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Since the middle of tiw 1970s Zesbhia has Deen in & permanest econoRic
ecrizis. The mein couse of the crisis has Been » drastic decline in
income Trom the export of copper. The average price of copper Suring
1575/54, In stoble valee of money, was only halfl of he aversge price
during the preceding decode. The voluse of copper export also hes
declitmd, an shortege of forelgn sechange has made it difficult for
the copper Industry Lo keep wp its tacknalogicel level. Zssbin's
share of world copper exports declined from 4 per cent In 190 ta 7
per cent ten years lester,

Copper still sccounts for %0 per cent of Imbis's total export Bul
tte role in production and employment, as well s In goverrsent reve-
nues, hae beon declining.

T™his development, in combiration with the exgectod exhaustion of
Toebia's copper rescurces within the nest 20 years, Pas nade it groe
inaly urgent to creste conditions for s dewsicpeect tosarde s sore
Aiveraified ecoramy, The Imblian fovesreent has lsuncied & refors
progremsse sining ot & far-reaching resteuctering of the cowntry's
economy on & sarkel-orlecied basis, The progresse which i3 now being
carried through iscludes deregulation of prices, gradual sbolition of
uitaidies e increasingly free cospetition in seclors esrlier domi-
nated by state momopolies.

One slesent In this refomm progreems is the Introductien of & rew
syates for the allecstion of foreign exhcenge and for the deterwinra-
tion of escharge rates, On October &, 1585, weekly suclions for
foreign eschange were intraduced, Isporters and others sho reed
foreion sschange have to submit their bide through commercial benks
to & specinl committne sl the Bark of Zssbis wose woekly mwetings
ate slleonded by & represeedstive of the [N, In their spplicetions,
the biddere have to declare the porpose for shich foreign exchangs is
needed, the rote of US § in kwachs which the bidder io willing to pay
and the sount of foreign eschange needed, U5 3 s the only suction
CUrrency, the rates of other cuctercien Seing determisated on the
baals of ourrent interratiocal cross-rates. Coversmest institutions
are svenpted from the mxction syates,
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Iharo are in prirciple mo crestrictions e regarcds the king of
Qoods which can be sported or e courtrion of origin. Howewver, e
Bank of Jesbia has the right Lo refuae ary Bid withowt discloning the
resson.

The wsourk of Toreliogn eschange alloceted svery weok s Flusd in
advance. The lowmat bLid necessary for exheusting the weekly smourt
detoraines the exchange tates for all forelign exchange iransections
i)l the rext sxtion,

The names of all successful and unsuccrsaful biddecs are publisrved
in the mewspopera every seek, Iin prieciple the bidders obtaln the
foreign exchange during the wees following the mwtion, In prectice
the startage of forelgn exchange ceused By sxoesalve allocetions In
the sutuan of 1986 has led to » commidersble delay in octum] dis-
bursenents.

Ispectors seem Lo be satinfiod with the mction systea, In tre old
syston hey had 1o wilt many sonths Defare ey ot « or ware refused
= allocations of focelgn exchenge. The avallsbility of lsparted goods
has incTessed conpiderably since the intreduction of the rew ayates.
This has mede it poanible, ssong other thisge, O calee 4w ytilize-
Lion of cwpecitly in the sarufacturing Industcy, shich has been mf-
fering from shortage of ispocted irpwts.

The suction systen is suppotted by the Norld Barke o & rumber of
onor countries, The systes haa Lod 1o & devalustion of the keacha by
sbhout B0 per comt which probebly sears that the kacka 'as Setone
wndervelued,

The devalostion has Incressed the Inflstisnary pressure. Inflation
vt alfeady accelersling when the suction systes was introdced, =9 »
result of the dereguiation of prices sand he wolition of government
nenidion,

The suction system has reduced the donars' possibiiities to con-
trel the use of wmir funds. Once Included in the suction system the
fusds of & certaln drar cantel Be Lraced. Mowsver, the procedures
solied By the Bank of Jerbiis guarentess that the funte sllocates to
the Bladers are used for the putposes declared in the spplicstions,
As the dorara' contridutliona only sccount for stout Palf of the total
ount chenneled through the suction systes, It Is highly protedls
that every doror without aiffioulty oen Find erough cases of Legoris
which satisfy the donar's requiresects se Tegards the king of goods
inporied and the countries of origin.






PARY Y - ADCAOND
1 RADICA OwWex

in October 1985 Dank of lasbis carrled through » ctadicsl changs In
ite system for Pendling foreign exchange. The old sethod, based on
fised echarge reles and adeinistrastive allocstion of foreign ex-
change through licences Lesued by Bank of Zsabin, wes repleced by »
gyotom of weekly mctions, Both sxchange rates and the sllocelion of
svailsble foreign sachango temcurces have aince then Dedn detarmined
by » bidding procedure.

Ihe change Is to 5o regerded ms & link in the mare fundssenial
refors prograves for Jembia's econcmy, whilch is hew being carsied
through. The baslc ides of this prograsme ip o sake the coustry lesa
dependant on coppetr aines, which have seen helr sarket position
gradually weskened and are sxpected to be sxhaastad within the rest
20 years.

In ordecr to give the unevoidsbis restructuring end diversificatlen
of Tesbin's sconomy & sarket-of lesded basis, the Jssbisn Goverraent
Man decided te sbolleh the sarlinr system charsctecised by Tar-resch-
ing regulations, subsidies end governeent -owned sonopolistic conglos-
erotes, Elements In this reforn progresms are decegulstion of prices,
gredual sbolition of stsidies d increasingly free competition m
woll s8 the suction system for foreign sxchange,

S0 far such e suction syaten has Been tried only In & limites
mmber of coutries and no comprehensive study of the experiences
sade is avallsble, The following sttempt to sssens Lhe suction system
as mpplind By Bank of Iasbis Ia preceded By a murvey of e genetal
rcononic development in Jembia during the paat ten yeare, during
which the need of a fundasental refors programes hes seerged with
incressing urgency,

1he stody was carried oul on Detalfl of SIDA in Novesber, 1986, The
locel SIDA office and the Swedish Estassy In Lusesa made It possible
19 sccomplish e aludy within the linited tise availeble by giving
escellent mpport.




2 A ONE PRODUCT E00NOMY

Since the aiddle of the 1970z the lmsbisn economy hea Deen In &
chronic crisin; production hea declined and yneeploysent has Lncteds-
od. The country Pas Deen facing growing deficits both in the balance
of payment and the Qovermment tepdget, Infistion has Been high and
accelarating,

fhis development stands in sharp conirsat againel whal hagpened
during tha first decade of the counity’s independence; this wes »
period charscletied by Twvoursble end encoucaging soonamic trends,
Froduction and ssploysent were growing repldly without sny distucbing
istalences,

The charnge of scere Which has taken place since then (s By ™
means nlguwe In Africe, The econcaiss of all all-lepocting developing
countries suffered from the astl-2ack In the world sconoey which was
caused by the oll-crisins n the 1970s. What s wnigue is the degroe
of change, The contrast betwsen the situstion before snd afinr the
oli-crisis In more drasatic in Jeshia's case than in e case of any
other African countty. The explanetion is mot difficult to find, It
L1ies inm » fector partiy beyond the country's own control, nasely im
the Tact that the oll-erinis coincided within sxtresely wesk expoct
development for lasbia's dominat ing product , copper,

During the YWs and sarly 1970s satisfactory prices of copper and
o incressing volume of copper sxpacts provided the basis for s repld
growth of Both conmmption and Lnvestsents. During 1964-78 Zebin's
gross dosest e product rese by BRIV per oent ger awem, WBLOH e
mong the nighest growth rotes in Africe. In apites of a high rate of
populetion increase « mofe Lhan three per cent & yeor = Teal income
per ospita inproved considerably.

