarr | 2m.ez2 10,00 - - 1,780,573 2,060,406
FESRUARY . 5,452 - 20,662 1,722,969 1,749,063
MARCH 27,526 171,081 . - 2,220,508 2,6%,110
ARRIL 328,140 3,472 . - 2,847,827 3,199,439
MAY .

JUNE 316,603

Source: Bank of 2ambia, CSO.
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35.

burden of yearly operational expenditures payable in foreign
exchange. This constraint will be valid in the
foreseeable future, as well. It is estimated, in the PFP
that only to sustain copper production ZCCM will require
SDR 250 - 280 million of imports a year until 1993;

high burden of freight and insurance:;

still low level of receipts from tourism vis a vis foreign
travel expenditures;

largely negative balance of Investment Income;

low level of foreign direct investment in Zambia
consisting mainly of reinvested earnings, with very
limited amounts of new equity:;

high burden of the principal component in loan repayment.

Among export items, copper is still by far the most

important one, with the recent share in export earnings of

above 85 percent.

Cobalt is ranking second, with the share of

approximately 6 percent (Tables 2.16, 2.17, 2.18).

TABLE 2.16
1968 - 1990 EXPORTS (F.0.8)
1988 1909 1990 *
K,(NIL) $,(MIL) K,(RIL) $,(NIL) K, (niL) s, MIL)
COPP-F 8339.6 834.0 16353.1 1185 29118.5 939.3
- ZINK 161.9 16.2 301.9 21.9 291.6 9.4
LEAD 19.0 1.9 8.5 0.6 1.9 0.1
COBALT 598.2 9.8 1101.2 ™.8 2118.7 68.3
SY-PRODUCTS 4.0 4.4 40.5 2.9 8.8 2.7
ELECTRICITY 9.7 9.7 70.8 5.1 329.9 10.6
OTHER PRODUSES 480.5 46.1 460.4 3.4 1806 58.3
N
RE -EXPORTS 66.3 6.6 97.6 7.1 52.2° * 7
TOTAL 9786.2 978.7 18434 1335.8 33802.6 1090.4
Exchange Rate: Kwacha/US Oolter = 10.00, 13.8, 31.00

* Provisional estimstes

Source:

CSO, SANK OF ZAMBIA
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JANUARY -APRIL 1990 EXPORTS (F.0.8)

...............................................................................

2,493

DOMESTIC  EXPORTS
NONTH TOBACCO  ELECTRICITY RINERALS OTHER RE-EXPORT  TOTAL

K*000 K*000 X000 K*000 K000 K*000
P S s 1eee se0m nam 1em.e1
FEBRUARY - 16,333 2,081,241 83,6835 3,239 2,18(,448
MARCH - 3,700 3,903,211 188,356 5,366 4,120,642
APRIL - 17,14 3,073,839 21,93 7,659 3,370,135
Source: Bank of 2ambis
TABLE 2.18

1990 METAL SALES (F.0.8)
""""""" cerer  zmc | e comaT  eremuct  TomL
TONNE K000 ToE K*000 TOMNE K'000 TOMMNE K'000

AT 31,360 1,196,007 105 6911 30 <20 3 18,57 10,982 1,398,900
FEBRUARY 41,773 1,930,276 %8 29,015 - - 281 116,602
MARCH 50,344 3,684,797 1,270 49,965 10 38 33 159,20
APRIL 39,463 2,838,77¢ 609 27,133 - - 4TS 205,087
MAY 20,964 2,482,8¢7 240 8,490 - - &9 217,310

7,350

Source: Bank of 2asbis

It might be expected that export revenues will be subject to
structural change over time.

gradual,

Volume of copper

exports may gradually decline as access to ore deposit is

becoming more

2.19).
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and more difficult and
decreasing ZCCM finished copper production in the 1980s (Table

is

evidenced by



TABLE 2.19
ZCCM FINISHED COPPER PRODUCTION (1982 - 1990)

YEAR PRODUCTION (TOMNES) YEAR noNTH PRODUCT 10N
1982 583,967 1990  JANUARY 37,368
1963 S74,7T2 FEBRUARY 32,306
1984 521,01 RARCH 38,799
1985 479,448 APRIL %,532
1986 459,172 My 33,1%
1987 483,039 JUNE 27,038
1988 422,221 JARY 30, 1%
1989 450,707 AUGUST 40,335
SEPTEMBER 40,928 *

® pProvisionsl
Source : ZCON

Despite recent mixed developments in copper prices, most of
the international, mid-term predictions are pessimistic, so
the problem may be exacerbated in early 1990s by decreasing
unit values. ] )

36. The only compensatinc d«~velopment for the declining
traditional copper expn:Ls may come from export
diversification. This ©pronp.em creates one of the major
challenges for the country :n medium and long-term.

