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INTRODUCTION

1. Prior to 1991, Zambia had a one-party political system and an

economic regime characterized for most of the period by extensive
controls. Such controlled policies were geared to the maintenance

of high consumption levels. By the mid 80's, for instance,
consumption constituted 87% of the GDP. But the protracted

declining trend in copper and other metal prices that was initiated
in the mid seventies saw a drastic fall in the country's GDP, the
development of large and unsustainable external and internal

imbalances, decline in saving and investment levels and a sharp

rise in external debt.

2. The 80% dominance of the economy by the parastatal sector and
the extensive involvement of the Government through price
regulation, subsidies, and exchange controls impeded the effective
use of existing productive capacity, leave alone induce capacity
enhancement. The awareness eventually grew in the minds of policy
makers that what was badly needed was to diversify production
through market-oriented investments and pricing structures. The

regime of controls had done just the reverse. By causing resources

to be allocated in areas in which the country did not necessarily
possess a comparative advantage, it has hampered the

diversification process.

I. AN ENABLING ENVIRONMENT FOR FOREIGN INVESTMENT

3. The end of 1991 witnessed some historic changes in Zambia's

political scene. Multiparty elections were held after 18 years of

one-party Government and, the ruling party, the United National

Independence Party (UNIP) under Dr. Kenneth Kaunda, was completely

routed. A new party, the Movement for Multiparty Democracy (MMD)

under the helm of a former Trade Union leader, Mr. Frederick

Chiluba, was voted to power.

4. The MMD Government was committed to changing quickly and

drastically the structure of the Zambian economy through a vigorous

implementation of the orthodox Structural Adjustment Programme

(SAP) that met with unreserved approval of the International
Monetary Fund (IMF), the World Bank and the entire International

Donor Community. The cornerstone of the programme was to reorient

the economy towards a system in which private initiative and market

forces would motivate and guide the mobilization and efficient

allocation of resources. This process would require fostering

savings and investment (foreign and local) and promoting economic

diversification. This in turn would require effort on the part of

the Government to put its own fiscal house in order by cutting down

on its huge budget deficits and creating an enabling and stable
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macro economic environment for the saver, investor and private

entrepreneur.

5. Accordingly, the Government rapidly introduced the following

policy changes:

it eliminated price controls, and removed subsidies on

consumer goods and on parastatals;

it liberalized the exchange and trade system and

suspended exchange controls on current and capital

transactions; the result is that exchange rates and

interest rates are determined by market forces;

it adopted a cash budget and a tight monetary policy with

a view to combating inflation;

it implemented several steps to rationalize the tax

system such as reducing the income tax on individuals and

companies, including nonwage tax payments in the tax net,

harmonizing and unifying the sales tax and modernizing

the tax regime applied to the mining sector; with effect

from July 1995, the Sales tax has been replaced by the

Value Added Tax.

6. The above macro-economic changes have been complemented by

several institutional and legislative development:

a) The Zambia Privatization Act was passed in mid 1993 and

the Zambia Privatization Agency was set up to oversee the

process of privatization of parastatals. By the end of

1994, 14 state owned enterprises had been sold and K15

billion realized.

b) Legislation relating to the banking and financial

services and the establishment of a capital market was

revised to give greater autonomy and supervising powers

to the Bank, of Zambia and permit the setting up of a

stock exchange. The Lusaka Stock Exchange (LuSE) was

launched in February 1994. By November 1994, over 8

million shares were held and another 3 million had been

traded.

c) Following the establishment of the LuSE, the Securities

and Exchange Commission (SEC) was established in October

1994, although its formal launching took place only in
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February 1995. The work of the Commission includes

issuing licenses and approvals for the investment

dealership.

d) A one-stop Investment Centre was established under the

Investment Act. Details regarding the Centre are provided

in a section that follows.

e) The Zambia Revenue Authority (ZRA) was created in order

to bring about an improvement in domestic revenue

performance.

f) Several monopolistic pieces of legislation have been

repealed. Notably, the Insurance Companies (Cessation and

Transfer of Business) Act was repealed in December 1991,

thereby breaking the monopoly of the Government-owned

Zambia State Insurance Corporation. By March 1992, four

new insurance companies had come into existence.

7. In sum, for the first time in Zambia, an earnest and concerted

attempt has been made to create a liberalized enabling environment

for private enterprise development, by fostering competition,

eliminating unwanted Government interference in the economy and

creating a stable political and economic climate that can attract

investment, both domestic and foreign.

