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CURRENCY EQUIVALENTS

Currency Zambian Kwacha (K)

US$1.00 K 8.00 (as of May 1, 1987)
K 1.00 US$0.13

The following are average.annual exchange rates for recent years.

1970 K 1.00 - US$1.40
1975 K 1.00 = US$1.55
1980 X 1.00 m US$1.27
1981 K 1.00 8 US$1.15
1982 K 1.00 = US$1.08
1983 K 1.00 - US$0.80
1984 X 1.00 US$0.56
1985 K 1.00 - US$0.37
1986 X 1.00 US$0.13

WEIGHTS AND MEASURES

1 Metric T6n (Tonne) * 1000 Kg. or 2,205 Lbs

ABBREVIATIONS

CDE - Classified Daily Employee
CEM a Country Economic Memor*'hdum
GDP = Gross Domestic Product
GFCF - Gross Fixed Capital Formation
GNS a Gross National Savings
INDECO = Industrial Development Company Limited
MAWD = Ministry of Agriculture and 'Vater_Development
MET M Mineral Export Tar-
MOF = Ministry of Finance
NAMBOARD - National Agricultural Marketing Board
NCDP = National Commission for Development Planning
Ps = Personal Emoluments
RDC u Recurrent Departmental Charges
ZCCM = Zambia Consolidates Copper Mines Limited
ZIMCO = Zambia Industrial and Mining Corporation Limited

FISCAL YEAR

Government -- January 1-December 31
ZIMCO,<ZCCM -- April 1-March 31
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Preface

The mission would like to express its gratitude and appreciation
to the large number of officials in the Government and ZIMCO who gave
generously of their time and experience in diswussions with the mission
members. In particular, the mission would liLe to acknowledge the
following officers who provided liaison for the mission and were of great
assistance in making appointments and other arrangements-
Messrs. C. Chirva and L. Nkhata (Ministry of Finance), Hr. R. Vanniasinkam
(ZIMCO), and the various officers in the Sectoral Planning Department in
NCDP.

In addition to the main report, a number of background papers
were prepared by the mission and are avAilable an request:

(i) "Sectoral Expenditure Programs- 1986-88"- fifteen
sectoral chapters providing greater detail regarding the
various expenditure programs described in the main report.

(ii) *Improving Parastatal Performar-e in Zambia," by
Ms. M. Shirley.

(ili) "The Social impact of Expenditure Reform," by
Ms. C. Allison

This report is based on the findings of a public expenditure
review mission which visited Zambia in February 1986. The mission leader
and principal author of tha report was Mr. R. Westin. Otber members of the
mission were Messrs. R. Hidver. S. Khan. Z. Drabek, IX Merelthi, B. Zegge,
k. iitchell, M. Dick, M. Zymelman, A. Griffiths,. M. Murray, Ms. A. Vaughn,
R. Kayani, Ms. S. Safeez, I. Lacroix and Ms. C. Allison. Major technical
inputs into the report were provided by Messrs., R. Broadfield, J. Moose,
K. Kleiner, D1. Rouag and J. Mullan.
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I. THE MACROECONOMIC OUTLOOK FOR THE PUBLIC EXPENDITURE PROGRAM

A. The Context for Public Expenditure Reform

1.01 The Government of Zambia has introduced major policy reforms to
reverse the long economic recession that has been associated with the
decline In Zambia's terms of trade. These difficult and far-reaching
decisions, such as the introduction of the foreiRn exchange auction,
liberalizatlon of the foreign trade regime, and virtual elimination of
price controls, have fundamentally altered the prospects for sustained
medium term economic growth. However,.while the policy reforms have
created Incentives for a redirection of resources into productive
activities, the resources will not flow at the required rate without
further purposeful actions by the Government. Some of the most important
measures which need to be taken involve the restructuring of the public
expenditure program. To an unusual extent, the public sector exercises
direct control over the allocation of resources in Zambia. The large size
of the Government budget and the parastatal sector means that matters of
Investment, pricing, and service delivery are heavily influenced by public
sector decision maklng. Effective control of the public expenditure
program implles more than limiting the budget deficit or restraining the
growth of public borrowing, as lmportanc as these considerations clearly
are. Decisions on the sectoral distribution of the Government budget and
on cost recovery and parastatal prlcing and Investment will play a vital
role 'n determining the character and responsiveness of the Zamblan
economy. The problems of public expendlture reform constitute a difficult
agenda for a Government that has already taken many decisions that have
caused substantial disruption to the economy. Nevertheless, unless the
rnvernment complements its actions on the macroeconomic policy front with
equally forceful decisions concerning the allocation of public resources,
the ;otential benefits of what has been accomplisned so far may be
dissipated in lagging economic growth rates.

1.02 The extent of publlc sector control over resource allocation in
the Zambian economy can be gauged by the indlca:.ors glven in Table 1.1.
In 1982-83, the public sector accounted for approximately 63 perceint of
value added, 72 percent of formal sector employment, and almoRt 80 percent
of gross capital formation. These shares are unusually large in eomparison
to other countrles. Moreover, In view of the high usage of inputs in
comparison to value added, these data indicate that the publlc sector has
contributed to the low aggregate levels of labor and capital productivity
that have been identified in the Zamblan economy. As such, reform of the
public expenditure program is a partlcularly Important policy Instrument In
Zambia for improving both factor productlvity and the composition of final
output.

1.03 Given the large size of the public expenditure program, this
report has had to adopt certain restrictions In order to maintain adequate
coverage of the major toples. The public expenditure review will focus on
expenditures for 1986-88, with 1986 representlng a base year for the
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Table 1.1: Publlc Sector Shares in Value-Added,
Captial Formatlon and Employment

Value- Gross Flxed Employment
Added Capital Formation (Formal Sector)

Government 28 27 35
Parastatals 35 52 37

Total (Public Sector) 63 v79 72

Notes:

Based on relatlve shares in 1982-83. Data for Government expenditures are
from the Finaneial Reports of the Government. Data for parastatals are
from ZIMCO Annual Reports and do not include the non-ZIMCO parastatals.

analysis in the report. Wlthin the Government budget, the emphasis will be
on expenditure programs for ministries which provide direct services to the
population, particularly in agriculture, health, education, roads, and
development administration, witb additional attention being glven to
selected topies cutting across ministries (e.g., personnel policles,
expenditure planning, vehicle maintenance) which are Important for
developing a consistent program of budgetary reform. For the parastatal
sector, the emphasis will be on the capital investment program. Recurrent
expenditures by the parastatals will receive relatively less attention,
except as they impinge on important lssues (e.g., pricing, cost efficiency)
that affect the financial viability of the enterprises or limit the scale
of the proposed investment program.

1.04 In the remainder of this chapter, we examine the economic outlook
for the public expenditure program, particularly the macroeconomic cons-
traints on public investment and savings and on the Government budget as a
result of the economic reform program and Zambia's external resource situa-
tion. While the Government has already taken substantial measures to
stabilize Its external resource position, the internal resource balances
(i.e., the investment-savings gap and the budget deficit) are still
seriously out of allgnment. This means that the outlook for the public
expenditure program Is intimately linked to such macroeconomic questions as
the desired growth rates for public and private consumption, the antici-
pated sectoral composition of final output, and the prospects for foreign
debt-service payments and debt rescheduling. Section B of this chapter
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examines the Investment and savings requirements for the economy and the
breakdown between publlc and private sources. Section C examines the
Government's fiscal prospects and the composition of recurrent and capital
expenditures in the budget. Section D considers what pollcies the
Government should adopt to deal with uncertainty in the general economic
outlook.

B. Investment and Savings RequIremepts

1.05 One of the consequences of economic recession Ln Zambia has been
a severe compresaion of capital investment. Gross fixed capital formatton
(GFCF).fell from 18.2 percent of GDP in 1980 to 9.5 percent in 1985,
representing an average annual rate of decline of 12 percent in real
terms. Capital investment in a number of sectors has been below the
requirements for replacement and rehabilitation, and there has been a
significant deterioration of much of Zambias capital stock. This
situation has a number of implications for the public lnveatment program.
First of all, the major share of capital Investment over the next several
years will have to go into reducing the large backlog of rehabilitation and
replacement needs. Much of this investment will not contribute directly to
economic growth, but rather is needed in order to avoid further declines in
production or to prevent deterioration of the capital stock that could
create bottlenecks to economic expansion. This is particularly true of the
large investment requirements for projects such as rehabilitation of the
major trunk roads, replacement of worn-out mining equipment for the copper
Industry, repair of the oil pipeline from Dar-es-Salaam, and the ongoing
rehabilitation programs for the railroads and the coal and fertiliter
industries, all of which are discussed in the subsequent chapters. Much of
the capital stock whlch requires rebabilitation Is held by parastatals, so
the parastatal investment program will claim a large share of the total
resources available for Investment. This will place a severe constraint on
resources available for Government and private sector investment. Because
so much of the capital investment will be tied-up in maintenance and
rehabilitation projects, growth in production will have to depend on
activities which do not have large capital requirements. In particular,
emphasis must be given to stimulating growth through improvements in factor
productivity, including greater utilization of existing capacity and
reductions in unit costs.

1.06 Given Zambia's large requirements for capital investment, an
Important objective of the economic recovery program should be to improve
aggregate savings in order to provide the resources needed for investment.
This effort will require a number of difficult decisions by the
Government. Increasing private savings will require constraining the
growth of consumption, which has fallen in per-capita terms throughout most
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of the past decade.1/ Zambia's ability to attract foreign savings will be
limited, due to the large external debt burden. The Government will
therefore need to place particular emphasis on improving public sector
savings by reducing the budget deficit and Improving parastatal
profitability, actions which should have high priority as part of the
public expenditure program.

1.07 A possible medium term economic framework for Zambia has been
proposed in the recent Country Iconomic Memorandum (CEM).2 / Briefly, this
scenario envisions a slow improvement in economic growth over the next five
years, sufficient to support a modest increase In GDP per capita. Policies
to constrain the growth of public consumption would allow an increase in
the level oi private consumption per capita, which is necessary to sustain
support for the adjustment program. It would also release resources for an
increase in investment to support the diversification of the economy into
agriculture and economically efficient industrial p2roductiou,.as well as
complete the rehabilitation of the mining industry. This would establish
the basis for a return to stronger economic growth in the first half of the
1990s, which would complete the diversification of the economy in anticipa-
tion of the expected decline In copper production in the latter half of the
decade. Table 1.2 summarizes the major economic growth assumptions and
resource projections for this scenario. The remaining discussion in this
section provides additional detail as to the nature and composition of the
savings and Investment projections underlying this scenario, particularly
with respect to the public share of these quantities.

1.08 Investment. Table 1.3 presents a preliminary estimate of the
composition of investment broken down between the Government, parastatals
and other (mostly private) sources for the period 1980-84. Parastatals
aucounted for the major share of gross fixed capital formation (GFCF),
followed by direct Government investment and other (including private)
sources. The level of GFCP by Government and the parastatals was generally
stagnant in nominal terms throughout the period (and therefore declining
significantly in real terms), with other (including private) sources
showing a decline in GFCP in both nominal and real terms. As such, these
data indicate that all sectors have shared in the decline of capital
formation in Zambia.

I/Between 1980 and 1985, gross domestic consumption increased at
an average annual rate of less than one percent in real terms, signifl-
cantly below the population growth rate of 3.4 percent.

2 /Zambia: Economic Reforms and Development Prospects, World Bank
Report No.6355-ZA, November 19, 1986.
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Table 1.2: Mocroes..nomic Growth Prospects and Domestic Resource
Requirements, 1986-95

(in 1985 constant prices)

Average Annual Growth (2) hare of CDP (2)
1986-90 1991-95 198S M0 1997

GDP at market prices 3.6 4.5 100.0 100.0 100.0
GDP at factor cost 3.1 4.5 87.6 85.5 85.5
Agrtculture 5.6 5.0 12.7 13.9 14.2
Mining 2.1 0.5 11.1 10.3 8*5
Industry, 4.2 7.0 23.5 24.5 27.1
Serviees 1.9 3.7 40.3 37*1 35.7

Exports 2.1 2.4 39.3 36.7 35.2
Imports 4.8 3.3 38.0 40.2 37.9

Go'nsumptton 3.9 4,3 86.8 87.7 87.3
Public 1 0.8 2.0 19.3 16.8 14.9
Private 4.6 4.8 67.5 70.9 72.4

Gross Investment 10.0 6.5 12.0 16.1 17.7
Gross Domestic Savings 2.8 8.2 13.2 12.6 15.0

GDP Per Capita 0.2 1.1
Consumption Per Capita 0.5 0.8

Source: Zambia: Country Economic Memorandum.

1.09 Table 1.4 outlines the tnvestment requirements of the medlum term
recovery seenarto over both the near term (1986-88) and the next decade.
Zambia will have to increase investment from 9.5 percent of GDP in 1985 to
14.5 percent in 1988 to sustain economic growth. This will support an
increase In GFCF from K 600 mlllion in 1985 to K 1020 million in 1988 (1985
constant prices), representing an average rate of Increase of 10 percent
per year. Total GFCP during the period 1986-88 would equal K 2800 milllon,
of which parastatals would provide approximately K 2000 mdllion. 3 / The
Government and other (inc. ding private) sources would contribute
approximately K 300 milllon of GFCF each. This would represent an Increase
In the parastatal share of investment from 59 percent In the period 1980-84

3/In the discussion of the parastatal Investment program in
Chapter IV, all costs have been estimated in January, 1986 prices at an
exchange rate of K 6 - $1.00. Based on the assumption that approximately
70 percent of GPCF represents foreign exchange costs (an estimate based on
experlence tn several sectors), parastatel investment during the 1986-88
pertiod ti expected to equal K 3800 million (US$635 mtllion) in 1986 prices.



-6-

Table 1.3: Sources of Investment, 1980-85
If millton in current prices)

1980 1981 1982 1983 1984 1985

Gross Fixed Capital
Formation 55 610 618 615 623 600

Government a/ 125 130 183 151 121 n.s.
Parastatals_b/ ' 391 334 302 338 414 n.a.
Other (including private)c/ 42 146 133 126 88 n.a.

Percentages of GFCF

Government 22 -21 29 25 19 n.a
Parastatals 70 55 49 55 67 n.a,
Other 8 24 22 20 14 n.a.

Changes In Stocks 155 63 -15 -40 101 160

Gross Domestic Investment 713 6'3 603 575 724 760

Index of Real GFCF (1980-100) 100 102 90 72 61 52

n.a.= not available

Notes

8/ GRZ, Financial Reports, various years. (Th e estimates have not
been adiusted to exclude items ftnanced under foreign loans that
may be more properly defined as recurrent expenditures under
national income accounting conventions.) v

b/ Estimated on the basis of net financial sources available to ZIMCO,
defined as Internal generatlon of funds (after-tax profits plus
depreciation) plus net external and Internal borrowings plus net
transfers from the Government. For 1984, this estimate h-'--been
adjusted downward (from K 629 mlllion to,K 414 milllon) to reconcile
a major discrepancy with the national income accounts. The
difference may be attributable to a DC-10 airplane which was
purchased by Zambia Airways during 1984 and which may not show up in
the national income accounts because of technicalitles in the
financing plan for the aircraft.

c, Residual category.
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Table 1.4: Investment Requirements, 1985-95
Rmllllon in constant 1985 prices)

1985 1986 1987 1988 1990 1995

Gross Fixed Capital Formation- 600 840 940 1020 1170 1610

of which: Government n.a. 120 130 150 180 240
Parastatals n.a. 600 680 720 760 970
Other (includlng n.a. 120 130 150 !30 400
private)

Increases in Stocks 160 20 30 40 50 60

Gross Domestic Investment 760 860 970 1060 1220 1670

Memo Items:

GFCF/GDP 9.5 13.0 14.0 14.5 15.5 17.0
GDI/GDP 12.0 13.3. 14.5 15.1 16.1 17.7

n.8. - not available.

to 70 percent In 1986-88 in order to accommodate the large amount oi"
rehabilitation investment required by the parestatals during this period.
The share of Government capital expenditures would decline from 29 p*rcent
in 1980-84 to 15 percent in 1986-88 in order to reduce the budget deficlt
and release resources for parastatal investment. The share of GPCF for
other (fncludlng private) sources woula be 15 percent, slightly above:the
level achieved in 1984 but belew that of 1981-83. Given the unsettled
environment for private investment and the high level of unutillzed
capacity, this amount of private investment should not place a major
constraint on increases in productioat, but greater provision must be rsade
for private investment as the economy begins to recover. In the longer
run, GFCF could Increase to about K 1220 million in 1990 and K 1670 mI1llion
in 1995, representing 15.5 and 17.0 percent of GDP respectively in each
year, and the share of private investment should increase to at least g0
peroent of total investment by 1990 and 25 vercent in 1995.

1.10 In order to make effectlve use of the limited amount of -

investment resources provided in the recovery scenario, the Government will
need to improve its investment planning and decision making. This work has
already begun with the preparation of rehabilitation programs In several
key sectors. Institutional reforms such as the .ecent formation of an
economic evaluation unit for the inWustrial parastatal enterprises and tho
lntroduction of Improved annual plinning procedures for the Government
budget will help In screening investment proposals for, the public sector.
Other Important actions, Including the maintenance of positive real,
interest rates for commercial borrowing, full Implementation of the new
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Investment Act, and expansion of credtt facilities for agriculture and
industry through appropriate financial institutions will be Important
pollcy instruments for promottng increased Investment and lmproving
efficiency in the use of investment resources.

1.11 Savings. Up until the end of 1982, Government policles strongly
favored consumption over Investment. Strict price controls on most
products, the weak financial performance of the copper Industry, and an
expansionary budget situation reduced aggregate savings to minimal levels.
Following the introduction of econowlc reforms beginning in 1983,
national savtngs Improved but were still below the level needed to support
gross domestic Investment. Table 1.3 provldes estimates of the composition
of savings between the Government, parastatals and other (includlng
private) oourtes for the period 1980-84. Overall, public savings
(Government plus the parastatals) provided only a small share of gross
national savings (GNS) between 1980-84, being negative in two years and not
exceeding 35 percent of GNS In any of the remaining years. The Government
has been a major contributor to the poor savings performance of the public
sector, with revenues being less than recurrent expenditures in every
year. The savings performance of the parastatal sector deteriorated
sharply in 1981 and 1982 as a result of the deterlorating financial
condition of the copper industry. With the suspension of price controls In
1982 and the reorganization of the copper industry, parastatel
profitability and savings recovered steadily. The ratio of savings to
investment for the psrastatal sector varied from 18 to 69.percent between
1980-849 wbile the savlngs effort of the private sector consistently
exceeded private Investment and thus provided resources to support
investment elsewhere In the economy (Table 1.6). In aggregate, however,
Zambia relied on foreign savings to finance over half of its total
Investment requlrements In four of the past ftve years.

1.12 In order to Increase public savings after several years of
economic decllne, the Government will need to apply strict policies
regarding taxation, Government employment and wages, expenditure control,
and parastatal profltabllity. Private sector savings should continue to be
an lmportant source of resources and can be enhanced through pollcies such
as positlve real interest rates on deposit accourts and the development of
greater lncentives for Increased savlngs behavior, for example through
promotion of private sector housing development. Nevertheless, the major
burden for increasing domestic savings In the short term must fall on the
public sector.

C. Prospects for the Government Budget

1.13 The economic reform pollcies which have been enacted In recent
years have had a major Impact on the size and structure of the Government
budget. Debt-servlce requlrements for both foreign and domestlc debt have
increased as a result of devaluation and the Increase in domestic interest
rates, so that they now constitute a major share of the Government's total
expenditure obligations. Flscal policy has been marked by high levels of
taxation and constraints on the Government's operational expenditures, but
the budget deficit has contlnued to be Intractable, averagtng 13 percent of
GDP between 1980 and 1985. In order to tmprove domestic savIngs, a major
policy objectlve of tie Government should be to reduce this deficit to
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Table 1.5: savings, 1980-85
(K million in current prices)

1980 1981 1982 1983 1984 1985

Gross National Savings 223 25 32 277 472 661

Governmentaf -214 -300 -344 -82 -143 -
Parastatelia/ 240 82 54 179 284 -

Other (includiog prfvate)c/ 197 243 322 180 331 -

Memo Items

Publtc Savings (Government and 0.12 neg. oeg. 0.35 0.30 -
parastatals)3ONS

¢N8/GDI 0.31 0.04 0.05 0.48 0.65 0.87
GNS/CNP 0.08 0.01 0.01 0.07 0.10 0.11

aI Defined as Government revenue minas recurrent expenditCre. Repayments
of princtpal have been deducted from the Government's tiefllition of
recurrent expenditures to arrive at this estiuate.

b/ Defined as after tax profits Pius depreciation charge, for the ZINCO
group of companies. Data are for the period April 1 of the year
indicated to Mareb 31 of the following year.

c, Residual categary.

Table 1.6: Savligs Effort by Source, 1980-848/

1980 1981 1982 1983 1984

Government neg. neg. neg. neg. neg.

Parastatals 0.61 0.25 0.18 0.53 0.69

Public Sector (Government 0.07 neg. neg. 0.29 0.34
plus parastatals)

Other (including private) 4.7 1.7 2.4 1.4 3.8

V Measured as the ratio of gross national savings to gross fixed capital
formation, by source.
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manageable proportions. However, while macroeconomic considerations need
to be foremost in the Government's concern, the composition of tax and
expendlture programs are also important instruments for improving domestic
investment and savings. This section will examine the budgetary outlook
for the Government over the next few years and the expected composition of
Government expenditures In order to provide the context for the program of
expenditure reform for the budget which is considered in Chapters II and
III.

1.14 Because of the major impact of devaluatlon on the local currency
requirements for foreign debt-service payments, the 1986 budget estimates
are given in two formats In Table 1.7. Presentation 1 includes interest
payments on an accrual basis and foreign debt-rescbeduling is shown as a
source of financing for the budget deficit.4/ In Presentatton 2, foreign
interest payments are included net of expected debt-res^heduling and
therefore provide a closer approximation to anticipated cash payments.

1.15 Turning first to the revenue side of the budget, there has been a
substantial increase in reliance on revenues based on external trade and
aid flows, including import taxes (reflecting recent revisions to the
tariff structure), mineral taxes (reflecting an increase in the mlneral
export tax to 13 percent and the impact of devaluation on copper export
earnings) and foreign grants (reflecting local currency received by the
Government as counterpart funds for foreign loans and grants channeled
through the foreign exchange auction). Taxes on domestic revenue sources,
particularly income taxes, domestic excise and sales taxes and non-tax
revenues, are expected to yield a much lower proportion of total revenues
than previous years. In effect, the Government has financed the 1986
budget by tapplng the "devaluation dividend" available from taxes on
international trade flows. This approach represents a pragmatic method of
financIng the Government's substantial increase in revenue requirements
(from 25 percent of GDP in 1980-85 to 35 percent of GDP in 1986). However,
it cannot be sustained at the same rate of increase, as export and import
volumes are expected to grow slowly in real terms in the future. Given the
very substantial shifts that have occurred in the tax structure, with
domestic tax revenues falling from'70 percent of total revenues in 1980-85
to 31 percent in 1986, there is a need for the Government to reexamine the
tax system from the standpoint of long-term requirements for revenue growth
and incentives for domestic production and savings. A recent IMF/World
Bank mission to Zambia has carried out a review of the tax system, and this
study should provide a suitable framework for tax reform.

4/This approach is based on conventions followed by the
International Monetary Fund. Government accounting procedures differ, in
that all debt-service payments, including both principal and interest, are
included on a cash basis as part of Constitutional and Statutory
expendltures. The budget data discussed in this report have been revised
to correspond witb natlonal income accounting conventions and to remove
various anomalies caused by shifts in budget definitions over time.
Tables A.1-A.4 in Annex A provide details as to the corrections which have
been applied to the data.
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Table 1.7: Composit1on of Government Revenue and Expenditure, 1980-86
(All Items shown as a percentage of the total)

ALverage 1986 Budgeta/
T180-8S Presentation 1 Presentatlon 2

'7. Revenue

Tax Revenue 89 83 83
Mining Revenue 5 22 22
Income Taxes 33 15 15
Domestie Excise and Sales Taxes 37 16 16
Taxes on Internattonal Trade 14 30 30

