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1. Introduction
This report reviews investment policies and their performance in Zambia as part of the Investment for Development project of CUTS. 

Zambia’s average annual population growth rate ranges between 2.7% and 3.1% in rural and urban areas.  The country’s population below the age of 15 years was estimated at 49% in 1977, a figure that underlines a high dependency ratio to overall population.  By 1993 about 42% of the population lived in urban areas and population density is low at 13.6 persons per square kilometre. Life expectancy is very short, it is only 38 years and almost a quarter (23%) of the population can not read or write. 

For ten years after the achievement of political freedom from British colonialism in 1964, Zambia enjoyed phenomenal economic growth. During that period, most major socio-economic sectors manifested substantial rates of growth, especially the manufacturing industry.  Things began to deteriorate from the mid-1970s due to a fall in the export price of copper and increased oil price imports.  Response to this external shock was through running down of the country’s external reserves and external borrowing. This was not only inadequate, but was not sustainable in the long run because it increased the country’s indebtedness and vulnerability.

The period up to 1990 saw gradual deterioration of the terms of trade, from 105 in 1970 to 82.9 in 1995
.  On the whole, import prices steadily rose at the same time that export prices deteriorated. Rising service charges particularly transport charges and other payments, such as an onerous debt service burden wiped out any external trade savings. The current account persistently remained negative. National income became uncertain and the volume of trade declined drastically. Since trade taxes accounted for the bulk of government revenue, declining trade volumes badly injured the health of the government budget. Government expenditure deficits became persistent and generalised. In 1991, the country moved from one-party participatory democracy to a liberal political system based on plural parliamentary democracy. A new government committed to free market capitalist system was elected. The new government embraced the structural adjustment programme with support of the International Monetary Fund and the World Bank. 

2.
The Macroeconomic Context

2.1 Overview
This section will describe the overall macroeconomic context of Zambia over the past ten years. In order to contextually explain the Zambian situation a much longer-term perspective view will be projected for the reader to see what is happening in Zambia. First of all, Zambia is usually described in economic literature as a classic dual economy dominated by an industrial copper mining and processing enclave while the rest of the country is typically depended on rain-fed small holder agriculture. Gross National Income is estimated to be around USD3bn– giving it a per capita income of USD300. In terms of international comparison, Zambia is classified as least developed country and rated as an ‘externally highly indebted and internally distressed’ poor country by international multilateral agencies. 

According to the World Bank Development Report 2001, 86 percent of the population is classified as poor. The Gini Coefficient measurement of social inequality gives the country high degrees of social inequality. The lowest 10 percent of the population account for a paltry 1.1 percent of national income whereas the top 10 percent take 41 percent of the national cake.
.

Following the conclusion of consultations under the International Monetary Fund (IMF) Article IV with the Government of Zambia, Zambia embarked on its structural adjustment program in late 1991, with a view to transforming a state-led, stagnating economy into a growing market economy. The economic reform programme consisted of three policy objectives:

· Restoration of macroeconomic stability through monetary and fiscal reforms. 

· Facilitation of private sector growth by removal of price controls and exchange rate and import and export controls. 

· Shift agriculture and industry from public monopolies to private and decentralised institutions
. 

Comprehensive reforms were implemented, including far-reaching trade and exchange liberalisation, a liberalisation of agricultural policies, an ambitious privatisation programme, civil service reform, and a strengthening of the legal framework.  It can be concluded that all the efforts of macroeconomic management, economic stabilisation, market liberalisation and public sector enterprise privatisation have had limited success in significantly reducing the incidence of poverty
. 

2.2 Market Size and growth rate

Value added produced in agriculture was 24 percent of GDP and industry was next at 25 percent. Services accounted for 51 percent of GDP in 2000
. The role of government in the economy has remarkably reduced over the years. In 1980, when a third of GDP was produced by state owned enterprises, central government expenditure accounted for 37.1 percent. This reduced to 25 percent in 1995. Today, state owned enterprises are limited to the so-called public sector – electricity and telecommunications and the role of government expenditure has remarkably lowered.

2.3 Macroeconomic Stability

Real GDP growth, which averaged 0.5 percent per year between 1990 and 2000 and proxy measures of inflation indicate an average inflation rate of 54 percent per year in the same period
. At the same time stabilisation has remained elusive. There is emerging consensus among observers of Zambia that the structural adjustment programme was poorly designed. The move to capital account convertibility and interest rate liberalisation prior to stabilisation created an unavoidable bout of inflation. It led to a credit squeeze of the private sector and undermined agricultural product market. Private sector investments were suppressed.  Thus, one of the main reasons for the poor macroeconomic performance over the period 1991 to 2001 was management failure. Authorities did not consider the need to sequence reform measures to achieve growth.

· Table 1 Sectoral Shares and Real Growth Rates, 1965-1995 in 1977 prices

	Description
	1966-74
	1975-84
	1985-90
	1991-95
	1966-95

	GDP
	3.1
	0.3
	1.3
	-0.6
	1.3

	Agriculture
	1.8
	1.0
	2.0
	-3.2
	1.3

	Industry
	3.6
	-0.5
	2.5
	-0.3
	1.4

	Of which manufacturing
	9.0
	0.6
	6.8
	0.1
	3.9

	Of which Mining
	-1.2
	-0.6
	-2.2
	-4.5
	-1.8

	Services
	3.0
	-0.4
	-0.9
	0.3
	0.5

	Of which government
	Na
	0.9
	0.7
	1.3
	1.6


Source: CSO Monthly Digest of Statistics, Various months and years

Looking back, liberalisation of agriculture and privatisation of the copper industry should have received earlier attention before financial sector liberalisation
. By the close of the decade, delays in privatisation of the mines exacerbated production problems and worsening of the financial position of the copper industry giant (Zambia Consolidated Copper Mines - ZCCM). This coincided with El Niño-related drop in the cereal harvest, which significantly slowed overall economic activity. Higher food prices, coupled with the pass-through effects of the sharp depreciation of the Kwacha, led to a rise in consumer price inflation, to an annual rate of 31½ percent in January 1999, from 18½ percent in December 1997. 

· Table 2 Global Economic Indicators Million US Dollar 

	Item
	1970
	1980
	1990
	1993
	1995
	1999

	Gross National Product
	1,742
	3,594
	3,008
	3,019
	3,228
	2,994

	Exports
	-
	1,625
	1,362
	1,440
	1,445
	940

	Imports
	-
	1,987
	2,336
	1,661
	1,762
	1,491

	Reserves
	515
	201
	206
	192
	223
	45


 Source: Global Development Finance, World Bank Country Tables, 2001 p.600

Indicators given in Table 1 above show a picture of a declining economy over the past thirty years. The decline accelerated from 1990 but the authorities did not engage a long-term response to external shocks. Rather, they thought the crisis would pass and therefore resorted to short-term external borrowing, which resulted in the long run accumulation of an external debt. Table 2 shows rapid rise in external borrowing from less than USD1bn in 1970, to three times more ten years later and a doubling in the following ten years. 

Accumulated external debt has an onerous service burden. The debt service to exports ratio increased from 21 percent between 1975 and 1984 to 64 percent in 1985-1990 periods and remained around 57 percent after 1996
. The rise in debt service burden coincided with reduction of the share of exports in GDP by 50 percent in 1965-74 and 31 percent 1990-1995. But the share of imports to GDP only reduced by 39 and 34 percent respectively.

Similarly, fiscal revenue fell from 30 percent of GDP for 1970-74 periods to 19 percent for 1980-90 periods. The greatest slump in revenues came from mining, which declined from 10.8 percent of GDP or 36 percent fiscal revenue to a low level of 1.6 percent of GDP or 8.4 percent of revenues
. To survive, Zambia today depends on external grants. Most of these grants are in form of balance of payments support and food aid
. Even this, has declined over the years, from US$ 110 per capita in 1991 to US$ 67 in 1996. As a percentage of Gross National Product, GNP, aid reduced from 27.7 percent in 1991 to 18.6 percent in 1996
. 