A. The Business Env,?

8. Within the purview of an overall enabling macro-economic

environment, there are features that are built in to ensure

specifically an enabling business environment. A few of these

features are:

a) There is no preferential treatment between foreign and

local investment.

b) There are no restrictions on imports and exports except

a short negative list of items such as drugs, ammunition,

pesticides, seeds, plants and minerals, that requires

Government consent.

c) The Exchange Control Act was suspended in January 1994

and there are no restrictions on repatriation of funds;

both Zarabians and non-Zambians are permitted to open and

maintain foreign currency denominated accounts in

commercial banks.
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d) There are no restrictions on establishment and

maintenance of offshore accounts; any entity can borrow

from external sources without Government interference and

repay as revenues are generated.

e) Commercial banks can lead to any entity in foreign or

local currency without Government authority; the only

limitations in this regard would be of the commercial

banks themselves.

f) The Customs and Excise Act was amended with effect from

29 January 1994 so as to require declaration of currency

notes only in excess of US$ 5,000.

B. The Investment Centre

9. The Investment Centre was established under the Investment Act

of 1991 which was later repeated and replaced by the Investment Act

of 1993. The Investment Centre is designed to be a one-stop support

institution of promotion, implementation, coordination and

facilitation of investment programmes and policies in Zambia. The

Centre is the main instrument to initiate enabling legislation and

measures that will enhance private sector investment climate. It

keeps in direct contact with local and foreign private sector

investment organizations to ensure that Government policy and

investment procedures are supportive of private sector development

and that they are generally in line with those being promoted in

the subregion and elsewhere.

10. The following tasks constitute the mandate of the centre:

a) Promote investment in Zambia.

b) Monitor the performance of enterprises approved by it and

enforce compliance with the terms and conditions of the

investment certificates approved under the Act.

c) Establish and maintain institutional liaison

arrangements.

d) Assist in securing from any Ministry, Government

Department, Local Authority or other relevant body any

permission, exemption, authorization, licence, bonded

status, land and any other thing required for the purpose

of establishing or operating a business enterprise.
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e) Keep record of all technology transfer agreements

relating to investment under the Act.

f) Provide consultancy services to investors.

g) Collect and disseminate information on relevant laws and

regulations, and technical matters, including applicable

standards, specifications and quality control procedures.

h) Undertake economic and sector studies, including market
surveys, with a view to identifying investment

opportunities.

i) Register investors.

j) Implement decisions of the Board.

k) Do all such things as are necessary or incidental or

conducive to the functions specified in the Act.

11. The Centre's Board is invested with the responsibility of

implementing investment policies, formulating investment promotion

strategies, establishing investment guidelines for the Centre,

issuing investment certificates and doing all such things as are

necessary or incidental to better carrying out the functions

specified in the Act.

12. In order to ensure minimal Government intervention, the

Investment Centre, as a corporate body, is given the right of

perpetual succession and a common seal, capable of suing and being

sued in its corporated name.

13. The initial funding and technical assistance for the

establishment of the Centre came from the Government of Zambia,

UNDP, and the Irish and Norwegian Governments.

II. INVESTMENT INCENTIVES

14. The Investment Act provides for a number of general and

special incentives. These incentives which are offered to Zambian

nationals are available without discrimination to foreign investors
as well. There are.no economies of scale in respect of these

incentives, they are equally available for all project sizes and

amounts of investments.
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A. General Incentives

a) Farm Income is taxed at a low, flat rate of 15% as

opposed to the normal rate structure of income tax

ranging from 15% to 35%.

b) Full tax allowance is given for outlay on land

development, conservation and other costs.

c) There are special development allowances for growing

certain specified crops which currently include tea,

coffee and citrus fruits.

d) Farm dividends are exempted from tax for the first five

years.

e) There is 100% deduction of pre-production expenses and

other capital expenditures as defined in the Income Tax

Act; expenditures on machinery and equipment which do not

qualify for the 100% deduction are granted accelerated

depreciation allowances.

f) Traditional export products are subject to 15% tax.

g) Where a mineral is processed locally, the royalty fee

ranging from 3% to 5% is waived.

h) In the case of manufacturing, where the manufacturing

inputs constitute at best 25% of the factory cost of the

goods to be manufactured, the Ministries of Finances and

Industry are empowered to give approval for suspension of

duty on such inputs; this contrasts with the system of

duty drawbacks wherein duty is first paid and claimed as

credit thereafter; in the case of suspension, approval is

given prior to the importation of goods.

i) Mining investments attract tax deductions.

j) Foreign tax payable is allowed as a credit against

Zambian tax for double taxation agreements; double

taxation agreements have been entered into with several

countries including: Denmark, Finland, France, Germany,

India, Ireland, Italy, Japan, Kenya, Netherlands, Norway,

Sweden, Switzerland, Tanzania, Uganda, United Kingdbm; in
addition, Zambia may unilaterally give a tax relief on
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taxable income in a country which has no double taxation

agreement with Zambia.

k) A manufacturing enterprise starting a business in a rural
area is entitled to a reduction of tax chargeable on

profits by two-thirds during the first five years it is

in business.