Non-tax Revenue 8 3 3
Grants and other receipts 3 14 14

~~~~~~~~10010

II. Expenditure

Recurrent Expendttures 85 86 , 81
Personal Eholuments 24 15 ]9
Recurrent Departmental Charges 13 9 13
Subsidies 9 7 10
Interest
Foreign 7 29 4
Domesttc 8 13 17

Other Constitutional and 16 6 8
Statutory Expenditures

Grants, Transfers and other 8 7 10
Payments

Capital Expenditures sand
lit Lending 15 14 19

III. Financlng of Deflcit

External 28 86
Domestic 72 14

IV. Memorandum Items

Tax Revenue/GDP 22 30 30
Total Revenue/GDP 25 35 35
Recurrent EXpenditure/GDP 33 40 28
Total Expenditure/GDP 38 47 35
Government Savings/GDP (8) (5)
Budget Deficit/WDP 13 12

Presentation 1: Foreign interast payments show n an eccrual basis, with
debt-rescheduling included as part of oxternal financing.

Presentation 2: Foreign tnterest payments shown on a cash basis after
deducting rescheduled Interest payments.

^I Expenditures in 1986 exclude K 569 million In one-time extraordinary
expenditures for foreign exchange guarantees and transfers to the Bank of
Zambia.



- 12 -

1.16 Turning to the expenditure slde of the 1986 budget, we first
examine the implications of the budget based on an accrual definition of
savings and expenditure (Presentation 1 in Table 1.7). The most striking
shift is the large increase in accrued interest charges on foreign and
domestic debt, from 15 percent of total expenditures In 1980-85 to 42
percent in 1986. As a result, total Government expenditures are expected
to increase to 47 percent of GDP, and both the budget deficit and the level
of Government (dis)savings are very high at 12 and 5 percent of GDP
respectively.5/ Financing for the budget deficit ti exrmcted to rely
heavily on external sources, particularly through debt-reiAcheduling of the
Government's foreign interest obligations.

1.17 On a "net of rescheduling" basis (Presentation 2 ln Table
1.7), the changes in the 1986 budget are less dramatic and represent incre-
mental adjustments from previous budgetary performance. The percentage
allocation for capital expenditures and net lending has been Increased
somewhat, as a large number of capital projects are donor funded and
involve a high proportion of forelgn costs. The allocation for personal
emoluments has been decreased on a percentage basis, reflecting continuing
wage restraint and the initiation of a program to reduce Government
employment. Because of the significant increase In tax revenues, the
budget deficit on a post-rescheduling basis is expected to be loes than one
percent of GDP. In effect, the large amount of debt-rescheduling plus the
positive effects of devaluation on revenue collections will allow the
Government to sustain a high level of negative public savings with modest
access to domestic borrowing.

1_18 The immediate fiscal impact of the economic reform program has
thus been absorbed through adjustments In revenue and financing sources
rather than changes in expenditures It is important that this breathing
space not be wasted by failing to recognize the need for fundamental
changes in fiscal policy. The major structural shifts implied by the 1986
budget are:

(a) The budget deficit. Reduction of the budget defleit should
be a key element of the Governmentts strategy to increase
aggregate savings. This can be accomplished through
expenditure reform and increases In non-tax revenues, both
of which have been relatively neglected up to now as active
policy Instruments in the Government s recovery program.

5 /These figures are lower than the Government's projections for
the budget deficit and Governmnt dissavings, due to the exclusion of
extraordinary expenditures and other adjustments that have been made to the
data.
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Past expenditure reductions have been Implemented
across-the-board rather than through selective reductions In
the scope of Government services. As a result, thebudget
contitnues to claim a large share of national resources (35
percent of GDP in 1986 on a post-rescheduling basis), even
though there are serious concerns about the declining
quality and availability of Government services. On the
revenue side, tax revenues have been maintained at a very
high level, while non-tax revenues have been allowed to
decline from 8 percent of total revenues In the 1980-85
period to 3 percent in 1986. Non-tax revenues, consisting
of cost recovery charges, divldends and loan repayments from
parastatals and local authoritles, and assorted other
license fees and charges can wake an Important contribution
to Government revenues as well as providlng a mechanism for
rationallsing claims on Government services and promoting
cost efficiency.

(b) The burden of Interest payments. The major shift in expen-
diture shares toward Interest obligations is a permanent
feature of the forward budgetary outlook. Moreover, because
the Government has extended loan guarantees to a number of
parastatals and other institutions with doubtful economic
prospects, the burden of local and foreign debt service
psyments could increase if the Government is required to
assume payment obligations for these loans. Foreign
debt-rescheduling provldes a temporary means by hticb the
Government can absorb the lipact of the sharp increases in
Interest obligations arising from devaluation without
creatlng undue liquidity problems for the domestlc economy.
However, this approach is not vlable in the longer term, as
it reduces incentives for Increased domestic savings,
contributes to a compounding of foreign interest
obligations, and could lead to an unsustainable budgetary
deficit when debt-reschedullng is ended. The Government
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should therefore establlsh flscal targets that provide for
gradually increasing coverage of the foreign interest
obligations accordlng to a reallstic schedule.6/

(c) Prospects for revenues. Zambia's budgeted tax burden for
1986, equal to 30 percent of GDP, represents a substantial
drain on the potential savings performance of the natlon and
could interfere with efforts to increase profitability in
the parastatal and private sectors. Further growth in tax
yields is likely to be constrained by: (i) the limited
prospects for significant growth in exports and imports in
real terms; and (ii) the need to reduce the Mineral Export
Tax in order to improve the profitabllity of ZCCM (see
Chapter IV). Tax revenues are therefore expected to decline
over time as a percentage of GDP.

1.19 Glven the extensive changes that have occurred in the Government
budget and the need for revenue and expenditure reforms to compensate for
these changes, it would not be fruitful to try to forecast the outcome of
individual budgetary items over the next several years in any detall.
Instead, it is more useful to indicate broad targets for revenue and expen-
diture growth that would fit in with the medium term recovery scenario
provided in the CEM. On the basis of these targets, Government priorities
for revenue reform, expenditure control and debt management can be
assessed. Table 1.8 presents a scenario for Government revenues and expen-
diture during the perlod 1986-90 that illustrates the nature of the
trade-offs that the Government must make between the need to stimulate
piblic and private savings behavior, improve efficiency In Government
operational expenditures, and make provision for covering an increasing
share of foreign debt-service payments within a reasonable time period. In
deriving this scenario, it is assumed that the Government sets targets for
two key indicators which are important determinants of the growth in
domestic savings; i.e., the ratio of Government (dis)savings to GDP, and
the ratio of Government tax revenues to GDP. Given the importance of

6/Foreign debt rescheduling need not be accompanied by changes in
repayment terms in local currency for foreign denominated debts. As part
of the stabilization program which generally accompanies debt rescheduling
agreements, it is often agreed that holders of foreign denominated debt
will continue to service their loan repayment obligations in local currency
(including the impact of devaluation, if appropriate), and the proceeds of
the loan repayments will be held in a 'sterilized" account in the central
bank awaiting repayment In foreign currency when adequate foreign exchange
is available. To avoid a deflationary impact from this arrangement, it is
necessary for the central bank to provide an increase in the money supply
to offset the funds going into sterilized accounts. In Zambia, most
institutions have been required to maintain local currency payments on
their foreign debt obligations. The major exceptions are ZOCM, which
assumed the foreign exchange risk resulting from rescheduling, and the
Government, which was exempted from the bulk of local currency repayments
in 1986 in order to avoid undue pressure on local borrowing requirements.
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increasing national savings, a reasonable target for the first indicator is
to eliminate dissavings by the Government by the year 1990, which means
that revenue from all sources must be adequate to cover wotal recurrent
expenditures, including foreign interest payments, on an accrual basis.
For the second indicator, a realistic assumption is for tax revenues as a
percentage of GDP to decline by one percentage point a year, with non-tax
revenues increased by enough to compen;ate for the loss in revenues. Other
assumptions included in Table 1.8 are: (i) foreign debt-service payments
continue to be rescheduled on the basis of the terms offered by the Paris
Club in 1986 (i.e., 100 percent of principal and interest payable,
including previously rescheduled payments) 7 /; (ii) Government capital
expenditures decrease gradually from 7 to 4 percent of GDP; and (iii)
grants decrease as a percentage of total reve",k (implying decreasing use
of local counterpart funds from the auction to support Government recurrent
expenditure programs).

1.20 Based on these targets, it is possible to estimate the level of
recurrent expenditures that can be sustained by the Government. Table 1.8
indicates that for the scenario outlined above, recurrent expenditures in
the budget (other than foreign interest payments) will have to decrease
from 27 percent of GDP (which was budgeted in 1986) to 21 percent in 1990.
After allowing for expected growth in GDP, this is equivalent to a 10
percent real cut in expenditures between 1986 and 1990. In order to
achieve this decrease in expenditures, the Government will have to:
(i) progressively eliminate consumer subsidies (budgeted for K 332 million
in 1986); and (ii) freeze all other recurrent expenditures at their 1986
level in real terms for at least the next three to five years. This means
that expenditure reform will have to focus on the reallocation of budgets
between existing expenditure programs..

1.21 It may be argued that the scenario outlined above is too severe,
in that it is based on a return to full servicing (in local currency terms)
of foreign interest payments on rescheduled debt by the year 1990. The
implications of the scenario for Government expenditures are daunting.
Foreign interest payments by the Government would constitute 13 percent of
GDP in 1990 and would account for 38 percent of total recurrent
expenditures. One-half of total tax revenues would be required just to
meet the Government's foreign interest obligations. This result should not
be surprising, as past budget deficits have resulted in a large stock of
outstanding debt, the real cost of which was significantly understated by
interest rate controls on domestic debt and overvaluation of the kwacha for
foreign debt. Nevertheless, the prospect of zero growth in real terms for
Government operational expenditures places very severe limits on the
Government's options for expenditure reform.

7 /An implication of this assumption Is that capitalized interest
payments also accrue interest, so that the total level of foreign interest
obligations is compounded as a result of rescheduling.
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Table 1.8: Projections of Revenue and Expenditures, 1986-90
(Percentage of current GDP)

1984 1985 1986 1987 1988 l989 1990
Actual Revised u3dget Projected

IX xpedlturee
-Rec-urrent

Interest (foreign) 2 7 13 14 14 13 13
Other Recurrent
Expenditures 25 28 27 25 24 23 21

Capital 3 6 7 6 5 4 4

Total 30 41 47 45 43 40 38

II. Revenue

Tax Revenues 20 23 30 29 28 27 26
Non-tax Revenues 2 1 1 2 3 4 5
Grants I 1 _5 5 4 3 3

Total 23 25 35 35 35 34 34

1I1. Deficit

Budget Deficit 7 16 12 10 8 6 4
Government Savings (4) (10) (5) (4) (3) (2) 0

1.22 Longer term prospects for the Zambian economy indicate that debt
relief will continue to be required for a number of years to come.8/ The
outlines of a feasible debt strategy still have to be determined and will
depend greatly on the Government's performance In carrying out Its program
of economic reforms. Nevertheless, It is clear that the sustainability of
the recovery scenario will eventually needed a comprehensive solution of
the debt problem which limIts repayments to an amount whtch is compatible
with the imports required to maintain acceptable growth and the available
foreign exchange resources. In the meantime, the Government needs to take
the opportunity sfforded by current rescheduling arrangements to adjust

8k/ee Chap. V of the Country Economic Memorandum for a more
detailed discussion of the debt problem.
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public expenditures to a level which is consistent with domestic
macroeconomic balances. The scenario for recurrent and capital
expenditures which is recommended In Table 1.8 satisfies this objective and
provides a feasible, albeit difficult, set of targets for the Government's
expenditure program. However, the revenue projections in Table 1.8 assume
a sustained high level of tax effort which will be difficult to achieve and
will limit feasible increases in parastatal and private sa'ings. To the
extent that comprehensive debt rellef may eventually establish a level of
foreign interest payments that is less than the amount shown in Table 1.8,
the Government should pass this benefit on to the rest of the economy
through lower taxes rather than using it to maintain expenditures. In the
meantime, it is recommended that Table 1.8 be used to establish the targets
for fiscal policy on both the revenue and expenditure side for the period
covered by the public expenditure review (1986-88).

1.23 In conclusion, the outlook and priorities for the Government
budget over the period covered by the public expenditure review are the
following:

(1) Government recurrent expenditures (excluding foreign
interest payments) should decrease as a percentage of GDP
by 1.5 points per annum. Allowing for expected growth in
GDP, this would be equivalent to a 10 percent real cut in
recurrent expenditures between 1986 and 1990.

(ii) In order to accomplish this reduction in Government
expenditures, subsidy payments should be reduced according
to a phased schedule with the exception of subsidies
targeted specifically for the lower income groups. Other
recurrent expenditures sbould be held constant in real
terms except for funds reallocated between programs.

(iII) Tax revenues are expected ta decline as a percentage of
GDP, and non-tax revenues (cost recovery charges, etc.)
should be increased to help offset this loss in revenue.

(iv) Clear and consistent policies regarding the realignment of
Government expenditures are essential for Improving the
quality and availability of key Government services and
for establishing a credible basis for additional debt
relief. Public expenditure reform should constitute a
major focus of the Government's policy agenda for
restructuring the economy and promoting a rapid return to
economic growth.

D. Planning for Uncertainty

1.24 The preceding sections have provided expenditure targets for the
parastatal investment program and the Government budget which are
consistent with the recovery prospects for the economy as they are
currently foreseen. The severity of these targets, particularly the
recommendation for zero real growth in the Government budget and the
constrained size of the parfAstatal investment program, illustrate the
difficult choices facing tha Government. Moreover, the economic scenario
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on which these targets are based is itself relatively optimistic and
represents the maximua growth that can be realistically expected over the
next few years. Given the fragility of the Zambian economy to internal and
external shocks, the Government would be prudent to consider what actions
should be taken to protect the public expenditure program if the economy
recovers more slowly than expected.

1.25 The investment program is particularly subject to uncertainty.
The economic scenario calls for a substantial increase in Investment during
the 1986-88 period in order to carry-out large rehabilitation programs in
the various sectors. Much of the Investment program is concentrated in a
few major sectors (e.g., mining, railroads, petroleum supply) and is
highly dependent on foreign financing. The Government should therefore
keep a careful watch on discussions with foreign lenders and ensure that
first priority goes to sectors with close linkages to the rccovery
program. Shortfalls in investment resources should be met by cut-backs in
sectors less critical to the recovery effort, such as industry,
telecommunications, transportation (other than railroads) and tourism.

1.26 Constraints on the Government budget have generally been met by
cut-backs in non-wage expenditures, particularly recurrent operating funds
and capital expenditures. As a result, many Government services are
performing very poorly, and agricultural services, social programs such as
health and education, and maintenance of Government assets are major areas
of concern. It is recommended that the Government use a core budgeting
approach to protect expenditures for these key services and any shortfalls
in resources should be absorbed by the remaining sectors in the budget.
Open-ended subsidy programs, such as for maize, fertilizer, and Zambia
Airways, represent a particularly vulnerable area for cost overruns and
need to be carefully controlled.

1.27 The targets for the public expenditure program will need to be
reviewed on a regular basis, at least annually, to adjust them for changing
economic circumstances. In doing so, the Government will need to keep in
mind the appropriate division of resources between the Government budget,
the parastatals and the private sector. In the scenario proposed in this
report, the parastatals are expected to claim a major share of the total
investment program during the next few years, both because of the high
priority of the parastatal rehabilitation projects and because the private
sector is expected to take some time before it is willing to invest
significant resources. As the economy recovers, greater provision needs to
be made for private sector investment. Similarly, although significant
expenditure restraint is recommended for the budget during the next several
years, the Government should take care that expenditure reductions are not
pushed too far at the expense of vital services. Too rapid a reduction of
the Government budget deficit would go beyond the rate at which resources
can be absorbed effectively by the rest of the economy and would ultimately
slow the pace of economic recovery. In a broad sense, resources are
ultimately substitutable between parastatal investment and the growth of
Government services, even though these aspects of the public expenditure
program are analyzed separately in the rest of the report on the basis of
the targets established above.
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II, SECTORAL PROGRAMS IN THE BUDGET

A. Overview

2.01 The quality of Government services has deteriorated drastically
in recent years. This is a bitter pill for citizens who have become
accustomed to looking to the Government to provide the requisites of a
modern society, such as better education, health care and infrastructure.
Moreover, it belies the promise of success established after independence
in meeting basic human needs, when services were expanded rapidly and
effectively to meet the aspirations of a socially conscious society. These
expectations and the widely held hope for a rapid return to economic growth
(a hope shared by many external lenders) meant that the continuing sequence
of budgetary cutbacks was done in a spirit of temporary retrenchment rather
than fundamental adjustment. Expectations for improved Government services
were maintained, even while budgets were shrinking in real terms and
quality problems were becoming mwre acute. Operating ministries were
provided with little guidance or flexibility to adjust their programs to
fit within diminishing budgets, other than exhortations to cut costs,
postpone capital expenditures, and be more efficient. As a result, the
reductions in essential s3rvices and compromises with quality have been
much deeper and more painful than if a program of expenditure reform had
been initiated earlier.

2.02 Unfortunately, the macroeconomic situation forecloses the
possibility of any significant improvement in the budget over at least the
next five years, This means that improvements in Government services must
come from shifts in the internal allocation of funding between existing
programs and increases in efficiency. The political leadership in Zambia
is aware of this fact and has emphasized in nmerous public statements the
need for reductions in Government expenditures. Nevertheless, a consensus
has not yet been established as to where the cuts should be made and what
programs should be maintained. This guidance is sorely needed, as many of
the services provided by the Government are vital to the speed and success
of the economic recovery program and the future productivity of the Zambian
population.

2.03 Even more binding than the financial constraint, however, is the
shortage of skilled human resources available to manage Government expendi-
ture programs. The Government is seriously overextended in terms of the
capacity of its manpower cadre, and it has become virtually unmanageable in
terms of operating efficiency and accountability. The immediate cause of
this situation is the severe compression of the civil service pay scale,
which encourages better qualified staff to leave and lesser qualified
people to stay. Other important factors are the lack of adequate training
programs and poor personnel management practices. These are serious
problems which deserve prompt attention in order to preserve the integrity
of Government service. However, given the shortage of trained manpower
throughout the economy, the Government is unlikely to qualified staff to
operate its vast array of programs at any time within the foreseeable
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future. In order to make effective use of its limited complement of
skilled and motivated manpower, the Government needs to reduce the scope of
its expenditure programs and concentrate its efforts on those programs of
greatest importance for the recovery of the economy.

2.04 In order to provide a perspective on the major issues of
expenditure reform, it will be helpful to examine past trends in the
structure of Governument expenditures. Table 2.1 provides indices of the
composition of Government expenditures in real terms over the period
1975-86.1/ These dota confirm a general picture of increasing budgetary
constraint up through 1984, followed by rapid changes in budgetary alloca-
tions as a result of the economic reform policies. Operational expendi-
tures (personal emoluments, recurrent departmental charges, etc.) fell by
19 percent in real terms between 1977 and 1985 and by 41 percent when
measured from a base of 1975. Subsidies, which declined by almost 50
percen; in -eal terms between 1977 and 1984, have risen in the 1986 budget
to approximately their 1977 level as a result of increases In maize and
fertilizer subsidies. Capital expenditures have been severely depressed,
falling by 58 percent between 1977 and 1984, with more recent increases in
the 1985 and 1986 budgets due to relative price increases as a result of
devaluation. Interest charges are the only budget category that has shown
significant growth in real terms over the period, increasing by almost
five-fold between 1984 and 1986 as a result of devaluation and the
decontrol of domestic interest rates. As a result, total Government
expenditures, which fell by 27 percent in real terms between 1977 and 1984
(52 percent when measured from a base of 1975), increased by almost two-
thirds between 1984 and 1986 to their highest level since 1975.

2.05 Reductions in operational eApenditures have been only partially
responsible for the deterioration of Government services. Table 2.2
indicates that the major share of reductions in operational expenditures
have been for defense expenditurest 2 / which fell by 45 percent ln real
terms between 1977 and 1985, particularly following the conclusion of the
liberation war in Zimbabwe. Expenditures on personal emoluments (PBs) fell
by 14 percent in real terms between 1977 and 1985, while expenditures on
recurrent departmental charges (RDCs)J/ fell by 6 percent and grants and
other payments were unchanged. Within these reduced budgets, there have

1 /The choice of 1977 as a base year in Table 2.1 represents a
mid-point tetween the economic boom lasting up to 1975 and the
mini-recovery in 1980-81. It is therefore representative of the economic
situation facing Zambia during most of the past ten years.

2 /Measured as the residual of Constitutional and Statutory
expendituries after deduction of debt service payments.

3 /Recurrent departmental charges cover the normal operating costs
of Government services (other than personnel costs), such as purchases of
goods and services (not including capital expenditures) and allowances for
travel and other expenses.



-21-

T2 Llt aXosit1i f Gwerm ftedtWum In ECtat PL

(1977.110)

1985 -1986
1975 1977 1980 1984 btIt - dpt

0P=t1cul LV 100 98 8 81 75
, ay ~~~~~(S5) (60) (56) (67) (49) (38)

ltart b/ 82 100 115 113 330 !S4
(5) (10) (10) (15) (31) (41)

Subsldiss 174 100 2)3 51 86 101
(10) (9) (16) (6) (7) (7)

(Cpitsl 214 1OD 89 42 63 82
;uuIiizXes C/ (3)) (21) (18) (12) (13) (14)

Totl lSl 100 107 '73 101 121

- All iui_m as &flae by the IWqdt- jzc debfaor br Qrs htic E.uUiX8-

- Nbex in partIum are pretqm ct the tota bgpt.

*/Dafinm as peoam uMIAs_e, e,wa deIutmmAt d s, Oatiozaa at
Statoy #.p tUM ( tbSr tbuA debt-inrIc poweuz), ar pats, tp&xs -
aid otbhr pyuts. ga for 1986 .. K 569 Allion In cse-tSi ta MV
am titu asodated _id thi dwabmtfc ad IUUcdOMtka CE tb* relp QMdWQs

b/bA botb d ¢ ad fep 1eto ut ca en aonl bob*.
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been significant shifts In the composition of expenditures. The Government
reduced expenditures for Ple through a policy of general wage restraint and
by compressing salary differentials botween upper and lower grads civil
servants. Controls on the hiring of new employees wer much weaker,
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1985 1986
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Pezuneal 116 100 91 87 86 72
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Tal 137 l.0 98 81 81 75

i* 0.64 0.50 0.56 0.49 0.55 0.65

Notes:
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activities i ae l a to emnt srvi (e.g., District COus,
Untflvity ,chiW ikital,l missio sbools, UNIP opnedmtg sEqles) ard are tbur£ore
inclFd as pert of Govermat operational egedibwes.

however, particularly for classified daily employees (CDEs)4 / wbich are
estimated to have increased by almost 10,000 workers betveen 1978 and

4 /CDBs are considered to be temporary workers rather than part of
the regular civil service establishment, and their employment is determined
by the individual operating departments. No records are kept of the number
of CDI. employed by the Government, although departments are required to
provide an estimate of the number of CDEs employed by them in support of
their annual budget request. Many CDEs have been o '7 the Government payroll
for a number of years, and they have thereby become eligible for employment
benefits and severance payments if their employment is terminated.



-23-

1983.5/ As a result, the employment structure of the Government has become
excessively "bottom-heavy", with high vacancy rates at the middle and upper
levels of the civil service and substantial overstaffing at the lower
levels. For RDCs, preference has been given to maintaining funding for
transfers to Individuals (e.g,, student bursaries, boarding costs in
medical facilities), while operating funds to support the delivery of
essential services (e.g., medical supplies, educational materials, vehicle
operating costs) have been cut disproportionately. The result of these
shifts is that the efficiency of many key Government services has been
reduced to a much larger extent than would be evident from the aggregate
trends in operating expenditures. The Government has recently begun to
take steps to address both the composition of employment and the internal
allocation of RDCs. However, the slow progress in correcting these
problems demonstrates the need for a clear and consistent approach to
problems of expenditure realignment.

2.06 Budgetary constraint has also produced significant changes in the
uses to which Government expenditures are applied (see Table 2.3).6/ The
major reduction in expenditures (other than defense expenditures) Eas been
for infrastructure support services (roads, power, water supply, housing),
which fell by 45 percent between 1977 and 1985 and by 73 percent as
compared to 1975. This cutback affected both new capital expenditures and
maintenance activities, so that the public capital stock has deteriorated
significantly and much of it requires repair or rehabilitation. Expendi-
tures on directly productive activities (such as agricultural services) and
social services (health and education) have also declined over time, fall-
ing by approximately 20 percent in real terms from their 1977 budgetary
allocation. 7 / The only category of expenditures which has been maintained
in real value is administrative services (e.g., Cabinet office, foreign
affairs, police, provincial administration), which increased from 25
percent of ministerial expenditures in 1977 to 31 percent in 1985.

5 /Baseo a information in the report "Zambia: Wage Policy and the
Structure of Wagel Employment," World Bank Report No. 5727-ZA, May 7,
1986.

6 /The division of expenditures in Table 2.3 is based on a format
proposed for the Annual Plan. It is described in a Bank report entitled
"Planning and Budgeting in Zambia", February 1983. Table A.4 in Annex A
provides a detailed breakdown of the definition of expenditure categories
by operating ministries.

7 /The apparent increase in Table 2.3 for expenditures on directly
productive activities is due to a few large parastatal industrial projects
which were passed through the budget, masking the overall declining trend
in Government expenditures for services such as agriculture.
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2.07 This analysis indicates that a large part of the blame for the
deterioration in services should go to budgetary decisions that have
favored the use of Government funds in low priority activities rather than
concentrating the dwindling supply of resources on key Government services.
Even within the zero growth budget scenario described in Chapter I, there
is considerable scope for improving the delivery of Government services
through a reallocation of funds to priority uses and by taking actions to
lmprove the cost efficiency of Government services. This process will not
be politically easy, as it will involve reductions in areas such as
Government employment and administrative expenditures that have strong
constituencies within the Government. In order to justify the
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reallocation of expenditures, there will have to be a rethinking of sector
objectives and priorities at the level of the Individual ministries. In
son,e sectors (e.g.;, agriculture), this process has already begun, but the
effort to improve the planning and budgeting of Government expenditures
naeds substantial strengthening in order to support a coherent program of
expenditure reform.

2.08 The remainder of this chapter will summarize the current status
of Government expenditure programs in various sectors and outline the
policy choices which need to be made in order to improve the delivery of
essential services. Section B of this chapter provides an analysis of the
agricultural expenditure programs. Agriculture is accorded particular
attention because of its importance for the economic recovery program and
because it serves to illustrate many of the major issues involved in
expenditure reform In Zambia. Following this discussion, briefer descrip-
tions are provided in Section C of four sectoral programs -health, educa-
tion, roads and development administration_-which, with agriculture, form a
"core" group of activities for the program of budgetary realignment dis-
cussed in Chapter III. In designating five sectors as core programs, it Is
not intended to Imply that other activities of the Government are un-
Important or can be easily dispensed with. Expenditures on activities such
as Parliamentary affairs, defense and internal security need to be
continued at some level despite the pressures of expenditure reform.
Nevertheless, the core activities play major roles in the economic recovery
program and in human resource development and should receive priority in
the future in order to support the Government's objectives for economic
growth. Finally, Section D provides a discussion of several additional
expenditure programs (water supply, housing, tourism, information and
broadcasting, and regional administration), but the coverage of expenditure
programs outside the core group of activitles is not intended to be
complete.

B. Agricultural Expenditure Programs

2.09 The major share of Government expenditures for agriculture
(excluding agricultural subsidies) are directed through the Ministry of
Agriculture and Water Development (MAND),8/ with smaller amounts going
through the Ministry of Lands and Natural Resources (HMLNR) and the Ministry
of Cooperatives. MAUD is responsible for overseeing the operations and
policies of several important agricultural parastatals, particularly the
National Agricultural Marketing Board (NAMBOARD), the Lint Company of
Zambia (LINTCO), the Dairy Produce Board, and the National Tobacco
Company. In addition, MAWD and MLNR channel substantial amountu of donor

_/The Department of Water Affairs in MAWD is discussed in the
section on water supply.
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financing to ZIMCO-controlled parastatals such as the Cold Storage
Corporation, Zambia Forestries and Forest Industries Corporation (ZAWFICO),
and the Kawambwa Tea Company. In order to give a coordinated overview of
the Government's expenditure policies in agriculture, this section will
discuss the programs of these agencies as a single package.

2010 Agricultural development is the Government's primary strategy for
economic diversification. The Government has made significant progress in
recent years in eliminating policy distortions which worked against agri-
cultural development, such as controls on producer prices and restrictive
marketing practices. While additional reforms still need to be taken to
reduce maize and fertilizer subsidies and further improve marketing
arrangemeits, the Government hasE committed itself to taLing these actions.
As a result, one of the major problems which inhibited agricultural produc-
tion in the past, i.e., the lack of adequate producer incentives, has been
largely eliminated. In order to complement the policy reforms, the
Government needs to improve the agricultural support services which are
necessary to obtain an increase in production.

2.11 Evaluation of Expenditure Strategy. Priorities for a substantial
proportion of the agricultural budget are ill-defined, poorly implemented
and largely ineffective in achieving their objectives. This is not to deny
that the Government, MAWD and the donor community have devoted substantial
amounts of effort and funds into agricultural programs which have produced
many positive achievements. Nevertheless, MAUD provides perhaps the
clearest example of how years of budgetary compression, inconsistent wage
and employment practices, and public resistance to reductions in existing
programs can result in a significant deterioration of public services in
the absence of any clear framework for expenditure reform.

2.12 The potential benefits of MAWD's expenditure programs are
constrained by:

(a) an orientation towards the needs of commercial farmers
rather than small-scale and traditional producers;

(b) inappropriate balance between personnel and operating costs;

(c) diffusion over too many projects and programs;

(d) involvement in activities better left to the private sector;
and

(e) dissipation of funds into unproductive uses in the form of
subsidies.9/

9/These conclusions are similar to the findings of a recent
consultant's report on MAWD's operations: "Evaluation Study of the Ministry
of Agriculture and Water Development," draft report, Novemuber 1985.



- 27 -

The implication of these conclusions is that priorities for the agricul-
tural expenditure program should be determined less in terms of the success
or failure of any particular project or service, and more in terms of
strengthening the ability of MAWD (and other agencies) to deliver a minimum
package of essential services to targeted groups of agricultural
producers. This recommendation is not intended to endorse the concept of
integrated regional development, an approach that has largely failed in
Zambia. Rather, the focus should be on trimming back agricultural
expenditures to a mutually consistent set of programs which support the
Government's national objectives for agriculture and which can be
implemented within the limited amount of local funding and technical and
managerial capacity available in the public sector for agriculture.

2.13 Agricultural support services in Zambia have historically been
geared to the needs of medium and large-scale commercial farmers* However,
the majority of traditional and emergent farmers, who account for 95
percent of farm households in the country, derive limited benefit from the
current programs of agricultural research, extension, credit and other
support services. As a result, the general level of productivity of
smallholders has remained considerably below that of the large-scale and
more modern farmers. This low level of productivity among smallholders and
emergent farmers indicates their potential for increasing output; given the
large number of these farmers and their limited import and capital require-
ments, a small increase in crop yields per farmhold would aggregate into
substantial increases in production. Therefore, on economic and social
grounds (given that smallholders constitute a large reservoir of rural
poverty) and labor-absorption considerations (as smallholder farming is one
of the few activities that can generate a substantial increase in employ-
ment), the Government should realign the major share of its agricultural
support services to emphasize smallholder requirements.

.!

2.14 It is recognized that improving the productivity of smallholder
agriculture is a long-term task which will require improved technical
packages through adaptive agricultural research and strengthening of
extension services for dissemination of research results. In the near
term, increases in agricultural production will have to come from
commercial farmers, and the Government may be reluctant to deemphasize
services to these farmers at a time when economic recovery depends on their
responsiveness. Nevertheless, the Increases in producer prices which have
been implemented provide sufficient incentives for increasing production,
and the more open availability of foreign exchange through the auction
system has helped to eliminate an important constraint on commercial
agriculture.10/ Many of the services currently provided to commercial

IO/Experience has shown so far that the amount of direct agricul-
tural Inputs imported through the auction is much less than originally
expected, mainly because the remaining controls on maize prices prevent
farmers from passing on higher costs of imported inputs to consumers.
However, commercial farmers have benefited from importation of a number of
goods (e.g., spare parts) that would not necessarily be registered as
agricultural goods on the import license.
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farmers by the Government could be taken over by the private sector,
perhaps with significant gains in productivity (e.gs., some types of
agricultural research, veterinary services such as artificial insemination,
tractor-hire services, etc.). The Government could relieve itself of a
substantial budgetary burden by turning these services over to the private
sector, or at the very least, setting full cost recovery charges.

2.15 In order to improve the delivery of services to the smallholder
sector, a substantial restructuring of the agricultural budget will be
necessary, particularly with regard to the allocation of funds between
personal emoluments and recurrent departmental charges. It has been
estimated that in 1980, RDCs in agriculture were underfunded by approxi-
mately 40 percent as compared to the requested budgetary allocation.1l/
While the Government increased the budgetary allocation for agricultural
recurrent expenditures from 3 percent of the budkat in 1980 (excluding debt
service) to 6 percent in 1985 and 1986, most of this increase has gone to
cover the cost of a rising number of employees, partlcularly CDEs. As a
result the RDC/PE has deteriorated further, from 0.5 in 1980 to 0.3 in
1986.11/ Even this ratio underestimates the decline in RDCs in real terms,
as priTes for many components of RDCs (e.g., vehicle operating costs) have
increased more rapidly than wage rates, which have been constrained by
restritive wage policies. As a result, there has been a serious deterio-
ration In the quality of services such as agriculturel research, field
extension and veterinary care that have large requirements for operating
funds.

2.16 Another problem is the composition of the personnel establishment
In agriculture. Roughly two-thirds of MAWD's estimated employment of
14,260 people (as of 1985) are CDEs, comprising one of the largest
contingents of CDEs in the Government. Particular examples of excessive
numbers of CDEs include agricultural extension (3100 out of 5780 employ-
ees), veterinary services (2100 out of 3100 employees) and agricultv :al
education (80 percent of employees are CDEs). Not only are most of the
CDEs employed in jobs with low productivity, but also by their large number
and the need to maintain a semblance of useful employment, they stretch the
administrative and supervisory capacity of higher level staff. The evalua-
tion report on MAUD mentioned above has recommended that MAWD consider
reductions of f%ve to ten percent per annum in the level of PEs over the
period of 1986-88, which, If the cuts are made by reducing CDBs, would
require a much larger decrease In employment due to the lower pay scales of
these workers. At the same tlme, consideration needs to be given to
measures to retain the more highly qualified staff in order to improve the
technical quality of agricultural services. In a number of critical areas
of MAWD, such as planning, agricultural research, and veterinary services,
there are serious shortages of professionally qualified Zambians due to the
unattractive conditions of service. This contributes to an excessive

II/"Agricultural Recurrent Budgetary Study," Vol. I, March 1981.

12/By way of comparison, the RDC/PE ratio in agriculture in 1970
was 1.54.
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dependence on expatriates provlded under technical assistanee agreements,
which Is contrary to the Government'a policy of Zambianization and is
unsatisfactory to both the Government and the donors due to frequent
changes In expatriate staff, unfamiliarity with local conditions, and donor
frustration due to poor utilizatlon of technical personnel. The shift in
emphasis to the sma4lholder sector will likely Increase NAWD's requirements
for qualified managerial and technical staff, and the availability of
skilled local manpower will be one of the most important constraints on
improving the quality and effectiveness of agricultural services.

2.17 An important aspect of improvlng the dellvery of agricultural
services will be to consolidate the project portfolio. At present, MAUD
has about 150 ongoing projects of various sizes, most of which are
performing poorly. Nearly all of the projects are donor-financed, involv-
Ing more than 20 donor agencies, and each maintains its own procedures and
requirements. Overlaps and conflict between the objectives of different
projects are commonplace. For example, there are 12 donor agencies provid-
Lig support for the agricultural research program with little coordination
between the orientation and priority of the various efforts. There are
three separate donor flnanced teaos in HAMD headquarters, each of which has
a manda-te to advise the mlnistry on agricultural policy. These projects
syphon off local manpower and financial resources which are very linited in