· Table 3 Central Government Finance as a Percentage of GDP

	
	1995
	1996
	1997
	1998

	Total Revenue 
	29.1
	26.8
	24.5
	27.8

	Total Expenditure
	32.9
	29.4
	26.8
	28.8

	Government Deficit excl. grants
	-13.0
	-8.7
	-7.0
	-10.0

	Government Deficit incl. Grants
	-3.8
	-2.6
	-1.9
	-4.3

	Total Domestic Public Debt outstanding
	-
	11.7
	10.0
	14.3

	Current Account – including official transfers as % of GDP
	-4.2
	-3.7
	-6.1
	8.1

	Current Account – excluding official transfers% of GDP
	-13.4
	-13.0
	-11.1
	-15.2

	Total Foreign public debt as % of GDP
	197
	210
	179
	197


Source : World Bank 2002

Large fiscal deficits pushed interest rates upwards and also helped to raise domestic credit at the time that the share of government discretionary capital expenditures fell. All these factors acted to reduce the overall investment climate. In such a situation, Zambia could not become a very attractive investment destination. Direct foreign investments have remained the same at 1.6 percent of GDP in 1980 and 1.7 percent in 1996. The resurgence of FDI inflows in 1990 could be due to reinvestments by existing foreign interests that were encouraged by government policy changes in 1989 when an attempted autarkic economic policy model of 1987-89 ended.. 

· Table 4 Selected Indicators of External Resource Flows 1970 –1999 Million US Dollars

	Item
	1970
	1980
	1990
	1993
	1995
	1999

	Total Debt
	814
	3,244
	6,916
	6,485
	6,952
	5,853

	Foreign Direct Investments 
	-297
	62
	203
	52
	97
	163

	Grants a
	2
	72
	663
	478
	362
	347

	Profit Remittances
	60
	84
	115
	54
	50
	58

	Net Private Transfers
	-65
	29
	50
	-48
	-10
	85


a Excludes technical cooperation

Source: Global Development Finance, World Bank 2001

2.4 Infrastructure

The state of transport and communications help investments and economic growth. Zambia’s transport and communications infrastructures are good by regional standards, but fair-to-poor by international standards. A roads maintenance fund has been created, funded by a petroleum tax, to deal with Zambia's deteriorated roads. The current programme aims to increase the proportion of main roads and feeder roads in good condition to 45 percent and 15 percent, respectively
. However, by all standards, paved roads density is low at 753 kilometres for one million people.

The railway network in Zambia is at the centre of the international routes linking Zambia and the Democratic Republic of Congo to their neighbouring countries, as well as to the seaports of Mozambique, Tanzania, Angola, and South Africa. However, because of the poor state of the rail track, operating inefficiencies, and the increasing frequency of accidents, Zambia Railways' freight traffic declined from 4½ million tons to about 1½ million tons between 1990 and 1996. The shift from trains to road traffic is estimated to cost the Zambian economy US$100–150 million per year in increased road deterioration and fuel costs. A SIDA-financed management team has been installed to immediately improve the railways' performance, while a more permanent solution is being sought by tendering concessions with regard to the railway system.

Increasing access to safe water is vital to the health of the population. Currently, about 70 percent of the urban population has access to piped water, but there are serious deficiencies in peri-urban areas and informal settlements. Only 10–30 percent of the rural population (varying across provinces) has access to safe water. The government has developed a national water strategy that will encompass rural and urban water supplies, river basin management, irrigation, and the control of pollution. In October 1997, parliament passed the Water Supply and Sanitation Act, which authorised the establishment of commercial utilities and created a regulatory body for the sector. In addition, efforts are under way to deal urgently with deteriorating urban water systems by, inter alia, strengthening urban water management, rehabilitating water supply and sewage treatment facilities, and increasing fees and improving fee collection so as to generate the funds necessary to operate the water systems on a more commercial basis. The government's objective is to ensure that 50 percent of the rural population and 100 percent of the urban population will have access to clean water and sanitation by the year 2004
. 

The power sector is largely state owned. Even though there are plans for its privatisation, the government would rather restructure the power conglomerate and attain financial viability before its privatisation and to facilitate private sector investment and improve management of the Rural Electrification Fund. It is not clear why the government has opted to improve the financial viability of the power company before privatisation. This is a departure from previous privatisations, where the motive was to rid itself of the company rather than to sell it at the highest price possible. Cynics consider this an excuse for government procrastination on its own policies.  Though the generation infrastructure is unmatched by African standards, the power system losses are considered to be high at 11 percent of output
.

The government has established regulatory arrangements for public utilities. Public utility prices need to be set at levels that provide adequate returns on capital and facilitate efficiency and investment, while ensuring that enterprises do not exploit their monopoly positions. The Energy Regulation Board, which was established in 1997, has the independent power to regulate electricity prices.
The information and communications infrastructure is very poor. In 1996, there were 8 lines per 1000 people. Even with a low phone density, faults exceeded 33 percent and average waiting time for a phone line exceeded 10 years. The cost of service was also fairly high at an average price of US$ 4.4 per call.

2.5 Technology and Level of Skills

Zambia’s production technologies are consistent with the country’s division of labour. On one hand is the large labour intensive subsistence economy and on the other is capital-intensive modern economic enclave. As one observer put it, Zambia exports copper to import production technology. What is crucial here is the country’s ability to absorb technical know how. But this is dependent on the country’s human capital
. In Zambia, the lack of adequate scientists and other technical personnel means that technology acquisition also involves importation of relevant personnel to operate that technology. It is for this reason that the government established the National Council for Scientific Research (NCSR) and the Technology Advisory Unit (TDAU) to develop and diffuse the application of science and technology. Financial and human constraints facing such institutions have tended to limit their work to experimentation and testing.

As technology is imported, Zambia faces what can be defined as supply push technology – technology that has little relationship with the needs of the recipient.
. Further, the domination of mining activities and postcolonial industrialisation – which favoured investments in electricity generation, chemicals, transport and other, manufacturing investments created a capital-intensive economy. This underlies the capital-intensive nature of underground mining requirements and copper processing operations. 

Given the dependence of Zambia on imported technology, and poor skill endowment, it could be suggested here that she needs to have a technology policy that insures that bidding and contracting procedures include adoption of labour intensive technologies.

2.6 Investment Flows

The little discussion on the country’s investment policies and performance probably explains lack of detailed reporting of investment inflows by national accounting authorities. Investigations carried out in the course of this study show that reported inflows are estimates made by the Central Bank - The Bank of Zambia.  Data held by the Investment Centre only refers to pledges and does not include actual investments undertaken. Table 5 however shows that government expenditures on fixed capital formation are slightly less than private investments. But, in 1998, public investments exceeded private investments. This demonstrates sluggish private sector investment growth.

· Table 5 Real Growth and Investment as Proportion of GDP %

	Description
	1995
	1996
	1997
	1998

	Real GDP growth
	-2.3
	6.4
	3.5
	-2.0

	Consumer Prices
	34.9
	43.1
	24.4
	24.5

	Gross Investments
	13.1
	14.8
	13.6
	14.4

	Public Investments
	6.6
	6.0
	5.4
	7.7

	Private investments
	6.5
	8.5
	8.1
	5.4

	Private Domestic Investments
	3.7
	5.0
	4.4
	3.8

	Private foreign investments

	2.8
	3.5
	3.7
	2.6


Source: World Bank
It is however difficult to distinguish the type of foreign investments. Information available does not distinguish investments by type; i.e. whether they were destined for take-over of existing firms or establishment of new production premises. Chart 1 below gives a cumulative sectoral summary of investment certificates issued by the investment centre between 1993 and 2001. 
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Chart 1, Source: Investment Centre

It is evident from the chart 1 above that Manufacturing is top, followed by services and trading being the most common in this category, agriculture is next, followed by mining and tourism. It should also be emphasised that this does not in any way illustrate the actual picture of investment flows into Zambia. Rather, only goes to give you an idea about the interests among those investors that obtained investment certificates. The issue of investment certificates will be discussed later in the chapter dealing with investment audit. It now remains for the Investment Centre to carry out a survey that will show the level actual investments following the issue of these certificates.  

3.0 Overview of Main Policy Trends 

From independence in 1964 until 1985 economic policies were characterised by import substitution industrialisation, pervasive controls and expansion of the state sector of the economy. Development during this period tended to neglect agriculture in favour of industrial expansion. As a result people moved to urban areas. This migration is one reason for making Zambia highly urbanised by African standards. Experience now shows that industrialisation based on a small economy, as that of Zambia, is not sustainable. When the copper price collapsed, Zambia had to borrow in the hope that its fortunes would reverse. This did not happen and, as already mentioned, only helped to create an onerous debt burden. 

This chapter will discuss the main policy trends. It will present the national development strategy followed in the past ten years and describe the trade policies of the government in general and the fiscal regime for foreign direct investments. The chapter will conclude this presentation with a discussion on legislative requirements for foreign investments such as the intellectual property rights regime.

