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Introduction

The Committee of Economic Affairs of the National Assembly of Zambia has requested the Economic Association (EAZ) to provide a memorandum on the Zambia’s domestic and external debt. This memorandum therefore responds to the issues of interest to the Committee as indicated in the invitation letter.

1. POLICY FRAMEWORK ON DEBT MANAGEMENT

Zambia has no definite policy on management of public debt. The current debt management practice and principles are mainly defined through the Loans and Guarantees (Authorizations) Act under Cap 366 of the Laws of Zambia. The Act gives authority to the Minister of Finance to mobilize resources both internally and externally to support the budget and to finance development projects indentified in the National Development Plan. Furthermore, the Act allows for government to guarantee loans. With regard to domestic debt management, the Bank of Zambia in collaboration with the department of Investments and Debt Management (IDM) manages the portfolio as agent of the Minister of Finance. The bank issues and administers treasury bills, stocks and bonds.
It’s has been the practice of the Ministry of Finance and National Planning (MoFNP) to use the provisions of Zambia’s agreements with the International Monetary Fund (IMF) and the World Bank for supported economic programme as principles and guidelines  for public debt management. The principles of the agreement are that;
· There will be non –issuance of any forms of government guarantees
· Borrowing on highly concessional terms 
· Strengthening public expenditure management and limiting domestic borrowing
· Non concessional borrowing and issuance of any form of government guarantees will be pursued but only for high rate of return projects particularly infrastructure and energy projects.
A further complimenting tool in the management of   public debt in Zambia is the Governments Aid Policy that was adopted in 2007. This policy document underpins external resource mobilization whose strategic objectives are anchored around debt cancellation; preference for grants and highly concessional loans.
The EAZ is therefore of the view that a comprehensive debt policy be put in place and perhaps some of the principles be enshrined in the legislation.

2. THE CURRENT EXTERNAL DEBT SEGREGATED INTO GOVERNMENT DEBT AND GOVERNMENT GUARANTEED DEBT

We did not have sufficient data to provide an informed view on the above issue
3. THE TREND OF EXTERNAL DEBT FROM 2005 TO DATE IN ABSOLUTE FIGURES AND AS A PERCENTAGE OF GDP

Zambia current external debt stock as of 2011 is around US$ 1.9 billion indicating an increase of 11.5% from 2011 external debt stock of  US$ 1.7 billion. The table below shows Zambia external debt from 2005 to 2011 and as percentage of Gross Domestic Product (GDP). 
	YEAR
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	
	US$ Billion

	Total Government External Debt
	4.651 
	971.77 
	1,104.65 
	1,188.55

	1,544.52

	1,766.16 
	1,971.70


	Total External Public debt as % of GDP
	50.95
	11.12
	9.20
	10.55
	11.14
	10.93
	10.73


Source: Ministry of Finance

4. COUNTRIES AND INSTITUTIONS THAT HAVE PROVIDED THE EXTERNAL LOANS FROM 2005 TO DATE. THE RESPECTIVE AMOUNTS SHOULD BE SPECIFIED
According to the MoFNP, the following are the countries and institutions that provide external debt to Zambia
	Creditor
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	 
	 
	 
	 
	 
	 
	 
	 

	Multilateral
	3,540.80
	636.58
	706.12
	751.81
	1,114.36
	1,198.41
	1,240.12

	ADB/ADF
	377.5
	126.53
	91.3
	121.22
	170.79
	222.24
	216.74

	World Bank (IDA)
	2,335.60
	260.64
	316.9
	352.03
	406.64
	430.36
	489.91

	IMF
	591.1
	41.38
	85.95
	95.51
	344.78
	366.18
	367.88

	Others
	236.60
	208.03
	211.97
	183.05
	192.15
	179.63
	167.7

	Bilateral
	1,014.00
	278.05
	286.78
	293.16
	293.21
	298.57
	283.19

	Paris Club
	807.00
	204.85
	212.55
	218.29
	219.08
	224.56
	212.65

	Non- Paris Club
	207.00
	73.2
	74.23
	74.87
	74.13
	74.01
	70.53

	Suppliers Credit
	96.20
	57.14
	111.75
	143.58
	136.95
	269.18
	466.9

	Total Govt. External Debt
	4,651.00
	971.77
	1,104.65
	1,188.55
	1,544.52
	1,766.16
	1,971.70

