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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Zambia is number 7 in the series of 7 country studies.
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Executive summary AND OVERVIEW OF FINDINGS

SYNOPSIS: Zambia has a PSD friendly policy, and Norwegian support to agriculture, road construction, electrification, and the financial sector is highly relevant. Zambia has been an African pioneer in market oriented reforms, and has already implemented almost every possible liberalisation option, except large tax and excise cuts or completely tax-free special zones – both of which are now being considered. However, because the country has lived in a macro-economic “state of emergency” for over a decade, its private sector has failed to respond to the many good efforts of its legislators. 

Zambia’s business environment has several strong sides, including peaceful labour relations, modern legislation, comparatively low-priced electricity, and abundant land. The agriculture and tourism sectors could unleash considerable potential under a scenario with a normalised monetary framework, and with more efficient courts that practise more reliably the modern laws that have been passed. This would afford Zambia with much-needed diversification away from mining and subsistence agriculture. However, to achieve this it is also necessary to diversify the infrastructure network, which is at present mainly set up to service the mining sector. 

Norwegian support to infrastructure development such as roads and electrification would therefore be highly relevant for PSD, particularly in locations with a potential for tourism, agriculture and other non-mining industries. In addition, Norway could consider to provide assistance to avail the lack of affordable financing for private-sector projects, and to individual diversification proposals. Norway already supports roads and agriculture, and assistance could be provided through extensions or amendments to existing agreements. 

The potential for commercial co-operation with Norwegian companies – unrelated to the bilateral donor program(s) – is limited.

Zambia has one of the most liberal economic policies in any of NORAD’s main partner countries. Zambia’s manufacturing output has been reduced significantly, particularly during the early 1990s, when the country was among the first in the region to abolish quantitative restrictions on imports and to introduce a free currency regime. Some of Zambia’s largest trade partners, such as South Africa and Zimbabwe, still regulate currency markets. Only in recent years has Zambia’s industry been afforded reciprocal access to other markets, with the development of COMESA FTA, AGOA, EBA, and other trade reforms. However, the downsizing of the manufacturing sector was not only a result of “first mover disadvantage”. Pre-reform Zambia had developed a particularly inward-looking and inefficient industry of which many of the key companies have proved difficult to privatize. 

The new Mwanawasa government appears committed to maintain the market-friendly policies of the previous regime. This approach permeates important policy documents such as the PRSP, and creates a good policy fundament for Norwegian support to PSD.

The budget deficit is still draining the capital market, and interest rates are among the highest in Africa. The estimated deficit for 2002 is 7.2% of GDP. Zambia has agreed with the IMF and the World Bank that the deficit should be financed without domestic borrowing by 2003, but this may not be achievable. Government now borrows more from domestic sources (through government bonds and treasury bills) than the entire private sector combined. Weighted lending rates are presently 55% p.a., while average inflation during the last 12 months has been 18%. The real interest rate (37% p.a. in kwacha, and around 30% in US$ terms) has almost put an end to long term investments, and capital flows are mostly confined to working capital. In addition to the high cost of financing, there is therefore a lack of depth in the product range of the financial sector. 
Two external shocks this year: copper crisis and food crisis. Zambia has two major economic sectors; mining and agriculture. They make up around a quarter of the country’s GDP, and other sectors such as manufacturing, transport and trading derive much of their activities from these primary areas. 2002 has been a bad year for both. 

Copper prices are now at around US$ 1500 per tonne, compared with up to US$ 2000 per tonne in 2000. In January 2002, Anglo American Corp. of South Africa declared that it would write off US$ 350 million in sunk investments and pull out of the Konkola Deep Mining Project. The incident has caused widespread pessimism in the mining sector, although it will have no immediate impact on copper production (Konkola Deep was not scheduled for operation until 2005). The move will have an immediate impact on GDP because of the loss of possible activity in the construction sector.

In agriculture, the maize crop in the southern region was almost a complete failure and total production estimate is now 600,000 mt, compared with 900-950,000 mt in a normal year. This is the second year in a row with bad maize harvests in Zambia. Maize prices are already higher than US$ 200 per mt, which is very unusual for this period, just after harvesting. More than 2 million people may need emergency food relief.

Realignment and expansion of Zambia’s infrastructure is a huge task. Zambia’s infrastructure was developed for a mining economy. The country has a “spine” that stretches from Copperbelt via Lusaka to Kariba and Livingstone. This axis gives Zambia one of the highest urbanisation rates in Africa, and the Copperbelt itself is Sub-Sahara’s largest industrial area outside of South Africa. For example, the Copperbelt alone consumes twice as much electricity as Tanzania or Mozambique. 

Zambia’s infrastructure problem is that many of its most valuable resources for “new” economic activity – notably tourism and non-conventional agriculture – are located beyond the reach of the existing infrastructure. In agriculture, this has resulted in the concentration of promising export-based activities (cut flowers and vegetables) within a radius of 100 kilometers from Lusaka Airport, where complete cold storage logistic lines are feasible. Commercial agricultural produce that do not need cold storage (e.g. coffee, cotton, and paprika) has developed on a more dispersed scale, but not to the extent that resources and markets would allow. In tourism, Zambia’s best parks (Kafue, Luangwa, and Lower Zambezi) are virtually inaccessible during the summer rains, and two (North Luangwa and Lower Zambezi) can only be accessed with guided operators even during the dry season. Development has therefore been centred around Livingstone (near Victoria Falls), where both road and air access is available. Combination trips from Livingstone / Victoria Falls into the wildlife parks would be available with better roads, and would be welcomed in the market now that many travellers will be reluctant to combine with attractions in Zimbabwe. 

Zambia has a strong competitive advantage for trade with D.R. Congo. The Shaba (previously Katanga) province in D.R. Congo has 7.5 million inhabitants who are logistically much closer to Zambia than to the rest of D.R. Congo. Trade with D.R.Congo is very risky, and purchasing power in the Shaba Province is even lower than in Zambia, but there is a huge market for basic commodities such as vegetables, sugar, washing powder, car parts, etc which can be re-exported from Zambia or grown there.  There is also a potential for supplies to the Shaba Province’s mining company, Gecamines, especially if it increases its capacity utilisation over the present 10%. 

The impact of the Zimbabwe crisis is unknown. Zimbabwe is among Zambia’s largest trading partners, and the only COMESA country with which it has a significant deficit. The future of the trade depends very much on the currency situation in Zimbabwe, which is at present heavily distorted. Cheap Zimbabwean imports may therefore continue to crowd the Zambian market in the short run. However, since Zambia had already taken measures to ban a number of important Zimbabwean imports before the crisis escalated, the impact is unclear.

Unlike Mozambique, Zambia has not yet made official attempts to attract any of the 3500 farmers who have been evicted or face eviction from Zimbabwe, despite the fact that most of them possess precisely the experience in commercial, export-oriented agriculture that Zambia looks for. The Zimbabwean farmer population by far outnumbers the present Zambian commercial farms.

Good policies have been nullified by high interest rates, poor infrastructure and unreliable judiciary. Zambia’s strong and weak points as an investment destination are summarised below;


Strong sides
Weak sides

Financial transactions
No currency restrictions, which is not the case neither in South Africa nor Zimbabwe. 
Interest rates higher than in any country in the region except Malawi. Poor tradition for debt service.

Land
Abundant land available, including high-quality land for farming.
Numerous land disputes. No title on Communal Land, which is 94% of Zambia’s area.

Investment incentives
Important projects receive tailor-made incentives at line Minister’s discretion
No incentive system after tax and duty concessions were abolished.

Trade
Excellent position for trade with the Shaba (Katanga) province in D.R. Congo provides opportunity along northern border. 
Overvalued Zimbabwean currency distort trade to the disadvantage of  Zambian manufacturers along southern border. Trade with Angola restricted by logistics along western border.

Governance
Very market-friendly policy during last decade, confirmed by new Government, which has also taken a hard public line against corruption.
Slow-moving courts, prone to influence. Sporadic misuse of administrative powers in areas such as immigration.  High-level corruption has caused “trickle-up” effect and diminished “trickle-down” effects. 

Transport
No less than seven alternative access corridors to the sea. Return cargo over Durban now cheap because of higher northbound (import) volume.
Extremely high domestic costs for overland transport for producers outside the infrastructure spine.  Land-locked country with high access costs for bulk products, even though many corridors are available. 

Energy
Electricity cheaper than in most neighbouring countries. 
Fuel market distorted by previous parastatal distributor, and costs high because of high excise taxes and possibly because inefficient domestic refining at Indeni has been protected.  

Human resources
Low labour costs, even by regional standards
Lack of both managerial and vocational skills.

Women’s role in PSD
Strong female involvement in trading, which is less affected by high interest rates. Female preference for 30% of land allocated to PSD. No legislative impediments against female entrepreneurship found. 
Few women have formal-sector managerial positions. Few women own businesses of any size.

The SME sector and informal sector can be recruiting grounds for business development. However, the potential should not be exaggerated. Since liberalisation of the economy, Zambia has seen a large rise in the number of informal businesses, particularly in petty trade and services. These activities can potentially evolve into small or medium sized companies, and subsequently into larger companies. The potential for this to occur should not be over-estimated, though. The majority of informal-sector “entrepreneurs” have become self-employed because there is no formal employment to be found. 

The road sector should be a cornerstone of Norwegian support to PSD. Zambia has recently adopted a National Transport Policy which is seen by most donors as a considerable policy improvement. It has caused both World Bank and EU to resume co-operation within the road sector – an area which donors have been apprehensive about since 1997. 

The PRSP has prioritised 70% of its budget for tourism development to roads. Norway should consider to support road projects within the four focus zones for tourism: Kafue, Mosi-u-Tuniya (Livingstone/Victoria Falls), Lower Zambezi, and North and South Luangwa. Road projects adjacent to agricultural developments should also be considered. However, the agricultural sector’s demand for transport services is quite complex and it is not seen as feasible to define priority areas in advance – rather, NORAD could consider agriculture-motivated road proposals on a case-by-case basis. 

RoadSIP-II has an estimated budget of US$ 800 million in road sector investments. This is a considerable market opportunity for local contractors, and an increase over the ROADSIP-I expenditure of US$ 500 million, part of which may not be utilised. Norway should consider to support local contractors in developing the skills and corporate capacity required to participate in some of the larger road projects – mainly as subcontractors. Norway could also help local contractors by arguing against packaging of RoadSIP-II contracts into lots that are too large to be manageable for local contractors. Established, international road contractors with a tradition for quality are presently facing hard competition from low-cost contractors from other emerging economies.

Support to the financial sector and business development services can be considered, but a cost-and-product study should be carried out first. Many well-intentioned efforts to improve the PSD environment can be rendered futile if the financial sector fails to deliver financing products that enable Zambian businesses to develop. There is currently a “product gap” in long term financing, which is probably additional to the cost problems that are inherent in the high interest rates. Evidence to this effect could be seen from the experience from e.g. Tanzania, where interest rates have come considerably down but where the commercial banking sector has still not responded by offering long term financing to any significant extent. 

There is also a “product gap” in subsidised money for activities that often receive government grants in industrialised countries (such as Norway); product development, market development, skills development, technology adoption, etc – i.e., Business Development Services (BDS). Government of Zambia has no resources for such activities, while very few donors provide anything other than strictly commercial-terms financing directly to companies. 

It is recommended that NORAD carry out a cost-and-product study as a scoping exercise for possible support to a matching-grant scheme. This study should identify the main cost drivers in the financial sector, and assess how feasible it is for a donor-funded program to reduce the cost of financing. As a second step, the study should forecast the availability of financing products, under a scenario where interest rates have been normalised. NORAD could support initiatives both to reduce the cost of selected cost drivers in the financial sector, and initiatives to stimulate product development. 

The PRSP supports large-scale agriculture and sees outgrower systems as the way forward to “roll out” commercialised farming among smallholders. NORAD should support this process.The PRSP attempts to create synergies between commercial farms and small-scale agriculture, by developing “outgrower systems” (contracts where a large farm provides inputs such as fertiliser, seeds, and pesticides to small units, in return for buying their products back at defined terms). These systems have been comparatively successful in Zambia, but on a quite miniscule scale. 

Crops such as paprika, cotton, coffee and vegetables, which are promising export products from Zambia, are suitable for such schemes, provided that two issues are resolved; (i) a contractual framework which prevents side-selling, while at the same time protects smallholders’ interests, must be developed; and (ii) financing must be made available to the large-scale farms who manage the outgrower models. 

Norway can provide support on the first of these issues by continuing present support. Norway could also consider to assist on the second issue, with funds for capital financing, provided that a workable fund management system can be worked out. The latter should preferably be in co-operation with other donors, and be instigated when an adequate framework between growers and operators has been achieved. 

However, NORAD should also support the development of alternatives to the outgrower model, which – though prioritised in the PRSP, may not be the only way forward for all crops. A too single-minded focus on the outgrower model may not encourage the diversity that Zambian agriculture needs. Independent producer groups could be a feasible alternative, particularly for import substitution for products where existing processing capacity can be rented in Zambia (e.g. poultry, dairy, soycake, juices, marmalade, etc.). 

Rural electrification should be considered. Zambia is currently negotiating a contract with Nampower, a commercial developer, for electrification of Mkushi Farm Block. Several similar concessions could be envisaged, and would stimulate increased agricultural production through irrigation, which is 5-6 times cheaper with electricity than with diesel pumps. Areas with a potential for irrigation-dependent crops such as wheat, long-staple cotton, and vegetables should be given priority. NORAD could support both feasibility studies and Build-Own-Operate packaging, and capital subsidies (since many projects would not be financially attractive at full cost). A telecommunication add-on could also be considered, on a case-by-case basis. For producers of perishable products such as vegetables, communication and market intelligence is paramount.

Diversification is Zambia’s main PSD concern. NORAD should provide case-by-case support.  NORAD could support initiatives to promote diversification, both inside and outside the Copperbelt. Examples include business plans for wood processing, and for revitalisation of aquaculture stations. A wide set of diversification proposals has recently been presented at a World Bank funded workshop in the Copperbelt.