Despite expected progress in 1990, non-traditional exports
both in absolute and relative terms still play only marginal
role in the foreign trade.

37. Systemic changes in foreign trade aimed at export
promotion and its diversification include new active exchange
rate policy launched at the end of 1988 and continued until
the present time. Aftey devaluations,ofpNovember 1988 and
June 1989, a dual exchange rate system was introduced in
February 1990.

This system was aimed at promoting the growth of non-
traditional exports, attracting foreign private investments
and reducing the scope of parallel market operations. The dual
exchange rate system has two types of exchange rates: the
official rate and the market rate. Within the Official
Exchange Rate the Kwacha remained pegged to the SDR. At the
same time, the Market Exchange Rate was fixed on the basis of
the US dollar/Kwacha par rate of US $1 = K40. In October 1990
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the market rate wvas also made to crawl, as was the case of the
official exchange rate.

38. The market exchange rate is applied to the following
foreign exchange operations:
-Non-traditional (non-metal) export receipts and foreign
exchange earnings from hotel and other services which
are eligible for the retention facility under the Export
Retention Scheme;
-foreign private investment;
-donor balance of payments support (with some
exceptions) ;
~foreign exchange sold by tourists and any one else
wishing to sell it on a "no questions asked® basis.

As foreseen in the PF? the process of exchange rate
adjustment will be continued until this parameter reaches the
market clearing level (not later than mid-1992).

39. After the dual exchange rate system was introduced in
February 1990, total Kwacha earnings from non-traditional
(non-mineral) exports were increased considerably (Table
2.16), due to depreciation of the local currency.

The share of non-traditional exports in the total value of
exports was only 5.3 percent at the end of the first quarter
of 1990. In dollar terms, non-traditional exports fell from
$62.4 million in 1988, to 45.6 million (only 3.4 percent of
total exports) in 1989. It is estimated that the non-mineral
exports will ammount to $70.6 million »v :he end of 1990
contributing to 6.5 percent of the total expourt earnings.

40. In order to supply economic entities with additional
export incentives a liberalized foreign currency retention
guota system was introduced. This system allows to move a
greater share of export hard currency earnings directly to
producers and exporters creating conditions for their 1less
constrained business initiative. - e

41. In addition to this, export licencing system has been
streamlined with the objective to abolish bureaucratic
barriers hindering export development. An Export Promotion
Board and Export Revolving Fund were ~stablished. The
objective, according to the PFP, is to achieve an annual rate
of growth of non-traditional export volumes of 10 percent.

42. In the beginning of 1989 regulations governing "no-funds”
imports scheme were further liberalized. This facility allows
imports scheme to be purchased with foreign exchange from
sources other than Bank of Zambia and items to be purchased
are subject only to few restrictions.
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43. To improve efficiency of the national economy new tariff
policy in foreign trade is being introduced. The main
objective will be to keep protective tariffs to a minimum and
reduce the dispersion of protection.In the future, minimum
tariff rates for each import category will be levied on all
items presently zerorated, or subject to discretionary
exemptions and rebates.

44. In 1989, SDR 644 million of debt service payments
(principal and interest) were scheduled to fall due. Even
with this years' exceptionally high copper prices this
represented 80 percent of export earnings (after deducting
fixed import requirements of ZCCM).

45. In view of the wveakening copper prices in the mid-1990s,
as projected by experts, it is widely agreed that Zambia will
not be in a position to service its debt fully on a current
basis at any time in the foreseeable future. Thus, special
arrangements will have to be made and the dialogue with both
bilateral and multilateral creditors will need to be
intensified.

46. The bulk of Zambia's outstanding stock of debt is owed
to bilateral creditors (approximately 42 percent) and to
multilateral creditors (approximately 36 percent). The rest
of the debt stock is owed to other financial institutions (10
percent) and to various non-guaranteed private creditors.