	Total Govt. External Public Debt as % of GDP
	50.95
	11.12
	9.2
	10.55
	11.14
	10.93
	10.73


Source: Ministry of Finance




5. PURPOSE AND UTILIZATION OF EXTERNAL LOANS CONTRACTED BETWEEN 2005 AND 2011
During the period the Zambian government has contracted loans from various partners to finance development projects in different sectors of the economy. The table below indicates the Creditor, Purpose and Amount in US dollars of the external loans contracted.
	No.
	Creditor
	Year
	Purpose
	Loan Amount in (US$)

	1.
	Government of Belgium 
	2005
	Upgrade of Mapepe Substation
	985,802.05

	2.
	International Fund for Agriculture Development (IFAD)
	2005
	Rural Finance
	13,811,000.00

	3.
	International Development Association
	2005
	Malaria Booster Project
	19,732,928.50

	4.
	International Development Association
	2005
	Public Service Management Support
	32,900,000

	5.
	International Development Association
	2006
	Smallholder Livestock Investment
	11,100,000

	6.
	Peoples  Republic of China
	2006
	TAZARA Protocol
	6,900,000

	7.
	Export-Import Bank of China
	2006
	Purchase of Aircrafts
	55,500,000

	8.
	Arab Bank of Economic Development (BADEA)
	2006
	Water Supply to Six Towns
	6,800,000

	9.
	OPEC Fund for International Development 
	2006
	Water Supply to Six Towns
	4,000,000.00

	10.
	International Development Association (IDA)
	2006
	Water Sector Performance Improvement Project
	24,900,000

	11.
	International Development Association
	2007
	Road Rehabilitation and Maintenance Project
	26,700,000

	12.
	African Development Fund
	2007
	Poverty reduction Budget Support
	30,000,000

	13.
	African Development Fund
	2007
	Water Supply and Sanitation 
	22,425,000

	14.
	Export Import bank of China
	2007
	Procurement of Earth –Moving Equipment
	41,600,000

	15.
	Arab Bank for Economic Development in Africa (BADEA)
	2008
	Copper belt Feeder Roads Project
	

	16.
	International Development Association (World Bank)
	2008
	Increased Access to Electricity
	33,000,000

	17.
	International Development Association (World Bank)
	2008
	Economic Management and Growth Facility Credit
	10,000,000

	18.
	African Development Fund
	2008
	Poverty Reduction Budget Support
	22,500,000

	19.
	African Development Fund
	2008
	Nkana Water and Sanitation Project
	52,500,000

	20.
	Japan International Cooperation Agency (JICA) 
	2009
	Increased Access to Electricity 
	48,000,000*

	21.
	OPEC Fund for International Development
	2009
	Kalabo-Sikongo Angola Border Project
	10,000,000

	22.
	Export-Import Bank of China
	2009
	Storage Sheds Project
	11,600,000

	23.
	Export-Import Bank of China
	2009
	Completion of Government Complex Building
	25,000,000

	24.
	OPEC Fund for International Development 	
	2009
	Cancer Diseases Hospital Project
	6,000,000

	25.
	International Development Association (World Bank)
	2009
	Road rehabilitation and Maintenance Project
	79,300,000

	26.
	People’s Republic of China
	
	Tazara Protocol
	18,700,000

	27.
	Export-Import Bank of China
	2009
	Procurement of Non –Intrusive Scanning Equipment
	45,800,000

	28.
	Export-Import Bank of China
	2009
	Itezhi – Tezhi Hydro Power Plant Project
	50,000,000

	
	
	
	
	

	29.
	International Fund for Agriculture Development (IFAD)
	2010
	Small Holder Agribusiness Promotion Programme
	20,000,000

	30.
	People Republic of China
	2010
	Construction of National Stadium Ndola
	20,000,000

	31.
	International Development Association (World Bank)
	2010
	Poverty Reduction support Development Policy Financing 
	20,000,000

	32.
	Arab Bank for Economic Development in Africa (BADEA)
	2010
	Construction of Kalabo-Sikongo Angola Border Project
	10,000,000