3.1 National Development Strategy

Since Zambia is an externally indebted and internally distressed economy. In 1991 authorities agreed to adopt a set of International Monetary Fund and the World Bank supported structural adjustment proposals starting with implementation of three macroeconomic objectives:

1. Restoration of macroeconomic stability through monetary and fiscal reforms;

2. Facilitation of private sector growth by freeing price and exchange rate regulations and import and export regulations;

3. Shifting agriculture and industry from public monopolies to private and decentralised institutions.
The thrust of the macroeconomic stabilisation strategy was an attack on inflation by reducing fiscal deficits and the money supply. This was to be achieved through the elimination of subsidies and the adoption of a cash budget – so that expenditure increases would only be met from revenue increases or savings. Initially the implementation of these proposals resulted in a further destabilisation of the economy. Inflation increased to over 180 percent in the first two years before declining to 54 percent and subsequently to the 33.5 percent. Anticipated investment and savings growth failed to materialise and welfare indicators showed widespread misery and poverty among the majority of the population. It was soon realised that the implementation of structural adjustment policies should be accompanied by responsibility for the consequences created by the implementation of these policies.  Thus the national development strategy was placed into poverty reduction terms.

The government’s overall development objective is ‘to ensure that poverty reduction issues are on top of the agenda for sustainable national development’
. Following privatisation of state owned enterprises; trade and foreign exchange liberalisations and restructuring of the public service; reform of education and health sectors to make them financially sound and effective; private sector promotion and infrastructure rehabilitation, the problems of debt and external financial dependence remained unresolved and the development strategy intended to overcome these constraints. The strategy is spelt out in the following policy measures.

3.2 The Macroeconomic Framework

The thrust of the national macroeconomic framework is the pursuit of economic growth and poverty reduction through free markets.  It is projected that achievement of an annual real growth rate of 4.8 percent would be sufficient to bring about significant debt and poverty reductions. The key to this goal is supposed to be in achieving foreign investment growth, export promotion, rehabilitation of infrastructure and attaining fiscal and monetary policy targets. However, a closer examination of policies does not reveal how that can be achieved. It is probably enough to say that the statements represent a curious mix of conjecture and wishful thoughts of what the country actually needs. A more detailed discussion shows this and is presented in the sections below.

3.3 Fiscal Policy

Fiscal policy acts on taxes, government spending and borrowing
. Government budget accounts for 35.5 percent of GDP
. The problem with fiscal policy in a developing country like Zambia is that the pursuit for increasing savings to foot government development finance and infrastructure often runs against output growth. Particularly when the tax base is narrow –as it is in Zambia – fiscal policy takes the direction that raises the tax burden through increase in taxes. We have seen from Table 3 above that Zambia suffered huge deficits because of the collapse of the copper price and industry and therefore needs to raise revenues and restrain expenditures. Starting with a tax reform in 1993, the government has taken steps to improve tax administration and established the Zambia Revenue Authority in 1994. In 1995 Value Added tax was introduced and pegged at 17.5 percent. It is generally believed in Zambia that tax at existing levels tends to make exports less competitive and unrewarding. This has resulted in phenomenal increase of the informal cash economy and all manner of evasive strategies to minimise taxes. 

At the core of Zambia’s fiscal policy has been control of government expenditure to reduce the deficit through cutbacks on civil service emoluments and transfer payments. In the pre-reform period the major cause of government expenditure deficit was the policy of price control and provision of free public services – particularly education and health. Price controls entailed subsidies, which the government had to fund through public borrowing. However, the late privatisation of the copper mines required government to continue subsidising poorly performing copper industry. In 2000, net lending to Zambia Consolidated Copper Mines (ZCCM) for instance was 19.33 percent of government expenditure or 65 percent of receipts on income tax
. 

The financing of this deficit – as shown in Table 3 above – is partially met from external government grants and also through public borrowing through issue of bonds
. The increase in supply of bonds has tended to push interest rates upwards and acted as a brake on private investment growth through the ‘crowding out effect’ of government borrowing on private sector. Poor fiscal policy management seems to be at the centre of internal distress in Zambia’s economic situation. This has negative pressures on the external balance.

A major concern is the quality of government spending. For a long time now, preoccupation of government expenditure resulted in neglect of infrastructure development. Much of government expenditure goes towards personnel emoluments (21%), capital expenditure (39%), of which 60.4 percent is foreign funded. Debt service is (15%) and recurrent departmental charges (25%)
.

3.4 Monetary Policy

Monetary policy in Zambia takes the view that a market-determined exchange rate can better correct balance of payments deficits. A free market exchange rate regime led to devaluation to reduce the increase in the current account. The fall in exchange rate had the effect of shifting foreign and domestic demand towards domestic output. By freeing the exchange rate the Zambian authorities could better target money supply targets. Under Zambian conditions this meant reducing money supply to lessen inflation. But, achieving monetary targets hinges on corresponding supply of foreign exchange from the International Monetary Fund and other balance of payments support since balance of payments difficulties are driven by export shortfalls.  The short run effect of these movements is through working capital – which means that producers can increase export goods. But, reduction of money supply has had the effect of raising interest rates and to a fall in the level of income. The negative effect of higher interest rate on the level of expenditure on domestic output has had the result of a lower level of income and employment
. Instead of adjusting upwards, policy makers opted to adjust downwards.

3.5 Trade policy

The decline of copper prices is the major factor influencing trade policy. The need for export product diversification was recognised a long time ago
. Even if the copper prices were to improve, the cost of mining had increased considerably because of low copper content and mining at great depths. A major effort that was made was encouraging production of coffee. In addition, the government tried to encourage production of high-value low volume minerals, gemstones and gold. These efforts had very limited results. A considerable achievement was the promotion of horticultural exports. Today, cut flowers, fresh vegetable and sugar exports to Europe account for almost 17 percent of total exports. 

Given the landlocked location of the country, transport costs are a real barrier to trade. The government encouraged the export of manufactured goods to neighbouring countries. However, only yarn, copper wire rods and cables and to limited extent clothing were promising. It was soon realised that far greater efforts were required to promote the country’s trading opportunities. The chosen route encouraged regional integration and initially undertook bilateral co-operation programmes with newly independent Mozambique, Zimbabwe, and Angola. Zambia belongs to the Common Market for East and Southern Africa (COMESA), which established a free trade area in 2000, the Southern African Development Community (SADC) under which a fully-fledged customs union is envisaged in 2004 and the World Trade Organisation. 

It was however realised that real benefits through trade would only come to the country when the economy is on a competitive footing. This was seen to lie in liberalisation of trade and markets. Zambia has made substantial policy achievements in trade liberalisation by removing impediments to exports in 1990 by streamlining export licensing and shifting it from the central bank to commercial banks including removal non tariff barriers. In 1991 discretionary waivers and exemptions on import taxes were also removed. By 1993 a minimum tariff of 20 percent and maximum of 40 percent and the abolition of the 10 percent import licence fee were affected. Three years later, more tariff reductions were implemented and all capital controls were removed. For example, duty on agricultural inputs was removed in 2000 and other customs and excise duties on manufactured products and their inputs were further reduced
.

A small number of goods may be imported into Zambia duty-free, including books, publications and pharmaceuticals. Most goods fall into one of three tariff bands: 5% (raw materials, capital equipment); 15% (intermediate goods); or 25% (final products). Duty on productive machinery for agriculture and mining is zero-rated. However, there is a 5% import declaration fee on all goods. An export licence is required for export of some goods, such as maize, considered to be of strategic importance. 

3.6 Privatisation

The government set about the dismantling of the state owned sector, which accounted for 80 percent of GDP, with the enactment of the Zambia Privatisation Act and the establishment of the Zambia Privatisation Agency in 1992. Beginning with smaller companies, privatisation went into full swing in 1996/97. By the year 2000, 248 out of 280 companies had been sold. The privatisation of the mines was delayed amidst allegations of incompetence and corruption. At any rate, a veil of secrecy, and behind the scenes manoeuvres shrouded the whole process. Delays in the privatisation of the mines added to investor uncertainty across sectors.

· Table 6: Privatisation Programme Status - 1994 to 2000
	
	1994
	1995
	1996
	1997
	1998
	1999
	2000

	Completed privatisation deals (cumulative)
	15
	60
	189
	213
	224
	234
	245

	Negotiations completed
	
	12
	4
	8
	6
	2
	3

	Number of Agreement Signed 
	
	30
	5
	2
	6
	2
	0

	Companies/units privatised (cumulative)
	15
	102
	194
	223
	236
	238
	248

	Companies under negotiation 
	4
	24
	6
	33
	20
	16
	6

	Companies under preparation 
	32
	12
	53
	25
	16
	26
	26

	Commercialisation of Govt. Departments*
	
	
	
	31
	31
	31
	31

	Total Working Portfolio
	52
	210
	253
	312
	303
	311
	311


Source: Zambia Privatisation Agency (2000) 

*Total number of Government departments identified for commercialisation

Despite the tremendous progress achieved in the privatisation of industry and the trading sector, there has been some delay in the privatisation of the telecommunications, media, railways and banking sectors. By  2002 political commitment to privatise the remaining sectors was waning. After all, privatisation had resulted in shedding of labour and increasing hardship among the working class. The closure of privatised mines, Kabwe lead and Zinc and Baluba mines had turned these areas into ghost towns. The impending closure of Konkola Mine – Zambia’s largest copper mines in July 2002 – caused by withdrawal of the major shareholder Anglo-American Corporation due to poor copper prices and escalating production costs - seems to have soured official commitment to privatisation.