47. According to the PFP, approximately SDR 281 million ire
needed in 1990 to meet Zambia's debt service paymernccs to
multilateral institutions. At the same time, ‘iuc o
unprecedented o0il price increases, the negative vryest
account deficit may reach, or even exceed SDR 136.8 w:liirn
level assumed in the second scenario of the Balance of
Payments for 1990.

48. Arrears to the International Monetary Fund and the World
Bank at the end of 1989 amounted to SDR 919 million.

An agreement to clear the arrears to the multilateral
institutions and permitting resumption of financial -support

from these institutions is expected to be reached at the end

of 1990. Zambia‘'s bilateral debt was rescheduled in 1990
under a Paris Club agreement covering the period from January
1987 to December 1991.

6.0. MONETARY POLICY

49. The new monetary policy introduced in the reform package
of June 1989 has been targeted at reducing the inflation rate
and stabilizing the economy.
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50. Both the rate of inflation and the rate of growth of
money supply were sharply accelerated in the period preceeding
the introduction of the economic reform package last year. The
rate of growth of "broad money"™ for the whole 1988 was 61.6
percent, however, it grew by 83 percent in the final quarter
of the same year, at a seasonaly adjusted annual rate. The
momentum money supply already gained indicated major
difficulties in bringing last year's inflation rate down
below 80 - 90 percent level, as initially targeted.

51. In 1989 a major effort was done to impose monetary
restraint and thus decisively help reduce inflation in the
medium term. The immediate target set for 1989 was to reduce
the rate of growth of "broad money"™ to 50 percent, assuming
continuation of this policy, it would allow for cutting
inflation rate by half in the beginning of the 1990s, as
envisaged in the PFP. The actual rate of growth of broad
money in 1989 was higher by approximately 15 percentage points
from the target level. This allowed for higher than expected
increase of prices. Consumer price index averaged 124.7
percent, but went up to 154.3 percent at the end of the year.

52. The integrated action plan introduced by the Bank of
Zambia in July 1989 was the major tool in implementation of

the concept of enforcing monetary restraint. It included the
following decisions:

- an increase in minimum reserve requirements;

- payment into the Bank of Zambia of the Kwacha counterpart
to overdue parastatal external debt obligations;

- an introduction of a non-rediscountable government bond
aired at absorbing excess liquidity in the banking system
ar- -:dwcing credit expansion;

- increase of interest rates by approximately 10 percentage
points.

Moreover, in order to decrease money supply the Bank of Zambia
decided to limit its approval of debt - equity swaps only to
those cases, where an.invest¥®nt in productive activities was
undertaken. '

* L]

53. New levels of interest rates introduced in July 1989, as

an element of adopted monetary policy, were the following:

- the basic interest rate of the Bank of Zambia was raised

from 19 percent to 29 percent;

- the maximum lending rate for commercial banks went up from
25 percent to 35 percent;

- the upper limit on the rate of interest on loans to
peasants and small-scale farmers for agricultural purposes
charged by commercial banks was set not to exceed 33

percent;

- the interest rates of treasury bills were increased from
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18.5 to 28.5 percent:
- saving rates of banks went up from 13 to 23 percent.

The term structure of nominal average interest rates in the
first half of 1990 is indicated in Table 2.20. In October 1990
the Bank of Zambia basic lending rate for commercial banks was
further increased by 5 percentage points.

TABLE 2.20
TER® STRUCTURE OF NOMIMAL AVERAGE INTEREST RATES
(FIRST MALF OF 1990)

...............................................................

Savings 3.0
Fixed 30 days 35.0X
tixed 60 days S5.7%
Fixed 120 deys 28.1 %

Amounts over Kuacha 1 million

60 days 28.7 X
120 days 29.6 %
Treasury dill rate 5.0%
Long-term bond rate n.ox

Source: Bank of 2ambia

54. Despite 1989 considerable increases of nominal interest
rates, due to a high inflation rate, their real values were
still on the negat ve side in 1990.

This situation -eJuirzs concerted actions in order to bring
inflation fully under control and further adjust interest
rates until they reach positive values. The latter may be
very difficult given the present momentum of the inflation
rate. Current interest rates are already considered in some
parts of the business community as a disincentive to invest
and develop economic activity.

