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FOREWORD

Welcome to Volume 03 of our State of the Economy Brief. This brief is produced by the
Research Wing at the Centre for Trade Policy and Development (CTPD). The brief is a
compilation of inputs from the units within our research wing at CTPD which include,
Public Finance, Extractives, Trade and Development and Legal. Through this brief, we
attempt to put together developments in selected economic indicators with the view
to summarising the performance of Zambia’s economy over a given review period and
highlight our expectations for the period ahead. We value your feedback. Therefore,
as you read this brief, we urge you to send us your comments and suggestions that
can improve both the production and presentation of this brief. You can contact us on:
info@ctpd.org.zm
Mr. Isaac Mwaipopo
Executive Director
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1.

REFLECTIONS FROM OUR LAST BULLETIN…

We begin by outlining a quick recap of the key issues from Volume 02 of our bulletin
published in July 2021. These included:
i)
Growth prospects in the global economy were expected to support domestic
economic growth closer to the 1.8 percent target by end of 2021.
ii)
Public expenditure was expected to heighten, driven by the purchase of COVID-19
elated expenses and expenditure on general elections. This was expected to widen the
budget deficit beyond the 9.3 percent of GDP envisaged in the 2021 National Budget.
iii)
Although inflation was expected to remain above the upper bound of the target
range, inflationary pressures were expected to be moderate if the depreciation of the
Kwacha continued to slowdown, supported by favourable copper prices. Food prices were
expected to subside on account of a relatively good 2020/21 farming season. This was
expected to further support a slowdown in overall inflation.
iv)
Uncertainties surrounding the conclusion of discussions between Government and
the International Monetary Fund (IMF) over a possible Extended Credit Facility Program
was seen as a handicap to a better economic outlook in the second half of the year.

2. GLOBAL ECONOMIC GROWTH

In 2021, the global economic outlook strengthened following the introduction of vaccination
programmes and the easing of restrictions on domestic and international activity. The
International Monetary Fund (IMF) forecast global Gross Domestic Product to have grown
by 5.9% in 2021, easing to 4.9% in 2022, closely comparable to Organisation for Economic
Cooperation and Development (OECD) forecasts of 5.7% in 2021 and 4.5% in 2022. However,
the pace and stage of recovery varied significantly across countries. Furthermore, the
emergence of bottlenecks in global supply chains and a sharp rise in inflationary pressures
softened the pace of recovery in the latter half of the year thereby presenting downside risks
and increasing uncertainty for the outlook.

3. DOMESTIC ECONOMIC GROWTH
Available figures from the Zambia Statistical Agency (ZSA) indicate that in 2021, the Zambian
economy posted growth, after recovering from the COVID-19 driven recession which saw the
economy contract by an estimated 3% in 2020. Year-on-Year preliminary estimates of real
GDP growth point to a 4.03 % average growth rate for the period from first to third quarter
of 2021. This is 2 percentage points above the pre-pandemic real GDP growth rate recorded
over the same period in 2019 which averaged 2.3% and is largely attributable to improved
mobility due to the emergence of vaccinations and a shift in the response strategy to new
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3.1. FISCAL POLICY DEVELOPMENTS

This section
highlights main developments on the fiscal front. It begins by a brief discussion
This section highlights main developments on the fiscal front. It begins by a brief discussion
on budget performance before detailing the debt situation. The section concludes by delving
on budget performance before detailing the debt situation. The section concludes by delving
into specific sectors to spotlight key developments there-in and envisage prospects for 2022.
into specific sectors to spotlight key developments there-in and envisage prospects for 2022.
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Table 1.0: Zambia’s bilateral creditors
Paris Club Creditors
Paris Club Creditors

Non- Paris Club Creditors

Belgium

Netherlands

China

Denmark

Russia

India

France

Sweden

Saudi-Arabia

Israel

Switzerland

South Africa

Italy

United Kingdom

Iraq

Japan

United States of America

Kuwait

Source: Ministry of Finance, 2021.

