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EXECUTIVE SUMMARY 

In the first quarter of 2020, the COVID-19 pandemic gravitated to many 
countries in the globe and sent several economies into sporadic lockdowns. For 
Zambia, the pandemic exacerbated existing economic vulnerabilities and drove 
the economy into a recession. The Bank of Zambia (BOZ), like other arms of 
Government, instituted complimentary measures to safeguard financial system 
stability, promote the use of digital financial services and mitigate the negative 
impacts of the pandemic on the economy.

One of the key measures introduced by BOZ is the Targeted Medium-Term 
Refinancing Facility (TMTRF) with an initial amount of ZMW10 billion to provide 
medium-term liquidity. The TMTRF was designed as a (3-5) years facility that 
would be available to eligible Financial Service Providers (FSPs) in a bid to 
enable them restructure or refinance qualifying facilities or on-lend to eligible 
clients. The overall objective is to strengthen and enhance financial sector 
resilience, particularly in the wake of the COVID-19 pandemic (BOZ, 2020). 

The effectiveness of the TMTRF in this regard is a direct outcome of its 
transmission mechanism which has two layers: Funds are transmitted from 
BOZ to FSPs in the first layer, and ultimately to target sectors through FSPs in the 
second layer. Ultimately, target sectors are expected to contribute to economic 
recovery. The Center for Trade Policy and Development (CTPD) undertook this 
study to empirically interrogate the factors underpinning the roll-out of the 
TMTRF. The key finding is that while the transmission of funds in the first layer 
of the transmission mechanism (See figure 1.0) has been largely effective, the 
same cannot be said about the ultimate layer which is pivotal to the integration 
of local players in the economic recovery agenda through this Facility.  Thus, 
there is need for enhanced interventions towards the integration of local players 
in priority sectors that have potential to drive growth.

Isaac Mwaipopo
Executive Director,

Centre for Trade Policy and Development- CTPD

i



TABLE OF CONTENTS
Executive Summary....................................................................................................i
Table of Contents......................................................................................................ii
Acknowledgements..................................................................................................iii
List of Figures...........................................................................................................iv
Acronyms...................................................................................................................v

1.0  INTRODUCTION......................................................................................1
 1.1. Background...........................................................................2
 1.2. Statement of the Problem........................................................4
 1.3 Objectives............................................................................5
 1.3.1. General Objective....................................................................5
	 1.3.2.	 Specific	Objectives.................................................................5

2.0 CENTRAL BANK POLICY-RESPONSES TO COVID-19 IN SELECTED COUNTRIES: 
REVIEW OF SELECTED LITERATURE..............................................................5
 2.1.  Brief discussion of the literature and lessons for Zambia........7

3.0 METHODOLOGY......................................................................................8

4.0 PRESENTATION AND DISCUSSION OF FINDINGS....................................9
 4.1. IMPLEMENTATION FRAMEWORK FOR THE TMTRF.................9
 4.1.1. Introduction of the TMTRF.....................................................9
 4.1.2. Tenor of advances................................................................10
 4.1.3. Interest rates........................................................................10
 4.1.4. Eligible collateral..................................................................11
 4.1.5. Applications, Approvals and Disbursements..........................12
 4.1.5. Perceptive Effects of the TMTRF on FSPs Liquidity Levels....19

5.0 CONCLUSION AND RECOMMENDATIONS...............................................21

6.0 REFERENCES.......................................................................................24

ii



ACKNOWLEDGEMENTS

CTPD thanks the Head of Research Mr. Boyd Muleya for the immense effort 
expended in supporting the Public Finance desk to generate this report. Special 
thanks goes to Mr. Wakumelo Mataa and the rest of the Research wing for their 
constructive comments and suggestions. Lastly, but not least sincere gratitude 
is extended to the CTPD media team for ensuring that a final version of this 
report is actualized.

EDITORIAL

DESIGN & LAYOUT
Blessings Mutale
Graphic Designer/Photographer

Isaac Mwaipopo
Executive Director

Boyd Muleya
Head of Research

Wakumelo Mataa

iii

AUTHOR



LIST OF FIGURES

Figure 1: Transmission Mechanism of Funds under the TMTRF........................10

Figure 2:  Eligible Collateral across Bank and Non-Bank Financial Service Providers 
with respective Haircuts.........................................................................................11

Figure 3: Turn-around for Approval of FSPs’ Applications by BOZ......................12

Figure 4: Applications, Approvals and Disbursements Dynamics......................13

Figure 5:   Approvals for Priority Sectors and Non-priority Sectors........................13

Figure 6:Turn-around for Draw-down of Funds by FSPs from BOZ....................14

Figure 7: FSPs Applications, Approvals and Disbursements..............................15

Figure 8: FSPs’ Application Adjustments by the Bank of Zambia.......................16

Figure 9:Number of Beneficiaries from Disbursed Advances by Sector..............17

Figure 10: Percent Share of Sectors from Total Number of Beneficiaries from 
Disbursed Advances..............................................................................................19

Figure 11: Status of Liquidity Levels of FSPs after COVID-19 and after TMTRF....20

iv



ACRONYMS

BAZ BANKERS ASSOCIATION OF ZAMBIA
BoZ BANK OF ZAMBIA
COVID CORONA VIRUS DISEASE
FSP FINANCIAL SERVICE PROVIDER
MoH MINISTRY OF HEALTH 
MoF MINISTRY OF FINANCE 
MPR MONETARY POLICY RATE
NDP NATIONAL DEVELOPMENT PLAN
SME SMALL-MEDUM ENTERPRISE
TMTRF TARGETED MEDIUM-TERM REFINANCING FACILITY

v



1

1.0 INTRODUCTION

In March 2020, Zambia recorded its first cases of the COVID-19 pandemic which 
had already gravitated to many other countries at the time and sent several 
economies into sporadic lockdowns. Faced with an already deteriorating 
macroeconomic outlook characterized by low growth, rising inflation, high debt 
service costs and high fiscal deficits, the COVID-19 pandemic exacerbated 
existing economic vulnerabilities, sending the economy into a recession in 
2020.

