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1.
MAIN FEATURES OF THE ECONOMY

Zambia covers an area of 752,612 Km? or almost 75
million hectares. Four basic ecological zones exist, with va-
rying potentials for agricultural growth — the northern high
rainfall areas, the western semi-arid plains, the central southern
and eastern plateaux and the Luangwe-Zambezi rift valley. The
land surface is mostly flat and the climate subtropical with well
defined wet and dry seasons. The growing season, December
to March is warm and wet.

The estimated population in mid 1984 was 6.44 million.
Urban population is growing at a rate of 6.6 percent and rural
at only 1.1 percent per annum. Density is low at 8 persons per
Km? and in rural areas only 3 to 4 persons per Km2 In 1984
over 48 percent of the population lived in urban areas, and 84
percent were less than 40 years old.

Of an estimated labour force of 1,844,600 in 1985,
361,520 (the lowest in ten years) were in formal employment,
while the agricultural labour force is estimated at 1.5 million.
The increase in the labour force is largely either unemployed,
underemployed or displaces others who are employed.

Average income per caput in 1983 was US $501 but in
1985 1t was only US $80. At a meeting with Zambia's aid
donors in 1984 it was suggested that real income per caput in
US. dollars and adjusted for terms of trade had fallen to less
than one third of its 1974 level by 1984, After 1981 as seen
from Table 1, the real output of the economy declined for
three consecutive years up to 1984, Preliminary estimates for
1985 show that there is a recovery and an increase of 3.4
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percent over the 1984 level. The level of G.D.P. is sull lower
than 1981. Export carnings fluctuated all through the period.
The improvement in export earnings in 1983, 1984 and 1985
was due to devaluation (depreciation of the kwacha) and not to
an improvement in export prices. The volume of imports
decreased as evidenced by shortages of raw materials and
consumer goods. There was heavy out-flow of resources on
account of invisibles i.e. services by foreigners for Zambians
which offset the surplus in the trade balance.

The primary sector has shown very little change between
1979 and 1985. Agriculture which has grown only slightly as
seen in Table 1 has contributed what little growth there is.
This lack of growth in agriculture is disappointing since not
only is it expected to make up for the fall off in the growth of
mining but also to replace it in 10 to 12 years’ time when
mineral deposits run out.
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Tanre 1

Real Vanables in the Zambuan Economy 1979-1985

GOVERNMENT BUDGET 1979 1979 1980 1981 1952 1983 1984 1985 1985

Y% Y% of
Tuonal

G.D.P.: (1977 Producer Prices) Km.
Primary Sector h51 330 509 544 535 537 532 552 265
Secondary Sector 464 235 333 580 575 546 549 5375 276
Teruary Sector 858 435 934 995 979 936 93] 953 459
Total 1,973 100.0. 1,996 2,119 2,059 2,019 2,012 2,080 100.0
" increase 1.0 6.1 =29 -2.0 -0.4 34
Agriculturt‘ as % GDP 14.8 15.2 15.5 4.1 15.6 16.5 17.4
GDP per capita (K)
1977 Prices 351 352 Il 340 324 313 31
External balance (K million):
Goods and services 45 ~124 435 34 37 187 674
Transters 54 -308 -222 245 258 —439 -528
Current account balance
Capnal movements -9 —432 —657 —-569 —-295 =252 146
(Excl. reserves) N/A 276 401 6 112 125 N/A
Government budget (KM):
Ordinary Receipts 635 809 852 K79 1,100 1,096 1,534
Expenditure 956 1,314 1,389 1,643 1,476 1,328 2,184
Deficit —32 —505 —537 764 —376 —232 —650

Source: Bank of Zambia Annual Reports, 1979-1985.
Economic Review and Annual Plan 1986.
National Commission for Development Planning Lusaka,

Of the 75 million hectares of land, about 31 million are in
national parks, forest and urban townships; 29 million hectares
are uncultivated; 7 million are under shifting cultivation. Of
the remaining 8 million hectares approximately 2 million are
under crops. The main crops and livestock production are
detailed in Table 2.

Large-scale commercial farmers have the best land along
the line-of-rail (from the Copperbelt in the North to Living-
stone in the South) amounting to about 100.000 hectares or 5
per cent of about 2 million hectares of cultivated land. Medium
and small commercial, have about 400,000 hectares or 20
percent, and are located mainly in Central Southern and
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Eastern Provinces. Traditional farmers have about 1.5 million
hectares or 75 per cent of the total cultivated land.

The secondary sector has not changed markedly over the
period 1979 to 1985 as seen in Table 1. In 1985 it accounted for
almost 28 per cent of G.D.P. It is dominated by 37 parastatals
and in 1985 employed 48,490 people, 26,510 of whom were in
parastatals. In 1983/84 there was excess capacity of more than
40 per cent for 22 out of 31 products by the parastatals. These
companies are mainly involved in import substitution indu-
strialization. They are uncompetitive due to the high cost of
imported raw materials and to the massive depreciation of the
kwacha.

This sector in 1985 accounted for almost 46 percent of
G.D.P. It 1s dominated by community, social and personal
services and in 1984 employed 228,790 which figure includes
domestic servants.

The Government has been urged by the International
Monetary Fund (I.LM.F.) to put the country’s finances in
order. The deficit as seen in Table 1 was reduced in 1983 and
1984 but increased by approximately 280 percent in 1985. In an
effort to reduce the deficit “constitution” expenditure and
subsidies have been reduced and there is a freeze on the hiring
of administrative personnel in the government services.

The Governments’ financial position is adversely affected
by the falling price of copper. These deficits have been financed
mainly through domestic borrowing and in particular bank
borrowing, a potential source of inflation. The remainder of
the deficit is financed through external borrowing and this led
to an increase in the cost of debt servicing in absolute terms and
as a percentage of total expenditure. Exports are dominated by
copper which in 1985 accounted for almost 90 percent of total
exports. Real copper prices started to decline rapidly after 1974
and 1984 prices were 57 percent lower in real terms than they
had been in the 1970/74 period. Even in current terms, prices
are below the 1974 level.
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Zambia has had three programmes for economic develop-
ment none of which was very successtul. From 1986 there is an
annual plan and a system of medium-term financial planning.
Budgetary estimates have been made more accurate.

Since Independence in 1964 Zambia has followed a Huma-
nist policy. Humanism is an attitude of mind, a system of
thought, which concentrates on human interests rather than on
the external world or upon religious ideals. It emphasizes the
primary role of government as one of encouraging develop-
ment from below, so as to inspire local initiative in the rural
arcas. Development can only spread through the co-operative

movement.
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2.
MONETARY POLICY AND FINANCIAL DEVELOPMENT

2.1 CURRENCY AND EXCHANGE RATE

From Independence in 1964 to January 1968 sterling was
used. After the introduction in January 1968 of the Kwacha
(= 100 Ngwee) it was tied to the U.S. dollar untl July 1976,
when it was devalued 20 percent and pegged to the SDR at the
rate of K 1 = SDR 1.0848. Further devaluations brought the
rate to K1 = 0.7810 in January 1985. After July 1983 the
kwacha is officially valued in terms of a basket of currencies for
which the US dollar is the intervention currency. This allowed
the kwacha to depreciate slowly with minimum political risk.
In the two years to July 1985 this meant a devaluation against
the US dollar of more than 40 percent. In spite of this the
kwacha was very much overvalued and trading in the black
market at approximately one third of its official value.

In October 1985 the Government began a weekly auction
of foreign exchange. Since then the exchange rate for all foreign
currencies is determined each week by the marginal bid which
takes up the amount of foreign exchange available for that
week. The US dollar remains the intervention currency. As
expected, after the auction there was a sharp devaluation of the
kwacha from K2.20 per US dollar the previous week to K5.01
per US dollar. Average exchange rate movements are shown
below for the period 1977 to 1986.
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Average F.tt‘bdnge Rate (Zambia) 1977 = 1986: (K per $)

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Q0.790  0.800 0.793 0.789 0.868  0.928 1.251 2,200 5.700 11.900

Source: IMF, International Financial Stanstics.

Economic Review and Annual Plan 1986 N.C.D.P.
Bank of Zambia.

At one stage in 1986, the exchange rate was K15.0 per US
dollar. This was due largely to the fact that the Bank of Zambia
had reduced the number of dollars available at the weekly
auction, from US $9 million to US $5.5 million. Out of this US
$5.5 million, 1.5 million was reserved for the banking system,
2 million for fuel and communications leaving only 2 million
for general imports. On an annual basis about US $104 million
goes on imports now whereas over US $300 million went on
them previously. Unless the amount of foreign exchange
available is increased the value of the kwacha will continue to

fall.

2.2 MONETARY POLICY

In the early 1980,s monetary developments were largely
influenced by a restrictive monetary policy pursued by the
Bank of Zambia. This policy was adopted due to the country’s
precarious external payments position, excessive demand con-
ditions coupled with occasional supply problems and the
resulting high inflationary pressures on the economy. The
main demand management policy instruments used included
quantitauve credit ceilings and an upward change in the
interest rate structure in 1983.

In early 1983 the kwacha was devalued and a floating
exchange rate regime was adopted. As a result the rate of
growth of all monetary aggregates slowed down in 1983
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compared to previous years, as seen from Table 3

A restrictive monetary policy continued in 1984. Demand
management policy instruments were intensified to reduce
demand and high inflationary pressures. More quantitative
credit ceilings were introduced and interest rates were raised.
Monetary aggregates were influenced by an agreement with
[.M.F. in July 1984 and the Bank of Zambia exercised control
on their growth, as seen in the increase in the money supply.
The greater part of primary liquidity was retained within the
banking system.

Policies followed in 1984 continued in 1985 up to the last
quarter of the year, when important monetary policy decisions
were implemented. The monetary authorities set out to regula-
te the growth in the money supply through open market
operations in treasury bills. From September 3rd 1985 a daily
market in treasury bills started. A money supply target for a
particular period was set and a specific amount of treasury bills
were sold or bought on the market to achieve this.

Interest rates were decontrolled to allow the market to
freely respond to the laws of supply and demand. The treasury
bill rate moved from 9.5 percent in October 1985 to 24.0
percent in December 1985. The treasury bill rate in December
1986 was 28 percent. (Table 4).

The main purchasers of treasury bills are the commercial
banks (90 percent approximately). Non-bank financial institu-
tions take up the remaining 10 percent. The Bank of Zambia is
now trying to interest private individuals in them

It is obliged to discount treasury bills as and when
required by the commercial banks. The Bank does not have its
own paper in the sense that treasury bills are government
instruments and go towards financing government activities.
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TasLe 3

Maoney Deepening Ratios

1977 1978 1979 1980 1981 1982 1983 1934 1985

{as a % of GDP)

Currency in Circulation 7.0 69 57 57 64 68 66 69 6.2
{as a % of GDP)

DL‘pnﬁil Money 297 2T T65 24,7 22,6 306 276 288 278
(as a % of GDP)

Currency and Deposits 19.8 17.5 19.4 16,9 163 191 17.3 206 194
{as a % of GDDP)

Toral Money 35.8 28,5 31.4 301 284 367 331 M5 332
{nominal % A)

Toral Money 12.1 —-86 302 9.0 7.9 17.9 10,2 18.1 235
(real % A)

Total Money —9.6 =229 197 =246 —43 451 -—-86 -60 —164

Mem, : % A Price 21.7 143 105 1.6 122 128 188 241 399

Source C.5.0. Economic Review and Economic Plan

1986. National Commussion for

Development Planning. Bank of Zambia Annual Reports.

Tasre 4
Mawn Interest Rates 1976-1986

Average Treasury Prime Rate

Year

Savings A/C 12 months AND over Memo %

Bill rate Loans Deposits Time Deposits price
1976 4.37 8.25 6.0 7.25 17.4
1977 4.38 6.25 6.0 725 21.7
1978 4.50 9.50 7.0 8.25 14.3
1979 4.50 9.50 7.0 8.25 10.5
1980 6.0 9.50 7.0 8.25 1.6
1981 6.0 9.50 7.0 8.25 12.2
1982 6.0 9.50 7.0 8.25 12.8
1983 7.5 13.0 8.0 8.25 18.8
1984 9.50 17.50 15.50 15.50 24.1
1985 24.0 25.0 15.50 15.50 39.9
1986 28.0 300 20.50 58.7

Source: Bank of Zambia
(Unpublished data for 1986).

16.50
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Commercial banks Primary Liquidity Ratio is 40 percent.
They have to hold 25 percent of demand deposits and 17
percent of time deposits in cash. These liquidity ratios are only
effective at the end of each month. During the month they
purchase treasury bills and earn interest on what would
otherwise be non-interest bearing deposits.

Monetary development over the period 1977 to 1985 has
been characterized by changes up and down in domestic
liquidity. The changes as seen from Table 3 have not been of
great magnitude and were due mainly to the balance of
payments position. Failure to expand the economy to any great
extent is due to the deterioration of the overall balance of
payments position over the period.

The nominal rate of growth of money is erratic with
periods of expansion and contraction, as seen in Table 3. The
increases in 1984 and 1985 are due mainly to the depreciation
of the kwacha.