1) An investor may open and operate a bonded warehouse.

m) A self-employment permit is issued for a minimum
investment of US$ 250,000.

n) Foreign investors are allowed full repatriation of after

tax profits from non-traditional exports, i.e. export

except copper, zinc, cobalt and lead.

B. Special Incentives

1) Exemption form Duty and Sales Tax on import of machinery

and equipment is provided to:

a) Exporters of non-traditional products with net foreign

exchange earnings;

b) Enterprises producing inputs for local agriculture and

agro-related export commodities;

c) Tourism investment with foreign exchange earnings.

d) Import substitution industries using local raw materials

with net foreign exchange savings; and

e) Investments located in the rural areas.

2) Small scale and village enterprises are given some

additional incentives. They are exempted from income tax payments
for the first three years in urban areas and for five years in

rural areas. They are also exempted from customs and sales tax on

imported equipment, on various licensing requirements and from

payment of rates for the first five years.

15. The package of incentives for investors is thus very

comprehensive and one would be hard put to find any other country

in the region, perhaps even in Africa as a whole, that offers a

package comparable to the one currently available in Zambia.
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C. Investarept Guarantees

16. In order to ensure confidence of the investors, the Investment

Act provides for the following guarantees:

i) Statutory Protection from Business Acquisition: Property

and business of investors are protected from compulsory

acquisition. In the exception event of appropriation for

public purposes, under an Act of Parliament, the

Investment Act guarantees full compensation at market

value.

ii) Transfer and Externalization of funds: Investors are

entitled to externalize funds in the form of: dividends

or after-tax income; principal and interest on any

foreign loans; management fees, royalties and other

charges in respect of agreements; or the net proceeds of

sale or liquidation of a business.

iii) Investment Guarantee and Dispute Settlement: Zambia has

ratified the Convention of the Multilateral Investment

Guarantee Agreement (MIGA). Investors are also protected

from sudden change in the law. In case of disputes, an

investor may seek arbitration through the Zambian High

Court, the International Centre for the Settlement of

Investment Disputes (ICSID), the United Nations

Commission on International Trade Law (CUNCITRAL) or any

other appropriate body.

III. INVESTMENT OPPORTUNITIES

17. There are a number of factors in Zambia that provide a

wholesome climate for investment across all sectors of the economy.

There are, however, four major sectors that offer the highest scope

to the foreign investor. These are agriculture, mining,

manufacturing and tourism. Before we discuss the scope and special

features of these sectors specifically, let us look at the features

that delineate the opportunities for investment in the country in

general. Firstly, Zambia is a country that is still largely virgin

with an abundance of water and game resources. It is estimated that

the country holds 45% of the total water resources of the Southern

African region. This affords plenty of low cost hydroelectric

power.
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18. Secondly, though Zambia's population is not very large - about
8.5 million - it is growing at over 3% and, therefore, offers an

expanding market. But more importantly, it is the distribution hub
of Eastern, Central and Southern Africa. It shares borders with
eight other African countries: Angola, Zaire, Tanzania, Malawi,
Mozambique, Zimbabwe, Botswana and Namibia. It has rail and road
links to all these countries, as also surface links to the major
seaports including Dar-es-Salaam, Beira, Walvis Bay and Cape Town.

Its strategic location, therefore, provides easy access to the US$

50 billion PTA market.

19. Thirdly, though situated in the tropics, by virtue of its
elevation, it has an enjoyable temperate climate all the year

round.

20. Fourthly, Zambians are a hospitable people and easy to get

along with. The "Zambian Smile" is often quoted as one of the

country's prominent intangible assets.

21. Finally, labour, both skilled and unskilled, are available at

internationally competitive rates.