' 55. Due to growing inflationary pressures, overall propensity
to save in Zambia hagpdeclined in recent years. The negative
tendencies in savings and as a result in investments, were
strongly supported by highly negative real interest rates,
large budget deficits and fall in foreign assistance. In 1989
Gross Fixed Capital Formation (Table 2.4) accounted only for
5.5 percent of GDP and, according to estimates, it was too low
to ensure even simple replacement of capital stock. However,
the Fixed Capital/GDP ratio is foreseen to increase by 2.5
percentage points, as compared to the last year's level.

56. As a result of implementation of the new monetary policy
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the rate of growth of broad money supply is expected to drop
drastically to 25.4 percent in 1990. After eight months of
1990 the actual rate of growth of broad money was 17.3
percent.

7.0 CAL ICY

57. The major objective of the fiscal policy was to reduce the
inflation rate and create a more stable internal economic
environment through balanced budget.

58. Among the factors influencing rapid escalation of the

budget deficit since 1986 were the following:

- continued subsidies in food and agriculture:

- growing burden of debt service cost on foreign loans: .

- rise in domestic interest charges on Government debt
following liberalization of domestic interest rates:;

- decreasing discipline in budget expenditures and various
other deficiencies in the public expenditure management
system. ’
The growing budget deficit was financed mainly by increased
money supply, which had an adverse effect on maintaining
internal balances.

59. Fiscal performance improved in 1989 as compared with the

previous year. The overall deficit on a commitment basis was
recorded at 9.5 percent of GDP. The deficit on a cash basis
dropped to 7.1 percent. Govornment Revenue and grants
decreased from 18.3 percent c¢! P in 1988 to 17.7 percent of
GDP in 1989.

Expenditure and net leading (ercluding foreign interest)
decreased from 26.7 percent in 1988 to 24.1 percent of GDP in
1989. A further decrease of expenditures to 22.8 percent of
GDP is foreseen for 1990, with revenue and grants growing to
24.5 percent.

60. Improved fiscal performance in 1989 may be largely
attributed to the measures taken in conjunction with the
economic reforms package launched during the year, aimed at
achieving of the following objectives:
-creating a socially and economically justifiable,
modern tax system;
-orienting the tax system towards stimulation of
structural changes and export expansion:;
-broadening and clearly defining the tax base:;
-increasing efficiency of tax collection.

62. Among measures taken in 1989 and 1990 to fulfill long
term objectives specified in PFP were the following:
-a review of the structure cf tax exemptions and tax
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relief;

-widening the sales tax base;

-imposition of ad valorem duties on import items
previously zerorated:

-levying of partial cost recovery charges and fees in
the education and health sectors.

63. Since the introduction of economic reforms in 1989 a
considerable effort has been made to strengthen the budget
expenditure control and,- in general, to create an efficient
public expenditure management system. The Public Investment
Programme (PIP) adopted at the end of 1989 is an important
element of this system. The PIP drawn out of the Fourth
National Development Programme, is the expression of the most
recent Government priorities. It has been generally agreed
that there should be no public investment projects outside the
framework of the PIP.

64. However, some isolated cases of Government and
parastatal's projects, continued from the past, could be
identified outside the framework of the PIP in 1990. In the
future no new public projects can be undertaken (both by the
Government and the parastatals) outside of the framework of
the PIP. National Commission for Development Plannning (NCDP)
in conjunction with the Budget Office will screen and
carefully monitor implementation of particular projects and
check on allocation of funding.

65. There is a great need to maintain the 1-7.:..um of reforms
in the area of fiscal policy.
The following issues can be identified < uirunt tasks to

further improve the fiscal policy:

- all major fringe benefits should be brought under the tax
bracket and personal allowances and should be eliminated.

- the tendency should be abolished to submit end-of-year
request for supplementary appropriations which distort the
fiscal discipline ands impede adequate expenditure
planning, should be abolished:;

- the amount of budget subsidies should be further decreased
and at the same time a review of the structure and levels
of recurrent departmental charges (RDCs) is necessary to
improve efficiency of important sectors of the economy:

- company income tax relief structure should be adjusted to
efficiently promote non-traditional exports.