Auctioning of foreign exchange brings about depreciation
of the kwacha and increases the money supply in nominal
terms. Revenue increases but this improvement in revenue 1s
offset by increases in expenditure due to price and cost
increases, together with increases in external debt service
payment, through the budget. Ultimately all the additional
money finds its way into the market and if the supply of goods
and services do not increase to match the increase in money
supply as is the case in Zambia inflation increases. Part of the
additional money supply is withdrawn due to foreign exchange
auctions and this brings a contradictionary influence to bear on
the money supply. Real change in the money supply as seen in
Table 3 is negative, practically every year due to the rate of
change in the price level.
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2.3 FINANCIAL DEVELOPMENT

Over the period 1974 to 1985 the ratio of total money (ie
currency plus deposit money) over G.D.P. increased substan-
ually from 23.8 percent in 1974 to 41.6 percent in 1985 as seen
in Table 5. It followed an unstable path and this can be
attributed to the erratic fluctuations in the nominal money
supply.

Domestic credit as a percentage of G.D.P. has fluctuated
over the period 1974 to 1985 as shown in Table 5. It increased
substantially in 1982 and shows a continual decrease since.
There has been an increase in the demand for domestic credit
and Government has competed with the private sector. The
decline in the share of net credit to the private sector in 1985 as
shown in Table 5, in the absence of credit ceilings both to the
public and private sector indicates the crowding out of the
private sector. The Government expanded its credit at the
expense of the private sector.
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2.4 PRICE CHANGES

Table 6 details the Consumer Price Indices for high and
low income urban groups. Large increases have been recorded
since 1983. This is due to the decontrol of prices in 1983, the
gradual removal of subsidies, inadequate supplies of essential
consumer goods and the Kwacha’s continued depreciation
against other currencies. The changes in the consumer price
index are symptomatic of inflation.

In September 1985 interest rates were decontrolled follo-
wed in October by auctioning of foreign exchange. The
auction was introduced in order to counteract the existing,
flourishing black market in the kwacha. Both of these measures
had an immediate effect on prices and have resulted in unprece-
dented rates of inflation as shown in Table 6.

2.5 INTEREST RATES

The level and structure of interest rates is set by the Bank
of Zambia. The policy adopted was one of altering the nominal
rate only rarely, and then the goal was to get the maximum
productive utilisation of credit. Table 7 gives details 1976 to
1986. At the urging of the International Monetary Fund in
1983, rates were increased in order to bring nominal interest
rates more 1n line with the rate of price inflation. Rates were
also increased in 1984, 1985 when decontrolled and 1986. They
are now at an all time high and the prime loan rate in 1986 1s
more than double what it was in 1983. (Table 7).

Quoted nominal rates of interest have tended to be low
relative to the rate of intlation. This has resulted in negative
real rates i.e. nominal rates adjusted for the expected rate of
inflation. The rise in the real return on holding money depends
on the rise in nominal interest rates and the expected decline in
the rate of inflaion. Table 7 shows the difference berween
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selected interest rates and the actual rate of intlation. Real rates
are negative every year 1976 to 1986, peaking at an all ume high
in 1986. However, quoted rates of interest understate loan
charges since Zambian credit agencies impose fees which raise
the effective nominal rate of interest. Agricultural loanees are
charged ledger fees, pay for application forms and Local
Purchase Orders (L.P.O.) from the Agricultural Finance
Company (A.F.C.). Commercial banks charge commitment
fees, penalty fees on overdrawn accounts and front end fees.
Interest is charged to farmers for a twelve month period
eventhough a seasonal loan is repayable within nine months. In
the 1982/83 season the author found that A.F.C. charged 6.2
percent, commercial banks 1.5 and Cooperative Credit Scheme
(C.C.S.) 4.1 percent, above the nominal rate.
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Negative real rates of interest cause savers to incur capital
losses. During 1985 the average inflation rate was 39.9 percent
while the interest rate paid on savings deposits by the Com-
mercial banks was 15.5 percent (negative real rate of 24.4
percent). In December 1985 savings deposits with the Com-
mercial banks amounted to K 242 million. Due to the negative
real rate of interest the real value of these was K 183 million, a
loss of K 59 million due to depreciation. These savings deposits
are held mainly by numerous small savers, who can least afford
such losses.

Negative real rates cause inefficiencies in resource alloca-
tion and encourage overinvestment. They also discourage use
of internal resources or self-finance. They subsidise the few
well-to-do borrowers at the expense of the poor.

Credit institutions have a spread between their interest
costs and interest returns. The Bank of Zambia determined this
spread until October 1985 when the government decontrolled
interest rates. Interest rate spreads are intended to cover
administrative and risk costs. Risk costs include loss of interest
income, loan capital by default and the cost of trying to obtain
repayment. If the spread is not sufficient to cover these costs
the institution loses its capital base. This has happened to the
Agricultural Finance Company (A.F.C.) as it did to 1ts prede-
cessor the Credit Organization of Zambia (C.O.Z.). The
spread required must increase with inflaton. In 1986 the
commercial banks had a spread of 13.50 ic the spread between
minimum deposit rate and the loan rate to farmers. Agricultu-
ral Finance Company (A.F.C.) in 1985 had a margin of only
1.5 percent. Zambian  Agricultural Development  Bank
(Z.A.D.B.) had a similar margin.

Inadequate margins for A.F.C. have led to the govern-
ment paying administrative subsidies, and to capitalising los-
ses. Interest on loans as a proportion of ca 'i production costs
of farmers are relatvely low according to tiie author’s survey.
The average in 1982/83 was 4.09 percent. It is highest for
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traditional farmers (those with less than five hectares) at 9.48
percent and lowest at 2.45 percent for medium-scale commer-
cial farmers (those with twenty hectares but less than fifty
hectares). The rate for small commercial tarmers (5 and less
than 20Ha) is 6.76 percent and for large-scale commercial
farmers (with more than 50Ha) it is 3.14 percent. Farmers seem
capable of absorbing higher interest rates and of paying interest
rates which give an adequate spread to the credit insttutions.
Higher rates would ensure a more even distribution of availa-
ble credit and encourage farmers to economise on its use.

2.5.1 Conclusions

Real rates of interest are negative. When real rates are
positive and high, financial deepening takes place. Where there
is deepening the difference between deposit and loan rates tend
to lessen. From Table 7 for example 1t is seen that the
difference between saving deposit and prime loan rates has
increased from 2.50 percent in 1982 to 13.5 percent in 1986.

Inadequate interest rate spread causes operating losses in
credit institutions and discourages lending by commercial
banks to small-scale farmers.

2.6 SAVINGS

Satistactory mobilization of savings depends on the provi-
sion of a positive real rate of return, adequate deposit facilities,
case of withdrawal and on the general level of education. In
Zambia the rate of return is negative, adequate deposit facilities
do not exist in rural areas, it is difficult to make withdrawals in
rural arcas and due to lack of education some rural people
cannot see the benefits of saving and do not trust the system.
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The economy will benefit from a greater proportion of saving
in financial institutions as it will from a longer maturity
structure of financial savings. Some progress has been made in
both directions in Zambia, but savings need to be deepened
further. Institutions involved in lending to farmers only do not
usually seek to attract deposits. The Co-operative Credit
Scheme (CCS) however introduced a pilot scheme in two
Provinces in 1983. Details are given in Table 29.

2.7 SAVING PATTERN OF 500 FARMERS: FINDINGS FROM A
SURVEY BY THE AUTHOR 1982/83

Savings take two forms (I) Physical assets ie. fixed invest-
ments and (II) Financial assets ie. currency deposits and
investment in government securities.

For farmers saving can be a simple exchange of present
income against an equal amount of income in the future or
against the security which comes from possession of a store
which can be used in an emergency. It can be a type of saving
which adds more than one unit to future income for each unit
of present income foregone.

In respect of the saving behaviour of the farmer it is
helpful to know the preferences he has for saving ie. alternative
methods. Some of the preferences are outlined. Table 8 shows
savings by each category of farmer (categories already defined)
from the 500 surveyed. It shows savings as a percentage of total
income. For traditional farmers it is 25.28 percent and large-
scale commercial 21.28 percent. These are relatively high levels
of savings and are not commonly held to exist.

The survey is based on conditions prevailing at the time, it
was carried out. There may be differences in amounts saved
from year to year. The estimates are subject to errors of
observation due to their residual character. A further factor
which can cause variations is the fact that agricultural incomes
are affected by climatic conditions.
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The traditional and small-scale commercial farmers saved
more on aggregate than did large-scale farmers. This could be
due to lack of investment opportunities for traditional and
small-scale farmers.

The method of holding savings 1s shown in Table 9. Cash
accounts for 17 percent and this may be due to lack of financial
institutions, Lapablc of providing an ()pportumtv to hold iquid
deposits and paying interest rates that are positive in real terms.
If the five percent loaned to relations is added to cash holdings
then 22.1 percent of savings are not deposited.

Commercial banks hold 48 percent of the savings. These
cause savings to tlow partly trom rural to urban areas and
partly to large-scale farmers due to their lending policy.

Post Offices hold 23.5 percent. These just act as collection
points for the Government and the savings they take in are
passed on for investment in government securities.

Savings of farmers in the Survey are on average 26 percent
of income. Institutions not taking deposits are not complete
and institutions taking deposits that do not consider it
worthwhile to mobilise rural savings also lose. They lose
because they fail to use these savings and also because they do
not know their customers as well as they might if they held
their deposits as well as lending to them.

Tasre 8

\‘-‘: ﬂlx) b_'t i'l:'l' !.’u”"'lr""‘] !-“'H('J\

fin K
1. Category Iradiional  Small Comm. Medium Comm. Large Comm, Toral
2. Total income 244,959 448,403 244 864 255,739 1,193,965
3. Total expenditure 183,031 324,189 174,669 201,320 883,209
4.2 - 3 = savings 61,982 124,214 70,195 54,419 310,756
4. 4 as a percentage of 1. 25,28 27.70 28.67 21.28 26.03 (Av.)

Source: Author's Survey of 500 Farmers 1982/83.
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Tasite 9

\ethod of Holdmyg

Savongs and Amowne by Area and by Categon

SEAN NAGLE

(In K)

Cawegory Tradivonal Small Comm, Medium Comm. Large Comm. Total
Tortal 115,782 104,350 68,178 356,330
Post Ottice 28,947 8,676 20,33 83,674
Y total 37.8 25.0 8.3 29.8 23.5 (Av.)
Coops 3,213 5,592 8,480 4,710 22,395
% total 4.7 4.8 8.5 6.9 6.3 (Av,)
Comm. banks 21,072 53,574 61,584 35,113 171,343
%o tortal 3l 46.3 59.C 51.9 48.1 (Av.)
Loans 1o relations 2,650 6,811 7,503 1,000 17,969
Yo' toual 3.9 59 7.2 15 50 (Av.)
Cash in hand 15,365 20,888 17,702 7,024 60,979
%% total 22.6 18.0 17.0 10.3 17.1 (Av.))

Source: Author's Survev of 300 Farmers 198283

Farmers lose since their savings held mainly in banks and
post offices are not used for the benefit of the rural communi-
ty. There is also a tendency for farmers to hold cash which
earns nothing and this is on average 17 percent of the total
amount saved.
Finally rural savings are not effectively mobilised and the
mechanisms and incentives for channelling them into financial
intermediaries are defective. These can be improved by increa-
sing the deposit facilities in rural arcas and by the provision of a
positive real rate of interest.
If local farmers hold their savings with convenient local
credit institutions the following benefits accrue:
~ Local pressure would help to enforce stop orders and to
exercise moral suasion on delinquent borrowers;

~ Some information on a potential borrower would be availa-
ble and this would indicate his ability to repay a loan should
he be given one;

— The institution is a complete financial intermediary and there
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should be case of withdrawal to encourage farmers to allow
the institutions to hold their savings.
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3.
PERFORMANCE OF FINANCIAL INSTITUTIONS

Financial institutions in Zambia are divided between bank
and non-bank. Institutions that lend and take deposits are
classified as banks, whereas those that lend but do not take
deposits are non-bank institutions.

For the purpose of this study commercial banks are
examined. Non-bank institutions looked at are Development
Bank of Zambia (D.B.Z.), Zambia State Insurance Corpora-
tion (Z.S.1.C.), Zambia National Savings and Credit Bank,
Credit Union and.Savings Association (C.U.S.A.), Zambia
National Provident Fund and Small Scale Enterprise Promo-
tion Ltd. (S.E.P.).

3.1 COMMERCIAL BANKING SECTOR

There are nine commercial banks in Zambia. These are
listed in Table 10 together with the number of urban and rural
branches for each bank. Meridien, Indo-Zambian and African
Commercial Bank commenced operations in 1985. In 1980
they had 66 branches and agencies in urban areas as compared
to 35 in rural areas. The position as at December 1986 is that
they have 74 urban and 41 rural branches and agencies.

The government owns the Zambia National Commercial
Bank and has a 51 percent interest in the Indo-Zambian bank.
The remaining banks are privately owned.

Table 11 shows the trend in the banking system habilities
1979 to 1985. Deposits have grown each year and there was a
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substantial increase in demand deposits in 1985. This amoun-
ted to an increase of K 305.0 million or more than 52 percent
due mainly to the fact that interest rates were increased
substanuially as already stated. All other deposits show an
increase. Deposits are on average approximately 48 percent of
total labilites.