3.7 Competition Law

The law on competition and fair-trading in Zambia came into force in February 1995, but only became operational in April 1997. The law has two objectives. The first objective is to prevent anti-competitive conduct by encouraging competition and efficiency in order to provide for greater choice for consumers in terms of price, quality and service. Secondly, the law aims to ensure that the interests and welfare of consumers are adequately protected in their dealings with producers and sellers
. This law seeks to control or eliminate restrictive agreements or mergers and acquisitions or abuse of dominant positions on the market, which may limit access to markets or otherwise unduly restrain competition and regulates mergers and acquisitions that are likely to lead to a dominant market position.

This last role is a crucial aspect of the competition law in Zambia because it gives the country leverage to challenge foreign mergers and acquisitions that may have influence within its territory. The assessment of mergers or takeovers by the commission focuses on the question of whether a proposed transaction is likely to prevent, distort or lessen competition. It is an offence under the act to effect a merger between two or more independent enterprises engaged in the manufacture or distribution of similar goods or services without authorisation. 

The Act has set two thresholds for the assessment of mergers and takeovers. One is to deal with situations of unilateral market power or single firm dominance. This threshold is set at where the merged firm has more than 50 percent of the relevant market. The other is to deal with the situation of concentrated markets, such as an oligopoly. This threshold is set at where not more than two undertakings share in excess of 50 percent of the market. Although thresholds are set for the purpose of screening market concentrations, there are people in Zambia who want them lowered
.

In the case where a take-over is completed abroad, the law in Zambia considers it to have taken place in the country, as long as there are domestic subsidiaries in operation in the country. Such a merger is said to have domestic effects if the merger affects the structural conditions of the enterprise concerned. This is more likely if both enterprises were operating in Zambia prior to the merger, whether directly or through subsidiaries or affiliates, but there may also be domestic effects, even if only one company previously operated in Zambia.

4.0 Investment Policy Audit

This chapter describes the investment registration process, rights to entry and establishment of foreign investors. The chapter will discuss dispute settlement mechanisms, investment protection guarantees and incentives to foreign investment. There is no distinction in law between foreign and domestic investors and there are no special rights to entry and establishment for foreign investors, in any form, whether type of investment, sector or joint venture requirements.

4.1 Registration

The legal requirements for establishing an office in Zambia are fairly easy. However, attractive office accommodations are not always readily available. A prospective company must register with the Registrar of Companies at the Ministry of Commerce, Trade and Industry by submitting the company charter and a registration fee. The minimum nominal capital required to register a limited company is 500,000 Zambian kwachas (ZK). A registration fee of 2.5% of nominal capital is charged, plus ZK 31,000. After submission of the company charter and payment of registration fees, a Certificate of Incorporation is generally issued within 24 hours

It is not mandatory to register a foreign investment with the ZIC. Basically, foreign investment is not considered to be different from domestic investors. Thus, both local and foreign investors may or may not register with the Investment Centre. The Zambia Investment Centre (ZIC) may assist holders of investment certificates with pre-investment advice.  This includes companies seeking to set up new businesses, expand, rehabilitate or modernise existing ones in Zambia. Registration with ZIC involves submission of a completed standard application form to the Investment Centre and payment of US $ 250 plus value added tax (VAT) of 17.5% processing Fee. 

A Projects Approval Committee of the Investment Board meets every month to consider applications for Investment Certificates.  Once an application has been approved a Certificate Fee of US $ 1500 + VAT is charged before collection of the Investment Certificate.

An approved investment license enables an investor to obtain up to five expatriate residence work permits. In practice companies have had difficulties to secure their allotment.  

4.2 Investor Protection

The right to private ownership and establishment of business enterprises is fairly secured in Zambia.  There are no business ventures reserved solely for the Government.  Private entities may freely establish and dispose of interests in business enterprises, but Investment board approval is required to transfer an Investment license for a given enterprise to a new owner. 

Protection of property rights in general is weak in Zambia. Property rights are in general poorly defined, except registered private properties on state land. Planned legal reform includes the strengthening of commercial law and property rights. Current business laws are outdated and some modern business practices are not covered under current law.  Though tax laws have improved, their enforcement concentrates on the formal sector, while a large informal sector goes untaxed. 

Investments may only be expropriated by an Act of parliament relating to the specific property to be expropriated.  The law states that compensation must be at a fair market value, although the method for determining fair market value is ill defined. Land, which is held under 99.year lease, may "revert" to the government if it is ruled to be undeveloped.  So far, no privately held land has "reverted," but it has occurred for parastatal and university lands. There is no bankruptcy law in Zambia.

Zambia is a signatory to the Multilateral Investment Guarantee Agency (MIGA). This guarantees foreign investment protection in cases of war, strife, disasters, and other disturbances or in cases of expropriation.  Being a country with known record of political stability, many investors do not see much use for this provision and has been used by only one foreign investor since it was acceded to. 

4.3 Dispute Settlement

There have been relatively few Investment disputes since 1991.  The investment code provides that disputants first resort to internal dispute settlement before they may go to international arbitration.  The government recognizes international arbitration as binding.  Zambia is not a member of the International Centre for the Settlement of Investment Disputes (ICSID - the Washington Convention).  It has ratified the convention on settlement of disputes between states and other nationals of other states. But she has not ratified the convention on recognition and enforcement of arbitration wards.

The courts in Zambia are reasonably independent, but contractual and property rights are weak and final court decisions can take a long time.  Slow courts and inadequate law enforcement procedures mean that an issue is resolved after protracted legal proceedings.  

4.4 Bilateral Agreements on Investments

There are no known bilateral investment agreements involving Zambia apart from double taxation treaties with a number of countries. Since there is no distinction in law between a foreign and a domestic investor, domestic laws are used to cover foreign investor interests. However, Zambia ratified convention establishing the multilateral investment guarantee agency in 1988 and only one company is reported to have benefited from this arrangement
. There is need to examine the role of bilateral investment agreements and investigate possible lost opportunities by Zambia for not using this framework. The literature is ambiguous on the benefits of such agreements on encouraging foreign investment inflows.

4.5 Investment facilitation Institutions

Apart from the ZIC, there is also small enterprise development promotion legislation which provides for various tax exemptions for small rural or village enterprises. 

An investor who qualifies for incentives under the Investment Act in addition to the general incentives, shall be entitled to an exemption from customs duties and sales duties and sales tax on all machinery and equipment (other than motor vehicles) required for the establishment, rehabilitation or expansion of that enterprise.

In addition to the incentives above the Zambian Government provided additional incentives in the recently introduced Export Processing Zones Act of 2001. Under this new Act, there is provision for the establishment of the Export Processing Zones Authority to administer the Act. Part VIII of the Act provides for incentives relating to business enterprises in Export Processing Zones as follows: 

1. A developer or an investor shall, in respect of the investment relating to the development of the export processing zone or as the case may be, the investment in a business or an activity authorised by the export processing licence or permit, be exempt from –

i) Corporate tax;

ii) Withholding tax on dividends and tax on interest or royalties;

iii) Capital gains tax;

iv) Duty on imported raw materials, plant and machinery intermediate and capital goods, and services;

v) Import value added tax; and excise duty.

2. An investor or developer shall be entitled to a refund on value added tax paid on goods and services purchased from a custom territory.

3. The exemption granted by subsection (1) does not apply to such motor vehicles. The relief for which a developer or a licensed investor is eligible shall be effected as follows: 

4.6 Investment Policy Making Process

The investment making process in Zambia is at best uncoordinated and at worst driven by bilateral institutions
.  In the previous regime – based on controlled economy – investment policies were subject of political decision-making process. Following liberalisation, the initiative moved to technocrats as legislators have showed gross inability to change executive decisions. The current investment policy was itself product of foreign technical assistance, which was used to establish the Investment Centre. Parliament merely approved. All said, one finds it difficult to justify the role of the Zambia Investment Centre today. 