22. Indeed, ten reasons have been offered by the Government as to

why investors will find Zambia having a competitively exceptional

comparative advantage for investment:

1. A stable multiparty democratic government system;

2. Macro-economic restructuring in favour of competitive

private sector development;

3. An abundance of natural resource and agro-mineral
resource base for new business development opportunities;

4. Abundant labour resource and supply of electricity Which

comparatively rates among the cheapest in the world;

5. Tailored and fact-track procedures for investor support

and facilitation services;

6. Zambia is the distribution hub of Central/Southern Africa

with a strategic and expanding infrastructure for

transport distribution and telecommunication network;

7. Guarantee expanding domestic markets with prospects for

export to SADC and COMESA regions;
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8. A valuable package of competitive investment incentives

and guarantees?

9. A well-developed banking and financial services sector;

and

10. A hospitable social-cultural environment.

23. We now discuss the potential opportunities that exist in each

of the four priority sectors cited above.

A. Agriculture

24. Zambia has vast expanses of rich, virgin land with water free-

flowing or easily accessed. Only 15% of the 60 million hectares of

arable land is under cultivation, leaving 51 million hectares of

virgin soil waiting to be exploited. There are also considerable

tracts of underutilized land as well as a substantial area of

developed land, previously operated as parastatal farms, which is

now available through privatization. 10 million hectares are

available for grazing. And there are disease-free regions suitable

for ranching premium cattle and raising bloodstock.

25. Variations in altitude create regional climates that are

suited to a wide variety of tropical, sub-tropical and temperate

agricultural and horticultural crops. Indeed, the full range of

possibilities yielded by climatic variations and soil types has not

even been seriously explored yet, much less exploited. For example,

wheat which, until recently, was thought of as a crop that could

not be grown in Zambia, has proven to be a highly successful crop

to the extent of suggesting that Zambia could even become the

region's bread-basket. Already, the country is producing over three

dozen exportable types of vegetables, cereal, poultry and

livestock. More possibilities definitely exist. For example, the

Indian Commerce Secretary at the recently held Trade Exhibition

said that India imports lentils worth US$ 400 million per year and

that Zambia's land was suitable to the growth of these lentils

which, when exported to India, could earn substantial foreign

exchange for the country.

B. Mining

26. Zambia is well-endowed with mineral resources and export of

minerals constitutes the main source of earnings of foreign

exchange. At least 69 minerals occur in the country. But the mining
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industry is dominated by copper and a few other metals notably

lead, zinc and cobalt.

27. The following other minerals are currently being mined in
Zambia: amethyst, aquamarine, beryl, calcite, clays, coal,
corundum, emerald, feldspar, fluorite, garnet, glass sand, kaolin,
lime, limestone, magnetite, manganese, marble, phyllite, pyrite,
salt, selenium, sodalite, talc, tantalum, tin and tourmaline.

28. The following minerals have potentially mineable deposits:

agate, apatite, asbestos, barytes, bismuth, gold, graphite, gypsum,
ilmenite, iron, malachite, mica, peat, phosphate, quartz crystals,

rose quartz and silver.

29. The currently producing copper mines have 30 million tonnes of

copper. But the total production from these mines is only 30,000

tonnes per year. Apart from these mines, there are at least 30

other deposits. All these indicate that large portions of Zambia
constitute attractive exploration targets. A number of companies
such as Phelps Dodge, Anglovall, Gencor and RTZ have recently taken

up mining rights.

C. Manufacturing

30. Some of the main opportunities in manufacturing are:

a) manufactured exports based on Zambia's agricultural and

horticultural produce. Very little of this produce is
presently being used by manufacturers for producing

canned, frozen and freeze-dried items for export to

regional and world centres;

b) import substitution goods for the expanding domestic
market like grocery items such as biscuits, jam, cheese

and tinned foodstuffs and other consumer goods which,

with the exception of furniture and some plastic items,

are imported;

c) filling gaps in existing chains of agricultural and

industrial production. For example, Zambia tobacco is
currently being exported for processing and reimported

for cigarette manufacture. Again, the inadequate

facilities for converting the home-grown cotton into lint

denies further processing;
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; d) exploiting Zambia's considerable range of non-traditional

minerals. lapidary with gemstones and jewellery

manufacture using precious metals can result in

considerable enhancement of value added in respect of the

stones and metals. Rock and igneous phosphates can be

converted into fertilizers, 83% of which is presently

being imported. Similarly, deposits of peat and limestone

can be exploited to manufacture soil-conditioners for

Zambian agriculture and horticulture.