In medium-term, a value added tax is recommended for
Zambia, in line with universally accepted tendency to
avoid cummulative effects of the sales base.
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W. HUBNER

A)

B)

Guidelines for Preparation of the new,
updated Public Investment Program
1990 - 1993

Present Status

Documents existing and currently in use:

1. Fourth National Development Plan (FNDP) launched:
January 1989

2. Estimates of Revenue and Expenditures for the year 1990,
prepared on the basis of FNDP, published January 1990.

3. Economic and Financial Policy by GRZ in collaboration
with the staffs of the International Monetary
Fund and the World Bank. Published August/September
1989.

4. Public Investment Programme, prepared by GR2
in collaboration with the Fund and the World
Bank.

Some problems identified in connection with documents

)

1, Analysis of the documents in question allows

to formulate a general observation that they
are, so far, not fully consistent with each other
One can rather identify two groups of corresponding
documents:
- first: FNDP and the Budget

- second: Policy Pramework and PIP

First and second group do not always correspond

with each other.

2/...-.




2. PIP drawn out of the Fourth National Development
Plan is supposed to be an expression of the most
recent priorities and is constrained by the verified,
actual funding available. It has been generally
agreed that there should be no investment projects

accepted outside the framework of the PIP.

However, some important on-going projects can

be identified which are still being implemented
outside the agreed framework of PIP (eg. Sports
Stadium, Party Headquarters etc). They are isolated

cases, but they do exist.

3. Awareness about the PIP concept and logic behind
it is still rather limited in some sectoral ministries.
‘he e are reported cases that the ministries
.7+ = rking on project preparation not bothering

c¢ comply with the PIP constraints.

4. Not only some marginal, isolated government on-
going projects are not included in the PIP; in
addition to this some parastatals' investment
activity has not yet been captured in this document.
The newly prepared PIP should include both:
all government and all parastatal investment

projects to be implemented.

C) General Orientation: of future investment strategy

(accordingto the Fourth National Development Plan and
the Policy Pramework Paper):
- investment strategy has to be strictly consistent
with resource availability and priorities identified

by the Government and indicated by ?I¥;



- highest priority has been given to rehabilitation
and maintenance of already existing facilities.
Particular emphasis is on completion of on-going
projects, to avoid losses in already frozen

expenditures;

- In 1991 no new projects can be undertaken (both
by the Government and the parastatals) outside

of the framework of the PIP;

- NCDP in conjunction with the Budget Office of
the Ministry of Finance will screen and carefully
monitor (on quarterly basis) implementation
of particular projects and check on allocation
of funding. Pcr this purpose special computer
based syster =~ }! be used. 1In order to increase
expenditure Ziscipline and improve implementation
efficiency of the investment program as outlined
in the PIP both NCDP and Ministry of Finance
will use all their authority to block implementation
of "wild" projects, from outside of the framework
of the PIP, even in case they do not require

outside financing.

Specific Profiles of Investments:

a) Agriculture: highest priority has been given

to projects promoting smallholder agriculture

(including improved research marketing and extension

services);

b) Transportation: highest priority to repairing

and restoring of road and railway network.
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c)

d)

Energy: priority c<n rehabilitation and maintenance

of already existing facilities.

Health and Education: 1in order to stop the

deterioration of the social infrastructure,
better funding will be offered via increased

recurrent departmental charges.

Attention will be paid to protect the most vulnerable

social groups during the adjustment process.

o) Tasks to be completed in the process of preparation

of the new PIP.

l.

Identify existing projects being implemented
outside of the old PIP. (Onlv those considered
as major ones, decisive f. i %“e point of view
of the national economy) The "¢/ PIP should
cover all actually implemented projects, as
Zambia is looking for untied funding to finance
the whole package of projects of the highest
priority. Otherwise, if PIP covers only selected
projects and the financial and investment discipline
cannot be maintained, the donors will tend to
offer funding for specific projects only, leaving
Zambia with a serious financial gap.

The existing inconsistencies between Budget
Expenditure document and the old PIP, which

could have been justified to some extent in

199¢ (there was no timely coordination, and

some old procedures were still applied)
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- cannot be maintained in 1991.