On paper, the ZIC is an investment promotion agency whose aim is to create awareness about the investment opportunities in Zambia and facilitate investment process. In its present form, it serves as a one-stop shop for investors to deal with registration and other regulatory requirements. Secondly, the centre is supposed to sell Zambia by improving foreign perceptions of Zambia as a safe investment destination. There is no evidence to show that the ZIC has been successful in this respect. However, in its strategic plan for the period 2001 and 2003, the ZIC has given itself the responsibility for preparation of a National Investment Plan to identify investment opportunities and the prepare district investment profiles, and facilitate and accelerate domestic investment. At halfway through their plan period, ZIC have not prepared one of the 72-district investment profiles. 

The government of Zambia does not have a clearly defined investment policy and one cannot see the economic or social economic objectives of what qualifies as an investment policy.  What seems to exist, as a policy, is a set of fiscal measures for new investments. An investment policy would have a clear focus on technology development and transfer, human resource training and job creation. Politicians often make statements on the need for foreign investors to improve job creation. Nothing has been done to show how this can be achieved.  We have already seen from above that the investment incentives are silent on development clauses. For instance, one would like to see that incentives are tied to employment creation or measures related to sound production or clean technology. It is therefore an understatement that Zambian investment policy is inadequate and requires formulation. 

5.0 Assessment of National Investment Policy and Capacity-Building Needs in Policy Making

African countries, Zambia inclusive, consistently fail to attract the attention of international investors due to the perceived high costs of investment. As in the past, a welcoming FDI regime remains fundamental to attracting FDI. But today’s globalising investor has a wide choice of developing country locations and desires those that are capable of enforcing competition, providing stable and transparent rules for private business and , over time, improving the quality of their local productive factors. While there have been significant improvements in the policy regime for FDI in Zambia, they have not been significant enough to attract globalising FDI.

 A snap survey of the impact of FDI in the Southern African region raises more questions than answers. Zambia for example, which was pressurised by the World Bank and International Monetary Fund (IMF) to privatise its parastatals has incurred huge losses. Large copper mines were sold for a song, mainly to foreign-owned companies. Zambia today feels cheated. Economic, rather than policy factors are likely to be bigger constraints to FDI in Zambia and Africa as a whole. During the last ten years educational, health and infrastructure indicators have worsened and are now below standards found in countries of other developing regions. Improving the competitiveness of Zambia’s investment climate is a major challenge in light of deteriorating education and health systems, weak physical infrastructures and a lack of back up services for enterprises. It is hoped that the additional resources freed up in the near future from the implementation of debt reduction initiatives will allow Zambia to spend more on social indicators and physical infrastructures and on rebuilding institutional capacity. The general policy framework of FDI in Zambia has improved greatly though in recent years, a trend that is continuing in many countries. However, the incentive framework continues to suffer from a number of deficiencies : 

· Registration requirements for foreign investors are burdensome thus raising transaction costs

· Generous and costly incentives for investment. In recent years there has been a considerable effort to streamline incentives and harmonise them through the signing of regional agreements or Common Investment Charters. However, in Zambia and many other African countries, still generous investment incentives are retained (in particular costly tax holidays) and the authorities maintain considerable discretionary powers on the allocation of incentives.

· The effectiveness of FDI promotion in Zambia is generally low. Most Investment Promotion Agencies in Africa in General and Zambia in particular are struggling with a difficult transition from a regulatory role to a promotional one. They often lack the authority to help investors cope with the myriad ministries, departments and agencies. They are often under-funded and there is insufficient private sector participation.

6.0 Civil Society Survey

The civil society survey was intended to obtain the views/perceptions of the civil society on a number of issues pertaining to FDI in Zambia. For the purpose of this research questionnaires were sent to a sample of four types of civil society organisations namely : trade unions, business associations, NGO’s and religious organisations.

Table 4.11 Negative Perceptions of Civil Society
	Negative Perceptions
	Agree strongly
	Agree
	Disagree
	Disagree strongly
	Don’t know
	Total Responses

	FDI brings in environmentally harmful technologies
	1
	3
	21
	8
	1
	34

	Foreign investors are only interested in getting access to the domestic market
	11
	8
	10
	1
	4
	34

	FDI reduces the profitable opportunities available to domestic investors
	11
	14
	8
	1
	0
	34

	FDI results out of unfair advantages of multinational firms
	15
	12
	4
	1
	2
	34

	Foreign investors do not care about the impact of their investments
	15
	9
	7
	3
	0
	34


Table 4.12 Positive Perceptions of Civil Society

	Positive Perceptions
	Agree strongly
	Agree
	Disagree 
	Disagree strongly
	Don’t Know
	Total Responses

	FDI makes up for insufficient domestic investment
	12
	11
	7
	2
	2
	34

	FDI brings in valuable new technologies
	9
	20
	4
	1
	0
	34

	FDI brings in valuable new management techniques
	4
	21
	6
	2
	1
	34

	FDI improves the competitiveness of the national economy
	2
	19
	8
	1
	4
	34

	FDI increases access to world markets
	7
	19
	4
	2
	2
	34

	FDI is a valuable source of foreign capital
	6
	14
	8
	5
	1
	34

	FDI helps to balance exports and imports
	1
	10
	11
	10
	2
	34


Table 4.13 Civil Society’s Inclination Towards FDI

	
	Numbers
	Per Cent

	Positively inclined towards FDI
	21
	61.8

	Negatively inclined towards FDI
	13
	38.2

	Total
	34
	100%


Table 4.14 Policies to increase the benefits of FDI

	
	Positively inclined to FDI
	Negatively inclined to FDI
	           All

	
	Yes         Don’t Know
	Yes         Don’t Know
	Yes         Don’t Know

	(a) support local business to upgrade technology/gain access to finance etc
	18           3
	5             1
	23           4

	(b) strengthen environ. Regulation
	13           9
	7             0
	20           9

	©introduce/strengthen competition policy
	15           2
	3             3
	18           5

	(d) strengthen sectoral regulation
	15           2
	6             6
	21          08

	(e) strengthen labour legislation
	12           5
	2             0
	14          05

	(f) strengthen intellectual property rights
	19           10
	9             5
	28          15

	(g) Impose requirements on firms to :-
	
	
	

	(i) create jobs
	22           2
	3            0
	25          02

	(ii) employ local managers
	19           6
	3            0
	22          06

	(iii) transfer technology
	17           9
	4           7
	21           16

	(iv) source supplies from local firms or impose local content norms
	20           2
	6           1
	26          03

	(v) export from the economy
	13          3
	3            0
	16          03

	(vi) balance foreign exchange impact
	19         6
	3            4
	22          10

	(vii) transfer skills and know-how to local subsidiary firms
	15         5
	8            9
	23           14

	(viii) transfer skills and know-how to local non-affiliate firms
	16        8
	5            7
	21           15

	(ix) train local technical and managerial manpower
	14         2
	5            1
	19           03


6.1 Civil Society Perceptions on Foreign Direct Investment

The views of civil society on the impact of foreign direct investment in Zambian are rather mixed. On the overall, civil society feels that FDI in Zambia has had a significant impact on the economy only in the last ten years or so. Table 4.12 presents summary responses of civil society organisations regarding positive aspects of FDI. Most of the responses represent a strong or partial agreement with all the positive aspects of foreign direct investment. Sectors that are perceived to have had significant inflows of FDI are mining, agriculture and tourism although only much later. A significant proportion of the respondents had negative feelings about foreign direct investment. Perception of the civil society about the negative aspect of FDI also seems to be rather strong. Again this cannot be further from the truth considering that a lot of people lost their jobs during and after the privatisation process. Retrenchments and down-sizing in privatised state owned enterprises were the order of the day. Negative perceptions of FDI is further exemplified by figures in table 4.11. However, the majority of the surveyed civil society organisations show a positive inclination towards FDI. They feel that FDI contributes positively to the national economic development through inter alia :-

· making up for insufficient domestic investment

· bring in valuable new technologies bringing in valuable new management techniques

· improving the competitiveness of the national economy

· increasing access to world markets

· being a valuable source of foreign capital

· helping to balance exports and imports

However, civil society also feels that in terms of FDI:-

· foreign investors are only interested in getting access to the domestic market

· FDI reduces the profitable opportunities available to domestic investors

· FDI results out of unfair advantages of multinational firms

· foreign investors do not care about the impact of their investments

Civil society also felt that certain sectors should be targeted for FDI by carrying out studies to identify potential in various sectors and then target the most promising sector/growth sectors. The significant sectors that were mentioned in the survey included inter alia the following :-

· agriculture

· mining

· health

· manufacturing

· textiles

· tourism

It was also the view of civil society that certain sectors should be banned for FDI. The prominent ones that came out from the survey include :-

· trading activities

· farming

· energy etc

7.0 Case Studies
7.1 Sector Overview – Mining
7.2 The Role of the Mining Sector in the Economy

The shock decision by Anglo American Corporation to cut back on its investment in Zambia’s copper industry has cast a dark cloud over the country’s economic prospects. The implications of Anglo’s announcement – which include massive job cuts and a marked drop in export earnings – appear to have jolted the government and Zambia’s cooperating partners into seriously seeking alternative strategy for the hitherto copper – dependent economy. Economic observers predict that Anglo’s withdrawal will cost the country some 11,000 jobs in the mining sector and many more in its support industries. They, however, say that Anglo’s decision not to invest further in the Konkola Copper Mines ( the largest post-privatisation mining company in which it is the majority shareholder) is only a small part of the problem because the industry suffered a major setback last year when the mining house shelved plans to develop the Konkola Deep Mining Project (KDMP). They point out that while the Konkola Copper Mines have an estimated life span of eight years, the Konkola Deep Mining Project would have extended the life of the copper industry by some 40 years. This will therefore result in severe consequences for the country’s balance of payments; the exchange rate; and the economic survival of mining suppliers that are dependent on the copper sector. ‘By and large, there are major problems in the industry. Copper mining on the Copperbelt Province may soon cease as a result of the poor market conditions and high cost of production,’ former World Bank Resident Representative, Clarke told newsmen recently.