D- Tourism

31. Very little of Zambia's tourist potential has been exploited

so far. The following are some of the appealing features from the

point of view of a potential tourist to Zambia:

a) a naturally "air conditioned" climate with little

humidity that is ideal for holiday making;

b) 19 National Parks and 32 game management areas covering

23 million hectares, the Luangwa and the Kafue National

Parks are the largest in Africa. The Lochinvar National

Park is claimed to hold the world record for numbers of

bird species and the spectacular Victoria Falls is one of

the contemporary wonder of the world;

c) 73 distinct tribal groups presenting a rich variety of

traditional cultures that encompass enjoyable tribal

festivals and ceremonies and traditional music and

dancing;

d) traditional arts and crafts that provide attractive

souvenirs and gifts.

32. Major opportunities for investors exist in the following areas

where very little has ben developed so far:

i) there is a shortfall in quality holiday accommodation

that is luxurious as well as affordable. Right now only

some modest tourist camps and lodges on the one hand and

five star hotels on the other exist. There is very little

in between. Sites with attractive natural settings are

available for building good holiday accommodation;

ii) holiday packages can be developed for licensed hunting

safaris, game fishing and numerous adventure activities
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such as white-water rafting, canoeing, rock-clirabing,

hand-gliding, etc..;

iii) outdoor sports can also be developed such as golf, tennis
and equestrian activities (since Zambia is specially
suitable for raising horses), with professional coaching

facilities.

III. INVESTMENT PROMOTION ACTIVITIES

33. Since 1992, there have been several investment delegations led
by the Zambian Government and businessmen to USA, Europe and Japan.

In return, there have also been many inward trade and investment

delegations into Zambia. As a sample, in 1994 alone, the following

activities took place:

January: Organization of the PTA Investors' Forum with
assistance of UNIDO and the Commonwealth

Secretariat. The Investment Centre took a key role

in the organization and preparatory arrangements

and chaired the proceedings of the event;

February: Visit of the Milan Chamber of Commerce;

April: Visit of Norwegian Business;

May: Participation in Investor Forum, Nairobi;

June: Participation in Italian Milan BORITEC

Investment Fair;

June/July: The investment Centre won the 2nd prize at the

Zambia International Trade Fair;

August: Visit of the Pakistan Trade Delegation;

September: Presentation at the Seminar in Stockholm on

"Promotion of Trade and Investment in Zambia'

organized by Swedecorp and the Zambian Embassy

in Stockholm;

October: Participation in the business USA Fair in

Johannesburg;
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November: Inward mission from Bangladesh; and

Inward mission from Sweden;

December: SADC Mining Conference in Lusaka.

34. In the context of investment promotion, it is pertinent to

note that under the present Government, staff of Zambian Diplomatic

missions abroad have been briefed to act not merely as cultural

ambassadors but more importantly as economic representatives who

should take the initiative and play an active role in selling

Zambia abroad.

A. The Performance of Foreign Direct Investment

35. Going by the figures of pledged incremental foreign investment

capital in the last five years, Zambia especially through the

Investment Centre has achieved remarkable success. Consider Table

I.

TABLE 1: PLEDGED FOREIGN INVESTMENT, 1990 - 1994 fIN MILLION

US DOLLARS)

SECTOR

Agriculture and

fisheries

Manufacturing

Mining

Tourism

Transport

Others

TOTAL

1990

0.80

0

0

0.77

2-56

0.10

4.23

1991

1.38

0.88

0.02

203.25

2.95

0.78

209.26

1992

52.57

145.17

3.61

14.55

68.73

4.91

289.54

1993

92.20

184.70

27.67

32.43

69.79

27.06

433.85

1994

164.65

209.51

32.15

17.33

63.68

46.84

534.16

SOURCE Zambia Investment Centre

36. The total pledged investment over the five years period is US$

1471.04 million. The percentage of the investment in each of the

five years of this total investment is 0.2 in 1990, 14.3 in 1991,

19.7 in 1992, 29.5 in 1993, and 36.3 in 1994. These statistics

reveal that foreign direct investment is fast responding to the

favourable climate in Zambia. However, a more detailed scanning of

the data revealing the actual investment in a given project
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suggests that what has been achieved is not all that satisfactory.

Consider Table 2.

TABLE 2: T.EVEL OF INVESTMENT PER APPROVED APPLICATION BY

SECTOR. 1994

SECTOR

Agriculture

and

fisheries

Manufacturi

nq

Mining

Tourism

Transport

Others

TOTAL

LEVEL OF

PLEDGED

FOREIGN

INVESTMENT IN

MILLION US$

164.65

209.51

32.15

17.33

63.68

46.84

534.16

NO. OF

APPLICATIONS

206

119

43

63

74

25

530

AVERAGE LEVEL

OF PLEDGED

INVESTMENT PER

APPROVED

APPLICATION IN

MILLION US$

0.799

1.760

0.747

0.275

0.861

1.87

1.007

SOURCE: Zambia Trade and Investment Directory, 1994/95.