The amount due to banks abroad increased by K 378.8
million. Much of this increase took place in the last quarter of
1985 when the foreign exchange auctions were introduced.
K 80 million of the K 87 million owing to the Bank of Zambia
was lending to the parastatal sector through the commercial
banking system

Table 12 shows the distribution of commercial bank credit
to the economy. Commercial bank credit to the private sector
increased substantially in 1983 and the entire increase took
place between August and December. There was a further
substantial increase of 30.8 percent in 1984. On both occasions
the main contributory factor was the increase in demand for
agricultural credit by the co- operatives in order to pay farmers
for their crops. Parastatals continue as the greatest beneficiary
of credit with almost 45 percent in 1985 as against 34 percent in
1984. The private sector’s share decreased as did that of
non-residents. Government’s share at 11 percent in 1985 was
more than double what it was in 1984,

Table 13 shows the lending pattern of the three main
commercial banks. Over the period 1981 to 1985 Barclays
loaned an average K 600 million or 42 percent to agriculture.
Of this K 600 million, large-scale farmers received K 219
million or about 37 percent while small farmers in the Lima
Scheme received K 18 million or 3 percent. Agricultural
parastatals received the remaining K 363 million or 60 percent.
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TasLe 10

Branch-Network of Commercial Banks m Zambia. December 1986

SEAN NAGLE

Urban Rural
Zambia National Commercial Bank 15 15
Standard Chartered Bank 16 q
Barclays Bank (Zambia) Ltd. 25 16
Grindlays Bank International (Z) Lid. 7 1
Cinbank 1 NIL
Bank of Credit and Commerce 5 NIL
Meridien Bank 3 NIL
Indo-Zambia Bank 1 NIL
African Commercial Bank 1 NIL
Totals 74 41
Source: Bank of Zambia and some of the Banks.
TasrLe 11
Banking System Liabilines
Year

1979 1980 1981 1982 1983 1984 1985
DEPOSITS:
Demand 26.7 23.1 20.7 20.3 22.0 19.0 19.5
Savings 6.1 6.8 7.3 7.0 6.6 6.6 3.3
Time 16.5 18.2 15.8 18.6 19.7 20.8 13.9
Government 1.9 2.1 1.2 1.2 1.2 1.3 1.3
Non Residents 23 2.1 2.0 2.0 1.8 1.5 1.4
OWING TO:
Bank of Zambia 0.5 0.2 4.2 1.3 0.8 0.5 1.9
Banks Abroad 0.3 2.1 1.2 2.3 0.9 2.5 10.1
Zambian Banks 1.2 1.6 1.8 0.9 1.6 0.8 1.3
Bills Payable 1.0 0.9 14 1.0 1.4 1.5 0.8
Other Liabilities 43.7 42.9 44 .4 45.4 44.0 45.5 44.5
Total Liabilites 100.0 100.0 100.0 100.0 100.0 100.0 100.0

(Millions Kwacha)

Total 1.445 1,549 1,791 1,980 2,500 3,043 4,540

Source: Bank of Zambia Annual Reports.
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Tasre 12

Zambwa Commercial Bank Deposits and Loans by Depositor and Borrower Group 1977-1985

1977 1978 1979 1980 1981 1982 1953 1984 1985

TOTAL DEPOSITS AND LOANS

(Kwacha millions

end of puriud‘.l 1,496 1,037 1,158 1,605 1,780 1.907 2.495 2,695 3,026
Loans and Advances

Kwacha millions 333 319 393 795 936 747 1,209 1,198 1,385

Loans and Advances as a % of total

Government 4.1 1.4 0.3 0.5 0.6 2.7 284 54 11.0
Statutory Bodies 3.2 51 86 L7 94 66 69 77 8.8
Parastatals 52,2 428 417 234 M3 377 30.7 339 46
Public 40.0 451 479 291 304 521 336 443 350
Non-Resident 9.5 56 1.5 453 253 09 04 &7 Q6
Total 100.0 100.0 1000 100.0 100.0 10C.0 100.0 100.0 100.0

Deposits: (millions K 1,163 71k 765 810 844 1,160 1,286 1,497 1,641

Deposits as %o of total

Government 2.7 38 4.0 4.0 2.5 2:2 2.4 2.5 1.8
Statutory Bodies 6.5 5.6 6.9 56 8.6 7.5 8.2 9.3 7.7
Parastatals 8.0 1.6 295 236 169 21,9 198 193 199
Public 80.4 739 553 KO0 678 648 6359 659 675
Non-Resident 2.4 5.1 4.3 3.8 4.2 3.6 1.7 3.0 g |
Taral 100.0 100.0 100.0 100.0 1000 1C00.0 100.0 100.0 1C0.0

Source: Bank of Zambia Quarterly Financial and
Stanstical Review.
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TasLe 13

Commercial Bank Lending Pattern to Agriculture (KMullions)

Bank 1981 1982 1983 1984 1985 Total

BARCLAYS

Farmers 21.9 X5 42.4 66.3 55.9 219.0
Lima scheme 1.9 2.5 2.5 6.8 4.3 18.0
Parastatals 65.2 71.2 53.2 94.9 78.5 363.0
Total lending

to agriculture §9.0 106.2 98,1 168.0  138.7 600.0
Total ]Ending 258.1 270.2 262.7 328.2 299.1 1,418.3
Agnicultural lending

as % of ol 34.5 393 373 51.1 46.4 42,3
STANDARD:

Large-scale farmers 54.3 58.1 70.7 85.2 88.1 356.4
Small-scale farmers 0.9 1.3 1.5 1.8 2.1 7.6
Parastatals 33.3 34.0 35.2 46.9 38.1 187.5
Total lending

to agriculture 88.5 93.4 107.4 133.9 128.3 551.5
Total lending 192.7 2042 162.8 2065 228.7 995.0
Agricultural lending

as % of total 45.9 45.7 65.9 64.8 56.1 55.4
ZAMBIA NATIONAL

COMMERCIAL BANK

Farmers 0.7 3.7 4.3 4.5 5.5 18.7
Agricultural parastatals 4.2 13.1 20.7 38.0 155.0 231.0
Lending to agriculture 4.9 16.8 25.0 42.5  160.5 249.7
Toral ]ending 157.4 188.8 260.6 311.9 439.5 1,358.2
Agnicultural lending

as % of toral 3.1 8.9 3.6 13.6 36.5 18.4
INDO/ZAMBIAN BANK

Agricultural parastatals 10.0
AFRICAN COMMERCIAL BANK

Farmers 5.1
Agricultural parastatals 5.0

Source: The above Commercial Banks.

Standard Bank loaned K 551.5 million to agriculture. The
break down was K 356 million or about 64.6 percent to
large-scale farmers and K 7.5 million or 1.4 percent to small-
scale farmers. Agricultural parastatals obtained K 188 million
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or approximately 34 percent. Overall 55 percent of total
lending went to agriculture.

Zambia National Commercial Bank loaned over K 249
million to agriculture over the period 1981 to 1985. Only 7
percent went to farmers. On an overall basis 18 percent of its
total disbursements 1981/1985 went to agriculture. 1985 saw a
substantial increase in lending to parastatals: this figure jumped
from K 38 million in 1984 to K 155.0 million in 1985. This was
due in part to the fact that lending to them by the other banks
was reduced in 1985. Lending to agriculture as a percentage of
total lending increased from 13.6 percent in 1984 to 36.5
percent in 1985.

The Indo/Zambian Bank loaned K 10 million of its total
lending of K 25 million in 1985 to agricultural parastatals. It
did not lend directly to farmers.

African Commercial Bank loaned in 1985 a total of K 35
million. Of this amount, farmers received K 5.1 million and
agricultural parastatals K 5.6 million. Agriculture received 30.6
percent of total lending.

From the above data it can be concluded that the commer-
cial banks are concentrated in urban areas and lend mainly to
large-scale farmers the majority of whom are along the line-of-
rail or developed area of Zambia. The amount loaned to
small-scale farmers is very small. Agricultural parastatals recei-
ve large amounts and this is used to provide inputs, purchase
crops and provide transport and storage facilities. Loans to the
agricultural parastatals need to be guaranteed by the Ministry
of Finance and National Commission for Development Plan-
ning (N.C.D.P.)

Due to lack of banking facilities in rural areas transaction
costs for borrowers are high. If local banking facilities are
provided, banks will attract a greater amount of savings, and
transaction costs to the borrower will be reduced.

The newly created Bank of Zambia Credit Guarantee
Department could become involved in guaranteeing loans to
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farmers. It has no plans to do so at present as it is considered to
be too risky a proposition.

3.2 THE DEVELOPMENT BANK OF ZAMBIA: (D.B.Z.)

D.B.Z. commenced operations in 1974. It is an autono-
mous institution whose shares are held by both government
and private interests. It was established to foster the economic
dL\c]oment of the country by idenufying, promoting and
supporting viable projects. It does not seek to attract deposits.

The Bank makes available equity Lilplt.l] as well as long
and medium-term funds to develop enterprises engaged in the
activities of:

— manufacturing, assembling and processing of industrial
goods whether of agricultural, forestry or ranching origin;
— large-scale corporate agriculture and ranching.

For the purpose of facilitating its operations, the Bank
borrows both locally and internationally. Long-term loans
have been granted by the Government, Zambia National
Provident Fund and the Zambia National Bmldmg Society.

The Government has also guaranteed promissory notes
which are sources of additional local funding. Foreign curren-
¢y borrowing takes the form of lines of credit. When a
devaluation of the Kwacha takes place, the Bank revalues the
foreign currency loan and the increased cost must be borne
solely by the borrower. In January 1983, the Kwacha was
devalued by 20 percent and a farmer who borrowed K 200,000
just prior to devaluation, incurred increased repayments of K
40,000 as a result, and the annual interest, assuming it is at 12.5
percent, would have increased by K 5000. Since 1983 the
Kwacha has been devalued further and the introduction of the
foreign exchange auction has regularly increased the repay-
ments for borrowers of foreign exchange.

It provides technical assistance and advisory services in an
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effort to promote economic development.

Table 14 shows the amount sanctioned 1974/75 to 1985/
86. Out of 448 loans made 202 were to farmers and agro-
industries, 28.5 percent of total funds went to agriculture and
the average size of loan to agriculture was K 393,265 which is
large by any standard and suits only very large farmers. It has
made four loans totalling K 11 million to Zambia Sugar
Company.

Projects which have been financed include machinery,
crop enterprises, dairy projects, poultry units, mixed farming
and a small holder sugar cane project, in which D.B.Z.,
participates with a consortium of lenders headed by the
Commonwealth Development Corporation. The aim is to
benefit 300 small farmers, and the loan is provided out of the
special fund for rural development which has been financed by
the Norwegian Development Agency (grant) and the Canadian
International Development Agency (loan).



340 SEAN NAGLE

Tarir 14

Development Bank of Zambia: Agricultural Loans to Farmers and Agro-Industries 1974/75 -
1985/86

Year Total amount  Amount sanctioned  Total No. of  No. of loans o Agricultural loans as
sanctioned to agriculture Loans agriculture  percentage to total
sanctioned
K 000'S K 000'S
1974-75 6,628 2,299 14 4 34.69
1975-76 8,429 1,609 25 14 19.01
1976-77 5,672 1,981 22 12 34,93
1977-78 10,899 2,731 21 10 25.06
1978-79 11,946 3,351 33 20 28.05
1979-80 22,519 6,514 48 18 28.93
1980-81 39,250 5,404 70 26 13.77
1981-82 25,149 4,264 42 6 16.95
1982-83 11,669 5,247 33 21 44.96
1983-84 29,260 8,744 35 15 29.88
1984-85 44,394 13,460 62 28 30.31
1985-86 63,041 23,835 43 18 37.80
Totals K 278,856 79,439 448 202 28,5 (Av.)

Source: Annual Reports D.B.Z.

The amount of the loans granted is up to 75 percent of the
total fixed cost of the project and the balance 25 percent is
expected to come from the borrowers, who must be limited
companies. If expansion projects are involved, the existing
assets which constitute an integral part of the project, could be
considered as part of the promoters contribution. Minimum
debt/equity ratio required is 3:1. A commitment fee of 20
percent on local component of the loan and 2 percent on
foreign component is payable.

The data shows that the average loan size is large and
loanees are large-scale farmers. Demand for foreign currency
has declined drastically as borrowers are not willing to risk
losses due to devaluation of the kwacha. The Bank of Zambia
should assume this risk. D.B.Z. is very well managed and has a
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modern management organization structure. It has a very high
recovery rate due to proper assessment of the feasibility of
projects and subsequent monitoring of them, on an on-going
basis. When the new Lima Bank is operational (1987/88
season), D.B.Z. is to cease lending to agriculture.

3.3 ZAMBIA STATE INSURANCE CORPORATION: (Z.S5.1.C.)

The Zambia State Insurance Corporation (Z.5.1.C.) deci-
ded in late 1975 to provide finance for agriculture. The aim was
to make medium and long-term finance available to farmers.
This was to be done with the assistance of the Ministry of
Agriculture and Water Development. It has very little contact
with the borrower after the initial giving of the loan and this is
a severe drawback since it leads to unauthorised use of loan
funds and poor repayment rates.

Funds come from Z.S.1.C., itself and originally, the
Board authorized an expenditure of K 1 million per annum for
lending to selected farmers. Over the period 1975 to 1986 it
disbursed on average K 856,300 per annum as shown in Table
15. Applications are all received at the main offices. Investiga-
tors are then sent from Lusaka to the applicants’ farms, but
often due to lack of transport, these investigators cannot carry
out proper supervision.