supply* The performacee of the projects is further hampered by HAND's

failure to set priorities for the allocation of funds and staff, so that
all projects receive Inadequate local inputs. The resulting low rates of
disbursement and dissipation of donor funds into poorly performirg activi-
ties represents a low return use of scarce resources and creates scepticism
about the commitment of the Government to its policy of agricultural devel-
opment. As a first step in improving this situation, there Is a need to
document each of the projects and evaluate them accordlg to clearly
defined criteria. As a longer term strategy, MAMD should:

(a) consolidate the proJect portfolio into a limited number of
well defined programs aimed at achieving specific agricul-
tural objectives and elose down those projects which do not
contribute to the objectives;

(b) work with the donor community to ensure adequate funding for
the overall program, rather than accepting projects on a
pleemeal basis that may not be consistent with sector
objectives; and

(c) liit new agricultural projects to those which can be
supported withln the existing supply of local funds and
staff.

2.18 In establishing guidelines for triuuing the pro act portfolio,
particular attention should be given to reducing public involvement in
direct production activities. Zambia has had extensive experience with
publlc agrlcultural production, including state farms, parastatal projects,
and other fax-mLng activities, and the returns for most of this effort have
been dismal. The 1986 budget contiLues to allocate substantial sum for
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parastatal agricultural activities, accounting for K 98.4 million or 45
percent of the capital budget for agriculture. Many of the concerned
parastatals have been operating at high losses. Most of the activities are
highly suitable for the private sector, and the reason why the private
sector has not been Investing has been competition from subsidized public
activities and the unfavorable policy environment. As a result, public
expenditures have often served as a substitute for private investment,
generally with lower retur- and increasing the management burden on the
public sector. The Government should adopt a more restrictive approach to
public sector involvement in agricultural production. Direct involvement
in production and processing activities should be minimized at any scale
above pilot efforts, and the Government should take steps to make existing
public sector production schemes fully self-sufficient, including
divestiture to the private sector. Any future Government activities aimed
at the promotion of specific crops should concentrate on stimulating
private sector involvement in production and processing by providing credit
facilities, technical assistance, and research and extension services.

2.19 It Is also necessary to address the continuing hurden of
agricultural subsidies which go through the budget. The Government has
taken steps in recent years to reduce subsidies while increasing agricul-
tural prices to provide adequate producer incentives. However, given the
predominance of maize in Zambia's agricultural production and the extent to
which prices have been raised to correct past price distortions, the maize
subsidy continues to consume a large share of the Government budget. The
amount budgeted for the maize subsidy in 1986 (K 332 million) equals 11
percent of the total budget (excluding debt service) and exceeds the
combined capital and recurrent budget for agricultural services. 1 3 / The
deleterious effect of subsidies on agricultural production and efficiency
has been well documented. However, less attention has been paid to the
fact that the subsidy program is an inefficient mechanism for distributing
assistance to the segments of the population which are in most need of
help. For the rural smallholder population, the subsidy program has had a
negative impact on income distribution by depressing producer prices and
encouraging inefficiency in the collection and marketir.g of crop surpluses
that might otherwise have been available. For urban consumers, the subsidy
program has been inefficient in that higher income groups have benefited
disproportionately due to their higher consumption of maize meal. A
significant proportion of the maize subsidy (perhaps as much as 10-15
percent) has gone to clearly inappropriate cases, such as livestock feed
and opaque beer. The Government has recently announced the elimination of
subsidies for breakfast me l (a better quality maize product consumed by
the higher incose group), livestock feed and opaque beer. The remaining
maize subsidy will be targeted on roller meal, a lower quality product
consumed by poorer households. By providing a phased transition period for
eliminating the subsidy on roller meal, consumers will have time to adjust
their expenditure patterns and home food-growing activities to accommodate

13/Since the bulk of the capital budget is funded by foreign
donors, agricultural subsidies therefore account for 79 percent of all
local funds allocated to agriculture.
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the increase in maize prices, and the recent decision to open maize and
fertilizer marketing to private traders should induce cost efficiencies
which will help to reduce the cost of maize products. These steps will
help reduce the transition problems arising from the eventual elimination
of the remaining subsidy.

2.20 Proposals for Expenditure Reform. Based on the considerations
just discussed, expenditure reform for the agricultural budget should
concentrate on the realignment of expenditures between various agricultural
programs. If there is an improvement in the effectiveness of agricultural
programs, there may well be a case for allocating additional funding.
Given the willingness of donors to fund agricultural activities, the
Government should have no difficulty in obtaining additional funding
provided the services are seen to be reaching their objectives. In order
to establish a consistent approach to improving agricultural services, MAWD
must take the responsibility for developing a specific policy framework for
realigning expenditure programs. The other agricultural related ministries
and parastatals, while important in determining the effectiveness of imple-
mentation for the expenditure programs, do not have the mandate to estab-
lish expenditure priorities for the agriculture sector. MAWD cannot
operate independently in developing a program of expenditure reform,
however. The Ministry of Finance and NCDP need to provide flexibility for
MAW]D and the other ministries to reallocate funds and staff between
different programs in a logical fashion.

2.21 Table 2,4 provides an overview of existing and recommended
funding levels for agricultural programs for the period 1986-88.14/ On an
overall basis, an increase in funding in real terms over the next three
years is proposed for the agricultural sector, equivalent to 30 percent
of the 1986 budget allocation (excluding subsidies). More importantly,
however, would be the large reallocations of funding between expenditure
programs. Increases in funding would be provided for agricultural credit,
agricultural research, crop and livestock production, agricultural exten-
sion, and, to a lesser extent, fisheries and administration. Decreases in
funding would involve area development programs, input supply and market-
ing, forestry, and agricultural education. Given the large changes
suggested in funding between programs, it will be difficult for MAWD and
the other ministries to achieve the recommended allocations by 1988. The
recommended amounts should be taken as targets for MAWD to use in discus-
sions with donors concerning the possible reallocation of funding between
projects and provision of new funds for agricultural programs. Shifts in
local funding and staff resources between programs would be less dramatic,

14/This table follows the classification of agriculture
expenditures by programmatic categories that has been proposed for the
Annual Plan (see Annex B). Expenditures for MAWD, the Ministry of
Cooperatives, the Ministry of Lands and Natural Resources and the
agricultural components of the Loans and Investment budget head have been
combined to form these program categories. Expenditures under Natural
Resources omit the National Parks and Wildlife Service, which is covered
under tourism.
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but, in practice, could be the deciding factor in how quickly the agricul-
tural ministries can assimilate the proposed changes. Particularly
important would be the reallocation of bigher level staff positions and
increases in RDCs for priority progrms such as agricultural research and
exteraion, to be balanced by decreases in employment of CD8s.

Table 2.4: Sgriculture Sctor Expenditures
(K miofl In onstant 1986 prices)

PeroeI___

1985 a/ 80 1988

1. AmlzulatratAon 4.6 6.0 6.3 +52

2. Area Dmvelopment Progrms 14.7 61.8 11.0 -821

3. Crop and Livestock Production 24.6 26.5 56.9 +1152

4. Agricultural Extension and 25.4. 44.8 74.7 +672
Infomtion Services

5. Agricultural Research 5.3 9.6 58.4 +602

6. Veterinary Servioes 14.6 20.2 M3 -42

7. Agricultural Education 9.6 13.7 10.6 -232

8. Input. Supply and Atrketing 18.5 47.3 13.1 -721

9. Agricultural Credit 5.0 0.0 90.0 n.a.

10. Forestry 21.8 52.6 31.2 -412

11. Fisheries 3.9 9.8 12.1 +232

12. Natural Resources 3.5 6.4 5.9 -a

Total 151.5 298.7 389.5 +302

Notes

Includs both capital and recurrent expenditures.

a 1985 budget ln current prices.
i( Change betwmen 1986 budget and 1988 reammded allocation.
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2.22 The largest Increase in funding is proposed for agricultural
credit, which would support the Government ' decision to create a new
credit institution (the Lima Bank) by merging the operations of the Zambia
Agricultural Development Bank (ZADB) and the Agricultural Finance Company
(ADC). ZADB has had a number of start-up problems, while AFC, which is the
major institution involved in providing credit to smallholders, suffers
from serious management and financial problems and is currently insolvent.
Thus, there is a need to resolve the management problems facing ZADB and
ADC and improve the provision of medium and long-term agricultural credit,
as well as seasonal credit to smallholders. In practice, the situation is
much mre difficult. Many of the problems affecting ZADB and AFC nave been
the result of political interference and lack of managerial autonomy.
Without a commitment by the Government to sound management and credit
discipline, the formation of a new bank from two troubled institutions will
largely avoid rather than resolve the outstanding problems. A second issue
regards the new bank's fit Into what has become a very complex and
disjointed institutional framework. A variety of credit schemes have
evolved to circumvent the problem of AFC and ZADB, many of them supported
by donors for particular project purposes. There are credit schemes
attached to several of the regional development projects, while credit
programs for specific crops are administered by parastatals such as LINTCO
and the National Tobacco Company. This illustrates the fragmented and
costly situation arising from partial solutions to the problems regarding
agricultural credit, and additional expenditures In this area should remain
conditional on progress towards resolving these basic policy Issues.

2.23 The second largest proposed increase in expenditures in both
absolute and percentage terms would be for agricultural research. Crop
yields in Zambia, particularly among smallholders, tend to be low, and a
lack of suitable technical packages limits the effectiveness of agricul-
tural extension services. Despite the high potential payoff to agricul-
tural research and its central role in the agricultural diversification
strategy, the Government has placed low priority on this activity, with the
1986 budget continuing a pattern of real cuts in expenditures. Donor
activities, although substantial, have suffered from an absence of clear
policy guidance from the Government. In this situation, the major priority
should be to establish a framework for MAWD's agricultural research
activities within which the various donor activities can be integrated and
oriented toward clear national objectives. Such a framework has recently
been prepared and is currently being discussed with the donor commnmity.
It would provide technical assistance for strengthening MAWD's research
activities, reorganize and consolidate the research station network, and
develop better linkages between research and extension activities along the
lines of the training and visit (T&V) system that has worked well in other
countries. An important factor In the success of this effort will be the
willingness of individual donors to coordinate their ongoing research
activities within this framework and maintain their current level of
support. Given the critical nature of agricultural research and extension,
agreement on this program should have high priority.



-34-

2.24 Crop and livestock production activities require particular
attention in order to rationalize the agricultural project portfolio. MAWD
han a number of ongoing production projects, many of which have been
strapped for staff and funds. Some of the projects are working relatively
well (e.g., the Zamcan Wheat Scheme, Kawambwa Tea Company) and have ongoing
committed donor support. However, they could divert funds in the future
from more important activities, and a time schedule should be established
for bringing the projects to a satisfactory stage of completion and pavasing
the responsibility for them out of MAWD's hands. Other projects have had a
limited impact on production (e.g., the Batoka Dairy Breeding project and
the Smallholder Dairy project). These projects should be carefully
reviewed and, unless there are compelling reasons for continuing them,
should be terminated in the near future. Finally, there are some new
projects focusing on particular crops which should be considered for
inclusion in the project portfolio. One example is a coffee project
expected to start in 1987. Private sector Irrigated coffee production
appears to have good potential in the northern areas of Zambia and could
become an important export crop. Given the weaknesses previously identi-
fied in the agricultural credit and research and extension programs, there
is justification for initiating new project activities focusing on coffee
as long as they are designed to be compatible with long term efforts to
strengthen national level programs. The proposed project fits this
requirement, as it would concentrate on increasing the production of
private coffee grco'ers (including smallholders) by providing credit through
existing commercial lending institutions and by strengthening specialized
research, extension and marketing services.

2.25 Reductions in ongoing programs, even some that are performing
adequately, should be an importan.. part of the expenditure reform program
in order to focus available resources on the highest priority programs. In
this regard, area development programs should be deemphasized and phased
out according to a realistic time schedule. Progress on these projects has
been very slow, and they have not met their objectives for increases in
agricultural production. They have also suffered from a lack of attention
to national level support programs; the extension services initiated in the
Southern Province Agricultural Development Project, for example, have had a
limited impact on production due to the lack of suitable technical packages
from the agricultural research stations. In recent months, the performance
of some of these projects has improved due to a substantial effort by
ministerial and donor teams. Nevertheless, these improvements can only be
sustained with continuing heavy inputs of skilled manpower and local funds,
which are the two scarcest resources available to the agricultural sector,
and it is doubtful whether the projects can be continued after existing
donor funds are exhausted. Emphasis in the area development projects
should therefore go into preparations for terminating further intensive
involvement, with services whi6% can be integrated into national level
programs (e.g., extension services) being transferred to the relevant
operating departments.

2.26 Other areas in which funding reductions are recommended include
input supply and marketing programs, forestry, and agricultural education.
Input supply and marketing largely involves expenditures t.o support



-35-

NAMBOARD and the Provincial Cooperative Unions, including storage facili-
ties, vehicles, and other forms of assistance. The Government has decided
to open maize and fertilizer marketing to private traders and restrict
NAMBOARD to the role of buyer of last resort, Public expenditures for
input distribution should accordingly be scaled back and private sector
Investment encouraged. Savings in the forestry program can be obtained by
reducing ZAFFICO's role in wood processing and concentrating on the
maintenance of industrial forest plantations, while encouraging greater
private sector involvement in developing this important local resource.
Agricultural education for farmers should be deemphasized in its present
form, and MAWD should devote more resources to in-field training of farmers
through the T&V extension methodology. In addition, guarantees of
automatic Government employment for graduates of MAWD's agricultural
training institutions should be terminated. Finally, although the proposed
budget for veterinary services would decrease only slightly, substantial
shifts in emphasis between existing programs are recommended, with more
funding going to programs such as tsetse fly control (which has become
reestablished due to inadequate spraying) and less to programs earving
commercial farmers (e.g., artificial insemination) except on a full cost
recovery basis.

2.27 Of all the proposed changes in the agriculture expenditure
program, strengthening of the Planning Division of MAWD is probably the
most important, as it provides the key input to the effective implementa-
tion of the other changes. Despite reorganization and substantial amounts
of technical assistance (now comprising 17 expatriate staff), the Planning
Division remains largely isolated from decision making and devotes most of
its time to following up on relatively routine matters. A major problem
has been an inability to attract and retain local professional staff, which
has hampered continuity and limited internal communications within the
ministry. Major priorities for improvement include strengthening of the
Division's analytical capability for planning and policy evaluation, estab-
lishment of systems and criteria for project evaluation and monitoring,
coordination of external assistance to agriculture, and establishment and
maintenance of a sound agricultural data base.

2.28 Mention should also be made of expenditures going through other
ministries which are intended to support agricultural development, espe-
cially programs for rural infrastructure and the Zambia National Service.
A large amount of capital expenditure is scattered through the budget in
order to provide such infrastructure as power, roads, and telecommunica-
tions in rural areas. These investments are seldom subject to economic
evaluation and are often inserted into the budget due to political consi-
derations and without consultation or review by the implementing ministry.
Not only do the projects represent a substantial diversion of funds from
more important sectoral priorities (e.g., rehabilitation and maintenance),
they impose a financial burden on the implementing agency that is generally
not matched by adequate revenues to sustain the service. The Government
should discontinue funding for any projects which require public investment
in infrastructure, except when the investments can be demonstrated to have
high economic rates of return and are financially viable. Regarding the
Zambia National Service, the ZNS has obtained substantial amounts of
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agricultural equipment in order to operate model farms, 1 5 / The produet-
ivity of the farms has remained very low; the ZNS had marketed agricultural
output in 1984 of about K 2 million, while over K 33 million was provided
to the ZNS through the budget. The Government has recently Indicated that
it will use the ZNS to provide agricultural training and employment to
workers who have been declared redundant as a result of the economic reform
program. Given the poor performance of ZNS program, these funds would be
better used for an expansion of existing agricultural services to provide
support to farmers returning to the land.

C. Health, Education, Roads and Development Administration

Health

2.29 Until 1981, Government health care policy was oriented toward the
provision of urban based curative facilities, and by the end of the perlod,
Zambia had one of the highest ratios of hospital beds per capita In sub-
Saharan Africa. Rural health services had been relatively neglected,
however, so In 1981 the Government adopted a strategy of primary health
care to make essential health care services more widely available. The
recurrent budget of the Ministry of Health (MOR) was increased by 50
percent In real terms between 1981 and 1982 to accommodate this shift in
emphasis. With the worsening economic situation, this increase In funding
could not be sustained, and health expenditures have fallen steadily in
real terms since 1982. This has resulted in a serious deterioration of
the quality and coverage of all health services, including primary health
care.

2.30 The response of MOH to the worsening budget situation has been
similar to that of most other ainistries. The personnel establishment has
been aintained and even expanded at the lower levels, while the brunt of
expenditure reductions has fallen on RDCs. Hardest hit has been the budget
for drugs and medical supplies. Evaluation of the drug situation at rural
health centers in 1985 found large shortfalls, and even key drugs such
chloroquine, penicillin and oral rehydration salts had been out of stock
for up to 30 weeks in some areas. Urban health facilities have experienced
a significant increase in patient consultations as a result of deteriorat-
Ing services in rural areas. As a result, real expenditures per ;stient at
these facilities have fallen by approximately 40 percent, with a decrease
in drug expenditures per patient of 70 percent.L 6 / In an attempt to main-
tain a supply of drugs, NOH ran-up arrears with Medical Stores Ltd. (MSL)
to the amount of K 31.5 million by the end of 1985, equivalent to two years
turnover. NSL in turn has run-up arrears to its suppliers, which has
caused serious problem with maintaining deliveries.

15/The ZNS was established to provide paramilitary training sad
basic practical skills to Zambian youths after thelr formal education.
From 1981 to 1985, the budget for the ZNS was Included in the Ministry of
Youth and Sport; before this and in the 1986 budget, the ZNS budget is
included as part of Constitutional and Statutory expenditures.

1 6 /Data based on University Teaching Hospital in Lusaka.
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2.31 The constrained budget situation has also affected health
services through Its impact on maintenance of facilities, transport opera-
tions and the retention of skilled staff. Over half the MOH transport
fleet is out of running order, and one-third of the remaining fieet is
rated in poor condition. Perhaps most serious is the growing shortage of
trained medical staff, including specialists, conservatively estimated at a
shortfall of 250 physicians. Gaps are covered by junior staff filling-in
where possible, including clinical officers and nurses. Without a
significant improvement in pay and conditions of service, the shortage of
medical staff is expected to worsen.

2.32 Estimation of the magnitude of the funding shortfall for health
services is complicated by the fact that the budget structure is not broken
down by specific health programs (for example, primary health care is
funded through the general allocation to provincial health services).
Nevertheless, an estimate based on the requirements for drug supplies,
transport operations and primary health care improvements indicates that
approximately K 100 million in 1986 prices would be required to restore
current health services to minimally satisfactory levels. This would
represent a 60 percent increase over MOH's approved 1986 budget
allocation. On a relative basis, Zambia is spending a share of Its
recurrent budget on health which Is similar to the amount spent In other
sub-Saharan countries. This Indicates that MOH should look to more
innovative methods of closing Its funding shortfall, rather than relying on
increased budgetary allocations.

2.33 The first priority should be cost reductions. For example, when
UTH was converted to a parastatal, it was recommended that large cuts could
be made in the number of CDEs. The resulting cost savings could be used to
fund increases in the number of staff at higher levels and provide improved
pay scales for skilled personnel, who had become a key constraint on UTH's
operations. Another area of potential cost savings is rationalization of
health facilities, as bed occupancy rates as low as 38 percent have been
reported in some district hospitals. Finally, the Government should
reevaluate the role of private health care providers. Private hospital
services and health insurance were abolished in Zambia after independence
on the grounds of social equity. However, there is a substantial demand
for private care which cannot be met at Government facilities. Providing
greater scope for private health care would allow the Government to focus
its limited resources on those segments of the population who need public
services the most.

2.34 The Government should also reconsider its policy toward user
charges. The Constitution of Zambia requires the provision of free basic
health care services. This policy has been generally interpreted to
include all health care services, which is counter-productive to the inten-
tion of the Constitution by diverting a large share of public resources
into expensive tertiary health care facilities. User fees and cbarges, If
imposed in a manner that does not exclude the most needy members of
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society, would promote cost-efficiency in the provision of health services
and generate resources to support an expansion of the MOR budget.
Experience has shown that moderate and focused user charges will be
accepted by the population without undue problems, provided they are
applied equitably and are accompanied by an improvement in services. User
fees are already being applied in Zambia on a de facto basis, as most
prescriptions are now issued on the understanding that the patient will
have to purchase the drugs from a private supplier, a situation that has
been forced on the Government by the budget situation. A gradual introduc-
tion of fees over a five-year period could eventually cover 10-15 percent
of MOH recurrent costs.

2.35 In trying to address its problems, MDH should be cautious of
partial solutions. For example, the establishment of UTH as a parastatal
has had a number of advantages by providing UTH with greater management
autonomy and flexibiliLty to rationalize operations. Nevertheless, the
increased differential in pay scales between UTH and other Government
facilities will, if extended to other large hospitals, reenforce the urban
bias in health care by attracting skilled personnel to tertiary facilities
and make it even more difficult to staff primary health care facilities.
The solution to this problem is not to restrict salary increases at UTH,
but rather to provide a balanced increase in compensation for skilled staff
in rural health care facilities as well. Another area where the Government
should proceed slowly is in the decentralization of health facilities to
District Councils. Decision making in MOB is overly centralized and
greater delegation of authority would be desirable. However, most of the
District Councils have neither the staff capacity nor the revenue base to
absorb an increase in responsibilities, and the result of decentralization
could be further fragmentation of an already difficult funding situation.

2.36 The responsibility for improving the budgeting of health services
rests with MOH headquarters. Senior officials are well aware of the
problems in the health sector but are hampered in addressing them by a
cumbersome organizational structure and inadequate. training of middle-level
staff. A particular problem is the low priority given to the Planning and
Development Unit in MOH. This unit, which should be a focal point for
developing proposals to improve health services, is staffed with too few
and inappropriately qualified personnel. Well qualified expatriate
advisers are available in the planning unit but are not utilized effec-
tively or provided with counterpart staff. Improvements in the planning
unit are essential in order to carry out a reassessment of expenditure
priorities for the health sector.

2.37 Many of the problems of cost reduction and quality improvement in
Zambia's health care systems can be addressed with well-tested management
approaches which have been developed elsewhere. This effort will require
additional equipment, training and possibly capital investment, which can
be provided from donor agencies. Emergency support in the form of
medicines and supplies may also be available. While this aid can play a
useful role, it should be accompanied by measures to assist KOH in making
longer run adjustments in health care priorities.
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2.38 Given the lack of program budget information for the MOH budget,
it is not possible to develop expenditure targets for health care programs
except in broad aggregate terms. For the K 100 million estimated shortfall
in the 1986 budget, MOH should be able to fund at least one-half of this
amount by 1988 through Improvements in the cost efficiency of existing
programs and by introduction of user fees. Cost reductions should focus on
rationalization of staffing patterns, particularly through reductions in
CDEs, and improvement of the drug procurement and distribution system.
User fees should include boarding fees for hospital patients (with exemp-
tions for the poor and other vulnerable groups), a flat rate fee for first
prescriptions and first out-patient consultations, fees for major tests
such as laboratory investigations and x-ray examipations, and fees for
patients who bypass normal referral channels. It is not recommended that
Zambia introduce compulsory medical insurance at this stage (a plan known
locally as the National Medical Care Fund), as this proposal would act as
an earmarked payroll tax on already very heavily taxed formal sector
employees. With respect to tha remaining K 50 million required for MOH
expenditure programs, this should be funded through a combination of
reductions in existing services and increased budget allocations. MOH
should specify a core program of health services to receive full funding,
comprised essentially of primary health care programs such as immunization,
basic health care treatment in existing facilities and family planning
services. Reductions in expenditures should focus on the closure and
consolidation of facilities with underutilized capacity and transferring of
responsibilities to the private sector. Based on these changes, there may
be justification for limited increases in the budgetary allocations for
other servicess provided that detailed programs are in place to reduce
costs and improve efficiency.

Education

2.39 Responsibility for education has, since 1982, been divided
between two ministries-the Ministry of General Education and Culture
(MGEC), which is responsible for secondary schools and educational policy
(the running of primary schools has recently been transferred to the
provincial authorities), and the Ministry of Higher Education (MHE), which
is responsible for post-secondary education, technical education, and
teacher training. Education traditionally has had high priorlty, and
expenditures on education have accounted for 20-23 percent of the budget
(excluding debt service and subsidies) throughout the past decade. While
education has shared in the general decline of real expenditures, enroll-
ment levels have been maintained at one of the higher rates in sub-Saharan
Africa. However, there is growing concern about problems of educational
quality and the ability of the school system to provide for the rapidly
increasing number of school-age children due to the high population growth
rate.

2.40 The Government's policy statements for education place major
emphasis on achieving universal basic education and improving the quality
of educational instruction, while providing the higher levels of education
on a more selective basis. Recognizing financial constraints, the
Government has scaled-back its plans to provide nine years of universal
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baoic education and adopted an interlm structure of seven years of univer-
sal primary oducation, followed by five years of secondary education (two
years of junior secondary and three years of senior secondary) for a more
limited number of students. Howaver, a recent study of the educational
reform program conducted by the University of Zambia (UNZA) has concluded
that even the more limited objectives of the Governmant cannot be achieved
without a substantial reordering of expenditure priorities within the
education budget. 7j

2.41 Reordering of expenditure priorities is desirable both from a
social standpoint and to correct the current gross misallocations of
funding between different types of education. Disparities in the
unit costs of education are enormous in Zambia, perhaps the largest in the
world. It costs 160 times as much to educate a student for one year In the
university as it costs to educate a primary school student (Table 2.5).
Maintaining a student in a technical or vocational education institution
costs 46 times as much as a student In primary school and 10 times as much
a secondary school student. These differences in unit costs arise from
several factors, of which the most important are:

(1) Student Subsidies. In the 1986 b dget, transfer payments
(boardlng costs, bursaries, etc.) account for 15.4 percent
of the cost of educating a student in secondary school and
47.2 percent In teacher training colleges.

(ii) Low productivity. Student/teacher ratios for higher level
education are low by world standards, and the number of
Instructional hours per teacher Is also low (less than 15
hours per week for secondary school teachers).

(ii) Cost inefficiency. The ratio of non-teaching to teaching
personnel is very high. In the university, the ratio is
6.3 to 1; and In teacher tralning colleges, the ratio of
unskilled workers to teachers is 1.2 to 1.

(iv) Underfunding of primary educatj.on. Salaries and wages
consume 95 percent of the recurrent funds for primary
education, vhile educational materials (which various
studies have shown to be critical in the learning process)
account for K 1.5 per student per year ($0.25 at the
exchange rate prevailing in early 1986).

2.42 Increases in fees and charges should be an important component of
the expenditure reform program. The Government has taken steps in this
direction with the reintroduction of boarding fees in secondary schools
during the 1986 school year. However, the Government has been reluctant to
introduce fees at the university, even though students receive free board

1 7 /"Provision of Education for All," Educational Reform
Implementation Project, School of Education, University of Zambia, Lusaka,
July 1986.
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Table 2.5: Unit Costs and Student/Teacher Ratios, 1986

Average Cost Student/Teacher Cost as Multiple
Per Student Ratio of Unit Cost for

Primary Education

Primary K- 104 45.0 1.0
Secondary 446 26.0 4.3
Teacher Training 2,970 10.8 28.5
Technical and 4,820 5.2 46.3

Vocational Training
University a/ 16,630 8.0 160.0

source: 1986 Government Budget.

a/Zxcludes bursaries for students studying abroad.

and lodging, books and stipends. On an equity basis, the introduction of
fees for technical and vocational training and for university students
would seem to be a necessity. The educational reform study has estimated
that the costs borne by parents of children in primary and secondary school
for such items as school uniforms, PTA fees, learning materials and trans-
portation average K 234 per annum in primary schools and K 579 per annum in
secondary school (1985 prices, prior to devaluation). It would therefore
seem only fair to ask for a greater financial contribution from the small
minority of students fortunate enough to obtain higher level training. For
truly needy cases, well-designed scholarship programs can ensure that all
Zambians have access to education on the basis of academic merit.

2.43 It should be possible to achieve a significant improvements in
the quality of educational services, even within the current budget
allocation. Table 2.6 provides initial targets for the recurrent budget
based on allocations proposed in the educational reform study. In
practice, it is recognized that it would require several years to carry out
funding shifts on this order of magnitude in Table 2.6. No growth in
Government subventions to the sector is assumed. However, an increase in
revenue from user fees of approximately K 35 million is provided for,
equivalent to 60 percent of current student subsidies. This money would be
used to release Government funds from technical and higher level education
In order to support an increase in funding for primary educatlon and, to a
lesser extent, junior and secondary education. The rest of the increase in
funding for primary education would be provided through cost savings in
educational administration and at the university. As a result of these
changes, funding for primary education could increase by 40 percent in real
terms (to 52 percent of the total recurrent budget), to be used for
educational materials and reducing class sizes, particularly in urban
areas. Junior secondary education would expand in order to maintain the
current progression rate (approximately 20 percent), while the growth of
senior secondary education would be restrained and greater emphasis placed



- 42 -

Table 2.6: Education Sector Recurrent Expenditures
(K million in constant 1986 prices)

Estimate a/ Budzet Recommended Percentage
1985 1986 1988 Change f/

1. Administration b/ 28.2 36.0 28.0 -22%
(10) (10) (7)

2. Primary 117.8 148.3 208.0 +402
(44) (41) (52)

3. Secondary 51.6 64.8 68.0 +5X
(19) (18) (17)

4. Technical & Vocational 17.3 23.6 24.0 +2%
Training (6) (6) (6)

5. Teacher Trainin 8.9 13.1 12.0 -8%
(3) (4) (3)

6. University 45.9 79.1 60.0 -24X
(17) (22) (15)

Total 269.7 364.9 400.0 +102
(100) (100) (100)

Notes:

- Does not include capital expenditures.
- Numbers in parentheses are percentages of total recurrent expenditures for

education.

a/ 1985 estimated expenditures are in current prices.
b/ Includes Examinations aud Research.
c/ 1986 budget allocation to 1988 recommended allocation.

on quality improvements. The budgets for technical and vocational training
and for teacher training would not change significantly, but a larger share
of expenditures would be covered by direct user fees rather than general
Government revenues. In addition, improvements in quality could be
accomplished through consolidation of the over-extended system of technical
and vocational training. 1 8 / Reductions in expenditures for educational

I8 /This recommendation is based on the findings of a recent Bank
study: "Zambia: Specialized Training Study," World Bank Report No.
6071-ZA, June 3, 1986.
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administration and at the university would be accomplished primarily
through uecreases in staffing. In adtition, serious consideration needs to
be given to longer term measures to reduce the heavy cost of the university
system, including consolidation or dropping of programs with low enroll-
ment, eliminating all construction projects and establishment of new
programs, and freezing increases in enrollment except on the Lusaka campus.

2.44 The capital program for education shows only limited relation to
priorities in the sector. The largest project is for construction of
secondary schools in rural areas, including provision for boarding facili-
ties. Other major capital projects include specialized training facilities
at the university. Except for a school maintenance program, very little
capital funding is devoted to the critical needs of the primary education
system, particularly the need for capacity expansion In urban areas. This
situation indicates the failure of both the Government and the donor
community to identify priorities in the education sector in a realistic
manner. Future capital investment in the education sector should be based
on the recommendations of the educational reform study and place greatest
emphasis on improvements in the primary education system, while limiting
capital expansion in other activities of the sector.

2.45 The educational reform study prepared by UNZA provides a sound
basis for realigning expenditure programs in the education sector to fit
current needs. The following additional information would be necessary to
complete the framework for implementation of the study:

(a) a study of the organizational structure and management
capacity of the sector institutions involved in the planning
and budgeting of educational activities;

(b) a manpower requirements study, focustng on the demand for
specialized training at the higher level, including teacher
training;

(c) review of the employment structure and compensation program
for educational staff, including fringe benefits; and

(d) development of a detailed action program for the realignment
of expenditures within the sector which meets the objectives
of the educational reform study.

This framework would provide the basis for developing a consistent medium
term plan to guide expenditure realignment in this sector. This plan
should be a prerequisite to any increase in the educational budget, and It
is suggested that the Government limit its requests to the donor community
for additional capital assistance to essential supplies and maintenance of
existing facilities (except for construction of new primary schools in
urban areas) until the studies are completed.

2.46 Improvement in the planning capability of the education minis-
tries will be an important factor in preparing and implementing the expen-
diture reform program. The current division of functions between two
ministries has created a wide range of overlapping responsibilities which
is aggravated by weak coordination. Developing a sectoral strategy which
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whieh addresses the allocation of resources between basic and higher levels
of education will require the preparation of an integrated expenditure
strategy for the two ministries, at the very least. In the longer term, it
may be desirable to reunite MGEC and MWE into e single ministry. The role
of the provincial and local authorities in primary education also needs to
be addressed. However, these institutional issues can be resolved as part
of the studies outlined above, and they should not be allowed to delay
progress on preparation of a comprehensive education financing program.

Roads

2.47 Zambia is a large country with a relatively small population and
difficult problems of access through neighboring countries to the sea.
Roads have therefore been an Important part of the Government's strategy to
bind the country together, provide access to natural resources and ensure
that trade routes remain open. In the decade after independence, road
construction (and other transportation infrastructure) had very high
priority, and an extensive road network was developed, such that Zambia has
one of the highest ratios of road length per capita in sub-Saharan
Africa. 1 9/ As indicated earlier, however, infrastructure construction was
reduced-after the fall in Government revenues in 1975, so that extensions
to the road network have been limited since then. Because the major part
of the road network was constructed almost twenty years ago, much of it is
reaching the end of its design lifetime and will require major
rehabilitation In order to maintain its structural integrity. rTis problem
has been aggravated by the serious neglect of maintenance -over the past ten
years and by relatively lax enforcement of vehicle weight controls. As a
result, the road network has deteriorated over much of Its length, with
major surface and foundation failure.

2.48 The Government's expenditure program on roads in recent years has
shown little appreciation of the importance of maintenancee Expenditure
for all types of maintenance, both for routine and cyclical requirements,
has been grossly underfunded, and the large maintenance labor force main-
tained by the Roads Department in the Ministry of Works and Supply (MWS)
has often been idled and generally been employed with low productivity.
Grants to District Councils for road maintenance have been meager, and
minor access roads have received virtually no maintenance at all. A donor
financed project approved in 1978 to improve road aintenance has been
implemented slowly, and even now that equipment has arrived and maintenance