37. It can be seen from Table 2 that the average level of pledged

investment per application is only around one million dollars. What

is more, pledged investments do not represent actual investments.
Actual investments may occur over a number of years following
approval of an application and issue of an investment certificate.
Project implementation may occur at the rate of twenty percent per

year. During 1993, it was only 13-14%. When all these factors are

taken into account, the actual investment in a given project in a

given year could be quite small indeed. According to the 1993-1994

Performance Report of the Investment Centre, current levels of

investment pledges have been generally less that US$ 250,000. The

need to incorporate minimum level of foreign investment in the

legislation is being actively considered.
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B > Probl^Bff f,QT the Foreign Investors

38. As we have seen in the previous section, although pledged

investments have gone up significantly since 1992, the year of

initiation of liberalization policies, actual investments have been

coming in only small trickles. The "big push" in investment has yet

to occur. This is because it is not only positive change but the

stability of that change that must be convincingly impressed in the

minds of the potential investors. Such stability cannot be seen to

have occurred in Zambia politically or economically.

39. On the political front, the euphoric mist of victory of the

present ruling party that kept the party's founding group of

incompatible leaders together evaporated quickly and dissentions

and disputes within the party soon became the order of the day.

Numerous mutual allegations of corruption, drug dealing, misuse of

donor funds, political patronage and tribalism led to dismissals

and resignations of prominent leaders from the Government and

eventually from the party itself. This in turn led to the formation

of more opposition parties which are themselves characterized by

squabbles and dissentions.

40. In addition, the harsh short run social consequences of the

Structural Adjustment Programme have led to severe disgruntlement

among many social and political pressure groups against the ruling

Government.

41. The recent political comeback of former President Kenneth

Kaunda, despite his earlier announcement of retirement from

politics, and his reelection as President of his party UNIP makes

him perhaps the strongest contender from amongst the opposition for

the state Presidency in the general elections due in 1996. All

these factors make the present political situation highly volatile.

42. The fluidity of the political situation in turn creates

misgivings regarding the sustenance of the current programme of

economic restructuring. Although all the major opposition parties

have stated that they would continue with the Structural Adjustment

Programme if they come to power, they have also quipped that the

Programme itself would be restructured 1 And given their deficient

empathy for privatization and market forces, it is not clear what

this "restructuring" would entail. Potential investors are,

therefore, likely to adopt a "wait and watch" attitude for some

more time. During the last week of June 1995, it was officially

announced that Unilever and British Building Society had suspended
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their plans to invest in Zambia following the political come-back

of President Kaunda.

43. Even under the present economic dispensation, stability has

not been achieved. What lias essentially occurred is that economic

liberalization has enabled the achievement of market-determined

equilibrium prices in the commodity, money and foreign exchange

markets.- But the achievement of equilibrium is one thing, the

stability of the equilibrium another. The year 1994 saw a semblance

of stability for the first time in Zambia in a long time. Monthly

inflation rates touched near zero levels, interest rates became

positive in real terms and the exchange rate remained stable for

several months. But these achievements are being eroded during the

first half of 1995.

4 4. The failure of the Government to fulfi1 the monetary

benchmarks of the IMF, its consequent failure to complete the

Rights Accumulation Programme by March 1995, its printing of large

sums of money (thereby violating its own self-laid norm) in a

futile attempt to prop up the failing Meridian bank have all

contributed to the difficulties of controlling inflation and the

exchange rate. The second quarter of 1995 has seen a rapid

depreciation of the exchange rate from about 600 Kwacha to a US

dollar to nearly 950 Kwacha to the dollar. The dwindling supply of

foreign exchange and the deteriorating external value of the Kwacha

are causing anxiety in some circles that some partial control of

foreign exchange may be reintroduced. It is pertinent to note here

that the Foreign Exchange Regulations Act has only been suspended

and not repeated.

45. On the financial side, the closure of three commercial banks -

the BCCI, Capital Bank (which was subsequently revived allegedly

through political pressure), and more recently the Meridian BIAO,

Zambia - within three years cannot also auger well for investor

confidence in the country's financial system.