It was to make medium and long-term loans, yet accor-
ding to Table 15, 4.4. percent of its financing between 1975 and
1986 was of a seasonal nature. Its official procedure also states
that loans for less than K 20,000 cannot be considered, but this
is also contradicted by the detail in Table 15. The number
receiving loans is small and for the period 1975-1986 was 268
farmers, 68 from Lusaka Province. Loans were mainly for
machinery, land purchase and livestock. Over the period
1975/86 these accounted for about 84 percent of the total
disbursed.
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Recovery rates are very poor. Z.5.1.C. admits to less than
40 percent and this low recovery is due mainly to loans being
made based on factors other than potential project viability. It
is also due to the fact that Z.S.1.C. does not have expertise in
the agricultural lending field. Lending to agriculture is to cease
after 1986/87 when the Lima Bank becomes operational.

3.4 NATIONAL SAVINGS AND CREDIT BANK

The role of the National Savings and Credit Bank
(N.S.C.B.) is to supplement banks in the mobilization of
savings. Practically all of its funds are lent to the government.

[ts clientele is composed mainly of low income savers. For
a long period its minimum balance was K 0.50 raised to K 10 in
1984. It does not have current accounts and therefore does not
have ledger charges. Unlike the other banks it cannot create
money. Its main source of income is from its investments.
These investments are placed with the Government and other
institutions. As at 31/2/85 total investments were K 43 million.
Total deposits in 1984 and 1985 were K 46.7 million and K.
54.9 million respectively.

In 1985/86 the bank carried out an aggressive advertising
campaign to encourage the public to open new accounts at all
branches in the country and as a result 46,943 new accounts
were opened.

In 1986 there were 183 branches, 14 of which were opened
in 1985. In areas where there are no other banking facilities the
bank undertakes to collect the savings of companies in these
arcas and then deposits can only be withdrawn at Head Office.
There is a commission charge of 4% on services rendered. It
has many problems some of which are as follows:

— It is unable to compete effectively with banks
— Fraud is a problem
— The low minimum balance increases the transactions cost of
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such accounts

— The bank has limited space and is prevented from introdu-
cing other banking facilities, sought by customers

— Agency fees to the Post Office are very high at 50 Ngwee per
transaction in 1985, compared to an earlier charge of 28
Ngwee.

3.5 ZAMBIAN NATIONAL BUILDING SOCIETY (Z.N.B.S.)

Z.N.B.S. was set up in 1971. It has 15 branches. It gives
mortgage advances for private dwelling houses and commercial
and industrial property. Its activities are confined to urban
areas and it caters for high income groups.

3.6 ZAMBIAN NATIONAL PROVIDENT FUND (Z.N.P.F.)

ZN.P.F. is a form of social welfare. Its contributions
come from members and their employees and these constitute
its main source of funds.

Investments are mainly with the Government and parasta-
tals. Loans are also made to the private sector. Interest rates are
competitive but are higher by 2 percentage points for private
loans as against loans to the Government.

[ts activities are confined largely to urban areas since it is
there that most of the formal employment is.

3.7 SMALL SCALE ENTERPRISE PROMOTION LTD. (S.E.P.)

S.E.P. was set up in 1982 on the initiative of the Develop-
ment Bank of Zambia and the Fredrich Ebert Foundation
(FEF) a private West Germany socio-economic Foundation. It
is a registered financial institution and operations commenced
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in January 1983. The following shows the ownership of the
company (1/1/86) and as can be seen, there is a majority
Zambian shareholding.

Share Capital

0
Ay

Development Bank of Zambia 25.0
Zambia Congress of Trade Unions 15.0
Zambia Natonal Commercial Bank 10.0
Village Industry Service 1.0
Zambian Ownership 51.0
Fredrich Ebert Foundation 245
Netherlands Development Finance Company 24.5
Toral 100.0
Toral (0oos Kwacha) 1,700.0

Source: S.E.P. Annual Reports.

Its main objectives are as follows:

— to help small-scale entrepreneurs set up business;

— to help existing businesses to expand or improve through the
provision of both financial and non-financial services. Prefe-
rence is given to projects which will contribute to the use of
the local raw materials, creation of jobs at low investment
cost, import substitution and the development of local
technology and manpower skills.

Its financial services are as follows:

— equity funds not exceeding K 50,000 can be provided per
company. These funds have enabled firms to obrtain long
term finance from the Development Bank of Zambia. From
January 1986 the emphasis has shifted to loan’s financing;

— Micro-project loans of between K100 and K 1,000 per project
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are available. These are repayable in six months and are given
for working capital. Approval is generally given within one
week of application. Medium-term loans of between K1,000
and K10,000 per project repayable in cighteen months are
given for both working capital and small investments in plant
and equipment;

— Long-term loans of between K10,000 and K500,000 are also
given. These loans are repayable over a maximum period of
12 years;

— Leasing and hire-purchase facilities are available. Guarantees
can be given.

Table 16 gives the projects approved by S.E.P. 1983-1985.
Seven of the 46 projects were in the agro-industry area, and
these received 17.7 percent of the amount loaned. Develop-
ment Bank of Zambia loans accounted for 66% of total
lending.

TasLe 16

Small Scale Enterprises Promotion Ltd. Approved Projects by Sector 1983-1985

Sevto Nooool Amoum ool Agro-lndustry Amount to
Prevjects (K} l'otal No. of Agro-Industry
Projects
Equity Investment 16 230,500 11 2 22,000
Long-term loans 4 408,585 19 2 250,585
Medium-term loans 14 80,340 4 1 2,500
DBZ Long-term loans 12 1,433,000 [ 2 106,000
Torals 46 2,152,425 100 7 381,085

Source: S.E.P. Annual Reports.

S.E.P. provides the following non-financial services:
— Management and accounting services;
— Serviced industrial plots, production and workshop facilities
on lease, rent and outright purchase;
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— Procurement of raw-materials, plant and equipment;
— Provision of transport and warchouse services.

Activity is concentrated in Lusaka but it is hoped to
extend its services to other parts of the country.
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4.
RURAL CREDIT OUTSIDE FINANCIAL INSTITUTIONS

This section looks at a number of agencies involved in
financing rural enterprises. Informal sources of finance are
described as is the ability of farmers to provide from their own
resources part of their financial requirement. Zambia obrains
finance for rural activities either in the form of grant or soft
loan from many external sources. These sources are summari-
zed as is the contribution made to them by the Zambian
government.

4.1 INFORMAL SOURCES OF FINANCE

The informal sources of finance for agriculture come from
a non-commercial sector and a commercial sector. The non-
commercial sector is represented by loans from friends and
relatives who often charge no interest. The commercial sector
is made up of crop buyers, input dealers, landlords and
professional money lenders. Crop buyers and input dealers are
not a source of credit in Zambia. Moneylending is not wide-
spread in Zambia and less prevalent in rural than in urban
arcas. From the Author’s Survey of 500 farmers only one
farmer obtained a loan from a moneylender (Table 17). No
other detail on disbursement by moneylenders is available.

Of the 500 farmers questioned by the author, a large
majority responded that when they borrow for personal use
(wedding, tuneral, illness and so forth) they borrow from
friends or relatives with no interest rates charged, though this
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may be disguised in reciprocal calls on a farmer’s time, labour
or other resources. Usually, the farmer gives priority to
repaying a loan in the informal market even if it takes longer
than he planned originally.

Table 17 shows loans from non-commercial informal
sources for 500 farmers in the 1982/83 scason. Three loans
were from relatives and friends, three from other farmers and
one from a moneylender. Traditional farmers received 3 and
medium commercial 4 of the 7 loans.

4.2 OWN RESOURCES OR SELF-FINANCE

Self-finance is defined as the investment within a particu-
lar enterprise of savings accumulated by the owner of that
enterprise. Agriculture has been known to get its finance from
within itself. This is in contrast to other industries where
finance in the form of equity is obtained from all sectors of the
economy. The farm business has usually been initiated by the
family providing the initial finance either to purchase land and
/ or to go into production.

Any business wll retain some of its profit so as to meet
contingencies. For the limited company, it may be in the form
of retained earnings. Private wage earners will keep a liquid
deposit in a post office or bank. The farmer is no different.
Those who have experience of money may need to retain less
than those who have lately come to know and use money.
Many farmers in Zambia fall into the latter category and it is
likely that what they retain is relatively large and not really
needed.

Table 18 gives details concerning selt-finance, and shows
that farmers in Zambia can provide on average about 84
percent of their requirement from their own resources. This
ability varies between the different geographical locations.

Mpika had the largest average at 90.7 percent, with
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Mazabuka lowest at 77.4 percent. Mazabuka is a developed
area on the line-of-rail, while Mpika is away from the line-of-
rail and less developed. This is evident in the amounts available
in the case of large-scale commercial farmers in these two areas,
where Mpika had 73.4 and Mazabuka 40.9 percent. The large
farmers in Mpika had to rely more on their own resources since
the sypply of credit was not plentiful as it was to Mazabuka
farmers.

Traditional farmers in all the five areas provided on
average about 96 percent of their own finance. This suggests
that they produce at a level appropriate to the amount of
self-finance at their disposal, since they receive httle credit
from formal sources. There is a possibility of their moving to
small commercial status, if the necessary credit is made availa-
ble to make up the amount needed for such a move.

Ability to provide self-finance 1s high at approximately 92
percent on average among the small-commercial category also.
The suggestion and solution offered for traditional farmers
may well apply to these also.

TasLe 17

Farmers by Category and Source who Recetved Loans from Non-Commeraal Informal Sources
1982/83 Season

Category Relatives and Friends  Other Farmers  Money lenders

Traditional 1 1 1
Small Commercial = — —
Medium Commercial 2 2 -
Large Commercial — — —

Tortal 3 3 1

Source: Author’s Survey of 500 Farmers.
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Tapre 18

Own Resowrces as a Percentage of Credit Requaved by 500 Farmers by Category

Category Mpika Mazabuka  Solwezi Chongwe  Mumbwa  Average
Traditional 99.21 8813 98,32 96.03 97.91 95,93
Small Comm. 95.31 92,43 90,63 Y5 36 85.32 91.81
Medium Comm. 94,84 87.12 84.72 99.25 79:13 89.00
Large Comm. 73,42 40.91 64.52 47.32 73.83 60,00
Average 90.69 77.41 §4.55 44.49 84.05

Owerall average approximately 84 percent.

Source: Survey of 500 Farmers by the Author.

Medium commercial in Mpika, Chongwe and Mazabuka
all provide between 99.3 and 87.1 percent of their requirement.
Solwezi and Mumbwa providc 84.7 and 79.1 percent rc‘;pccti-
vely. The overall average is approximately 84 percent and it
would seem that Solwezi and Mumbwa obtain more credit
than the former three areas. More credit to all areas would
enable these to move to the large-scale commercial category.

Finally, with the exception of Mazabuka and to a lesser
extent Chongwe, large-scale commercial farmers provide bet-
ween 73.8 and 64.5 percent of their own requirement and on
average 60 percent. Mazabuka was lowest and suggests that it
received most credit and was followed in this regard by
Chongwe.

From details obtained from the institutions involved in
lending it would appear that most lenders to farmers estimate
the cash cost of a crop or project and then if they lend, lend 100
percent of the required amount. The fact that farmers can
provide part of the financial requirement from their own
resources must be take into account.

Farmers surveyed, who received credit, received more
than they required from an external source. Some of this credit
was not used for seasonal purposes or if it was, it was used as a
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substitute for self-finance. The available self-finance was then
used either as medium and /or long-term finance, or it was
taken out of the system.

4.3 EXTERNAL SOURCES OF FINANCE

Foreign governments give financial assistance to Zambia

to assist it in becoming developed. The form this aid takes can

vary, but it is only aid in the proper sense if it is in the form of

grants or loans on concessional terms. This aid partly offsets

the shortfall in the domestic mobilization of savings, both
public and private.

Zambia receives financial assistance for rural development
from many foreign countries and from institutions such as the
European Economic Community, the International Bank for
Reconstruction and Development, the African Development
Bank, the International Development Association and the
African Development Fund. The proposed spending on capital
projects by the Ministry of Agriculture and Water Develop-
ment (M.A.W.D.) for 1986 amounted to K 289,934,800 and 66
percent of this was from foreign sources, made up of grants
and loans. In 1986 agricultural parastatals received a mixture of
grants and loans amounting to over K 80 million.
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5.

INFRASTRUCTURE FOR RURAL DEVELOPMENT AND
PRICING POLICY

This section deals with markutinb of a;,ricu]tur:ll commo-
dities, pricing policies, crop insurance, input supply, seed
supply, food storage, irrigation, transport, extension service
and land tenure.

5.1 MARKETING OF AGRICULTURAL COMMODITIES

The Government has from the foundation of the State
controlled the marketing of agricultural products. The job of
input supply and marketing of agricultural products was given
to a parastatal titled the National A;,multural Markctmg
Board (N.A.M. BOARD), established in 1969. At its incep-
tion it was responsible for the marketing of all grain crops and
other named controlled products by an Act of Parliament
(fruit/vegetables, cotton and agricultural inputs like seed ferti-
liser, chemicals, implements and grain bags).

It was restructured in 1978 since its first organizational
set-up proved to be unwieldy and difficult to manage. Cotton
trading, marketing of fresh fruit/vegetables and seed opera-
tons were withdrawn from it.