The mining sector has been a prime mover of economic development in Zambia for over 70 years, with exports of mineral products contributing about 70 per cent of total foreign exchange earnings. Over the years, the national economy has developed a comparative advantage in copper and cobalt mining. Deposits of gold, diamonds, zinc, gemstones, coal, and a variety of agro and industrial minerals are also found in Zambia. Large-scale mining is active in copper, cobalt, and coal while small –scale mining is active in a variety of gemstones that include emeralds, amethyst, aquamarine, tourmaline, garnets, and citrine. Emeralds are by the far the most dominant. This rich variety of mineral resources offers great potential to provide the needed resources for financing development and poverty reduction. However, the mining deposits are located in undeveloped and remote parts of the country and their exploitation inevitably leads to the development of access roads, telecommunications, and other physical and social infrastructure such as schools and clinics. It is recognised that there are numerous interventions that could be made in the mining sector to make it viable and to contribute positively to economic growth and poverty reduction. 

The mining sector is critical in poverty reduction and in the economic development of the Zambian economy. The fundamental role that the mining sector plays in national development can also be seen in the backward and forward linkages that exist between this sector and others. 

It provides critically needed inputs for agriculture and agro-chemicals, industrial manufacturing of a wide variety of products e.g. ceramics, paint manufacture, the electricity industry, essential raw materials for the building industry, and for road and telecommunications infrastructure. Clearly, the predominant superstructure regard, the actual contribution of mining to wealth creation in the economy is far-reaching and has significant multiplier effects that can impact on the general uplift of the country through employment creation, income generation, and stimulation of industrialisation and infrastructure development.

The Zambian government has also recognized the importance of small scale mining (e.g. mining of gemstones and other semi-precious stones such as emeralds, acquamarine, amethyst etc) and with the help of its cooperating partners has put in place a mechanism aimed at facilitating the growth of small scale mining. This has included among others, the facilitation of the actualization of Euro 30 million Sysmin project. This project once in operation is aimed at providing small-scale miners with loans, equipment on lease, technical assistance and capacity building among others.

7.3 The Impact of Foreign Direct Investment in the Mining Sector

The mining sector has traditionally received significant amounts of direct foreign investment. The contribution of the mining sector to the Zambian economy cannot be over-emphasised. Copper still accounts for more than 70% of the country’s foreign exchange earnings. For instance, the closure of Konkola Copper Mines following the withdrawal of Anglo-American Corporation would not have only affected the Copperbelt and the entire mining sector due to interdependence, but cause the entire system to become economically unsustainable. More than 18 000 jobs in the mining industries and other related dependent sectors were threatened, with the livelihood of an estimated 100,000 people who indirectly are beneficiaries of the mining industry, almost sure to be hit by any negative movement in the sector. Household incomes would generally have fell by 8% - 16%. The country would, after incurring the loss of revenue from Konkola Copper Mines, almost certainly lose investment. The World Bank expects FDI to Zambia to fall by more than 40%, while shrinkage in the country’s Gross Domestic Products (GDP) is expected to decrease by more than 3%. The government had previously expected the GDP to grow by 4% by 2002. The decrease in export earnings, the World Bank says, would make Zambia’s external debt situation, currently totalling almost US$7,3 billion, unsustainable from both the export ratio and government revenue collection. Even the funds expected from the enhanced Highly Indebted Poor Country (HIPC) initiative would prove insignificant.

8.0 Sector Overview - Tourism

8.1 The Role of the Tourism Sector in the Economy

The government’s long-term vision for the tourism sector is ‘to ensure that Zambia becomes a major tourist destination of choice with unique features, which contributes to sustainable economic growth and poverty reduction’. For tourism to contribute effectively to the national GDP, foreign exchange earnings and poverty reduction, there is need to have a conducive environment for private sector participation, environmentally sustainable growth, and good governance. This will require policy improvements, institutional and legal framework adjustments, and cross-cutting issues to be addressed.

The sector plays a vital role in economic growth and government policy is aimed at promoting tourism sector performance in economic growth, which is the main thrust of the Poverty Reduction Strategy Paper (PRSP) and the Interim National Development Plan (2002 -2005).

This can be achieved through employment creation, rural and infrastructure development,

 community development, increased foreign exchange earnings, and entrepreneurial 

development. The tourism sector is a labour intensive industry and provides jobs for local people in urban and rural areas where most of the poor people stay. Given that most of the tourism resources are in the rural areas, the sector plays an important role in rural development. Large-cale investments have economic linkages, which stimulate and strengthen the creation of small- and- medium scale enterprises. For example, construction of hotels and lodges stimulates the agribusiness/food supply sub-sectors, the service provision industry, construction industry, handicraft industry, etc. Similarly, as tourism  expands, it encourages the development of infrastructure such as airports, accommodation facilities, roads and telecommunications. This in the long run would attract investment in other sectors of the economy. In addition, increased tourism activity encourages entrepreneurial skills development aimed at supplying goods and services to the investment areas. Above all, through increased revenues as a result of the growth of the tourism sector, government revenue is enhanced.

8.2 The Impact of Foreign Direct Investment in the Tourism Sector

The evidence in terms of systematically observed data indicates that the sector has not been very effective in attracting foreign direct investment. The only major significant foreign direct investment in the sector has been the construction of two state of the art hotels in Livingstone by Sun International Hotels namely, the Zambezi Sun and the Royal Livingstone Hotels. This has created direct and indirect employment opportunities in and around the Livingstone area and other business opportunities have also arisen . However, it should be mentioned that most of the money in the sector is garnered through networks and what is commonly referred to as packaged tours. Not so much money is made by way of room occupancy. However, Sun International Hotels in Livingstone recorded a loss of US$650 million in revenue due to political problems facing neighbouring Zimbabwe in 2002. Hotel Managing Director, Boris Bornman said in an interview that due to political problems in Zimbabwe, most tourists destined for the region, were scared to visit Livingstone. He said this was so because most tourists still had the impression that the Victoria Falls was based in Zimbabwe and were not aware that the bigger portion was in Zambia
. It is also worth noting that the Zambian government has increased visa fees in the 2003 Budget from ZMK200,000 to ZMK 1,200,000 in some cases. The impact of this budgetary revenue measure is that the fees seem to be very high and would therefore not attract tourists to Zambia. It is envisaged that if government was to reduce tax on tour operators, more tourists would visit the country making the government raise more money from the sector. The fact is that the tourism sector in Zambia still remains largely undeveloped and its enormous potential has thus not been fully exploited.  

9.0 Sector Overview – Agro-Processing

9.1 The Role of the Sector in the Economy

This consists of processing primary agricultural products into semi-finished and finished goods for the local market. Maize, wheat, sunflower, soyabeans are processed by private sector millers and manufacturers both small and large scale. Seed cotton, tobacco, tea, coffee and sugar are processed to various stages for the local and export market. Most commercially produced livestock products go through the ‘cold-chain’ at abattoirs and other processing plants. Dairy products are processed in major urban markets such as Livingstone (Finta Dairies), Lusaka (Parmalat, Galaunia) and the Copperbelt (Parmalat and Cedrics). The major beef producers include Zambeef, Keembe Meat Corporation, Realmeat and Galaunia Holdings. Small-scale fishmongers who have recently been joined by a few large fish distributors in major urban centers dominate fish marketing and distribution. Most fish is sold as either sun or fire/smoke dried. A substantial proportion is increasingly being sold as frozen fish with the improvements in transportation and refrigeration facilities.