3. As:

a)

b)

no major priority shift can be identified
by the Government of Zambia;

the old PIP is generally considered (apart
from some critical remarks specified above)
as a good document in substdntive terms

and is using an adequate format;

The new PIP may not be prepared from
scratch as a completely new document, but
rather should be created as an adjustment

to already existing programme.

4. Adjustments in the new PIP should includ: 1:.e

following problems:

the list of major on-going projecv; .r-uld

be completed;

all leading investment projects by parastatals
should be captured;

if within particular sectors, or in the economy
as the whole there has been a shift of
priorities; or the circumstances and conditions
of project implementation have considerably
changed - the new PIP should be adjusted
accordingly to reflect the actual situation.
the new PIP should take into consideration
most recent changes in the rate of exchange,

adjusting the Kwacha equivalent of imported

6/....



inputs accordingly. The new PIP should
be based on the most recent estimates
concerning the inflation rate.

- the new PIP should take into consideration
recent dramatic increase of fuel prices

and thus all transportation cost.

In general - in order to minimize organizational
efforts and concentrate on substantive decision
making proccss - the old format of PIP should

be used, with only minor improvements.

In order to maintain compatibility with other
national and external documents, the new PIP

should cover the same period (1990-93) as before,
however, should include a’l substantive adju:<’  ments

mentioned earlier.

Summary tables for particular sectors should

indicate separately:

a) the investment programme by the government
and
b) investment programme of the p. arastatals.

A note on Project Registration and Monitoring
System (prepared by the team of Dr. P. Nkanza)
should be included in the Policy Framework

Paper and this system should be actually used

for project identification and quarterly monitoring
as a very important tool in increasing efficiency
of the Government's investment procedures.

The same system should be used for identification
and monitoring of the parastatals' projects.

However, all relevant forms should not be presenqu



to the parastatals as 'cren ended”, triggering
a process of submitting "wishful lists™ of

project proposals.

The over-riding objective should be maintained:
identification, monitoring and disciplining
of investment activities in accordance with
national priorities and targets assumed by

PIP.

10. Without prior clear consent, no deviation from
accepted priorities and limits should be accepted.
NCDP and Ministry of Finance should use all
the authority to control the implementation
of the investment programme. This should be
“ -1e by screening all project proposals, precise
.:oring and strengthening of expenditure

~vwntrol.

All projects outside of the PIF framework should
be effectively blocked, even those based solely on

parastatal internal financing.



Ad hoc expertise and comments to the appraisal
of the Rasama Maize Mill project.

I CIn'=AL, REMARKS

l1.1. All comments that follow have been prepared on the
basis of information provided by INDECO (Appraisal Report

at 19/1/90, COMPAR print-outs of 11/7/90 with updated final
product prices, minutes of the Board meetings and additional
written remarks to the project). There was no possibility
to verify input data used in the appraisal report, like
required investment cost, or particular components of operational
cost, including admin. overheads. Neither was it possible
to vertfy estimates covered by the Market Analysis (demand
gaps, structure of consumption, etc). It has been assured
that all data presented in the documents a -~ adequate and
reflect realistic estimates of both cost and revenues of

the project.

l1.2. 1In order toc formulate a balanced opinion about the
project in question, one has to distinguish at least three
separate issues emerging during the on-going debate on
project implementation:
A) Logic behind project implementation from the
point of view of the Zambian economy.

B) Appraisal done so far with application of the
UNIDO soft ware COMFAR.

C) Apparent unwillingness on bhehalf of the representatives
of shareholders "B" to participate and support
the idea of project implementation.

Pelow some comments have bheen presented which refer to
these three groups of probhlems.

II SPECIFPIC COMMENTS:

2.1 Project idea from the point of view of the Zamhian
economy.

T™here is no doubt that the need of project implementation
is strongly justified from the point of view of the national
ecconomyv ac a wvhole Peonomie immnact on socieeeconomic cost -




benefit analysis would clearly support project idea exposing

socio—~economic merits which are less relevant while essessing

the _r~ect in purely financial or commercial terms. hmeaded

version (with up-dated prices) of the project appraisal

(from 11/7/90) proves that the project icdea may he supported

not only by the socio-economic, national considerations

but may be viable in commercial terms, too. This statement

has to be taken, however, with some reservations - probably
deceisive - as couple of details in project appraisal

documents require clarification and some issues should

be rectified. Under next paragraph 2.2 one may find some

suggestions in this respect.