systems have beevp strengthened, the project continues to be plagued by low
budget allocations for maintenance. At the same time, the Government haa
funded a significant amount of new road construction. In the 1986 budget,
the Government allocated 72 percent of highway funding for new road
construction and only 28 percent for maintenance. Many of the roads which

1 9 /Zambia has 20,647 km of classified roads, with an average 2.1
km per 1,000 inhabitants in 1984. Because of Zambia's low population
density, the geographic density of the road network is rather low.
Nevertheless, the first measure is more important in economic terms, as It
Indirectly measures the use that can be made of the road network and the
relative value of marginal additions to the road system.
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have been built have been of low priority. A case in point is the road
going between Mansa and Nchelenge, for which construction was initiated In
early 1986. An earlier feasibility study had shown that the road would not
be economically justified before the 1990s, at the earliest. Nevertheless,
the Government solicited donor financing and eventually decided to proceed
with the project, even though the funding package included a substantial
share of non-concessional loan financing. Decisions such as this, which
emphasize new construction at the expense of maintenance, are likely to be
counterproductive in the long term, as more roads will be lost through road
failure than can be added through new construction.

2.49 The Roads Department recently prepared a three year program for
road maintenance and Investment covering the period 1987-89.20/ The major
components of the maintenance program Include rehabilitation of the four
major trunk roads in Zambia (K 348 million), regravellng and resealing
works (K 200 million), replacement of maintenance equipment (K 163
millicn), and various other components for a total estimated cost of K 1204
million (1986 prices). This program Is generally consistent with priori-
ties in the sector. Nevertheless, the road maintenance program alone would
require almost 30 percent of gross fixed capital investment for the economy
as a whole during this period and is clearly well beyond the level of
resources that can be made available to this sector. A more realistic
program on the order of K 100-150 million per year should be prepared. 2 1 /
At this level of funding, the implementation period for the maintenance
project would have to be stretched over 8-12 years, and the remaining
sections of the road network would be left to fail and possibly abandoned.
Moreover, such a program would allow for no new road construction for the
foreseeable future. In addition to the maintenance components, the capital
program prepared by the Roads Department contained requests for K 1180
million in funding for new road projects, virtually all of which are of low
priority.22/ A minimum condition for support of the road maintenance
program should be agreement that the Roads Department postpone the program
for new road construction indefinitely and renegotiate existing contracts
for construction of low priority roades, where this is feasible. While such
an approach may be difficult for the Government to accept, it is the only
technical solution which is justifiable both in terms of the needs of the
sector and the competing demand on the budget.

20/This does not include the requirements for maintenance of
district feeder roads, which are the responsibility of the District
Councils.

21/ This would still represent a significant increase in the
budget for7the Roads Department, which received K 72.2 million in 1985 and
K 81.8 million in 1986.

22/ An exception is the Kafue-Chirundu road, which has committed
donor funding and provides a vital road link to Zimbabwe.
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Development Administration

2050 The Government has embarked on a far-reaching and difficult
recovery program that will involve fundamental changes in the structure of
the Zambian economy. The Government also has to restructure its expendi-
tume programs and rethink many of its sectoral policies and objectives. To

manage this program well and take corrective actions as they are required,
considerable managerial and technical expertise will be needed in the key
Government ministries responsible for economic policy. Careful considera-
tion should be given to the manpower and other requirements needed to
perform these tasks effectively. For this reason, development administra-
tion is included in the core expenditure program, as important in its own
right as the agriculture, health, education, and roads programs discussed
in the previous sections.

2.51 Development administration involves the key economic ministries
in charge of macroeco--A c policies, the Ministry of Finance (MOF) and the
National Commission f, )evelopment Planning (NCDP), the slanning units in
the operational ministries which are responsible for sectoral policies and
expenditure programs, and finally, because it is perhaps the binding
constraint on the ability of the Government to implement reform policies,
the manpower development functions vested in the Office of the Prime
Minister. The expenditure programs for these agencies are small in
comparison to those of the ministries discussed up to now. This section
will therefore place greater attention on the management capacity of the
various agencies and the nature of technical assistance required by them to
strengthen their roles.

2.52 The key tasks of development administration are:

(a) economic and financial policy formulation and analysis;

(b) planning and budgeting;

(c) financial management and control;

(d) domestic revenue generation;

(e) aid coordination and debt management; and

(f) manpower development and administration.

In performing these functions, MOF and NCDP are plagued by the same
problems that constrain the effectiveness of other operating ministries:
lack of qualified staff at the upper levels, causing over-loading of senior
officials and excessive centralization of decision making; overstaffing at
lower levels, diverting management attention and operting funds from more
important functions; and inadequate recurrent funding, constraining the
effectiveness of data collection, tax administration and training. While
an increase in financial resources will not resolve all these problems,
it should be part of the package of reforms designed to improve the
effectiveness of the core ministries.
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2.53 The economic crisis and the need to monitor policy reforms has
put a severe strain on the policy making capabilities of MOF and NCDP.
These agencies have not developed the analytical capacity or the adminis-
trative machinery needed to cope with the demands of the economic recovery
program. This has left the Government overly dependent on the advice of
external agencies in developing its basic economic policy framework. The
lack of timely information and ability to process the information in order
to provide pertinent analysis tc top level decision makers is anoither major
problem. Basic data, such as the amount of foreign grants disbursed by
executing ministries, is not available to the Ministry of Finance, and
information on external trade flows is as much as two years out of date.
Macroeconomic forecasting is rudimentary, and the Government has limited
capacity to estimate the impact of economic reform measures or determine
the resource flows required to sustain the recovery process. An efficient
mechanism needs to be established within MOF and NCDP for executing and
monitoring the economic recovery program, and better capacity for analysis
and formulation of economic policies needs to be developed. Technical
assistance is required to upgrade the existing cadre of economists, and
improvements in equipment and data systems will be necessary to process
information more effectively.

2.54 Planning and budgeting is another area which requires substantial
strengthening. In each of the sectoral programs discussed so far, emphasis
has been placed on the need for improved planning in order to carry out an
effective program of expenditure realignment. NCDP is responsible for the
planning of Government resources, a function that it needs to perform in
conjunction with sectoral planning units of the operating ministries. The
Government established sectoral planning units in the major ministries and
the provincial administration several years ago, particularly to monitor
and improve the quality of the five-year development plans. However, these
planning units have been largely ineffective, understaffed with respect to
qualified personnel, and divorced from the main decision making processes
within the ministries governing the allocation of resources.

2.55 Beginning in 1986, NCDP adopted a new format for annual expendi-
ture planning (to be discussed further in Chapter III), which is designed
to integrate the planning and budgeting processes more closely in the
context of a medium term financial plan. While the first Annual Plan was
produced and issued on schedule in conjunction with the 1986 budget, the
process revealed major problems in the capacity of NCDP and the sectoral
planning units to produce good quality analysis. It also highalighted
weaknesses in the integration of planning and budgeting between MO? and
NCDP. NCDP is aware of these problems, but it has not yet established
priorities for using its limited planning resources more effectively.
During the current fiscal year, NCDP is preparing both an annual plan for
1987 and a separate five-year development plan for the period 1987-91.
Working on both plans simultaneously has stretched the available manpower
resources thinly and produced confusion as to the focus and intention of
the various planning efforts. In addition, the 1986 Annual Plan states
that NCDP will give priority to strengthening provincial planning units.
This proliferation of planning efforts in an extremely tight manpower
situation is unrealistic. NCDP and the operating ministries should
concentrate their planning resources on the problems which are most
critical for the economic reform program, which should be the annual
budgeting process.



- 48 -

2.56 Even with the traditional functions of financial monltoring and
control, the capacity of the core ministries, particularly MOF, ts not
adequate. The problems begin at the most basic level, which is the timely
preparation of accurate data on expenditures and reveuues. This to largely
a problem of inadequate accounting staff. Manpower officers In the
operating ministrles estimate that more than 400 of the 800 Government
bookkeepers and accountants do not have the skills required to perform
their tasks. Current procedures for data processing and analysis are
cumbersome and slow, with the result that follow-up on the budget is
extremely limited. As a result, expenditure control mechanism are often
applied in an ad hoc manner, and funds are released to the operating
ministries on a delayed and sporadic basis. This causes serious proUlems
to program managers who cannot depend on an appropriate flow of funds, so
that projects are Implemented in a sporadic fashion and contractors and
suppliers are subjected to late payments and accumulation of arrears. This
increases the prices that the Government must pay for services and
dlsecourages competition for tenders.

2.57 Increased budgetary allocations for tax administration and
collection would have an almost immediate impact on Government revenues.
Both the Department of Taxes and the Department of Customs and Excise are
chronically short of qualified staff and operating funds. As a result, the
Department of Taxes has a two year backlog of income tax returns which have
not been cleared, and tax audits and field checking of tax returns are
minimal. The Department of Customs and Excise, which must administer 24
border posts spaced over a long and sparsely settled border and collect
excise and domestic sales taxes from local producers, is underfunded for
vehicles and travel funds. As a result, smuggling along some borders,
particularly with Zaire, is believed to be endemic. Every kwacha spent on
tax enforcement yields on average K 400 in revenue. Although the marginal
revenue contribution from increased enforcement is likely to be less, it
would almost certainly yield a significant net positive gain to the
Governments as well as improve the equity of the tax system.

2.58 Financial assistance from donors and the managemeut of Zambia's
large external debt burden are critical elements In the Government's
financial strategy for stabilization and growth. Despite this, aid
coordination and debt management have received low priority and suffer from
information management problems and lack of clearly defined
responsibilities. The Loans and Investment Division in the MOF is charged
with the responsibility for coordinating financial assistance provided to
the Government of Zambia (with the exception of technical cooperation
assistance, which Is the responsibility of NCDP). In practice, the
individual ministries wield considerable influence in dealing with
lndividual donors, and there is no planning as to where donor resources
should be directed. The result is that the Government's capital investment
program is determined to a great extent by individual donor preferences.
This helps explain why the capital program in most ministries is poorly
coordinated with the recurrent expenditure budget. The present capacity of
the MOF for debt management Is also extremely weak. Neither the MOF nor
the Bank of Zambia has complete information on foreign debt outstanding,
and almost no analysis is carried out ta assist the Government In debt
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management* The result is that the Government continues to contract
foreign debt with little regard to its eventual capacity to service the
loans. The Government has recently accepted technical assistance to
Improve its debt management capacity, and this should be supported with
additional local resources devoted to this effort.

2.59 The need for better training and motivation of staff at higher
levels has been consistently Identified as a major requirement for
Improving Government expenditure programs. Part of the solution involves
changes in the financial incentive structure, which is discussed in Chapter
III. An additional aspect is management practices and staff development
programe within the civil service. The Government has made a major effort
to improve manpower planning in the civil service through the formation of
the Directorate of Manpower Development and Training and the assignment of
manpower development officers to individual ministries. Until now, this
effort has largely focused on identifying Individuals for long term
overseas training, rather than on the definition of performance related
skill gaps. Overseas training is expenslve (even If paid for by donors)
and limited in availability, and greater attention needs to be paid to
in-service training opportunities. The National Institute for Public
Administration (NIPA), which is Intended to be the main Government training
center, concentrates its efforts on entry level training courses for lower
level Government employees. It is constrained by a lack of qualified staff
and limited funds from developing higher level courses focused on job-
related skills for middle and upper level managers. NIPA's responsibili-
ties in the training field also overlap with those of the Management
Services Board (MSB) and, for parastatals, the ZIMCO Institute of
Management. Improved coordination of training institutions and greater
provision of funds for in-service training of higher level staff should be
an important part of the Government's strategy to improve the quality owe
its manpower cadre.

2.60 The recognition of development administration as a core activity
of the Government expenditure program would be a valuable first step in
improving this function. Table 2.7 presents budget targets for the
Ministry of Finance and NCDP which incorporate donor-financed projects to
strengthen aid coordination, debt management, data processing facilities,
macroeconomic planning, and staff training. It is also important to
recognize a growing problem of donor coordination in providing support for
development administration. A recent example occurred in which the
Government accepted two separate proposals to strengthen debt management,
both with significantly overlapping responsibilities. Given that HOF i1
assigned the major responsibility for donor coordination, improvements in
its own in-house communications should have high priority.
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Tabe 2.7: Dleloput M1 .statn EhPsnireB
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13d:te 8/ ~ b/ ___gm_
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7.8 10.6 25.0 +1361
2. s hsttn d/ 10.0 15.1 16.0 +7X
3. MIe Pomm U IiW 2.7 4.6 5.0 e49

9b-tota1 20.5 30.3 46.0 +521

Nat1oa Omss1 for Dtaove1ouut Plannin

1. Bsnquparrs' e/ 11.4 11.8 13.0 +101

TOt 31.9 42.1 59.0 4401

Notes:

Includes both recurrent and capital expenditures.

a/ 1985 estimated expenditures are in current prices.

b/ Excludes all extraordinary items in the MOF budget.

c/ Includes Central Supply and Tender Board and Government Stores.

d/ Includes Department of Taxes and Customs and Excise Department.

e/ Includes Census and Statistics Department.

f/ 1986 budget allocation to 1988 recommended allocation.

2.61 Zambia receives a vast amount of support in the form of technical
personnel provided by a wide range of donors and charitable organizations.
The UNDP has estimated that in 1985, the value of technical assistancg
provided to Zambia from all sources was equivalent to US$90 milliqpi.23/
This was equal to 16 percent of all donor inflows to Zambia, includiing
capital assistance (US$388 million) and commodity aid (US$103 million).
Many of the technical assistance personnel are not being utilized

- - 23/"Report on Development Cooperation to Zambia, 1985," United
Nations Devlopment Programme, Lusaka, Zambia, July 1986.
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effectively. Given the serious manpower constraints on the Government and
the need to improve program performance and train local personnel, much
better use could be made of the substantial human resources which are
available to Zambia from abroad, generally at low direct cost to the
Government. As part of its National Technical Cooperation Assessment
Program (NaTCAP), the UNDP has recently carried out a study on ways to
assist Zambia plan and manage its complement of technical assistance
personnel more effectively.

D. Other Sectoral Programs

Water Supply

2.62 The responsibility for water supply is shared by the District
Councils, which report to the Ministry of Decentralization and the
Department of Water Affairs (DWA), which is part of MAWD.24/ The water
supply systems in the ten largest urban areas are managed'by the District
Councils, while in smaller urban and rural areas, DWA is responsible for
the construction of water supply systems and assists the District Councils
in their operation and maintenance. Because of chronic problem with
collections, DWA has also taken over the responsibility for collecting
water rates for the systess that it helps to operate. Pragmentation of
responsibility in the water supply sector has caused many problems of
coordination. A recent evaluation study of MAWD's operations has recom-
mended that DWA be separated from MAWD. This recommendation appears to be
accepted in Zambia, although it has niot yet been decided whether DWA should
be a part of the Ministry of Decentralization or established as a separate
parastatal.

2.63 Operations in the water supply sector are hampered by shortages
of technical manpower, lack of adequate funds for mainteuance and operating
expenses, and poor investment planning. DWA currently has 37 expatriate
staff holding line positions; a further 27 vacant positions for local staff
illustrate the critical shortage of trained local manpower in this sector.
Cost recovery has also been a persistent problem. DWA recently improved
its financial performance as a result of tariff increases in July 1985 and
January 1986. It has also made significant Improvements in billing and
collection procedures, so that cost recovery for operations and maintenance
costs may be possible in the reasonably near future. DWA recently
prepared terms of reference for a water sector master plan to guide future
investments in this sector. The availability of such a plan will be a
substantial improvement, as previously donor agencies virtually carved the
country up into non-overlapping areas and carried out investment programs
in the different areas according to their own priorities and funding.

2.64 While recent improvements by DWA are starting to create some
order in the sector, a great deal of work still remains to be done. There
is a large backlog of maintenance and rehabilitation investments to be

2 4 /DWA is also responsible for irrigation and drainage projects
throughout-ambia.
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identified and prioritized, particularly for water supply systems in larger
urban areas such as Lusaka, which have had lower priority from donors in
the past. Financial controls also need to be improved. In the larger
District Councils, the water fund is often used as a source of financing
for general operating deficits, with corresponding neglect of maintenance
and rehabilitation requirements for the water systems. Given the serious
financial situation facing Zambia, it will not be possible to justify major
new investments in water supply facilities for the next several years,
despite the fact that Zambia has underinvested in water supply facilities
during the past decade. First priority in the near term should go to
maintenance, rehabilitation and urgent extensions to existing systems, as
well as strengthening of sector institutions and manpower training.

Housing

2.65 For many years, the central tenet of Zambian housing policy has
been the responsibility of employers, particularly the Government and
parastatal organizations, to provide adequate housing for their employees.
Distr. ,t Councils were expected to construct low-cost rental housing for
urban residents who do not qualify for employer-provided housing, and, to a
limited extent, offer self-help housing options in site and service areas.
The general economic situation has forced District Councils and employers
to postpone housing investments and delay housing maintenance. As a
result, a serious housing shortage has developed in Zambia, particularly at
the lower Income level. The Government has reacted by urging individuals
to build their own housing and by showing greater leniency toward squatter
developments. Nevertheless, there has been little attention given to
revising the legal and institutional structure and establishing a suitable
financing mechanism for promoting housing development. As a result,
housing construction has remained essentially stag;nant for the past several
years.

2.66 Public expenditures on housing are of two general types:
(i) loans to District Councils for construction of rental housing ana site
and service areas; and (ii) allocations to ministries for the construction
and maintenance of housing for civil service employees. Neither has been
well-planned or effective in addressing the major issues outstanding in the
housing sector. Most District Councils run considerable deficits on their
low cost housing due to weak collection performance and rental charges that
are too low to cover costs. The limited funds that are collected are often
siphoned-off to cover other Council expenditures, The central Goverment
has implicitly sanctioned this policy by allowing Councils to run arrears
on their Government loans for housing. As of 1984, the central Government
had K 108 million in loans outstanding to local authorities for housing, of
which 0.01 percent was repaid in 1984 and K 3.8 million (including
interest) was in arrears. As for Government expenditures on civil service
housing, there is little planning or priority discernable in the budget
allocations. Some Government housing is vital for maintaining essential
services. For example, poor location and availability of agricultural
extension housing has increased transport costs for extension workers and
reduced field visits, while housing shortages are considered to be a major
problem in posting health workers to rural facilities. On the other hand,
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a significant amount of urban housing is included in the budget on very
tenuous grounds. Large allocations are included In the 1986 budget for
staff housing for the Ministry of Finance and the Ministry of Information
and Broadcasting because of transport problem faced by workers in Lusaka.
At the same time, funds for maintenance of GovernueLt housing were cut by
25 percent in real terms, with most of the funds used to pay a large number
of CDEs who are idled due to inadequate funds for malntenance materials.

2.67 It is unrealistic to expect that much new housing construction
will be undertaken during the next few years. Nevertheless, there is
substantial scope for the Government to begin instituting new policy
measures that will assist in reviving housing construction as economic
conditions begin to improve. Underlying these efforts should be a recogni-
tion that the privwte sector can carry a much larger responsibility for
providing housing in the future. This means that the Government should
view its role as facilitating and promoting private initiatives in the
housing sector, while limiting direct financial involvement to the minimum
amount necessary to achieve well-defined social objectives. Private
housing construction can be stimulated by legal changes to improve access
to land and provide adequate title security to facilitate mortgage lending,
by relaxation of building standards to encourage greater use of local
materials, and by institutional changes to broaden the coverage of housing
finance and improve the rate of land development for housing. Housing for
low and medium income groups can be facilitated by greater emphasis on site
and service type developments and a more realistic approach to cost
recovery in order to improve the financial viability of the District
Councils. The recent efforts of Lusaka Urban District Council to collect
payments of housing rents and plot charges should be encouraged and
extended to other Councils. Finally, the Government, which is the largest
formal sector employer in the country, should consider a phasing-out in its
role of providing housing to employees. This can be accomplished by a
process of gradually raising house rents to economic levels, ending all new
housing construction for civil servants except for housing required for
specific development purposes, and instituting a program of voluntary sales
of the existing housing stock, combined with adequate incentives to
encourage civil servants to purchase their own housing.

Tourism

2.68 Government policy statements have identified tourism as a major
potential source of foreign revenue earnings. Zambia has significant
tourist assets, particularly the wide ---riety and high concentration of
wildlife in its national parks, the t: -,tional ceremonies performed at
certain times of the year, and natural attractions such as Victoria Falls
and Kariba Bay. However, tourism development is limited by high internal
and external travel costs, lack of adequate infrastructure at major points
of interest, intense competition from neighboring countries, and concerns
about regional unrest that have disrupted traditional tourism markets. As
a result, the level of foreign tourism in Zambia has been small and
declining over the past several years. Within the foreseeable future,
Zambia's best tourism potential lies in local and special interest visitors
rather than attempting to attract a larger share of the mass tourism
market.
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2.69 The Government established a separate Ministry of Tourism in 1980
in order to coordinate tourism promotion and development. The major
activities of the Ministry are conducted through the Zambia National
Tourist Board (ZNTB), which is supposed to coordinate the activities of the
Government and the various parastatal and private agencies involved in the
sector. ZNTB has largely failed to achieve agreement on a realistic
strategy for the sector. The latest Tourism Development Plan prepared by
ZNTB, which calls for the expenditure of K 474 million (pre-devaluation
costs) on tourism development during the period 1986-90, is a shopping list
for ongoing and potential projects and bears little relationship to the
potential tourism market. Major emphasis is placed on public involvement
in the sector, including parastatal investments, accounting for 86 percent
of planned expenditures.

2.70 In contrast, tourism is one of the areas where the Government
should seek to maximize private participation, using the incentives estab-
lished in the new Investment Act adopted in 1986. By doing so, the liited
funds available to the public sector can be concentrated on activities
which are critical for the long-term prospects of the sector. The most
important of these is wildlife protection and conservation, which is the
responsibility of the Department of National Parks and Wildlife Services
(DPW) in MLNR. Poaching is a serious problem in the game parks. According
to one estimate, the number of elephants in the Luangwa Valley has declined
from 100,000 to 30,000 in the last three years, and the black rhino has
been virtually wiped-out in many areas. The activities of the DPW are
constrained by a lack of operating funds, the poor condition of the roads
in the parks which hampers "obile patrols, and the large area that DPW is
responsible for patrolling. An increase in funding for operating expenses
and capital equipment (to improve the roads in the national parks) should
receive priority for both environmental reasons and to preserve Zambia's
valuable natural resources and major tourist attractions. As for tourism
promotion under the ZNTB, the Government should seek to make these activi-
ties self-supporting through user fees and by contributions from tourism
oriented enterprises. By making ZNTB dependent for its funding on outside
agencies, the activities of the Board would become mere focused and
responsive to the needs of the sector. In addition, the Government should
encourage parastatal and private agencies in the sector to search for
private financing and expertise to develop Zambia's tourist infra-
structure.

Information and Broadcasting

2.71 The Ministry of Information and Broadcasting (MIB) includes
Zambia Broadcasting Services (ZBS) and other news and information
services.25/ The Government has invested substantial sums to expand the
coverage oF ZBS, with the number of radio transmitters expanding from 18 to

2 5/Subsequent to the public expenditure mission, the Ministry of
National Guidance was merged with the Ministry of Information and
Broadcasting. No review was carried out of the expenditures of the former
ministry.
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41 and the number of television transmitters expanding from 9 to 20 between
1977 and 1985. In addition, the sector has benefited from donor assistance
for facilitles (the Zambia Institute of Mass Communications) and equipment
(such as transmitters and cameras). As with most ministries, the NIB
suffers from shortages of operating funds and skilled staff. There are no
local lecturers available at the Zambia Institute of Mass Communications,
and various publications and local information media have had to be
curtailed due to the lack of transport and funds. Investment decisions
have been based largely on political considerations (e.g., an emphasis on
expansion of television coverage rather than improvement in radio broad-
casting facilities), and very little analysis is undertaken to justify
capital projects. These problems are compounded at a lack of attention to
revenue generation. In the 1986 budget, revenues from all MIB operations
(including radio and television advertising) are expected to cover only 6
percent of the total expenditures of the ministry. In this situation, the
recent decision to establish ZBS as an independent parastatal may be
premature. MIB should concentrate on increasing its revenue generation,
trimming the capital budget (including dropping the planned investment for
staff housing in Lusaka), and improving the quality of its ongoing
operations.

Regional Administration

2.72 The Government has adopted plans to decentralize most local
functions to the discriet level. To achieve this objective, the ̂ overnment
revised the Local Government Act in 1980 to replace the former system of
semi-autonomous local authorities with a unified system of District
Councils. These integrated the functions of the central Government, the
former local authorities, and the Party into a single structure. The
change in legislation was intended to improve the planning and coordination
of local activities, strengthen the financial position of the local
Councils, and improve the training and discipline of local Government
employees by integrating them into the central Government civil service
structure. Responsibility for primary education was turned over to the
District Councils in 1986 (with funding for primary education passed as a
grant through the provincial administration), and primary health care is
supposed to be turned over to the larger urban District Councils by the end
of the year. 2^

2.73 Although the 1980 reforms were intended to increase autonomy and
accountability at the local level, in practice they have worked in the
opposite direction. District Councils are enpowered to impose a wide range
of taxes and levies on property, businesses, sales and services within
their boundaries. However, the central Government, which must approve all
revenue requests, has generally denied or reduced proposals for increases
in taxes. The Councils have been urged to raise greater revenues through
money making ventures such as taverns and agriculture, but a recent
Parliamentary Report of the Committee on Local Administration found that
many of the activities are siphons for waste and embezzlement. As a
result, the Councils have relied heavily on general purpose revenue grants
from the central Government. There has never been an agreed basis for
determining these grants, and the Government has varied them from year to
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year on an arbitary basis. In the 1986 budget, general purpose grants to
the District Councils were cut by K 30 million in nominal terms,
representing a real decline of more than 60 percent. This reduction, while
difficult enough for the larger urban Councils with a reasonable economic
base, will be disastrous for the smaller rural Councils that rely on
Government grants as their maior source of operating funds. Because the
Councils have some autonomy in their financial affairs, many of them have
been running up substantial overdrafts on their bank accounts, which
represents a large potential liability on the central Government if the
Councils are unable to pay. The Councils also r-utlnely ignore their loan
repayment obligations to the central Government, as well as loans guaran-
teed by the central Government from local financial Institutions.

2.74 Employment levels and employee discipline are widely regarded as
a serious problem at the District Councils. Council employees are respon-
sible to the central Government Public Service Commission, and decisions on
hiring, firing and transferring workers all lie outslde the control of the
local Councils. As such, the ability of Councils to hold employees
accountable for their performance is seriously weakened. The existence of
a single wage structure for all Councils burdens smaller rural Councils
with inordinately high wages and prevents the larger Councils from
attracting employees with needed managerial skills. As a result, the
Councils tend to be substantially overstaffed, particularly with temporary
workers, and the central Government has been trying to reduce employment
levels at the Councils without a great deal of su-cess. Another result has
been a neglect of training for Council employees, both at the local level
and at the central Government training institute at Chalimbana.

2.75 It would be prudent for the Government to reconsider its present
plans for deeentralization. Assigning additional functions to the local
level when the Councils are already poorly equipped to manage their
existing affairs would result in a further deterioration of essential
public services. Given the critical shortages of trained manpower at both
the central and local levels, the Government would be wise to proceed
slowly, encouraging the larger urban Councils and minimizing responsibili-
ties for the weaker rural Councils. At the same time, the Ministry of
Decentralization needs to redefine its role from one of policing the
activities of the Councils to being an effective advocate for stronger
local government. This will require a realistic approach to problems of
local government finance, with emphasis on strengthening lo.al revenue
sources, improving financial discipline, and establishing a consistent
framework for grants to local Councils. Problems of manpower training,
conditions of service, and local accountabllity need to be addressed on the
same serious basis as these problems warrant for central Government
employees.
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Other Government Programs

2.76 The public expenditure review covered the budgets of ministries
accounting for approximately 71 percent of direct operational expenditures
in the 1986 budget. 2 6 / The remaining expenditure categories cover
internal and exterai security (Zambia Police - K 75.8 million, Ministry of
Hone Affairs - K 31.1 million, and Ministry of Defense - approximately
K 275 million), foreign affairs (Ministry of Foreign Affairs - K 187.6
million), and Government administrative and legal functions (Cabinet Office
- K 38.9 million, and Ministry of Legal Affairs - K 23.7 million). While
their budgets have not been reviewed in any detail, these ministries will
have to share in the burden for expenditure reduction if the core budgeting
principle suggested earlier is adopted.

2.77 The largest budgetary allocation (other than the Ministry of
Defense) is for the Ministry of Foreign Affairs. Zambia maintains a very
large number (30) of foreign missions for a country of its size. Most of
the expenditure for these missions is denominated in foreign exchange.
The recent devaluation has substantially increased the cost of the missions
In kwacba terms, and the 1986 budget for the Ministry of Foreign Affairs
increased by approximately five-fold over the 1985 revised budget alloca-
tion. The Government has begun to reduce costs by recalling personnel and
by closing missions in Portugal and Saudi Arabia, but given the very large
burden that foreign missions are placing on the budget, the Government may
have to consider additional closures or consolidation of missions.

2.78 The Government has stated its intention to reduce the administra-
tive share of the budget, but this has been difficult to carry out. For
example, the original budget for 1985 called for a reduction of expendi-
tures on general administration by a third in constant prices. However,
the revised 1985 budget included substantial supplemental allocations for
virtually all administrative programs. This indicates that reductions in
administrative programs will only be possible when the Government takes a
firm decision to abolish or consolidate particular functions or
departments, The Government has shown resolve in some areas. For example,
the privilege of Government cars and drivers was abolished for almost all
senior politicians and Government officials in early 1986 and officials
were given the option of purchasing their own vehicles. This action will
have only a liited effect on the budget as officials are being provided
with transport allowances in lieu of cars, but it is an important step in
beginning to abolish the special privileges that have crept into the
budget. A more important action would be to eliminate funding for
"prestige' building projects, which have little justification in a period
of budgetary constraint. In the 1986 budget, these activities include the
construction of UNIP Party headquarters (K 12 million), extension of the
High Court (K 4 million), a library extension for the National Assembly
(K 1.6 million), improvements to Independence Stadium (K 1 million) and
various staff housing and other projects.

2 6 /Bstimated as total expenditures less debt-service, subsidies,
and pensions.



-58-

III. REFOlUMING THE GOVERNMENT BUDGET

A. Overview

3.01 The budget Is in serious trouble. Virtually none of the services
that are necessary for the long term development of Zambia's ecozsomic and
buman resources are operating well or being provided In adequate quartity.
At the same time, a large amount of resources is being devoted to low
priority activities and redundant employment. Zambia risks following the
path of other countries undertaking economic recovery programs, which hauev
left Government activlties virtually disfunctional and social services
moribund. The country slmply cannot afford to continue spending a large
share of national production on low return activities.

3.02 There are a number of political, Institutional and social factors
that have allowed Government services to deteriorate without remedial
actions being taken. The most important factor has been a lack of clear
political guidance for expenditure reform. Senior officials in the
Party and the Government, preoccupied with the long economic decline
grlpping Zambia and the management of a complex economie reform program,
have accepted the deterioratlon of Government services as an Inevitable
consequence of Zambia's economic condition. Unlike firms in the private
and parastatal sectors that are trimming product lines, cutting costs and
reducing employment, the Government has made little effort to establish
priorities and reform its activities in any fundamental sense other than
routine trimming of the budget. Yet, the process of expenditure reform
that needs to go on in the Government is no different than what is being
undertaken by virtually all other economic entities in Zambia. While
difficult, it can be carried out and key services can be restored. A
second factor that has hindered expendtture realignment is the failure of
the planning and budgeting system to utilize senior officials in the
operating ministries wbo have specialized sectoral knowledge. Planning has
been viewed as an abstract process without direct relationship to day-to-
day decision making, wbile budgeting has been conducted in a top-down
fashion to meet short term financial constraints and has not been used in
an active manner to choose between the Government's many competing priori-
ties. It is unrealistic to expect the Ministry of Finance to develop a
coherent program of expenditure realignment without the speclalized
knowledge available in the operating ministries, and a more responsive
system of planning and budgeting will be a necessary part of the reform
process. Finally, a third factor that has hampered expenditure reform is a
narrow perspective on the social implications without recognizing
longer term benefits. Thus, the Government has strongly resisted setting
user feee for health and education, even though the resulting deterioration
of services due to lack of funds has hurt recipients much more than the
imposition of modest charges. Employment levels in the Government have
been increased to compensate for the poor performance of the economy, even
though the increased tax levels and deteriorating Government services have
dampened employment creation In the productive sectors. Ultimately,
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therefore, expenditure reform requires a revised definition of the role and
functions of the Government in Zambia, one that recognizes the severe
limltations of money and skilled manpower and develops a consensus within
the Government and population on a coherent program for expenditure reform.

3.03 The program of reform which is proposed in this chapter is based
on several principles which were Implicit in the preceding discussion of
sectoral expenditure programs:

(1) Accountabillty of Sectoral Ministries. While some shift-
ing of resources between ministries will be necessary In
order to meet the Government's development objectives, a
major emphasis in expenditure reform must be on the re-
alignment of expenditures within individual ministries to
sustain core activities and generate additional revenues
to support key objectives. This places much of the burden
of expenditure realignment on sectoral ministries, rather
than the Ministry of Finance.

(il) Reduction of Government Services. Even if additional
flnancial resources were available, the Government is
overextended in terms of Its managerial and technical
capacity. Expendlture reform If. necessary not only to
reduce the budget deficit and lmprove national savings,
but also to concentrate the Government's limited cadre of
skilled personnel on delivering key services which are
essential to economic recovery and the development of
human resources.

(ili) Budgeting for Core Activities. In choosing what activi-
ties must be carried out, priority should be given to
services which cannot be provided by other means, which