Despite the fiscal space that the Debt Service Suspension Initiative (DSSI) provided to Zambia,
it did very little to resolve the underlying debt problem. This is attributable to two main facts
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Despite the fiscal space that the Debt Service Suspension Initiative (DSSI) provided to
Zambia, it did very little to resolve the underlying debt problem. This is attributable to
two main facts that underpinned the DSSI. Firstly, the scope of the DSSI was limited to
debt relief through a deferral of debt repayments without any attempts towards debt
restructuring. Secondly, most creditors who are not among the G20 Paris Club group of
countries were not party to the initiative which in turn raised concerns of fair treatment
of creditors by ensuring that Government does not suspend repayments to one creditor
while sustaining repayments to the other.
The Paris Club initiated a stronger program called the Common Framework for debt
treatments which seeks to go beyond the scope of the DSSI by coordinating debt
reprofiling and restructuring. The Common Framework also seeks to include creditors
who were not part of the DSSI such as those in the Non-Paris Club members category
(See table 1). Zambia has since applied for treatment under the Common Framework.
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a great deal from the framework to the extent that it includes more of its private creditors
extent that it includes more of its private creditors such as the bondholders. Figure 4.0 shows
such as the bondholders. Figure 4.0 shows the distribution of Zambia’s bilateral debt by
the distribution of Zambia’s bilateral debt by creditor.
creditor.
Figure 4.0: Zambia’s bilateral debt by creditor
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4. SECTOR SPECIFIC REFORMS AND DEVELOPMENTS
This sub-section provides a discussion on prospects for 2022, relying mainly on highlights of
the reforms announced and/ or implemented by the new administration in the key sectors of
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Agriculture, Mining and Energy. The section combines this with a presentation of selected

4. SECTOR SPECIFIC REFORMS AND DEVELOPMENTS
This sub-section provides a discussion on prospects for 2022, relying mainly on highlights
of the reforms announced and/ or implemented by the new administration in the key
sectors of Agriculture, Mining and Energy. The section combines this with a presentation
of selected developments that characterized each sector in 2021.

4.1. AGRICULTURE SECTOR PERFORMANCE
The main highlight in the agricultural sector among the upcoming reforms is the
replacement of the Farmer Input Support Program (FISP) by what government is referring
to as a cost-effective agriculture support program for the 2022/23 farming season.
Information on the proposed program is still scanty now but government has indicated
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Figure 5.0: Maize Prices and Food Inflation
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4.2. MINING SECTOR PERFORMANCE
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Preliminary figures from the Zambia Statistical Agency (ZSA) point to a marginal decline in
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decline in copper production in 2021 relative to the previous year. The volume of refined
January to December 2021 was 903.4 thousand metric tonnes, representing a 3 percent
copperfrom
exported
from January to December 2021 was 903.4 thousand metric tonnes,
decline from
the 931 thousand
tonnes
which
was recorded
over
a corresponding
period
representing
a 3 percent
decline metric
from the
931
thousand
metric
tonnes
which was
recorded
in
2020
(ZSA,
2022).
Over
the
same
period,
copper
prices
maintained
an
upward
trend,
rising
over a corresponding period in 2020 (ZSA, 2022). Over the same period, copper prices
maintained
an upward
trend,
rising toin an
average
aboutaverage
US$ 9,376.09
in 2021
to an average
of about
US$ 9,376.09
2021
from theof
previous
of US$6, 347.32
in from
the previous
averagenegating
of US$6,
347.32
in 2020,
potentially
negating
revenue
2020, potentially
revenue
losses
from subdued
production
over the
review losses
period. from
subdued
production
oversubstantially
the reviewtoperiod.
Production
fell quite
substantially
to about
Production
fell quite
about 192
thousand metric
tonnes
in the first quarter
of 192
thousand metric tonnes in the first quarter of 2021 from the 222 thousand metric tonnes
2021 from the 222 thousand metric tonnes recorded in the fourth quarter of 2020. Figure 6.0
recorded in the fourth quarter of 2020. Figure 6.0 shows the trends in copper production
shows the trends in copper production and prices.