2.2, "COMFAR" System and "COMPAR" Application

A, Despite some rigidities in initial system's design
(first version was created almost a decade ago), UNIDC's
experience with application of COMFPAR has been generally
positive. Today's version (2.1) allows for much more flexible
and multidimensional approach to proiject's appraisal.

Very powerful tools (eg. sensitivity of IRR examination,
comparative type of analysis etc) have been included in

the currently used software package. COMFAR as a specialized
system for investment project appraisal is permanently

being developed and improved and the most recent versions

are automatically being supplied to COMPAR users all over

the world. COMFAR meets most of international standards
required while preparing project appraisal, however, it

has to be used by highly qualified specialist. By the

same token the results obtained in COMFAR schedule »i'nuld

.- irterpreted with understanding of all characteristic
features of this software.

B. Application of COMFAR for Appraisal of the Project

in Question

Pirst impression is positive, the system has been used
by thoroughly trained personnel and there are clear marks
of understanding of software specifics.

precise evaluation of the work done is not possible
without discussing particular issues with the specialists



involved or looking into the Data &r-- - ... It seens,

however, that several issues need to be clarified, explained
or even corrected to supply the fin:* decision-making body
with more precise picture of the project. The following

are, in opinion the most important issues:

more attention shorld be paid to the assumptions
concerning the bhuild-up of working capital. There

is no provision for n initial build-up and later

a decrease in W.C. takes place mainly due to gquestionable
assumptions on current liabllities vg. Current assets.
There is no provision for spare parts build-up over

two first years of production.

There are no investments during production period
whatsoever. Maintaining target capacity over the
period of 15 years without replacement of some elements
of especially rotating machinery might occur very
difficult in the reality:

Attention should be paid to the fact, that though

the liquidity position of the project is never endangered
(as may be seen from COMFAR Cash-Flow tables), the
actual, désagregated structure of the cash balance

is unfavourable. The project generates highly positive
stream of local currency, but at the same time each

year of operation is closed with a megative balance

in foreign exchange.

There are no assumptions concerning future inflation
which might affect the .project. I understand that
a standard assumption has been made about “neutral
impact of price changes both at the cost, as well
as, on the revenue side. However, under dynamically
changing prices and various cost components, as is
the case of Zambia now, some analysis of this issue
should be carried out. Synthetic answers might be,
of course, found in the IRR sensitivity analysis.



- Similar remarks refer to exchange rate and devaluation
issues., Cost of imported fixed canital, all foreign
operational expenses, foreign debt service expressed
in terms of Kwacha might change dramatically due
to potentiel devaluations in the future. At which
rates of exchange were both appraisal versions done?

- Grade period on local lcan should be two years (according
to assumptions p. 21 of Memo of 19/1/1990); as shown
in the COMFAR schedules it actually is onlv 1 year;

In gena~a: ' a country of a high rate of inflation, repeated
devaluations of local currency and possible structural

changes of inflation rate for various groups of cost items

on the one hand, and final product prices - on the othecr,

it is very difficult to carry out a convincing commercial
evaluation of an industrial project.

After introducing some improvements to the second
(11/7/90) version of the appraisal - commercial viability
of the project might be proved.

The most sensitive issue seems to he however financing
of the project. This is probably the weakest link and
the vaguest issue in the whole set of documents,

Proposed structure of the sources of finance needs some
clarification. As it is presented now in the documents,
this issue may leave considerable doubts (e.g. relation
between local and foreign loan, structure of equity, terms
like "NMMC internal generation®). From which funds jg the
interest during production covered?

Prom equity contribution?

I1II., ATTITUDE OF SHAREHOLDERS “B*®

Apparent unwillingness of shareholders "B" to support
the project and participate in its financing has to he
probably seen on a wider background.



Even though the project might seem relatively attractive
in commercial terms, as later appraisal proves - the actual
reason for lack of enthusiasm are deeply rooted in private
investors' opinion about poor performance and low efficiency
of NMC in general.

They might see, as well, alternative, more attractive -
from their point of view - ways of capital allocation.
They might be relatively more interested in doing good
business in general and not necessarily providing the region
with staple f£ood, which the local point of the Government's
approach,