Agro-processing in Zambia has the potential to enhance economic growth and reduce poverty. Good performance in the sector translates into overall improvement of the country’s GDP, creates jobs, and expands the tax base. This is mainly because the majority of Zambians depend on agricultural-related activities for livelihood. Thus the sector is seen as one of the driving engines for the anticipated economic growth that is required to reduce poverty. In view of the potential multiplier effects that the sector has on the economy, the restoration of its high and sustained growth is seen as constituting a critical step for reducing poverty in Zambia.

9.2 The Impact of Foreign Direct Investment in the Agro-processing Sector

This sector has not benefited much vis-à-vis attraction of foreign direct investment. The concentration of agro-processing in maize milling has hitherto introduced a bias that rarely takes into account the agricultural comparative advantage of various regions in the country. The lack of financial resources is perhaps the most critical constraint to the activities of enterprises in the sector and addressing this problem ought to be paramount, if meaningful progress is to be achieved in increasing the productivity in these enterprises. Agro-processing is an important sector that, if well supported, could contribute effectively towards the reduction of the country’s high poverty levels. The main challenge is, therefore, to reduce poverty levels by creating and expanding poor people’s opportunities to earn a decent income in a sustainable way so that they are able to meet the basic necessities of life. The rural poor are mainly engaged in agricultural activities, while those living in the urban areas are principally active in the informal sector. In view of the above, significant foreign investment in the sector will to a large extent be critical to the successful development of the sector.

10.0 Sector – Specific Conclusions and Recommendations

10.1 RECOMMENDATIONS

10.2 MINING SECTOR

· RE-INTRODUCTION OF THE PLANT HIRE SCHEME

There is a lot of revenue lost in illicit trafficking of gemstones. The marketing methods of the gemstones have been unsatisfactory and intermediaries have taken advantage of the marketing situation thereby obtaining gemstones directly from the workers at the expense of mine owners. Even in cases where the gemstones are obtained from the mine owners themselves, there is lack of skill in valuation of the products which greatly disadvantages the producer who has no other immediate market except the intermediaries.

· INTRODUCTION OF PLANT HIRE SCHEME

Since small scale miners use basic tools such as picks, hoes, shovels which are not effective, these result in low production levels. Thus the introduction of the scheme will encourage efficiency and promote the development of new mines.

· CREATION OF A COMMUNITY DEVELOPMENT FUND

This programme is intended to ensure that owners of productive mines contribute directly to the development of communities in areas where they operate. It is suggestion that this programme should be financed from contributions made by mine owners. Local communities themselves will manage it with appropriate participation of traditional rulers to ensure that these resources are applied towards development and poverty reduction efforts.

· DIVERSIFICATION

The fact that it has taken so many years for Zambia to move away from a mono-economy and diversify into other productive areas has triggered concern in the World Bank and among the donor countries. The World Bank Representative in Lusaka, has spearheaded the lobbying for the Zambian government to spread to other sectors and develop exports apart from copper. The World Bank warns that copper mining on the Copperbelt may soon cease as a result of poor market conditions and the high cost of production. The World Bank and the donor community suggest that Zambia should move into cost competitive and foreign exchange generating activities that would require predominantly Kwacha inputs. The bank says this would be enhanced by effecting strategies that would promote Small and Medium Scale Enterprises (SME’s), light manufacturing, small-scale mining, tourism, and agricultural programmes, and completely rejuvenate the commercial agricultural sector. Just a point of illustration, between 1996 and 1999 ZCCM made losses totalling US$1,2 billion. Despite making these losses, government continued to pump a staggering US$1 million a day in the mines, depleting the country’s foreign exchange reserves in a bid to save Zambia Consolidated Copper Mines (ZCCM). In 1999 alone, according to the World Bank, Government expenditure averaged 15% of the country’s GDP, almost totalling 5 years of the country’s budget.

10.3 TOURISM SECTOR
Tourism is frequently cited as the world’s fastest growing economic sector, currently the world’s largest employer and soon to be the world’s largest industry. Many developing countries such as Zambia have a comparative advantage in forms of tourism which value a wide range of unspoiled natural environments, tourism is promoted for its potential revenue benefits and as a means of attracting foreign direct investment. In some developing countries, especially small island states, it is now the dominant economic sector. In view of the above, it is recommended that :-

· Government should put in place an enabling investment framework which promotes responsible tourism. Definition of principles for ‘responsible’ tourism and fair trade in tourism, which will maximise benefits for Zambia, and minimise negative environmental and cultural impacts.`

If the overall impact of tourism is to be positive and sustainable it is vital that the sector operates within an integrated economic framework in which inter-sectoral linkages are actively promoted from the local to the national level :-

· Which other sectors are closely linked to tourism (agriculture, fisheries, trade etc)?

· How can inter-sectoral coordination be institutionalised so that decision-makers from relevant sectors contribute to the development of national tourism policy and opportunities for inter-sectoral linkages are fully exploited?

· What types of tourism forum can be established to enable government authorities and other stakeholders (donors, private sector, NGO’s and local people).

It is also further recommended that :-

· Commercial banks should assist the tourism sector by providing loans to develop the industry

· Government should review the visa tax introduced in this years budget, it is high and is likely not to attract tourists in the sector

10.4 Agro-processing Sector

The challenges facing the agro-processing sector in Zambia ought to be understood in the context of the country’s high poverty levels and the urgent need to reduce this. The main challenge is therefore to reduce poverty levels by creating and expanding poor people’s opportunities to earn a decent income in a sustainable way so that they are able to meet the basic necessities of life. The rural poor are mainly engaged in agricultural activities, while those living in the urban areas are principally active in the informal sector. Agro-processing is an important sector that, if well supported, could contribute effectively towards the reduction of the country’s high poverty levels. In light of the above, the following cross-cutting recommendations have been made :-

· Strengthen credit markets for financing and investment. The role of micro-financing is crucial in this regard and both the government and the private sector should play a role at this level

· Facilitate the adoption (and diffusion) of technological innovations that help raise labour productivity. This should include private sector led service providers supplying improved agro-processing equipment and providing training modules, particularly in the areas most needed for agro-processing enterprises, namely production, management, sales and marketing. At the government level, the role of the state should be to consider extending duty drawbacks on imports of equipment and raw materials for agricultural production, processing and marketing.

· In an effort to transform the agricultural sector and improve its performance, there have been several state interventions, however, most of the programmes constructed were often poorly designed and implemented often stymieing initiatives at the lower levels. The focus should therefore now shift to the pursuit of investment in new areas where there is great potential for growth. The following recommendations have therefore been made:-

· an effort should be made to reduce transport-related transaction costs associated with agro-processing industries

· technological innovations should be promoted in a way that is responsive to the needs of agro-processing industries

· the development of agricultural processing schemes that exploit crops in which Zambia has a comparative advantage should be supported

10.5  General Recommendations and Observations

· Fiscal incentives and legislation on their own are not sufficient to attract FDI in Zambia. It is therefore recommended that in attracting FDI to Zambia, there is need to also look at the socio-economic, political and cultural climate in the country.

· The government should also seriously consider investing in education beyond what is currently obtaining. It is through education that a lot of problems can be tackled – poverty, HIV/AIDS, sustained availability of skilled human resources.

· Another invariable factor that discourages FDI in Zambia is the perception of high levels of corruption. This is a fundamental issue that needs to be addressed with results. To highlight this point : The Transparency International 2001 report placed Zambia at 76 out of 90 countries on its scale of ‘Corruption Perception Index’. Only 14 places from the bottom.

This paper has shown that Zambia has made considerable progress towards liberalisation and managed to stabilise the economy by controlling inflation. Even though inflation is still at double-digit levels, it is falling and expectations that it will reach single digit levels in the next three years are now realistic. Declining inflation could be accompanied by falling interest rates, which have in the past ten years been responsible for divestment. It is however obvious that the government will have to undertake deliberate measures to encourage investments beyond fiscal relaxation. What is generally required is promote the role of investment grants targeting specific activities to encourage production and entrepreneurship among its people. It seems plausible to assume that foreign investors will continue to by pass the country unless it can be shown that residents are themselves reaping the benefits of investments. More, the resident investor will in the short run, continue to be the greatest source of new investment. Therefore the government should have policies that promote domestic investments if significant investors are to follow. 