Figure 6.0: Trends in copper production and prices
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Global consensus indicates that demand for copper will remain strong over the coming decade,

Global consensus indicates that demand for copper will remain strong over the coming
primarily because of the metal’s utilisation in new green technologies such as electric vehicles.
decade, primarily because of the metal’s utilisation in new green technologies such as
A worldwide shift to electric cars, which use more copper than cars using fossil fuels, is
electric vehicles. A worldwide shift to electric cars, which use more copper than cars using
fossil fuels, is expected to boost production of the metal. According to global industry
13
experts, an additional seven million metric tonnes of copper will be required by 2030 to
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keep pace with demand. Therefore, Zambia stands to benefit substantially from the mining
sector over the next decade if the reforms by the new administration succeed at ramping
up production. This notwithstanding, Government should contemplate increasing the
percentage benefits take from the mining sector at the current levels of production by
establishing a robust manufacturing base coupled with a sturdy local content framework.
There is a need to avert a scenario that yields accelerated depletion of reserves, as
production is ramped up to the envisaged 3 million Metric Tonnes but posts a stagnant
take from the sector. One way of increasing the benefits take is through value addition
supported by downstream manufacturing activities. This initiative needs not be confined
to copper as it can be extended to other sectors such as gemstones, manganese, and gold.

4.3. ENERGY SECTOR PERFORMANCE
Key highlights in the energy sector have involved a mixture of reforms in the electricity
and petroleum sub-sectors. The main highlight in the electricity sub-sector has been the
impending implementation of cost reflective electricity tariffs expected to take effect in
March 2022 with an initial increase of 13%. A growing concern in this regard has been
anchored on delays in the finalization of the cost-of-service study which is expected to
provide an independent, professional, and non-politicized view of the electricity cost of
service.
In the petroleum sub-sector, the key highlight has been the intent to restructure the fuel
supply chain which has seen Government place Indeni Petroleum Refinery on care and
maintenance, resulting in some job losses with an option of redeployments where tenable
(Ministry of Energy, 2021). This was affected almost simultaneously with the removal of
fuel subsidies in December 2021 which triggered a contemporaneous increase in fuelpump prices and a consequent upward adjustment in transportation costs, which together
account for the first-round effects of increased energy prices. The second-round effects will
occur over the medium to long term on account of increased output prices for commodities
whose production and distribution require the use of fuel. These indicators point to tough
times ahead for the local communities.
An empirical look at the data reveals a close relationship between fuel prices and inflation.
As figure 7.0 illustrates, the period between February and December 2019 when prices
of petrol and diesel were increased to K17.62 per litre and K15.59 per litre, respectively,
from the previous K15.2 per litre and K13.43 per litre, respectively, was followed by rising
inflation to around 19.3% in November 2021 from the previous 11.7%. It is therefore
without doubt, that the recent upward adjustments in petrol and diesel prices to K21.16
per litre and 20.15 per litre, respectively will exacerbate inflationary pressures over the
foreseeable future. Despite the expected nominal increase in aggregate prices, the impact,
in real terms, on the cost of living especially for rural communities stands to be abated if
Government succeeds at redistributing and increasing incomes for these communities
through its envisaged robust decentralization agenda.
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especially for rural communities stands to be abated if Government succeeds at redistributing
and increasing incomes for these communities through its envisaged robust decentralization
agenda.
Figure 7.0: Trends in fuel prices and inflation
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According to the Zambia Statistical Agency, 48.7 percent of the total Non-Traditional Export
earnings (which comprised of Reservoirs, tanks (excl. for gas) of iron or steel) in December
2021 came from Congo DR. Zambia’s major export products in December 2021 were from
the intermediate goods category (mainly comprising copper anodes for electrolytic refining
and Electro-refined copper cathodes (High Purity) accounting for 85.0 percent. Exports from
the consumer goods, raw materials, and capital goods categories, collectively accounted for
15
15.0 percent of total exports in December 2021.
These statistics signal the need to reinforce trade policy that stimulates value addition and
a diversified export base to stir increased exports of finished goods and derive maximum
benefits from the country’s resources. For instance, the fisheries sector in Zambia holds
enormous potential for export diversification. Zambia’s consumption of fish is currently lower
than other Southern African Development Community (SADC) countries at 7 kg/person/year
compared to 11kg/person within the SADC region implying that the deficit is being imported
(IAPRI, 2021). The DRC continues to be an untapped market for agricultural output. The
completion of the Kazungula bridge in Southern Province also offers more opportunities for
bilateral trade with Botswana and other countries on the southern block. Figure 8.0 shows
trade performance for 2021 in comparison to 2020.
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of the Kazungula bridge in Southern Province also offers more opportunities for bilateral trade
with Botswana and other countries on the southern block. Figure 8.0 shows trade performance
for 2021 in comparison to 2020.
Figure 8.0: Trade performance for 2021 relative to 2020.
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5. MONETARY SECTOR DEVELOPMENTS
This sector is a snapshot of key developments on the monetary policy front, focusing on two
ultimate targets of monetary policy namely inflation and the exchange rate.