Key facts about Zambia

PEOPLE




Population
millions
10.1
mid-2000

Population growth
% growth p.a.
2.4
1994-2000

Labour force growth
% growth p.a.
2.8
1994-2000

Life expectancy at birth
Years
45
2000

Illiteracy
% of population >15years
22
2000

HIV prevalence rate
% of adult population
20
1999

ECONOMY




Gross Domestic Product (GDP)
Billion US$
2.9
2000

GDP growth, last year
% over previous year
3.5
2000

GDP growth, last decade
Average % over previous year
0.5
1990-2000

Gross National Income (GNI)
Billion US$
3.0
2000

GNI per capita
US$
300
2000

GDP per capita growth, last year
% over previous year
1.4
2000

GDP per capita growth, last decade
Average % over previous year
-2.1
1990-2000

TRADE




Total exports 
Million US$
789
2000

Total imports
Million US$
1008
2000

Copper exports
Million US$
445
2000

Export Price index
1995 = 100
70
2000

Import price index
1995 = 100
93
2000

DEBT




Total debt
Million US$
5607
2000

Debt to World Bank and IMF
Million US$
2985
2000

Other multilateral debt
Million US$
553
2000

Bilateral debt 
Million US$
1947
2000

Debt service
Million US$
329
2000

PHYSICAL CONDITIONS




Surface area
sq km, including lakes
752614


Electricity generation
Terawatthours
7.6
1999

Railways
Km line 
2157
1999

Roads 
Km total (bituminous) 
37000(6500)


POLITICS




Last presidential & parliamentary election
27 December 2001

President
Levy Mwanawasa, Movement for Multiparty Democracy (MMD) (28.7% of votes) 

Parliamentary strength
Total 150 seats, of which MMD has 68, United Party for National Development (UPND) 48, United National Independence Party (UNIP) 13 and the Forum for Democracy and Development (FDD) 12.

CURRENT ISSUES, 2002:

Food production this year is 24% below last year’s output, which was also below average. About 20% of the population- two million people, particularly in the southern regions – may need food assistance.  

President Mwanawasa took office in January and has lifted the immunity of previous President Fredrick Chilbua, who could therefore be tried for corruption along with several close allies.

Anglo-American Corporation announced in January 2002 that it will abandon the Konkola Copper Mine (KCM), which it had acquired 18 months earlier. The future of the Konkola Deep Mining Project will depend on whether Zambia can attract a new partner.
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ABBREVIATIONS AND ACRONYMS

ABB
Asea Brown Boveri

AGOA
Africa Growth and Opportunity Act

AIDS
Acquired Immune Deficiency Syndrome

AMIZ
Association of Micro-finance Institutions in Zambia

BDS
Business Development Services

bn
billion

BOO
Build Own Operate

BoZ
Bank of Zambia

BSAC
British South Africa Company

CDC
Commonwealth Development Corporation

COMESA
Common Market for Eastern and Southern Africa

COMESA-FTA
COMESA Free Trade Area

CPI
Consumer Price Index

DANIDA
Danish International Development Agency

DFID
Department for International Development (U.K.)

D.R.C.
Democratic Republic of Congo

EBA
Everything But Arms

EBZ
Export Board of Zambia

EPZ
Export Processing Zone

EU
European Union

EUR
Euro

FMO
Financierings-Maatchappij voor Ontwikkelings-landen

GDP
Gross Domestic Product

GoZ
Government of Zambia

GSM
Global System for Mobile Communications

GTZ
Gesellschaft für Technische Zuzammenarbeit

HIPC
Heavily Indebted Poor Country

HIV
Human Immuno-deficiency Virus

ICT
Information and Communications Technology

ILO
International Labour Organisation

IMF
International Monetary Fund

IRIS
Centre for Institutional Reform and the Informal Sector

LUSE
Lusaka Stock Exchange

K
Zambian kwacha

KWh
kilowatthour(s)

LDC
Least Developed Country

MDKK
Million Danish kroner

MUS$
Million US$

MEUR
Million Euro

MFI
Micro-Finance Institution

MMD
Movement for Multi-Party Democracy

MSEK
Million Swedish kronor

mt
metric tonne

NCZ
Nitrogen Chemicals of Zambia

NORAD
Norwegian Agency for Development Co-operation

NORFUND
Norwegian Investment Fund for Developing Countries

NORSAD
Nordic-SADC Agency

NPV
Net Present Value

OPPPI
Office for Promoting Private Power Investment

PRSP
Poverty Reduction Strategy Paper

PSD
Private Sector Development

RoadSIP
Road Sector Investment Programme

SADC
Southern Africa Development Conference

SEDB
Small Enterprise Development Board

SIDA
Swedish International Development Agency

SLAMU
South Luangwa Area Management Unit 

SME
Small and Medium sized Enterprises

TAZAMA
Tanzania-Zambia Pipeline

TAZARA
Tanzania-Zambia Railways

TI
Transparency International

UNIP
United National Independence Party

US$
United States Dollars

V.A.T.
Value Added Tax

WTO
World Trade Organisation

ZACCI
Zambia Association of Chambers of Commerce and Industry

ZAFFICO
Zambia Forest and Forest Industry Company

ZAMTEL
Zambia Telecommunications Company

ZAMTIE
Zambia Trade and Investment Enhance Project 

ZCCM
Zambia Consolidated Copper Mines

ZCSMBA
Zambia Chamber of Small and Medium Business Associations

ZEGA
Zambia Export Growers’ Association

ZESCO
Zambia Electricity Supply Company

ZFAWIB
Zambia Federation of Associations of Women in Business

ZIC
Zambia Investment Centre

ZIMCO
Zambia Industrial and Mining Company

ZMD
Zimbabwean Dollar

ZNCB
Zambia National Commercial Bank

ZNOC
Zambia National Oil Company

ZPA
Zambia Privatisation Agency

ZRA
Zambia Revenue Authority

ZRL
Zambia Railways Limited

1 INTRODUCTION

Origin of study
This study is a result of an initiative to review the potential for Private Sector Development in 7 of NORAD’s main partner countries.


This report covers Phase I of the private sector review and focuses on investment climate and private sector development policies as well as physical and social infrastructure, taking into consideration present areas of co-operation and the efforts of other donors. It further includes an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction.

Outline
Based on the outputs specified in the Terms of Reference, the report presents an assessment of Zambia’s resource endowment, comparative advantages, investment climate, institutional and policy framework as well as physical and social infrastructure (Chapters 2 and 3). An overview of the growth potentials of some key economic sectors is provided in Chapter 4.


Based on the information, potentials for extended Norwegian development cooperation are described (Chapter 5). This chapter also discusses the potential for cooperation with Norwegian firms and institutions. 

Data collection
Data for this study was collected during two weeks field work in Zambia from 5th to 16th August 2002, and included visits and consultations with the private sector, government institutions, associations, donors and NGO’s. A review of literature, reports and policy documents relevant to the topic was carried out. 

Data from different sources in Zambia can be inconsistent. This should be kept in mind when reading the report.

The team
The team members were;

· Mr. Arne Olsen Royal Norwegian Embassy, Lusaka (Team Leader);

· Ms. Hege Gulli, NORAD;

· Mr. Cato Erichsen, Nera AS, representative of the Norwegian business community;

· Mr. Jørn Høistad, NORPLAN A.S., Consultant. 

Mr. Mike Taylor, NCG (Z) Ltd., assisted the team both in preparation, execution and follow-up of the field work. 

COUNTRY INFORMATION

1.1 Geography and resource endowment


Zambia is a landlocked country located on the southern African plateau. It covers an area of around 750,000 km2 (roughly the size of Norway and Sweden) and has around 11 million inhabitants, who speak more than 80 different native languages. Most of the country’s southern border is shaped by the Zambezi River and Lake Kariba, which is one of the world’s largest man-made lakes. Most of Zambia’s northern border is shared with The Democratic Republic of Congo (previously Zaïre). It also has borders with Angola, Malawi and Tanzania.

Zambia’s resource endowment includes a variety of minerals; abundant land and water for agriculture; hydropower resources; exciting wildlife, and the Victoria Falls. 

1.2 History and politics

1.2.1 Historical background


Zambia has evidence of human habitation dating back more than 100,000 years. It was populated by Bantu tribes who migrated from present-day Congo between the 14th and 16th century. Later, the area was gradually penetrated by Swahili-Arab slave traders, followed by Portuguese explorers. However, by the 1890s most of Zambia had come under the control of the British South Africa Company (BSAC) which sought to limit further Portuguese influence. After World War I, mining activities expanded rapidly and the colony was formally transferred from BSAC to the British government in 1924. 


The economy of Northern Rhodesia (as it was known) was closely integrated with that of its neighbouring British colonies, Southern Rhodesia (Zimbabwe) and Nyasaland (Malawi). Although the citizens of Zambia (Northern Rhodesia) were heavily taxed, and provided considerable mining income, most investment capital was spent in Southern Rhodesia.


Colonial rule ended in 1964. President Kenneth Kaunda and his United National Independence Party (UNIP) continued to rule for 27 years, with a mixture of Marxism and traditional African values. By 1991, Zambia had become one of the world’s poorest countries and Kaunda agreed to retreat peacefully after Fredrick Chiluba and the Movement for Multiparty Democracy (MMD) had won an election forced by the international donor community.


Chiluba was replaced by Levy Mwanawasa (also of MMD) after the general election in December 2001.

1.2.2 Policies and Poverty Reduction Strategy Paper (PRSP)


Zambia prepared an Interim Poverty Reduction Strategy Paper in July, 2000 and its final PRSP in March, 2002. IMF and World Bank responded with its Joint Staff Assessment in May, 2002.


The PRSP’s expenditure budget for 2002-2004 is 1.2 billion US$. This represents 28% of Government of Zambia’s total budgeted expenditure for the period. The table below shows that 58% of the planned PRSP activities are either directly PSD oriented, or indirectly important for PSD as improvements of the enabling environment;

Breakdown of Zambia PRSP budget priorities by relevance for Private Sector Development (PSD). 

Direct PSD interventions
Enabling environment for PSD
Social sectors / other

Sector
MUS$
Sector
MUS$
Sector
MUS$

Agriculture
173.0
Roads
229.0
Health
200.2

Tourism
58.7
Energy
114.0
Education
147.5

Mining
26.6
Macroec. reform
38.2
HIV/AIDS
94.6

Transport
22.0
Governance
27.0
Water/sanitation
42.4

Industry
12.5


Social safety net
9.0





Environment
3.0





Monitoring
1.5





Gender
1.0

TOTAL
292.8

(24%)

408.2

(34%)

499.2

(42%)

In bold grayscale:.The four priority sectors in the current Norway-Zambia MoU for bilateral co-operation (see Chapter  5.2.1)


Details of sector-specific PRSP plans are presented later in the report. 


Given that poverty is mainly concentrated in rural areas in Zambia, the growth-promoting programs are mainly directed to these areas—agriculture, tourism (game parks), agro-processing, small-scale mining and supporting infrastructure. The private sector is expected to lead in the development of these sectors, and there is a strong external orientation; it is intended to attract “quality investors” and consumers (tourists) from abroad, and new agricultural and manufacturing output will be largely for export.

The Private Sector Agenda

1.3 Macroeconomic Situation


At independence, Zambia was one of the wealthiest nations in Sub-Sahara Africa. The period from 1964 to around 1974 remains the most prosperous in Zambia’s economic history. Fuelled by high copper prices, the new Government invested heavily in new social and physical infrastructure, and in import-substituting industries located in various parts of the country. Gradually, all state owned enterprises were incorporated into a single holding company, Zambia Industrial & Mining Company (ZIMCO). Since ZIMCO did not operate according to financial principles, and at least one large entity within the group (the mining company, ZCCM) was turning a profit, this structure made it very easy to let successful enterprises finance loss-making industries. Inevitably, as the system eroded, GDP per capita started to decline; 

US$ per capita (1995 prices)
           GDP per capita in 1995 prices, 1960-2000
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Source: PRSP

The Zambian economy has been in more or less constant reform mode since the mid-1980s, but with full commitment since 1991. A timeline of economic reforms is presented below. 

1.4 Private Sector Policy Timeline


The main features of Zambia’s economic policy have been nationalisation during the first decade after independence, and almost complete reversal of this policy during the 1990s. The 1990s were a period of rapid change. While 80% of production was on Government hands in 1990, the figure is now the opposite, with 80% on private hands. The main policy developments are detailed below;

Zambia – PSD policy timeline





1964-68
Fairly liberal economic policy in years immediately after independence.
At Independence, Zambia was a middle-income country, among the richest in Africa and with a per capita GDP at the level of South Korea.

1968-1972 
The “Mulungushi Declaration”, similar to Tanzania’s “Arusha Declaration”, pronounces a more active role for the state. Price controls, high import tariffs, control of credit and overvaluation of the currency are main ingredients.


1975
Copper price collapse. Government starts heavy  borrowing to maintain consumption levels. 


1983-85
First IMF Structural Adjustment Program (SAP)


1987
After riots in Copperbelt, Government breaks agreement with IMF.


1989
All price controls abolished, except for maize. 


1991
Movement for Multi-Party Democracy (MMD) wins elections on platform of economic reform. The new Government inherits  GDP has declined to two-thirds of the level at independence.
GDP reduced to one-third of level at independence. Inflation over 90% p.a.; budget deficit 7.3% of GDP. Foreign debt service 68% of export earnings

1992
Privatisation bill passed in Parliament


1992-93
All restrictions on foreign transactions currency abolished; import and export licences eliminated.


1993
Maize and fertiliser markets opened. Lusaka Stock Exchange opened. 


1995
Value Added Tax introduced. 


1992-97
All import quotas gradually eliminated 


2000
Zambia Consolidated Copper Mines (ZCCM) unbundled and privatised.


1.5 The framework for PSD

1.5.1 Key legislation


Zambia’s economic regimes has been quoted to be among the most liberal in the world. Although practise may sometimes differ from this, the basic legislation is very open;

· Currency is freely traded, and. exporters have full retention. No restrictions on foreign exchange accounts.

· Dividends can be fully repatriated. 

· Free competition in every important market, following very wide-reaching privatisation programme.

1.5.2 
International relations

COMESA-FTA
Zambia has gradually increased preference to COMESA partners, who have previously paid only 60% of the general duty rate and from 31 October 2000 have formed a Free Trade Area (FTA) which is about to be replaced with a customs union in 2004
. Zambia has normally had a trade surplus with COMESA as a whole, but a deficit with Zimbabwe. 


The Zimbabwean imports have been very visible in the border regions and have caused of scepticism among many Zambians towards the FTA.  A problem, however, has been that Zambian allegations of dumping, fraudulent certificates of COMESA origin and other unfair practises have not been well substantiated, and this has made it difficult for Zambia to invoke the clauses of protection that are available within the COMESA , SADC or WTO framework.