The Government of the Republic of Zambia (GRZ) designed a response strategy 
which involved a multi-sectoral approach, combining efforts from key line-
ministries such as the Ministries of Health, Finance, and Commerce, Trade and 
Industry in the quest to put up a consolidated fight that addresses both the 
health and economic effects of COVID-19. The Bank of Zambia, like many other 
arms of Government, instituted complimentary measures to safeguard financial 
system stability, promote the use of digital financial services and mitigate the 
negative impacts of the pandemic on the economy.

One of the key measures introduced by the Bank of Zambia is the Targeted 
Medium-Term Refinancing Facility (TMTRF) with an initial amount of ZMW10 
billion to provide medium-term liquidity. The TMTRF was designed as a three to 
five years facility that would be available to eligible Financial Service Providers 
(FSPs) in a bid to enable them restructure or refinance qualifying facilities or 
on-lend to eligible clients. The overall objective is to strengthen and enhance 
financial sector resilience, particularly in the wake of the COVID-19 pandemic 
(BOZ, 2020).

The TMTRF provides additional incentives to priority sectors identified in the 
Seventh National Development Plan with the view to stimulating private sector-
led growth. The targeted priority sectors include agriculture, manufacturing, 
energy and tourism. The facility had also set aside about 40% of the funds as 
support towards non-financial corporates in other sectors as well as households, 
which would have otherwise been viable without the COVID-19 pandemic.

The first chapter of this report situates the TMTRF within the broad context of 
COVID-19 and its impacts on the economy by providing a brief background to 
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the interplay between COVID-19 and the economy. The chapter also highlights 
Government’s response strategies to the pandemic over the period from April 
2020 to April 2021 and this lays ground for a contextualized and focused 
analysis of the TMTRF as a policy response strategy. Chapter 2 outlines a brief 
discussion of evidence from other countries within and outside Africa on how 
similar policy responses were rolled out and lays bare, the distinguishing factors 
in the implementation of these facilities. The fourth chapter provides a detailed 
presentation and discussion of the research findings, the thrust of which, is 
summed up in the last chapter on conclusion and recommendations.

1.1. Background
According to the Zambian Statistical Agency (ZSA) the Zambian economy 
fell into a deep recession in 2020 due to the adverse impact of the COVID–19 
pandemic. Real GDP contracted by an estimated 3.0% in 2020, after growing 
by 4.0% in 2018 and 1.9% in 2019. The output contraction is the result of an 
unprecedented contraction in some key sectors of the economy. Manufacturing 
output fell sharply as supply chains were disrupted, while the service and 
tourism sectors were hurt as private consumption and investment weakened 
due to measures taken to contain the spread of COVID–19 (AfDB 2021).

As the debt levels were rapidly rising over the past decade, with external debt 
now standing at about $12.74 Billion, Zambia witnessed a deterioration in 
key macroeconomic indicators: GDP per capita, poverty levels and inequality 
have stagnated while the terms of trade have deteriorated as foreign exchange 
reserves have diminished from over four months of import cover to only just 
over 2 months (BoZ, 2020). Meanwhile, debt servicing costs have been rising, 
as Foreign Direct Investment (FDI) has been on the decline. On account of both 
debt and COVID-19 impacts on the economy, perhaps now more than ever, 
the need to ensure prudent management of the available scarce resources is 
apparent. 

The onset of the COVID-19 pandemic was followed by social restriction 
measures by the Government of the Republic of Zambia (GRZ), which implied 
lockdowns and closure of some businesses and institutions which ultimately 
resulted into reduced aggregate incomes for citizens. GRZ received several 
donations from various stakeholders within and outside the country to support 
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the mitigation of the health and economic impacts of the pandemic on people’s 
lives. For example, on behalf of the German government, KFW Development 
Bank from Germany committed to support the containment of COVID-19 in 
Zambia with around EUR 20 million. The funds were provided under the Corona 
Emergency Programme of the Federal Ministry for Economic Cooperation and 
Development (BMZ) of Germany. The intention was to strengthen hospitals and 
in particular the COVID-19 treatment and isolation centers in Zambia (MoH, 
2020). 

Government’s response to the economic impacts of the COVID-19 pandemic 
involved a mixture of fiscal and monetary policy interventions. For instance, 
from a blend of fiscal and monetary policy, cabinet approved the establishment 
of an economic stimulus package that would be financed through the issuance 
of a COVID-19 bond. This was in addition to other economic measures instituted 
by the Government such as the availing of ZMW2.5 billion in financial relief for 
businesses and provision of tax rebates to sectors which have been adversely 
affected by the COVID-19 pandemic, such as the tourism sector (MoF, 2021).

On the monetary side, some of the key interventions included the accommodative 
stance taken by the Bank of Zambia (BOZ) as it lowered the policy rate by as 
much as 350 basis points in 2020 to keep low the cost of credit in the economy 
and inject some liquidity in the markets in order to support businesses as they 
sought to recover from the lockdown effects of the first wave of the COVID-19 
pandemic.  