Crowing copper exporte led Lo loyst goserrment reverues, Masaive
Iwegtsonts were made in Infrestructore, and poblic msetvices wete
stoadily sxpended, Manufascturing indumtry also grew repidly, mot only
foc sarving the thriving copper mining isdustry Bul alse for delive-
ries 1o the rest of the home sariel, The contribution of sanufesctur-
Ing Intustry to the gross domestic profet rose from five ger oent In
1964 to twelve per cent in 1974,




Decay of the Copper Indumtbry

In the niddle of the 1970s this Tevoursble Lrend case [0 & sudden
e, The peralysing effects on the world economy of the fourfols
incteass of the price of @11 marted to sake Itself felt In the
desard Tor rew materials, In 1975 the price of copper fell from %)
ooty per 10 to 5 centa, The price has aince then fluctuated afounw
this Jowsr lewel without sy resl tecovery extopt for & short rally
in 1979/80, Calculated in stable value of soney the average prlce of
copper during 1975/B4 was only half of he sverage prite during the
preceding decade.

Te the adverse offects of the world wide recesalon were acded the
price-depresaing consesuences 0f the large excess CApeCity which hae
arisen in the copper induatry of the world., AL the end of tte 1900
tre extont of thip oscesn ospocity =09 ootimsted st 25 per cent,

It s ot only the adverse dewvelopment of price that hat
Ibia"s copper Industry. Tasbia s also wnebls to retain her share
af the world copper mariet. While the total world exposts of copper
reoe Qradeally, Zesbia®s export of the setal declined, The result wea
that Teshia's share of the warld copper suports wes reduced from 14
per cont An 1974 to seven per oot ten years later,

Vielous Circle
Ore reanon behind this developeent wan the nability of the Ibin
Copper INduatlery 10 kbep W 1ta teciwological level. The industry hea
cone Into 8 vicious clecle. The fallisng forelign exchange incose nade
At 21rfiouit to recew and saintain the egquipserd and this in Its tumn
reduced the ablliity to =arn forelgn sschange., The volume of copper
produwtion declined from 70 000 tonea In 1974 to &3 000 tonnes iIn
. The prodiction of other setaln -~ cobolt, lesd d 2inc - alwo
declined But the contribution of ees setaln 1o Jestiia's mports is
Linited « only shout Tive per ool as sgainst 50 per cent Tor copper.
e share of sining Incuatry In Zasdia's total oOosestic product
fell from X5 por cent in 1974 to only ™ per cent in 195, The mining
industiry’s share in Tesbhia's esporis has resalsed unchenged at sbout
95 par oent ., WAich shows that total exparts have declined at the seae
rate ax the mxports of mialng products,



Zextins Sross Domestic Product
Sectorial cosgosition, per cent
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Merufucturicg Indusiey

The weskrems of the nmining sector has Influeccsd the dewelcpemed
reoughout the whole Zeshisn sconomy. Mesufecturing industry has o
e large extent been Dulltl wp to supply and serve the alning Indua~
try. Merufacturing is alno Nighly dependert on ingorted rew meteri-
aly, furl and squigment, In e netal Indmtry Isported Irguts
sctount for ms auch sa 80 per cent of totel irpute. In Indestiries
which provide the local sarket with consumer Qoods such as testiles,
shoes and proceased food, the deperderce en inported Inpots 1a Less
than S0 per cest,

The decline in copper ssport has thus had 3 double offect on Lthe
marnufacturing sectar, It has teduted e merufasctoring induetry's
salos to the mines aod made it difficult to get foreign exchange for
By ing the recessary meplies from sbrosd,

The shortsge of focelgn exchange has prsvented the Inowetry fros
felly utilizing i1te cepacity. Very low figures - X per cent of
capecity wnd less - have Been mentioned in this connection, During
the past year cepacity wtilizstion seess 1o hawe [reressed conslders
sly st the Introduction of the suction systes Tor slioceting ferelon
exchange has increased the avallsbility of foseign sxchange.

In spite of all difficultien mince 1976 the volume of industrial
production has grown by aboul thrse per cent per year, vhich nakes
sanufacturing the moatl expanding sector of Tasblisn scovomy during
that perlod. Manufecturing accounts for sore than X0 per omnt of the




PRIVATE CONSUMPTION AND INVESTMIEINTS IN JAMBIA

A TIANE PV G74=10

asgsrrolon P! Capta nas remained Sraclically
ivianged during INe peré

Balance of Payments Crisin
The fall In copper prioes In 1977 out the country's 2Ort revenues

by more than &0 per comt and led to » Dalerce of oeveents deflcit
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squal 2 30 per cent of Gross Domestic Preduct. This was the begine
ning of a Salence of payments crisis thet s still going on,

The Sucation of the decline in copper prices and the balance of
paymsecis deficit was grevely wunderestismsted By nll parties. Conse-
uently, the seasires sf economic policy wece never adapted Lo he
Favity of crisie. Initially the deficit was financed by waing existe
g eld wd foreign exchange resarves and by commercial bectowing
sbrosd. Iasdla's creditworthiness sas still high, as moet lenders
also underest insted the sesicusness of the orisis.

As the scoumulated debt ircreased, the annual payments of Intecest
and srartizstion required & rapidly growing share of he diminishing
oxport income, The smoust availsble for ispoct shrark year By yeec.
Ao increaning parl of this mount was needed 1o cover U'w rising cost
of oll ispeet. 01l asccounts for 25 per cest of lesbian's total
tmpocts, A rigle syestes of lsgort licenaing snd forelgn ewchange
allocation was introduced. In 1985 the volume of imports wse only one
third of wmat It had been ten years serlier. A chronic chespness of
foreign eschanges, f.e. owewvalustion of the keachs, Incresand the
pressure of demard for forelgn escharge and led to & growing bDleck
markest for currencies. The shorbtage =f isported Qoods conetralned
sconemic sctivity, ms both mining snd senufscturing are extresely
isgort-imtoeralwe.,

Twtin'n balance of current paysents hes teen In deficit every
yoar aince 1975, with e sxception of 1979, when & short rally in
copper prices led to & ssall susplys,

With the Peip of sevete Lepost restrictions the deflcit could be
meduced sseentinlly during 1983-85, Syt & sbstantinl wersening is
aatimatad far 1904,

IN_stendty credit sjreomants

In recont years lasbie Nes been Snvoleed In & serles of negot (et lons
with the DF. Sirsble stenddy facllitins heve been sjtwed upon but
fosl o then have been suspended Nefore bebng fully wtilized, The
reascns bas been Jnbia's lnabllity to comply with IW 's conditions,
In 1981 DF =ade svallsble SOR 800 sillion (sU5$ 940 sillion) -
the second largest credit to en Africes countey. The credit agresment
FTescTied, among other things, tighter flscal snd msorelary policy
o guicker peyment of foreign debts. The conditions could mrot be
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fulfilled and ofter SOR 300 million had been draen the facility wes
suspended In March, 1982,

In April, 1983, & new standdy credit of SOR 211.% sillion was
granted. The Zestlien Covermment agreed to resove peice contral on
nost coneuser Q000s and to ot food and farm sudaidiea. The kwacha
wes devalued Dy 20 per cent wnd interest rates incressed sharply.
Indirect tases were reised snd & percentage tax was introduced on
nineral esxposts.