WTO and SADC
Zambia is also a member of WTO, and a signatory to the Trade Protocol of SADC. 

AGOA and EBA 
The Everything But Arms (EBA) initiative, signed in Cotonou in June 2000, provides duty and quota free access to the EU for all Zambian commodities except arms (and with a phasing in for bananas, sugar and rice). The Africa Growth and Opportunity Act is a similar arrangement for the U.S. market, launched by the Clinton Administration in 2000.

1.5.3 Taxes


The taxation framework for Zambia is as follows;

Zambia – tax regime

Company profit tax
35% general rate

45% for banks with income > 250 MK

30% for companies listed on the stock exchange

15% on farming, non-traditional exports and chemical fertilizer manufacturing

Capital allowances
20% first year, then 5% on industrial buildings

2% per year on commercial buildings

25% on plant and machinery

20% on vehicles

50% on equipment for farming, manufacturing, leasing, and tourism

Individual tax
15% - 30%

Excise taxes
60% on gasoline, 45% on diesel fuel, 30% on petroleum gas, 5% on electricity, 5% on certain vehicles; various on alcohol, cigarettes and cosmetics.

Customs tariffs
Ad valorem taxes at 0%, 5%, 15% or 25% of c.i.f. value, except goods originating from COMESA countries, which are duty free. Rates are progressive with value added; most raw materials are in 0% or 5% bracket while most intermediates are subject to 15% and finished goods 25%. Simple average import duty is 14%.

Property transactions
2.5% on realisable value

Withholding tax
15%

Vale Added Tax
17.5% general rate

zero rate on exports; basic foods and agricultural products; medical supplies and drugs; and hotel accommodation in the Livingstone district. 

Double taxation agreements
With Canada, Denmark, Finland, France, Germany, Netherlands, India, Ireland, Italy, Japan, Kenya, Mauritius, Norway, Romania, South Africa, Sweden, Tanzania, Uganda, and U.K.

Source: Zambia Revenue Authority; 2002 Budget Tax Changes


The total tax burden on Zambian companies does not differ very much from that of neighbouring countries. It is likely that COMESA Free Trade Area and subsequent customs union will lead to a further convergence in tax regimes. Diligence and predictability in tax collection is often as important for investors as the nominal rates. A performance review of Zambia Revenue Authority (ZRA) has not been available, but anecdotal evidence suggests that it is variable. Tax collection nevertheless appears to be less of a problem in Zambia than e.g. in Tanzania – also partly because Zambia has a centralised system with no significant local taxes.

1.5.4 Investment incentives


Zambia offered a set of tax incentives to investors under the 1986 Investment Act, but this incentives system was abolished in 1996 because they were seen to distort competition. Today, there are no general incentives schemes but tailor-made concessions have been provided to strategic investors – usually as part of negotiations for privatisation of state-owned enterprises. A wide set of special provisions has been made i.a. for investors in the minerals sector. These provisions have been offered by the line Minister, who has such authority in Zambia.

1.5.5 Special zones


Zambia has no special investment zones today, but one of the strategies contained in the PRSP is to establish export processing zones (EPZs). A feasibility study for an EPZ in the Copperbelt was presented at a recent diversification workshop. 

1.5.6 Macro-economic indicators

NORAD commissioned a separate study on Zambia’s macro-economic situation in July 2002. Therefore, only some key parameters are presented here; 


Latest figure
Tr-end
Period; change from previous 
Comment

Real GDP growth
4%
(
Official GoZ estimate for 2002 (3.5% in 2000)
Low output in agriculture, but improvement in mining and trade. 

Inflation
22%
(
Overall CPI from June 2001 to June 2002. Was 18% in 2001.
Sharp increase in maize and other food prices due to shortage. Target for 2002 was 13%.

Budget deficit
8.1%
(
8.1% of GDP est. for 2001, compared with 7% in 2000
To be reduced to 5.7% of GDP by end of PRSP period (2004). 2002 will be difficult due to emergency imports.

Kwacha depreciation
28%
(
From Aug-01 to Aug-02, compared with 6% in 2001
Pressure on kwacha this year due to emergency imports.

273-day T-bill interest
32.6%
(
3d week of June 2002, compared with 52.9% in June-01.
See separate discussion on financial markets

1.5.7 Debt relief


Under the HIPC initiative, Zambia was approved for a debt relief of US$ 3.8 billion (US$ 2.5 billion in net present value, NPV) in December, 2000. The relief will be provided gradually, as Zambia meets the agreed criteria (including adoption of the PRSP). On a “floating completion point date” (not yet fixed), Zambia will be determined to have met these criteria. The debt relief will provide an average reduction in 45% of annual debt service, and 63% of total debts (in NPV terms) will be written off. Annual savings will be 230 MUS$ from 2002-05, and 130 MUS$ from 2006-15. However, compared with what Zambia has actually been paying, the savings will be “only” 30 MUS$ per year.

1.6 Enterprise and production structure

1.6.1 Structure of production


Many of Zambia’s resources have not yet been put into economic use. Notably, more than 80% of its arable land is still undeveloped, and more than 75% of its adult population are not formally employed. The structure of its formal economy, which now has a strong orientation towards trade and services, can be seen below;
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1.6.2 From centralisation to a competitive economy


Zambia has a tradition of extreme centralisation in its productive sector. Between 1964 and 1968, the public sector’s share of the economy rose from 14% to 80%. Most Government production was organised under a single holding company – Zambia Industrial and Mining Co (ZIMCO). The dominance of the public sector in Zambia was exceptional, even by international standards.  


Both credit and foreign exchange were administratively allocated, at highly subsidised rates (the kwacha was strongly overvalued, and real interest rates were negative). Smaller companies with no influence in the decision-making were therefore disadvantaged.


As the economy opened up, the general trend has been a reduction in manufacturing activity and an increase in retail trade, which is dominated by small companies. In addition, new entrants have joined the main markets;

Evolution of enterprise and competition structure in main markets

MARKET
1991
2001

Petroleum imports and wholesale
Monopoly
Oligopoly

Fertiliser imports and wholesale
Monopoly
Competition

Copper export marketing
Monopoly
Competition

Maize milling
Monopoly
Competition

Vegetable oil processing
Monopoly
Competition

Cement
Monopoly
Duopoly

Textiles
Oligopoly
Oligopoly

Banking
Oligopoly
Competition

Insurance
Monopoly
Competition

Telecommunications
Oligopoly
Oligopoly

Source; The Zambian Competition Regime, Consumer Trust Society

More than 800,000 jobs were created in Zambia during the first five years after liberalisation, and unemployment rates fell from 22% in 1991 to 16% in 1996
. However, the increased economic activity largely took only place in the informal sector. The number of jobs in the formal sector actually decreased, from 544,000 to 479,000. This development led to increased participation in the labour market by females, and reduced participation by males who held most of the diminishing formal-sector jobs within mining and manufacturing. 
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1.6.3 Firm size 

Around 120,000 companies are registered in Zambia, but the number in actual operation is not known. 

Large firms
Zambia’s largest companies are in the mining sector, whose total copper and cobalt turnover in 2001 was 300 MUS$. In agriculture, there are some relatively large companies such as York Farm and Agriflora, which has a turnover of around 30 million. In manufacturing, some of the largest companies (such as the fertilizer company, NCZ) have collapsed after the economy opened up, and there are few large companies left. A handful of banks with international ownership (e.g. Stanbic, Barclays and Standard Chartered) operate in Lusaka and other main cities, but the sum of all banks’ balance sheets is probably less than 300 MUS$. Other large companies are mostly related to infrastructure, such as the railways, power and telecommunication companies. Last but not least, a few international hotels (Sun, Inter-Continental and Holiday Inn) have invested in Livingstone and Lusaka.

A result of Zambia’s economic reform is that there are few companies of any size with more than ten years’ track record in Zambia – at least within a competitive business environment. The sector’s performance and organisational issues must be seen in this light.

Medium sized firms
Some medium-sized companies have emerged and contrary to the large companies, these are often run by private indigenous Zambian businessmen. The family company is the prevailing model for this group, which includes wholesale and retail trade, transport, motor vehicle vending and repair, poultry farms, petrol stations under franchise, etc.  Small hotels and restaurants, often with Greek or Asian ownership, are also in this group.

Small firms
Most of Zambia’s companies are small, and employ only the owner and his or her family. Particular concerns for the small-scale companies are discussed in Chapter 4.9.

1.7 Institutions

1.7.1 Zambia Investment Centre


Zambia Investment Centre (ZIC) was created under the1990 Amendment to the Investment Act of 1986. Its original mandate included issue of Investment Certificates that granted special tax and duty incentives. These incentives were abolished in 1996, however.


An interesting feature of ZIC is that its Investment Certificates are not mandatory. Any company can do business in Zambia without them. The practical implications of this is that ZIC is supposed to provide holders of an Investment Certificate with additional assistance that justify the time and money needed to obtain the document (the total fee is 1750 US$, plus V.A.T.). This seems to have been an issue particularly with respect to immigration, as working permits have not been forthcoming to investors without an Investment Certificate (this is a matter of administrative practise, not formal regulations). In addition, the Certificate provides an investment protection guarantee under its statutes (this is the only formal benefit of the Certificate). 


ZIC also has a promotion function. However, this does not seem very vigorous. 

1.7.2 Export Board of Zambia 


The Export Board of Zambia (EBZ) is a statutory body created under the Export Development Act of 1985. Its mandate is to promote non-traditional exports, which are defined as any exports except minerals and gemstones. 

1.7.3 Chambers of Commerce


Zambia Association of Chambers of Commerce and Industry (ZACCI) has ten active local chambers of commerce. Membership is quite low, however, e.g. with only 49 paid-up members in Lusaka and between 70 and 90 each in Kitwe and Ndola. The local chambers, and their umbrella organisation, ZACCI, therefore have very limited budgets. At present, five of six positions in ZACCI are vacant. 


Despite limited resources, the chambers of commerce do a commendable job in providing advocacy for the private sector – particularly for the larger companies, who make up the bulk of the chambers’ membership. Their latest efforts include a unilateral embargo on imports of cement, cigarettes, timber, dairy products, and soycake from Zimbabwe, invoking Article 61 of the COMESA declaration (an anti-dumping clause that has been dormant in practise). 

1.7.4 Zambia Privatisation Agency


ZPA was created under the Privatisation Act No. 21 (1992). To date, 257 of the 280 companies in its original portfolio have been privatised. Some of those that remain are large companies with difficult financial prospects, and/or complex relations to creditors and employees. They include Zambia National Commercial Bank, the TAZAMA oil pipeline and the Indeni refinery (see Chapter 4.2.2), Kafue Textiles, Ndola Lime, and Nitrogen Chemicals of Zambia. 


For the longer term, ZPA is preparing privatisation of Zambia Postal Services Corporation, Zambia Educational Publishing House, and Zambia State Insurance Company, Zambia Electricity Supply Company, and 20% of the shares in Zambia Telecommunications Co. Ltd. among others. However, these transactions are still pending final Government approval.

1.7.5 Court System 


Zambia’s court system is influenced by British practise. Its key courts are the High Court and the Supreme Court. The Zambia’s court system has been widely criticised as being slow-moving and prone to influence. This has no doubt eroded the confidence in many of the PSD-friendly legal reforms that Zambia has launched during the last decade. 


A Commercial Court has recently been established (2000). It is too early to tell whether this will provide an improvement.

Constraints and possibilities

1.8 Availability of financial services

1.8.1 Commercial Banks


Zambia’s commercial banks have most of their loan portfolios in overdrafts and seasonal crop financing for agriculture. Lending to Government has now surpassed lending to the entire commercial sector;  

Total portfolios of Zambia’s commercial banks


Loans to private sector and parastatals

(Loans and overdrafts)
Loans to Government

(Government Bonds and Treasury Bills) 
Deposits

Dec. 2001
295 MUS$ (1127 bnK)
282 MUS$ (1079 bnK)
325 MUS$ (1243 bnK)

May 2002
300 MUS$ (1228 bnK)
316 MUS$ (1295 bnK)
306 MUS$ (1252 bnK)

Source: Bank of Zambia 


The commercial bank portfolio is held by four large banks (Stanbic, Barclays, Citibank, Standard Chartered, and Zambia National Commercial Bank), a few medium sized banks such as African Banking Corporation, and a dozen or so smaller banks that function as lenders of last resort to higher-risk clients. Long term project financing is a virtually non-existent product among the private commercial banks. 


As shown below, Zambia has consistently had the highest interest rates among NORAD’s main partner countries, although it has been surpassed by Malawi in the most recent years; 
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Real interest rates have been very variable, since inflation and exchange rates have varied. However, the fact that Zambia’s private sector has faced interest rates above 40% p.a. for most of the last decade has doubtless contributed to the reorientation of the economy towards trade, services and other activities with quick capital turnover ratios. A more detailed discussion of the interest rate issue is presented in Chapter 5.3.4. 

1.8.2 Long-term facilities


Zambia National Commercial Bank (ZNBC) is a government-owned bank that has a long term portfolio of a certain size, primarily to present and former parastatals. Similarly, Development Bank of Zambia (DBZ), another government-owned bank, does have a sizeable long-term portfolio but has considerable financial problems and is presently not offering new loans.  


Apart from this, the market for long term lending in Zambia is almost exclusively based on donor initiated facilities. These include the World Bank financed Private Enterprise Development Fund (a 30 MUS$ facility operated by commercial banks at market interest rates), European Investment Bank (a 15 MEUR facility also operated by the commercial banks); EU’s Private Sector Development Project (2 MEUR facility for loans up to 0.5 MEUR) and NORSAD Agency (portfolio of 9 projects and 41.2 MDKK portfolio in Zambia per 31 December 2001).

1.8.3 Equity market

Stock Exchange
Lusaka Stock Exchange (LUSE) came into operation in February, 1994. Total capitalisation per 30 June 2002 was 232 million US$, which is considerably higher than the capitalisation on the stock exchanges e.g. in Tanzania and Mozambique. However, the real “float” is only about 10% of this, since most of the 14 traded companies are either former parastatals (such as Chilanga Cement, ZCCM, etc) who circulate a small fraction of its shares after having found a strategic investor, or they are Zambian affiliates of foreign conglomerates such as Standard Chartered Bank and Trans Zambezi Industries, who circulate the “local” part of their stock.  