	33.
	African Development  Bank
	2010
	Poverty Reduction Budget Support III
	47,800,000

	34.
	Kuwait Fund for Arab Economic Development (KFAED)
	2010
	Construction of Kalabo-Sikongo Angola Border Project
	14,000,000

	35.
	International Development Association (World Bank)
	2010
	Water Sector Performance Improvement Project
	10,000,000

	36.
	Export-Import Bank of China
	2010
	Lusaka National  Stadium
	86,100,000

	37.
	Export-Import Bank of China
	2010
	Mobile Hospital Project
	47,200,000

	38.
	International Development Association (World Bank)
	2010
	Malaria Booster Project-Additional Financing
	29,200,000

	39.
	Export-Import Bank of China
	2010
	Housing Unit (MOD) Project
	365,500,000

	40.
	Export-Import Bank of China
	2010
	Z-9 Helicopters
	105,000,000.00

	
	Peoples Republic of China
	
	TAZARA Protocol on Partial 50% Debt Cancellation
	38,000,000

	41.
	International Development Association (World Bank)
	2011
	Second poverty Reduction Support Development Policy
	30,130,968

	42.
	African Development Bank (AfDB)
	2011
	Multinational Nacala Road Corridor Project Phase 2
	104,053,500.00

	43.
	International Development Association (World Bank)
	2011
	Irrigation Development and Support Project
	116,620,897.00

	44.
	Arab Bank for Economic Development in Africa (BADEA)
	
	Irrigation Development and Support Project
	116,620,897

	45.
	Exim Bank of China
	2011
	Mongu-Tapo Section of Mongu Kalabo Road
	244,000,000.00


Source: Ministry of Finance 


6. THE TREND OF EXTERNAL DEBT SERVICE AS A PERCENTAGE OF TOTAL BUDGET FROM 2005 TO-DATE
	 
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	
	US$ Millions

	Principal
	100.31
	48.14
	47.16
	41.44
	42.17
	29.79
	20.45

	Interest
	29.56
	17.07
	13.35
	19.31
	11.48
	8.72
	13.69

	Total
	129.86
	65.21
	60.51
	60.75
	53.65
	38.52
	34.14

	External debt Service as % of the Total Budget
	4.45
	2.66
	1.83
	1.86
	1.54
	1.11
	0.85


Source: Ministry of Finance
As shown in the table above, the External Debt Service to Total Budget ratio has been decreasing from 2005 reaching 0.85% in 2011. 

7. THE CURRENT DOMESTIC DEBT AND TREND FROM 2005 IN ABSOLUTE FIGURES AND A PERCENTAGE OF GDP
Domestic debt comprises marketable securities and non-marketable securities as well as other public liabilities. Marketable securities consist of treasury bills and government bonds. Non- marketable securities include the GRZ 10-year bond issued to Bank of Zambia and other special bonds issued to Zanaco. Other liabilities include domestic arrears, pension arrears and awards and compensation. The stock of domestic debt as of December 2011 is around K14, 028.70 billion representing a 58.98% increase from the K6, 189.38.43 billion in 2010. The table below, shows Zambia’s domestic debt and as a percentage of GDP in K’Billion. 

	Year 
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	Domestic Stock
	6,189.38
	7,720.84
	8,279.08
	8,494.64
	10,340.96
	10,867.36
	14,028.70

	Domestic Debt as a % of GDP
	19.32
	20.02
	17.92
	15.49
	16.00
	13.99
	14.93


Source: Ministry of Finance

8. LOCAL INSTITUTIONS THAT THE GOVERNMENT OWES;
The government has outstanding payments to some key public institutions. These include ZESCO, ZAMTEL, Zambia State Insurance Cooperation ZISC, National Pension Scheme Authority (NAPSA), Public Service Pension Fund (PSPF) and Water Utilities across the country. A large composition of the debt is arrears owed various government ministries and departments in form of water, telephone and electricity bills as shown in the table below:


	Institution
	Amount K’ Billion

	Zamtel
	22.32

	ZESCO
	26.22

	Lusaka Water
	33.88

	Water Utilities
	48.87

	Total
	131.29


Source: Ministry of Finance

Other Institutions 
	Institution
	Amount K’ Billion

	Mulungushi Village Complex
	1.16

	ZISC
	17.40

	NAPSA
	162.66

	PSPF
	81.91

	Total
	263.13


Source: Ministry of Finance

9. THE ABILITY OF THE GOVERNMENT TO SERVICE THE DOMESTIC DEBT
The current GRZ strategy on servicing domestic debt is anchored on rolling over maturities (principal amounts) of Government securities. This means that matured debt instruments are paid from proceeds of a Government security auction, while only the interest costs component of maturing Government Security is provided for in the national budget. This strategy is susceptible to re-financing risk that may arise due to the failure of a Government securities auction. Although the MoNFP indicated that this strategy has worked well for them, it is in essence an indication of a lack of a clear debt management policy for Zambia.
Needless to say, the levels of domestic debt in the country appear to be sustainable. According to the Debt Relief International (DRI) who develops Debt Sustainability Ratios, a country is said to be sustainable if the ratio below a threshold range of 20% to 25% of GDP.  The ratio for Zambia was 15%.




10. MEASURES IN PLACE TO ENSURE THAT THE EXTERNAL AND DOMESTIC DEBT REMAINS SUSTAINABLE; 

We are aware that the MoFNP has been conducting Debt Sustainability Analysis to guide the levels of additional loans that the Government contracts. The Ministry has indicated to the EAZ that the DSA conducted in 2007 and confirmed by the Word Bank and IMF in 2008 showed that the country’s debt is sustainable over the period 2007 to 2023. The analysis further indicates that the country can still sustain additional non-concession borrowing of US$1.0 Billion and concessional borrowing of the same amount. According to the Ministry, this analysis was confirmed in the subsequent DSA conducted in 2009 and 2010.

The EAZ has further been made to understand that the DSA has been the basis for mobilizing the resources required to fill the financing gap identified in each given year. Efforts have been made by Government to borrow loans from external creditor’s with a grant element of 35% or better. Furthermore, the EAZ understands that based on the DSA data, Government has taken advantage of its threshold of non-concessional loan to borrow for financing economic projects that have an appreciably high internal rate of return such as the hydro-power generation and road infrastructure. Government has further pledged to prioritize concessional loans which are at low interest rates with longer maturity periods, rather than commercial loans and export credit.

11. Suggestions on way forward  
In line with the recommendations of the JCTR Report in 2007, the EAZ believes that it is in the interest of the country to develop a comprehensive debt strategy and policy that will stipulate when to borrow, at what terms and for what purpose. This should also be reinforced by a policy that debt should not finance recurrent expenditure but only capital expenditure.[footnoteRef:2]  Adequate guidelines should also be set regarding the contraction of domestic debt. The Government’s strategy of rolling – over could be defective and a careless way of using public resources.  [2:  JCTR, Comprehensive Public Debt Management legal review] 

There is also need to move towards reorganization of the debt offices particularly to centralize borrowing powers, strengthen the monitoring capacity of the debt stock and strengthening of the debt strategy and policy.  In line with this, there is need to improve debt data management systems. As observed by the JCTR report,   Zambia does not have a centralized comprehensive domestic debt database. The data is usually inconsistent and has moving figures in certain particular years. This has resulted in the lack of control and monitoring of the debt.
The EAZ is also aware that there are intentions[footnoteRef:3] to review the legislation to address issues relating to the weakness in the debt management practices. Among these issues is the inclusion of a provision requiring the Minister to obtain approval and authorization of National Assembly and also to report on: [3:  Chilupula RM, Experiences and Practices of Public Debt Management in Zambia, Auditor General’s Office, 20011] 

· The source of the loan
· The extent of the total indebtedness by way of principal and accumulated interest
· Provision made for servicing or repayment of the loan
· All borrowings by any state institution or authority annually  
· Provision requiring debt managers’ strict adherence
· Provision for the establishment of a central depository of   original loan agreements
· Setting limits to the indicators such as Public debt/Gross Domestic Product (PD/GDP)
It is our view that these proposals be supported by the members of the parliament as they are meant to enhance the debt management system in Zambia.



Signed:

________________________
President – Economics Association of Zambia

Date:____________________
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