Additionally, the BOZ launched and implemented the ZMW 10 billion Medium-
Term Refinancing Facility (TMTRF) which was to be made available to eligible 
commercial banks and non-bank financial institutions to access in order to 
restructure, refinance or extend credit to businesses and households impacted 
by COVID-19 on more favorable terms while ensuring that financial institutions 
adhere to set objectives (BoZ, 2021). 

Under the TMTRF, BoZ sought to provide liquidity to eligible financial service 
providers (FSPs) for onward lending to viable and priority sectors of the 
economy. The priority sectors were identified based on the Seventh National 
Development Plan (7TH NDP) and include: Agriculture, Manufacturing, Energy 
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and Tourism. A relatively smaller portion of the Facility (40%) was to be made 
available to FSPs for the support of non-financial corporates in other sectors 
as well as households, which could have otherwise been viable without the 
outbreak of COVID-19 (BOZ, 2020).

1.2. Statement of the Problem
On 30th January 2020, the Director-General of World Health Organisation (WHO) 
declared the Coronavirus Disease of 2019 (COVID-19) an outbreak caused by 
SARS-COV-2 a Public Health Emergency of International Concern (PHEIC). 
By March, 2020, the first cases of the pandemic were reported in Zambia. To 
respond to the risk, the Zambian Ministry of Health developed a COVID-19 
Preparedness and Response Plan in partnership with WHO, and subsequently 
the Country developed the COVID-19 Multi-Sectoral Contingency and Response 
Plan.

To complement measures put in place by other arms of Government, the Bank 
of Zambia (BOZ) implemented several intervention measures. For instance, 
the Bank implemented an accommodative policy rate stance which saw the 
reduction of the policy rate by as much as 350 basis points in 2020. Additionally, 
the Bank undertook the issuance of a COVID-19 bond with an amount about 
ZMW2.3 billion with the view to utilizing the proceeds in mitigating the negative 
impact of the pandemic on economic activities.

The highlight of the measures introduced by BOZ was the Targeted Medium-
Term Refinancing Facility (TMTRF) launched in April 2020 to strengthen and 
enhance financial sector resilience in the wake of COVID-19. By design, the 
organization and coordination of the Facility renders itself to commercial banks 
and non-bank financial institutions as conduits for onward lending to target 
sectors which are in-turn expected to contribute to economic recovery. 

In view of this, the extent to which the Targeted Medium-Term Refinancing 
Facility (TMTRF) makes a substantial contribution to economic recovery 
depends on two layers: Firstly, from the Central Bank, the funds should reach 
the Financial Service Providers (FSPs). Ultimately, the funds should reach the 
target beneficiaries in the priority sectors which have potential to drive growth. 
The effectiveness of the TMTRF in this regard is a direct outcome of this 
transmission mechanism. From this background, the Center for Trade Policy 
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and Development (CTPD) undertook this study to empirically interrogate the 
factors underpinning the roll-out of the TMTRF in its current form.

1.3. Objectives

1.3.1. General Objective
To assess the factors that explain the roll-out of the Bank of Zambia (BOZ) 
Targeted Medium-Term Refinancing Facility (TMTRF) over the period from April 
2020 to April 2021.

1.3.2.	Specific	Objectives	
i) To investigate the factors explaining FSPs propensity to draw-down
 funds from the TMTRF.
ii) To ascertain the turn-around time for approvals of applications, and 
 draw-down of funds under the TMTRF. 
iii) To identify any loopholes in the current implementation framework of 
 the TMTRF.

2.0 CENTRAL BANK POLICY-RESPONSES TO COVID-19 
IN SELECTED COUNTRIES: REVIEW OF SELECTED 
LITERATURE

This chapter provides a brief review of literature documenting the response 
strategies employed by selected Central Banks in the world to mitigate the 
economic impacts of Covid-19. 

Following the onset of COVID-19, the first measure for many central banks was a 
reduction of policy rates to ease funding costs and support aggregate demand. 
The interest rate policy response in Emerging Market Economies (EMEs) was 
different from other crisis episodes. Previously, central banks’ desires to cut 
rates were tempered by the concerns about capital outflows if the exchange 
rates depreciated. As a result, it was common to see EME policy rates increase 
during crises. By contrast, during the COVID-19 crisis, EME central banks were 
able to follow AE central banks and cut interest rates (Aguilar and Cantú, 2020).
In the United States, the Federal Reserve established the Paycheck Protection 
Program Liquidity Facility (PPPLF) to provide liquidity against payroll loans 
guaranteed by the Treasury. Under the PPPLF, the Fed supplied liquidity by 
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providing loans to participating financial institutions. The PPPLF provided 
loans to small businesses so that they can keep their workers on the payroll. 
Additionally, PPPLF extended credit to eligible financial institutions that originate 
Paycheck Protection Program (PPP) loans, taking the loans as collateral at face 
value (Federal Reserve, 2021). The PPP supported the payroll and operations of 
small businesses through the issuance of government-guaranteed loans that 
included a forgiveness feature for borrowers that satisfy the requirements of 
the PPP.

The Fed also designed the Main Street Lending Program (MSLP) to support 
small and medium sized businesses that were unable to access the PPP or 
that required additional financial support after receiving a PPP loan. Main 
Street loans were not forgivable. The MSLP was done by setting up a Special 
Purpose Vehicle (SPV) which purchased participations in loans originated by 
eligible lenders but ensured that the lenders retained a percentage of the loans. 
Loans issued under the program have a five-year maturity, deferral of principal 
payments for two years, and deferral of interest payments for one year. Eligible 
lenders were able to originate new loans or increase the size of existing loans 
made to eligible borrowers. The Main Street Lending Program (MSLP) was 
uniquely targeted at small and mid-sized businesses, which generally have no 
access to the bond market and thus rely on bank loans as their source of credit. 
(Federal Reserve, 2021).