In spite of these efforts, the stenddy credit was suspended In
June, 1904, with SO0 67 million undrawn, A sonth later & few agree-
sent wes rosched, this time for s 20 sonth stendby fechlity of SR
235 million. This facility was suspended im February, 1985, with SOR
145 million undresn, The Zesbisn Coverrment Pad not been sble to cut
sutaidies an planred or to Find other weys to reduce the Dudget defi-
eit. Besides this, s sudden Tall In copper prices mede the Qovermment
wnable to make the necesssry repayments to the Fund,

At the begimning of 19835, Imble's wpaid dedl to Uw I wen
around $ 300 million, snd this blocked the wey o new standby ar~
rangesents. This block wes resoved in January, 1984, when Standere
Cractorsd Bank granted » “bridging credit™ of § 200 millien to be
repaid from the firet tranche of the next D credit,

In March, 1986, IM granted a new stanchy facility of SOR 29,8
million to Se repald in twe years ond besides this, granted SOR 63,8
28 & so-called conperastory financing facility which 1s given on wery
soft conditions. The goverrmert Ismedistely wtilized the first
trenche of the stenddy facility tet quite scon fell Into srrears with
the IMF again which made it ispossible to stert using the wecond
tranche, M present (Novesber, 1986) the arrears are estisated at
$ 130 million and the results of the latest round of megetiations
which ended in the Beglmning of November are not yel knewn.

Ore of the sost indebted countries In Africe
The decision of the board of the 1IN as regarde n possible rew stand-

by arvangesent will be of grest importance for the sttitode of other
lendera. lembia's total outetanding forelgn dedt can Be satissled at
$ 5 billion, of which sbout 15 ger cent is owed to the IW. Testin'e
debt~to~export ratio is sbout S00 per cent and this makes IaeDia Oone
of the scat indebited countries In Africa. Foreign governsents account
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for stound a third of the coumiry's Lotal dedd, sultinst ional orgend-
2ablonm one third end privete lenders ore third.

Zeotiin'n "thecrelical® Gedt sstvice Ll Can Do ssliseted ol mote
e 10 per cent. Tre debt secvice actually pald by Jasbis In moch
leas. It fell from 25 per cont in 1581 to eleven per cent in 1983 and
984, In 192 lestile susgerded waternal dobt service peyments allo-
gether, wharenller regotistlors started for tescheduling the debls.
Dedt due to Weslesn governments Pes Desn tesclwduled under *Faris
Club® suoplices In 1903, 1904 and 1795, After two years of regotio-
tions in Decomber, 1984, » alsilar sgressent wism resched with »
"London Grow™ of cosmescinl barks,

Zasbin hes Deen reteiving foreign mid, mostly bilatecsl, since the
beginning of independesce, After & ateady incremse if waa reduced
Quite subatantinlly during the First four years of the 1980s, Dt In
the pest teo years thers has been 3 consiceradle irorease, especially
from the Notld BSenk. In Y984 the total disburpesents of i@ and soft
icers con b satinmated 4t XU =illien dollars. One wwuswal feature of
the flow af aid to Tmbia is that 14 sainly coses from 5ilstersl
sources, Beteeen B0 vl 0% por cont of sll greds and concessliorary
isams heve been Dilstezel. This msay Indicate that the country’s eco-
fORLC proegects Still are regarded sa relatively promising ss cospar-
od with msany other Africen countries,

At » corsultstive growp meeting of donor countries In May, 1983,
Iombin presented » thres year oxpernditure progresme for restructering
the courdry's sconcay. The total estiseted coatl of the pregramse was
$ 1.7 billion of which donaes wate sshed Lo provide § 0.5 Billlen,
The progranse was Tecelived positively and has probebly contributed to
the incresse of domors' mid in the past twn ywars, altrough lestis's
Mindster far finance and Develogeent Plamning hes described the flow
of furdds s "rot satisfactocy™. The opindon of Lhe World Bark seoes
to Be thatl the funding will saterislize 2ut & 1ittie slower Lhes en~
pected,




Coverrment | inence

Wt has hugppered to Tambin's GCovernment finances is perhaps the noat
extrome exinple of the paralysing comeguences of the alump In copper
prices, 1ncome from copper wines wis the dosineting source of governs
rerk revenwe, but In V73 the contribution from this sowrce declined
by more than B0 per cent. The Government Budget haa bteen In deficit
ever sirce. In 1980 the deficit rose to 2% per cemt of the OO,

ZAMBIA: DEFICIT ON CURRENT BALANCE OF PAYMENT
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Since then, considersblie offorts have been sade Lo atrengthen Lhe
budget By cuftiing mxpenditure and iscressing reverws, Swbeidics have
been reducod, the mumber of civil secvedia decressed, malary in-
creases held back ond copitnl projects delayed or stendoned, [ndirect
tawes have been Introfuced and ralsed. The four per cent tax on Rine
oral esport imtroduced in 1383 has Been ralsed to ten per cent.
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Indirect tosxss are the main seurce of reverwe, InCome and compesy
taxen comteibuting only by sbout 15 per cest, The lowvel of texstion
in quite high. The highest sargimal ircome tax rate is 89 per comt
aod tax on company profits is 45 per cemt.

(ffectas to save have impaired the seimensnce of infrasteccture
which wan dewsloped with greet asbitiom during the First period of
independence, Roads, reilewsys, schools and hespitals are wlfaring
from shortage of funds,

Ihe susterity messures lod Lo & reduction of the budgel doficit
fros 19 per cent of OV in 1980 to seven per cent in 1994, In 1988,
Posever, the retio was dovblod again and the incresss contirued in
1984, The cising cost of dedt service In kwacha terms has contributesd
to the incresase.

Uo to Y94 the main sowsce of flnancing the budget Gficit was
dowest e benk torrowing but during the pest two years forelgn Josns
hawve Lakon & deninaling plaos.

Unesp L oyment
Paralin]l with steflf reductions in the public sector the Nueder of

moloyens in wining has also declined. This has pontributed Lo inten-
sifying the problem of wweployment which the country has Deen facing
ever since the beginaing of the copper crisis. During the Firet heppy
decwde of independarce employsent Lncreased by sboul four ger owd &
your. Osring the period since 1974 1t hes been Talling st an averade
tote of tre por cent & year. AL the seme Lise the population he
grewn Dy noTe than thees pet cort & year, The nusber of unesployed i
now eatinsted st sore then ore million. This mears & rate of uee
osployment of ot XN per cent,

the high degree of urbanizstion = sbowt &3 per cent « sakes Uhe
wesployment probles sore complicated in Jmmbis then in soet cirer
developlng comtries. One allevisting factor Le the “extendsd fandly™
tradition which sesns 1hat people take care of thelr reistives - even

ronoto ones - who have tun into ecocomio difficulties.