LUSE’s major problem after eight years of trading is one of very low liquidity. Average daily trading volume in June, 2002 was only 1.5 million kwacha, or US$ 350, with only five transactions per day. Considerable attention has been paid to developing LUSE, including support from Norway to a regulatory framework. However, there is at present not enough demand for equities in Zambia to allow the stock exchange to function as a source of new capital through new issues, or as a credible exit window for providers of start-up capital. Between 1998 and 2002, returns on LUSE were 3,5% p.a., which is of course far below inflation and deposit interest rates;  

[image: image6.emf]Lusaka Stock Exchange All Shares Index 

(2. January 1997 = 100.00)

0,00

50,00

100,00

150,00

200,00

250,00

300,00

Jan.97Jul.97 Jan.98Jul.98 Jan.99Jul.99 Jan.00Jul.00 Jan.01Jul.01 Jan.02


Equity funds
Bilateral investment funds operating in Zambia include IFU of Denmark (2 projects in Zambia), Swedfund of Sweden (2 projects, 14.8 MSEK equity investment), and FMO of the Netherlands (0.5 MEUR equity in addition to 4.9 MEUR loan portfolio). However, by far the most significant of these institutions is CDC Capital Partners plc, who maintains a 100 mn US$ portfolio in Zambia within a variety of sectors, particularly in agriculture and mining. CDC advised the team that its return on this capital is well below opportunity cost (T-bill rate), although details were not provided. (CDC will probably sustain a considerable loss in the Konkola Copper Mine, where it has invested 9% of the equity). 


Neither NORFUND nor NORSAD has yet made equity investments in Zambia (NORSAD has only very recently been mandated to subscribe equity). NORFUND, however, owns 50% of Aureos Capital, which has a management contract for the portfolio of Zambia Venture Capital Partners Ltd. – a CDC initiated fund which invests in smaller projects than those taken on CDC’s own balance sheet.

1.8.4 Microfinance

Microfinance status
The microfinance industry in Zambia is quite young, it emerged in the middle of the 1990s. There are about 43 microfinance institutions (MFIs) in Zambia today (Musona and Coetzee 2001). About 23 MFIs are members of the Association of Microfinance Institutions in Zambia (AMIZ), an organization financed by Sida. The role of AMIZ is to promote good practices among its member institutions as well as appropriate regulations and supervision of MFIs. Many MFIs are inactive due to ease of entry and lack of capacity to run an MFI, and prospect of donor funding. The capacity and outreach of Zambian MFIs are rather low, estimated total number of clients nationwide are 20,000 (ibid.). However, several stakeholders are currently working to enhance the outreach of the microfinance sector (e.g. Bank of Zambia, AMIZ, donors). 

Microfinance regulation and supervision
IRIS (Center for Institutional Reform and the Informal Sector)  is working under joint Sida and USAID financing to provide advisory services to the Bank of Zambia (BOZ) for the development of microfinance regulations and supervisory capacity. In preparation for the development of regulations and supervision systems, the Bank of Zambia has completed a national MFI survey with support of IRIS. Under the new Banking and Financial Services Act, MFIs are classified as non-bank financial institutions (MFIs, leasing companies, finance companies, etc), and will be supervised by the Department of Non-Bank Supervision of the Bank of Zambia. Bank of Zambia and AMIZ have jointly drafted the proposed legal framework for MFIs. Over the next two years, the BOZ will develop and implement a system to meet the objective of a safe, sound, stable and efficient microfinance market environment in Zambia. This is anticipated to serve broader goals of deepening the financial sector and making it more accessible to Zambians, as well as making financial markets more accountable and responsive generally. The project will develop regulations and systems for effective supervision of MFIs, develop the BOZ’s capacity to implement the supervisory system effectively, and assist MFIs to understand and comply with regulation and supervision requirements.

1.8.5 Other financing instruments


Suppliers’ credits are a common financing method – which is often compounded by late payments. Leasing is not widely used in Zambia, although there is a tax advantage. Down payments are used in the consumer goods sector. 

1.8.6 Business development services


Much of Zambian business has less than ten years’ experience from operating in a competitive environment. However, there are few business development services available that could help companies with product development, market research, technology acquisition, and other risky, but forward-looking activities. Most Zambian companies can only afford a very short time horizon. 


An overview of donors providing support to business development services is provided in Chapter 5.1.

1.9 Availability of non-financial resources

1.9.1 Human resources and skills development

The parastatal legacy has left Zamba with an unproductive labour force, but at the same time, the country has an industrial tradition in the Copperbelt region which is matched by few countries in Africa. Labour relations are generally peaceful, although there has been unrest related to retrenchment during the privatisation process. According to ILO in Lusaka, wages are lower in Zambia than in Zimbabwe and even in Malawi, although no systematic comparative data are available. On the balance, Zambian labour may well be competitive from a cost-to-quality perspective, but there is a need for vocational skills.

Employees in Zambia enjoy very strong protection against dismissal; a termination benefit of 3 months’ salary per year of service is a statutory requirement. This regulation has doubtless caused many firms to be reluctant with respect to formal hiring, and there has been a tendency towards “casualisation” of labour, to avoid retrenchment liabilities. 

Many companies report that finding good Zambian middle managers is difficult. This problem is similar to many other African countries, but could be particularly high in Zambia with its strong parastatal tradition.

HIV/AIDS
Adult prevalence was 21.5% at the end of 2001. About 1 million adult Zambians live with HIV/AIDS – more than the total formal-sector workforce. The epidemic represents a high cost for Zambia’s economy and private sector.  


Some good signs have been recorded among 15–29-year-old urban women, where HIV/AIDS prevalence declined from 28.3% in 1996 to 24.1% in 1999. A similar decline was noted among rural women aged 15–24, where prevalence fell from 16.1% to 12.2% in the same period. 

1.9.2 Energy

Fuel
The most immediate constraint in the energy sector is the cost – and to some extent even the availability – of petroleum products. Diesel fuel costs more in Zambia than in its main trading neighbours
;
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Zambia’s only refinery, Indeni (in Ndola) processes Middle East crude, transported through pipeline from Tanzania, into a broad product line. Production at Indeni has been interrupted by fires, both in Zambia and in Tanzania, and imports of finished products were required during repairs. According to a World Bank financed study by Cuneo Associati, there is surplus refinery capacity in southern Africa and smaller refineries such as Indeni are not cost-efficient. Indeed, refining costs at Indeni are said to be 25 US$ per mt compared with US$ 10-15 in South Africa.


A second problem in Zambia’s fuel market has been the efficiency of the petroleum distribution entity, Zambia National Oil Company (ZNOC). Inefficient management of ZNOC contributed to high fuel costs, but the company is now in liquidation following large financial losses and alleged corruption.


The new government must quickly reconcile both the future structure of the oil and fuel market and its strategic position with respect to Indeni. A political vision that Zambia should still have a refinery could require protectionist interventions that could contribute to continued high costs. 

Electricity
Electricity prices in Zambia have traditionally been among the lowest in the region. This is still the case, but the situation is variable. 


The consumption tariff for commercial users is 154 kwacha, or 3.4 US-cents. However, in addition the fixed monthly charge is 27,500 kwacha, which brings the total cost for say 500 kWh/month (similar to the usage for a small restaurant) to about 4.6 US-cents. A consumer with a similar usage profile in South Africa would also pay 4.6 US-cents per kWh. 


The Team was obviously unable to make any in-depth assessment of Zambia’s electricity prices, but would suggest that connection fees are perhaps a more serious constraint to business development than the cost of use once a connection has been put up. All new customers must pay the full cost of line extensions, service lines and a meter deposit, and also for a transformer if needed. These costs can run up to several thousand US$ even for small companies, particularly if they are located some distance from the existing grid. The up-front costs are compounded by the high cost of financing in Zambia. A financially stronger ZESCO, with capability to pre-finance connection costs (and recover then through higher tariffs), would both ease companies’ financing burden and accelerate the uptake (market penetration) of new electrification schemes.  In particular, the connection fees for irrigation, which usually requires long dedicated lines, are often prohibitive today
.


Future extensions of Zambia’s electricity sector shall be driven by the private sector. A separate body named Office for the Promotion of Private Power Investments (OPPPI) has been set up to promote, tender and license these projects.

1.9.3 Telecommunication

Fixed line network
Zambia has one fixed line telecom operator, the state-owned Zambia Telecommunications Ltd. (Zamtel).There are currently 83,000 fixed-line subscribers, and there has been virtually no improvement in the outreach after commercialisation of Zamtel.

Zamtel’s long-distance network is based on microwave radio, established during the first part of the 1980’s and connects the cities and bigger villages.

Both the transmission network and the city exchanges are generally based on analogue technology – it works relatively well, but the capacity can not be increased because it is based on outdated technology which is no longer in production. 

However, a new, modern digital line from Lusaka to Chipata (Malawi border) is under construction.

Subscriber lines are hardly existing outside the cities and some bigger villages.

The Team could also observe that overhead telephone lines (on poles) along the roads were no longer operative, and the Communications Authority could confirm that the theft of copper cables is a big problem.

The Team did not observe any coin or card telephones for public use.

Mobile network
In 199, telecom was opened up for the private sector. Since 1996 investment has occurred in mobile telephony, which has now surpassed the number of fixed-lines connection. 

The GSM market is shared between Celtel (73,000 customers) and TeleCel (45,000 customers) – two private companies – while the incumbent, Zamtel, also has a small mobile subscriber base of 4,500 (analogue system), but does not yet have GSM in service.


Mobile services were in August 2002 available in Lusaka, Livingstone, Chana, Masabuko, Kafue, Kabwe, Ndola, Mzanza, Mutilira, Kitwe, and Chingola, but not along the roads between the cities.

Internet
Different Internet Service Providers offer their services and have approximately 9,000 subscribers.

Outreach
Telecom services are working relatively well in the cities and some bigger villages, but in the rural areas it is in general non-existing.
1.9.4 Transport

Railways
Zambia has railway connections to Zimbabwe (at Livingstone), Tanzania (at Nakonde) and D.R. Congo (at Lubumbashi). The line between Kapiri Mposhi and Dar es Salaam is owned by Tazara, a joint Tanzanian-Zambian company. All other railway infrastructure in Zambia is owned by Zambia Railways Limited (ZRL), who also owns the rolling stock. 


The average rail tariff in Zambia is high (US$ 0.04 per ton-km, compared with around US$ 0.02 per ton-km in efficiently run railways such as in USA). The state of the infrastructure is among the worst in southern Africa, and poor reliability of the service causes many transporters to prefer road haulage, even though this has a higher price (the average road tariffs range between is US$ 0.07 and US$ 0.10 per ton-km). 


Between 1991 and 1999, freight handled by ZRL declined from 3.5 to 1.6 million mt, while the number of passengers was roughly stable at around 0.8 million. With assistance from SIDA, external management was brought in and the performance improved. However, this was an intermediate solution as full privatization has now been introduced with the concession awarded to a consortium led by Spoornet, the South African state railway. 


Privatization plans have also been aired for the Tazara line, but the time table is not known. Tazara is the cheapest route to sea, and particularly practical for Zambian exports bound for Middle East and Asia, but usage is limited by a perceived lack of capacity and reliability at Dar es Salaam Port Authority
.

Roads
Sixty per cent of cargo in Zambia is hauled by road. From Lusaka, Zambia is linked to Zimbabwe, Namibia, Malawi, Congo and Mozambique via the country’s arterial road system; Kafue Road, Mumbwa Road, Great East Road, and Great North Road, respectively. These roads are in relatively good condition. 


The secondary road system has been partially upgraded under the RoadSIP-I project (to which Norway has contributed), but transport costs remain very high within Zambia. According to the PRSP, transport costs represent 60%-70% of the cost of producing goods and commodities in Zambia. Of the total gazetted road network of 37,000 km, around 6,500 km have bituminous surface; gravel roads account for around 8,500 km and the rest – 22,000 km – are earth roads. Sectors such as agriculture and tourism will need much better feeder roads to develop further. 


Maintaining good roads is a huge task in Zambia. Relative to its economy and population parameters, the country already has a paved road network that exceeds the average of sub-Sahara Africa – including Zimbabwe and South Africa. The large investments under RoadSIP-I have already increased the percentage of paved roads in good condition from 20% to 44%, and the upcoming RoadSIP-II will doubtless continue the improvements. However, strong economic growth will be needed to enable Zambia maintain the upgraded network.

Air transport
Zambia has four main airports (Lusaka, Livingstone, Mfuwe, and Ndola), and 140 small air strips. Zambia Airways was put into liquidation in 1994, and inland air transport is now dominated by small private carriers, some of whom have collapsed. Zambian Airways and Zambia Skyways are among the companies that operate within Zambia; Zambian Airways also has a route to Harare. Other international connections are handled by foreign carriers, i.a. British Airways, Kenya Airways, and South African Airways. 


For exports, air transport is mainly used for perishable products – mainly vegetables and cut flowers. The current rate to Amsterdam is around US$ 1.50 per kg which is lower than rates from Harare but 15%-20% higher than rates from Nairobi.  The handling capacity for cold storage at Lusaka Airport is one-third of the capacity at Harare and one-fifth of the capacity at Nairobi, but is sufficient for the present volume of exports. A more serious bottleneck is the lack of facilities at Ndola Airport, which could have serviced farmers further north, such as the Mkushi Farming Block. 

1.9.5 Access to Land


Zambia has vast areas of unused land, with 77,000 km2 of arable land (an area double the size of Denmark) undeveloped, of which around 4,000 km2 could also be irrigated. 


Zambia’s Land Act is from 1975. Its main concern was to provide access to the land for the poor – not to stimulate a modern land market needed for Zambia’s present capitalist economy. A new Act is under development.


The present legislation defines two types of land. They are customary land which is allocated by the traditional Chiefs, and leaseholds, which are allocated by the formal authorities. Leaseholds can be for a period of up to 99 years, and can be traded freely. However, since 94% of Zambia’s landmass is under customary law, legislation is quite inadequate for much land needed for commercial expansion. This is particularly the case for such priority areas as agriculture and tourism, which need land outside of the urban areas. The framework is also inadequate for the leasehold areas, as companies have been reported to wait up to seven years for allocation. 


The land registry has a new computerised system, which is said to function well. However, this has not put an end to land disputes, partly because of inconsistencies inherent in old data, and partly as a result of purported misuse.


Unfortunately, the most liquid land market in Zambia is for residential homes and office buildings for rent to donor agencies and international companies (this situation is similar to many African countries). Banks do not trust the second-hand value of industrial property, and are therefore extremely reluctant to lend even though the legal system for enforcement of collateral is said to be working quite well. 