Latin American central banks also implemented several programmes that 
channeled credit to SMEs. In most cases, these programmes resulted from the 
collaboration of the central bank and the ministry of finance. For example, the 
Central Bank of Brazil managed an emergency funding line that helped firms 
cover wages and other expenses. The government contributed 85%, while 
banks covered the remaining 15%. In Peru, the government approved a national 
government guarantee programme (Reactiva Peru) through which financial 
institutions could use their credit portfolio to obtain a guarantee and carry out 
repo operations with the central bank (Bank of International Settlements, 2021).
In Africa, central bank policy responses in 2020 included lowering policy rates, 
reducing capital requirements, providing various liquidity support measures to 
the banking sector, and allowing loan deferrals and refinancing frameworks for 
distressed firms. About 27 African central banks reduced their policy rates in 
response to the sudden economic contraction caused by COVID-19. In Morocco 
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and South Africa, interest rates dropped to record lows, and several central 
banks cut rates multiple times in response to the pandemic. Algeria, Gambia, 
Kenya, Mauritius, Morocco, Mozambique, Uganda, and Zimbabwe reduced the 
key policy rate twice. In addition, about 17 African central banks reduced bank 
capital requirements to improve the availability of bank credit to struggling 
businesses. The Bank of Botswana, for example, reduced the primary reserve 
requirement to 2.5 percent from 5 percent, which is expected to release P1.6 
billion (2.7 percent of GDP or around US$130 million) in liquidity to support 
economic activity. Likewise, the Central Bank of the Gambia reduced the 
statutory reserve ratio by two percentage points to 13 percent, which released 
over D700 million (0.8 percent of GDP or about US$14 million) in liquidity. 

Further, about 7 African central banks implemented liquidity support measures 
other than (or in addition to) reducing bank capital requirements. Most of these 
extended their treasury bond purchase windows to support the government’s 
short-term budgetary needs, while also establishing dedicated bank lending 
and liquidity assistance frameworks to ensure market liquidity. For example, 
the National Bank of Angola extended guarantees of the overnight lending 
facility for commercial banks up to Kz 100 billion (about US$ 171 million, 1.7% 
of GDP) to ensure market stability. Other measures include the Bank of Malawi’s 
Emergency Liquidity Assistance facility for banks. The South African Reserve 
Bank allowed 13 businesses with an annual turnover of less than R300 million 
to apply for a guaranteed loan. Firms could use these funds for operational 
expenses such as salaries, rent and lease agreements, and contracts with 
suppliers. 

2.1. Brief discussion of the literature and lessons for Zambia
This brief review of literature shows several similarities in the response 
strategies employed by the Central Banks considered. The response strategy 
by the Bank of Zambia (BOZ) also fits well within this broad framework. Like 
many other Central Banks, BOZ cut the policy rate by 350 basis points in 2020 
with the view to keep the cost of funding low and induce private sector liquidity 
while safeguarding financial sector stability. Additionally, the Bank of Zambia 
established a targeted lending program dubbed the Targeted Medium-Term 
Refinancing Facility (TMTRF), designed to provide liquidity to FSPs at affordable 
terms for onward lending to target sectors. 
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However, a point of departure is seen in the implementation dynamics. For 
instance, the Federal Reserve had a deliberate policy that sort to provide 
liquidity against payroll loans guaranteed by the Treasury with the view to 
providing funds to small businesses so that they can keep their workers on their 
payroll. This would have been a context relevant approach for Zambia as many 
employees especially from the informal sector were forced to go on unpaid 
leave at the peak of the COVID-19 pandemic-with a possibility for some of them 
never to be called back for work, thereby exacerbating the unemployment levels 
in the Country.

Additionally, it is seen from the literature that within the broader response 
strategy, the Fed went an extra mile to design a specific program for SMEs 
dubbed the Main Street Lending Program. In Zambia, SMEs generally face 
challenges in terms of accessing finance owing to low appetite by FSPs to lend 
to them, largely attributable to the inherent credit risk associated with lending 
to the sub-sector. This has been made worse in the COVID-19 environment as 
credit risk has generally heightened. Therefore, such a deliberate approach 
would have significantly helped to stir resilience in the target sub-sectors amidst 
the pandemic while enabling them to become resourceful counterparts on the 
journey to economic recovery.

3.0 METHODOLOGY

The research design employed the narrative approach to qualitative research. 
This involved conducting in-depth interviews with key institutions, review of 
documents relevant to the TMTRF, and structured questionnaires were admin-
istered to selected FSPs.

The data collection process drew from key-informant interviews with relevant 
officers at the Bank of Zambia (BOZ) and the National Advisory Board for 
Impact Investment (NABII). Questions were sent to respondents by email, and 
this was followed by a mixture of physical and virtual interaction/interviews. 
According to the Bank of Zambia monthly reports on the TMTRF, as of January, 
2021, about ZMW 3 billion was disbursed from the facility to the FSPs for 
onward lending to ultimate beneficiaries. Of this amount, about 94 percent went 
to 11 Banks and Non-Bank Financial Service Providers. This formed the working 
population of this study. By employing the purposive sampling technique, seven 



9

(7) FSPs were selected from the working population for inclusion in the sample. 
The FSPs interviewed include Stanbic Bank Zambia, Atlas Mara, Indo-Zambia 
Bank, National Savings Bank, Zambia Home Loans, Microfinance Zambia and 
the Zambia National Building Society (ZNBS).