46. It has also been suggested that some of the macro-economic

statistics on Zambia are not encouraging - a low GDP coupled with

high indebtedness; only 5% of the population in formal employment;

low availability and productivity of trained and employable

manpower; and very slow development of the export base (besides

copper and other base minerals). But these are in fact the

country's challenges that create the scope and need for increased
investment which should yield high marginal private and social

returns. Besides, the stability of the political, economic and

financial systems, there are a number of constraints on investors
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that continue to exist at the operational level. Immigration has

been cited by many as still being a major problem. Responses from

the Immigration Authorities on cases of foreign investors takes a

long time. And this response time seems to be lengthening. For

example, responses in 1994 took longer than in 1993. (Investment

Centre Performance Report, 1993-1994, p.29).

47. In respect of approval of work permits for expatriates, the

authorities seem to be particularly fastidious. A prominent and

influential businessman who wanted to start an oriental restaurant

had great difficulties in bringing an expatriate chef. He wondered

if an established person like him with "contacts higher up" faced

problems, what the situation would be for a new foreign investor.

According to him, the possible fears of the authorities about

foreign workers replacing Zambians is unfounded. In the first

place, employing an expatriate worker is a costly affair and no

private investor would do that unless absolutely necessary.

Secondly, the businessman in question stated that if the expatriate

chef had not come, he could not have started the restaurant (since

there is no Zambian chef trained in oriental cooking), in which

case 30 potential jobs for Zambians would have been lost. Thus, the

employment of that one expatriate was job-creating rather than job-

substituting! Again, the authorities are alleged to continue

operating on old rigid rules concerning formal qualifications while

screening expatriate applications. For example, one application for

an accountant's position was rejected because the applicant was

only three-fourths qualified! But the applicant had 25 years

working experience in the Accounts Department of a well-known

multinational company in South Africa!!

48. Land acquisition is an important constraint in the speedy

implementation of projects. Securing of the title deeds takes very

long periods. Currently, the Investment Centre is working very

closely with the District Councils and Ministry of Lands to address

this problem.

49. In the transport sector, the current legislation on share

holding stipulates that any transport company to operate in Zambia

must have 75 percent of its shares held by Zambians. There are a

number of transport companies both in passenger and haulage

transportation which have 100 percent foreign share holding. Such

companies are having problems in securing long term road licenses

whose issuance seems to be at the discretion of the Road Traffic

Commissioners' office. This is certainly a disincentive to foreign

investors.
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50. The present tariff structure is still designed to favour

trading over production. Tariffs on finished goods are around 10%

while tariffs on inputs are 30-40%.

51- Most of the factors discussed above affect the local investor

as well. As a result, the potential foreign investor receives mixed

messages from the local businessmen and, consequently/ develops an

ambivalent attitude towards investing in Zambia. During the first

major exhibition in Zambia organized by the India Trade Promotion

Organization in May 1995/ there were delegates from over 85 Indian

Companies in search of possible joint ventures with Zambian

individuals and companies. Brief discussions with some of these

delegates revealed that the Zambian counterparts were mainly

interested in importing finished goods from India to sell in Zambia

and not so much in starting new ventures in production.

52. One factor that will limit the opportunities in Zambia for the

foreign investor especially in terms of joint collaboration is the

specific attitude of a particular community. Some confidential

discussions revealed that the Asian Muslim Business Community who

are well entrenched in a number of sectors will never accept any

joint collaboration that will also entail sharing of management

powers. This community prefers to have the management of its

business remain entirely within itself and would not like to have

any white or black collaborator on its management boards. They

would, of course, welcome venture capital from any source on which

they would be prepared to pay a handsome "profit" (not "interest",

since the giving and receiving of interest is against the

injunctions of Islam). But how many investors would agree to put

their money in a business in whose running they would have no say

at all.

53. Finally, the Investment Centre itself is beset with problems

and constraints. It is said that in many other countries the legal

framework* dealing with investment promotion agencies are specific

and targeted at identified areas of the company. For example,

Malta's Industrial Development Act is targeted at manufacturing and

Jamaica:has specific pieces of legislation dealing with specific

sectors. And this provides a more focused approach to the provision

of incentives and investment facilitation. In Zambia, however, the

Investment Act (1993) covers a wide spectrum of activities.

Consequently, the Investment Centre has to deal with projects in

virtually all sectors of the economy, thereby reducing the

possibility of a more focused approach.
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54. Vis-a-vis such a wide coverage of activity, the human and

financial resources at the disposal of the Investment Centre are

glaringly inadequate. At the end of 1993, estimates of the required

budget for the centre were put at K500 million for 1994, K815

million for 1995 and Kl,100 million for 1996. As against these

estimates, the actual Government funding was K40 million for 1993

and K86 million for 1994. Consequently, only the most minimum level

of services could be maintained with donor support and fee income.