Ihe main sephaaia in the officisl pelicy rw Ia on genezating
esployment |n rural aress by stisclating sgricultural production,
Incressing sttention in alse paid to the development of ssall acale
and laboue Imtengive Indusiriss.
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3 EDONOMIC REFORM PROCRAME

Tha need to do something sbout the ore-sided dependency on copper and
the developeed -ingeding systes of reguistiors, scbaidies and buresu-
cretic otate snterprises was recognized a long Lime ago. As early m
in 1975, the lasbien Netioral Council declded to sholish scbeidies
g In the sane year president Kaunda telbed sbowt the recesaity of
stisulating sgricultural production. No corctels sessures Tollowed,
But greatuelly the extrems shortege of forelgn suchange had LACressed
the seree of wroercy in these satlers,

Bat Loowl b rat lon s Bl versi Ficst bon

In tecent yonrs 8 avre elsborated prograses for cationalizstion ans
dlversification of Jambia's economy has taken shegw. On mose smsen-
tial points it is alresdy Seing carried Lheough,

Literalizat lon

In 1983, price cormtrol was sbolished on sil goode oxcept on waize,
sheal, dresd and condlsa. Mool mutmidies have also Sesn withdrawn, An
sction to rearganize parsstatals sl ol thes on & more Dusiness«] ks
basis is going on. Some of thes have Deen deptived thelr sencpolistic
positiona,

After the decoritnl of arices trafe uniorm were clven the right of
collective targaining. This gave thes the opportunity to get at lesst
partial cospensation for the loms of purchaaing powesr thatl the -
pleyees hod suffered Seough the sbalition of price control. The
goverrment thus abandored the strict incose palicy they had wopllisd
sarlier.

he pext round of liberslization followed 1n 195, thia tiee In
the finercial sector. In Septosber, 1985, the goversmert sbtolished
the direct reguistion of credit volume and intereat raten. The
irterest rotes would freely sdapt themselves to changes In Jlguidity
In the sconosy me reflected on the markest for treasury Billls,

In Qctober, 1985, followed a fundementsl charge in the country’s
foreign exchange policy. A new sothod for both allecatisn and pricing
of fecelgn sxcharge was satad]lished theough the Introduction of seek-
Iy fareign sschenge suctiona. For soet purpoees forelon eschange han
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1o be scouired tArough & Didding system, The lowest bid necessary for
selling the week's muypply of foreign excharge deterdines the rates
for all Torelgn exchangs transactions during a week,

Theoe moosures of liberalization are sised sl cresling & sare
efficiet institutioral bese and frasework for the next phase of the
sconomic progresse, namely intensified marked-oriented diversifice-
tion of prodction snd irctensed self-rellance,

Cood prospects for sgeicultyre
A diversifiostion of production in sspecially wrgent e the country's

existing rescurces of copper are sxpected Lo be exbausted within 20
years. In the restruwcturing process there are grest sxpectations of
the sgricultural secter. Agriculture hes the grestest potentisl for
positively contributing to eeploymert, income mnd esxporta. 0OF the
pstinetod 60 million ha of srable land only 12 million ha is cutrest~
1y cultivated. The clisete is fovoureble for a wide range of crepe.

The production is stil] domineted by maise which sccoumts for over
70 per cent of the total value of sarketed agricultural products. Bt
8 good begimning has already been sade In the direction of diversifi-
cetion, Wheat, soysbears, sunflower, rice, cotton, groundnuts, swger-
caw, lobecco, tem and coffee are Belng produced although mcat of
thas s 1isited guant ities,

Acording to the mpenditure programe presented In 198, 76 per
cent of the resources will be umed 1o stisulete fare production,
Until 1992, only three par cent of total budgetary sxpenditure went
Lo egricuiture.

[ffocta

Positive offects have already been noted s » remult of the ltcen
tives which have been Introduced In fecent yesars, such as Sore mar-
kot-oriented prices, tax allowsnces wnd the right to retain 50 per
cort of foreign mschenge eatned throogh esporte. In 1985, agricul-
tutel production gres 5y alsost % per cent, and s growth of sbhout
the sene Tete In sxgacted for 1986,

Anstrer sectar which 1s mapected Lo Qrow 1s senulactoring produc-
tion for mom-breditional esports (4,e, other than copper, cobelt,
gine and Lin), especially production besed on domestic raw saterisls,

Thare are good prospects for widening the domestic rew malerial
bane, Production of cotton is raplidly lecressing and may IN »
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relatively sfort tise Decome the bame for = wizesble cotton textile
Industry. Carwvmd vogetables snd frult are ottwr wxsmoles of products
with good developeent prospects. Conditions for an extensive forest
induatry production are favoursbie o8 far #e raw salerials ate con-
cerned,

Conditions for success

Dre condition for & suecesafyl divorsificet lon precess wd especially
far the mocomsary Qroeth of esporis is Lhe axintence of sat lefactory
trormport facilitien. The shartage of transport cepecily can be one
of the bottlenecks In the sestryoturing process.

Since the rallway traseport theough Angola snd Mormsbigue has Seen
practically atopped, the only outlets are those through Tanzania and
South Africe. The port of Dar-es-Salsen suffers from cheenio congse-
tion, and v essentinl part of both Jeshisn sspocis snd izports are

Sepondent onh Lrammpoct thyough South Africe.

Soming wp Pasrt |

To s W pert [, Background, in the short term Zenbia is fecing
setiom probless. The shortage of foreign exchinge, growing wweploy-
sent and sccelerating Inflstion sre the sost preseing of them. Sut
there are alee bright spote. Fase production is repidly incressing
e In the senufacturleg induetry the pericd of stagnation also sesms
Lo have Seen Broken,

Over the medium and Jong term, the countty's prospects oan be
regarded s tessoratly promising, The combinstion of untilized
matural resources, the Government's determination to certy through mn
sisbcrte reform pregrasme, and the cbviows elilingress of
intazrational arganizations end friendly netions to continue thelr

spport seses to Justify such @ conclumion,
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el - D NKIIN SYSTIN
A ADOPTION OF MEW SYSTEM

Duting the first X0 yoars of Indepandence Fsebiia applisd 3 palicy of
fiveg excharge rote, Unmil 1977 the Jetisn bwaths was pegoed Lo the
pound sterling, during 1970-74 to the US collar, Ouring 1976-8) e
the Special Drawing Right snd from July 198 to October 1985 to »
basaet of currencles cosposed sccording Lo the different currencies'
welghts In Teshisn Terelogn pagserds,

The Auction System in Prectice
On Detober 4, 1985, the Zambisn Covmrmment sdipted s new systes rot
ly Tor e detersirmtion of the sxthanges rate of the keacha Dt
slso for the allocetion of forelgn mxchange. A wockly suction syates
wie irtroduced, Toreign exchange for Smports and service payments,
including %e remitisnce of profits and dividends declared aftar the
Hwt Detober, 1965, could Se abtained By hiading at the swctiome held
svery Seturday. The Covernment (but not the parastatals), the mining
cofpany and, in the Segimming, the oll isportisg cospary end Zashien
Airways were wasmgled and conlineed to obtain foreign exchange
through adeinistretive sllocstion, 2wt ot the fete extablicted ot the
sction wystem,

Participstion in the suctions I limited to commercial banks who
Bid for their customers St may aleo Bid for their own reculiresents.

S9aled erwelopes

fach commercisl Sank presents ile cuslesers® bide on & prescribes
fars and In senled sowvelopes to the suctioning secretarist not later
then 09,00 heurs o8 thw Friday poeceding the asuctioning dey. Each
wplicetion Includes the name of e bidder, the rale kwacha/US § the
Sdder is willing to pay ond the amoust of forelgn sschange re-
quesied. US § is 9w only suction currency, the retes of other cur-
tencies Being detecelirmd on the beals of the crossrates for the US §
in the interrational mazest,

fhe spplicost fae alse to declare the surpose for which foreion
excharge in requized. 1f the fareign eschange |s o be used foe
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nis NIgh rele of Sevelntior ssed dissatinfaction asong

La and trade uniors wiw criticized the o tion system for relsimg

the test of livir In Apell, beth the Governse ef the Bark of AT
NG The Niniater of | loence were reolaced. n DN Chems By pereoms

WO Rad strongly criticized the avalen.

A LN y
A
[r 11y~ Augumt ' Nars W Jehis Miarls 0 make offorts 4:
sttergthen 'y keate The serlisr mentiored FLrONg Intrease inm the
seeely ounts fF lisre | the metion systen was orobebly s ox-
presalion of thess snchoavours.
Healtes thisn, MVEFAL Mww Teduitesenls wotre snforces | fder ‘o
RiE e Ot Tor Morelidn escharae. w OF he tequitTOROtE wpe
that fly 23U per com f the purchase of forelon ewthange ule be
fisarced by hank credit. Tusther, the mwlicarts he t produce
svidence that they hadt pe thelr Loaxmm, ote,
e | protestec strongly edulnat thease I1rterventions by the B

of Jusbin, W they wete cancelled, Pasrtly For this resson the e

ires hac only & articlived affect. In the nidle f sy the vwacta

vant o from elgM kwacts gor ollar to around five dweche. Bt
L

tomare 1" o o AMiguet & new alide atarted snd in e middls f

NOYeREer the kvacha was cdoen to K & et doller. Compared wilth tre

pre-muction rote, he kuarte Mol thus bew eal
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said to be Talling e the ocurtalled real bBuying power causes pecple
15 tarn from luxucins Lo Lhe necessition of Life.

ZAMMA | CONSUNER PRYCES
12 Mosans Changes in Pet Cemt
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L2oded confiderce
1t s difficult to find cut what "as caysed the strong udervaluat lon
of the wwacha, A usuel exploretion heatd Tron Dankers wd Businesssens
s lacking confidence in the system. The confidence was srcded when
the Central Nank started to intecwsew In July-August, The fact that
ne farelgn eschange has Desn pald ot - although ullecsted throwugh
weekly biddings - during the paat eight eesks has not M rengtihetwed
Liw confidence, [mgorters dovbt if the syatem 18 going to survive
are trying te get ae much slliocalion poasitle before e chavvel
in cleamd.

Asothet esplanstion often peesented is that the Jambims Tocelgn
sxchange sartket iw too small o sake it possible to keep suth &
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pricing systes going. This esplanation sounds less credible. Cven &
small country is able to saintain & realistic exchenge rate, provided
thet the country Ls sble Lo prectise an consistert sonetary and fiscal
poliscy.

Thin lends to & thhind explamation snd that s that the country has
not Deen able to practise & conalstent fiscal and sanetary pelicy.
hin is, after all, the soat plousible explasation,

The Goverrment budgetl han been showing big deficits shich have Lo
s large extent been finenoed by short-ters bank credit and by the
ptinting of money. This has contributed to » growing money sepply.
The fact that thw Bank of Jesbia recently hes introduced the require-
sent of & X per ceot wsxirs deposit by the Bidders on nen-intersst
Dearing sctounts is & clear Indication that the Bank is worrled sbout
the valuse of sorey In clrculstion. This extrs clais of depoail wes
combined with a reising of the commercial benka' prime rote from 25
to X por cent and with an lncreass of the banks' conpulsery cash
renetve quotas.,

If the geason liss In & combination of eroded confidence and
leose flecal sd moretary policy, the right thing to do i» to try to
restore confidence and %o tighten the fiscal policy. The best way to
restote confiderce would probably tw Lo slininate the pipe-line of
weakly payments.

1 Lem

To some sxteot the suction systes itsell ougt to contribute to &
strengthening of the Goverrment bDudget. In contrest to sose other
forsa of international aid, the funds which donors put Into the ewo-
Lioning systes con be wsed for reducing the soney mepply or for
reducing the budget deficit, In kesche Lerss Lhere han been 8 strong-
ly lsctesand inflow of sorey to the fBank of Jesbis thgough the sel-
1ing of forelign excharge at rining rates.

A retuen Lo & systes with fixed exchenge retes would not solve the
problem, [t might temporarily caln the stsosphere bt if no obher
Seasures are Laken the sxcesn sormy mpply will with all probability
isad to re-satablishing the black sacket for focelgn exchange and Lo
continuing inflation, and acon & row develust lon would be necessary.

An improvement of the suction system could possibly be schieved
through sn incressed elasticitly on the mpply sidw, The W has
refused Lo scoepl vy changes In the mscunts allocatsd sach week,




As & conseguence, the Bank of Jmdle hes « AF AL follows the rulmme -
no posaibility to counterect temporary and erratic changes in
ewchangs tales By varylng Its wsekly sales of foreign exchange, A
Limited elesticity would of course not have "™miped much against the
constent dowrward presoure WAloh existed during the sutuen months of
1984, Byt under sore mormal conditions 1t may play & stebilizirg
role, All ceniral banika In the world Intesverm In order 1o avoid
wwcsasary fluctcations n exchands retes. What has been called
"sanipulations™ by Bank of Isbis has In principle been thw sese tyde
of interventiona whioh are practiced 5y other central benks,

(ffects on the Allocat lon of forelign Dechange

hen It comse to the other goal of the awtion spstes « retional lze-
tion of the methods for silocsting foceign sxchange - the pictyre is
mech more positive, The system seema 0 9ot wanisowm mpport froe
the pactiss most closely bowolved - Backers and Dusinessssen,

JAMBIA - MONEY SUMPLY

12 Monihe Chasges n Per Conz
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“Ubelisvabie blessing”

The old sdministrative systes s desoribed by words "halir-raising”
and "horrifying” and the change 18 charscterized as = "urdeliovadle
Blessing® and o "Lrotendoun isprovement™,

A norsal walling time for Qetling foreign exchange Ia the old sys-
ten seems Lo have Deen 2lght to ten months, Malf of it was nesded for
sbtaining trw i=port liceroe and the other half for obtaining the
permission to buy forelgn sxchenge, Sosetinmes 1t could taks more then
& yoar before the ieporter was granted - ar refused - axchangs.

Ttw sost apprecisted merit of the suctlon mysten in Uhat eyRody
o iz willing %o pay the price cen get the currency aleoatl Leme-

distely in principle.

Before the bullding up of the plpe=line o leporter - Af his bid
was soosssful - obtained the foreign sxchange during the week fol-
lowing t%a swction, and 15 lotler of credil could Ltheteafler e
spened within a week. 8y quitk psymert (through letter of credit)
bl inparters are sbhls Lo schleve fower prioss from the foreign
wppliers. This is o of the sdvantages sirongly alresssd by bankers
and Dusinesasen ,

Do w8000 % aadvidend 2 agenewt B "~ mma lermets R w Pracidhiits e tld maveey nagh oty
PR
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Ore stgueent In Lhe popular discussion has Seen hat ssall bomi-
rosses, eapecially "ssall farwers™ Pawe no posaibility to get money
in the sction systes, [t 18 difficult to uwnderstand this srgument,
The bidding Is open far swerybody snd there s o sinisue seourd
fived, Anvyway, the gosition of “gmall farsers™ eas definitely not
better in the old systes,

Avother, quite often used argueent (s thet the bldding is dominat-
od Dy those who have plenty of kwacha. This is alsost self-evident.
The suction system is, s pointed out sarlier, » part of a goealer
progremme, which s siaing st giving sore space for masicet forceas In
order to slininete the least efficient waea of resources. According
Lo this phllosophy, which has been germrally sccepled by Tembin's own
leaders = well as Dy donora, there 1a MOthing weong AF the sost
succesaful businesses win In cospetition for the acerce foreign ox-
changs rescurces, The Coverrment's role in 1o koep the total offec-
tive demand for forelgn sschange In balsnce with the existing total
forelign exchange tescurces with the help of & conalstent mormtery and
fiscal policy.

LAover share of lsposted conemes goods

et the Suction systes e Introduced there were Tears thet it weuld
lead to an uncontrolled isport of consuser goods ot the esperae of
capltal goods and rew saterialn. Those Mesats seem nol to have Been
realired. The existing etatistics show that the srare of conoumer
goods In thae isports finenced theough the auction systes has Semn
mch lower than the share of consumer goods during the year preceding
the mxtion systes,

In this comnection it might be of intecest to guole some views pt
forward by the Zasbhian Minlster of Finance., Mo argued against the
wide-spread opinion thet consumer goods Im all situstions cen be e~
garded as ungrodective, [n some situstions s inproved supely of con-
mmer gooda may Phawe & posibive offect on productivity. We did not
mean food Lo o starving worksr Bt & sitwation wvhere & certaln level
of sugply of corauser goode 15 recessary a8 an incentive to produc
are, Tor not more than & year age, many Jesbisn farsers bad only
Linited isterest in brisging their preducts 12 e matiet an Lhey
wote wable 10 buy something for the soney.

A Seedish sid wecker in & Issbien food-procensing cospeny mpteas-
od sisilar views. His comparyy hed resched & prelisinery sgressent
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with & farmer to buy a quantity of pirespplos of urwscally high qual-
Ity. When the company's people went to fetch the pinespples, the far-
mer had Just s0ld these 10 & Lusaks trader oho had offered & Darter
trode -~ pinspplies sgalmat boots and shirts of guestiorable guality.

South Africen jsports

A regoards the geogrephical distridution of the Zasblan ispocts,
Soulth Africe's share seens Lo have been rising repldiy. After having
teen narsally around 13 per cent It is sald to have grown to srousd
S0 per cont In the pest year. hls developsent cen, however, not e
regarded s & conaeguence of Lthe suwotion system, Many Tashisn I~
porters have forced their ispocts In srder to e better prepared for
& posalble sbruptiom of deliveries fros South Afrios. In sose ceses,
espocially in the mining industry, mgplics of spate patis olc afe
sald to te difficult to replsce by deliveries from other sources.
Sesides this, It takes nocmally only twd weeks Lo gol & safe delivery
from South Africe, while isports from Curope toke ot losst teo
sontte, are much sore mspenaive (Sowth Africen rend has cont brsoum ] y
Seprecisted) and esxpised 10 damage on The way.




A THE ACTION SYSTEN AND SMDISt AID

In Novesber 1985 SIDA agreed to pet 60 million kronee [nine million
dollare) 1Mo the suction systes for 1984, This isplied an Incresss
in SI1DA's total isport mugeport froe 25 to BY slllion kromer. AL Uhe
ame tise project aid wes reduced. SIDA's tofal aid for 1986 wme
salsnd 0 150 millien kroner (27 million dollars) from 175 wmillloms
kroner for 1985,

Zesbiia"s Gualifiostion for Recelving lsport Suppert

Judged on the basia of the goals snd conditiona for tspoct support
ontadliohed By SIDA Zesbia is Nghly qualified for receiving import
spport gererally.

1" =ain tottle-reck in the lembien economy i» the shortage of
foreign sxchenge. Ax described in the Toregoing survey, menulscturing
industiry In ZTesbin han In recent years been abls to wiilize only »
1indted part of its capacily. The maln chetacle for higher capacity
vtilizstion has been the lack of isported inguts, although the
oclipee of Lhe copper sining also has contributed to tiw low level of
manyfacturing preduction, Againgt this Sackgrownd It looks quite
obviocus thet an isgrovesent in the spely of foreign exchange s »
sore officiet way L0 promote sconomic groewth In Jesbls e
cpacity«increming project sid,

The Teobien forelgn eschangs crisis is sainly csused by lectors
beyond Jaetin's own control, which s other condition sstab]ishesd
by SIDA for isport supgort. The long depression on 1he werld copper
sarkel and theee years of drought In the Regimming of the 1980s have
drastically disturbed Zesbia®s external balsnce.

A third condition is thet the sid-receiving country must have
sotisnfactory capacity for m scund wtilizetion of he sid recelved.
Jevtilan i one of the moat Industrialized countries In Africs and has
s relatively long Industrial and commescisl tradition, Thus, the
third cordition alao mey be regecded sa astinfied.

Charvw lling Ald Tharough the Auction Systes
Mat 1s sald sbove spplies 1o import support i gereral. But the same
argusents sees to 8 still higher degres be applicable to the part of
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Ieport support Which is chavmlled through the suction systes, Dis-
regarding the present pipeline situstion, which hopefully Is tempore-
£y, the mxtion systes mears o Quickes snd mare floxibie use of
exioting fereign exchange resoutces Lhen the Lraditional ferm of
Inport aid,

Dharvelling ald theough e mxction cysten aleo mears less
administretive work for SIDA, which searm lower costs and sorfe
possibilities Lo alternetive une of resoucces,

The increased quichkness, flexisiliity and the saving of adainiatra-
tive wock are 1o some extent schioved ot the mxperme of sore limited
posaibilitios for SIDA to Inflosnce snd centrol the use of Fusds.

Sectoral distribution can Ba influsnced Dot La & safe Ingitect way
then In the treditional isparl ald. In the agreseent for 1986 SIDA
hos sarsaried sgriculture, Including sgricultural transport, and
patts of mwwfacturing industry as saln recelwvars of its support.
Thin means that SI1DA's aid in 8 way s conditional, IF It Lutne ot
thatl SIDA Quring the year hes mot been sble to find ecough Import
cuses In Lhose peefersed seclors o sbeorh the whole msount pt ob
disposal by SIDA, part of the ald will ressin st ilized, Considering
the wide variety of voes carmerind By SIDA ond the reiatively limited
shate of SIDA's ald In the total metion system (sdoul four per cest)
thin s ondy » theoretiosal possibility,

In one respect theare seens to te no difference between the trodi-
tisnal import support end e ald charwmlled through the suction
systen, In both ceses reporting Trom the Imbisn strorities cwn be
rogarded a3 satisfactory, With regard to the acction systesm the Bank
of Imbin delivers detailed weekly reportis giving both germral Infore
malion and inforsalion stoul the use of SIDA Munds,

Sactoral end gecqrephigel distribytion of SIDA funde
As con be oeon from Lthe following table the sain part of the Impocts

sovepted by SIDA SGuring the First &1 stions wes In the manufactur-
ing sector, In sost cases the Tursin were used For ispertet bon of ree
matarials s spare parts, Only 13 per cent of the total seount went
to the sgricultsze sector, byt the ssount sllocated fo Stremsport end
conmunications - Lt per cod of Lthe total - also wet 1o rural
arees.