5.1. INFLATION

16

Pre-COVID 19, inflation was already levitating around the upper bound of the 6-8% target
range, averaging 7.93% in the first half of 2019 before breaching the upper bound in the latter
half at an average of 10.3%. COVID 19 exacerbated existing vulnerabilities through a mixture
of supply and demand factors, driving inflation further away from the upper bound in 2020 as
it averaged 16%. This trend continued into 2021 as preliminary estimates point to an average
of 22.4% for headline inflation. This signals a sustained increase in the cost of living over
the review period, driven mainly by rising food prices as non-food prices remained generally
stable owing to a relatively stronger Kwacha. Towards the end of 2021, food prices subsided
and subdued inflationary pressures. Forecasts by the Bank of Zambia indicate that inflation
will remain above the upper bound of the target range up until third quarter of 2023. The cost
of living will inevitably remain high over this forecast horizon, all things equal.
Having reduced the Policy Rate by as much as 350 basis points in 2020, despite rising
inflation, to induce liquidity on the backdrop of the economic effects of COVID 19, the Bank
of Zambia took a moderately tight policy stance in 2021 by raising the policy rate by as much
as 100 basis points since the February 2021 Monetary Policy Committee sitting. The Bank
constantly seeks to find the right balance between lowering interest rates to induce liquidity
and raising them to combat demand-pull inflation. It is however imperative to emphasize
the need for fiscal and monetary policy alignment if the economy is to register substantial
economic gains. It will also be critical, going forward, for policy makers to reduce over-reliance
on the Central Bank Policy Rate to combat inflation.

9

There will be need to exploit various other competent intervention centres for reducing
inflation and these should include trade and energy policy. Trade policy that stimulates
value addition and a diversified export base driven by increased non-traditional exports
will enhance foreign exchange receipts, support the stability of the Kwacha and slowdown
headline inflation through reduced expenditure on imports. On the other hand, energy
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the scope
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moderate
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Figure
9.0 shows
theshows
trendthe
in trend
inflation
over the
possibilities
moderate inflation.
energy induced
inflation.
Figure 9.0
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Figure 9.0: Trends in headline inflation and Bank of Zambia Policy Rate.
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by foreign investors. This was further supplemented by a reduced demand for foreign
a reduced demand for foreign currency owing to the Debt Service Suspension Initiative (DSSI).
currency owing to the Debt Service Suspension Initiative (DSSI). These factors, in addition
These factors, in addition to declining food prices, arrested some of the inflationary pressures
to declining food prices, arrested some of the inflationary pressures in the latter half of
in the latter half of 2021.
2021.
In 2020 and the most part of 2021, the Kwacha registered a counter-intuitive relationship to
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be
to copper prices as it continued to depreciate irrespective of rising copper prices. There
could be many dynamics to this but key among them revolve around possibilities for rent
seeking behaviour in the mining sector resulting in revenue losses for the country18despite
favourable prices and a higher production. In this regard, stringent measures to curb illicit
financial flows in the mining sector will be crucial to ensuring that Zambia gets a fair share
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economic growth. Thus, strides towards debt restructuring will further support a stronger and
stable Kwacha going forward. Figure 10 shows the performance of the Kwacha over the period
under review.
Figure 10: Trends in Kwacha per USD exchange rate and Copper Prices
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6. SOCIO-ECONOMIC IMPLICATIONS AND PROSPECTS
FOR 2022
The outlook presented in this economic brief suggests varrying social and economic
implications for the local communitties. Growth recovered in 2021 signalling improved
economic acitivity and potentially increased household incomes relative to 2020. From the
fiscal front, it is clear that public debt remains the ‘elephant in the room’ that must be dealt
with decisively.This takes the discussion towards the IMF extended credit facility program
which now appears to be the ‘necessary evil’ with significant hightening effects on the cost
of living in the short term but providing salient benefits over the medium to long term.
The persistence of inflation above the upper bound of the target range fed through to retail
prices implying that households continued bear the impact. National average19prices for
selected typical household goods between January and December 2021 reveals price hikes
nearly across all products, except for Mealie Meal for which prices slowed down owing to
a good farming season. The national average price of a 25kg bag of Breakfast Mealie Meal
reduced by 5 percent to K133.5 from K140.69, while the national average price of a 25 kg bag
of Roller Mealie Meal declined by 10 to K103.94 percent from K115.5. Prices for the rest of
the products considered increased as shown in figure 11.
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percent to K133.5 from K140.69, while the national average price of a 25 kg bag of Roller
Mealie Meal declined by 10 to K103.94 percent from K115.5. Prices for the rest of the products
considered increased as shown in figure 11.
Figure 11: 2021 National Average Prices for selected household products
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Looking ahead, rising energy prices are likely to present significant upside pressures to
the inflation outlook. However, growth is expected to remain positive supported by a fairly
stable global economic outlook and improved mobility leading to enhanced economic
activity. Although the resurgence of new COVID-19 variants remains a downside risk to
20 a
better economic outlook in 2022, improved real economic growth coupled with a successful
decentralisation agenda that resdistributes more incomes from central government to
the local communities has potential to abate the hightening effect of a potential negative
outlook. This also presents an opportunity for narrowing the inequality gap which has
remained significantly wide in past years.
Government should balance the need to resolve underlying economic challenges, with
interventions to safeguard the livelihoods of the most vulnerable. Enhancing the efficacy
of social protection programs remains a competent mechanism for alleviating perpetual
poverty levels which remain high, approximately around 64% with an asymmetric distribution
over rural and urban areas, skewed towards rural areas (National Budget, 2021).
Higher global demand for copper is likely to continue supporting higher prices. Fiscal
incentives such as the reintroduction of the deductibility of mineral royalty for corporate
income tax computation purposes is expected to unlock more investment and stimulate
production. The International Monetary Fund (IMF) supported Extended Credit Facility(ECF)
program is expected to underpin a debt restructuring process and restore fiscal fitness.
Little room for consensus building on key economic reforms will be a likely handicap to a
smooth progress.
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7.

CONCLUSION AND POLICY CONSIDERATIONS

On account of improved mobility due to the emergence of vaccinations and a shift in the
response strategy to emerging variants of the pandemic, moving away from lockdowns
towards adaptation measures, 2021 posted a recovery in real GDP growth. The agriculture
sector posted increased yield relative to the previous farming season resulting in increased
supply of maize in the latter half of 2021. Trade improved substanitally as the value of exports
and imports increased. However, the economy continued to rely on a narrow export based for
foreign exchange receipts. A mixture of demand and supply factors led to higher aggregate
prices in 2021, driven mainly by rising food prices as non-food prices were relatively stable,
premised on a fairly stronger exchange rate. Prices slowed down towards the end of 2021.
Preliminary figures indicate a slump in copper production. Public debt continues to be a
daunting fiscal challenge. In 2021, government relied more on domestic financing which
triggered a substantial increase in domestic debt with the potential to have crowded out
private investment and stiffled private sector participation in the economic recovery process.
In terms of external debt, strides have been made towards concluding a formal program
with the IMF which will be critical to a succesful debt restructuring process, but there has
been little room for consensus building between government and citizens on the economic
fortunes lying ahead. This economic brief advances the following submissions for policy
consideration:
i) Government should take a proactive approach to engage its citizens and build
consensus on expected key economic reforms. This will help ordinary citizens to
appreciate the rationale of the reforms prior to implementation and further trigger
an appreciation of the short and long-term implications thereof.
ii) It seems apparent that the new administration will not consider the Economic
Recovery Program (2020-2023). A replacement of the ERP would be key in informing
policy conversations and moderate the adverse effects of information asymmetry
in the recovery process. Government should consider publishing a detailed reform
document which has been the basis for its discussions with the IMF thus far. This
will help inform policy analysis and discussions and ease the implementation of
any requisite reforms.
iii) To sustain the recovery in real growth, output stimulation measures through
enhanced liquidity in the markets will allow the private sector to thrive and contribute
to employment. This will require a relaxed monetary policy stance coupled with
progress towards dismantling of domestic debt while reducing over reliance on
domestic financing.
iv) Government should speed up tabling a proposal to amend the Loans and
Guarantees (Authorization) Act, to enhance transparency in the acquisition and
utilization of public debt.
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v) Government has indicated through the 2022 National Budget, plans to increase
copper production to 3 million metric tonnes from the current 900 thousand metric
tonnes. However, government should contemplate increasing the percentage
benefits take from the mining sector at the current levels of production to avert a
scenario that yields accelerated depletion of reserves while posting a stagnant take
from the sector, as production is called up over the next decade. Additionally, there
is need to enhance the capacity of Zambia Revenue Authority to curb illicit financial
flows in the sector in the quest to correct any possible structural misalignments in
the economy that yield a counter-intuitive relationship between copper prices and
the strength of the Zambian Kwacha.
vi) It will be critical to ensure fiscal and monetary policy alignment throughout
the recovery process. Policy makers should reduce over reliance on the Central
Bank Policy Rate to combat inflation. There will be need to exploit various other
competent intervention centers for combating inflation such as trade and energy
policy.
v) The decentralization programme through the enhanced Constituency
Development Fund (CDF) has enormous potential to stimulate economic activity
in local communities and support growth prospects while registering poverty
and inequality reduction. Government should therefore expedite the training of
CDF committees, Ward Development Committees, and all key players to ensure a
smooth implementation process.
vi) The erratic rain season so far experienced coupled with a late distribution of
farming inputs will likely adversely dampen crop yield for the 2021/22 farming
season. Going into the next farming season, Government should ensure to complete
all requisite processes that trigger a delay in distribution of inputs. For instance,
the reforms being made to the FISP program should be completed well in time for
the start of the farming season. To combat the effects of climate change, more
investment in irrigation services to reduce over reliance on rain fed agriculture
should be explored.
vii) An economic recovery that leaves the private sector behind will be modest. As
government puts in place fiscal incentives to stimulate foreign direct investment,
there is a need to extend such incentives to domestic investment within the private
sector. This will be key to ensure a private sector led economic recovery.
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