are required for the productive growth of the economy and
the direct well-being of the population, and wbich can be
implemented at low cost relative to the expected bene-
fits. This means that the Government should emphasize
activities such as support services for smallholder
agriculture, primary education, prlmary health care, and
maintenance and rehabilitation of essential infra-
structure. Programs Involving direct participation in
agricultural production, new infrastructure construction,
and services for the middle and upper income groups should
be reduced or transferred to other agencles or placed on a
cost recovery basis.

3.04 The program of expenditure reform suggested in the following
sections meets the macroeconomic and sectoral objectives laid out in
previous chapters. While this program relies on the guiding principles
stated above, it is by no means fixed or set in its specific content.
Flexibillty is available for the expression of national priorities and
goals within the definition of indivldual expenditure programs. Never-
theless, the overall content of the expenditure program is sharply limited
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by the highly constrained economic prospects for the budget which are
described In Chapter 1. Choices within the budget will therefore consti-
tute the major vehbele for expenditure reform and require a careful
weighing of trade-offs between relative prlorities. Section B of this
chapter describes the overall structure of the proposed expenditure reform
program. Section C discusses major cross-sectoral issues which require
resolution by the Government. Finally, Section D recommends improvements
in planning and budgetlng procedures.

B. The Core Government Expenditure Program, 1986-88

3.05 Table 3.1 summarizes the core expenditure program for the
Government budget based on the discussioe of sectoral priorities in Chapter
II. Given the qualifications regarding various programs described in the
previous chapter, the suggested budgetary allocations shown In Table 3.1
should be taken as indicative. In most cases, the shifts in expenditure
would take several years to implement effectively. Nevertheless, the
recommended allocations do Indicate the order of magnitude of the changes
in expenditures that could be expected to result from a realistic program
of budgetary reform. The budgetary target used In Table 3.1 is consistent
with the macroeconomic projections developed in Chapter I; i.e. consumer
subsidies are eliminated by 1988 and other operational expenditures are
constralned to zero real growth in aggregate terms. Within this envelope,
there would be sianificant shifts of funds between sectors, with the core
sectors (agriculture, health, education, roads and development
administration) Increasing from 41 percent of the 1986 budget to 58 percent
In 1988, while expenditures for all other sectors would decrease from 47
percent of the budget In the 1986 budget to 42 percent in 1988.1/
Expenditures for the various core sectors would increase in the range of 10
to 83 percent (the latter from a quite low base), while expenditures for
sectors outside the core programs would have to decrease by 21 percent in
real terms In order to stay witbin the budget constraint.

3.06 While shifts in funding allocations between sectors would be an
Important part of the budgetary reform program, it was emphasized in
Chapter II that reallocations of funding within sectors would also be
requlred to Improve the delivery of services. The increase in funding by
30 percent recommended for agriculture programs in Table 3.1 would not be
adequate to Improve the delivery of essential services unless funds are
also reallocated from programs such as area development to agricultural
research and extension and agricultural credit. In the case of roads, the
Increase in the allocation for road maintenance would require that the
Roads Department cease construction on new road projects and request donors
to reallocate the remaining funds to road maintenance. Thus, an important
prerequisite to any Increase in funding for a core sector should be the
development of a realistic sector plan which Identifies priorlty activities
within the sector and proposes a strategy for allocating funding between
actlvitles.

1/ The remaining 12 percentage points in the 1986 budget are
attributable to subsidies.
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3.07 Reallocations of funding between various types of expenditures
(such as personal emoluments, RDCs and capital expendituris) would also be
a critical part of the program of budgetary reform. Much of the increase
in funding for the core sectors would be used for RDCs in order to improve
service delivery and maintenance, whlle cutbacks In the non-core sectors
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would generally be at the expense of personal emoluments. Another
important action would be Improvements in the salary structure in order to
attract and retain more highly qualified staff, while tightening controls
on the employment of CDEs to reduce gross overstaffing at the lower skill
levels. Changes in non-tax revenues will also be an Important feature in
the program of expenditure realigment. It was recommended in Chapter II
that increases in user fees at higher level training Institutions should be
used to release Government funds for the improvement of primary education,
wbile a large part of the recommended Increase In health expenditures is
expected to come from user charges. Finally, expenditure reform will
involve substantial transition costs. The Government is already facing the
problem of bow to finance severance benefits for redundant employees and
there is serious concern about how to assist termlnated employees establish
a new livelihood (for example, by using severance beneflts to establish
themselves in smallholder farming). In many cases, the Government may need
to seek outside assistance to Implement cost saving measures.

3.08 The recmmended program of expenditure reform that results from
the detailed sectoral analysis in Chapter II would affect virtually every
aspect of the budgetary structure. It is clear that the Government must
think of an extended period of Implementation for expenditure reform with
frequent reassessments and changes in direction. This is an immense and
difficult task and one that must be broken down Into its component parts In
order to be managed successfully. Some of the most difficult tasks will
involve cross sectoral Issues of expenditure reform.

C. Inter-Sectoral Expenditure Issues

3.09 This section will address the following topics:

(a) wages and employment policy;
(b) funding of recurrent and capital expenditures;
(c) reductions in Government services;
(d) the social impact of expendlture reform;
te) increasing non-tax revenues; and
(f) maintenance of Government assets.

3.10 Wages and Employment Policy. As of 1983, there were approxi-
mately 76,000 established posts in the civil service, of wbich 7,000
positions (9 percent) were vacant.2/ The number of CDEs (which are
additional to the established positions) is estimated to have been in the
neighborhood of 51,000. There are approximately 7,000 established posts in
the Distrlct Councils and an unknown number of temporary employees.
Government employees therefore accounted for 37 percent of formal sector
employment in 1983, which, in combination with the parastatal sector (38

2/ "Zambia: Wage Policy and the Structure of Wages and
Employment," World Bank Report No. 5727-ZA, May 7, 1986. Due to the hiring
freeze on employment in administrative positlons since 1983, the number of
vacant posItions is estimated to have increased to about 10,000.
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percent of formal sector employment) meant that three-quarters of the
formal sector labor force was covered by public sector wage agreements. As
such, public sector employment policies are tmportant not only for their
budget rmtiflcations, but also for their impact on the structure and
functloning of the labor market.

3.11 Personal emoluments are the largest single component of
Government recurrent expenditures other than interest charges (32 percent
In 1986), and the Government has recognized that reductions in the level
of public sector employment will be necessary in order to reduce the budget
deficit. The Government announced the following measures In January 1986:

- no new civil service posts to be created.

- no regrading or upgrading of existtng posts.

- except for posts within the professional and technical scales,
all vacant posts to be frozen.

- no new appointments except for funded posts in the profes-
sional and technical scales, and only after Cabinet Office
authortty has been obtained.

- reduction In the pensionable age of ctvil servants from 60 to
55 years for male officers and 55 to 50 years for female
officers, with mandatory retlrement for all officers at or
above the pensionable age.

- more liberal retirement provisions for civil servants who wish
to retire before tbelr pensionable age.

- phased reduction in the number of CDEs by 40 percent over the
next three years, with one-third of that number (approximately
6700 employees) required to leave by the end of 1986.

- the District Councils have been instructed to prune their
staffing levels, and the Ministry of Decentralization is in
the process of ensuring that this policy is carried out.

- as a budgetary target, the Government will restrict increases
in its nominal wage bill to no more than 25 percent in 1986
and 10-15 percent in 1987 and 1988, implying a substantial
reduction in real incomes for Government employees (inflation
is envisaged to be about 50 percent in 1986, 35 percent in
1987 and 25 percent in 1988).3/

3/ The Government should also terminate the policy of providing
guaranteed employment for all graduates of teacher training colleges and
agricultural training institutes. The Government will need to scale-back
the intake of these institutions until the demand for such graduates
catches up with the current supply.
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These steps, tf fully implemented over time, will result In a signiflcant
reduction in the size and cost of the public service establishment.
However, the Government should also monitor the impact of certain policies,
such as the provision for earlier retirement, which could cause the
Government to lose some of its most experienced employees.

3.12 Apart from the substantial financial burden of the present
personnel establishment, the Government's most serious employment problem
is the severe understaffing that occurs In higher skilled positions.
Experience in other countries undertaking economlc reform programs Indi-
cates that continulng shortages of skIlled personnel can cause long term
structural damage to the Government's capacity to maintain essential
services. In the case of Zambia, the problem has been compounded both by
the general decline in living standards and by deliberate Government
decisions to impose a larger share of adjustment costs on higher income
workers through a policy known as "narrowing the gap."

3.13 Government wage policies are established by salary review commis-
sions appointed specifically for this purpose at roughly three-to-four year
Intervals. The report of the latest salary review commission (the Lavu II
Commisslon) was accepted and implemented by the Government In late 1985.
With a few notable exceptlons, the Lavu TI Commission contlnued policies
established by previous commissions and awardad substantially higher
percentage Increases lower-grade ctvil servants (including CDEs) than to
higher-grade employees.4/ Between 1975 and 1983, the income of civil
servants at the -'per end of the grade scale (e.g., Undersecretary or
Director, Grade S3) fell by 55 percent in real terms, whlle the Income of
the lowest level of salaried employees (e.g., Grade S21) fell by 17 percent
in real terms.5/ As a result, the highest and lowest paid salaries in the
eivil service differ by a factor of 7.3 to 1 (based on minimum salaries in
each grade level), which is quite compressed as compared to Government pay
scales in neighboring countries. While the original purpose of this policy
was to promote social justice and protect lower Income workers from the
effects of economic decline, the impact on the ability of the Government to
attract and retain highly qualified personnel has been devastating. Other
results of the policy have been a decline in personal motivation and less
incentive to pursue higher-level training, while experience from other
countries indicates that salary compression can contribute to a greater
incidence of outslde business

4/ The major differences introduced by the Lavu II commission
were for higher percentage increases for the professional and technical
scales than for administrative staff (such that very highly skilled
professionals can now earn more than Permanent Secretaries), while on the
lower end of the salary scale, a minimum wage floor of (200 per month was
established for all Government workers regardless of qualifications.

5/ During the same period. the level of gross national income per
capita feli by 18 percent in real terms. These comparisons do not adjust
for the provision of fringe benefits (particularly housing) which have
cushioned part of the impact of real wage declines.
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interests (with potential conflicts on time and objectivity) and increasing
corruption. Many of the core Government services described in the previoes
chapter are crittically dependent on an adequate supply of skilled and
motivated manpower, and the Government's own policy of Zambianization makes
It a priority to fill these positions with local personnel rather than with
foreign technical assistance. It would therefore be in the national
Interest to improve salaries at the higher grade levels of the civil
service, a policy that a growing number of African governments are
beginning to accept and liplement.

3.14 Improving salaries for highly skilled personnel is necessary, but
It will be neither easy nor politically popular. Given the fiscal
constraints on the budget, higher salaries for skilled employees will have
to come out of wage and employment restraint on the lover grades. The
Government's current policy of enforclg a uniform reduction of 40 percent
In the number of CDEs for all ministries needs to be reexamined. The
previous discussion of sectoral expenditure programs identified several
ministries with large contingents of underutilized CDEs (e.g., MAWD, MWS,
MOR), and more substantial reductions in CDEs may be possible withln these
ministries. In the longer term, the Government should consider other
methods of reducing its needs for employment of low skilled labor. Because
of the large number of benefits and protections that have been extended to
CDEI, this s)stem no longer constitutes a useful means for the Government
to vary its complement of temporary laborers as the work load requires.
The Government sbould identify those positions currently staffed by CDEs
that warrant permanent employment and incorporate the positions into the
civil service. Many of the remaining positions should then be transformed
over time Into various types of contractual arrangements or eliminated.
Contracting-out does not necessarily require the employment of an outside
firm; for example, the 'lengthman' system of road maintenance allows the
Government to contract with individuals to perform specified types of
routine maintenance on designated secttons of roads, with payment made on a
performance basis ratber than as direct employment. For other types of
services, the Government can contract with firms or groups of individuals
(e.g., watchmen, building maintenance, simple construction). This approach
would imply a substantial revlsion in current employmeat policies, but it
would provide greater flexibility to the Government in Its employment
practices and resolve the current inadequacies of the CDE system at
potentially lower cost. Alternatively, the Government can restrict the
employment of CDEs through a substantial tightening of bureaucratic
controls and increased emphasis on supervision and performance monitoring
of employees.

3.15 Measures to reduce expenditures on personal emoluments and
redress the interai ea-usistency of the wage structure should not be seen
in isolation from other steps to improve the management and use of human
resources in the Government. The sectlon on development administration in
Chapter II has already discussed the need to improve staff development and
training programs. Another program that the Government may wish to Intro-
duce is to provide information and support services to improve employee
participation in manpower redeployment efforts. Many employees, particu-
larly at the higher skill levels, will need to be transferred to other
positions to 3trengthen the delivery of core services. The Government can
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gain their support in making these changes by informing employees of the
reasons for the policy changes and by providing training to assist them In
making career shifts. Properly managed, the redeployment of the civil
service can be used as an opportunity to Increase professional motivation
and reinforce pride in Government service, rather than viewing the process
as a grim consequence of the need to reduce Government expenditures. In
carrying out the redeployment program, there are likely to be costs for
severance beneflts and for training programs and other management
assistance. This would be an excellent use for earmarked local counterpart
funds that the Government is recelving as a result of the foreign exchange
auction. Some donors have speclfled that local counterpart funds should be
used to improve the delivery of Government services, but this runs a risk
that the counterpart funds may expand services to an unsustainable level.
If the Government can Identify transitional costs involved in the process
of public expenditure reform,thIs would be an appropriate use for earmarked
counterpart funds without any longer-term expansionary consequences on
Government services. To make this effort effective, the Government should
provide a clear plan for managing the transitional problems of personnel
realignment and identify those costs that can be appropriately funded with
counterpart funds.

3.16 Funding of Recurrent and Capital Expenditures. Aside from
skilled personnel, the scarcest input for expenditure programs is local
funds for recurrent operating costs and capital expenditures. Historical
PE/RDC ratios give some perspective on the compression of operating funds
that has occurred, but they are not an adequate guide as to what the appro-
priate levels of RDCs should be in the future. Relative prices have
changed drastically in recent years, particularly for the foreign exchange
component of recurrent costs (e.g. fuel, vehicles, etc.) so that an
analysis of the requirements for operating funds will have to be done on an
individual departmental basis.

3.17 There are several changes that the Government can Introduce to
improve budgeting for local funds. The first is to allow greater flexi-
billty for program managers to allocate funds between budget categories.
The current budget structure is primarily oriented toward accounting
control, and budgetary allocations are distributed over a very fine
accounting classification.6/ Controlling officers are prohibited from
maklng transfers between major categories of expenditures without explicit
permission; for example, transfers to or from personal emoluments require
the sanction of Parliament, while transfers of funds from capital projects
to recurrent expenditures are prohibited. The process of budgetary
approval and annual review reinforces tbis bias toward accounting control
rather than performance. During the budgetary negotiations between
operating ministries and the Ministry of Finance, the allocations for
personal emoluments (including expenditures for CDEs) are based on past
employment levels. The major attention in the discussions therefore turns
to justifying individual line item allocations for RDCs, ratber than

6/For example, in the 1986 budget, PEs are broken down into at
least 37 separate accounting categories, while RDCs Involve nearly 100
categories of expenditures.
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adjusting programs (and personnel) to fit the funds available.7/
Similarly, the annual Finencial Report of the Ministry of Finance, whlch
reviews the outcome of Government expenditures for the previous year,
focuses only on the correspondence between actual and budgeted expendi-
tures, with no consideration as to whether the expenditures were effectivv
in achieving program objectives.

3.18 The protection that the current budgetary process affords to
personal emoluments, comblned with fairly weak controls over the employment
of CDEs, goes a long way towards explaining why the Government budget has
become skewed toward overstaffing. Similarly, the emphasis on scrutiny and
control of RDCs without any reference to effects on program performance has
contributed to tbe continued deterioration of Government services. Remedy-
ing this sltuation will require a gradual shift in the budgetary process
toward greater emphasis on performance considerations and accountability,
rather than expenditure control. The system of planning and budgeting
introduced in Zambia over the past few years (to be described in the next
section) has Introduced concepts of program budgeting into the annual
budgetary process. This planning process needs to be backed by a greater
determination by the Ministry of Flnance to:

(i) consider all categories of funding allocations, including
personal emoluments and capital projects, to be flexible
inputs in the annual budgetary process rather than based on
past expenditure decisions;

(ii) link funding allocations for staffing and RDCs to program
performance and the policy objectives of the Government,
beginning with the core budgeting concept described in this
report; and

(1ii) involve knowledgeable officials from the operating minis-
tries in the budgetary process, so that the implications of
reallocations between programs and types of expenditures can
be resolved by direct negotiations where feasible, or raised
to a senior decision making level when necessary for policy
guidance.

3,19 Apart from improvements In the system of planning and budgeting,
the Government can obtain more efficient use of local funds by consolidat-
ing services and introducing improved technical and managerial procedures.
Experience in Kenya has demonstrated that savings of 30-40 percent
in drug costs are possible through adoption of pre-packaged kits for health
centers and Improvements in storage and distribution systems. Other areas
where savings may be possible are in transport operations, maintenance
activities and consolidation of agricultural research stations. As part of

7/ This limited concept of budget negotiations Is consistent with
the fact that budget discussions are conducted at a relatlvely low level
within the ministries (generally by accounting officers), and there is only
limited scope for discussion of the policy implications of budgetary allo-
cations at the level of the Permanent Secretary or above.
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the expenditure realignment program for each sector, the Government should
request that donors place particular emphasis on assisting with cost saving
improvements, so that services can be provided at less cost to the budget.
The Government should also reexamine its procurement procedures from the
standpoint of cost effectiveness. Even relatively small purchases must
follow Government tender procedures, which are cumbersome and result in
high inventory costs and stock-outs due to procedural delays. Simpler and
more flexible procurement methods could result in significantly lower
prices from suppliers.

3.20 The Government also needs to set clearer priorities for the
allocation of funds to domestically financed projects. In the 1986 budget,
88 percent of local capital funds are used for domestically financed
projects, while only 12 percent are used for donor financed projects. 8 /
Many of the domestically financed projects involve very low priority
activities, such as prestige construction projects and staff housing. It
is inconsistent, at best, to use such a large share of local funds In low
priority activities when many donor-financed projects are performing poorly
due to shortages of local funds. The Government should apply uniform
criteria to the selection of both local and foreign funded projects In
order to get maximum returns from its scarce resources.

3.21 Reduction of Government Services. An important part of the
expenditure reform program would involve reductions in the number of
Government services offered to the public. This will involve very diffi-
cult decisions, and a number of programs which currently provide desirable
services will have to be deemphasized in order to achieve the recommended
expenditure targets. The Government should begin by eliminating programs
whose justification has ceased to exist or which have not been effective in
achieving their objectives, such as the Zambia National Service and the
Rural Reconstruction Centers. Scrutiny of the Government budget will iden-
tify other areas of overlapping activities or poorly performing programs
that can be eliminated. For example, despite the fact that prices In the
economy have been decontrolled, the Governnent has maintained price review
responsibilities in at least four separate Government departments and
agencies.-/ Even the critical area of manpower development and training in
the civil service is fragmented between several agencies, with responsibil-
ities shared between the Directorate of Manpower Development and Training,
the National Institute of Public Administration, the Management Services
Board, and the Manpower Planning and Research Department of NCDP. In many
cases, overlapping agencies have been established to avoid problems with

8 /The local funding contribution accounts for only five percent
of project costs, on average for donor-financed projects.

9/ The Prices and Incomes Commission (budget of K 1 million in
1986), the Price Control Department in the Ministry of Commerce and
Industry (budget of K 859,700 in 1986), the Anti-Corruption Commission
(budget of K 1,726,101 in 1986), and the Special Investigation Team for
Economy and Trade in the Ministry of Home Affairs (budget of K 884,301).
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reforming poorly performing agencies. This helps explain, for example. the
proliferation of independent agricultural credit schemes descrlbed in
Chapter IIo In other cases, Independent boards or commissions have bean
established to broaden the mandate of agencies or obtain relief from
bureaucratic controls (e.g., the Zambia National Tourlst Board). A review
of these agencies sbows, however, that they continue to be hampered by
problems of shortages of qualified staff and operating funds. A rigorous
program of combining Government Aepartments and elliminating overlapping
boards and commissions could therefore result in improved Government
services as well as a reduction in costs and better utilization of skilled
manpower.

3.22 Beyond eliminating obvious cases of overlapping responsibilitles
and poor performance, the Government may need to combine agencies in order
to improve planning procedures. The most obvious case is in education,
where the split between two separate ministrles has hlndered the develop-
ment of educational policy and led to a de facto diversion of funds into
higher education. The Government should also consider consolidatlon of the
elaborate structure established to promote decentralization, Including the
Ministry of Decentralization and the nlne Provincial ministries as well as
the 55 District Councils. In view of the poor results of the
decentralization program, a simpler system could well improve planning and
performance at the local level as well as streamline the coordination of
activities. Beyond these suggestions, however, it is clear that the
Government will need to consider more radical surgery on its expenditure
programs in order to meet the budgetary targets. The proposed reduction In
non-core programs, equal to K 270 million in 1986 prices, cannot be
accomplished simply by eliminating marginal activities. It will require a
political consensus at the highest level In order to decide how far
expenditure programs can be tritmed back in order to release resources for
the core activlties.

3.23 Soclal Impact of Expendtture Reform. Social development has had
high priority with the Government since independence. The large stock of
social facillties (schools, health centers, low-cost housing) that wag,
created when the economy was buoyant has been a buffer against the decline
in social services durlng the past decade. However, the analysis of expen-
diture programs in Chapter II showed that witbin the social sectors, there
has been a significant redistribution of expenditures In three major ways:

(i) to the recurrent budget, at the expense of capital
programs;

(il) to wages and transfers, at the expense of other operatlng
costs in the recurrent budgets; and

(iii) within the social sectors, to higher-level services at the
expense of primary and secondary level services.

These trends have benefited some, while others have suffered. The gainers
have been:
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-- those employed by the social services; and

middle and higher lncome groups who consume services and
transfers In larger quantities, particularly services which
have been least pruned of inputs such as university educa-
tion, urban hospitals, and subsidized employer-provlded
housing.

The losers are more numerous:

- those living In rural areas where services have not been fully
developed and where services are first to be cut; and

- consumers of primary level services. In the education sector,
urban residents have suffered most as rapid rural-urban
migration has led to overcrowded primary schools and non-
admission for many poor children. In the health sector, the
expansion of primary health cars for the rural poor has been
retarded. In the housing sector, the needs of urban slum
dwellers who could benefit from site and service programs and
upgradlng have been neglected.

The social sectors have also been plagued by inefficiencies which have
consumed large amounts of resources, pushed up unlt costs and reduced the
coverage of services, at little benefit to anyone.

3.24 Experience with economic recovery programs in other countries
demonstrates that social programs often suffer severely, with major
cutbacks in servlces and deterioration in quality. However, this result is
not necessary. Much of the decline in social services for lower income
groups bas been the result of a failure to adopt adequate programs of
expenditure realignment, rather than a necessary consequence of the
economic reform program. The Government can no longer offer to provide a
wide ranging program of heavily subsidized social services and still
maintain adequate coverage for the lower income group. In order for the
Government to restore equity concerns in the distribution of social
services, a greater emphasis on expenditure reform will be necessary. In
particular, the following measures should be taken:

(1) Concentrate Government expenditures on programs which
provide basic services to a large proportion of the popula-
tion at relatively low cost, such as primary health care,
primary education, and low cost site and servlce housing
developments.

(11) Programs which provide transfers to individuals, such as
subsidized university education, free boarding in hospital
facilities, and subsidized housing, should be replaced with
programs based on ability-to-pay.
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(iii) Introduce targeted tran;.fer programs, such as the subsidy on
roller meal, feeding programs for vulnerable groups such as
lactating mothers and ch dren, and education scholarships
based on need for those Aho cannot otherwise afford to
attend school.

(iv) Intensify cost reduction efforts in all social programs in
order to achieve greater efficiency and lower unit costs.

These measures can ensure that all Zambians have access to a minimally
acceptable level of social servlces, that the system neither penalizes nor
excludes those who cannot pay, and that those who can afford to pay for
privileged services should do so.

3.25 Increases in Non-tax Revenues. An important part of the expendi-
ture reform program involves increases in non-tax revenues. Some of these
revenues, such as delinquent loan repayments from parastatals and District
Councils, need better adminlstrative follow-up and more rigorous applica-
tion of sanctions for non-payment in order to improve their collection
performance significantly. However, in most cases, increases in non-tax
revenues will have to come from Increases in fees and charges on users of
Government services. In some cases (e.g., casino license fees, motor
vehicle licenses), there is little social justification for maintaining low
fees, and the main requirement to raise fees is the political conviction to
do so in the face of inevitable public protest. In other cases, the
Government will need to make a deliberate choice to emphasize revenue
aspects of particular services, such as water rates, mining licenses for
precious and semi-precious gems, fees for the use of Government land,
charges for veterinary services, and advertislng revenues for the Zambia
Broadcasting Service. Probably the greatest sensitivity to increased
charges, however, will be In the soclal sectors, particularly health,
education and housing.

3.26 Experience from other countries shows that cost recovery In the
social sectors can be a powerful factor for improving cost-efficiency.
Problems of inefficlency In the social services in Zambia come from both
demand and supply factors. Demand problems arise because recipients of
Government services consume a greater quantity of services (e.g., through
practices such as the over-prescribing of drugs) than would be the case if
their cost is borne directly. Supply factors come in because program
managers become concerned with problems of internal administration rather
than providing services to their clients, who provide no direct input into
setting prioritles. For example, officials in one of the education minis-
tries indicated that their first objective was to provide employment for
the excess number of teachers being produced by the teacher training
colleges, rather than increasing the funding for supplies at the primary
level. A further problem with subsidized services is the lack of objective
criteria to judge thb vlabillty of investments. This helps explain, for
example, why such a-large proportion of locally funded capital projects
involve the construction of staff housing to benefit a limited number of
employees.
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3.27 In fact, miny officials in the operating ministries in Zambia
are quite prepared to dlcuss cost recovery and generally agree that
present charges are too low and could be increased significantly without
disrupting Government services. The two maln factors which have dissuaded
them from Increasing revenues are political opposition and a lack of
Incentives for the ministry to take on the task. Polltical resistance is
a constant problem. Several officials indicated that they had tried to
Increase fees and were immediately subject to intense attack from senior
political figures. Greater support and political consensus on cost
recovery will be necessary in order to make much headway. The problem of
incentives can be addressed at a technical level, however, and can be of
assistance in gainlng the political commitment for increased fees. All
revenues are currently credited directly to the central account of the
Ministry of Finance, and operating ministries recelve no benefit from
Improved revenue collections. The budget circulars published each year
encourage ministries to Increase revenues wherever possible. In practice,
budget discussions are directed almost entirely to matters of expenditure
control, and revenue performance receives little attention in this
process. As a result, ministries have little motivation to take the
political heat resulting from revenue increases. There are a variety of
ptocedures available by which the operating ministries can be given more
incentives to raise revenues. One of tht simplest methods is to budget for
the release of funds from the Ministry of Finance on the basis of approved
expenditures net of revenue collections, so that the ministries are
expected to cover the remainder of their operating costs directly from
revenues. Under this system, setting of cost recovery charges should be an
Important part of the annual budgetary discussions. In some cases (e.g.
the Department of Lands), the budget would call for a net contribution of
funds to the Ministry of Finance after deduction of all operating costs.
This system has been tried in limited form in Zambia (e.g. the Department
of National Parks and Wildlife Services is allowed to retain revenues from
hunting licenses to support anti-poaching activities), and it desires a
broader trial in other operating ministries.

3.28 Maintenance of Government Assets. The Government holds a
substantial stock of capital assets, including office buildings, staff
housing, and motor vehicles, almost all of which have been allowed to run
down for lack of maintenance. The situation with Government vehieles is
the most graphic. Between 1981 and 1984, the number of Government vehicles
expanded from 9400 to 16,000, an annual rate of increase of 20 percent.
During the same period, the number of vehicles receiving maintenance
services from the Mechanical Services Department (MSD) in the Ministry of
Works and supplies declined from 4670 to 3770, an annual rate of decline of
9 percent. By the end of 1984, less than one-quarter of Government
vehicles were receiving maintenance from MSD, which is supposed to be the
main provlder of maintenance services for all Government vehicles. By the
beginning of 1986, less than 50 percent of the vehicle fleet in the
Ministry of Health was in operating condltion, and one-third of the
operating vehicles rated in poor condition. Eleven out of 12 mobile X-ray
units were out of service and the last vehicle was running poorly.
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3.29 The poor performance of MSD is partly due to a lack of spare
parts, a situation that has been eased by the introduction of the foreign
exchange auction. However, MSD's problems also reflect the low priority
assigned to maintenance services by both MWS and the Ministry of Finance.
A donor financed project approved in 1978 was designed to strengtben the
operations of MSD and improve the provision of spare parts. The project
has been implemented very slowly due to low allocations of local counter-
part funds. The 1986 budget allocation for MSD provided K 12.6 million for
personal emoluments and only K 1 milllon for spare parts, a cut of 66
percent in nominal terms from the budget for spare parts In 1985. As a
result of this situation, other operating minlstries have persuaded donors
to purchase new vehicles to replace those which have failed from lack of
maintenance. In addition, a large sbare of the locally financed capital
projects (other than construction projects) are used for the purchase of
new vehicles. Ministries with particularly favorable access to donor
financing (e.g., the Ministry of Health) are developing their own mainte-
nance facilities, to be staffed and funded by the donor agencies. In the
meantime, the Government is considering establishing MSD as a parastatal in
order to improve salary scales and reduce bureaucratic constraints on its
operations. There are a number of private garages already available in
Zambla which could take over responsibility for a large part of the main-
tenance of Government vehicles, and the Government should permit ministries
to use private facillties for vehicle maintenance and reduce reliance on
MSD to a more manageable level.

3.30 Maintenance of Government buildlngs and staff housing has also
received low priority. In the 1986 budget, expenditures for housing main-
tenance are budgeted at K 25 million, a decrease of 50 percent in real
terms from 1985. As with other departments, the allocation of maintenance
expenditures is overwhelmaingly skewed to personal emoluments. The
Government's best solution in the case of staff housing would be to divest
itself of mueb of the housing stock over time and raise rents on the
remaining stock to economic levels in order to support a higher level of
maintenance. For other Government buildings, the Government should
allocate a larger share of expenditures to maintenance activities as part
of the overall program of expenditure realignment.

D. Planning and Budgeting

3.31 A fundamental requirement for making progress on expendlture
reform is to have a system for planning and budgeting that provides
lnformation to decision makers about the implications of expenditure
choices and provides guidance and direction to the operating ministries on
how to modlfy their expenditure programs to conform with the priorities of
the Government. In this regard, the system of planning and budgeting that
was in operation in Zambia until recently did not meet these requirements.

3.32 Over the past several years, efforts have been under way to
Introduce a revired system of planning and budgeting that will address
these problems. Beglnnlng with the 1986 fiscal year, the Government budget
was accompanled by an Annual Plan which was intended to explain and justify
the choices which had been made In developlig the budgetary allocations.
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By necessity, the system was operated In the first year by the Mlnistry of
Finance and NCDP. The next step is to include the active participation of
the operating ministries. This section will analyze the changes which are
being introduced in the planning and budgeting system and the further
developments that will be required to make it a flexible and efficient
mechanism for guiding expenditure choices. In view of the evolving nature
of the system, the discussion will begin by providing an overview of the
planning and budgeting system as it operated up to 1985, present a picture
of how the system ought to work once the changes currently being
implemented are in place, and analyze the steps required to complete the
process.

3.33 The Previous Planning and Budgeting Cycle. Up until 1985, the
planning and budgeting cycle began with a request from MOP that ministries
should submit bids for their next year's recurrent and capital budgets, the
former to the MOF and the latter to the NCDP. In principle, these bids
reflected what each ministry felt it needed to carry out its functions; but
they often included tactical elements meant to improve bargaining posi-
tions, and in any case they bore little resemblance to what could be
afforded. Separate review processes in MOF (for recurrent ixpenditures)
and NCDP (for capital programs) focused on cutting these bids down to fit
available resources. The revised bids, plus proposals for non-ministerial
expenditures such as subsidies and Constitutional and Statutory expendi-
tures, were submitted to Cabinet wbere further changes might be introduced,
and then to Parliament for final approval. About midway through the budget
year, an Annual (Development) Plan was Issued by NCDP, which described the
approved capital estimates in the context of the current Five Year National
Development Plan.

3.34 While this system worked reasonably well when revenues were
abundant, it was incapable of managing a situation of increasing scarcity.
The principal deficiencies of the system resulted from a variety of
factors:

(i) Inadequate information. Operating agencies had little know-
ledge of the likely amount of resources they would receive
or the Government's overall priorities. The MOF and NCDP,
while possessing knowledge of overall resource constraints,
had little detailed knowledge of indivldual programs and no
analytically sound basis on which to cut bids to size.

(ii) Insufficient degrees of freedom to affect budget alloca-
tions. As resources became more limited, pressures to
protect personal emoluments, transfer payments and
adulnistrative services increased. This in turn led to a
serious deterioration in program performance and failures to
complete projects on schedule.

(ill) Lack of accountability. Line ministries had only limited
influence over the allocation of funds and little sense that.
budget allocations were affected by performance. As a
consequence, they did not see the need for careful analysis
to determine how best to allocate the funds they received.
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(iv) Low priority accorded to planning. The only relevant
document In the planning and budgeting cycle was the budget
itself. The Annual Plan was prepared after the budget was
approved and was largely irrelevant.

(v) Lack of multi-year planning horizon. Because the planning
and budgeting system was concerned only with the next budget
year, insufficient attention was paid to the future implica-
tions of decisions made in the current year.

3.35 Analysls to establish budget allocations in conformlty with
development priorities was further inhibited by other aspects of the budget
structure. Recurrent and capital accounts were agreed separately, with