The new Land Act is expected to provide a greater degree of Government influence over communal land, i.a. to ensure that commercial farms are developed in every region. It may also introduce reforms designed to create market-type mechanisms for communal land

1.10 General constraints 

1.10.1 Legal Impediments


There are comparatively few legal impediments against business in Zambia. However, the slow-moving and influence-prone court system remains a serious bottleneck which nullifies much of the progress that has been made with respect to making the legal system conducive for PSD. 

One issue that should probably be revisited, is the practice of awarding duty-free imports of rawmaterials and equipment to priority investors, such as in the mining industry. This has created a distortion of competition to the disadvantage of local producers of the same raw materials, who have already paid duties on their inputs. The local manufacturers do get credit for duty at a later time, against proof that they have sold to a duty-exempt client. However this procedure is both time consuming and costly, since interest is not refunded. 

1.10.2 Corruption

Zambia is ranked no. 75 on Transparency International (TI)’s Corruption Perception Index for 2001. Compared with the other main partner countries where NORAD carries out PSD studies, this rates as follows;

TI Corruption Perception Index Rating in Countries included in 

NORAD PSD Reviews


Malawi
Zambia
Tanzania
Uganda
Bangladesh
Sri Lanka
Mozambique

TI rating
61
75
82
88
91
Not rated
Not rated

The corruption problem is seldom mentioned among the largest constraints to business in Zambia, neither in existing literature nor in the company interviews carried out by the Team. This is despite the fact that charges of far-reaching corruption during the last decade is among Zambia’s most potent political issues at the moment. In a survey among the private sector in 2001, TI Zambia found that all respondents said corruption had a negative effect on their business. 

Some cases of possible grand corruption have caused public attention. They include the sale of some of ZCCM assets; cobalt sales by ZCCM below market prices (possible losses over MUS$ 100); and the recent bankruptcy of the oil distribution company, ZNOC, which lost over MUS$ 100 and is a heavy liability to Zambia National Commercial Bank, to which it owed MUS$ 50. In addition to this, it is widely accepted as a fact that illegal gemstone trading involves public officials (see Chapter 4.6).

The new Mwanawasa government has put the fight against corruption very high on its political agenda, and there is hope that its efforts will be successful. 

1.10.3 Gender


Gender is not seen as a major constraint to doing business in Zambia, although the Team was not able to assess the issue in detail. 


Thirty per cent of land allocations under the leasehold system is reserved for female applicants. This gives women entrepreneurs a certain minimum access to land which can be put up for collateral. However, access to collateral is of relatively less importance in Zambia today, as credit is restricted by many other factors – both for men and women. 


The growth in the informal economy has increased the economic participation of women in Zambia (see Chapter 4.2.1). 


A dedicated institution – Zambia Federation of Associations of Women in Business (ZFAWIB) provide advocacy for businesswomen.

1.11 Agriculture

1.11.1 Overview of the agriculture sector 


Zambia’s landmass is 752,000 km2. Of this, around 90,000 km2 is arable, but only 13,000 km2 has yet been cultivated. Of this again, 4,230 km2 is suitable for irrigation, but only 400 km2 is under irrigation today.


A major feature of Zambia is that it is large, and that so little of its area is under economic use. This requires long (and hence expensive) roads, power transmission lines, telecommunication links, etc. to develop the rural areas. Not only physical transport, but extension of management control, credit, and market information become costly and undependable. As a result, much of Zambia’s agriculture is subsistence-oriented. 

 However,  Zambia compares favourably  with  neighbouring countries with regard to arable land per inhabitant,  climatic conditions such as rainfall, temperature soil quality etc. Trade is hampered by long distances to export harbours and thus high transport costs. Zambia has not managed to take profit from a natural advantage in competing  with imported agricultural produce. 

Overview of opportunities in various crops

General
Maize is by far the most important crop in Zambia, with an annual average production of about one million mt. Due to costly transport, Zambia is eager to diversify its agriculture by developing new, export-oriented crops with higher value-to-weight ratios. These include cotton, vegetables, coffee, paprika, and cut flowers. These products are discussed below, although they still have a minor impact on the sector as a whole. Space does not allow a full presentation of volumes, values and production trends in Zambia’s agricultural sector, or regional comparisons. Productivity in cereal production is low, with very limited use of manure and fertilizers. Interested readers could refer to FAO production yearbooks for further information. 

Maize
Zambia’s staple food, Nshima, is made from maize meal (“mealie meal”). It is by far the country’s most important agricultural crop. 


Maize has a low value-to-weight ratio, so high overland transport costs within Zambia limit dynamic trade. Zambia also lacks bulk handling facilities, and exports consignments must therefore be packed in bags, which add to the high transport costs. There is also a widespread perception in the market that the significant annual volume and price variations leave the market prone to political interference. Traders in South Africa have often “burnt their fingers” in Zambia, buying forward-contract maize that has not existed and therefore prefer to place their orders elsewhere (e.g. in the U.S., from where freight costs to Durban are sometimes lower than from Lusaka).


Zambia has sometimes been called a potential “maize basket” for the region. While this could be true from the point of natural conditions, logistical problems and market volatility limit export-led growth in practise. Zambia consumes about 1.2 millions mt of maize per year, and the country has only been in surplus in two seasons since 1995. It should also be noted that 70% of Zambia’s maize production is never brought to a cash market at all – being retained for subsistence consumption. 


Having noted these limitations, it is also clear that there is a potential for local cross-border trade. Maize trading is one of the most competitive economic activities in southern Africa, and Zambia holds a clear advantage in supplying to D.R. Congo’s Katanga Province, which has 7.5 million inhabitants. Southbound trade with North Matabeleland and West Mashonaland provinces in northern Zimbabwe have previously been at import surplus, but this could be reversed with reduced output in Zimbabwe. 

Wheat
As opposed to maize, wheat is grown in Zambia as a winter crop under irrigation. Therefore, almost all of the production, which varies from 55,000 – 70,000 mt per year, is grown on commercial farms. There is a growing market for wheat in Zambia, who is a net importer (annual consumption is around 150,000 mt), but currency distortions in Zimbabwe have made import competition difficult and the number of wheat growers has reportedly decreased by 70%.  

Sorghum
White sorghum is a smallholder crop which is pounded into a flour for use as staple food. Birds are the main problem with white sorghum, and much labour must be devoted to scaring and trapping of birds, which is normally done by children. For this reason, commercial farms prefer red sorghum which is distasteful to birds but is more useable for beer brewing than for food consumption. According to a ZAMTIE report, there is a potentially lucrative market for both white and red sorghum in Botswana, but Zambian producers must first demonstrate reliable supply and quality. 

Rice
Zambian rice is grown mostly in the flood plains. Nearly all rice production in Zambia has been initiated under donor-driven projects, and Zambia is at present not seen as a competitive producer.

Soybeans
South Africa and Botswana import more than 150,000 soybeans annually, but Zambia has previously been at a competitive disadvantage to Zimbabwe, which is closer to these markets. Soybeans is widely used for animal feeds, and a stronger domestic market could emerge if the livestock sector develops well. Export potential could also improve with the disruption in Zimbabwe’s commercial farming sector (soya is mostly grown on commercial farms, since inputs are expensive).

Cotton
Cotton is an important crop for smallholders, who rely on rain-fed areas and produce a short staple which is used for rough textiles and for blending with finer produce.  However, commercial farms also grow irrigated cotton of a higher quality. Total production has increased from 30,000 mt in 1990 to 75,000 mt today, and cotton now provides 20% of Zambia’s non-traditional exports. 


Many stakeholders interviewed for this study were optimistic about future cotton developments in Zambia, although the world market prices for cotton have been declining for many years. Cotton requires intensive management and has therefore been widely targeted for various forms of outgrower systems, operated by private companies such as Dunavant, Clark, Amaka, and Swarp. Ginning capacity is now 150,000 mt, while the production record (from 1998) is 104,500 mt. Losses in the outgrower schemes have eroded some of the trust between the operators and their outgrowers. Meanwhile, Zambia’s own textile industry has largely succumbed from import competition, and most yarn is now sold to Europe, South Africa and Mauritius for processing. 


The AGOA provisions will afford Zambia with new export possibilities for cotton, because they not only ensure that Zambia’s own garments can be exported duty-free to the U.S. but that duty will also be abolished for supply of inputs to other textile manufacturers that hold an AGOA visa, e.g. South America and Mauritius. These countries have traditionally imported much cotton from Egypt, India and Zimbabwe, none of which will benefit from the same arrangements.


Even with low prices, cotton may still be a profitable product for smallholders in Zambia. A system that could reinstate confidence in outgrower contracts would greatly benefit the sector, and also ease the provision of credit for expansion. 

Coffee
Zambia started to produce coffee in the mid-1980s and now has an annual output of around 6,000 mt. Zambia has excellent conditions for coffee, which grows best at altitudes above 1200 m.a.s.l., although irrigation is needed in most areas in Zambia. Coffee is therefore mainly produced on commercial estates, despite efforts by EU and World Bank to promote smallholder systems (there are now 520 smallholder coffee growers, but they record lower yields per hectare and contribute less than 1% of total production).


Because coffee plants must grow for 2-4 years before they can be harvested, it is particularly difficult for this activity to develop with the current high interest rates in Zambia. Nonetheless, production is set to double with the plantations that have already been initiated. Analyses clearly show that coffee is a potentially very profitable crop for smallholders under outgrower schemes. 


Zambian coffee is of high quality. A Zambian brand, Zambica, has been introduced on the gourmet markets in San Fransisco and other cities on the U.S. West Coast. However, more intensive marketing to high-paying niches is limited by lack of volume to justify initial marketing expenses.


It appears that Zambia could expand this sector and that development of mutually profitable outgrower systems is a route towards this end, i.e. along some of the development models already discussed for cotton.

Vegetables
The market for Zambian vegetables has changed considerably. Previously, vegetables were traded in bulk by wholesalers. However, as European supermarkets have been consolidated into large retail chains, vegetables are increasingly sold in ready-made packages directly to the supermarkets. 


Of course, vegetables require a dependable refrigerated storage and transport chain. In Zambia, the large producers maintain their own cold trucks and also own the cold storage facility at Lusaka Airport, through Zambia Export Growers Association (ZEGA). This facility has the capacity to handle just over 12,000 mt/year – slightly more than the around 11,000 mt handled this season. It is generally functioning well. 


The logistic systems restrict export-oriented vegetable growing to an area within a radius of 200 – 300 km from Lusaka. Further growth within this area will depend on development of e.g. Ndola Airport, and probably also on expansion at Lusaka in the longer term.  Improvements at Ndola could offer opportunities e.g. in the Mkoshi farm block, but this is a chicken-and-egg type situation where no one will invest at Ndola before the cargo is there, and cargo will not be there until growers know that handling facilities will be available.

Cut flowers
In 2000, Zambia exported cut flowers for 33 million US$ - about the same export value as all primary agricultural products. The industry has developed almost from scratch during the 1990s, and it is dominated by businessmen who are very internationally oriented and have little traditional farmer “ballast”. 


Cut flowers share many logistic similarities with export-oriented vegetables, and the large companies such as Agriflora are involved in both activities. ZEGA’s cold storage warehouse at Lusaka Airport (see above) handles roses and vegetables on a 40:60 ratio.


Declining prices in the international market (mainly the Amsterdam flower auctions) have put around half of Zambia’s 30-40 cut flower producers into serious financial difficulties, particularly smaller operations with high debt gearing, no economies of scale and limited diversification with other products. Further development of the sector seems uncertain in the short run.

Paprika
Paprika is also a relatively new crop in Zambia, and has grown rapidly since its introduction in the 1990s. Private investors have now installed a grinding mill with the capacity to process 3250 mt of paprika annually. This will enable value-added activities of this promising crop. 


Zambia has captured 2% of the world market for paprika, which is sold to the food-ingredient industry. It now involves some 30,000 outgrowers, and the largest operator is the Netherlands-based company Cheetah Paprika. Side-selling among outgrowers has been an even larger problem with paprika than with other crops, because of its high value. 

1.12 Tourism

Tourism assets
Zambia’s main tourist assets are wildlife and Victoria Falls. Around one third of the country’s total landmass – an area roughly the size of United Kingdom - is set aside as wildlife conservation areas. The most important parks are; 

Park
Size
Attractions
Accessibility

Kafue
22,400 km2
Africa’s third largest park with hippos, elephants, large cats, fishing, etc.
April-October, by air charter (landing strips at 6 camps) or robust vehicle

South Luangwa
9.050 km2
Almost all famous African wildlife
April – October. Mfuwe International airfield, or long drive from Lusaka

North Luangwa
4,636 km2
Buffalo, lion, leopards
Closed for visitors until 1980s. Access only with operators.

Lower Zambezi
4,092 km2
Fishing- elephants, buffalo, zebra, birds (few large cats)
Roads not structured for vehicle access.

Mosi-U-Tunya (Livingstone)
66 km2
Near Victoria Falls. Antelope, zebra, ziraffe, white rhino.
Easy access with car from Livingstone

Source: Zambia National Tourist Board (website: www.zambiatourism.com)
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Official figures for 2000 state 457.419 international arrivals. However, this figure is greatly overstated, since it includes all arrivals whose stay in Zambia is between 24 hours and one year. The number of “real” tourists is probably closer to 40-50,000. Tourism earnings for 2000 are reported at 91.2 MUS$, which makes the sector larger than cobalt in terms of export revenue. However, these figures may also be overstated, and exact data on tourism’s present contribution to the Zambian economy do not exist. 

Tourism liabilities
The sector’s main liability is poor infrastructure, which leads to a series of related problems. Many of the most important roads into the wildlife areas are inaccessible during the rainy season. This shortens the season to about five months (from March to August or September), and tourism investments remain idle for half the year. 


Poor roads also hinder combination trips. For example, tourists who visit Victoria Falls would normally be interested in combining this with Kafue National Park, which is one of the world’s five largest parks. However, since there is no good-quality direct road connection, this would involve a considerable detour (see map above), and most operators therefore prefer to combine Victoria Falls with Hwange in Zimbabwe. Similarly, travel between Victoria Falls and Lower Zambezi and between Luangwa Valley and the other sites is time consuming. Some operators use charter air travel to compensate for the inconvenience of overland travel within Zambia, but this makes combination trips expensive. The average cost for a UK tourist on a 14 days’ trip to Zambia is already more than 2,000 GBP. 

Product development and PRSP strategy
Zambia can now offer many “new tourism” products such as rafting, kayaking, river boarding, jet boating, bungee jumping and micro-aeroplanes in addition to “traditional” 4x4D vehicle safaris, walking safaris, fishing safaris etc.

The PRSP has selected five areas for special attention; Kafue, Luangwa Valley, Zambezi, and Livingstone/Victoria Falls. The highest priority is for improved roads and airstrips. As shown above, only one of the PRSP priority zones (Livingstone) is easily accessible overland, and only one of the others (South Luangwa) has airstrips of any significance.

1.13 Mining and Gemstones


Zambia is located in the mineral-rich African plateau which stretches from Katanga in D.R. Congo to the diamond fields of South Africa. The Copperbelt area is one of the world’s richest minerals centres, and there is evidence that copper was in circulation and used in central African trade before colonisation. 


Modern mining industry dates back to 1902. Shortly after Independence, all mines were nationalised and remained on Government hands until 2000. 


Copper is the main resource, and still represents 65% of Zambia’s export earnings. Zambia is the world’s fourth largest producer of copper, and the sixth largest producer of Cobalt. However, there are also resources of coal, lead, zinc, aquamarine, amethyst and tourmaline.


Of particular interest is emeralds, which are found throughout Zambia and are mined with simple methods. Emeralds exports are illegal, but takes place on a very large scale. In fact, the unofficial emeralds economy is probably one of Zambia’s largest sub-sectors, in terms of revenue. However, there have been few profound efforts to regulate this activity, which is known to provide several unofficial revenues.  

1.14 Trade and services

D.R. Congo
Trade with D.R. Congo is among the best potentials for diversification in the Copperbelt. The Katanga (a.k.a.Shaba) Province in D.R. Congo, which borders on the Copperbelt, has 7.5 million inhabitants. It is largely shut off from the rest of the country, and turns it eyes to Zambia for supplies. Purchasing power on the Congolese side of the border is very low, but the size of the population nonetheless create a vigorous market for grains, meal, vegetables, sugar, washing powder and other basic supplies. Another market is inputs to Gecamines, the Congolese mining company, which presently operates at only 10% of its capacity.


Trading with D.R. Congo is extremely risky, with high crime and corruption. Much of the ongoing trade is illegal. However, depending on how the Congolese conflict develops, it will probably be an increasingly important market for Zambia.

Zimbabwe
Trading with Zimbabwe has been very distorted by the overvaluation of the Zimbabwe Dollar, which has an official rate of 55 to the US$, but trades at 600 in the parallel market. The current trade structure is that Zambian traders – mostly women – travel to Zimbabwe by public transport with second-hand clothes, blankets etc.; sell them in the Harare region and bring back vegetables and other consumables for sale in Zambia. By contrast, Zimbabwe exports on a larger scale into Zambia, i.e. bulk commodities such as grains and timber – on the back of the overvalued Zimbabwean currency.


The present situation in Zimbabwe could increase opportunities for Zambian traders. 

1.15 Manufacturing


Upon the Unilateral Declaration of Independence in Rhodesia, Zambia invested in manufacturing companies designed partly to substitute previous imports from Rhodesia, and partly for import substitution from the rest of the world. Virtually all new factories were built with Government financing. Export revenues from copper were strictly controlled, and allocated administratively to procure inputs for Zambian industry (mainly apparel, wood processing and food processing). 


Obviously, this system created an inwards-looking industrial base, which was also governed by parastatal principles. The manufacturing sector was not well prepared for the opening up of Zambia’s economy in the early 1990s, and a number of closures and downsizing created social problems, particularly in urban areas, that still persist.


Export-oriented companies have emerged from the liberalisation process with much better results than those based on import substitution. This has particularly been the case from the last half of the 1990s, when successive COMESA tariff reforms and other trade liberalisation measures gradually gave Zambia reciprocal access to export markets. 


Zambia has suggested many initiatives to boost the country’s manufacturing sector. However, manufacturing depends on long term financing, and in the Team’s opinion, few such efforts can be successful until this problem has been solved. In the short run, the sector does not look promising – with the exception of export oriented projects that are able to obtain offshore financing either directly through international affiliates or indirectly, through the various donor-initiated investment funds. 

1.16 Micro, Small and Medium-Sized Enterprises

Definitions
The Small Enterprise Development Act 1996 has the following definitions of “microenterprise” and “small enterprise”;

Legal definitions of “micro” and “small” enterprises in Zambia


Total investments (except land and buildings)
Annual turnover
Employment

“Micro enterprises”
<10 mn K
< 20 mn K
<10 persons

“Small enterprises”
<50 mn K
< 80 mn K
< 30 persons

Source; “Growing Micro and Small Enterprises in LDCs” (UN, 2001)

Incentives
Small-scale companies registered under the Act have tax exemption for three years in urban areas and five years in rural areas. To qualify as a Small Enterprise, the company must have a maximum turnover of less than 80 million kwacha, and employ less than 30 people. This creates a certain disincentive against growth beyond 80 million kwacha during the first three (or five) years. However, it is understood that the Small Enterprise Development Board (SEDB), which oversees the system, does not monitor the clause very actively. 


The Tender Board Act allows government contracts to be awarded to small companies if their offers are up to 20% more expensive than large or medium-scale competitors. For the purpose of this incentive, the definition of “small enterprise” is a company with paid-up capital of less than 15 million kwacha (Tender Board Act, 1982). The preference may not provide a very strong incentive, i.a. because Government is often a very slow payer.


Zambia Chamber of Small and Medium Business Association (ZCSMBA) is an apparently well-run institution that provides advocacy for the small-business community. 

1.17 Informal sector


The informal sector is several times larger than the formal sector in terms of employment in Zambia. Informal “companies” that grow and wish to become formal can register in a fairly straightforward and inexpensive manner (NORAD has been among the donors to the Registrar of Companies). The minimum share capital is 2 million kwacha (about 440 US$) which is supposed to be paid in cash, but it is understood that assets in kind are accepted in practise. However for the majority of informal entities it is more relevant to register as a “sole trader” than as a limited company
 


The advantage of registering the business is mostly related to the legal protection under contract law etc. that comes with operating in a formal manner. Registration is also required to sell i.a. to government institutions, which is an incentive to vendors of small equipment such as stationary. On the other hand, tax implications keep many informal entities from becoming formal.


Nurturing the informal sector as a recruiting ground for formal business is possible. However, it must be borne in mind that most participants in the informal economy are there because of necessity, not by choice. The growth in the informal sector during the 1990s has much to do with the downsizing of previous government and parastatal employers, and the majority of informal “businesspeople” would probably prefer to be re-employed – if given the choice -. rather than expanding their subsistence activities. 

POTENTIAL FOR CO-OPERATION BETWEEN ZAMBIA AND NORWAY

1.18 Present support to PSD in Zambia


Several bilateral and multilateral donors are involved with private sector development in Zambia, and a  PSD working group for the donors in Zambia was recently revitalized. Norway has recently joined the working group. Private sector development projects include
:

Donor support to PSD in Zambia

Sida:
· Microfinance (Pride Zambia; regulatory framework; Association of MFIs)

· Business development services (pipeline)

· Business to business co-operation ("Enterprise Development Programme")

· Capital markets development

· Reform of public enterprise

ILO:
· National programme of the elimination of child labour 

· Technical training

Danida:
· Technical education, vocational and entrepreneurship training

· Roads

Netherlands:
· Vocational training

· Trade promotion and investment (horticulture)

· Management cooperation programme

· Microfinance

· Agriculture and rural development

World Bank:
· Vocational training

· Enterprise Development Project

· Economic Recovery and Investment Promotion Technical Assistance

· Zambia Railways Project

· Mine Township Services Project

· PSD/Tourism project

European Commision:
· Risk capital through European Investment Bank 

· Transport infrastructure

· European Development Fund (export development programme, microfinance, BDS)

DFID:
· Microfinance

· Business development services/technical skills

· Ethical trade and codes of conduct

· Integrated private sector strategy

USAID:
· Business development services

· Microfinance

· Zambia Trade and Investment Enhancement Project (ZAMTIE)

· Energy

GTZ
· Advisory services

· Parastatal sector reform

· STEP-IN (Skills Training for Employment Promotion in the Informal Sector)

· Integrated skills development

· Zambia Venture Capital Fund

· Enterprise Development Fund Facility (World Bank)

1.19 Present co-operation between Zambia and Norway

1.19.1 Bilateral co-operation


Zambia and Norway signed a Memorandum of Understanding for development co-operation in September, 2000. It defines the strategy for 2001-2005, and sets out the following four priority areas;

· Basic education

· Roads

· Natural resource management – particularly wildlife conservation

· Good governance.

A Mid Term Review of the bilateral co-operation is currently being carried out. It will assess possible modifications to the MoU, which was signed before the Mwanawasa government was elected and before the Poverty Reduction Strategy Paper had been submitted.  

1.19.2 Commercial co-operation

Trade
Norwegian trade with Zambia has been very limited, as shown below;
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The small increase in Zambian exports have been in the form of raw materials and foodstuffs. Most Norwegian exports to Zambia have been machinery and equipment and chemical products. 


Sweden has much higher exports to Zambia than Norway (66 MSEK in 2001), but imports to Sweden from Zambia are even lower than to Norway.  

Investments
Veidekke ASA owns NOREMCO Construction A/S. It is among Zambia’s main construction contractors. NOREMCO has sold much of its contracting equipment and is currently focusing on water rehabilitation projects.


Daproma A/S is a shareholder and technoplogy provider in Norzam Glulam in Ndola. The factory produces laminated parts, mostly doorframes, for 90% export to the U.S. Norzam Glulam’s local partner, Wood Processing Industries Ltd., also runs a sawmill and a chipboard plant, and has recently acquired a leasehold for forest.


Norconsult has a subsidiary in Zambia that currently has much of its work within the computing and ICT, with its largest ongoing assignemt at Zambia Revenue Authority. The Zambian company also supports projects contracted directly from Norconsult Norway, i.e. an ongoing contract within power transmission. 


Elvenhøy Gartneri A/S has invested in a farm in the Mkoshi Farm Block, just east of the Lusaka-Ndola road. The company, Nkalonga Investment Company Ltd., has brought farming equipment into Zambia and produces maize and other crops. 


Dyno ASA has acquired 70% of the shares in Zambia Detonators Ltd. The company supplies detonators to the mining industry from its premises in Kitwe. Some exports to the mining industry in D.R. Congo have also taken place.

1.20 Potential PSD-related Bilateral Assistance

1.20.1 Agriculture

PRSP Priorities
Agriculture is a cornerstone in the PRSP, and will absorb 14% of its total budget (the total planning figure for 2002-04 is MUS$ 173.3 in government expenditure). The largest proposals are MUS$ 40.5 for a Agricultural Development Fund (see below); MUS$ 22.0 for infrastructure in export zones, MUS$ 30.0 for development of new farm blocks; MUS$ 15 for a livestock credit scheme, and MUS$ 15.0 for improved distribution of fertiliser. 


It seems fair to observe that the capital expenditure priorities in the PRSP represent a focus towards commercial farming as an engine in agriculture growth. Small farmers will be indirectly targeted by inclusion in the outgrower schemes, although some initiatives are also aimed directly at this group. The new Government seems eager to explore synergies between the commercial and the small-scale farming sector, as a possible bridge between traditional conflicts of interest
. 

Credit
MUS$ 40.5 million has been planned for an Agriculture Development Fund. The Team understands that a feasibility study for this fund, or “Agribank”, is presently being developed. NORAD should follow the developments of this study and similarly the proposed MUS$ 15.0 credit scheme for livestock. 

Organisation
Outgrower schemes, where successful, have achieved much better outreach to small rural farmers than government-influenced co-operative systems. On the other hand, there are still unresolved issues in the contractual relationships that must be resolved before the systems can develop beyond its present level, which is nascent for crops such as coffee and vegetables, and still only a little more advanced for cotton and paprika. 


On the operators’ part, there is a need to safeguard investments made in crop development, by instigating contract discipline that avoids side-selling. On the smallholders’ part, there is a need to achieve some certainty of income and protection against exploitation by operators, which are obviously the more resourceful party in the contracts. NORAD could consider two options to further this process.


First, NORAD could support activities aimed at developing a mutually rewarding framework between operators and growers. This could involve crop registries, standard contracts, mechanisms for conflict resolution, regulations for collective bargaining, and legislative amendments, if needed.  In addition, environmental and biodiversity regulations concerning fertilizer and pesticides use, crop variety etc. could be invoked in the contractual framework. 


Second, NORAD could support private-sector led producer groups that try out new ways of organising themselves. Producer groups can potentially achieve some of the economies-of-scale inherent in the outgrower model, without being under the umbrella of a large operator. This would offer the advantage of avoiding excessive profit-taking (or outright exploitation) by the operator. However, the model would also suffer from the disadvantage of lacking the market access that the operator usually brings into the relationship, and the groups would have to be launched with virtually no initial start-up equity.


NORAD has financed a study on this issue (Support for Organising Rural Producers in Southern and Eastern Africa – Status and Possibilities for Norwegian Assistance, 2002) which could form the basis for a general policy for support. 


With respect to the situation in Zambia, the Team believes that both outgrower operatorships and producer groups deserve attention. For example, producer groups could be a feasible model for products aimed at the domestic market, e.g. poultry, soycake, dairy products, etc. which are today imported into Zambia. Since Zambia already has processing capacity which could be mobilised for many of these products, the handicaps of lacking capital and lacking market know-how may not be insurmountable.  For export-oriented crops, it may often be more realistic to partner with a professional outgrower operator. 


As already indicated, the PRSP strongly encourages outgrower schemes and has no defined approach to producer groups. This may be partly because “co-operatives” have a bad resonance in Zambia, and partly because the PRSP’s focus is on exports, not import substitution. 

Conclusion
NORAD should consider support to developing contractual frameworks for both outgrower and producer group models, and subsequently to schemes providing financing to private companies under both types of models. 

1.20.2 Tourism and Roads

PRSP Priorities
70% of the PRSP budget for tourism, which is 60.3 MUS$, has been allocated for roads. Roads are the main tourism PRSP priorities for all of the four wildlife focus zones (Kafue, Livingstone, Zambezi and Luangwa), and even for Lusaka. These are (excluding Lusaka);

Tourism-motivated road projects given priority in PRSP

Wildlife area
Projects
Cost

Livingstone (Mosi-U-Tunya)
Rehabilitate and develop access roads within the park
10.5 MUS$

Kafue National Park
Trunk road to link Kalomo and Itezhi-Tezhi in the park; rehabilitate Mumbwa-Itezhi Tezhi road
10.0 MUS$

Lower Zambezi
Rehabilitate and develop access roads
10.5 MUS$

Luangwa
Rehabilitate and develop access roads
7.5 MUS$

Source; PRSP


NORAD has already been requested to support a feasibility study for a road into Kafue National Park. This proposal fits very well with the PSD findings of this report, and support is recommended provided that other criteria such as institutional arrangements etc. are satisfactory.  


NORAD could also support development of other roads near the four tourism focus areas. In addition, NORAD could support, on a case-by-case basis, roads into agricultural areas with development potential. An example could be roads in the Mkushi area, which may see increased production when irrigation becomes more widely available (as mentioned in Chapter 4.2.2, a concession for electrification of this area is now being negotiated). Another example could be road projects in areas where NORAD supports producer groups or outgrower schemes, if such assistance is launched (see Chapter 5.3.1). 


Related to its road support, NORAD has supported Roads Department Training School in programmes that aim at helping small, local contracting firms develop. This is an interesting activity, as the market for road construction in Zambia will continue tio be strong when RoadSIP-II is launched. Local contractors lack the financial capacity to put up Bid Bonds for the large projects, but could develop as qualified sub-contractors. 

1.20.3 “Non-road” tourism activities

Credit
Zambia plans to initiate other activities aimed at boosting tourism. The largest of these proposals is a suggested 6 MUS$ credit facility to help mobilise financing for indigenous investors in the tourism sector in rural areas. However, with respect to funding from NORAD, other issues that are important for tourism development, such as product improvement through better roads, could be more relevant.

Conservation
Other tourism proposals include sensitisation programmes for natural resource conservation, and establishment of game management areas. Norway could consider to support these sub-programmes through extensions of its existing support to wildlife conservation. 

Luangwa Valley
In Luangwa Valley, which has been a key area for Norwegian support to the wildlife management, telecommunications facilities have been given priority in the PRSP. Telecom has also been given priority for development of Kafue and Lower Zambezi national parks. With a planned 20% privatisation of Zambia Telecommunications Company, regulatory arrangements for subsidised telecom infrastructure has not yet been made entirely clear.

Wildlife
As part of the mid-term review, NORAD is presently carrying out a study on its co-operation with Zambia within wildlife management. Obviously, there are important linkages between tourism and wildlife conservation, although roads and other infrastructure is the most immediate concern from a PSD point of view. It would probably be useful to concentrate wildlife conservation support to the four priority areas for tourism that have been selected in the PRSP and in the subsequent tourism policy (Kafue, Livingstone, Zambezi and Luangwa).

1.20.4 Financial Services


Zambian companies’ problems with financing are indisputable, but it is necessary to dis-aggregate the problem to see whether NORAD can provide efficient assistance that offers additionality to other efforts.


For short term financing (up to a year), the problem is mainly related to the cost of financing. For long financing, the problem relates both to the cost of financing and to its availability. 

DIS-AGGREGATION OF FINANCING COSTS 

Cost driver
Present situation in Zambia
Activities that can reduce costs

The banks’ funding costs
Most operations are financed by deposits. Current interest rates range from 9% (>100,000 savings to 33% (>20 MK deposit at 180 days’ call). Opportunity cost (1-year Govm’t Bond) 44%. 
 Provide seed capital to financial facilities, credit lines, etc. Reduce opportunity cost by promoting budget balance

Transaction costs and other administration expenses
High costs in rural areas; costs in urban areas reportedly high due to inefficient banks. Transaction costs also vary with firm size, economic sector, loan amount, etc.
Remove unneccessary regulation. Subsidise credit-providing  infrastructure in rural areas

Premium for monetary risk (primarily inflation and currency fluctuations)
April-01 to April-02: Currency devaluation 26%; inflation 18%. 
Promote macro-economic stability

Premium for commercial risk

Offer high-risk credit facilities

Banks’ profit margin (on artificially high alternative cost from not investing in T-bills?)
High profits among banks.
Stimulate better competition within banking system. Improve efficiency through capacity building.

Minus: tax allowance for interest cost
Interest and financial expenses fully deductible


TOTAL FINANCING COST 
WEIGHTED LENDING RATE: 55% P.A. 



The table shows that the real before-tax interest rate in US$ terms was around 30% from April 2001 to April 2002. The Team’s very rough estimate is that around 10% of this relates to the banks’ funding costs, and around 20% relate to all other factors (administration costs, commercial risk premium, and banks’ profit), with commercial risk premium probably being the single highest cost component. 

Product range
In addition to high cost of borrowing, Zambia also suffers from a lack of variety in financial products. Specialised financial solutions based on loan size, sector, firm size and geographical location have not been developed to any extent. There is also a lack of specialised products such as second-priority mortgage loans, loans for start-up financing, venture loans, and export credits. However, simple transaction-oriented services such as letters of credit are offered by many banks. 

Financial sector study
In the Team’s opinion, any support from Norway to the financial sector should be preceded by a study aimed at providing more accurate information about the factors that contribute to financing costs in Zambia, and the prospects for developing a broader range of financial products.. Much of the material needed for such a study may already exist in other studies (though the Team was not able to find a direct example), but it will be crucial for NORAD’s internal assessment to achieve an understanding of the key cost drivers in order to find the most efficient remedy.


Three examples of initiatives that NORAD could consider to support – assuming that further studies justify them- are provided below.

Outgrower schemes,  and franchising
Outgrowing schemes are similar to franchising systems in non-agricultural sectors. A key element in these systems’ relative success in Zambia is that they reduce commercial risk by management of many of the most important risk factors, such as market risk, technology, and the most expensive raw materials. As indicated above, NORAD support could come both in the form of improving the contractual framework for such systems, and in the form of financing capital. Support could be considered not only to outgrower schemes within agriculture but to franchising-type systems within other sectors as well. In these cases, the outgrower or franchise operator would act as the intermediary for providing the funds.

Producer groups
As an alternative to using outgrower operatorships as a distribution vehicle for rural credit, producer groups could be provided by credit i.e. in group loan models. If such groups are started (see Chapter 5.3.1), they will need start-up capital for crop development and possibly also for some initial processing and marketing investments – depending on the type of crop in question.

Grant-based risk capital 
Several donor-based venture funds such as CDC, NORSAD, etc. are active in Zambia (see above), but they are mandated only to invest in projects with commercial returns. There are very few financing mechanisms available that can help Zambian companies compensate for the imperfections that are still present in the country’s economy. A functioning matching-grant scheme (or similar) for innovative projects would definitely fill a gap in the Zambian financing system. 

NORAD’s PSD policy is based i.a. on avoiding distortion of competition. A well-structured matching-grant scheme can minimise this risk, by making the facilities generally available on equal-terms basis. 

1.20.5 Rural Utilities

Electricity
The Mkushi Farm Block will be provided with electricity by a private operator
. NORAD could support similar distribution concessions and/or local generation concessions in other defined farming areas, which will normally both be smaller, and possibly further away from the grid, and therefore less financially attractive than Mkushi. Support could be offered both to feasibility studies and to partial capital subsidies in areas where no private operator would shoulder the full cost.

Telecommunication
In a similar fashion, telecommunication could be introduced in agriculture zones.

1.20.6 Diversification studies


Zambia has two distinct diversification processes;

Copperbelt
Industrialisation in Zambia started in the Copperbelt, which has more than 80 years of mining history. However, this industrial base has not expanded significantly. The Copperbelt still consumes 70% of Zambia’s electricity generation; it is the country’s largest market for both consumer goods and industrial products, and much of its best infrastructure is in the Copperbelt. Obviously, the country’s economy depends very much on how this resource base can be developed further in the light of suppressed copper prices.


The World Bank has initiated a “post-copper” process for the Copperbelt region. A wide range of diversification project proposals were presented at a workshop in Kitwe in mid-2002. NORAD could consider to support some of these proposals, particularly within sectors where Norway can offer special expertise (for example, development of the Copperbelt’s plantation forest resources).

Agriculture
Outside of the Copperbelt zone, Zambia needs to diversify its economy from agriculture. This is a wider issue which is handled under the individual sector headings of this report. 

1.20.7 Vocational Training


Support to vocational training would fit in well as an extension of Norway’s current support to basic education. As mentioned in Chapter 4.2.1, there is perhaps a particular need to develop middle-management skills and skills that enable talented people to start up their own companies. However, data on the market for vocational skills are incomplete. Co-operation with EU, DANIDA
, or the World Bank could be an option for this type of support, if it is found that the sector is underfunded. 

1.20.8 Pollution and Clean production


Norway has supported the Industrial Pollution Prevention Programme (IPPP) and a programme for promotion of cleaner production. The issue of pollution control was not brought forward as a key PSD issue by the companies, financing institutions, interest organisations or donors interviewed for this report. With limited time, the Team could therefore not dedicate sufficient time to assess the relevance of these programmes for PSD. However, it is understood that profitable win-win situations have been achieved. Furthermore, the importance of investing in pollution control technology is mentioned in the PRSP.


A mid term review of the IPPP has been performed, and a feasibility study on the institutional set-up for possible continuation of the support is being prepared.  

1.21 Potential Trade and Investment Opportunities

1.21.1 NORFUND and NORSAD

There is a strong demand for both NORFUND and NORSAD’s products in Zambia, although the number of quality proposals is clearly a limiting factor.

For NORFUND, there would also be a concern over viable exit strategies. Lusaka Stock Exchange does not yet provide a feasible exit, and the community of private investors is extremely small and favours active ownership rather than minority shares which NORFUND would normally put up for sale. Thus, in NORFUND’s case, there is both an “entry” and an “exit” bottleneck in Zambia.

NORSAD has a longer time horizon on its equity investments, and is therefore less exposed to the exit problem. In addition, NORSAD can also offer loan products, and it has the advantage of being located in Lusaka. Zambia is now the second-largest investment destination for NORSAD (after Tanzania). NORSAD clients interviewed by the Team were very pleased with the Agency’s services, which have included non-financial assistance such as dialogue with Zambian authorities.

NORFUND is perhaps more likely to play a co-financier role in Zambia. Without a local presence, it can use networking partners such as Zambia Venture Capital Fund (managed by Aureos), CDC (with whom NORFUND has a broad co-operation) and NORSAD to facilitate initial investor contact. Typically, projects too large to be financed entirely through these Zambia-based organisations could invite NORFUND to join equity consortia. Project possibilities could emerge i.a. within tourism and agriculture, two sectors which both require in-depth local know-how.

1.21.2 Consulting Services


For Norwegian consultants based in Norway, the donor market is probably the most rewarding. For consultants willing to set up local operations in Zambia, a wider set of opportunities would emerge, e.g. within road construction (surveying, environmental analyses, supervision, etc.). The ICT sector also uses consulting services -.a market that Norconsult is tapping into. Macro-economic analysis could be another growing market.

1.21.3 Tourism

Trade
In the short run, Norwegian operators may find it harder to sell Zambia as a destination today than before. First, problems in Zimbabwe reduce the attractiveness of Zambia-Zimbabwe combination trips, and Zambia is not yet ready to replace Zimbabwe (or South Africa) with respect to wildlife parks. Second, the perception of food shortage will discourage tourism in the entire region. 

Investment
As its infrastructure develops, Zambia will need facilities near or inside the parks that are developing for tourism (Kafue, Lower Zambezi, and Luangwa). There is little corporate expertise for such investments in Norway; traditionally, Norwegian investments in such projects have been forwarded by enthusiastic individuals with varying financial backing.


The Team does see tourism as a main growth sector for Zambia over the next decade, but is less optimistic about Norwegian companies’ role in this process. Companies based in U.K., Germany, U.S. and Japan will be much closer to the markets and be better positioned than Norway, which would essentially be a “third country” in this respect.

1.21.4 Forestry and wood processing


Zambia has large pine and eucalyptus plantations in the Copperbelt, which are under-utilised. With a wood processing industry too small to harvest according to the natural forest rotations, Zambia’s plantations are gradually evolving into overgrown and environmentally unsound mono-cultures, whose economic value depreciates every year.  This situation is similar to Tanzania, and as in Tanzania, there has been some wood-processing commercial co-operation with Norway. The outlook might be slightly better in Zambia, though. Its forest resources are located within Africa’s most industrialised area outside South Africa, and there is both heavy infrastructure available and a tradition for industrial employment, shift systems, etc. The main disadvantage is that the domestic market is already saturated, while Zambia is landlocked some distance from the best export markets. Exports must therefore be based on products with high value-to-weight ratios that justify the transport expenses, such as glulam, which is successfully exported to U.S. from the factory in Ndola in which Daproma AS is a shareholder. 


High-value, export-oriented wood processing needs long development times, not least on the logistics and handling systems which can be as complex as the production itself. It is likely that the most competitive industries would be expansions of present operations in Ndola and Kitwe, which are largely owned by Zambian businessmen of Asian origin. Norwegian partners could provide processing technology and – to some extent – market access. However, an additional new opportunity is developing now, as ZAFFICO, the former state-owned forest monopoly, is privatising plantation plots. This means that the established Zambian companies will be interested to expand vertically into forest and plantation management, which is a completely new activity for most of them. Norwegian companies with such know-how could therefore be relevant partners.

1.21.5 Roads


ROADSIP-II has a budget of MUS$ 800 from 2002-07. This represents a considerable market for road construction. 


There have been several cases of alleged corruption related to road contracts, and several cases of slow payment. This is not an inviting environment for business. The sentiment among donors has improved after the new road policy (see Chapter 5.3.2). Norwegian companies with an interest in Zambia’s road market will probably welcome hands-on donor monitoring and increased attention to prequalification procedures. Current practises are said to encourage price undercutting at the expense of quality – an environment where Scandinavian companies will be disadvantaged. 


Scandinavia’s most active private company in Zambia at the moment is a road contractor, Phoenix, which is a Danish-based company owned by NCC of Sweden. 

1.21.6 Electric Power


Zambia has a large electricity system due to its power-consuming mining industry. Norwegian companies such as ABB, Jakobsen Elektro, Norconsult and NORPLAN have provided capital goods and services to this market. However, the structure of Zambia’s electricity sector has already changed, as distribution in the Copperbelt has already been privatised (to National Grid plc, UK), and further privatisations are planned. 