The sustainability of the Centre's activities is seriously at stake

unless Government support improves significantly.

55. Staffing too is inadequate and the Centre feels the need to

double the number of professional staff. The shortage of staff

itself curtails the capacity to generate fee income needed to

supplement poor Government funding which is itself the cause of

poor staffing. Thus a vicious circle exists in this regard. In this

critical manpower and financial situation, the activity that is

most adversely affected is investment promotion. It is, therefore,

little surprising that the activities of the Investment Centre have

so far resulted in some awareness creation about Zambia both

nationally and internationally, which has not yet translated in

substantial actual investment.

V. CONCLUSIONS AND RECOMMENDATIONS

56. A country may dismantle inflexible economic regimes in a very

short period of time through state fiat and liberalize the economic

and political spheres. But investor confidence building, especially

of foreign investors, cannot be contemporaneously achieved. It is

a more gradual process. The stability of the liberalized political

and economic regimes have to be seen to be convincingly sustained.

There has to be a psychological assurance, not yet a legal one,

that policy regimes will not be reversed. In here, the credibility

of the political leaders is of paramount importance. The recent

Meridian Bank saga, for instance, where the assurances of the

Finance Minister to the depositors of the bank that their monies

were absolutely safe, were belied when the bank closed down within

two months after such assurances were given, has shaken general

public confidence in the Government.

57. Again, foreign investors are likely to observe the

behaviourial responses of the indigenous business community to

policy changes. Where the latter are themselves indulging in

capital flight or switching from production to trade, there can be

little assurance for a potential foreign investor to invest for the

development and expansion of the country's productive capacity.
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58. Fragile expectational psychology can produce a cascading
effect once a destabilizing trend has been initiated, as has been
witnessed by the rapid exchange rate depreciation in he second

quarter of 1995.

59. The Government must, therefore, strictly adhere to its own
laid down monetary and fiscal regulations to ensure the sustained
stability of market equilibria. As a first step, the Government
must successfully complete the Rights Accumulation Programme so as
to clear the arrears with the IMF and thereby become eligible to
avail of the IMF's concessional Enhanced Structural Adjustment
Facility (ESAF). This will not only reduce the country's interest
burden on loans but send a green signal to investors and donors.

60. On the operational side, there is need for greater speed in
clearing bureaucratic requirements on the part of investors:
quicker responses on investment applications; quicker and more

pragmatic approach in the issuance of work permits; speedier

processing of the title deeds on lands.

61. Anomalies such as those that exist in the transport sector and
in the tariff structure should be effectively addressed.

62. Zambia has only a limited number of diplomatic missions
abroad. The number of missions was reduced further by the present

Government as part of general cost cutting measures. This restricts
the scope for information dissemination on Zambia abroad. In this
regard, the country can usefully avail of the institution of
Honourary Consuls and Trade Attaches to cover the gap, as some

other countries like India and Israel are doing right here in

Zambia.

63. The functions of the Investment Centre perhaps need to be

reexamined in order to give it a greater focus. The Centre should

probably concentrate on investment promotion and not be doing such
things as undertaking feasibility studies whose candidness may be

viewed with mistrust by the potential investors anyway.

64. It has also been suggested in some quarters (including white

Zambians) that the Investment Centre should soon be headed by a

dynamic black Zambian who alone can sell Zambia abroad effectively

as compared to a white expatriate as is presently the case.

65. Finally, the sustenance of the Investment Centre and

investment promotion activities must be ensured through adequate

funding. The Centre's current strategy is to raise the 1993 actual



E/ECA/UNCTAD/22

Page 22

levels of project implementation in the priority productive sectors

of US$ 75 million to US$ 200 million per annum by the end of 1996,

with consequent increase in non-traditional exports and employment.

Without a substantial enhancement of financial support by the

Government, the strategy will remain but an empty dream.

p>



E/ECA/UNCTAD/22

Page 23

REFERENCES

Advantage Promotions Limited: sambia Trade and Investment
Directory, Vni - 1 ■ No. 1. Lusaka, 1995.

International Bank for Reconstruction and Development:
Economic and Financial policy Framework. 1992-1994, 1992.

Investment Centre: performance Report 1993-94, Lusaka, 1995.

Brochures on General Information, Agriculture, Manufacturing

and Tourism.

Republic of Zambia: Budget Address. 1995, Lusaka, 1995.

SADC/European Mining Forum: [fining Opportunities in

Africa. Lusaka, 1994