In sccosdance with the egreosent mo Tunds were used for the impor-
tation of conmmer goods,
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Sectoral Distridution of SIDA Funds in the Auction Systen
(Motions wp to N, 41)

Avoura Percom age
10058 share
Manufecturing Mo 1
Agriculture A8 1
franapeet and Telecommunicat ions " "0
Mealth B )
Totnl 3 Wo

Note: Allocetione twiow ) 000 dilare are rot included.

The domirance of sanufacturing s tecelver of Swedish funds i3 rot
prprizing. Dependerce on jaported 1mpute 10, = sentioned Defore,
meh Nigher In the sanufacturing sector then In agriceiture, e
degres of wastiafied reed wia cerlainly slso higher In mangfacturs
ing than in the agricuitural eeotor. Theoretically, e margisal wor
of imported Lrputs sust alss have teen Bigher In sanwfacturing.

The next table whowm Uw geographicsl distribution of the ssount
of SIDA funds, OF the total sount 20.5 per conl w88 alsed at imports
fros Sweden with the UK 0 second ploce. It Is interesting Is Lo mole
the high share of the 1w Melghbouring states Zisbhabwe and Tenzania
which macmally ace rot ssong Jesbia's saln trading partrers. e
telstive share of the X e the I5A carrespordd roughly ta thelr
shares in Tasbin's totel trade, [t sl e notlced, howewer, Lthat the
istest figures avallable for the distributlen of Jewdia's trade By
coundries is from 1992,

Distribytion by Countries of SIDA Funds In the Awction Systes

Per cont
Swe demry 20.%
x 8.
1 inbabren .4
Tenzania w,)
UsA ?.0
Others 2.9

Totel we.e
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7 LN AND CONTROIL OF FINDS IN THE AUCTION SYSTEN

SI10A's contribution 1o the suctlon asystem |s peld quarterly to a»
Blocked account at Sveriges Niksbenk (The Bark of Sweden) In the nase
of 5a fank of ITesbin, from this socourt funds ate Telesend weekly
after the following procedue.,

Flow procedures

Four days sfler every muction SIDA"s representative logelher with
representatives af other doner matlona goes through the list of suce
cessfyl wirmers at the Jatest ayction, This takes place at Bank of
Zambin'"a office where all the documents Belorgning to mwery bid are
svailahle For hecking. SIDA's representialive thoses & muer of
bidders whase ploasned Imports comply with SIDA"s sectorel priorities
»d other conditions (no lspoct froe South Africe, e isport of oone
sumer goods),

The Bank of Jmsbis maken & list of the isporters chasen snd seexds
it to SIDA's office for confiesation. The 1l also includes e
sggregate value of the imports on the list. SIDA'as office sends a
confirmation o the Bank of Zewbia wd inforsa SIDA in Steckhols
Sout the cases chosen and the total sount ovelved,

By order af SIDA in Steckholn the corresponding ssount s then
released from the Blocked sccount ot Sweriges Rikstank snd trems-
ferred to o special sccourdt o2 Lhe same Bbark. Now the sorey (s b
Bank of Jebia's disposal snd Is sutosetioslly trewferred to
Intermt Deoaring sctount with Svension Hendelsbanian, Stockhols, from
that sccout funds con De tranafereed by order of the BSernk of
Zssbin'e to ony benk in the world,

Sefore he Ffunds in this way are safe avalloble Lo the Bank of
Tamtiin, the Dank tas already from its own resources deposited foreign
eschange on apecial forelgn ewohangs etoounts with the sucomssful
bidders' commercial Banks, These deposits are norsally made within &8
houra of every mxction, (Since the middle of Augmt the payments have
beenr lagying tehind sse page 2).) The commercial bemics pay intarest
1o Sank of Iahis on these deposliis.

The commmrcial banks have fow Lo spen letters of credit within tem

days.




en the purchese sbrosd s made, the Tembien bark's ow,
Bark sbroad preduces & "paysent advice™. This (s dore after the ue.
cortrols By the corresponding bank sccording te the internetional
rules for letters of credit. When this “"peymert sdvice™ ssrives In
Imbis the commercial bank presents it to Bank of Iswdla.

Barkk of Jeathin now telesses the emount of foreign exchange frvolv-
od from (ts sccount wilh the commercial Bank,

Control

The procedures described sdove mean that Bank of Issbis Is centrolls
ing that the Torelgn sxchange alloceted for » certaln isport peeject
sctoally is esed for putchaaing goods sbroad sccording to the bildding
decumenta, This is not a “phyatcal™ contral bDul & documentary comtral
of the type which treditionally has deen used In intermetional trade.

The control ssercised by SIDA provides evidence that there are
onough actopleble ispoct perojects mong the week's allocstiona to
steord the ssourt of soney SIDA is willing to sake svalladle for the
weok, Dn the Basis of this control Tunds are sade svallsble by SIDA
1o the Bank of Zashis, as described sbove.

Thet does mot mean That Just the projects chosen are financed by
SIDA. The importer buys the foreign sxchange 'w rweds and carriss
IAough Als treneection withou! even kndwing Lthatl the Lransection has
bewn sacsarked by SIDA. Once SIDA's money in et Into Ute Blg muction
pet it is lepoasible o trace. To amk which transsction is finenced
by & certain donor‘a seney la like asking which part of a govers
enl's sxpenditure is Tinenced By & orrtaln Laspayer's soney,

. han R 0

It is thezefore questioneble if 1t is wosthebile using sore Tesources
for sirengihening the control mow exercised By SIDA. If it were 1o be
proved through » rigid comtrel 1hat a certaln oase was Take and that
the money allocsted waa not weed for the declared purpose, it weuld
only mean thet SIDA Pad happerwd to chose & “wrong®™ cese,. The gereral
control exercised By Bank of JTasbin stould be sufficient to guarantes
Lhal such ceses can be fegetded e fate enteplions. A sesple study
cerried out on behalf of SIDA peems to prove thet,




Ve

there were cerlainly plemty of cases nOt patmarked bs My Oothet
donor, ohdch sstisfied SIDA's cordditione and sele Carfisd Arough
arrectly Sut which happened rot Lo come on SIDA's list. As nert | oned
oaciler, SIDA's mgport covers only four per cont of all ispoTts
chavwlied hrough the asuction systes., OFf Zanbias's total isporcts
SIDA's contribvtion 1o the suction syates 1s only one per oent,

From these quantitetive propections follows alse that SIDA cer-
tainly has ro possibility sssestially 2o Influence the corponition of
the geeqgraphical direction of Zewbia's imports. Mot sven sll dorars
together con @0 thet., The =aim part of Teabie's isports Is Firenced
>

by Jamtian'y own Punde. The mare "clean® Inpett is Financed by the

oonete, the more JTesbin's oW Tesources cen bDe used for othes

iaports.
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: DMEASSY OF FEDERAL REPUBLIC OF GERMANY
Mr. Eberhare Schinze, Zed Secretary

| GRINDLATS BAN:
Mr. G. Nicholsen, General Masager
Mr. %, BMans, Country Marketing Manager
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Mr. D. Phiri, Commisstioear

ROYAL SETRERLAMDS DaRASSY:
Mr. Alosso Steelings, 2ed Secretary
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ANEX 2

TERMS OF ROFEMINCE: A STUDY OF TME ALCTION SYSTDM OF FOSTIGN CURRENCY
IN JAMIA AS A CHANMEL FOR SMIDISH IMPORT SUPPORT

Background

For the Calendar Year 986, SIDA's imgort swpport to Zwsbis seounts
o SEX 81 million, OF the said smount, sbout €60 million sre set aside
for purchase through the s0 celled sction systen. This hes besn in
force since Octoder &, 1903, snd the Swedish engegment started in
Jercary 1985, Up to September %1 1984 sbeut USS 199 millicn have bheen
sotioned By means of this suction system, of which SIDA's share
mounts to sbout USS 6 sillion.

Theough the mction systes, the Bark of Zanbis sells foreion currerey
(USS) every wwok with the cbject of finencing imports and other
paymerts, The rote of exchange estsblished during the suctions also
spplies to other transactions including forelgn exchange.

Accarding to inforeetion given in a.o. Teshisn press, it would sees
thet part of the morey mxctioned has not been used to pay for sctusl
importe. It is sald, for iretance, that forelgn curtency is being
scowulated in fecelgn Bank sccounts. According Lo othe: scurces of
information, the Importing sgercies havwe not Seen sble Lo sccount fee
sore than N-40 per cent of the currency allotted to them fer ispert
putposes. Manipulstion of the systes has alsc occurred, especially
after e appointsent of & new managenent st the Bask of Zenbie., fros
the Swedish point of view, the question hes Been raised whether chan-
relling lsgort support vis the scction systes corresponds to SIDA's
policies regarding leport suppost and whether the present system is
satisfectory e far as Seedish requirements on reperting end follow-
WP afw concerned,

Againatl this beckground, SIDA wistes te Lovestigate the furct londng
of the mution systes In order to sscertaln whether it 1s suitedble s
8 charwel for Seedish leport mgpport with regerd Lo the secio-eco-
nomic and politicel develcpment effects. furthersore, SIDA wents to
find out whather the suction system sstisfies SIDA'g palicy on
follow=up wnd control of impost supgort.




Purgosn

The investigation will fore part of the fourdetion for » declision
soncorning continued mpport Lo the sulion system ot the talfoyenrly
revision in Decosber 1986 and for SIDA's follow-up snd reporiing oo
Swedish import support. Furthermore, the Lovestigetion, shere sppli-
ceble, stould be used as beck-ground material for » lend report on
Zesbias Im 1987,

The Task

Ihe Inveatigetion mhall describe the estent, the function and effects
of the swetion systes and Judge whather the systes is wn afficient
seara of waing Seedish Leport swpport ss compaced Lo convent Lonal
import sagport (sccceding to the latest rules lald down for Seedish

isport support).

The oconsmic consequences of the swction system (effects en prices,
state finance, owrrency reserves otc) will be confined to slucideting
the afficilency of the setion systes s a0 agent for Seedish isgort
spport. ™e consultest shall gether informstion from other ald-
giving sgescien and ewperts In order to Find eut shout their

exper lenoes and conc lusions.

Ihe irwestigetion shall Include, Dut sot be linited te, the following
comporenle

Desct on af .

A short description of the cirousstances shich led to the auction
syston (balance of payments deficit, economic policy ets).

A description of the changes in the earlier mystes and the effects of
meh changes.

A detalled description of the fusctioning of the auction systes, if-
eluding the roles played by ttw barks involved (Bank of Jasbis, com-
mercinl banks wd foreign banks),
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An analyais of parallel sarkets with a different sethod of ssteblish-
ing their rate of exchange,

The tole of the public mector vis-B-vis this systes (parsstetlals
ote).

The use of the country's own Tosources an cospated Lo ald resoutrces.

Investigetion into the flow of peyments

Distribution of isports Mrom expocting countriee (Blas to sources of
inports” Which countrles are prefecred?)

Distribution of Imports through the auction systes Lo Flrea, sectors
ard products and the estimated offects on dewelopment .

An exmminat lon of Zesbia's reports to donors, contrel and follow-p,

A rendering of sccount as to what extent the allotied cutrency Pme
resulted In sctusl imgorts,

A demcription of the paysent system, teporting snd follow-wp of e
Swadish support Lo the suction mystea. How the conditions for doou-
serlaty credit were sodelled, how theee have Deen apolied, sspecially
with regard Lo the Seedish Tunds,

Appralmmment

An mppralsement of the suction systos, To vhat extent does It satlsfy
SIDA's demards for contral, follow-wp ad rendering of scoout
socording 10 the new polioy for legort swpport?

Proposal for am alternstive yse of he isport suppart.

Appraisal of e costeefficlency of SIDA's support to Iemeisn firms
through the metion systes,




T

4

fhe investigetion shall be limited to that part of the import suppert
which goss to the swction systes and should result In concrete recom-
mendat {ons concerning 8 continust ion end/or changes In the support to
the suction aystem,

A comsldersble mount of the information needed i3 mvalledle ot
SIDA/Stockhaln and ot the SIDA of flce in Luseks. Inforsetion cen also
be abtained from the JTehiian suthorities, banks, parasistals ww
Swadish fires,

e work shall be done by an external consultent who will Se prime-
rily resporaible for the study. A local comsultant has been sngeged
by the Lussks office in order to collect ssterial on the use of Sesd-
Lsh funds provided for section, This local consultant shall, in sddi-
Lion, perfoarm othesr Lasks, vhen thls is coowenient

Time-table

The exteroal consultent (s mxpected Lo wpend ok one wek In
Swaden, three weeks in losbia ond & further week In Seeden to finish
his work, Two weeks work in ostiseted as sufficiet for the locel
consultet
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FOREIGN EXHANGE ZAMBIA

In October 1985 Zambia introduced an auction sysem for alloca-
ting foreign exchange, The mew syastern « a step toward a mare
market-onented economy =~ bed 0 a strong devaluaten of the
kwacha and added 10 inflationary pressure. On the other hand, the
supply of imported goods improved and the wndustry was able 1o
raise its capacity uiilization considerably.

These are among the findings of this stady carried out on SIDA’
behall by Rudelf fulatas, former chiel ecomomist ar Svenska Han-
dedibanken and economic advisar 10 the prime minister of Lesatho
1964~ 1085

In January 1987 it was decided that the auction systemn would be
stromgly modified.

Sweden's bilaseral development cooperation, handled by STDA
since 1965, comprises 17 program countres: Angola, Bangladesh,
Bosswana, Cap Verde, Ethiopia, Guinca-Bissan, Iodia, Kenva,
Laos, Lesotho, Mozambique, Nicaragua, St Lanka, Tanzania,
Viemam, Zambia and Zimbabwe,

Each vear about 30 of SIDA'S over 200 peojeces are evaluated
Scane of these evaluations are published m the Evaluation Senes.
Copses of the reports can be ordered from SIDA, S-105 25 Steck-
bolm, Sweden.
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