Qualitative data from the questionnaires was codded, entered and analyzed 
using the Statistical Package for Social Sciences (SPSS) software. In addition, 
content analysis was applied to examine documents relevant to the TMTRF 
available on the Bank of Zambia (BOZ) website. Data from BOZ, FSPs and NABII 
were compared for triangulation purposes. The period of analysis ranged from 
April 2020 to March, 2021.

4.0 PRESENTATION AND DISCUSSION OF FINDINGS

This chapter presents the framework for the implementation of the TMTRF as 
prescribed in the Terms and Conditions of the facility, and a detailed discussion 
of the findings of the study.

4.1. IMPLEMENTATION FRAMEWORK FOR THE TMTRF
4.1.1. Introduction of the TMTRF
The TMTRF is an exceptional advance available to FSPs that satisfy the eligibility 
criteria as defined by BOZ. The funds obtained on the facility are primarily intended 
to offer liquidity support to qualifying FSPs for onward lending /refinancing to 
borrowers in the target sectors. The priority sectors are identified in line with the 
7th National Development Plan and include Agriculture, Manufacturing, Energy 
and Tourism. The primary purpose of the TMTRF, therefore, is to strengthen and 
enhance the resilience of the financial sector and support economic recovery 
in the wake of the COVID-19 pandemic. This is expected to contribute to the 
broader mandate of BOZ which is to support and engender price and financial 
system stability (BOZ, 2020). 

Access to the Facility is not open-ended, as it is subject to borrowing limits 
and FSPs are expected to disburse the funds to their clients accordingly. 
Interest rates on the facility are priced off the Monetary Policy Rate (MPR) with 
a 12-months moratorium on interest payments. The transmission mechanism 
of funds under the Targeted Medium-Term Refinancing Facility follows two 
channels. Funds are available for qualifying Banks and Non-Bank Financial 
Service Providers at favorable terms, with 60 percent of the funds reserved for 
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priority sectors and the remaining 40 percent is available for lending to non-
priority sectors. FSPs that obtain funds under TMTRF are therefore expected 
to restructure their portfolios to ensure the benefits, including provisions of 
repayment holidays, do reach their respective clients. Ultimately, the target 
sectors are expected to contribute to economic recovery. Figure 1.0 illustrates 
the transmission mechanism of funds under the TMTRF.

Figure 1: Transmission Mechanism of Funds under the TMTRF

Source: Author’s Construction

4.1.2. Tenor of advances 
Advances for onward lending to priority sectors have a tenor of 5 years.  
Conversely, advances to qualifying non-targeted sectors, including households, 
have tenors of between 1 and 3 years.  The Bank of Zambia reserves the right to 
change the tenor of the advances as may be deemed necessary, but this would 
not apply to already existing advances made under the TMTRF. 

4.1.3. Interest rates 
The interest rate applicable on the facility is fixed over the life of each advance 
at the prevailing Bank of Zambia Monetary Policy Rate (MPR) at the time of 
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granting the advance. The interest is to be paid annually with a 12-month grace 
period. Much as FSPs are free to set the interest rate charged to clients on the 
advance obtained from the facility, they are obliged to pass on the benefits of 
the low interest rates on the facility to their clients and to demonstrate that they 
have done so at the time of disbursement of the funds. The FSP that offers an 
interest rate to clients that is within five (5) percentage points from the rate 
prevailing on the facility is entitled to an additional borrowing amount equivalent 
to 20 percent of the initial borrowing amount. The interest rate applicable for 
onward lending by the FSP is fixed over the life of the advance. FSPs are obliged 
to report to BOZ, the interest rate and any other relief offered to their clients as 
prescribed in the Terms and Conditions. The Bank of Zambia reserves the right 
to change the pricing mechanism as conditions may dictate, but this would not 
apply to already existing advances made under the facility. 

4.1.4. Eligible collateral 
Funds obtained from the facility are backed by prescribed collateral which 
considers applicable haircuts. In this context, haircuts refer to the percentage 
difference between an asset’s market value and the amount that can be used as 
collateral for a loan. Collateral requirement for commercial banks and non-bank 
financial institutions are as specified in figure 1.1. 

Figure 2: Eligible Collateral across Bank and Non-Bank Financial Service Provid-
ers with respective Haircuts

Source: Bank of Zambia.
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4.1.5. Applications, Approvals and Disbursements
For the period April 2020 to March 2021, out of the total ZMW 10 billion available 
under the facility, total amounts applied for by both Bank and Non-Bank Financial 
Service Providers (FSPs) account for about 99 percent, translating into about 
ZMW 9 billion. Of this amount, about ZMW8 billion was approved by BOZ, 
representing about 88 percent of the total funds available under the facility. 
The marginal contrast between applications and approvals reflects failure by 
some financial service providers to meet the prescribed Terms and Conditions 
of the facility. About 43 percent of the FSPs interviewed indicated that their 
applications were approved within a month of submission, with another 43 
percent reporting that their applications were approved more than a month 
after submission. A minority (14%) FSPs reported that their applications were 
approved within a fortnight after submission as shown in Figure 3

Figure 3: Turn-around for Approval of FSPs’ Applications by BOZ

Source: Author’s Construction

Results show a wider variance between approved amounts and actual 
disbursements. Despite a high approval rate of 88 percent, only 53 percent, 
translating into about ZMW 4.6 billion had been drawn down by the respective 
financial service providers for onward lending to the target sectors. Figure 4 
shows these statistics. This partly reflects the reluctance by financial service 
providers to finalize draw-down modalities following the approval of their 
applications by BoZ. Factors that explain this position include the heightened 
credit risk, given the prevailing macro-economic environment, coupled with 
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lack of a risk-sharing mechanism between BoZ and FSPs for funds under the 
TMTRF. There were other factors such as weighted average cost of capital and 
credit screening processes.