We have seen that Zambia has taken all the textbook incentives for promoting FDI. However, there is no evidence to show that these measures in anyway help to promote FDI. Most of foreign investments received in the past few years were destined for take-over of privatised state enterprises. Greenfield investments are very low. Furthermore, incentives should be rule based so as to enable regulation because foreign investment is not an end in itself. In fact, what we have seen is that they are too open ended and open to abuse because they have no closure rules. It is therefore recommended that fiscal incentives should have penalties for closure so that exist conditions are sufficiently stringent to discourage the footloose investors that appears only during the tax holiday and leaves once that ends. Furthermore, a close examination of double taxation agreements should be made to ensure that rules account for the fact that Zambia is a capital importing country. This is more relevant to double taxation arrangements with countries that originate most of investments into Zambia. The United Kingdom and South Africa are foremost here.

For Zambia to have meaningful prospects for attracting foreign investment, there should be seriousness in infrastructure provision. The roads and other transport infrastructures should be improved. Telecommunications and power infrastructures should be extended and the quality of services should also be greatly improved. An area for immediate attention regards improvement in quality of information about potential investments in order to more meaningfully sell Zambia to prospective investors. More, there should be periodic investors surveys to add to knowledge of investor perceptions and policy reform needs. The present situation where no one seems to have knowledge of actual investments in the economy is very sad.

We have sadly seen that investment policymaking process is unsatisfactory. The institutions concerned should encourage an inclusive process that takes on board the beneficiaries of investment policies. In this respect, there should be investment policies at sub national levels as well and these should involve technology and labour concerns. Investment policies should be guided by well thought out economic and social objectives and not as if FDI is an end in itself. Labour laws should be strengthened and workers’ rights should be guaranteed so as to reduce social vulnerability. The government should, on its part, step up its investment in human capital, particularly in science and technology education and training. Periodic human resource surveys should be done and in addition, labour exchanges should be part and parcel of decision-making process.
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Annex 1 Zambia Investment Centre: Application Form for Investment Certificate..

PART 1

1. PROJECT IDENTIFICATION

(a) Full Name of Enterprise………………………………………………………

(b) Plot No. …………………………. Street/Road………………………………

(c) Address……………………………………………………………………….

(d) Province…………………………….. District………………………………

(e) Telephone No…………………………..Fax No…………………………….

(f) Date of Incorporation/Registration of the business name……………………

2. OWNERSHIP STRUCTURE

2.1 State whether your enterprise is: Mark “X” where applicable

	Sole Ownership
	

	Partnership
	

	Private Company
	

	Co-operative Society
	

	Public Company
	

	Parastatal
	

	Other
	


2.2 Particulars of Shareholders/Directors

	Name and Full Address
	Sex
	Nationality
	Passport Number
	ID Number
	Equity %
	     Equity US$

	
	
	
	
	
	
	Local 
	Foreign

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


3. OUTLINE OF BUSINESS PLAN

3.1 Details of the project:

…………………………………………………………………………………………


(If more space is required, please attach at end)

3.2 Details of the product(s) and/or service(s)

…………………………………………………………………………………………

3.3 Please indicate the type of project

	New
	Expansion
	Modernisation
	Is a feasibility study available?

If “YES” please attach.

	
	
	
	YES
	
	NO
	


3.4 Please provide details:

(a) Professional background and experience of each shareholder

(b) Company background and experience

3.5 Names and addresses of TWO individuals or organisations who could support:-

(a) Each of your shareholders’ professional background and experience.

(b) Company background and experience

Please include telephone and fax numbers for each reference

3.6 BANKERS: Please provide details of your banker(s) and enclose bankers’ reference

(a) For each of the shareholders

(b) The company

Each reference should include Postal Box address, Fax number and contact person.

PART II

4. FACILITIES NEEDED FOR PROJECT IMPLEMENTATION

What facilities are available/required for the project?

	FACILITY
	   AVAILABLE
	                           STATUS

	
	YES
	NO
	Owned
	Rented
	Leased
	Under Negotiation

	Land
	
	
	
	
	
	

	Buildings
	
	
	
	
	
	

	Plant & Machinery
	
	
	
	
	
	

	Others (Please specify)
	
	
	
	
	
	

	Planned start date
	
	
	
	
	
	


If (I) Under negotiations, please give details

   (ii) Owned, Rented or Leased, please provided proof.

5. MACHINERY AND EQUIPMENT SCHEDULE

(Detailed list may be attached)

	Description
	Source/Country
	Value in US Dollars
	New (N) or Second Hand (SH)

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	TOTAL
	
	
	


6. EMPLOYMENT AND TRAINING

6.1 Employment in the first year:

	CATEGORY
	                                 NUMBER OF EMPLOYEES

	
	               ZAMBIAN
	            NON-ZAMBIAN

	
	Existing
	Additional
	Existing
	Additional

	Management
	
	
	
	

	Technical
	
	
	
	

	Operatives
	
	
	
	

	Other (specify)
	
	
	
	

	Total
	
	
	
	


6.2 Type of training to be offered.

…………………………………………………………………………………………

7. TOTAL PROJECT COST AND FINANCING

7.1 Project Cost (in US$)

	
	         Year  1
	         Year 2
	          Year 3

	
	Local
	Foreign
	Local
	Foreign
	Local
	Foreign

	Land
	
	
	
	
	
	

	Site preparation and development
	
	
	
	
	
	

	Structures and civil works
	
	
	
	
	
	

	Plant machinery and equipment
	
	
	
	
	
	

	Housing (Residential)
	
	
	
	
	
	

	Office accommodation
	
	
	
	
	
	

	Other (Please specify)
	
	
	
	
	
	

	Start up working capital
	
	
	
	
	
	

	Total Project Cost
	
	
	
	
	
	


7.2
Source(s) of Finance (in US$)

	Description of Investment
	          Year 1
	             Year 2
	           Year 3

	
	Local
	Foreign
	Local
	Foreign
	Local 
	Foreign

	Equity capital
	
	
	
	
	
	

	Reserves
	
	
	
	
	
	

	Loans
	
	
	
	
	
	

	Suppliers’ credit
	
	
	
	
	
	

	Other (specify)
	
	
	
	
	
	

	TOTAL
	
	
	
	
	
	


Provide evidence for each source.  Any financing gap must be addressed.

8. TARGET MARKET (LOCAL) FOR YOUR PROJECT OR SERVICE

8.1 Please describe your market:

…………………………………………………………………………………………

8.2 Give a forecast of your sales revenues, fixed costs and variable costs for the next three years.

	Year
	Value of domestic sales in US$
	Value of export sales in US$
	Fixed cost
	Variable cost

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


9. TECHNOLOGICAL AND MANAGEMENT AGREEMENTS

Please give brief detail of technology transfer or management agreements

…………………………………………………………………………………………

10.
JOINT VENTURE

(a) Is your project a joint venture arrangement with a local (Zambian) company?

If “YES” give details

(b) Are you interested in running a Joint Venture (JV) project in Zambia?  If YES, please provide adequate details about the type of a JV arrangement you would prefer.

PART III

AGRICULTURAL SECTOR

· Size of area proposed (HA)

· Location of the project (District)

· Has your company secured any of the following documents?

	Document
	YES
	NO
	PENDINF

	(a) Letter from local authorities indicating approval of land
	
	
	

	(b) Lease Agreement (applicable where land is being leased)
	
	
	

	(c) Title Deed (applicable where land is owned)
	
	
	


If “YES” please attach document(s)

If “Pending”, please give details

2. TOURISM SECTOR

Has your company secured any of the following documents?

	Document
	YES
	NO
	PENDING

	a) Application to the Zambia Tourist Board
	
	
	

	b) Approval of the National Parks and  Wildlife Services  (Where applicable)
	
	
	

	c) Lease offer and/or signed Lease Agreement (applicable where facilities are being leased)
	
	
	


If “YES”, please attach documents

If “NO” please give current status of the application

If “Pending”, please give details

PART IV

10. Has your company or associate company submitted any previous application in respect of this or any other project?

YES…………………………………… NO

If “YES”, Please give details

…………………………………………………………………………………..

13. Does your company or associate company hold another Investment Permit, Licence or Certificate?

Yes……………………………..  No……………………….

If “YES”, please give details

…………………………………………………………………………..

14. Do any of your shareholders have interest in other companies that hold an investment Permit, Licence or Certificate?

If “YES”, Please give details





……………………………………………………………………..

15. Applicants are reminded that any person who fraudulently gives false information or conceals any material/information in his/her application risks the revocation of such certificates as provided under the Act.  Where any certificate, incentive or other benefit has been granted in consequence of such false statement or concealment, the Investment Board may revoke or cancel any such certificate, incentive or benefit.

16. I (Full Names) ………………………………………….. declare that the information given is true and correct to the best of my knowledge and belief.  I confirm my agreement that the Zambia Investment Centre may contact any named reference.  I further declare that I have/have not previously submitted any application in respect of the same project.

Signed: ………………………………………. Date: …………………………
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