little correspondence between the prioritles in each. Budget heads were
organized by functional departments rather than programs or activities, so
that total spending on a program (e.g., prlmary health care) was no-,
readily apparent. Expenditure categories were not organized by meaningful
input types; for example, expenditures on personal emoluments were
presented In two separate places. It was not even possible without
reorganizing budget categories to determine whether the stated principles
for budgeting were being followed - for example, whether economic sectors
were being given priority over administrative services or whether
ongoing projects were being completed before new projects are begun.

3.36 The Revised Planning and Budgeting Cycle. Table 3.2 presents an
outline of the steps involved in the new planning and budgeting cycle as it
is now envisioned. The cycle begins with a projection of the Government's
resources and major expenditure obligations for the coming three years.
Tentative allocattons indicating how the available resources will divided
between sectors are also developed. From these materials, each ministry
responsible for a sector is given a set of tentative expenditure guidelines
on which to begin their analysis.i°/ In order to allow adequate time for
the analysis, the cycle should be4gln early in the year, perhaps by April.

3.37 Using the expenditure guidelines, eacb ministry or group of
ministries would develop a strategic plan for its sector which answers the
following questions: How should resources be allocated among programs
within the sector? What changes are necessary in sector programs in order
to make most effective use of the funds? To what extent can the goals of
the sector be achieved over this period with the given budget allocation?
What would be the implications of a reduction or an increase in funds?
The draft sector chapters are intended to provide a complete justification
for the answers to these questions; the answers without supporting evidence
would be of little use in the budget process.

10/ A program may involve more than one ministry, as in the
case of agriculture or education.
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Table 3.2: Major Steps ln the Revised Planning and Budgeting Cycle

April -Development of work programs, terms of reference for special
studies and chapter outlines, and assignment of responsi-
bllities.

-Preliminary projections of Government resources and major
expenditure obligations.

May -Tentative expenditure guldelines Issued to ministries.

June/July -Completion of spectal studies and analyses for use In Annual
Plan.

August -Submission of draft sector chapters by ministries.

September -Revised projection of Government resources and expenditure
obligations.

-Submission of draft budget paper to Central Committee and
Cabinet for approval.

October -Budget circular with final ministry ceilligs and instructions
issued to ministries.

November -Submission of budget estimates by ministries.

December -Final revisions of revenue and other estimates.

January -Submission of Annual Plan and Budge; to Parliament for
approval.

3.38 The submissions containing answers to these questions and any
supporting materials will be reviewed by NCDP and MOP and used as a basis
for revilsing the allocations between sectors. By August when they are
received, revised estimates of total resources should have been developed.
From these materials, a draft budget paper will be prepared for
presentation to the Central Committee and Cabinet. This document should
present the principal issues of economic policy-most importantly, the
resource constraints and major sector problems-and propose policies and
expenditure allocations to deal with tbem. Once accepted by the Central
Committee and Cabinet, MOF will prepare a Budget Circular with Instructions
for the ministries and final ceilings for preparing the budget estimates.
It should be possible to issue this circular in October and receive back
responses within a month to a half. At that time, adjustments can be made
based on the latest macroeconomic fotecasts, so that the final version of
the Annual Plan and the budget can be issued by the end of the year.
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3.39 Content of the Annual Plan and the Budget. The Annual Plan is
Intended to cover a three-year period and be updated each year. This
extension has been Introduced to provide a longer term prospective on the
resources llkely to be avallable and to force future commitments and conse-
quences of current decisions to be taken Into account in making budget
decisions. In addition, it will encourage the planning of phased series of
changes In expenditure programs, for example In Government employment. To
facilitate analysis, the Annual Plan uses an expenditure classifieation
system that is different from the budget. The revised system organizes
budget Items Into sectors and, within sectors, programs which are more
homogeneous with respect to activitles. Expenditures on each program are
broken down by types of economic inputs (personal emoluments, RDCs, capttal
expenditures, etc.), as ts done in the budget. This categorization permits
one to observe just how much is being spent to achieve different objectives
and to combine expenditure estimates with other materials to assess program
performance. A table that,presents the definitlonal correspondence between
budget line items and sector and program heads has been developed (Annex
B). From this table, a computer program can be prepared that permits rapid
translation In either direction.

3.40 The Annual Plan is comprlsed of three main parts:

A. Macroeconomlc and Financial Plan. This ehapter presents the
expenditure ceilings for the budget and justifles the overall
revenue and expenditure targets on the basis of a medium term
financial plan.

B. Overview of Sector Allocations. This chapter is meant to
summarize the expenditure priorities of the Government and to
justify the final allocations of expenditures between sectors
in terms of these priorities.

C. Sector Chapters. These chapters assess the performance of
various programs within each sector and analyse and explain
allocations to these programs and to subprogram categories.
They will follow a common outline and tnclude a standard set
of tables which explain the detailed budgetary allocations
and provide a common basis for comparisons across sectors and
programs.

In order to correspond with this integrated planning approach, the budget
structure was revised In 1985 to combine the recurrent and capital accounts
and consolidate expenditures of similar economic types (e.g., all expe1ldi-
tures on personal emoluments are now in one category).

3.41 Role of MOP, NCDP and Orating Ministries. The new system of
planning and budgeting requires that Government agencles operate somewhat
differently than they have in the past. The division of labor between MOP
and NCDP is no longer based on the division of the budget into recurrent
and capttal accounts. Instead, MOF will have responsibility for all
aspects of managing the budget and NCDP for all aspects of the Annual
Plan. However, these two agencies cannot operate independently of each
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other. The MOF must be intimately Involved in establishing the medlum term
financial plan and in reviewing sector submissions. NCDP must be involved
in establishlng budget guidelines that correspond with priorities stated in
the Annual Plan; it must also strengthen its analytical capabilities,
partlcularly at the sector, program and project levels, in order to review
the sectoral submissions from the operating ministries.

3.42 The partlcipation of the operating ministries is much more
important under the new planning system. In the past, budget requests were
gathered from various spending agencies within a ministry, added up and
reviewed by budget or accounting officers, and submitted to MOF. In the
end, by cutting these requests down to size, MOF (and NCDP for the capital
budget) effectively determined, item by item, just what a ministry's budget
would be. The new system requires ministries to take more responsibility
for the outcome of the budget discussions. They can affect the ceilings
allocated to them by the quality of the submission they provide to the
Annual Plan; and they are required to decide just how they wish to allocate
this ceiling to budget line items under their jurisdiction. These tasks
require the skills of planners and policy makers rather than accounting
officers, and the operating ministries will have to reorganize their work
loads and strengthen their planning units to accommodate these new
functions.

3.43 Next Steps. During 1985, a draft Annual Plan was produced before
the budget guidelines were established and a final Annual Plan was
submitted to Parliament along with the 1986 Budget. This was a sigr.ficant
accomplishment in a relatively short time. However, the quality of the
analysis included in the Annual Plan was generally regarded as inadequate,
and the proposed allocatione had far less effect on the budget than was
Intended. The reasons for this were: lack of time and prioilty for the
task; lack of experienced personnel; failure to involve the most
experienced and knowledgeable .ndividuals in the operating ministries;
inadequate guidance from senior policy makers; and the extreme uncertainty
about the budget allocations because of the rapidly changing economic
c'limate.

3.44 The experience of the first year suggests that a number of mid-
course corrections are required to complete the transition from the old
procedures to the new system:

(i) The Central Committee and Cabinet should sanction the new
planning procedures. In particular, they should indicate
that the critical decision point for them will be the budget
allocation between ministries and that this will be based on
the analysis presented in the draft Annual Plan. This is a
key step in forcing the minlstries to take more responsi-
bility for the quality of their analysis and to abide by
budget ceilings and guidelines once decided upon.

(ii) NCDP should work with the ministries to Improve their under-
standing of the new procedures. This can be facilitated by
developing written materials and holding seminars to explain
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the system and by developing chapter outlines and providing
assistance to the ministries as needed. Motivation will
come wlth increased understanding, as well as through
directives from the Central Committee and the Cabinet
endorsing these new procedures.

(iii) Development of performance lndicators for monltoring
expenditure programs is an important long term task. It
can be speeded up by the establishment of workiug parties
that include program specialists.

Numerous other steps should be undertaken at the same time, such as
starting the cycle much earlier in the year, appointing a high level
steering committee to guide the process, and developing a series of special
studies on major expenditure problems. However, the above steps are of
highest priority in order to press forward rapidly with the institutional-
ization of the new system.

3.45 Expenditure priorities are often undone during the process of
supplemental appropriations. For example, supplemental appropriations to
1985 budget equalled 19 percent of the budget as originally presented, and
the Government was in arrears to its suppliers by an additional K 100
million at the end of the year. This occurred despite the fact that the
Minister of Finance announced in the budget speech in January 1985 that
planned expenditures in the budget were too high and would be constrained
during the year. To some extent 1985 was an exceptional year, as it
included a large devaluation in the final quarter and a wage settlement
with the civil service union in the middle of the year. However, the
supplemental appropriations also included a significant increase in the
allocation for administrative services, despite earlier policy statements
to the contrary. In order to maintaln the credibility of the budgeting
system, the planning process and the review of supplemental appropriations
will need to be more closely Integrated. This should involve:

(i) In the initial planning for the next fiscal year, cuts in
ministerial budgets should be related to specified reduc-
tions In services or other activities. This is intended to
ensure that an element of realism exists in the initial
estimates and to notify the ministries of the actions
expected of them.

(ii) In the supplemental appropriations process, the revised
estimates should be compared to the initial budget by NCDP
and the reasons for any departure identified. Where the
problem was an unrealistic initial estimate, this should be
used to modify the budgetary provision for the next year;
but where a ministry has overspent its budget by expanding
services or by failing to contract activities, this should
be reviewed at a senior level for appropriate action.
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IV. THE PARASTATAL INVESTMENT PROGRAM

A. Parastatal Investment and Performance

4.01 Parastatals play a major role In the Zambian economy, and their
economic viability and responsiveness will be important factors In deter-
mining tee speed at which economic recovery resumes. Zambia currently has
some 147 parastatals operating in every major sector of the economy. Of
these, 120 companies are grouped together under the Zambia Industrial and
Mining Corporation (ZIMCO) state holding company. Eighty-two of the ZIMCO
companies are wholly state-owned, 28 are majority state-owned, and 10
companies have minority state participation. The non-ZIMCO parastatals
(approximately 27; sources vary on the actual number) consist of corpora-
tions and boards established by Parliamentary statute and controlled
directly by sectoral ministrles. The most important non-ZIMCO companies
are in: agriculture (NAMBOARD and the Lint Company of Zambia, LINTCO);
finance (the Development Bank of Zambia and the Zambia Agricultural
Development Bank); housing (National Housing Authority); and railways
(TAZARA). While the number of parastatals In Zambia Is not particularly
large in comparison with other developing countries, their economic
Importance is unusual. Parastatals produce over 30 percent of Zambia's
GDP, as compared to 10 percent of GDP on average In countries such as
Bolilvia, Ivory Coast, Niger, Togo and Kenya. Parastatals account for 60
percent of investment in Zambia, as compared to approximately 40 percent in
Bolivla and the Ivory Coast and 21 percent In Malawi. They also provide
for 37 percent of formal sector employment, as compared to 32 percent in
Tanzania and 8 percent in Kenya.

4.02 Given the economic importance of the parastatals, it is worth-
while considering the past performance and the problems facing the
parastatal sector on a general level as a background for the subsequent
discussion of the parastatal Investment program. Most attention will be
placed on the ZIMCO group of companies. While the non-ZIMCO companies also
play lmportant roles in the economy, their policies and operations are tied
much more directly to ministerial direction, and accordingly their expendi-
ture programs were included, where appropriate, in the discussion of the
Government budget in Chapter II. For the ZIMCO group of companies, mining
is by far the most important activity, accounting for about one-thlrd of
turnover, followed by energy and industry with about 20 percent of turnover
each (see Table 4.1). Other important sectors are transportation and
trading, with 8 percent of turnover each. Finance, communications, hotels,
agriculture and real estate (Includlng construction) complete the ZIMCO
portfolio. Given the dominant role of the minlng industry in Zambia and
the heavy concentration of ZINCO in public utility-type activities (e.g.,
rallroads, pipelines, airways, telecommunications), It is not surprislng
that a large share of parastatal activity is characterized by monopoly and
monopsony type relationships. Outside ZIMCO, NAMBOARD's monopoly control
of matze marketing has created a number of problems and inefficiencies
which led to the Government's recent decision to open maize marketing to
the participation of prlvate traders. Even beyond these sectors, however,
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the limited 8lse of the Zambian market and the policies of the Government
have encouraged a high degree of concentration In economic activity.
Within the industrial sector, ZINCO maintains an effective monopoly
position in the domestic production of fertiliser, cement, and automobile
assembly, while oligopoly-type structures exist in textiles and oilseed
processing.

Table 4.1: ZMX): l mxver by SKtor, 1981-86

1981-8 1982-83 1983-84 1984-85 1985-66 a/
Sector KI JJlon K KMIlion Millon K RNlion X K MlIon 2

MEing 1,005.7 33.7 1,003.1 30.9 1,461.2 35.3 1,9503 37.1 1,343.8 40.5
Iniutry 6f50 22.9 787.7 24.2 923.9 22.3 1,077.6 20.5 633.3 19.1
Agricul.tue 19.0 0.6 21.6 0.7 36.5 0.9 39.4 0.7 35.3 1.1
Enœgy 6)43 20.2 679.1 20.9 790.8 19.1 973.8 185 494.8 14.9
Flmsxe 104.8 3.5 120.8 3.7 144.5 3.5 173.6 3.3 160.1 4.8
Tramport 246.8 83 26.9 7.9 281.1 6.8 441.1 84 273.7 8.2

uMM4Jicatlon 56.5 1.9 65.2 2.0 89.4 2.2 103.3 2.0 68.7 2.1
Tradtg 224.9 7.5 272.0 84 373.3 9.0 449.2 8.5 -282.6 8.5
Hotels 18.7 0.6 24.1 0.7 32.5 0.8 40.2 0.8 22.4 0.7
Real stto 19.8 0.7 18.3 0.6 &2 0.2 13.8 0.3 7.0 0.2

otal 2,985.5 100.0 3,248.8 100.0 4,141.4 100.0 5,262.3 100.0 3,321.7 100.0

Surce: ZD3

a/ 6 mntl

4.03 A number of institutional and managerial changes have been intro-
duced by ZIKCO over the past several years to provide enterprises with
greater capacity and autonomy to respond to the changing economic environ-
ment. These initiatives include termination of direct political control of
ministries over the parastatals, improvements in corporate planning proce-
dures, and elimination of most direct subsidy payments to the parastatals.
These institutional factors can be important in determining the performance
of macroeconomic indicators. For example, the poor profitability of the
parastatal sector after 1982 was attributable to strong political pressures
which continued to hold down prices despite the fact that they were
formally decontrolled. The large and rapid price increases which occurred
following the introduction of the foreign exchange auction were at least
partially based on the desire of parastatal managers to reestablish an
adequate level of profitability, as well as an implicit decision to relax
informal price controls.
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4.04 Greater dependence on market forces and competitive pressures has
been generally accepted by the Government as an essential step in Improving
efficiency in the use of foreign and domestic resources. Nevertheless,
given the prevailing market structure of economic activity in Zambia, it is
clear that competition will be only one factor, although a critical and in
many cases a dominant one, in setting prices and guidlng investment
decislons for the parastatal sector. The remainder of this section
examines additional factors that affect the environment for parastatal
performance and investment. The major topics discussed in this section are
the level of investment and savings by the parastatals and the contribution
of the parastatal sector to the Government's budget deficit and the
external debt problem.

4.05 Savings and Investment. Consolidated accounts of the ZIMCO group
of enterprises show a mediocre financial performance.l/ Since 1981, the
group has earned a pretax profit in three out of five Years (see Table
4.2). After tax profits were last earned in 1980. As expected, these
results are heavlly influenced by the performance of the mtiing industry.
If mining is excluded, the remalnlng enterprises earned a consolidated
pretax profit throughout the period. The group's overall return on assets
was low throughout this period, between 2.4 and 4.1 percent even in the
profitable years. Again, thls result masks considerable variation, with
financial enterprises showing a return of over 10 percent while trading
and, more recently, energy and hotels also showed better returns than
average. Industry, agriculture, transport and real estate have been
consistently poor performers, the latter three showing losses throughout
the period. Even the modest profits and returns shown in Table 4.2 are
overstated, however, as they are calculated on the basis of historical
asset costs up until the end of 1984 and partially revalued assets (in the
mining sector only) thereafter. If proftts were calculated on the basis of
fully revalued assets, they would be much lower due to higher depreciation
charges and would probably be negative for capital intensive sectors such
as mining, energy and industry.

4.06 Parastatal pricing policy is a major instrument for lmproving
aggregate savings performance in the Zamblan economy. Because of low
profitab'lity, companies have been unable to generate adequate funds to
cover maintenance and replacement costs. Low profitabllity bas also
contributed to liquldity problems for the parastatals and an unfavorable
capltal structure. Three sectors (agriculture, energy and transport) had
negative working capital in September, 1985, and the current ratios for the
remaining sectors were generally poor (see Table 4.3). The group
debt/equity ratio stood at 57 percent; this was a significant decline from
the debt/equity, atio of over 100 percent in 1984 as a result of Government
conversion of loans to Zambia Railways and Nitrogen Chemicals of Zambia 1.td
(NCZ) into equity. Following the auction, which caused a large increase in
the kwacha value of the foreign exchange portion of the debt, total ZINCO
indebtedness is estimated to have increased to K 6,000 million.

1/Consolidated accounts exist for the ZIMCO group for the period
since 1980. Accounts for enterprises outside of ZINCO are not available on
a consistent basis.
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Tgible 4.2: Zl: Profit (Ilss) Before T1 and Rate of Retun, 9819186
(K tlzvmidn crrent prices)

1981-82 1982-83 1983-84 1984-85 1985-86 a/
Sector Profit FM Prof it mm f it Wit Profit Mm Profit o

MIning (141.6) reg (122-7) ne 100.9 '.3 149.9 3.6 (1.6) neg
TndustTy 25.6 3.1 12.6 1.7 12.7 1.6 (2.5) neg 19.5 2.1
Asrailture (9.7) mag (21.0) nag (30.3) reg (28.2) mg (10.4) neg
Energy 14.9 3.1 6.9 1.4 31.3 5.7 36.6 5.6 (14.0) neg
Finance 41.3 10.3 46.1 10.2 55.4 10.6 65.4 10.7 46.8 10.1
Transpot (27.0) ng (30.6) nmg (586) mg (63.8) nea 6.8 2.1
OimmiCatioo 5.3 7.1 7.2 7.6 14.8 13.2 5.0 3.4 2.5 1.6
Trading 10.8 17.4 14.8 22.1 8.8 11.2 6.8 6.4 4.0 3.7
Hotels 0.7 2.3 0.8 2.5 1.9 5.4 3.3 6.7 3.0 4.9
Real estate (2.5) nr (14.3) nm (3.8) nag (1.8) neg (0.6) nrg

au* Total (82.2) rag (100.2) nag 133.1 3.1 170.7 2.4 56.0 4.1

Source: ZDU

PM - Retusn m apital Ebployed.

a/ 6 wnthu

Table 4.3: ZDl): S9isrtzed Balance Stiet as of September 1985

(rrent Oirent lbt ibridg OQrmt Bet ehnlDers law-Term
Fixed Assets Assets LiabIlties opital ratio Assets Fnds Debt

Setor KadllirI o t Mllion KMIllio K Millic KMil ion KMiUicmn % K1MIllion 2

MIning 4,487.4 62.0 1,313.5 (1,281.2) 32.3 1.0 4,519.7 3,255.5 68.5 1,264.2 49.8
1duty 822.6 11.4 704.5 (612.9) 91.6 1.1 914.2 598.7 12.6 315.4 12.4

Agriculture 1388 1.9 128.6 (1980) (69.4) 0.6 69.5 23.4 0.5 46.1 1.8
&wrgy 713.5 9.9 382.9 (442.3) (5.4) 0.9 654.1 383.5 8.1 270.6 10.7
Pitwnie 361.7 5.0 1,138.4 (1,036.2) 102.2 1.1 463.8 171.4 3.6 292.5 11.5
Transport 42D.8 5.8 148.2 (236.2) (9D.0) 0.6 330.7 134.1 2.8 196.6 7.7
Ctuaicaticuu 123.9 1.7 66.2 (37.9) 28.3 1.7 152.2 60.4 1.3 91.8 3.6
Trading 980 1.4 144.0 (134.6) 9.4 1.1 107.4 93.8 2.0 13.6 0.5
Hetele 53.7 0.7 24.5 (17.2) 7.3 1.4 61.0 32.9 0.7 28.2 1.1
Peal estate 18.6 0.3 17.2 (16.5) 0.7 1.0 19.3 1.2 0.0 18.0 0.7

Thtal 7,239.0 100.0 4,068.0 (4,014.0) 53.0 7,291.9 4,754.9 100.0 2,537.0 100.0

_mr: ZD

lhte: Assets for MM tow been pstiuly revaln an a cwrent cost basia. ll other assets are valued an a
histortical cst lads.
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4.07 Table 4.4 summarises the sources and financing of gross capital
formation by the ZIMCO group over the past several years. Over half of
parastatal investment has been undertaken in the minlng sector, followed by
industry, transport, energy and telecommunications. The parastatals have
been dependent on varlous forms of debt financlng for over three-quarters
of their investment needs, and self-financed resources provided just 23
percent of the required funds during the period 1980-84. This heavy
dependence on debt-financing has contrlbuted to the debt-servicing
difficultles being experienced by many of the enterprises. An additional
problem has been the poor performance of many of the investments. As
regards the economic efflciency of the Investments, data which are
available for 1965-80 indicate that In Industrial sectors dominated by
parastatals (food and beverages, textiles, wood and wood products,
chemicals and non-metallic mineral products), there has been a tendency for
the capital/labor ratio to increase over time and capltal productivity to
decrease.2/

Table 4.4: ZTMCO: Sources and Financing of Gross Capital Formation
(1980-84)

Sources of Investment a/ Financing of Investment

Mining 532 Self-financlng 23%
Industry 14X Capltal Grants 1X
Energy 9% Long-Term Loans 20X
Transport 13% Insurance Funds 52
Telecommunications 4% Government Loans and 27%
Agriculture 32 Equity Contribution
Other (finance, hotels Short-term Debt and
trading, real estate) 4X Increase/Decrease in

Accounts Payable b/ 24%
100%

100%

Source: ZIMCO

a/ Data for period 1981-84.
6/ Residual category.

4.08 Improvements in parastatal pricing policies would undoubtedly
contribute signiflcantly to better investment decisions by providing a
clearer indication of the economic return on investments and making enter-
prises aware of the financial implications of their investment decisions.
For enterprises which operate in a competitive environment, either from

2/"Zambia: Industrial Policy and Performance," World Bank Report
No. 4436-ZA, August, 1984.
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local or foreign competitors, market forces can be largely relied on to set
prices and provide incentives for improved investment behavior. For
parastatals which operate in monopolistic or monopsonistic environments,
however, more direct interventions In pricing politces may be required.
Target rates of return based on fully revalued assets can provide a reason-
able guide for price setting. Due to the complexity of the calculations,
technical assistance may be required to advise on approprlate pricing
policies for particular parastatals, although price changes based on
approximate indicators can be carried out immediately. In practice, the
process of changing prices may need to be done in several stages. In many
cases, economic prices will be substantially above current prices
prevailing in Zambia, and some phasing of price Increases is warranted to
allow consumers time to make adjustments. Price changes should also be
combined with measures to control costs and improve operating efficiencies,
so that price increases do not simply provide a cost cushion to protect
inefficient firms. In view of the critical need to improve the savings
behavlor and liquidity of the parastatal sector, the process of reviewing
prlces for the major parastatals should be initiated immediately.

4.09 One option that the Government has for directly improving savings
and Investment performance that has not been utilized much up to now is to
close down or otherwise dispose of poorly performing enterprises. The
overvaluation of the kwacha and high rates of domestic protection that
prevailed in Zambla until recently allowed a number of enterprises to be
establlshed that may no longer be viable in the new competitlve
environment. A recent World Bank study of 31 Industrial enterprises
Identified seven firms with negative value added, meanlg that they consume
more intermediate inputs than the value of their output (evaluated at world
prices). Thls should be taken as a strong indicator that the inltial
Investment decision may have been faulty, and D ECO is currently doing
In-depth studies of several of the firms to decide if they can be made
viable. There is an understandable reluctance on the part of the
Government to liquidate any parastatal. Nevertheless, non-viable firms tie
up resources, both human and financial, in unproductive activities, and
they raise costs for downstream Industries and make them less competitive.
While in some cases a change In management may be sufficient to turn
poorly performing enterprises around, an effort should be made to weed-out
those whlch are economically unviable in order to reduce the burden that
they place on the rest of the economy.

4.10 Fiscal Impact. As a matter of general pollcy, the Government
does not pay operating subsidies to ZIMCO companles.3/ Governrent
transfers to the ZIMCO parastatal prImarily consist of loans and increases
In tax arrears. In terms of flows to the Government, the ZIMCO group pays
sizeable taxes, especially ZCCI, and even money losing firms are supposed
to pay an equity levy. Companies pay management fees and, in a few cases,
divldends to ZIDCO or thelr subholding company, but the group as a whole

3I However, the 1986 budget contained a K 20 million payment to
Zambia Airways in the form of a soft loan to assist with devaluation.
Thls substantially underestimated the amount of funding subsequently
transferred to Zambia Airways during 1986 to sustain its operations.
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does not pay any dividends to the Government. The net cumulative flow from
the Government to the ZIMCO group over the past six years was K 110
million (see Table 4.5), and these flows became net transfers to the
Government in the most recent two years (due primarily to the Mineral
Export Tax on ZCCM).4/ Besides the direct financial transfers, however,
the Government has converted substantial amounts of parastatal debt into
equity, and it has passed along loans from foreign sources on soft terms or
as grants. Year by year data are not available, but by the end of 1984,
the total capitalised debt of the ZIMCO group was K 922 million. ZIMCO
companies were in arrears on their debt service payments to the Government
by K 5.7 million at the end of 1984, and additional amounts of external
loans guaranteed by the Government were in arrears and represented a
potential liability to the Government. Thus, the original expectation that
the parastatals would be a net contributor to the Government has not in
general proved true. Since these companies control some of the country's
major resources and dominate key sectors of the economy, their low returns
give serious cause for concern.

Table 4.5: Government Payments to ZIMCO
(K million)

1979-80 1980-81 1981-82 1982-83 1983-84 1984-85

Direct
financial
flows from 113.4 207.0 (2.9) 66.1 (119.2) (154.1)
(to)
Government

Source: ZIMCO and various Financial Reports of the Government.

4.11 The non-ZIMCO parastatals are a significant drain on the
Government budget. Many of them are not self-supporting, and some of them,
particularly NAMBOARD, have been used to pass pricing subsidies to con-
sumers. The Government has recently been creating new parastatals, such as
the University Teaching Hospital, whieh have little or no funding base
outside of the Government budget. The Selegation of financial control to
agencies outside the Government budget should be undertaken very cautiously
in a time of severe budgetary constraint.

4/These data do not account fully for loan repayments from the
parastatals to the Government, which would increase the net flow to the
Government.
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4.12 Given the difficult situation with the budget, the Government has
a right to expect a greater contribution from parastatal enterprises. In
many cases, It would be optimistic to expect to receive dividends in the
near future, but prompt payment of taxes should be a minimum condition.
The Government should be particularly concerned about implicit subsidlza-
tion through debt-to-equity conversions or by allowing parastatals to
run-up overdrafts or accumulate arrears on Government guaranteed debt.
Based on the precedent established by the conversion of debt to equity as
part of rehabilitatlon programs for Zambia Railways and NCZ, a number of
parastatals, including such perennial loss-makers as Livingstone Motor
Assemblers, have asked for similar financial restructurings from the
Government. Given the large and growing burden of interest payments in the
budget, the Government should agree to assume parastatal debt only as a
last resort and where the economlc benefits can be clearly demonstrated.
In considering requests for parastatal debt relief, it should not be enough
to show that the firm may not survive or be profitable without capital
restructuring. The Government sbould follow a consistent policy which
requires specific reforms to improve efficiency and profitability, agreed
targets for cost cutting measures, and (In all but the most exceptional
cases) a reasonable expectation that the firm can eventually repay the debt
on a revised schedule. Prior to any decision In this regard, the firm
should revalue its assets in order to give a clearer picture of its
eventual financial prospects. These strict conditions are necessary not
only to minimize additional pressure on the Government budget, but also to
maintain credibility with the Government's creditors that the budget will
not be used to rescue nonvlable parastatals.

4.13 As an alternative to financial assistance, the Government may at
times be tempted to bend the rules in order to protect parastatals. A
recent example in this regard is the decision to reduce the domestic sales
tax on locally assembled automobiles In order to benefit Livingstone Motor
Assemblers and thereby reduce imports of finished automobiles. This
precedent should be strongly resisted, even at the cost of allowing such
firms to go out of business. Changing the rules in favor of parastatals
will weaken the competitive pressures needed to instill cost efficiency and
may lessen incentives for private investment due to skeptlcsm about the
business environment.

4.14 Despite concerns about the financial problems of the parastatals,
It is important to recognize the positive contributions that ZIMCO has made
to establishing a sound business environment. This includes such seemingly
mundane matters as the fact that financial accounts for ZIMCO companies are
prepared on a regular basis and audited according to international stand-
ards within a reasonable tlme after the end of the fiscal year. There are
very few developing countries in which one could hope to obtain audited
accounts for a holding company with 120 subsidiaries or review a comprehen-
sive investment program for the combined group, but ZIMCO achieves this on
a regular basis. The result is a standard of transparency and regularity
in parastatal financial transactions that is a very valuable asset for
economic development. Beyond these technical considerations, ZIMCO has
adopted various operational policies that are designed to ensure that firms
operate in a more competitive environment. Internal cross-subsldies
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between firms are limited In scope (although transfer pricing remains a
serious problem), and parastatals have been Instructed to bid separately in
the forelgn exchange auction rather than try to cooperate on their bids.
This pragmatic approach has helped to develop a cadre of managers who are
generally techancally competent and, given adequate Incentives to adjust
from the protected economic environment prevailing until now, can adapt in
many cases to the new competitive situation.

4.15 In the next section, we turn to an evaluation of the forward
Investment program for the major ZIMCO parastatals in the mining, industry,
energy, transport and telecommunications sectors. Section C summarizes the
recommended core Investment program for the parastatals, and Section D
discusses measures to improve the compositlon and financing of the invest-
ment program in the future.

B. Sectoral Investment Programs

Mining

4.16 The mlnlng sector is dominated by Zambia Consolidated Mines Ltd.
(ZCCM), the sole producer of copper, cobalt, lead and zinc. The only other
mining company of appreciable size Is Maamba Colleries Ltd., wbich Is
discussed in the section on energy. While the Government has Identified a
wide range of other minerals occurring in Zambia (e.g., uranium, phos-
phates, semi-precious gems, iron ore, etc.), none of these deposlts have
been demonstrated to be commerclally viable, with the exceptlon of emeralds
and aquamarines which are reportedly mined Illegally on a widescale basis.
Two small parastatals, Reserved Minerals Corporation and Mindeco Small
Mines, are currently engaged In the exploratlon and mining of non-copper
minerals, but both are operating at a loss and neither Is expected to have
significant investment requirements over the next few years.

4.17 Except for cobalt, which is recovered as a by-product of copper
production, ZCCM's mining output has been on a downward trend for the past
ten years. In part, this has been due to natural causes associated with
the slowly depleting mlneral reserves, particularly declining quality of
ore grades as the best ores are mined and greater difficulty in mining
operations as mine depths Increase. A more important factor, however, has
been the advanced age and poor state of repair of ZCCM's equipment, which
has been brought on by ZCCM's poor financial condition and the declining
availabllity of foreign exchange as copper prices have fallen. Shortages
of operational equipment caused ZCCM to reduce Its mine development activi-
ties in order to maintaln current production levels, whlch contributed In
subsequent perlods to further decreases in production because of in-
efficiencies in mlnlng operations. ZCCM has also suffered from serious
shortages of skilled manpower and internal management problems.

4.18 In January 1986, ZCCM announced a comprehenslve five-year
production and Investment plan designed to Increase copper production and
improve mining productivity. The essential elements of this plan are:
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(a) Restoration of mining operatiorss. The plan calls for
Investment of K 2700 million in order to repair or replace
worn-out miatig equipment, expand mine development activi-
ties and rehabilltate metallurgical plant facilitles.

(b) Closure of high cost mining operations. The plan calls for
the closure on a care and maintenance basis of three
operating copper mines (Kansanshi, Konkola No. 3 shaft and
Chamblshi). Kabwe lead and zinc mine will be closed when
its ore reserves are exhausted tn two years. All of these
mines are net foreign exchange earners, but their closure
will release skilled personnel fcur other mining facilities
and conserve on ZCCM's investment requirements. Several
metallurgical plants which are no longer required will also
be closed.

(c) Management Reorganization. ZCOCM will be reorganized Into
four operating divisions (from seven at present), and
Increased authority and responslb11ty will be delegated to
the operating levels. Management attention will focus on
financial performance rather than output as the key
indicator. Greater emphasis will be placed on training at
all levels to Improve the supply of skilled manpower.

(d) Cost reductions. ZGCM will reduce costs by laying off
redundant workera (up to 10,000 workers over the five-year
period, out of a current labor force of 57,000 employees).
Social services (schools, hospitals, housing) currently
provided in large parts of the Copperbelt will be
transferred to the Distriet Councils or placed on a cost-
recovery basis. Finally, ZGCM will rationalize its
structure of subsldiary companies, with some firms
Incorporated into the operating divisions, some divested,
and the remaining firms (some of which are involved in
acttvlties unrelated to copper production) placed on an
arms length relationship in a separate holdlng company.

4.19 ZCCM's proposed rehabilitation program provides a realistie plan
for resolving its operstlag problems and restoring an adequate level of
copper production. As this is a key requirement for stabl1zing Zambia's
foreign exchange earnings, the program should have high prlority as part of
the overall public investment program. Nevertheless, the plan is very
ambtilous in scope and will place a severe constraint on the investmeat
resources available for the rest of the economy. For this reason, it is
important to examine the program in detail in order to identify possible
areas where the program can be cut to release resources for other uses.

4.20 In order to carry out its rehabilitation program, ZCCM will
require access to both local resources and external finance:

(i) Recurrent foreign exchange requirements. Sixty percent of
ZCOI's operating costs are denominated either directly or
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indirectly in foreign exchange. Approximately two-thirds
of these costs require payments of foreign exchange for
Imported equipment and supplies, foreign shipping costs,
expatriate salaries, debt repayments, etc., while the
other one-third represents indirect foreign costs through
general imports into the economy (petroleum, chemicals,
etc.). In order to cover its ongoing operations, ZCCM
estimates that it needs to retain 40 percent of its export
earning for its own use, equivalent to approximately
US$320 million per annum. While the Government has
agreed to this, in the past the Government has responded
to shortfalls in foreign exchange by reducing the alloca-
tion of foreign exchange to ZCCM. This practice disrupts
ZCCM's relationships with its suppliers and can undermine
th, financial viability of the rehabilitation program.

(ii) Local currency requirements. ZCCM's financial position is
weak. Several years of low or negative profitability and
mediocre cash generation have reduced its cash reserves
and contributed to an unfavorable debt-to-equIty ratio.
The recent devaluation has improved ZCCM's revenues
significantly, but this may not be adequate to increase
its cash position enough to take on the large investment
program and reestablish its creditworthiness. One major
problem is the high rate of taxation applicable to ZCCM,
particularly the 13 percent Mineral Export Tax (MET) on
copper revenues pertaining in 1986. ZCCM requested that
the MET be reduced to no more than 10 percent as of 1987
and reduced further to 7 percent when ZCCM begins paying
income tax again. Serious consideration of this request
will be necessary to sustain the continued rehabilitation
of the mining company.

Foreign exchange borrowing requirements. ZCCM will also
require access to a substantial amount of foreign loans to
finance the foreign exchange requirements of its
investment program. ZCCM's access to commercial loans Is
limited by its weak financial position and its record of
debt reschedulings. Further reschedulings will
undoubtedly need to be made in the future in view of
Zambia's highly constrained foreign exchange situation.
Thus, ZCCM will have to depend heavily on official
bilateral and multilateral sources for its borrowing
requirements.

4.21 While ZCCM's recurrent foreign exchange allocation and the MET
have been hotly debated in Zambia, relatively little attention has been
paid to ZCCM's investment requirements. Table 4.6 summarizes the invest-
ment program along with the estimated cost, foreign exchange requirements,
economic viability and current stat2s of the projects. The projects can be
grouped into four categories:
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Table 4.6: ZO(M Ineswt PRa, 1986-
(K ad Itai In caotant 1966 prices)

oreign
t Esqtture Pqse &X

PrMect tht* Eieniditue Rqu ents,
MHud 1986 198648 19"6688/ Eonredc onMnt

(IB$mfliton) Viability b/ status

A. g1 Replaoemnt and RuN litation

(1) (ngix K 406.1 2486 $ 33.5 36% (1984) OR IEI)/Sysrrdn/A15
Project

(1i) Propneel 578.2 1311.2 123.9 n.a.' rew
91CY, 1559.8 -1T37

B. Mln 1velopunt

(1) N&eg Tepening 15.3 18.4 2.0 25% (1986) ERR cwping
(It) 4iafultra Depenfwi 111.7 -168.3 5.8 27% (1986) 1R owirg
MiiO) NIndola Imepning 0.0 . 3D.8 0.7 = (1986)ER new
(iv) llalub Sta UI 144.1 67.8 2.4 3A (1983) ER ntniig

-271-4 ;%-T RON

C. Metallurgical Plants

(i) Taillrs 1eaeh Plant MII 670.9 112.4 13.7 25% (1982) IFR virtually eWplete
(ti) Acid Pant RPabbilitattin 0.0 206.5 3D.7 19 (1986) IFR new
(iii) imeiter Rbh*blltattn _ 0.0 92.3 12.8 n.a. emidc return rot

670.9 411.2 57.2 established

D. Otber

(t) TechniAl Meistante 0.0 72.0 12.0 nsa.
.'1) Pbrts Mnufacutre 1.8 33D.5 32.7 na. doubtful project

1.8 -ZE;§ 44.

Ibtal 1928.1 26588 270.2

S/fEstited at K 6W$1.

b/ERHR-9Emnde Rate of ReLtun; IR 3 Intena FinwnKial Pate of etatn.

(1) Equipment Replacement and Rehabilitation. This addresses
ZCCM's major operattonal problem and should receive the
highest priority. However, the proposed program for
equipment replacement has not been reviewed outside of
ZCCM, and tt should he possible to reduee the cost by
careful screening of the program (e.g. by stretching out
the purchase of computer equlpment).
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(it) Mine Development. These projects are necessary to sustain
efficient mining operations in the medium term. They have
relatively low direct requirements for foreign exchange as
they Involve a large component of direct labor. Three of
the projects are at least half completed and should
continue, but the start of the Mindola deepening project
could he postponed If necessary.