Figure 4: Applications, Approvals and Disbursements Dynamics

Source: Bank of Zambia, April 2021.

The disaggregation of the total approved amounts between priority and non-
priority sectors is almost even, with 56 percent going to priority sectors and 44 
percent available for non-priority sectors. In absolute terms, about ZMW 4.9 
billion had been approved for disbursement to priority sectors out of which, 
ZMW 4.3 billion was provided through banks leaving about ZMW 6 million for 
transmission through the Non-Bank FSPs. Likewise, about ZMW 3.8 billion had 
been approved for disbursement to non-priority sectors with ZMW 2.5 billion 
provided through banks and the remaining ZMW 1.3 billion through Non-Bank 
FSPs. Figure 5 shows this disaggregation.

Figure 5: Approvals for Priority Sectors and Non-priority Sectors

Source: Bank of Zambia, April 2021.
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Following the approval of their applications, about 71 percent of the FSPs 
interviewed reported to have requested for ‘draw-down’ of funds from the 
Bank of Zambia within a week of learning about the approval thereof. Draw-
down requests that were made within a fortnight and a month originated 
from 14 percent of the respondents apiece. Figure 6 illustrates this narrative. 
These results therefore show that most FSPs did not delay in commencing 
requests for funds to be drawn from the approved amounts. However, most 
FSPs bemoaned the somewhat long turnaround for disbursements of funds 
upon making the requests for draw-down. Further, most FSPs are modest in 
terms of draw-down amounts. Some of the reasons attributed to this include 
low value of security, priority sector considerations, and the need for prior 
client engagement processes and general credit risk assessment. Moreover, 
most FSPs’ request to draw down funds from total approved amounts is largely 
driven by the demand for credit from their clients. Upon receipt of the funds, all 
FSPs interviewed reported that they were able to commence onward lending to 
ultimate beneficiaries within a week of receipt.

Figure 6: Turn-around for Draw-down of Funds by FSPs from BOZ

Source: Author’s Construction

While the facility can be accessed by both bank and non-bank FSPs, results 
show that most funds under the facility are being transmitted through the banks 
channel. Out of the ZMW 9 billion worth applications received by the Bank of 
Zambia, about 73.8 percent originated from banks, leaving the remaining 26.2 
percent for non-bank FSPs. The picture is no different in terms of approvals and 
disbursements. About 79 percent of total approvals relate to the banks while 
non-bank FSPs account for the remaining 21 percent. Likewise, 71 percent of 
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total disbursements went to banks while the remaining 29 percent went to the 
non-bank FSPs. Figure 7 shows these statistics. These results suggest that 
the failure to meet prescribed Terms and Conditions of the facility is skewed 
towards the non-bank FSPs. Additionally, the relative size of balance sheets 
between bank and non-bank FSPs explains this discrepancy as commercial 
banks generally have a bigger balance sheet.

Figure 7: FSPs Applications, Approvals and Disbursements

Source: Bank of Zambia, April 2021.

Provision 5.2 under the eligibility criteria clause in the Terms and Conditions of 
the TMTRF states that, “meeting the minimum requirements is not a guarantee 
to access the facility. The Bank of Zambia reserves the right to determine 
access and can reject or accept an application by an FSP for any other reason it 
deems appropriate”. This notwithstanding, results show that 71 percent of the 
applications made by FSPs were approved as submitted. A few adjustments 
were made to the remaining 29 percent before they were approved. One of the 
FSPs submitted that they had to pledge property and Government securities as 
collateral in addition to the loans. Figure 8 illustrates this narrative.
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Figure 8: FSPs’ Application Adjustments by the Bank of Zambia

Source: Author’s Construction.

The total number of beneficiaries from disbursed advances under the facility 
stood at about 35 thousand, spanning over different sectors which include: 
Mining and quarrying, Wholesale and Retail trade, Individuals and/or Households, 
Agriculture, Education, Health, Transportation and Warehouse, Manufacturing, 
Tourism, Communication, Energy, Community services, Financial services, 
Communication and ‘Other’. Out of these, a huge majority, representing about 
80% fall under the ‘Individuals and/or Households’ category. This presents a 
risk as most of the funds going to this category could potentially stimulate 
increased demand at the expense of production thereby contributing to demand-
pull inflationary pressures. Drawing lessons from the United States’ Main Street 
Lending Program, the Fed reports that, “Though it used only a fraction of its 
capacity, the Main Street Lending Program succeeded in supplying credit to 
small and medium-sized businesses during the COVID-19 pandemic, approving 
1,830 loans totaling $17.5 billion. Out of these, 99% of the borrowers were 
smaller businesses with less than $50 million in annual revenue, and more than 
70% were in the industries hurt most by the pandemic”. Therefore, the targeting 
and transmission of funds from FSPs to ultimate beneficiaries under the TMTRF 
did not do much to ensure a fair spread of beneficiaries in priority sectors.

Other notable categories of beneficiaries include Agriculture (2.81%), Wholesale 
and retail trade (3.71%), Mining and quarrying (4.37%) and ‘Other’ (4.45%). 
The least represented sectors in this regard include Communication (0.01), 
Community services (0.05%), financial services (0.01%) and Energy (0.08%). 
Figure 9 shows these statistics.

 

YES
71%

NO
29%

APPLICATION APPROVED AS SUBMITTED?