[n 1982 NAMBOARD handed over its grain purchase and
input distribution functions to the Provincial Co-operative
Unions (PCUS). NAMBOARD was left with the duty of
importing fertiliser and shortfall maize, from surplus to deficit
provinces, cither directly or through the P.C.U.S.
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The new system worked reasonably well for the 1982/83
and 1983/84 seasons. The Unions were able to collect, tran-
sport, store or cover all purchased produce. A very serious
situation developed in the 1984/85 scason when 40 percent or
more of the maize crop was uncollected when the rains came in
November. There were many reasons for this failure but the
main one¢ was, co-ordination problems between NAM-
BOARD and the Unions as agents and rather than recuty the
situation through the Unions, the Government reverted to
NAMBOARD, as the principal buyer of maize with the
co-operative Unions as agents when needed as well as buying
all other crops in their areas. In 1985 agency agreements
between NAMBOARD and the co-operative Unions were not
signed on time due to disagreement on agency fees. When this
problem was resolved the new system worked well in some

cases, but in others amounted to a mere duplication of
functions.

The Government in January 1986 came up with new
measures to stream line the marketing system and haulage of
maize. It is intended to discontinue the monopoly position of
NAMBOARD in the marketing of maize and feruliser. Infor-
mation on how the new arrangements are working out 1s not
vet available.

LINTCO has the responsibility of organising the produc-
tion and marketing of cotton, since its inception in 1978 and
now soyabeans and coffee in Southern and Northern Provinces
and during 1986 received K8,983.500 in loans. K 6 million of
this went to Eastern Province Agricultural Development Pro-
ject with the remainder going to cotton development schemes.
[ts purchases for 1985/86 are shown in Table 19. Up to 1985
tobacco development was the responsibility of the Tobacco
Board of Zambia (T.B.Z.). The latter was replaced by National
Tobacco Company of Zambia (N.T.C.Z.) in 1985. It 1s
modelled on the same lines as LINTCO t1.e. it is involved from
extension to marketing. Purchases for 1985/86 are shown in
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Table 19. Production has declined from 13.2 million kilos in
1964 to 2.3 million kilos, in 1985. This is due partly to poor
management by T.B.Z. and partly to increased costs of
production, particularly in recent years.

D.P.B. is involved in the purchasing, processing and
marketing of milk and milk products. It has suftered from
severe financial problems especially lack of foreign exchange.
This lack has meant that it could not purchase raw materials
and spare parts for the processing machines. It is unable to
meet demand.

5.1.1 Crop ﬁ-farkering Problems

Crop marketing faced problems in the 1984/85 and 1985/
86 scasons. The major problem in both seasons was due to the
untimely release of funds which relies on bank overdrafts
guaranteed by the Ministry of Finance and the National
Commission for Development Planning. NAMBOARD was
unable to pay the farmers. This situation has arisen due to the
poor financial performance of the commodity marketing para-
statals and Unions. Other contributory factors are unremune-
rative price margins, organizational and managerial inefficien-
cies, erratic and irregular restitution payments by the Govern-
ment.

Another problem is the shortage of fuel which invariably
occurs at some time of the season. There 1s also an annual
shortage of grain sacks which causes great difficulty in trying
to organize the umely collection of crops.

From the above data it would appear that a proper
marketing system has not developed in Zambia. Both NAM-
BOARD and the Unions have tried to do this, but without
success. The changing pattern confuses the farmers and does
not allow the marketing institution whether NAMBOARD or
the Co-operative Unions to develop and set up a proper



356 SEAN NAGLE

organizational structure.

Co-operative Unions have not developed adequately to
handle the tasks given to them in the area of maize marketing.
Now as agents they are often in competition with NAM-
BOARD and facilities are duplicated in some instances and are
non-existent in others.
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Regularly, fertiliser has been sent to the wrong destination
due to misnmna;__cmcnt By the ume 1t 1s rerouted at great
expense the rains may have come, leaving the roads lmpasbablc
so that the original purchaser does not receive it. It is then left
to become spmlcd due to poor packaging and to exposure. This
has necessitated it being reprocessed by Nitrogen Chemicals of

Zambia (NCZ). Swd has also been wasu,d under similar
circumstances.

A study of the marketing system was carried out in 1986,
to assess the most efficient marketing arrangement for produ-
ce, fertliser and other inputs. The findings and recommenda-
tions of this were not available to the author at the time of
writing.

5.2 THE PRICING SYSTEM

Prior to Independence in 1964 the pricing policy was one
of providing a cheap and adequate supply of food to the mining
sector. Producer prices were based on the cost of production of
a relatively small number of large-scale expatriate farmers.
These received an adequate return on capital. Small farmers did
not receive adequate return on their labour. African crops such
as millet and cassava were discriminated against, as they were
excluded from the ofticial marketing circuit. Production pat-
terns were distorted due to over emphasis ot policy on maize.

After Independence, prices were kept low continuing the
pre-Independence policy. In order to keep prices low, agricul-
ture received large subsidies.

Once a year, the Government through the Price Control
Board sets minimum prodLqu prices. A% the: same Hime it
provides subsidies on major farm inputs such as feruliser. It
also establishes maximum retail prices ¢ basic consumer
goods.

There is pan-territorial pricing of commodities and inputs
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throughout the crop season. Locational advantage and relative
profitability of crops is not taken into account.

The Government sets prices for commodities with the
exception of poultry, pork and vegetables. The producer price
for maize is the only legal market price for it. Prices are
announced usually in May. Minimum prices are as in the past
based on the estimated cost of production of commercial
farms. Cost of production as a basis of fixing the prices of
agricultural commodities is ineffective since the auctioning of
foreign exchange commenced at the end of 1985. This method
of determining the value of the currency increased immediately
the cost of inputs by between 100 and 300 percent. These costs
have increased further during 1986 due to the exchange rate
depreciation working itself through the system. If price con-
trols are maintained, a new method of calculating the prices of
agricultural commodities must be found. This will have to take
account of all cost movements particularly those attributable to
exchange rate depreciation and inflation arising from it.

Table 20 gives details of producer prices 1980-1986. Prices
were increased each year since 1980. Operation Food Produc-
tion was introduced in May 1980 and is to make Zambia
self-sufficient in food by 1990. The price increases 1980-1986
are part of this operation and are an incentive towards achie-
ving its objective. The largest increases in 1986 over 1985 are
detailed in Table 20.
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TasLe 20

Variations i Agricultural Producer Prices: (1980-1986) in Kwacha

Unit 1980 1981 1982 1983 1984 1985 1986 1986

as %o

increase
Maize 90 Kg 11.70 13.50 16.00 18.30 24.50 28.32 55.00 94
Groundnuts 80 Kg 35.00 42.70 48.00 55.00 71.50 91.67 131.35 43
Sunflower 50 Kg 16.40 17.60 20.75 21.50 21.50 27.88 41.95 50
Soy'nbu.ms 90 Kg 32.00 36.30 42.21 45.30 52.50 60.90 112,10 84
Wheat 90 Kg 20.00 26.00 32.00 35.75 42.50 45.20 86.40 91
i’ddd__\' Rice 80 Kg 18.00 18.60 28.00 40.00 40.00 40.00 55.57 39
Sorghum 90 Kg 6.00 9.00 9.00 16.00 18.65 26.90 31.35 16
Millet 90 Kg 600 6.00 600 29.00 29.50 38.10 56.25 48
Virginia Tobacco Kg 1.57 1.65 240 270 280 345 5.12 48

Source: Ministry of Agriculture and Water Development.

NAMBOARD must sell maize to the Millers (nationalised
since December 1986) at below cost prices and the difference is
covered by restitution from the Government. On many occa-
sions these funds were not forthcoming and farmers were paid
late. The farmer therefore incurred a loss due to the opportuni-
ty cost on delayed proceeds. Farmers were unable to repay
their loans and had to pay additional interest charges.

These extra costs effectively reduced the price received by
the farmer and cut his margin which may have been very thin
to start with. A serious problem for farmers in some areas is
the fact that they are paid by cheque and there are no banks in
their area. Payment of farmers through the Post Office Savings
Bank would solve this problem.

The other agencies such as LINTCO operate on a much
smaller scale and do not seem to have the same problems in
paying farmers for their crops. An added advantage for the
farmer is that these agencies offer a package which means he
can obtain inputs on time.
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5.2.1 Non-Price Incentives

Farmers are encouraged to increase production by means
of non-price incentives. The incentives currently offered are as
follows:

— a flat rate of tax of 15 percent on income from agriculture;

— Development allowance for growers of tea, coffee and citrus
fruit:

— Two-year write off period for farm machinery and equip-
ment;

— Withdrawal of Selective Emplovmem Tax on incomes of
expatriate personnel engaged in the agricultural sector.

The foreign exchange incentives for crops have been
difficult to implement and farmers have waited years for
payment. This will also need modification now due to the new
exchange rate system in operation.

It would seem that a new method of fixing producer prices
of agricultural commodities is required. Prices must be based
on the current costs of production of all categories of farmer
and must allow a margin of profit which will encourage
increased production.

5.3 CROP INSURANCE

Zambia State Insurance Corporation (Z.S.1.C.) is the sole
provider of crop insurance. It has had a number of schemes the
latest of which was introduced for the 1986/87 season and 1s
outlined below.

The Zambia State Insurance Corporation Limited has a
revised maize insurance policy in operation for the 1986/87
season. It will now apply to all levels of farmer. Previously the
scheme had been limited to farmers with a crop programme of
over 30 hectares. It is hoped that this new policy will eliminate
on one hand the various delays and misunderstandings that
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were L\'pu'imc-.u.i during the past seasons. On the other hand
the Corporation ob\mml\ wishes to secure its financial inte-
rests after the past continuous adverse weather which affected
nearly all the farmers insured. The scheme includes soyabeans
and sunflower not included previously. The farmers pay the
premiums.

The expected mutual benefits to be gained by the farmer
and the Corporation is reflected in the scheme with regard to
simpler calculation of the sum insured, reduction in the real
cost of the insurance, an option to increase the cover of
insurance at reduced rates and perhaps more important to the
interests of a farmer early and mutually agreed loss settlements.

As in previous schemes, the farmer will be expected to
observe good husbandry practices and generally adhere to the
conditions of the policy in order to avoid any bottlenecks in
the settlement of claims.

This policy will cover a farmer growing maize, soyabeans
or sunflower against the following perils: fire, lightning, tlood,
storm, malicious damage, riot, strike and drought.

The new sum insured or level of insurance Wl“ be based
on those production costs that directly affect the ability of the
farmer to continue in business after a loss. The costs covered
constitute the cost of seed, fertiliser, labour, tractor hiring
costs, fuel and oils, repairs and maintenance, interest, insuran-
ce, transport and a percentage of capital costs.

The indemnity or the money settlement to the farmer
following a loss by an insured peril will be the difference in the
amount between the total sum insured and the actual yield
achieved by the farmer on the whole farm.
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Example:

Sum Insured / Ha = K 2148
Cropped programme = 50 Ha
Total Sum Insured = K 107.400

Assume yield of 15 bags/ Ha (due to an insured peril)
Income = 15 Bags x K 78 (producer price) x 50 Ha
K 58,500

Indemnity = K 107,400 — 58,500
= K 48,900

As was the case last year (1985/1986) no excess will apply.
This is because the policy is on production costs only as
opposed to the expected yield used in the old policy which
included the profit element and hence the application of excess.
The fixed sum insured in the Main Cover may be increased at
an additional premium by further sclecting a sum insured
under the optional Extended Level of Insurance Cover but this
will be in respect of damage, due to fire and lightning only.

This extension is not separate and can only be given with
the Main Cover. The sums insured under this extension are not
related to the production costs but rather arise out of a need to
give increased protection to a farmer for those perils which
occur at a stage when the crop is fully mature. The extended
cover will apply to the same farm and in the same correspon-
ding level of insurance as that chosen for the Main Cover.

There is a rebate of 10% for every claim free year up to a
maximum of 50%. Each claim year will carry a 20% loading on
the premium in the succeeding year of insurance.

Assessment of the yield for the purpose of establishing the
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extent of loss is done before harvest. At this stage, the farmer

and/or his representative and the Corporation mutually agree

on the esumation of the yield attainable following a loss.

The farmer however has to meet a number of conditions
to facilitate quick loss assessment. The main conditions are as
follows:

1. The farmer must give at least one month notice of his
intention to begin harvest;

2. The farmer supplies all such information regarding the
purchase and application of inputs as may be required by the
Corporation;

3. All losses as a result of drought must be reported by 31st
March of the season insured but immediately in case of
losses caused by any other perils.

A separate Fire and Lightung Policy (not to be confused
with the extended cover) is open to anybody who requests it. It
is based on a five year average yield, at a rate of 2.25% for
maize, 1.25% for soyabeans and 1% for sunflower. All other
crops such as wheat, groundnuts, tea, sugarcane, may still be
insured for Fire and Lightning only on the basis of previous
yields.

The new scheme is an advance on the previous schemes
particularly since it is now open to all farmers. If farmers who
obtain credit have insurance cover, repayment should improve.
Farmers will not hold resources to cover risks, now covered by
insurance, and as a result resources will be released for
self-financing and will reduce the demand for credit.

5.4 INPUT SUPPLY

There have been inefficiencies in the purchase and distri-
bution of inputs. NAMBOARD has ordered late and in
insufficient quantities as well as importing excessive amounts.
It has incurred heavy costs in terms of storage and of using up
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scarce space for which there are alternative uses. Poor storage
led to wastage of inputs.

When supplies are inadequate large-scale farmers obtain
most of the supply. This is due to the fact that they have the
finance or quick access to it, to enable them to buy. The small
farmer on the other hand, may not have the finance and may
not be able to obtain credit. Even if he obtains credit it is very
often too late to obtain inputs. Large-scale farmers live near the
line-of-rail and have easy access while small farmers do not and
may have no access due to wet weather affecting dirt roads,
lack of transport, lack of fuel and poor distribution manage-
ment by NAMBOARD.