(iii) Metallurglcal Plants. The Tailings Leach Plant III
(TLP III) is virtually complete and is undergolng start-
up activities. The acid plant rehabilitation project
ts designed to prevent a shortage of acid for TLP III.
It could possibly be delayed for addltional technical
investigations, but this would pose a signiflcant risk if
the existing acld plants deteriorate much further. The
smelter rehabllitation project at Nkana involves a conver-
sion to new smelter technology. The technical and
economic feasibility of this technology is currently belng
studled, and a decision on the project should be postponed
until it Is sbown to have a high rate of return.

(iv) Other Projects. ZCCM has requested funds to help it
recruit skilled technical and managerial personnel and
consultants on short te.- assignments. This has high
priority in order to speed-up the rehabilitation program
and put new equipment to use promptly. The proposed parts
manufacturing plant has not been economically justified.
It would divert scarce skills and management attention
from more important tasks, and it duplicates a less expen-
sive facility proposed by BNDECO. It should therefore be
dropped from further consideration.

4.22 ZCCM's core investment is expected to cost up to K 2105 million
over the period 1986-88.5/ Taking account of committed financing for
ongoing projects amountlng to US$100 million, ZCCM will have external
financing requirements for an additional US$112 million in new loans for
the period 1986-88. ZCCM will also be looking for commitments beyond this
period in order to cover its remaining investment requirements up to 1990.
The viability of the rehabilitation program depends critically on ZCCM
reestablishing a sound financial position. A financial analysis of the
program prepared for the public expenditure revlew indicates that if the
MET remains at 13 percent, ZCCM will suffer s shortfall in both foreign
exchange and local resources during the Initial years of the program.

5J Assuming that the smelter rehabilitation project is postponed,
the parts manufacturing plant is dropped, and the proposed program for
equipment rehabilitation is reduced by 10 percent.
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A key factor is the expected pace at which copper production recovers.
ZCCM has estimated that copper production can recover to the level of
550,000 tonnes per annum cver the next three years. Based on recent
experience and a review of mining problems at Nchanga open pit and in the
underground mines at Mufulira, this appears to be overly optimistic. It
would be prudent to make a more conservative estimate for planning
purposes, in the range of 10 percent lower. On this btsis of this
assumption, the financial viability of the rehabilitation program will
require a reduction in the MRT in order to provide an adequate cash flow to
carry out the investment program. On the forelgn exchange side, ZCCM will
require a co-vinuing allocation of US$320 aillion per year from copper
export revenues, additional debt rescheduling to reduce its debt-service
payments and, as indicated above, new loans of US$112 million over the
three year period.

Industry

4.23 The publ¶.c investment program in industry has three major compo-
nents: (i) the INDECO project portfolio; (ii) the rehabilitation of the
NCZ fertilizer plant; and (iii) loans to the Development Bank of Zambia
(DBZ) to expand lending to public and oarastatal enterprises. Analysis of
the INDECO investment program is limited to large projects (estimated to
cost at least US$1 million) which are either ongoing or expected to begin
implementation during the period April 1986-March 1987, which coincides
with INDECO's fiscal year.

4.24 INDECO. The Industrial Development Corporation Ltd. (INDECO)
is a sub-holding company under ZIMcO which oversees the operatlons of
parastatals in the industrial sector. These include approximately 34
subsidiary companies as well as minority shares in several associated
companies. Publlc sector involvement in the industrial sector has been
substantial. In 1980, INDECO accounted for more than half of gross manu-
factured output in Zambia and more than 40 percent of manufacturing employ-
ment. The manufacturing sector as a whole is large compared to other
sub-Saharan African countries, contributing a share of GDP (18 percent in
1983) that is second only to Zimbabwe. Thus, the performance of the public
enterprises in the industrial sector will play an important role In deter-
mining the responsiveness of the domestic economy to the Government's
reform program.

4.25 Past analyses of the performance of INDECO firms have character-
ized the choice of investments as being highly capital and import intensive
and oriented toward import substitution behind high protective tariff
barriers. 6 / Thus, the recent policy reforms have had a major impact on the
economlc prospects of INDECO firms, particularly the liberalization of
imports and reform of the tariff structure to reduce the rate of effective
protection on import substitution industries. In order to adapt to these
changing conditions and improve the quality of investment decisions, INDECO
established an Economic Evaluation Unit in 1984 to carry out appraisals of
proposed projects and review the economic and financial viability of

6 /"Zambia: Industrial Policy and Performance," op. cit.
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ongoing enterprises. The initial Investment program compiled by INDEO
covered a shopping list of projects which have been under discusslon for
s.averal years, containing 35 projects at a total cost of approximately
US$240 million. This list has been pruned to about one-third of its
original size, and the resulting investment program is summarized in Table
4.7. In this section, we will discuss the composition of the investment
progiam according to three criteria:

(i) the economic and financial viability of the individual
projects;

(ii) their consistency with the overall economlc prospects of
the enterprises; and

(iii) their strategic "fit" with Zambia's economic recovery
program.

4.26 Each of the investment projects in Table 4.7 has been analyzed,
where adequate information was available, using a standard cash-flow type
model which provides both economic and financial rates of return. In
general, these indicators are all quite satisfactory. Discrepancies
between the economic and financial viability of the projects bave been
largely removed as a result of the recent economic reforms.7/ The major
remaining differences (for the two matze mill rehabilitation projects) are
attributable to continuing prtice controls on maize products. The ongoing
projects and those Intended to start in 1986 (excluding those listed as
possible starters) are mostly rehabilitation projects with existing firm8.
The only new investments include the wheat silos at Kabwe, which are
largely completed, and the proposed central engineering workshop. The
latter project is a smaller version of the facility proposed by ZCCM
(although with a total estimated cost *,f US$8.8 million, the INDECO project -
is still a significant investment), and it is projected to have good
technical, economic and financial viability. The availability of spare
parts in Zambia has improved due t-o the introduction of the foreign
exchange auction, but given the landlocked position of Zambia and the long
order time for most imports, a spare parts manufacturing facility that
concentrates on the production of a limited range of relatively
uncomplicated pcrts which are in substantial demand appears to have good
potential.

4.27 For the projects listed in Table 4.7 as possible starters in
1986, the glycerine project will recover glycerine as a by-product from
spent lye produced in the course of soap manufacturing by Refined Oil
Products Ltd. Glycerine is used primarily for the manufacture of

7/These differences were mueb more lmportant prior to the reform
program, as the overvaluation of the kwacha and distortions embedded in the
tariff code and the import licensing system gave preference to the domestic
production of goods that were not economically viable based on border price
comparisons.
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explosives for the mines, and current imports of glycerine cost about
US$2-3 million annually. This project was first identified in the late
1970s and has been demonstrated several times to have a high return. As
regards the remaining projects, serious reservations are outstanding on the
sawmill and the steel re-rolling plant, and no information was available on
the chlor-alkali manufacturing plant. The Zambesi Sawmills project is
designed to support logging operations west of the Zambesi river near
Angola. For military reasons, thls area is off-limits and the project has
been delayed. Moreover, the company has had a troubled history and is
Insolvent. Unless there are management changes in the company, the project
should not be executed. The steel re-rolling mill has been discussed in
Zambia for a number of years and regularly shows up as part of the five-
year development plans. It is usually justified as the first step for
establishing an iron and steel industry in Zambia in order to stimulate
mining of Zambia's iron ore deposits. In its prasent form, the steel
re-rolling mill is intended to use locally available scrap steel, which has
not been shown to be available in adequate quantities. Alternatively, it
hsm been proposed that the project would rely on imported steel billets
from Zimbabwe. Using imported billets, the project would achieve very
little domestic value added, and even with a very high rate of protection
on value added, the project has an expected financial rate of return of
only 14 percent and a negative economic rate of return. As such, this
project characterizes the type of high capital cost and low value added
investment that has contributed to Zambia's economic problems in previous
years, and It should not be given serious consideration.

4.28 While INDECO's Economic Evaluation Unit is showing an increasing
capacity to provide economic evaluations of individual investment projects,
the analysis needs to be broadened to assess ftae various managerial and
financial factors that may be important for the success of the project.
For example, the two maize mill rehabilitation projects in Table 4.7 are
extensive maintenance and repair undertakings necessitated by prior lack of
adequate maintenance, This is largely the result of internal
inefficiencies and price controls on maize products which have restrained
profit margins and cash generation. For &s long as this situation
continues (although the Government is committed to eliminating the subsidy
on maize meal), the company's capacity to maintain the assets will be
reduced. This type of strategic analysis suggests that the investment
should be delayed until price controls are eliminated. In other cases,
management factors will need to be identified and addressed before a
potentially viable investment can proceed. This includes the Zambia
Breweries rehabilitation project, where IVDECO has now brought in a foreign
firm to manage the brewery in order to resolve theproblems which led to the
deterioration of the plant facilities. As mentioned earlier, INDECO is
currently engaged, with the assistance of consultants, in carrying out
management audits of firms identified as poor performers on the basis of a
preliminary study. The experience gained by INDECO in carrying out these
management audits should provide a baais for improving the evaluation of
investment projects to include institutional and managerial factors as well
as economic and financial viability.
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4.29 The last and perhaps most difficult queetion about INDECO's
investment program is its compatilblity with Zambia's strategy of economic
diversification. The composition of the ongoing projects and those
intended to start in 1986, which prlmarily emphastze rehabilitation and/or
expansion of existiag facilities, meet the immediate objectives of the
economic recovery program. However, for the other projects, only the
central englneering workshop and the glycerine recovery plant appear to be
based on long-run comparative advantage under the new policy environment.
In discussions with officials in Zambia concerned about the course of
industrtal development, no consistent long term strategy was evident
regardtng the role that INDECO should play in responding to the new set of
economic Incentives.

4.30 Given the dominant role of the punblic enterprlses in the indus-
trtal lector and the expertise that has been developed there, it is
important that INDECO take a clear and positive view of the contribution it
can make to economic diversification. In the first instance, INDECO should
concentrate on ensuring that managers have the capacity to respond to
changing market conditions and to develop new export and efficient import
substitution activities. This should include training in skills such as
marketing, export promotion, and cost control. Beyond this, INDDECO needs
to redefine what its relationship should be to existing enterprises and how
active a role it should play in the creation of new firms. One of the
major rationales for public ownership of industrial enterprises has now
largely disappeared. The economy Is extensively Zambianized, and the
public sector can concentrate its attention on activities that only it can
perform. This implies providing existlng enterprises with increasing
levels of autonomy to manage their Internal affairs, with INDECO monitoring
financial results (such as profitability and dividend payments) and review-
ing major decisions affecting the viability of the enterprises (e.g., major
investments, contracting of foreign loans, etc.). Within this framework,
firms should have substantial leeway in matters such as prieing, employ-
ment, production, and wage levels. Managers should be held accountable and
rewarded for the performance of their enterprises, based on a well-defined
system of performance evaluation. With respect to possible new ventures,
INDECO should limit its participation to those where public Involvement is
both economically justified and necessary to achieve clearly specified
results. In practice, this may limit INDECO to pilot ventures where the
risks are too high to attract private capital or to projects which are too
large in scale to obtain adequate financing in Zambia's limited capital
market. For other activities, INDECO should adopt a promotional stance
toward private sector involvement. This should include selective joint
ventures with private firms, including cases where ISDECO would partlcipate
as partner without making a financial contribution. Such general terms of
reference would enable INDECO to bring its considerable expertise to bear
more effectively on matters involving industrial development, while limit-
Ing the demands on the publtc sector for scarce managerial talent and funds
to those instances where the resources can obtain the greatest benefit.

4.31 Nitrogen Chemicals of Zambia Ltd. By far the largest investment
project to be undertaken in the industrial sector over the next three years
will be the rehabilitation of the NCZ fertilizer plant located in Kafue.
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This plant was originally established in 1967 to process coal from Maamba
Collieries into amumnlum nitrate for use both as a fertilizer and for
further processing into explosives for the mining industry. In 1982, a
second plant was added to expand production of ammonium nitrate fertilizer
and undertake production of compound fertilizer products. The second plant
has been plagued by major design and technical deficiencies as well as
shortages of the principal feedstock, coal, du4 to operational problems
with Maamba Collieries and Zambia Railways. Its capucity utilization has
never exceeded 35 percent. Spill-over effects and the cumulative impact of
several years of deferred maintenance and management deficiencies have
reduced production from the first plant as well. As a result, fertilizer
production by NCZ has been substantially below Zambia's requirements,
forcing the Government to import large quantities thro-4gh bilateral aid
programs and commercial purchase agreements. The unit cost of fertilizer
production by NCZ has been substantially above both the local retail price
of fertilizer and the c.i.f. landed cost, requiring the Government to
provide large subsidies to NCZ to cover Its operating costs.

4.32 Rehabilitation of the NCZ complex is expected to cost approxi-
mately US$84 million by the time it is completed in 1990, of which US$38
million (K 230 million) is expected to be spent in the period 1986-88.
Repairs and modifications to the first plant were initiated in 1984 and
completed in early 1986, and work on the second plant is expected to begin
In 1987 under a contract which Incorporates strict performance guarantees
in order to minimize risk. An additionaJ part of the project involves
improvement of NCZ's management and technical operations through a substan-
tial input of external technical assistance. An experienced operations
management firm has taken over responsibility for managing the NCZ plant
and supervising the technical rehabilitation program. The management team
has already introduced various cost reduction measures, Including elimina-
tion of redundant personnel. When completed, the project is expected to
achieve an economic rate of return of 27 percent (treating previous capital
investment as a sunk cost) and produce average net foreign exchange savings
of US$29 million annually. Output from the project is expected to satisfy
approximately 75 percent of Zambia's domestic requirements for fertilizer.
The Government agreed to increase the retail price of fertilizer to cover
the c.i.f. landed cost of imported fertilizer, which, with the improvement
in operating efficiency expected from the rehabilitation project, should
allow NCZ to operate on a financially viable basis and eliminate the need
for Government subsidies on fertilizer.

4.33 While the project is expected to provide significant benefits to
Zambia, it is subject to substantial technical and economic risk. Some of
the risks are inherent in the technical design of the plants, particularly
the second plant, which is based on technology (coal conversion) that is no
longer preferred in the fertilizer industry. Beyond this, the project is
dependent on improvements at Maamba Collieries, Zambia Railways, and
Nampundwe mine (for the supply of pyrites), each of which is undergoing its
own difficult rehabilitation program. Ensuring the financial viability of
the project has required that the Government assume responsibility for a
substantial amount of NCZ's outstanding loans. Thus, while the NCZ rehabi-
litation project makei sense in the current circumstances, it illustrates
the burden that poor investment decisions in the past can place on future
economic choices.
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4.34 Development Bank of Zambia. Although the public sector's plans
for major investment projects are Important, mucb of the supply response in
the industrial sector should come from smaller firms, either publlc or
private, that are able to Identify new opportunities opened up by the
change in economic policies and move to exploit them. For this reason, It
is important that resources be made available for firms to undertake ncw
ventures. One of the more important mechanisms by which this can be
facilitated is by the provision of medium-term credit to support new
investment. DBZ has been the major domestic instituation providing invest-
ment financing in Zambia and has developed good capacity for evaluating
Investment projects. Additional resources to support an expansion of DBZ's
lending activities should be an important part of the core investment
program.

4.35 In spite of the increasingly adverse economic -ircumstances of
the past five years, DBZ has continued to be profitable and remains a sound
development bank. Administrative costs have been kept low (at 2 percent of
average total assets, they are one of the lowest rates in the region for
this type of institution), and the management and staff are competent.
Nevertheless, deteriorating economic conditions have resulted in an
increasing level of arrears, a problem has been compounded by DBZ's rela-
tively weak management of collectiors. By 1985, 47 percent of the DBZ
portfolio was affected by arrears. During the past year, DBZ instituted a
special debt recovery action program which has led to a significant
imProvement In collections; for the quarter ended March 31 1986, DBZ's
collection ratio was 144 percent of billings. In addition, the Government
provided relief by allowing firms in DBZ's portfolio to pay off their
foreign-denominated loans at the exchange rate prevailing just prior to the
introduction of the auction. With the arrears problem now beginning to be
resolved, It is important to look forward to DBZ's financing requirements
over the next five years. It is estimated that DBZ will require about
K 450 million ta new resources over the period 1986-91. During the period
1986-88, this would imply an increase In borrowing by DBZ (net of loan
repayments) plus additional subscriptions of share capital of approximately
K 235 million, of which K 140 million (US$23.3 million) would represent the
the foreign exchange requirement.

Energy

4.36 The major parastatals involved in the energy sector are the
Zambia Electricity Supply Corporation (ZESCO, involved In electric power
generation and dlstribution), Tazama Plpeline Ltd. (a joint Tanzania-Zambia
corporation in charge of the-oil pipeline from Dar-es-Salaam), the Indeni
Petroleum Refinery, and Maamba Collieries Ltd. These parastatals control
virtually the entire supply of commercial energy in Zambia. The only
other significant energy source, fuelwood, is exploited primarily by
private entrepreneurs and individual households.u/ Domestic final energy

8/ZAPFICO, which was discussed In the agriculture section in
Chapter II, is involved in forestry plantation management For industrtal
wood supply.
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demand has stagnated since 1980 at an annual level of about 7 milllon
tonnes of oil equivalent, of which fuelwood supplies 65 percent, followed
by indigenous hydropower (20 percent), imported petroleum (9'percent) and
indigenous coal (6 percent). The household sector consumes virtually the
entire supply of fuelvood, while the major users of commercial energy are
the mining Industry, accounting for 60 percent of total consumption,
followed by industry (20 percent), transport (10 percent), and other
consumers (10 percent).

4.37 The major public investments in the energy sector were largely
completed prior to 1980, and the sector is generally marked by under-
utilized supply capacity. However, neglect of essential maintenance and
repair over the past several years has put many parts of the energy supply
system in need of rehabilitation. The most serious problem Is the Tazama
pipeline, which is leaking significant quantities of petroleum feedstock,
requiring frequent shutdowns in order to repair leaks and posing a poten-
tially serious pollution problem. Other energy parastatals also require
rehabilitation investments of various orders of magnitude to maintain
efficient operations. In large measure, these problems are attributable to
financial constraints resulting from price controls and political resist-
ance to price increases. These problems have been aggravated by poor
energy planning by ZIMCO and the Government, which allowed available
investment resources to be diverted to low priority uses, and by weak
management practices which deferred maintenance to the point where major
rehabilitation is now required.

4.38 Table 4.8 summarlies the proposed investment program In the
energy sector over the period 1986-88. The largest sub-sectoral lnvestment
program is for petroleum, accounting for K 225 million over the three
year period, or 50 percent of investment In the sector. The remaining
Investments are for coal (K 135 million, or 30 percent of total sector
investment), and electricity (K 84 milllon, or 19 percent of total
investment). Non-parastatal irTvestments include K 6 million for research
and development projects on charcoal and technical assistance to the
Department of Energy to prepare an energy sector strategy and investment
plan.

4.39 Petroleum. The Tazama pipeline has deteriorated to the poinc
where action is required in the near future. The major problems of leakage
are in the first 250 km section outside of Dar-es-Salam In Tanzania,
where the pipeline has experienced severe corrosion problems due to acidic
soils and intrusion of sea water into the petroleum feedstock durlng
unloading at the port. If no action Is taken, a major pipeline failure
will eventually occur, severing Zambia's only bulk petroleum supply link
and causing considerable ecological damage. Despite the fact that oil
pipelines require continual routine maintenance to operate efficiently, the
pipeline has never been cleaned or properly maintained since It began
operations in the early 1970s. It is therefore likely that corroslon has
occurred in additional sections of the pipeline that must be repaired.



-101-

Thble 4.8: l=g Sectr &cmsbmt Pt ao, 19M66-
(K udillc in 1966 oitat prim)

"Seeto/project P.n; md Rlditu re A 2 of Rputaed (t)/
19848 TaO ntted (C)

196648
(13$ mdlUai)

Parsetatel Thvetemt

1. Patrolsa: £uplorstlw K 7 2 $ \ 1 (C)

2. Paole -: hsmPlpeli lalitati ISO 4D 22 R)

3. Petrolmt: Ref y and Distribatic 36 a 6 (M)

4. Por: RetPbilitatia 40 9 6 (R)

S. Pamr: Tramdass1 ad C1otrol 44 10 6 (R)
Faeel ties

6. Owl: 1(b}lUy Iabaildtation 135 30 M, oibich 5(R)

Kn-Parasettal TzmesUta

7. Pa_eble: QChamol md Ostae lficieney 3

8. Plr4t: 1h1i¢acl Abistas to
-- D3ct of ErB 3 1 1(R)

TOWs K 450 100 $ 62 of %ih 46MR

4.40 An engineering survey was initiated in late 1985 to clean the
pipeline, Identify the extent of the corrosion problems, and prepare a
comprehensive rebabilitation project. Preliminary indlcations from this
survey are that, except for 56 km whlch are very badly damaged and requilre
immediate replacement, the damage to the remaining pipeline occurs In
dlscrete sections and does not justify replacement of major sections of
pipeline. If this finding is sustained when the survey is complete, the
cost of repairtng the pipeline le estimated to be on the order of K 280
million (US$47 million), of which approximately K 180 million will be
required during the period 1986-88. Rehabilitation of the pipeline is
expected to have an economic rate of return of 20 percent as compared to
the next least costly option for maintaining Zambia's petroleum supply,
whih would require shipping bulk petroleum by tank car up the Tasara
railway. This latter option would Involve substantial investment costs for
locomotives, tank cars, and other equipment, as welI as inereasaig the
anagement burden on the Tazara railway.
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4.41 Given the large cost of the pipeline rehabilitation project, any
other major projects in the petroleum sub-sector will have to be postponed.
In particular, several studies have been carried-out in recent years of the
Indeni petroleum refinery. This facility is rather inflexible by current
technological standards, and it has not been possible to adjust the mix of
outputs from the refinery to reflect a reduction In the demand for fuel oil
by ZCCM. The addition of a mild hydrocracker to the refinery was proposed
to remedy this problem, costing about US$38 million. However, the
international petroleum market has become more unstable since the study was
completed, and there has been a sharp fall In refining margins which has
reduced the project's potential economic return and increased the risk.
Zambia can obtain approximately the same results by altering Its import mix
of refined and crude petroleum products, and investment in the refine'y
should be limited to relatively low cost improvements to enhance energy
efficlency. The remaining investments in the petroleum sub-sector include
Improvements in the petroleum distribution system by using rail tank cars
and expanding storage facilities, and completion of an ongoing project to
promote petroleum exploration In Zambia. These projects have hlgh expected
returns at relatively low cost and should be Included In the Investment
program.

4.42 Coal. Zambia has several large deposits of high ash coal, with
proven and accessible reserves sufficient for over 100 years of production
at the current rate of output. The only coal company in operation at
present is Maamba Collleries Ltd., which was designed to produce 1.2
million tonnes of wasbed coal per annum. However, output has never reached
more than 60 percent of capacity, and in recent years has slumped to under
500,000 tonnes. This has been insufflcient to meet domestic requirements,
estimated at approximately 700,000 tonnes per year by 1990, and some coal
has had to be imported from Zimbabwe. A high ratio of overburden removal
and shortages of foreign exchange to purchase spare parts for mining
equipment are partially responsible for Maamba's disappointing performance,
but weak management and inadequate technical control are ma4or contributlng
factors. The two largest consumers of coal are the mining industry and the
NCZ fertilizer plant, so that improvements in the performance of Maamba
Collieries are important for the success of the rehabllitation programs in
these two Industries.

4.43 The first phaae of the rehabilitatlon program for haamba
Collieries was launched in 1985 at a total estimated cost of K 170 million,
with a target output level of 750,000 tonnes by 1988. Devaluation of
the kwacha has improved the competltiveness of Maamba coal for possible
export to netghboring countries, and the domestic price of coal has been
increased, Improving the financial prospects of the company. The current
phase of th.. Investment program will be sufficient to repair or replace
equipment needed for overburden removal and rehabilitate the coal prepara
tion plant. However, additional funds will be required to complete
technical Improvements ln Meambas9 management and operations, address
envlronmental problems, and improve the 12 km aerial ropeway to the rail-
head. An additional K 45 million (US$7.5 million) is estimated to be
required to complete the rehabilltation program satisfactorily.
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4.44 Electrlcity. In 1985, Zambia had installed hydropower capacity
of about 1,700 megewatte (MW), more than 450 MW in excess of combined
domestic (850 MW) and export (400 NW) demand. In the near tetm, export
demand is expected to fall off sharply as Zlmbabwe brings new thermal
capacity on stream and reduces its purchase of power from the jointly owned
Kariba complex. Electricity demand by ZESCO's most important consumer, the
mining industry, is expected to fall toward the end of the century as
miningproduction declines due to ore depletion. Therefore, Zambia is
llkely to have a surplus of electric power generation capaeity for the
foreseeable future.

4.45 The priority areas for investment In the power sector are
rehabilitation and relnforcement of existlng facilities, particularly the
transmission and dlistribution network, and possibly some expansion of the
transmission network to open export opportunities. The deterioration of
the existlng network is due in large part to Government control of elec-
tricity prlces. As a result of financial constraints, ZESCO neglected
maintenance and repair activities, and tt has been unable to service Its
loan obligations, which have been met by the Government. Two recent tariff
Increases have improved ZESCO's financiel position somewhat, although there
is a continuing dispute with ZESCO's largest customer, the Copperbelt Power
Company, concerning payment of the increased tariffs. ZESCO's financial
problems have been worsened by Investments In low-return projects for rural
electricity supply and distribution. In most cases, these Investments have
been mandated by the Government without a proper feasibility analysis. The
Government previously provided elther loans or grants for the projects, but
in recent years the funds have often failed to be released, forcing ZESCO
to cover the construction cost itself or delay project completion. The
power extensions have often been poorly planned and in some cases are not
compatible with long run technical standards for efficient development of
the power network. To address these problems, a Power Sector Master Plan
was recently prepared to guide ZESCO's investment activities. A major
weakness of the plan is the lack of economic and financial analysis to
prioritize the investments. Nevereheless, the plan does specify technical
standards that investments should meet, so It Is a posItive step in
planning power sector requirements.

4.46 Despite the poor condition of much of the power system, the
investment program recently prepared by ZESCO for the 1986-88 period is
heavily weighted toward expansion of the power transmission system (K 160
million) and provides only a modest sum (K 9.2 million) for rehabilitation
activities. This is clearly unjustifiabl1. There are a number of high
priority rehabilitation lnvestments which should be zonsidered for
inclusion in the Investment program, Including the Lusaka and Kitwe urban
distrlbution systems '- 20-35 million), the Northwestern Province diesel
generators (K 17 million), and some llmited repairs to the Kafue Gorge
hydroelectrtc generating station (K 3 million). Investment in the power-
transmission system should be largely limited to completion of ongoing
investmeits, and even some of these should be scaled-back due to poor
economic viability. ZESCO should also drop the proposed rural electrifica-
tion projects which are Included in the current investment program and
eliminate the large share of investment funds allocated to unspecified
distribution projects. As noted in Chapter II, current priorities in the
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agricultural sector d- not require using rural Infrastructure Investments
to open up new farming areas, except when such investments can be shown to
be fully economically and financially viable In their own right. A refor-
mulated Investment program for the power sub-sector stressing rehabilita-
tion activities and completion of ongoing projects could justify Investment
on the order of K 84 million over the period 1986-88. These investments
should be examined carefully on the basis of technical, economic, and
financial viabtlity, and this analysis should be a prerequlslte to any
further investment in the power sub-sector.

4.47 Woodfuel. Natural regeneration of Zambla's extensive forest
cover Is sufficlent to satisfy current aggregate wood demand. There are
serious localtzed problems of deforestation around the headvaters of major
rivers and near the larger towns, parttcularly Lusaka, where charcoal bas
to be brought In over Increasing distances and at bigher cost to the
consumer. However, the viability of energy forestry plantations in the
vllcnty of Lusaka is uncertaln and would require substantial Increases in
stumpage fees and very effielent management In order to be successful.
Until these issues are resolved, the Government should restrict investments
in woodfuel to conservation effort_ by promoting improved production
technlques for charcoal and more efficient charcoal stoves.

4.48 Energy Sector Planning. Zambia ia fortunate to have an abundance
of energy resources and a well-developed infrastructure to utilize this
supply. Nevertheless, the large aviount of investment needed for this
sector, almost all of whicb is required because of Inadequate maintenance
practices, polnts to fundamental flaws in energy planning and the process
of settlig investment prioritles that have existed for a number of years.
Zambia has starved its'energy supply corporations by Inadequate pricing,
whieh encouraged deterloration of the vital Infrastructure through poor
maintenance. Continued scarcity of capltal and misallocation of funds to
low priority activltles are likely to contlnue unless the planning of
energy activities is substantially improved.

4.49 Preparation of an energy sector stmategy and Investment plan is
critical and will Involve the following analytical tasks:

(a) detailed forecasts of long-term energy demand by major
energy consuming sectors -- mining, industry, agricul-
ture, commerce, and households - and review of the poten-
tial for exports of power, coal and petroleum products;

(b) estlmation of the long-term economic costs of supply of
alternatlve energy resources, both Indigeno.e and
imported;

(c) Identification, on the basis of comparative economic cost,
of the least-cost mix of energy supply and demand manage-
ment measures that would satisfy the forecast demand;

(d) specification and justification of the associated invest-
ments, pricing decisions and other policy ilitiatives
necessary to Implement the least-cost energy strategy and
the optima. tlming of these actions; and
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(e) Identification of the human resource requirements of the
sector and the least-cost method (training, external
recruitment, etc.) for obtaining an adequate supply of
skilled manpower.

A recent report has recommended strengthenlng the Department of Energy in
the Ministry of Power, Traasport and Communications and providing
assistance to the energy adviser of ZINCO to improve energy planning
activIties.9/ Technical assistance will be required to accomplish this,
and U8$450,500 (equal to approxlmately 0.5 percent of'the total energy
sector investment program) has been Included in the core Investment program
to strengthen the Department of Energy and complete the energy vector
strategy study.

4.50 Beside providing a basis for mobilizing and coordinating donor
assistance, the proposed study should also address the actions required to
Increase Internal resource mobilization In the energy sector. The
investment projects contained in Table 4.8 will require a substantial
improvement In the cash flow of the energy supply corporations to meet the
domestic financing requirements of the program (estimated at K 52
million). Two of the enterprises -- Tazama Pipelines and Muamba Collieries
-- made losses in 1984-85 and the third -- ZESCO - made a small profit of
under K 7 million. As a medium term objective, the energy supply corpora-
tions should earn revenue sufficient to cover at least their current
operating costs, including maintenance requirements, their debt-service
obligations and the local cost of their ongoing investment programs. the
needed improvements in cash flow will depend on a combination of improved
efficiency and higher prices. However, the more emphasis there is on
higher prlces, the more downward pressure there will be on consumption,
creating problems tn cuttlng unit costs. This argues for a major effort to
improve cost-efficiency over the next two years tbrough staff reductions,
greater productivity, and especlally important in the context of long-run
cost minImization, improvements In malntenance.

Transport

4.51 The major parastatals involved In the transport sector are
Zambia Railways (ZR), TAZARA (Tanzania-Zambia Railways, jointly-owned
by Tanzania and Zambia), Zambia Airways (ZA), Contract Haulage (CHL -
trucking) and the United Bus Company of Zambia (UBZ - rural and urban
passenger services).l1/ In addition, the Zambia National Clearing and
Forwarding Company (ZNCFC) is a small ZIMCO parastatal establlshed in
1983 to provide freight clearing andforwarding services in the port of
Dar-es-Salaam. Except for ZNCFC, all of the transport parastatals
registered pre-tax losses in every year since 1981, and most of them

9/"Zambia: Energy Sector Institutional Review," UNDP/World Bank
Energy Sector Management Assistance Program, May 1986.

10/ TAZARA is not a ZIKCO parastatal and only limited information
was avallaibe on its operations.
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had negative worklng capital levels as well. Prior to the introduction of
the foreign exchange auction, the finan'ial position of the transport
parastatals had Improved significantly due to capital restructuring and
tariff Increases in the case of ZR, tariff increases for UBZ, and
productivity improvements for CHL and ZA. Bowever, the substantial
increase in both operating and capital costs as a result of devaluation
worsened the financial position of the transport parastatals dramatically,
and ZIMCO and the Government are having to face difficult decisions as to
their long term viability.

4.52 Table 4.9 summarizes the parastatal investment program in the
transport sector over the period 1986-88. Given the uncertainties
regarding the financial viability of several of the corporations, this
inveatment program should be considered to be preliainary. Nevertheless,
it does indicate the direction of priorities for public sector investment.
The major emphasis should be on the railways, accounting for almost
three-fourths of the total investment (including Tazara).11/ Several
investment projects deseriDed in earlier sections (e.g., mining
rehabilitation, Maamba Collieries, NCZ fertilizer rehebilitation) are
eritically dependent on the efficient operation of Zambia Railways for
their success. Outside of Zambia Railways, investments should be limited
to the most essential maintenance and rehabilitation requirements pending
an ilirovement In the financial situation of the various parastatals.

4.33 Zambia Rallways. Zambia Railways Is in the process of implement-
ing a multi-year rehabllitation program which will provide it with adequate
capacity to handle current and expected demand for freight services. The
major constraint on ZR's operations is locomotive availability. Current
programs to rehabilitate locomotives, improve spare parts availability and
Improve operating procedures are expected to provide an adequate supply of
motive power without having to purchase additional locomotives. Wagon
availability is low and many of the existing wagons are in poor shape and
sbould be scrapped. Ongoing Improvements In spare parts and maintenance
facilities can provide better utilization of the existing stock of wagons,
but a small number of new wagons (less than 170) will be needed over the
next several years. ZR's rehabilltation program also includes track
maintenance and replacement, improvements ia signaling and telecommunica-
tions, and staff training and technical assistance. The track maintenance
component is part of a continuing program to replace worn out rails and
sleepers and is necessary to maintaln safe and efficlent ratlway
operations. On the other hand, the signaling and telecommunications

1I/The mission was unable to review the investment program for
Tasara, which is included on a memorandum basis only. Tazara's operations
in the near term are limited by locomotive availability, a situation that
reflects underlying weaknesses in operations, maintenance and staffing that
need to be addressed as part of long term improvements in the capacity
utilization of the railway. The estimated investment cost included in
Table 4.9 covers 50 percent (the Zambian wshare') of the first three years
of Tazara's current ten-year investment program.
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Improvements, uhile justified on technieal grounds, could be scaled back
in response to financial constraints without having a significant impact on
ZR's current operations. The trsaning and technical assistance components
support an ongoing program of manpower development that has received high
priority by ZR management and has been fairly successful in upgrading the
qualifications of ZR staff and allowing the gradual replacement of expa-
triate technical assistance personnel (e.g., out of 8,000 employees, only
22 positions were held by expatriates In early 1985).

4.-54 The recent devaluation had a significant impact on ZR's recurrent
costs, particularly for fuel, and regular tariff Increases will be neces-
sary for the next several years to maintain an adequate cash flow. ZR's
financial performance has been poor due to Government delays In approving
tariff Increases on a timely basis. Tariff increases in 1984 and 1985 were
adequate to restore an adequate cash flow~r and allowed ZR to reduce its
arrears to creditors, but profttsUility has continued to be inadequate.-
The Government capitalized K 138 million tn ZR debt (Including accrued
interest) during 1985, an action which improved the financial position of
ZR but lmposed an additional burden on the Government Wudget. Given the
difficult financlal situation of both the Government and ZR, prompt
approval of future tariff increases will be necessary to maintain the
momentum of the rehabilltation program. Although ZR has taken a number of
cost reduction measures already, continued emphasis on cost savings will be
necessary. One possibility is the elimination of passenger services in
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order to allow ZR to concentrate on the movement of freight. Current
passenger demand is approximately two million passengers per year, most
of whom could shift to bus services. Another step would be closure of the
Mulobezl branch line, which does not cover its operating costs and is
maintained by a Government stbsidy budgeted at K 200,000 in 1986.

4.55 Zambia Airways. ZA operations have a very high foreign exchange
component, up to 80 percent accordlng to ZA's on.m analysis, and only a
limited share of their revenue is paid in foreign exchange. As a result,
the devaluation seriously affected the financial situation of ZA. The