17

Figure 9: Number of Beneficiaries from Disbursed Advances by Sector

Source: Bank of Zambia, April 2021.

In terms of the selection criteria when lending to target beneficiaries, FSPs 
indicated to have considered priority sectors as highlighted in the Terms and 
Conditions of the TMTRF. However, one of the FSPs submitted that, “Although 
the Facility was marketed to both existing and new customers, preference was 
given to existing customers who had accounts with the bank for the last three 
years”. As part of the requirements to access funds under the TMTRF from 
some FSPs, benefiting companies had to demonstrate how their business 
had been impacted by COVID-19. This was done by filling in a structured 
COVID-19 questionnaire designed by the respective FSP. Existing customers 
had to provide a bank standardized application letter while new customers 
are required to submit an application letter, detailed project/business analysis, 
financial statements, security and other documents as per standard checklist. 
To ensure that target beneficiaries align their activities with the overall objective 
of the TMTRF, some FSPs have put in place measures which include:

(I). Monitoring the end use of funds to ensure that funds under the Facility 
 are being utilized for the intended purposes.

(II). Daily active monitoring of the portfolio.

(III). Proactive engagement of customers still in distress by considering a 
 further restructuring supported by the Terms and Conditions of the 
 TMTRF.

 

28,217 

1,576 1,550 1,343 996 605 396 346 178 145 31 29 17 4 2 
 -

 5,000

 10,000

 15,000

 20,000

 25,000

 30,000



18

(IV). Using pre-existing measures such as providing the list of names to the 
 employers of the clients for recovery.

In the quest to pass on the benefits of the TMTRF to their customers, some 
FSPs have designed varying repayment plans depending on the assessed 
impact on clients. For instance, some FSPs have provided a reduction in 
interest rates on both ZMW and USD facilities. Additionally, some customers 
have been provided with payment holidays on both interest and principal while 
others have received payment holidays on principal repayments only. This is 
besides some tenor extensions that have been given to all customers in line 
with the payment holidays except for those who required otherwise. In other 
cases, repayment of interest is dependent on the facility availed. That is, for 
overdraft facilities, interest is charged monthly while for term loans, interest 
is charged monthly, quarterly, bi-annually or annually depending on customer 
requirements. Facilities sanctioned to the priority sectors are running up to 60 
months whereas those sanctioned to the non-priority sectors are running up to 
36 months.

Based solely on number of beneficiaries, results show a mismatch between 
the priority sectors which were identified in the 7th National Development Plan 
(NDP) and reiterated in the Terms and Conditions of the TMTRF, and the actual 
sectors from which many beneficiaries have been drawn. While the 7th NDP 
identifies the priority sectors as; agriculture, tourism, manufacturing and energy, 
actual disbursements indicate that more beneficiaries came from; individuals 
and/or households, mining and quarrying, wholesale and retail trade, and ‘other’ 
sectors. Except for individuals and/or households which is an outlier, the average 
percent representation of each sector in the total beneficiaries’ envelope was 
around 1.45 percent. Among the priority sectors, only agriculture had drawn 
a percent share of representation from the total number of beneficiaries 
which is above average. The remaining priority sectors which include tourism, 
manufacturing and energy received percent shares below the average as figure 
10 shows. Nevertheless, these results do not indicate the actual amounts that 
have gone into these sectors. The interpretation is therefore restricted to the 
spread of the funds within the target sectors.

A notable handicap to the increased disbursement of funds to priority sectors 
revolves around the heightened credit risk premised on the prevailing macro-
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economic environment, which has consequently incentivized most FSPs to 
be more cautious when originating new loans. For the SMEs sub-sector, this 
is coupled with the inherent lack of appetite for FSPs to lend to SMEs on 
account of the associated risk. Furthermore, the lack of a credit risk sharing 
mechanism between BoZ and the FSPs  made the TMRTF funds less attractive 
to some FSPs. There was limited appetite for FSPs to generate new loans 
thereby directing most of the funds under the TMTRF towards refinancing of 
existing loans. Therefore, most FSPs found it conveniently easy to lend to their 
pre-existing clientele. Specifically, some of the customers that were reported 
to have benefited from the TMTRF include but not limited to: Employees from 
the Zambia Police, Zambia Air Force, Yalelo Company, Zambia Information and 
Communications Technology Authority (ZICTA), Ministry of Health, Mopani 
Copper Mine, and qualifying households and Small Medium Enterprises (SMEs).

Figure 10: Percent Share of Sectors from Total Number of Beneficiaries from 
Disbursed Advances

Source: Bank of Zambia, April 2021.

4.1.5. Perceptive Effects of the TMTRF on FSPs Liquidity Levels
Based on the perceptions of the FSPs interviewed, the TMTRF has helped to 
augment their liquidity levels amidst the Covid-19 pandemic. When asked to rank 
their liquidity levels before the Covid-19 pandemic, only 14 percent of the FSPs 
considered their liquidity levels to have been high with 57 percent considering 
their liquidity levels to have been moderate. Post Covid-19 but before accessing 
funds under the TMTRF, the percentage of respondents that considered their 
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liquidity levels to have been high remained at 14 percent but increased to 71 
percent after the introduction of the TMTRF and the respective FSPs accessed 
the Facility. Figures 11 shows these dynamics. 

Respondents indicated that the interest charged on them by BOZ was pegged 
to the monetary policy rate, which was initially 10.25 percent before it was 
revised downwards to 8 percent in January 2021. This formed the basis for the 
interest rate that FSPs charged on the target beneficiaries but considering other 
factors which include cost of funds, possible default risk, administration costs 
and tenor of facility. The interest rates charged by FSPs on target beneficiaries 
ranges from 14 percent to 35 percent with a mean of around 20.31 percent.

Figure 11: Status of Liquidity Levels of FSPs after COVID-19 and after TMTRF

Source: Author’s Construction.

The primary objective of the TMTRF is to provide liquidity to FSPs, with a view 
that these FSPs will facilitate local access to the funds. The results show that 
this is not automatic and that there is need for further interventions that can 
help to integrate local players in priority sectors that have potential to drive 
growth. While the transmission of funds in the first layer of the transmission 
mechanism (See figure 1.0) has been largely effective, the same cannot be 
said about the ultimate layer which is pivotal to the integration of local players 
in the economic recovery agenda through this Facility. In the first layer (from 
BOZ to FSPs, most FSPs indicated that they were moderately ‘satisfied’ with 
the overall performance of the Facility. However, the onward transmission of 
funds to ultimate beneficiaries in the targeted sectors was not as smooth as 
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most FSPs’ requests to draw down funds from total approved amounts were 
largely driven by demand for credit from their clients, implying that, if none of 
the priority sectors approached a particular FSP for a loan on this facility, the 
transmission essentially breaks down.

5.0 CONCLUSION AND RECOMMENDATIONS

This study assessed the roll-out of the Bank of Zambia (BOZ) Targeted Medium-
Term Refinancing Facility (TMTRF) and examined the effectiveness of the 
transmission mechanism of funds under the Facility. The study sort to spotlight 
the factors that explain the rate of uptake of funds by the target beneficiaries. 
The methodology employed the use of structured questionnaires, administered 
to key institutions such as the Bank of Zambia and the Bank and Non-Bank 
Financial Service Providers. This was supplemented by key-informant interviews 
with other key institutions such as the Bankers Association of Zambia (BAZ) 
and the National Advisory Board for Impact Investment (NABII).

Results show that out of the ZMW10 billion available funds under the TMTRF, 
about ZMW 9 billion worth applications were received by BOZ over the period 
from April 2020 to March 2021. Of this amount, about ZMW 8 billion worth 
applications were approved but only about ZMW 4 billion had  been disbursed 
to the FSPs for onward lending to the target beneficiaries.

The disaggregation of the total approved amounts between priority and non-
priority sectors was almost even, with 56 percent going to priority sectors and 
44 percent available for non-priority sectors.  Despite a high approval rate of 88 
percent, only 53 percent, translating into about ZMW 4 billion had been drawn 
down by the respective financial service providers for onward lending to the 
target sectors. 

In terms of the spread of funds within target sectors, most beneficiaries fell under 
the ‘individuals and/or households’ category. All the priority sectors, except 
agriculture, remained under-represented in terms of the proportion number of 
beneficiaries as they have a percent share of representation below average. The 
targeting and transmission of funds from FSPs to ultimate beneficiaries under 
the TMTRF did not do much to ensure a fair spread of beneficiaries in priority 
sectors.
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Inherent structural issues such as lack of appetite to lend to SMEs on account 
of the general credit risk associated with lending to the sub-sector, and the 
heightened credit risk premised on the prevailing macroeconomic environment 
more generally, underpin FSPs low appetite to draw more funds from the 
TMTRF. As a result, TMTRF funds were skewed more towards the refinancing of 
existing loans at the expense of generating new ones. FSPs’ requests to draw 
down funds from total approved amounts were largely driven by demand for 
credit from their clients, implying that, if none of the priority sectors approached 
a particular FSP for a loan on this facility, the transmission essentially breaks 
down.

Based on the perceptions of the FSPs interviewed, the TMTRF was deemed to 
have helped to augment their liquidity levels amidst the Covid-19 pandemic. 
Most of the FSPs (71%) interviewed were ‘very satisfied’ with the roll-out of the 
Facility thus far. Reasons that underpin this perception include “the low interest 
on the TMTRF has helped reduce the cost of funds, thereby reducing interest 
payments for ultimate customers, and disbursement of funds takes less than 
three days upon request.”

The Bank of Zambia had since made some changes to the Terms and 
Conditions of the TMTRF in response to the underlying challenges. These 
include introduction of the offer validity period, increased initial borrowing 
allowance, and expanded list of eligible collateral. To complement these and 
other measures put in place to improve the effectiveness of the TMTRF, this 
study makes the following recommendations: 

i) Consider increasing the tenor of the Facility for the Non-Bank Financial 
 Service Providers, especially those that provide long-term funding.

ii) Consider relaxing some of the collateral requirements. Specifically, 
 BOZ should consider relaxing the ‘haircuts’ applicable on some of the 
 collateral classes such as those that involve performing loans with 
 perfected security.

iii) While the rate of approval of applications is high, the turn-around time 
 could be reduced to within a month or less for the larger part.



23

iv) Explore initiatives for credit risk sharing between BOZ and FSPs for 
 funds under the TMTRF to incentivize FSPs lending appetite.

v) If the goal is inducing liquidity among FSPs, then the TMTRF achieves it 
 with minimum adjustments to the current implementation framework. 
 However, if the objective stretches beyond liquidity for FSPs to ensuring 
 that funds reach priority sectors that have potential to stimulate growth, 
 then further interventions towards the integration of local players in 
 priority sectors are needed. 

vi) Consider undertaking deliberate efforts to stimulate demand for the 
 funds by the ‘right people’ through undertaking robust information 
 dissemination programs aimed at sensitizing beneficiaries from the 
 target sectors to increase the spread of the beneficiaries envelope.
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