This means that products must be marketed towards private operators, who do not apply the public tender procedures that Norwegian companies have traditionally used to access the market. Companies likely to buy into the ZESCO generation, transmission or distribution assets would usually have internal engineering capacity and hence limited need to contract Norwegian consulting services. In a similar fashion, procurement of equipment could increasingly be based on established relationships between the operator and his suppliers in the home country. 


Possibilities nonetheless exist. First, Norwegian know-how in development of small hydropower is quite competitive, and moreover off-grid projects may remain under government control and traditional open tendering procedures. Second, environmental diligence is important also in Zambia, and Norwegian environmental consultants would have a niche market.  Third, Norwegian expertise in power market development is well suited for an emerging transaction-based Zambian power market. The Norwegian Water and Energy Resources Directorate has already assisted Zambia’s energy regulator. 


However the largest potential for Norwegian power-sector companies is no doubt in project development. This could involve taking over some of ZESCO’s existing power stations or network segments during the privatisation process, or it could involve investment in upcoming four greenfield projects that are promoted by OPPPI (se Chapter 4.2.2);

Possibilities for Norwegian companies: 

large power projects promoted by OPPPI

Project
Type 
Cost estimate (MUS$)

Lower Kafue Gorge
Hydropower, 600 MW
430.0

Itezhi-Tezhi
Hydropower. 120 MW
100.0

Zambia – Tanzania Interconnector
Transmission, 330 kV, 700 km
153.0

Mkushi Farm Block
Electrification
30.6

 
For three of the four projects (Lower Kafue, Itezhi-Tezhi and Mkushi), shortlisting has already taken place. It would have been unlikely in any event for a Norwegian company to lead such large developments. However, given the size of the projects, there is probably still room for investors in consortia, e.g. from the newly formed Statkraft Norfund Power Invest A/S, which has NOK 1 billion start-up capital. 


OPPPI also promotes smaller projects, e.g. in rural electrification, that could be interesting for Norwegian developers and consultants. 

1.21.7 Fisheries and Aquaculture

Fisheries
Zambian fisheries are mainly artisanal. Resources do not invite larger-scale fisheries which would be a relevant approach for Norwegian companies. Suppliers of simple fishing gear could find a small market in Zambia.

Fish rearing
For a Norwegian company, investment in fish farming would probably be most relevant for a commercial operation of some size, and probably be export-oriented. However, Zambia may not really have a very strong competitive advantage for export-oriented aquaculture under the present macro-economic conditions. Fish farming usually have long development lead times, and the high interest rates are a clear disincentive. According to ZEGA, a new cold storage facility would have to be built at Lusaka Airport if fish exports should be serviced, as fish cannot be stored along with vegetables or cut flowers
. 

Fingerling rearing
There is an unmet market for fingerlings in Zambia. If a feasible business plan can be developed for this sector, possibly based on the existing Government-owned stations (see Chapter 5.3.1), then Norwegian companies have expertise for management and operation. Unfortunately, low prices for salmon has deprived some Norwegian companies of investment capital and there is a stronger focus on existing core activities.

Supplies
The best potential for Norwegian co-operation with Zambia’s emerging aquaculture industry might be in providing supplies such as specialised feeds, vaccines and equipment. Although basically an export activity, this often entails close technology co-operation with significant transfer of technology. One Norwegian company, GenoMar, already co-operates with a tilapia farm on Lake Kariba.  

1.21.8 Gemstones mining


There have been Norwegian activities in gemstone mining, but it is a very risky sector. 

1.21.9 Agriculture inputs 


Zambia is a market for fertiliser, seeds and other agricultural inputs. It is also a market for farming equipment, but to a lesser degree because such investments are very hard to finance. Norsk Hydro has considered Nitrogen Chemicals of Zambia, which is to be privatised, but it is understood that this factory is too small to compete with imports.

1.21.10 Contribution to bilateral assistance

Norwegian companies and/or institutions could co-operate, if competitive, on several of the activities recommended for bilateral support in this report. A preliminary assessment of their potential roles can be found in Annex 1. 

SUMMARY OF RECOMMENDATIONS



FOCUS AREA
RECOMMENDED EXTENSIONS OF EXISTING SUPPORT
RECOMMENDED FOR CONSIDERATION AS NEW AREA OF CO-OPERATION
POTENTIAL FOR NORWEGIAN COMPANIES AND INSTITUTIONS TO CONTRIBUTE






Road Sector
Support road rehabilitation to Kafue National Park and other tourism related areas

High


Support road rehabilitation near commercial farming developments

Low


Support capacity building for local road contractors

High






Agriculture
Support mechanisms for organisation of small farmers under outgrower systems
Capital financing to outgrower schemes in agriculture, and other franchising-type models
Ongoing (support mechanisms).

Low (financing)


Support development of organisational framework for producer groups
Capital financing to producer groups
Ongoing (support mechanisms).

Low (financing)






Tourism
Support to wildlife management
Support road rehabilitation to Kafue National Park and other tourism related areas
See above.






Financial sector

Broad study of financial sector
Medium



Matching-grant scheme
Low



Capital financing to outgrower schemes in agriculture, and other franchising-type models
Low



Capital financing to producer groups in agriculture
Low






Diversification 
Business plan for existing aqua-  culture stations
Ad-hoc support to diversification proposals, e.g. within wood processing. 
High






Education
Vocational training

Variable






Rural utilities

Support to rural electrification and telecommunication near tourist and/or agriculture sites.
High

Annex 2
List of Informants



African Banking Corporation
Abdul A. Munshi, Managing Director aamunshi@abcz.co.zm
T 260 1 23 45 41

F 260 1 23 45 42

Agriflora Zambia Limited
Neil Slade, Managing Director agflor@zamnet.zm
T 260 1 22 01 87

F 260 1 22 01 86

Alexander Forbes Risk Services
Rose Muyani, Branch Manager

aforbes@coppernet.zm
T 260 2 23 07 92/22 97 15

F 260 2 22 91 78

C 260 97 79 97 85

BDO Spencer Steward Zambia Chartered Accountants
Douglas G. A. Ironside, Associate ironside@bdo.co.zm
T 260 1 25 02 22

F 260 1 25 06 31

CDC Capital Partners
Sandeep Khanna, Financial Controller skhanna@cdcgroup.com
T 260 1 254 285

F 260 1 250 122

C 260 1 750 292

CDC Capital Partners
Valentine Chitalu, Director vchitalu@cdcgroup.com www.cdcgroup.com
T 260 1 25 42 85

F 260 1 25 03 06

C 260 1 75 01 00

COMESA
Sindiso N. Ngwenya, Assistant Secretary General sngwenya@comesa.int;  Richard Randriamandrato, Chief Strategic Planning & Research; www.comesa.int
T 260 1 22 97 25

F 260 1 22 51 07

Donors' PSD working group in Zambia
USAID, Netherlands, Sida, IFC, EU, DFID


Dyno Nobel
Victor Mtanga

vmtanga@dyno.com.zm
T 260 2 72 13 10

F 260 2 72 13 11

Elvenhøy Gartneri 
Jan Fuglerud elvenhoy@online.no
T 32 85 11 25 

F 32 85 43 02

C 90 03 83 04

Embassy of Sweden
Natasha C. Machila, Programme Officer natasha.chiumya@sida.se

Davies C. Chitundu, Programme Officer, davies.chitundu@side.se
T 260 1 25 17 11

F 260 1 25 40 49

European Union
Ambjörn Berglund, First Councellor ambjorn.berglund@delzmb.cec.eu.int
T 260 1 25 55 83

F 260 1 25 09 06

Holiday Inn Lusaka
Bruce Chapman, General Manager holinn@zamnet.zm
T 260 1 25 16 66

F 260 1 25 35 29

Hypac Technical Services Ltd.
Wamu Kalabo, Chief Operating Officer hypz@zamnet.zm
T 260 2 22 43 91

F 260 2 22 43 91

C 260 97 787 966

International Monetary Fund
Mark J. Ellyne, Resident Representative, mellyne@imf.org
T 260 1 254 716

F 260 1 253 485

C 260 97 797 012

International Labour Organisation
Sam Odera-Oteng, Deputy Director odera@ilo.org
T 260 1 22 80 71

F 260 1 22 32 77

IRIS/Bank of Zambia
Sharon A. Mulenga

samulenga@zamtel.zm
T 260 1 22 26 28

C 260 97 77 77 05

Lewis Nathan Advocates
Lewis Chisanga Mosho, Partner LNA@zamnet.zm 
T 260 1 22 31 74

F 260 1 22 31 75

C 260 96 45 46 87

Lusaka Bearings Centre Limited
Simon Lumley 
T 260 1 238 765

F 260 1 238 763

Lusaka Stock Exchange Limited 
Lloyd J. Chingambo, General Manager; Francis Kakinga, Depository Manager; Catherine Makala, Finance Manager luse@zamnet.zm
T 260 1 22 85 37

F 260 1 22 59 69

Nkalonga Investment Company Ltd
Bjørn E. Andersen, Project Manager 
T 260 53 62 542

C 260 964 379 12

Norconsult Zambia Limited
Boyd Simposya, Chief Executive boyd@zamnet.zm

Hans Ivar Frang, Sr. Controller International Operations hif@norconsult.no
T&C 260 1 26 56 79

C 260 1 97 844 106

Norfund
Henning Nestegard

henning.nestegard@norfund.NO
T 47 22 01 93 93
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Terms of Reference
Study on

Private Sector Development (PSD) and Prospects for Norwegian

Trade and Investment Interests in Zambia (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Zambia. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to the national policies and the national strategies of Zambia, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between Zambia and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Zambia. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:


1. A general assessment of the Zambia's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and Zambia including assessment of the efforts of the Zambia itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of Zambia.  Second hand data from recent studies may be utilized provided acceptable validity and reliability. 

Methodology/implementation
The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, Zambia and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Zambia as well as the current programs of development co-operation between Zambia and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in Zambia. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in Zambia. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Zambian  Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in Zambia will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignment will tentatively comprise approximately 20-25 working days including fieldwork. 

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) within a  time limit decided with NORAD. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the Zambian private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and Zambian authorities.  
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ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN ZAMBIA (PHASE 1)

Operationalisation of Purpose:

The main purpose of this study is to provide the information deemed necessary and sufficient for a decision on scope and direction of further assistance to PSD to be included Norwegian collaboration with Zambia.  In addition, the PSD-study will be an integral part of the mid-term review of the Memorandum of Understanding between Norway and Zambia, which will be conducted in September this year.

Zambia's PRSP, Strategy for the Norwegian Development Cooperation with Zambia 2001-2005 and NIS strategy document from Ministry of Foreign Affairs in Norway (1999 – updated in 2001), shall be taken as the study point of departure. 

Scope of Work

The study and the organization of work will follow the threefold purpose in the Terms of Reference.  The detailed scope of work will in addition to the general assessment focus specifically on areas where Norway may have a comparative advantage.

The study of possible areas of co-operation should cover

· Within the primary sector, and with the current food crisis in the region in mind, explore areas of development and possible increased Norwegian assistance especially to the agriculture sector.

· Analyse the framework for PSD in terms of infrastructure with focus on the energy sector and transport sector

· Review the possibilities for Norwegian involvement in the tourism and mining sectors 

· Discuss the role of the informal sector and Small and Medium Enterprise (SME) sector, with a particular emphasis on constraints and possibilities for women.

· Discuss of the role of - and collaboration with – relevant neighbouring countries 

· Review the national, regional and international framework related to the potential for increased trade, exports and international co-operation. 

· Review the scope for contributing to the improvement of the functioning of financial markets in Zambia 

· Assess in broad terms the potential for increased export/import Norway-Zambia and indicate main barriers. 

· Assess possible specific linkages to competence in Norwegian companies and institutions which could contribute to develop the private sector, institutions and public sector in Zambia 

· Discuss possible commercial involvement of Norwegian companies 
In collaboration with the Embassy, the team should suggest areas and themes which need more thorough assessment, and propose issues which can be elaborated further in phase 2.

Methodology/implementation

Due to time constraints and composition the team will be constituted in Lusaka at the start of fieldwork. The Embassy will through consultants/firms provide background information. This together with the team-members own information collection and analysis form the basis from which the direction and structure of the Report will be prepared. On this basis interviews with private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers will be carried out. 

Team composition

Mr. Arne Olsen

Royal Norwegian Embassy, team leader

Mr. Jørn Høistad

NORPLAN, writing consultant

Ms. Hege Gulli

Advisor PSD, NORAD

Mr  Cato Erichsen

NERA

Time Schedule and Reporting

Field work:

Visit in Zambia will take place in the period 05.08.02 – 16.08.02.  

NORAD will receive a draft report in “soft copy” not exceeding 40 pages (excluding attachments) for comments not later than 28.08.02. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

Jon Lomøy

Director
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Higher Executive Officer
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�  Nine COMESA states are members of the FTA; Djibouti, Egypt, Kenya, Madagascar, Malawi, Mauritius, Sudan, Zambia and Zimbabwe.


� / Many entrants into the informal sector were driven by necessity rather than opportunity, and the increase in employment resulting from informal sector expansion cannot not be seen as an indicator of increased welfare.


� / The diesel price in Harare is 69 ZWD/litre. It has been converted to US$ at a “blend rate” which economists use to estimate the currency parity value of transactions in Zimbabwe, whose currency is heavily distorted. It is a weighted average of the official rate of 57.2 ZWD/US$ and 600 ZWD/US$, which is the parallel rate. 40% of all transactions are estimated to occur at the official rate. The same methodology is applied for all ZWD/US$ conversions throughout this report. 


� ZESCO has recently agreed to lower the tariff for agriculture users by 17%. However, it is understood that this relates only to the consumption tariffs. It will therefore benefit farms that have electricity now, but may not stimulate new connections to any substantial degree.


� 	Because of the difference in gauge, the Tazara line does not connect to Tanzania Railways.


� / The possible corporate entities in Zambia are limited company, partnership, and sole trader.


� The list builds on an overview of PSD-related projects from 2000 and meetings with some of the donors in Zambia. Hence, the list is not comprehensive.


� In the absence of a revised, formal agriculture policy, the PRSP priorities probably form the best insight into the new Government’s plans for the sector.


� The leader of the preferred consortium, Nampower. Is a state-owned enterprise in Namibia but will operate the Mkushi concession on commercial terms, and won the tender for the concession in competition with private bidders. 


� DANIDA has supported vocational training in Zambia for about ten years.


� Alternatively, round fish could be taken to Zimbabwe for processing and re-exporting. This option is relevant for operations on the Kariba Lake. 


� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.