Seed is supplied by Zamseed which is a parastatal compa-
ny. Supply of seed is not a problem but difficulties are caused
by Unions placing their orders late. Transport is also a
problem in that there are not enough trucks available.

To improve the system inputs need to be purchased on
time and an equitable distribution must take place between
large and small farmers. Storage management needs to be
improved. Distribution needs to be in the correct direction and
must be timely. Waste of seed and fertiliser must be stopped by
the provision of proper storage facilities. On an overall basis
NAMBOARD can store 7.7 million tonnes of maize which
accounts for 99 percent of all marketed major food crops. It is
still inefficient, since much of the storage space is too distant
from the buying points in the area of production and causes
unnecessary transport. Handling bottlenecks occur and crops
are ‘left’ at buying points and deteriorate due to lack of
protection from rain. Facilities need to be provided in remote
areas.Substantial rural storage is needed in the chief maize
growing areas. Hard standings would be adequate. Production
prices are uniform throughout the year and farmers do not
have an incentive to provide themselves with storage facilities.
Depots are not capable of handling the entire crops, and
between 20 and 40 percent is wasted.
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Increased facilities closer to the points of production and
processing need to be provided, for maize. There is great need
for improvement in the organization and management of
storage facilities, for all crops and inputs.

5.5 IRRIGATION

Zambia has up to 10 million hectares of arable land
suitable for irrigation. Presently there is little more than 10,000
hectares out of which over 7,500 hectares are in NAKAMBA-
LA Sugar Estate. Irrigation is a long-term objective due to the
heavy investment needed. In 1986 K 260,000 is being spent on
an irrigation programme and K 720,300 on irrigation research
and development. Both are funded by Zambia itself, and are
totally inadequate.

5.6 TRANSPORT

The transport of agricultural products involves haulage, in
a period of 4 months, of some 6-7 million tonnes of produce
from buying point to depot. In addition, about 200,000 tonnes
of seed and fertiliser is transported in the opposite direction,
much of it over dirt roads. There is excessive transport of
maize between provinces and this should be rectified. Tran-
sporters are reluctant to work in the remote areas, due to wear
and tear of their vehicles from bad roads for which they are
unsuited because they are too big. There is a lack of spare parts
and of maintenance facilitics. Emphasis is now on improving
feeder roads so as to enable trucks to transport inputs and
produce on time. This objective is not being achieved and, as
seen from the following Table progress with roads in some
Provinces was hardly noticeable between 1980 and 1984. Most
progress however was made in the more distant Provinces 1.e.
Northern Luapula and North Western.
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Tasre

Bitumen and Gravel Roads by Province, 1980-84 Kilometres

1980 1984 Increase Metres

over the per sq km
period (1984)
Central 1,428 1,423 -5 15.0
Copperbelt 1,595 1,601 +f 50.8
Eastern 1,457 1,503 +46 21.8
Luapula 1,256 1,377 +121 27.2
Lusaka 1,949 2,041 +92 90.2
Northern 2,138 2,289 +151 15.4
North-Western 1,197 1,296 +99 10.2
Southern 1,599 1,607 +8 18.9
Western 1,240 1,263 +23 9.8

Source: Economic Review and Annual Plan 1986, National Commission for Development
Planning,

5.7 EXTENSION SERVICE

There is a countrywide extension service and a nominal
ratio of one extension officer to approximately 300 farm units.
Many posts are unfilled and there is an unending shortage of
funds. Officers are criticised for visiting large-scale farmers
only. There is no extension for traditional farmers growing
traditional crops such as cassava. Extension officers need to be
spread more evenly and apply farming systems to specific
arcas. There is over emphasis on the production of hybrid
maize and the overall situation of the farmer is not assessed and
an appropriate local solution in consultation with the farmer is
not looked for.

Funding of the service 1s inadequate and some districts
have no form of transportation. There 1s no money to pay
officers subsistence either. Morale is low and there is lack of
coordination between this service and others, such as input
supply and credit. Only K 2,611,000 went to the Extension
Service in 1986, by way of capital assistance.
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5.8 LAND TENURE

In Zambia no mortgage or charge can be created over land
atter 1st July 1975 without the consent of the President. It is
within the power of the President to fix the maximum amount
that may be received, recovered or secured in the case of a
mortgage or charge as a debt or advance. All land is held by
way of a statutory leasehold for a term of 100 years subject to
conditions as may be prescribed. Rent is uniform for all types
of land. The Land Tenure Laws made it difficult for farmers to
provide loan collateral since they do not have unique title to
the land. Permanent improvements such as buildings, irriga-
tion, land clearance, etc. can be offered as collateral. Lenders,
however, find it difficult to separate these from the land so that
they could be sold in case of default. For this reason they are
slow to accept such collateral.

Ditferential rents should be introduced to balance out
differential advantages of the various land qualities and loca-
tion. Title Certificates need to be issued more quickly.
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6.

KEY FINANCIAL INSTITUTIONS AND AN OVERVIEW OF
RURAL FINANCE

In this section the operations of the three key institutions
presently involved in rural finance are reviewed. The Agricul-
tural Finance Company (A.F.C.) established in 1970 is first
and is followed by the Zambian Agricultural Development
Bank (Z.A.D.B.) in 1979 but operational only in 1983 and
finally Z.C.F. Finance Services Schemes including the Co-
operative Credit Scheme which started lending in 1975.

The section concludes with a brief description of the
present state of rural financial markets and the proposed
changes and their likely consequences.

6.1 THE AGRICULTURAL FINANCE COMPANY (A.F.C.)

The A.F.C. effectively came into operation in June 1970,
to take over the functions of the Credit Organization of
Zambia (C.0O.Z.) although it was not a legal successor to that
Organization. C.O.Z. was liquidated in 1969 when it had K
22.9 million in debts.

A.F.C. was originally a subsidiary of The Rural Develop-
ment Corporation, itself a subsidiary of Zambia Industrial and
Mining Corporation (Z.1.M.Co). In 1984 the Rural Develop-
ment Corporation was dissolved and the A.F.C. became a
direct subsidiary of Z.1.M.Co. In the same year the Cattle
Finance Company was merged with A.F.C. The merger was
intended to rationalize and streamline the credit delivery
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system in the parastatal sector.

Itis a supply leading institution and like all supply leading
institutions it does not seek to attract deposits. Its lLability
structure is characterized by an absence of deposit liabilities.
There is therefore no pooling of savings for lending to borro-
wers, which is normally associated with the concept of finan-
cial intermediation. This lack of ability to mobilise savings
means that it does not have a continual flow of resources
available for lending. The absence of deposit facilities also
means that A.F.C. does not know its customers as well as it
would, it they were also depositors. Borrowers when they
save, do not have the facility to lodge their savings with the
lender,

A.F.C. provides short-term, medium-term and real estate
loans. Short-term or seasonal loans are repayable within one
year., Medium-term loans are secured on plant and equipment
and are repayable within three to five years. Real estate loans
are secured on leasehold properties and are repayable within
twenty years.

Since 1985 A.F.C. also provides cattle loans which were
tormerly advanced by the Cattle Finance Company. These
loans are normally sccured on cattle whose purchase the loan
finances and are repayable over periods of up to twenty
months, in the case of steers and sixty months for females and
bulls. Repayment is generally effected from the sale proceeds
of the cattle upon which a loan is secured.

In 1982 the Cattle Finance Company entered into an
agreement with the International Development Association
(I.D.A.) under which advances are made to small holders
against the purchase of cattle and fencing materials. Finance is
provided through the Government Republic of Zambia
(G.R.Z.). A.F.C. now administers this project and to March
1985 K 213,668 has been advanced to 1t

The company operates a branch network of 52 offices
countrywide, consisting of 42 district offices, 9 provincial
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offices and Head Office.

In 1984 Head Office was re-organized and now has five
departments. These are Accounts, Operations, Legal, Internal
Audit and Secretarial/Administration. The manpower strength
in 1986 was 710.

6.1.1 A.F.C. Performance

The unsatisfactory performance of the company can be
seen from the following statement of accumulated losses
amounting to K 95,726,924 to March 1985. Over the fifteen
years 1970 to 1985 these losses have been consistent and ever
increasing to 1984. Statements for 1982-1985 are as follows:

AF.C. Statement of Accnmulated Losses 1982-1985

1982 1983 19%4 1985
Accumulated losses 1st ;\pr'zl 21,434,585 30,183,558 49,819,557 75,028,321
Loss for the Year 8,748,973 19,635,999 25,200,764 20.706,603
Accumulated losses 31st March 30,183,558 49,819,557 75,020,321 95,726,924

Source A.F.C. Annual Accounts 1982-1985,

The share capital of the company has been eroded by
losses and in March 1985 was a negative K 35.9 million. The
authorized capital is K 65,000,000 and issued and fully paid at
31/3/85 was K 43,497,581 while K 13,465,172 was received
and is now pending allotment making a rotal of K 56,962,753.
The deficit on reserves at 31/3/85 was K 92,891,817, leaving
approximately a negative K 35.9 million as stated above.

The operational losses sustained cach year are due mainly
to the high administrative expenditure in maintaining its large
branch network and to its very small interest margin or spread



372 SEAN NAGLE

on loans. This margin in 1985 was only 1.5 percent. For the
same period finance charges were K 13.012 million on its
borrowings which comprised 64 percent of its total operating
cost. In 1985 the amount loaned was K 52 million and
administrative overheads were K7.4 million. To break even,
would have required a margin of 14.2 percent. This reflects the
company’s dependency on borrowed funds in order to sustain
lending operations. Since 1980, A.F.C. borrows from a con-
sortium of the commercial banks having previously dcpcndcd
on the Government. The following Table shows ever increa-
sing short-term indebtedness, up 645 percent 1982-1985:

Short-Term Indebtedness 1985 1984 1983 1982

K K K
Fisheries agency loan 240,000 240,000 240,000 240,000
Short-term loans from commercial banks
Interest 8.5 to 10.5% 80,000,000 80,000,000 80,000,000 17,000,000
Short-term loans from commercial banks
Interest 10.5 1o 16% 34,000,000 30,000,000 — —
NONRAD non interest loan 25,000 — — —
Loan from government 100,000 - — —
Proportion of long-term indebredness
repayable within 12 months 274,338 100,000 — —
Co-operatve Agency Loan — — — 511,163
Totals 114,639,338 110,340,000 80,240,000 17,751,163

Source: AF.C. Annual Accounts 1982-1985,

6.1.2 Loan Portfolio and Security

A.F.C. divides its loan portfolio into large-scale and
small-scale loans. As a matter of policy and practice, it uses
such loan security arrangements as mortgages, insurance poli-
cies, legal charbes on crops, animals and machinery. Itis not a
pre-condition that the intending farmer must give collateral
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security before the loan is given. Where such material and
marketable assets exist, A.F.C. demands the offer by the
farmer of such assets as security. However, the basis of
investment decision making is viability of the proposed pro-
gramme. The mandatory demand for the offer of material and
collateral security would certainly exclude all small-scale far-
mers.

6.1.3 A.F.C. Disbursements

Table 21 shows loans approved 1980/81 to 1985/86 for
large-scale and small-scale farmers. The average size of loan for
large-scale over the period was K 30,368 while for small-scale it
was only K 1,162. Since the 1984/85 scason small-scale farmers
are receiving more than fifty percent of the value of loans
approved.

Table 22 shows that line-of-rail provinces ie. Lusaka
Central, Southern Copperbelt and Head Office (all with
predominantly large-scale farmers) received the greater share
of loans by value each year 1982/83 and 1985/86. In the
1985/86 season they received 79 percent of approved loans.

Table 23 shows that the percentage of applicants receiving
credit was 34.5, 30.6 and 53.7 percent for 1983/84, 1984/85
and 1985/86 while from the same Table it is seen that 15.6, 17.7
and 15.8 percent of the amount applied for was disbursed for
the same years. Over the 1970/71 to 1984/85 period approxi-
mately 69 percent of total agricultural credit went on seasonal
credit, 25 percent on medium-term, and 6 percent on long-
term credit.

6.1.4 Support Level per Hectare for Maize

The support level per hectare of maize is shown in Table
24. In the 1985 scason 12,480,700 90Kg bags of maize were
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produced from an area of 566,900 hectares. This is an average
of 22 bags per hectare. From a survey by the author of 500
farmers it was found that the average yield was 28 90Kg bags
per hectare as shown in Table 24. A.F.C. claims that as a result
of its loans, average yield is 40 90Kg bags per hectare as shown
in Table 24. A.F.C.’s estimate would seem to be high and
indicate that the support level of K 657 per hectare 1s too high.
It reemphasises the fact that A.F.C. lends one hundred percent
of the cost of production, when it lends.

6.1.5 Loan Recovery

Default rates for A.F.C. are very high as shown in Table
21. The A.F.C. has very poor loan appraisal monitoring and
loan recovery systems. It does not have credit histories of
borrowers and has no clear idea of their current financial
situation or their ability for self-finance. The average repay-
ment rate was 62.8 percent, for 1980/86 (Table 24). It was as
low as 47 percent in 1981/82. 1985/86 saw loan recovery at 87
percent an increase of 30 percent over 1984/85, due mainly to
A.F.C. actively pursuing borrowers in arrears. Default in
A.F.C., was largely due to the fact that disbursing and
collecting were not the responsibility of the same organization.
The Co-operative Unions collected debts for it and this was
not a good method since the collector was not financially or
legally liable to the A.F.C. It now collects its own debts and
when possible pursues legal action against defaulters. At the
end of 1985 A.F.C. was owed K 160 million. Failure to repay
this 1s due mainly to lack of discipline among farmers. There 1s
a very low ratio of supervisors to farmers and this 1s a
contributory factor to the low recovery rate. The ratio is
approximately one loan supervisor to one thousand farmers.
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The system of loan collateral 1s not clear and there 1s no
documentation of the legal rights of the debtor, and creditor
with regard to repossession of collateral. The vast majority of
farmers have no title deeds to their land and therefore have no
collateral to offer.
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TasLe 22

The Agricultural Finance Co. LTD. - Loans Approved by Province

Season 1982/83 1983784 1984 /RS 1985/86

Province No. Value No Value No Value Na. Value
Head ofhce 9 6.1 98 7.0 2 2.5 3 2.5
Central 5,168 28.1 6,186 29.6 7,050 243 5,696 40.3
C/Belt 1,812 2.7 1,184 2.1 1,342 3 470 1.9
Eastern 3,454 1.2 0,458 13,1 17,203 14.8 9,610 9.5
Luapula 1,007 1.4 1,159 1.6 1,884 2.4 1,082 1.3
Lusaka 3,364 13.5 3,531 12.5 5,084 12.9 3,218 11.8
N/Western 812 0.9 684 1.3 1,150 1.2 665 0.8
Northern 6,067 7.0 8,268 9.0 13,417 10.7 6,528 6.8
Southern 11,220 25.6 8,991 21.3 13,455 25.4 8,308 225
Western 1,000 3.5 1,257 2.5 1,111 2.7 947 2.5
Total 33,113 100.0 41,816 100.0 61,698 100.0 36,527 100.0

(million Kwacha)

1982/83 1983/84 1944/85 1985/86

Toral 88,4 91.9 123.6 94.6

Source: A.F.C.
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Taste 24

Agrienltural Finance Company Ltd. - Mavee Production Supported by AF.C. Loans

[RLETE.E) 198485 1985 /8h
Lending (K nullions) 60 56 60
Support level® per HAL (K) 657 6a? Ha7
Total hectarage by loanees 91,324 86,758 91,324
Production at an average vield of 40 90kg
bags per hectare (millions of bags) 363 3.47 365

The average support level is taken each season since the allocation s at the same rate The input rate s at
the old rate also which means that the level of lending has not changed with rising costs

Source: A.F.C. (Unpublished data).

There is also potential for political interference with
A.F.C. loan contract enforcement and also credit decisions.
Dispensers of credit in the credit parastatals including A.F.C.,
see political force as influencing lending decisions and local
recovery performance. When the resources kept by the defaul-
ters are added up to the implicit subsidies, huge amounts of
resources have been redistributed in favour of very few produ-
cers.

Presently A.F.C. is working out plans designed to impro-
ve loan repayment. Charts will be apportioned by amounts
owing to specific categories of staff. Those owing more money
will be supervised by higher levels of staff. Traditionally
A.F.C. has relied on loan supervisors who have not been very
effective. Demarcation of staff between appraisal and supervi-
sion, it is hoped, will mean more attention and time will be
devoted to loan recovery.

6.2 ZAMBIAN AGRICULTURAL DEVELOPMENT BANK (Z.A.D.B.)
The Z.A.D.B. was established by the Zambian Agricultu-

ral Development Bank Act No. 18 of 1979. This act provides
that loans shall be made to all classes of farming and fisheries



380 SEAN NAGLE

enterprises and for all types of agrobusinesses, in the country.
Head office is in Lusaka and there is one branch office and
three subzonal offices. It has a staff of 61, 27 of whom are
classed as professional. The main objective of the Bank is to
increase agricultural and fisheries output by improving pro-
ductivity and thus to increase farm incomes. This can be
achieved by providing financial and technical support to
farmers. Its operational strategy includes an extension service
to all its clients.

The following is a list of eligible borrowers:

— Small-scale farmers and fishermen;

— Large-scale farmers and fishermen;

— Co-operative unions;

— Public organizations engaged in agricultural/fisheries activi-
ties;

— Agroindustries.

The Bank extends short, medium and long-term loans.
Short-term loans are given to cover a period of six to twenty
four months. Medium-term loans are for a period of above two
and up to six years maturity. Long-term loans are for above six
and up to twenty years maturity with a grace period on
repayment of up to three years. Interest rates are shown below.

Intevest Rate Structure:

I Nowv, 1983 16 May 1984 | Dec. 1984 7 Nov. 1985 1 Feb. 1986
w0 to to 4] to

15 May 1984 30 Nov. 1984 6 Nov. 1985 31 Jan. 1986 31 Dec. 1986

Short-term

loans 12% 13% 16.5% 27% 25.5%
Medium &
Long-term
loans % 13% 15% 17.5% 28% 26.5%

Source: Z.A.D.B., unpublished data.

Interest rates increased substantially in the period Novem-
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ber 1985 to January 1986, but declined a little in the period
February 1986 to December 1986.

6.2.1 Loan Conditions

Loans are secured by the pledge of a collateral. The Bank
accepts tangible and intangible assets as security.
Tangible assets include:
— A pledge or mortgage on properties defined as real estate by
law;
— A pledge of animals;
— A pledge of chattel mortgage on machinery and equipment.
Intangible include:
- A bank guarantee;
- A personal guarantee;
— A pledge of financial securities, life assurance policies,
company shares or negotiable commercial instruments.
The Bank will not lend for a period of less than six months
or more than twenty vears. It will not directly manage or
administer any enterprise. The amount of a loan cannot be less
than K500 and not more than 5 percent of the paid-up capital
of the Bank.
Conditions are different for small farmers and are as
follows:
— The farmer must be of sound character and be capable of
carrying on farming activities;
— The bank will have agricultural charges on crops, livestock,
machinery and equipment;
— Preferably a track record of farming/fishing which will
ensure success of the proposed operations.

6.2.2 Funding

It has an authorized share capital of K75 million divided
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into 75 million K1 shares. These are allocated as follows:

K million

Government Republic of Zambia 51% 38.25

International Institutions 30% 22. 50

Local Institutions 19% 14.2
100 75.00

Source Z.A.D.B. Annual Reports

To date K17.0836 million has been subscribed as tollows:
K million

Government Republic of Zambia 16.0836
Local Institutions 1.0000
Total 17.0836

International institutions have not subscribed and 1t
would appear that they are waiting for the Government of
Zambia to take up 1ts full share. The Bank has deposits of K3.5
million from local institutions.

The deficit on reserves at 31st December 1985 was
K5,330,509 and when subtracted from the paid up share capital
leaves K11,753,191 as share holders funds. The Bank made a
loss in 1983, 1984 and 1985. These losses have eroded the share
capital and with this trend likely to continue it will soon be
negative.

6.2.3 Disbursements and Recovery

Table 25 gives details of the amounts disbursed 1983,
1984, 1985 and 1986. This is broken down into short, medium
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and long-term loans, Only a small percentage of the approved
amount is loaned out each year. This is due to lack of funds on
the part of the Bank.

Table 26 shows that for the 1986/87 scason 42 percent is
going to line-of-rail provinces. This as in the case of A.F.C.
shows the bias toward large-scale farmers. Average size of loan
brings out this point also as the average loan in North Western
was K284 while in Copperbelt Province it was K291,393. This
latter Table also shows the amounts disbursed for fisheries
1986/87.

TasLE 25

Zambia Agricultwral Development Bank - Lendmyg Operations 1983-1986 (K000)

14983 1954 1985 1956

SHORT-TERM LOANS
Amount approved

249

bl
T
I

15,640 18,100

Amount disbursed 1,249 1,345 4,224 3,463
Percentage of approved disbursed 100 26 27 19
Amount due (principal + interest) - 1,391 1,834 402
Percentage recovered 82 77 53
MEDIUM-TERM & LONG-TERM LOANS

Amount approved — 2,860 4,132 7,951
Amount disbursed — 1,281 2,011 1,577
Percentage ot approved disbursed — 45 49 23
Amount due (principal + interest) — 25 NIS 674
Amount recovered 13 260 344
Percentage recovered 52 32 51
TOTALS:

Amount approved 1,249 5,014 19,772 26,091
Amount disbursed 1,249 2,626 6,235 5,040
Percentage approved disbursed 100 33 32 19
Amount due (principal + mterest) — 1,955 2,632 1,076
Amount recovered — 1,634 .68 556
Recovery rate "o R2 64 52
Pereentage to short-term o 51 68 69
Percentage 10 medium 4 long-term — 49 32 3l

To 3171286

Source: Zambia Agriculural Development Bank, Annual Reports and unpublished dara.
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TasLE 26

Zambia Agricultural Development Bank

ZADB Lending 1986/87: Crops & Liwestock

Pravince No. of Clients  Amount Approved Average Size
of Loan K
Western 112 1,380,577 12,327
C/Belt 8 2,331,145 291,393
N/ Western 128 36,364 284
Central 197 3,593,872 18,243
Southern 19,467 11,512,585 591
Lusaka 1,505 5,354,716 3,558
Northern 137 1,996,737 14,574
Luapula 2 220,484 110,242
Eastern 3,992 14,848,262 3,719
Total 25,548 41,274,742 1,616

ZADB Lending 1986/87: Fisheries

Province No. of Clients  Amount Approved
Central 35 369,219
Southern 57 659,190
Northern 112 1,489,876
Luapula 127 1,278,193
Toral 331 3,796,478

Source: 7.A.D.B.

Approved loan funds are used approximately 55 percent
for crop production, 14 percent to purchase farm implements
and machinery, 8 percent for the purchase of livestock, 7.5
percent for fisheries, 7.0 percent for land purchase, 6 percent
for refinancing debts and 2.5 percent for irrigation facilities.
For the 1985 and 1986 seasons approximately two thirds of the
disbursements went to short-term borrowers.

Recovery rates are shown in Table 25. For short-term
loans the recovery rate for 1986 up to 30/6/86 was only 53
percent. Recovery of medium and long-term was even worse,
going as low as 32 percent in 1985. Farmers have a “grants
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syndrome” ie. attitudes and behaviour based on the belief that
funds disbursed by credit parastatals are grants not loans and as
such need not be repaid. These attitudes have created a lack of
dlsuplmc among borrowers. The staff of agricultural credit
institutions see political influence as an obstacle to repayment.
This together with the lack of recoverable collateral has
reduced their efforts at obtaining repayment.

6.2.4 Deposit Facilities

[t currently takes deposits from institutions only as depo-
sit taking from individuals has been deferred pending the
restructuring of the agricultural credit institutions in Zambia.

The Bank’s share capital is gradually being eroded, by
losses which are growing each year. Presently the management
does not know when and in what manner the Bank will
become part of the new Lima Bank. An annual report for 1985
was not produced due to the uncertainty prevailing.

6.3 ZAMBIAN CO-OPERATIVE FEDERATION (Z.C.F.)

Z.C.F. i1s the mother body of the co-operative movement
in Zambia and was set up in 1973. Its main objective is to
co-ordinate co-operative development so as to improve the
quality of life of the people of Zambia. Its functions are
outlined as follows:

— Plan for continuing development of the co-operative move-
ment;
— Analyse economic and social problems so as to determine the
need for further co-operative development;
— Act as commercial agent for member socicties;
— Co-operate with marketing boards.
All of Provincial Co-operative Unions (P. CUS) are
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affiliated to Z.C.F. in addition CUSA — Zambia and Commer-
c¢ial Farmers Burcau. Consumer Cooperative, and National
Marketeers Co-operative Union are affiliated.

Head office has a staff of about 95. The nine provincial
unions cmplo'\' 2,018 permanent and 2,707 seasonal workers.
Sweden provides the major portion of external technical assi-
stance, and financial assistance comes from Sweden, USAID
and on an ad-hoc basis from F.A.O. and E.E.C. In 1985 there
were 463 Provincial Co-operative Unions affiliated to Z.C.F.
and membership was 147,467.

6.3.1 Z.C.F. Finance Services

Z.C.F. provides loans as detailed in Table 27. These are
kept separate from lending by the Co-operative Credit Scheme
(C.C.S.) which is described later. Amounts are small but an
effort is made to organize production in a systematic and
correct manner.

For the first two programmes repayment rates are good
but are poor for the others, particularly for the Integrated
Rural Development Programme (I.R.D.DP.).

7.F.C. also makes medium-term loans. These are detailed
by Union, amount and investment in Table 28. Hammermills
are the most popular area of investment since maize can be
milled locally and the farmers retain part of their crop for their
own consumption. Amounts disbursed are small but may be
instrumental in starting local enterprises. They can by their
demonstration effect, attract rural people to the idea of greater
self sufficiency and achieve for them a more diversified and
higher standard of living.
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6.3.2 Credit Unions and Savings Association of Zambia
(CO-OP) Ltd. (C.U.S.A.)

C.U.S.A. Zambia was set up in January 1969. Its object-
ves are to provide the usual credit union facilities and to assist
in the organization of individual unions.

The principal acuvities are:

— promoting, supervising and advising credit unions;

— mobilising local savings;

— providing credit to member unions;

— providing risk management (insurance) in three categories:

(a) life policy
(b) loan protection policy
(c) fidelity bonding.
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TaprLe 27

Z.C.F. Fiance Services

SEASONAL LOANS 1983/84 - 1985/86

Year No. of Loanees Amount (K) Repayment %

NATIONAL LIMA FERTILISER PROGRAMME

1983/84 103 42,611 91.5
1984/85 266 130,359 98.9
1985/86 372 216,574 N/A
WOMENS PROGRAMME
1982/83 220 9,069 96
1983/84 540 43,427 92
1984/85 773 69,110 73
1985/86 1,029 81,850 N/A
PEOPLE'S PARTICIPATION PROGRAMME
1983/84 143 23,163 51
1984/85 318 45,713 57
1985/86 237 18,884 N/A
INTEGRATED RURAL DEVELOPMENT PROGRAMME (L.R.D.P.}
1984/85 N/A 27,187 N/A
1985/86 312 33,332 26
1986/87 385 41,769 N/A
FINNIDA LIMA PROGRAMME
1983/84 120 22,073 55
1984/85 175 28,388 N/A
1985/86 355 54,303 N/A

Source: Z.C.F., unpublished data.
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TasrLe 28

Zambra Co-Operative Federation - Medium-Term Loan Scheme Disbursements in Kwacha

1980/81 10 1985/86

Lnion Hammer- Oxen & Ox Wholesale Retail Delivery  Hardware Cattle
mills Equipment  Dept. Dept. Vehicles Marketing
E.CI. 41,400 == — -— 16,315 == —_
SPCMU 55,000 — 10,000 25,000 20,000 - —
N.C.U. — 103,070 25,000 12,000 — — —
C.P.C.M. L. 48,000 — — - — — —
L.C.J. 87,620 55,000 — — — 33.000 —
L.P.C.U. 20,700 - - — 40,000 — —
CiC. 1. 43,800 - 10,000 — — — —
N.W.C.U. 37,800 - — 18,000 — — —
W.F.C.U. 54,800 - 14,000 18,000 — — 43,600
Total 389,120 158,070 59,000 73,000 76,315 33,000 43,600

Source: Z.C.I. Finance Services,

It operates in all provinces and has 188 unions and 117
CUSA affiliated. Membership at the end of 1985 was 34,949.
Head office has 42 staff members while provincial staffing is
24,

It receives assistance from Konrad Adenauer Foundation,
West Germany and the Canadian Co-operative Development
Fund (C.C.D.FE.). They provide about 40 percent of CUSA —
Zambia’s operational budget every year.

Credit unions have not so far been well established in
Zambian rural areas. One reason is the fact that there are
government sponsored agencies available which provide an
easier method of obtaining finance since no prior saving has to
be done.

There is no record of the purpose for which loans are
made, therefore details about rural lending cannot be establi-
shed. It would seem that the number of loans must be small,
since according to the author’s survey of 500 farmers, no loans
were obtained from this source.
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6.3.3 Savings Scheme

7 C.F. Finance Services introduced a pilot savings scheme
in two Provinces in 1983. Details are given in Table 29. The
amounts saved 1983/1985 are also shown in the Table. The
amounts saved are small. The average amounts deposited in
1985 were K505 for Southern and K786 for Eastern Province.

6.4 THE CO-OPERATIVE CREDIT SCHEME (C.C.S.)

C.C.S. came into existence in 1975, with the objective of
increasing the income and improving the standard of living of
subsistence farmers. It was initiated by the Government, but
with financial and technical support from the Swedish Interna-
tional Development Authority (S.1.D.A.). The Scheme 1s
managed by Zambia Co-operative Federation Finance Servi-
ces.

[nitially C.C.S. operated only in Southern and Eastern
Province but now covers all Provinces. The three major
sources of funds are the Government, Swedish International
Development Authority (S.I.D.A.) and the Co-operative
Unions.

6.4.1 Loan Conditions and Procedures

— Credit is given only for seasonal production of crops marke-
ted by Cooperative Unions;
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TasLe 29

Co-operative Saving Scheme Deposits and Withdvawals 1983-1985 Southern Province

Year No. of Produce Voluntary Tuotal Withdrawals Balance
Ace. Deposits Dieposits [reposits Year end

(K} [k (k) (K) (K1
1983 64 13291.97 152.00 13443.97 12662.20 781.77
1984 341 133354.17 1074.00 134428.17 128065.58 6362.59
1985 433 217611.69 1031.00 218642.69 202921.42 15721.69
838 36425783 2257.00 366514.53 343649.20 22866.05

In Eastern Co-operative Union (ECU) the performance of the scheme has been as follows:

Year Society No. of Produce Voluntary Tonal Withdrawals Balance
Acc. Dieposns Dieposite Deposits Year end
(K} (K) (K) (K} (K)

1985  Mugubudu 560  529270.17  25899.22  555169.39  481264.42 73904.97
1985 Chalumbe 224 1845453.10 3671.19  188214.29 176075.63 12138.66
1985 Lukusuzi 276 216076.66 990.00  217066.66  196404.82 20661.84

1060  929889.93  30560.41  960450.34 B53744.87  106705.47

Source: Z.C.F. Finance Services
Actvity Plan 1986.

— Credit 1s secured by the borrowers crop;

— Recovery is by stop order;

— The amount of credit depends on the amount of land the
farmer culuvates;

— Nobody may borrow more than two thirds of the average
value of crops he has sold through the Society in the last
three years;

— New seasonal credit is granted only when earlier credit is
paid back in full;

— Interest 1s for 12 months cven if the real credit period is
shorter.

The farmer applies to his co-operative Society which
decides on granting or refusing his application. If the applica-
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tion is successful it is sent to the Marketing Union where it s
examined. It is checked to avoid split loans (more than one
loan to one borrower), and people who did not repay previous
loans. If successful it is sent to Z.C.F. Finance Services where
it is approved or rejected. Unions receive a block loan from
Z.C.F. Finance Services after preparing a loan agreement
between itself and the Union. The marketing Union prepares
an agreement between itself and the Co-operative Society and
issues Local Purchase Orders (L.P.O’s) to the Society. The
Co-operative Society then prepares loan agreements between
itself and the successful farmers, who receive their L.P.O’s.
Farmers then collect their agreed supplies. The process takes
approximately four months to complete.

6.4.2 Disbursements and Loan Recovery

Disbursements are shown in Table 30 for 1975/76 and
1983/84 to 1986/87. Eastern, Southern and Central Province
Co-operative Unions receive the largest amounts each year. In
the 1986/87 season these three unions received 67 percent of
the total disbursed. There is a big increase in the amount
disbursed due to increased funding by the Government for the
1986/87 season.

The farmer delivers his crop to the Co-operative Society,
where he receives a crop receipt. The amount of his outstan-
ding loan is deducted and is placed on a crop payment list
which is sent to the Marketing Union. It deducts agreed
interest and repays the block loan to Z.C.F. Finance Services
which issues payments to farmers through the Marketing
Union. It sends it to the Co-operative Union from which
source the farmer receives payment.

Recoveries are shown in Table 31. In the carly years these
were reasonably good: between 1979/80 and 1982/83 they
were poor. In recent seasons they have improved again. The
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main reason for low recovery is the failure of Unions to follow
set procedures.

Tasre 30
Co-operative Credit Scheme: Amounts Disbursed by Unions (1975-76 - 1986/87) in Kwacha

Union 1975/76 1983/84 1984/85 1985/86 1986/87
000's (K) % 000 (K) % 000's (K) % 000%s (K) % 000's (K) %

E.C.U. 2 10.8 3,196 76.6 3,329 555 2,800 46.8 17,000 24.0
SPCMUL 164 55:4 345 83 1,283 21.4 1,500 25.0 14,000 19.7
N.C.U. — — 336 128 1,050 175 900 15.0 12,500 17.6
L.C.U. 69 23 19 0.5 9 0.7 400 6.8 2,400 3.4
CPCMU 3 10.5 15 0.4 80 1.3 55 0.9 12,100 17.0
LrCU — — 28 o6 84 1.4 77 1.3 5,000 7.0
CCu — - 25 0.6 82 1.3 110 1.8 2,200 3.1
NwWCU — — 9 0.2 14 0.2 — — 1,400 2.0
wrcu - — — - 40 0.7 140 24 4400 62
TOTAL 296 100.0 4,173 100.0 6,001 100.0° 5,982 100.0 71,000 100.0
E.C.U. = kastern Province Co-operative Marketing Union

8. C, = Southern Province Co-operatve Marketing Union

N.C.U = Northern Province Co-operative Marketing Union

L.C.U. = Luapula Province Co-operative Marketng Union

CPCMU = Central Province Co-operative Markeung Union

LPCU = Lusaka Province Co-operative Union

CCu = Copperbelt Co-operative Union

NWCU = North Western Co-operative Union

wprcu = Western Province Co-operative Union

Source: Zambia Co-operative Federation Finance Services Limited / Co-operauve Credit
Scheme.
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Tasre 31

Co-Operative Credt Scheme. Repayment Record Co-operative Unions

Year Recovery (percentage)

1976/1977 86.0
1977/1978 73

1978/1979 rie)
1979/1980 52,
198C/19581 65,
1981/1982 6
1982/1983 G1. 0
1983/1984
1984/1985 87.0

= OO O

1.
s
o =

Source: Co-operative Credit Scheme (CCS) and Zambia Finance Services (Z.F.5)) Acuvity
Plans 1985 and 1986.

6.4.3 Rural Co-operative Agricultural Credit Scheme 1986-
1987

In 1986 the Government gave the Co-operative Move-
ment a loan of K76 million to provide seasonal credit to
small-scale farmers to enable them to purchase fertiliser and
seed for the 1986/87 farming season.

The Scheme is intended for non salaried rural peasants
cultivation between 0.5 to 8 hectares of maize. All loans are
given as an input package of fertiliser and sced for growing
maize.

Applications are through existing primary co-operative
societies and credit unions. In areas where primary societies do
not exist, applications are through Ward Credit Advisory
Committees. (W.C.A.C.) and successful applicants have to
register with either Credit Union, Primary Society or
WG A G

There are to be District Monitoring Committees responsi-
ble for coordinating the flow of information between bodies
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involved. They will be rcsponsiblc for chccking that there i1s no
duplication of loans by the various lending institutions in the
district. This committee 1s not responsible for the actual loan
processing and approvals. Z.C.F. Finance Services and CUSA
Zambia Central Credit Union will submit to the Ministry of
Co-operatives monthly reports on the disbursement, utiliza-
tion and repayment of loans. All loanees must market their
produce through Provincial Co-operatives Unions.

C.C.S. is an excellent method of extending credit to
traditional and small-scale commercial farmers since the co-
operatives are, or soon will be, active in every rural area.
Co-operative Unions must follow the rules and procedures laid
down by the C.C.S., since failure to do so in the past has led to
a deterioration in recovery rates.

6.4.4 Co-operative Bank

Plans to set up a Co-operative Bank in Zambia go back
almost twenty years. There is now hope that such a bank will
be operational by 1989. K 2 million is needed as a capital base
and a further K 1 million in reserve.

Z.C.F. Finance Services has been running the C.C.S. and
has experience in the field. It has received assistance from
S.I.LD.A. in this and it has promised support in establishing the
Co-operative Bank. The Government is also fully committed
to its establishment.

The Co-operative Unions (CUSA Zambia included) are
all agreed on the need for it. They point to the fact that in the
first few months of 1986 K 500 million went to the commercial
banks when it could have been circulating within the Co-
operative Movement, to the advantage of the small-scale
farmer. For this to be accomplished C.C.S. management needs
to be strengthened. S.I.D.A. has offered assistance in this
respect and in all areas where such assistance 1s required. A
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Co-operative Bank was started in similar circumstances in
Sweden and experience there will be of great benefit to Zambia.

To take care of technicalities involved in the setting up of
the Bank the Co-operative Movement has appointed a task
force. They will look at issues such as whether the bank will be
registered under the existing banking act or another Act of
Parliament.

6.5 CONCLUDING REMARKS

The main financial institutions involved in the distribution
of finance to rural areas are biased towards the larger borro-
wer. They are unable to attract funds and their capital bases are
being eroded by consistent and ever increasing losses. There is
a serious lack of discipline on the part of borrowers, resulting
in very low recovery rates.

Commercial banks are the main lenders to agriculture.
Much of their funds go to the agricultural parastatals. Lending
is mainly to large-scale, commercial farmers.

The investment funds of other financial institutions such
as the National Credit and Savings Bank not involved in direct
rural financing go to the Government and only a small
proportion of this finds its way to rural areas.

The Co-operative Movement with some success to date
could become a suitable vehicle for financing rural develop-
ment. A Co-operative Bank would provide full banking facili-
ties in rural areas, and would mobilise the considerable savings
available but neglected at present.

Savings are significant in amount but are not used in a
productive way due mainly to the fact that deposit facilities at a
positive real rate of interest are not available.

The ability of farmers to partly finance their operations
from their own resources is not taken into account, when loans
are granted. Farmers receiving loans receive 100 percent of
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their total requirements and therefore more than they need,
while others who could use some additional finance are denied
It.

Finance from external donors makes its way to rural areas,
often as part of a package. It has tended to be uncoordinated
and often is discontinued before the farmer is capable of
sustaining the development effort on his own.

There is need for a co-ordinated and equitable system of
distributing the available finance. The system must be conti-
nuous, carefully monitored and free from all types of external
interference.

The Managing Director of the Lima Bank has been
appointed and the share capital is expected to come from the
Government, local private sector and external sources.

May 1987