company recently increased its fares substantially on both foreign and
domestic routes, but ZA required a large budgetary subsidy during 1986 in
order to continue its operations. This drain on Government resources is
not sustainable, and the Government will need to take drastic actions to
improve ZA's financial performance. Suspension of operations is an option,
but a recent study has suggested that this would not be a least-cost
solution and has recommended that cost reductions and revenue increases be
tried instead.

4.56 Specific recommendations on ZA's investment program must await
the outcome of decisions on a proposed restructuring program for the
company, but the major outlines of changes required in ZA's operations
can be indicated. ZA claims that domestic operations have already been
reduced to a minimum (serving only Lusaka, Ndola, Livingstone and Luangwa
National Park), that regional routes are essential feeder services to the
international routes, and that the latter are potentially profitable.
However, preliminary information indicates that only the Lusaka-London and
potentially the Lusaka-Bombay international routes are profitable. A
reduction in the international route network would therefore reduce costs
and release the DC-10 aircraft (which was acquired at great expense in
1984) for regular charter services with other airlines. This change would
also allow restructuring of ZA's regional route network, for which the
existing fleet of airplanes (two B-707s and one B-737) should be adequate
or even excessive. Priorities for the domestic route network will have to
be reassessed once the impact of recent sharp increases in domestic fares
(72 percent as of June, 1986) have been absorbed. The domestic routes are
served mainly by RS 748 aircraft, which are old and fuel-inefficient.
However, a cost/benefit study has not yet been carried out to determine
whether the replacement of these aircraft would be economically justified.
With restructuring of its route network and increases in fares, it is
expected that ZA could improve its profitability significantly. These
actions should be a precondition to any additional investmaent by ZA.
Dependent on a return to reasonable financial performance, ZA's investment
requirements should be limited to the following possible items:

(i) Noise-reduction modifications to the engine6 of the B-707s in
order to continue them in European service. ZA has two passenger
B-707s and a B-707 outfitted for cargo service. The planes have
no significant resale value. However, engine modifications are
expensive and need to be justified on the basis of either: (a)
the need to have a back-up capability for the DC-10 for regularly
scheduled services, or (b) the need for additional air cargo
service, once the cargo capacity of the D-10 is fully utilized;
and
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(11) Replacement of the US 748 aircraft, dependent on a detailed
cost/benefit analysis of their current operations.

4.57 Contract Haulage Ltd. CHL's fleet of 220 trucks accounts for
10 percent of the estimated fleet of 2,500 trucks In Zambia, of which 600
are "own-fleet" (non-hire) vehicles and the remainder are prlvately owned
and operated.L2/ In general, the trucking companies complement the
services provided by Zambia Railways, except during times of large bulk
movements (particularly during the maize harvest) when the Government
directs all carriers to provide services in the national Interest.
Trucking tariffs have been decontrolled, with the exception of the maize
haulage charge which is In the plocess of being liberalized. Therefore,
CHL is operating in a competitive market and should be judged as if it were
a private operator.

4.58 After a number of years of uncertainty about its role and
direction, CHL is pursuing a rebabilitation program aimed at improving
efficiency and profitability. This has resulted In Improved staff product-
ivity through a reduction In employment by about one-third between 1981 and
1985 and an Increased emphasis on maintenance and be4tter utilization of its
vehicle fleet. CHL's profitability and cash generation improved substan-
tially prior to the devaluation. However, despite Government capitaliza-
tion of several loans, CHL has a substantial forelgn debt outstanding due
to several years of large losses in the early 1980s. Therefore, CHL should
limit further investment to ongoing vehicle rehabilitation and replacement
programs until its profitability improves. CHL is quite a large organiza-
tion in an industry which is not characterized by significant economies of
scale. Additional cost savings should be possible through staffing
reductions and better use of CHL's large maintenance facilities, perhaps by
providing contract maintenance services to other trucking firms. The
Government objectives In the road haulage sector should be to facilitate
the growth of the industry as a whole, rather than providing particular
assistance to CHL.

4.59 United Bus Company of Zambia. Until recently, the operations of
UBZ were characterized by increasing financial losses, declining vehicle
availability due to neglect of maintenance and lack of spare parts, and
falling passenger volumes. As a result, urbsn services were progressively
turned over to private mini-buses, and both legal and unlicensed operators
took over a large part of inter-city services. An increase In urban bus
fares in Lusaka in October 1985 following the introduction of the auction
precipitated one of the few cases of serious social unrest. In thls
situation, UBZ's financial prospects are problematic. The company is
technlcally insolvent and had outstanding loans plus Interest arrears of
K 44 million as of December 31, 1985. Capital restructuring with an
extended period to repay the loans will be a minimum requirement for UBZ to
establish a viable financial position.

12/ In 1985, a second parastatal trucking company, the
Zambla-Tanzania Road Service, was liquidated due to continuing financial
losses.
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4.60 ZIMC0 has been solleting proposals from outside companies to
improve UBZ's operations. In the meantime, the Increase in bus fares
has allowed UBZ to pursue a vigorous policy of bus rehabilitation. This
could improve UBZ's financial position (except for the debt overhang) if It
continues to receive fare increases adequate to offset inflation. Over
the next few years, UBZ w1ll face significant investment requirements for
rehabilitation and replacement of buses, on the order of K 85-100 million.
Before this program is carried out, the Government needs to address the
issues of fare increases and management improvements for UBZ. Greater
scope should be given for private participation in both urban and inter-
city bus services, as experience in other countries has demonstrated that
private operators can provide flexible and efficieit services with no
direct cost to the public sector.

4.61 Transport Planning. Many of the problems faced by the trans-
port parastatals have been Inflicted by the Government through its
unwillingness to take timely decisions on tariff increases. The para-
statals have survived with sporadic inputs of capital funds and debt
relief while neglecting maintenance and reducing services In order to
continue operations. This is a highly inefficient way of providing
transport services and negates any advantage of having public participation
in the sector. At the current time, the Ministry of Power, Transport and
Communlcations (MPTC), which is supposed to be responsible for transport
planning, has little capacity to advise the Government on the needs of the
sector. A project proposal is currently being prepared by MPTC to
strengthen Its Transport Planning Unit. This activity should have high
priority in order to develop a coherent approach to further Investment in
this sector. An important function of the planning unit should be to
develop policies to assist private sector participation in trucking and bus
services, so that public funds can be concentrated on transport modes such
as the railways where public involvement is necessary.

Telecommunications

4.62 Telecommunications and postal services are provided by the Posts
and Telecommunications Corporation (PTC) based in Ndola. In view of the
wide spatial dispersion of population centers in Zambia, the Government has
provided PTC with access to substantial amounts of foreign financing to
support the rapid expansion of telecommunications facilities. As a result,
Zambians enjoy a better level of telecommunications service than is
generally avallable elsewhere in sub-Saharan Africa.l3/ Nevertheless,
technical problems, partlcularly in the provision ofTcontrol equipment,
limit the capacity utilization of the telecommunications network. PTC has
prepared a long list of rehabil-tation proposals for replacement of obso-
lete plant and equipment and Improvement of maintenance standards. A more
serious problem, however, concerns PTC's financlal performance and the
financial viabIllty of the large capital investment program currently being
undertaken by PTC.

13/For example, the number of direct exchange lines in Zambia is
0.7 per 100 population as compared to an average of 0.4 per 100 population
for sub-Saharan Africa.
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4.63 In order to support PTC's operations, the Government has provided
t number of financial concessions. PTC is ex-mpt from lncome tax payments.
(Hovever, telephone subscribers are subject to a 15 percent Government
sales tax.) In addition, most of PTC's capital funds have been on-lent on
the basis of 50 percent grant and 50 percent loan denominated in local
currency terms. As a result, PTC had continued to be a net user of
Goven-mment funds, rather than being a contributor of funds to the
Government as is the case in many countries. This situation needs to be
reversed as a matter of priority before PTC undertakes any additional
capltal investments. As a first step, PTC should ensure that it can cover
the full fitiancial cost of its ongoing operations and committed capital
investments. Due to cost increases arising from devaluation and because of
increased debt service payments for the limited share of PTC's outstanding
loans which are denominated in foreign currency, It is expected that PTC
will require tariff increases in each of the next two years just to break
even. Beyond this, the Government should remove PTC's exemption from
income taxation and require either regular dividend payments or renegotiate
the terms of past loans extended to PTC in order to obtain a larger
contribution to cover the cost of debt-service payments. The CGvernment
should not extend any additional loans to PTC on a concessional basis.
This applies in particular to a major multilateral loan obtained by PTC
during the past year to finance its current expansion program, the
on-lending terms for which have not yet been established between PTC and
the Government.

4.64 PTC's proposed investment program for 1986-90 calls for the
expenditure of R 960 million, equivalent to US$160 million, of which the
foreign exchange componeat represents about 71 percent. This large expen-
diture of funds is incompatible with the current financial position of PTC
and, given the urgent requirements for capital investment elsewhere in the
economy, does not reflect an appropria.e balancing of sectoral priorities.
Nevertheless, PTC, with the agreement of the Government and encouraged by
the willingness of various donors to fund telecommunications projects, has
already secured the external financing required for over 80 percent of this
capital program and is actively negotiating financing for the remaining
part. PTC cannot absorb this large amount of capital investment and remain
financially viable, and it has requested that the Government on-lend a
substantial portion of the funds on a concessional basis. Instead, PTC
should scale-back its investment program substantially and ZIMCO should
review the financing plan to ensure that any investments are viable without
finaneial concessions from the Government.

4.65 Table 4.10 outlines a proposed investment program for PTC for the
period 1986-88. PTC should concentrate on the completion of ongoing
projects which are at an advanced stage of implementation. These projects
include microwave links in Luapula and Eastern provinces, new telephone and
telex exchanges and rural radio channel systems, and ongoing projects for
replacement and maintenance of equipment, including telephone cables, tele-
phones, and other Items. In addition, a program of technical assistance is
proposed (described in more detail below) which would assist PTC in
preparing a revised financing and investment program which is viable and
contains a detailed action plan for improving PTC's financial contribution
to the Government. This program of technical assistance should be a
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precondition for any further Investments by PTC beyond the core program.
Depending on the outcoake of this study, additional Investments (labeled as
non-core projects in Table 4.10) could be initiated by PTC in the latter
part of the period. These Include several projects to Improve comon
coAntrol and terminal equipment, thus addressing PTC's major technical
bott?eneck to Improved utilixation of existing exchange equipment and trunk
transmission capacity. Several amnor rehabilitation projects are also
Included to improve maintenance and replace obsolete equipment. These
projects are expected to have a high pay-off and should be consldered on an
lndivldual basis for Inclusion in PTC's investment program, subject to
confirmation of their economic viablItty and PTC's financial ability to
take-on additional investments. The remaining projects in PTC's current
investment plan should be postponed pending the outcome of the technical
assistance program.

4.66 The program of technical assistance would include:

(1) a tariff study and revislon of the Investment program to
be compatible with PTC's financing capaclty;

(fl) Improvements in PTC's management information systems;

(lil) Improvements in operations and maintenance systems,
including procurement procedures for spare parts;

(iv) a manpower study; and

(v) improvements in training systems.

4.67 Scaling-back of the telecommunications investment program would
mean that PTC has excess external financing available to meet Its invest-
ment requirements. PTC and the Government should review the financial
implications of each loan agreement and prioritize sources of financing in
accordance with the benefits accruing to PTC and the Government. Some of
the secured fluancing should be postponed or cancelled.

4.68 The situation with PTC demonstrates the need for the Goverment
to prepare a detailed public Investment program and undertake a more
consistent approach to obtaining donor financing. Telecommunlcations
equlpment, because It Is a highly competitive export industry for a number
of countries, is an attractive component for the aid budgets of many
bilateral agencies. Because of this, PTC has been able to obtain financing
to carry-out its ambltious expansion program, even though the projects may
not have highest priority for the economic recovery program. This assist-
ance has not necesserily constituted a net increase In funds available to
Zablam, as aid budgets are fungible and support for the telecommnlcations
sector often comes at the expense of other sectors. Even where the assist-
ance has constituted a net increase In funds available for Zambia, the
flnancing terms have not necessarily been compatible with longer-term
prospects for managing the country's severe debt burden.
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4.69 Postal Services. PTC also provides postal services. Unlike
telecommunicattons, postal services have not received such priority from
the Government. Neither PTC nor the Government provides subventions to
cover operattig costs, and although the Postal Division has been able to
break even in recent years, It has done so at the cost of serious
deterioration in the standard of service. The volume of mail handled
decreased at an average rate of 8 percent per annum between 1980 and 1985,
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aversge nmber of units of mail handled per postman In 1985 was 40 percent
below the level in 1980. Substantial delays in delivery are common, due
partly to erratic ser ices provided by Zambia Airways and Zambia Railways
and partly to deterioration of the Postal Division's vehicle fleet. The
development plan proposed by the Poptal Division in 1984 focuses mainly on
construction projects (post offices and staff housing) and vehicle replace-
ment and does not address the management factors contributing to this
decline in services. Given the Importance of postal services, there is a
need for PTC to prepare a zealistic assessment of the financing and manage-
ment needs of the Postal Division.

C. The Core Parastatal Investment Program, 1986-88

4.70 By and large, most of the parastatal investment projects dis-
cussed In this chapter appear to be well-justified and consistent with the
objectives of the economic recovery program. There are som obvious
candidates for elimination (e.g., the ZCCM parts manufacturing facility,
the INDECO steel re-rolling mill, most rural electrification projects), but
the majority of the proposals represent realistic rehabilitation and expan-
sion investments designed to improve capacity utilization and restore
production as the economy economy begins to recover. However, the total
size of the parastatal investment program (Table 4.11) after elWinating
all doubtful investment projects and making other reasonable cuts, still
exceeds the amouit of resources that is expected to be available for
parastatal investment by approximately K 450 million (W$75 million). 1 4 /
This means that ZIHCO and the Government will have to maintain very tight
control over the parastatal investment program. Only projects which. ar
critical for the recovery of the economy should be allowed to proceed, with
othe!r projects delayed or postponed until economic conditions improve.

4.71 The major share of summary investment program is composed of
large rehabilitation projects. Five of the projects (ZCCK, NCZ fertllioer
plant, Tazama plpeline,, M)amba Collieries and Zambia Railways) account for
almost three-fourths of the core investment program. With the possible
exception of the NCZ project, each of these projects has critical linkages
to other sectors of the economy and would cause substantial disruption if
significantly postponed. This situation Illustrates the serious resource
constraint facing the recovery of the Zambian economy. Investment levels
have been severely depressed by the low level of national savings, while
there is a large backlog of high priority maintenance and rehabilitation
projects facing the economy. The available resources are needed to restore
Zambia's basic economic infrastructure, and it will not be possible to
justify new investments or significant expansions of capacity until the
urgent rehabilitation needs of the economy have been met. This process is
likely to take several years at least before the investment constraint
becomes less binding and new investments can be considered.

14/AB indicated in Chapter I, K 3800 million in constant 1986
prices is expected to be available for parastatal lnvestment during
1986-88.



- 115 -

Table 4.11: NM Poratl Invtmet Progr, 198648

Fo F'-
PkWssWd PEiture -uL2tta1 (C)/lAixd (R)
Prosa xpeituce AsI lZIlg 1986-88

Sector/Pmjec _1986-8 (K LIcm) of Ttal (US$ 4111o)

ZCaQUIWbJllitaton K 2105 3) $ 212,of ddh112 (R)

IN# Xi)estuent Ptogra 344 a/ 8 44, of iIiid 37 (R)
NEZ ftlawbiltation 230 5 31 (C)

Othw_240 b/ 6 29 ()
sb-tal 814

Tazan Rehebilitatk 180D 4 22 (i)
Naanra OUiesi 135 3 )% of iih 5 (R)
Otw 129 3 18, ofi ddh 18 (R)

mRWa Rails 430 10 66, of iaddh 11 (R)
Otbr 22 5 28 (R)

43. ~~~~632'

PM Ivestes P 253 6 36, of lifh 2 (R)

Total K 4248 100 $ 506, ofa dh 264 (R)

a/ bied on = #O's 1916 Investment jrPoSa (incxi tim glycmrm rover plant) and
mltilied by 3 to okain an estte of investment pdtures fbr 19868.

b/ A ridul catqry to awaer indutIa Intmts not catued by tbm reviar Of DIN Iap
projects. his would include proects finme1 by .Z, as waU as fr otr sues.

c/ FpnhmIw bad an infoutiom available. as of Fcbow, 1986. Rqulred and ctted fimI is
pro-rated uvr ti pWiod 198648 and dDs not nuclsariy reflect te tota finanM C=t fr ti

proect.



-116-

4.72 The next step ts to reconcile the proposed investment program for
1986-88 with the resources that will be available. The Government and
ZIMCO should review the investment program In Table 4.11 and identify
whother the proposed program is conslstent and whether the proposed costs
and implementation schedules are realistic, whether the phasing of various
projects is optimal, whether some of the components can be delayed, and
which of the investments can be scaled-back or cancelled to reduce tha
total size of the program without serious repercussions on economic
recovery. In addition, economic and financial rates of return should be
prepared for all projects to provide a consistent basis for choosing
alternative investments. This process should be able to bridge the
remalning investment gap, provided that the various cuts recommended In
the parastatal investment program are maintained. Nevertheless, the
economic scenario on whlch the projection of Investment resources is based
Is relatively optlmistlc about how quickly the economy can recover. ZIMCO
would therefore be prudent to plan its investment program on a more
conservative basle in order to ensure that the highest priority projects
receive adequate funding. Additional cuts in the investment program,
particularly in less-essential areas such as the INDECO investment program,
should be seriously considered. The type of questions that need to be
raised in making these choice include:

(a) Intersectoral linkages: Will postponiag an investment have major
implications on other sectors (e.g. the Tazaaa pipeline rehabili-
tatlon) or is it relatively isolated in terms of its impact on
the economy (e.g. the INDECO project portfolio)?

(b) Relation to the recovery program. Does the investment play an
important role in reviving growth In the economy (e.g. mining
rehabilitation) or is it required to support more medium term
development (e.g. the PTC Investment program)?

(c) Alternative aroah. Can an investment be turned over to the
private sectim (e.g., trucking rehabilitation)? Is there an
alternative approach that can postpone the investment cost until
the economy improves (e.g., avoiding Improvements to the Indeni
refinery by importing a dlfferent mix of oil products)?

4.73 The Government and ZIMCO should also develop a coordinated
plan for mobillizng the financlng required to support the Investment
program.15/ As much of the investment cost iS associated with major

15/In order to provide an analytical basis for the financing
plan, the Government should prepare an aggregate statement of sources and
use of funds for the investment program, covering both foreign and domestic
financing sources. This would provide a linkage between the total
investment expenditure of the economy In real terms (which was used In
Table 1.4 to derive the aggregate expenditure constraint on parastatal
investment) and the monetary flows within the economy necessary to finance
the Investment program. Given the good data base whlch is available for
the parastatal financing decislons, this analysis could be completed within
a relatively short time period and would provide additional insights on a
feasible financing program.



-117-

projects rather than small discrete lnvestments which can be financee
through local channels, access to foreign ftnancing will be an liportant
factor in decidlng which of the investments can proceed. In the past, the
Government has allowed parastatals to negotiate with foreign lenders in an
uncoordinated fashlon and without attempting to provide guidellnes or set
priorities. This approach is unlikely to produce a satisfactory Investment
program, and greater control and direction over the financing discussions
will be required. To deal with this situation, the Government and ZIMCO
need to approach foreign donors and other lenders with a clear view of the
relative priorities of the investment proposals and the preferences of the
donors In supporting different types of projects. The preparation of a
detalled public Investment program elong the lines suggested in this report
would be an important step in thisdirection. In order to focus attention
on the core Investment program, the Government should exclude projects that
are not part of the public investment program from external financing
discussions. The public Investment program should then form the basis for
discussions at aid coordination meetiags and with bilateral and other
lending agencles to develop a program of financial commitments adequate to
support a consistent set of the core Investment proposals. The Government
should be prepared to renegotiate existing financial agreements (as In the
case of PTC) or turr down offers of financial assistance for particular
sectors in order to ensure that funds are directed to the priority
Investment areas. 'his will be a difflcult process, and the Government and
ZINMCO may need to obtain outside assistance to develop a consistent
financing program. In addition, the Government should be prepared to
consider alternative methods of encouraging greater investment inflows,
Including private participation and debt-for-equity swaps In public
enterprises.

4.74 Some of the most difficult decisions will Involve the rehabilita-
tion program for ZCCM. This investment program alone, tf maintained at the
level Indicated in Table 4.11, would consume over 50 percent of the
resources available for parastatal investment during the period 1986-841.
While additional cuts would be desirable in view of the urgent needs of
other sectors, these will need to be weighed against their possible impact
on the recovery of copper production, which the viability of Zambia's
economic recovery program is based on. This trade-off indicates the
serious nature of the choices involving the parastatal investment program
and the urgency with which this problem needs to be addressed.

D. Improving Parastatal Investment Decisions

4.73 In the remainder of this chapter, we will dlscuss longer term
institutional reforms to strengthen decision making and Investment planning
for the parastatal sector, lncluding:

a) improving the review of Investment proposals within ZIMCO and
the individual enterprises; and

b) setting objectives for the parastatals which are consistent
with the Government's economic recovery program.
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4.76 Investment Review. Investment review within ZIMCO is part of the
corporate planning process introduced In 1981. All firms are expected to
prepare five year corporate plans, whlch are updated by annual budgets and
investment programs. ZIMCO provides enterprises with macroeconomic assump-
tions and financial guidelines as the basis for their corporate and annual
plans. Investment proposals are expected to be prepared according to a
standardized format (spelled out In detall in the ZIMCO financial manual),
giving information on the project concept, estimated costs and expected
financial rate of return and payback period. Projects costing in excess of
KI million (K 2.5 million for ZCCM) must be approved by the ZIMCO Board,
wbile smaller projects must be approved either by the boards of the
individual enterprises (for projects costing up to K250,000) or by the
boards of subbolding companies (for projects up to Ki million). These
limits have not been adjusted since 1984 and should be reviewed to adjust
for the Impact of devaluation.

4.77 The quality of investment review varies considerably withln the
group. Not all companies adhere to the ZIMCO manual or have qualified
staff to prepare investment proposals according to the standardized format.
As a result, there is a tendency to rely on feasibility studies prepared by
representatives of suppliers (this has been a particular problem for the
INDECO group). In some cases, the Investment guidelines have been ignored,
either because the project has strong political backing or because the
company is strong enough to proceed on its own. For example, ZCCM recently
undertook a large hotel expansion project without a feasibility study.
Another problem has been the tendency for donor financed projects to be
approved without an independent review of their feasibility, even in cases
where they have not been part of a corporate plan. In a number of cases,
this has placed a large financial burden on the Government witbout suffi-
cient juatification for public involvement (as in the case of the PTC
investment program). Despite these problems, the ZIDCO guidelines are
gradually eliminating Instances where investments proceed without some form
of feasibility analysis. There have been several cases where ZIMCO has
refused to Implement projects with high political support but dubious
economic prospects (including, in recent years, an ethanol plant and a
tractor assembly plant).

4.78 ZIMCO should obtain assistance to Improve the quality of its
Investment appraisals and expand the number of staff reviewing projects.
This type of assistance is already being provided to the INDECO Economic
Evaluation Unit, and ZCCK is improving its investment revlew procedures as
part of its five-year rehabilitation program. ZINCO, however, has only
nine financial staff, with responsibilities for a wide variety of financial
assignments. This provides very little time to perform serious financial
appraisals of any projects except for the most important ones. Training
courses in investment analysls through the ZIMCO Institute of Management
would be helpful; another improvement would be greater use of standardized
forecasting models such as the cash-flow computer model developed for
INDECO which provides both financial and economic indicators of a project's
viability.
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4.79 The Government should place high priority on Improving the
capacity of the Ministry of Finance to carry-out financial appraisals of
parastatal Investments that would involve a financial obligation on the
Government. This should Include all proposals for on-lending of Government
funds (involving either domestic or donor provided financing), provision of
Government guarantees, and Government assumption or rescheduling of
parastatal debt. Besides looking at the ability of the enterprise to cover
financial obligations arising from the investment (including the need for
price Increases), major factors that the Ministry of Finance should
consider in approving investments include the self-financed share of the
cost ofthe Investment and the record of the enterprise in repaying previous
loans and maintaining tax payments to the Government.

4.80 In the longer term, consideratlon should be given to improving
the Investment planning and appraisal capacity of the planning units in
ministries that are responsible for Government policy in major sectors.
The reorganization of ZIMCO in 1978, whlch terminated direct ministerial
involvement in the internal affairs of individual enterprises, has left
many ministries unclear as to their pollcy role. This has allowed
individual parastatals to develop Investment proposals in a fragmented
fashion and with little consideration of intra-sectoral priorities. Thls
vltuation is particularly evident in the energy and transport sectors,
whicb have largely neglected Issues such as inter-fuel substitutton
possibilities or road-rail competition. There Is a need for the sector
ministries to have stronger technical capacity to develop sectoral policies
and assess the priority of proposed investments in the light of iuch
policies. Given the severe manpower constralnts In the operating
mnaistries, this effort will likely require a substantial input of external
technical assistance and should be carried out on a selective basis.

4.81 Setting Ob1ectives for Parastatals. The system of corporate
planning established by ZIMCO is a valuable management tool, but it does
not provide a method for establishing performance targets for individual
enterprises or achieving consensus on the steps required to achieve the
specified targets. It would be useful to establish a system of clear,
negotiated annual targets for ZIMCO enterprlses, which are set down in an
agreement that spells out the mutual obligations of the enterprise and,
where appropriate, the Government andjor the holding company, and specifies
the results expected from the enterprise if the agreements are upheld.
These agreements could take a number of forms, being more or less detailed
depending on the circumstances facing the enterprises. Competitive firms
which do not need financial assistance or guarantees would have the
simplest agreements, specifying a performance target (rate of return, for
instance), dividend policy (or approval by ZIMCO or the Government for any
reinvestment of profits), and the autonomy that the enterprise can expect
in terms of pricing decisions, hiring and firing practices, closure of
production lines, etc. On the other hand, where an enterprise operates in
a non-competitive situation, requires significant financial assistance from
the Government (including debt relief), or is expected to achieve non-
commercial objectives (such as providing a consumer subsidy or operating a
non-profitable activlty), these conditions need to be fully specified and
the mutual obllgations of all relevant actors clearly defined, including,
where appropriate, the specific approval of the Government through the
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Ministry of Finance. The agreemaents should be the result of negotiations
between the enterprises and ZIMCO (or between subholding companies and
their subsidiaries), and the process of negotiating the agreement can be
Incorporated Into the ongoing system of annual management review which is
currently conducted by ZIMCO. The large number of companies included in
ZINCO and the experience of other countrtes indicates that a ma or premium
should be attached to simplicity and clarity of the agreements,16/ with
senior management attention focused primarlly on msjor financiaTrdecisions,
such as large Investment proposals, debt restructurlng or pricing changes,
which require serious review.

4.82 In order to implement the syste-u proposed here, several changes
would be desirable. Enterprise managers need to be provided with
assistance and incentlves to take or. greater autonomy and responsiblllty.
This can be accomplished througb regular performance reviews of Individual
managers, introduction of financlal incentlve systems based on the
performance of enterprises against their agreed targets, and programs of
technical asslstance and training for managers in areas such as marketing,
cost and quality control, and export promotion. Negotiation of the annual
performance plans would permit streamlining of the various reporting
requlrements within ZIMCO by focusing management reviews and performance
evaluations Increasingly on the annual target s"tting exercise.

4.83 It would also be desirable to clarify the roles and responsi-
bilities of the Government and the ZIMCO Board of Directors (and the boards
of the subholding and subsidiary companies) in formulating policies
concerning the parastatals and setting performance criteria on the basis of
these policies. ZIMCO has established a useful role as a buffer between
the enterprises and the operating ministries. Without returning to a
situation where the ministries exercise direct Influence over the internal
affairs of parastatals, It should be possible to provlde a more coherent
forum for coordinating Government policy concerns with the objectives of
the parastatals. One possibility would be to restructure the ZIMCO Board
as a policy-making body at which parastatal issues are discussed. The
responslbilities of the Board would include: (1) determine the multi-year
and annual strategic priorities for the parastatal sector; (ii) approve the
annual agreements negotiated between the enterprises and ZINCO management,
Including all major investments and Government guarantees, loans and other
financial transactions with parastatals; (iii) decide on the liquidation
and creatlon of parastatals; and (lv) appoint the heads of ZIMCO and the
sub-holding companies. The executive committee of ZIMCO would then take on
the responsibillty for monitoring and implementing the policy guidelines,
including appointment of the members of the boards of dlrect ZINCO subsi-
diaries and negotiatlon and follow-up of the annual performance agree-
ments. This structure of accountability and control would clarify those
areas in which the Government retains a mandate for providing policy
guldance, while allowing individual managers to exercise greater inltiative
In achieving their specific objectives within the confines of the overall
policy guidelines.

16/For example, an often-cited Frencb system, the 'contrat-plan',
requires a legal agreement between the enterprises and other agencies and
has proved to be very time-consuming to negotiate. In contrast, the system
suggested here could rely on letters of understanding that are updated
annually or form part of the approved budget for the enterprise.
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ANREM B: SECTOR AND PROGRAM DEFINITIONS IN TME ANWUAL PLAN
(EBased on 1985 Pudget)

Sectors and Programs Budget Heads Agency

ECONIC SERVICES

WCULR, FOREtY AND FISHRE

Administration 86/01 except 86/01.5.02 Mn. of Coops - HQ
89/01 except 89/01.5.02 M.A.W.D. - HQ

Area Development 86/01.5.02.001,002 Coops - East & South Area proj.
89/01.5.02.001,0"u,006, HAND - IRDP & Area proj.

007,012,015

Crop, Livestock Prvduction 89/01.5.02. all other MAWD - production proj.
321/89 Rural Dev Corp Loans & Investments
321/89 4ponXgw Dev Co. loAns & Investments

Arsicultural Extension & 89/02 (partial) Dept. of Agriculture
Information Services 89/08 Nat'l Farming Info. Serv.

Land Use Services 89/02 (partial) Dept. of Agriculture

Agricultural Research 89/05 Agricultural Re8earch

Veterinary Services 89/03 Dept. of Vet. & Tsetse Control

Agricultural Education 86/03 Cooperative (ollege
89/04 TrainIng In titutions
89/07 Natural Resources Dew. Collete

Input Supply and 86/02 Dept. of Coops & Mktg.
Marketing 321/86 Prov Coop Unions Loans & Investments

321/89 Namboard
321/89 Dairy Produce Bd.
321/89 Lintco
321/89 Tobacco Board
321/89 Cold Storage Bd.

Agricultural Credit 321/89 Zam Ag Dev Bank Loans & Investments
321/89 Ag Flnance Co n

Forestry Development 85/02 Pbrestry Dept.
321/85 InM Plant Div. Loans & Investments

Fisheries Development 89/09 Fishertes Dept.

I/ Administration" Includes the functions of planning, policy formulation, regulation,
coordination and the setttng of standards.
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LANDSI, NATURAL AND WATE xTDE MW

Admainstration 85/01 Min. of Lends - HQ

land Registration and Surveys 85/03, except lands Dept., except
85/03.2.03.003 Rental charges - Build.

(see Admin. Services)
Surveys Dept.

Natural Resources, Parks 85/05 Nat'l Parks & Wildlife Serv.
and Wildlife 85/06 Natural Resources Dept.

Water Resources Development 89/06 (partial) MWWD - Dept. of Water Aff.

Water Supply Systems 89/06 (partial) MAMD - Dept. of Water Aff.
320/01.5.02.002-008 Loans & Invest (PLGAD)

Administration 14/01 Min. of Mines - HQ
14/03 Mines Safety Dept.

Geological Surveys 14/02 Geological Survey Dept.

Dev. of Neiw Mining Activity 14/04 Mines Dev. Dept.

Mineral Production 321/14 Mamba, ZCCM loans & Investments

MANUFACTURING AND TRADE

Administration 33/01 Min. of Com. & Ind.- HQ
33/02 Assize Dept.
33/07 Patents, etc. Dept.

Price Control 33/03 Price Control Dept.

Import Licensing 33/04 DDmestic Trade Dept.

Export Promotion 33/08 Foreign Trade Dept.

Industrial Development 33/06 Industry Dept.
321/33 Zaffico, etc. Loans & Investments

TOURI.

Administration 67/01, except Min. of Tourism - HQ
67/01.3.01, grants, capitalprojects

67/02 Mulungusbi Hball
67/03 Hotels Board
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Tourism Promotion 67/01.3.01.001 Grant to Zam Nat. TIurist Ed

MainteDance & Upgrading of 67/01.3.01 other Grants to imsewui
Tourist Attractions 67/01.5 Capital projects

Planning & Policy 51/04 Dept. of nawrgy
Forlmlation 51/01.3.01.001 Grant to Nat. Energy Cown.

Electrification and 51/04.5.02 Dept. of bergy - capital proj.
Electricity Supply 321/51 ZSW lDans & nvestnments

TRASPRTAIID XTAal

Administration 51/01, except Min. of Tranp. ad Ounr. - HQ,
51/01.02.03.005 postal charges and eapital
51/01.5.02 projects

51/0. Roads & Road Traffic Board
51/06 Road Traffic Cuamissioner
64/01, except 64/01.5.02 Min, of Worits & Supply,

except capital project
64/06 Prov. (omnissioner of Works

Romd Cbnstruction
and Maintenance 64/01.5.02.011 W & S - HQ, road projects

64/03- Roads Dept.
Road, Rail and Water
Transportatton 51/01.5.02 Cap proj (rail & harbors)

321/51 (UBZ, Z-T Road loans & Investuents
Servlce, Zm Railwys, X

etc.)
Purchase & Mateance of Govt.
Transpoortation Equipment

64/07 Mchaical Services -Dept.
Operation & Maintenance

of Alrports 51/02 Civil Aviation Dept.
51/03 Mateoroligical Dept.

Telecommunications 
321/51 (PTC). Toans & Investments

lOUSInW AND URIBAM IEV E

Development of Urban
RDusing Areas

321/01.5.02.001 Loans & Investment (PLGA)
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soCAL sUIss

Adbistration 65/01 except Mn, of High. !duc.-
65/01.5.02.002 UNZA - LnsAka Cmpus

80/01 except Min, of Gen due. & Cblture-
80/01.5.01.009 materlals and equipment

80/02 Regional Hadquarters
80/03 Examinatlons Dept.

Primary Education 80/01.5.01.009 Gon. Educ. - materials &
equijxment

90/02 - 98/02 PLvincial Prim. Schools

Junior Secondary 80/04 (partial) Dept. of Sec. Schools
Educatlon

Senlor Secondary Education 80/04 (partial) Dept. of Sec. S&hools

Tachnical Education & 65/04 Dept. of Iech. Ed. & Vbc.
Vocational training Training

Teacher Training 65/02 Dept. of Teacher Training

Uversity Education 65/01.5.02.002 UNZA - tmaks Campus
65/03.2.04 Sundry Services - Training

enses
65/03.3.01.001 UNZA - lusaka Grant-in-aid
65/03.3.01.003 UNZA - Ndola Grant-in-aid

Other Services 65/03 except above Sundry Services
80/05 Continuing Education
8D/06 Sundry Services
80/07 Educ. Broadcast & Spec. Educ.
80/09 Cultural Services

ALI!

AtminIstration 46/01, except belo Mln. of Bealth, HQ

Centrallsed Procurement 46/01.2.02.006,009, Drugs, special hospital
012,019 equipment, x-ray, vaccines

Transfers to local Instltutions All grants except Tropical
& Mission Reaptals 46/01.3.01 except .010 Disease Research

Major Referral & 9peclalised 46/03,04,05,18,19,20 Major bospitals
Eabpttals 46/01.5.02.009 Maternity ClnOic-Mi
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Other Training, Research 46/01.3.01.010 Tropical Disease Res. Center
& Testing Institutions 46/02 C1hainama

46/06 zeunatration Zbne
46/07 Public Health Labs.
46/08 Pbeumo. Nad & Research
46/21 Dental TraIning Schools

Provincial Health Services 46/09 through 46/17 Provinces
46/01.5.02.001,005,012, Provincial capital proj.

013,014

INFORMATION & BROADCASTMNGN

Admnistration 26/01 Mu. of Info. & Broad.

Information and Broadcasting 26/02 Zambia Info. Service
Services 26/03 Zambia Broad. Service

26/05 Zambia Nows Agency

Training 26/04 Institute of Mass C=mu.

rDW T AND SOCI DEV 4NT

Administration 44/01 except Labour & Soc. Ser - HQ
44/01.3 and .5

76/01 Nin. of Youth & Sport - HQ

Lfo.r and Industrial 44/02 labour & Factories Dept.
Rebltions 44/03 Educ. & Occ. Assess. Dept.

44/05 Industrial Relations

Social Development 44/01.3 and .5 Zam Council for Handicapped
44/04 Social Dev. Dept.
76/02 Youth Affairs Dept.
76/03 Sports Dept.
76/06 Child Affairs Dept.

Zambia National Service 76/04 Zambia National Service-
76/05 Rural Reconstruction Centers

aO4INISTRIVE SERCES

POLICY MAKING & IEGISLATION 01 President & State House
03 National Assembly
04 House of Chiefe
05 Elections Office
08 Cabinet Office
16 National Gbidance
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CERMAL ADKINISTRATTON

Planning 38 NCDP

Flianclal Administration 07 Auditor Gkneral
37/01 except Finance - HQ, except

37/01.2.03.025 Rural COuncil Beer Surtax
37/02,04,06 Finance, Other
321/37 L & I - Finance

Revenue Collection 37/03 Depart. of Tbaes
37/05 Customs & Ekcise

Personnel Administration 06 Public Serv. C4m1ission
09 Teaching Serv. Cofiission
10 Police & Prisons Com.
27 Personnel Division

Administrative Overheads
(rental, construction 85/03.2.03.003 Linds - rental of buildings
= maintenance of Gov't 64/01.5.02.001-010 Works - Govt. baildings
buildings & offlce 64/02 Works - Building Dept.
equipment; postal 64/05 Works - Office Equipment
charges and printlng 51/01.2.03.005 MTC - Postal charges
expenses) 64/04 Works - Printing Dept.

LAW AND ORDER

Polica Services 11 Zambia Police

Prison and Detention 15/02 Home Affairs - Prisons

Citizenslhip, Registration, 15/01, and 03-08 bme Affairs - all other
Immigration and 12 Com. for Investigations
Investigations 24 Anti-Corruption Coam.

Judiciary & legal Affairs 31 legal Affairs

F0REIGN AFFAIRS

Administration 17/01 Foreign Affairs - HQ

Overseas Missions 17/02 - 31 Forelgn Affairs - Other
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mor MKUSIATCEAND IZYROUBI

Aidinistration 29 Pro. Ioal Gvt. dmin.
37/01.2.03.025 Iural 0iuncil ber Srtax
90/01 throh 98/01, Proc

except capital proj.

Regional Development 90/01.5 through 98/01.5 Provincs - cap ital Moj

PnIsMI1 22/06

SUBSIDIES 323

ET SEVICS 99

OTHER & S .

N~~~~~~ 

:


