


Rev: @lIM/5.07440 

DEC 29 1986 0717 
4400 40 FUND Lil 

Lin~: 5 

ZBANK ZA41560 

INTERFUND 
WASHINGTON DC 
29/12/1986 
ATTN =IACQUAH 
091 
Al 3 2 2 
A2 6.55 MILLION Uc-

•;J 

A3 K77 . 35 MI LLION 
A4 14.20 
AS 6 . 00 
A6 12 . 14 
A7 141 

DLR 

A8 4.08 MILLION USDLR 
N.A 

,....12. 7L ~ 1 0.70 MILLION 
A12 0 C'? . __,..., MILLION 
A13 0.50 MILLION 
A14 1.00 
A15 28 
STOP REGARDS 
TEST NO .. 
+KEYES 
IMF REPRE. 

.,. .,. 

us 
us 
us 

BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

ZBANK ZA41560 

REPLY VIA ITT 

? 

DLR 
DLR 
DLR 

.,. .,. 

Time : 07: 30 12 /29 /86 ??? 

748440 

Connect Time: 109 seconds 

TEST ltUMBER: 

~CHECKS 

RECEIVED 
IMF-CABLE Roo;.( 

1986 DEC 29 M 8 03 

ORIG : AFR 
CC: MR . ACQUAH 

D DOES noT Cl!Ect<, IT HAS 
BEE.tt sm1CLI), 6 

--------------------------
ClBLE ROOf~ 
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~ ~ t -#"""' 

RECEIVEC 
IMF CABLE WJm,' 

Rev : @lIM/5.07247 Line: 5 

DEC 22 1986 0807 
440040 FUND UI 747781 18.~S OcC 2~ ... e 36 
ZBANK ZA41560 

ORIG : AFR'. 
INTERFUND 
WASHINGTON DC CC : MR . ACQUAH 
22 /12/1986 
ATTN: ACQUAH. 
089 

DEC. 13 DEC. 20 
Al 333 310 
A2 12.40 E:. 37 MIL us DOLLAR 
A3 K171.63 MIL K95.04 MIL 
A4 16.00 13.77 
A5 6.0 6.00 
A6 10.89 10.91 
A7 107 116 
A8 4.03 4.04 
A9 N.A. N.A. 
A10 1.lSP 12._;iO 
All 1.00 1.00 
A12 0.50 0.50 
A13 0.50 0.50 
A14 1.00 1.00 
A15 53 34 

SECONDO: AS DISCUSSED TOOK TWO DAYS ANNUAL LEAVE ON DEC,8 AND 9 
REQUEST APPROVAL ANNUAL LEAVE DEC. 24 AND 31 STP 
REGARDS 
TEST NO .... 
+!-~EYES 
IMF RES . REPR. 
BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

ZBANK ZA41560 

REPLY VIA ITT 

? 
Time: 08:20 12/22/86 ? ?? 
Cor,nect Time : 192 seconds 

CHECQ · : ... .. • • • ' : ' '" · 1 
, , !"-,.•~ .. 

0 DOES WOT Clffr,x, IT HAI , • .' 
BEEN SEHV/Cf.D. 

------ ,-~ 
, CABLE .~oi·-----• .;.--
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F(JRM NO. 75 
(6-83) THE WORLD BANK/ IFC 

ROUTING SLIP 

APPR OPRIATE DISPOSITION NOTE AND RETURN 

APPROVAL NOTE AND SEND ON 

CLEARANCE PER OU R CONVE RSATION 
1---+------ ------+--+-

C OMMEN T PER YOUR REQUEST 

TION PREPARE REPLY 

R ECOMMENDATION 

IN I T IAL 

NOT E AND FI LE 

REMARKS: 

ROOM NO.: 

_4;,, hJ! F-
EXTE 

3 



• 

; 

l,!ORLDBANK MSS 

ZCZC ElSf-'71?6 RCA8801 

REF; TCP1 MET 

RCA8801 
2481,23 t-JDF:LDBANK 

ZCZCLUS0625 
Ert!.SA 

nIBRDLUS 

FOR GEORGE GEBH;o,RT 

REJECTED ~BOVE THE STRUCK RATE OF Kl2,.10:- 15 Ot -·"i-iESE BIDS AERE 

FOR NCZ FUR tJERY SMALL tiMiJUNTS.. THE TOTAL tJALLE:: OF THE R:::JECT'.:Li 

BIDS !,JAS USD 0,, 2t- MILLION ONLY., 

BBB.. NCZ l-lf1S NOT YET BEEN INFORMED DF THE REASON FOR RE,.JECTING 

THEIR BIDS,, IT IS :'F-'.OB:~BLY !30ME DOCUMENT,~RY REGUIREMEt~T ~ 

CCC. MR. NGOMA, SENIO~: DEPUTY GENERAL VitiNAGES:, BOZ, s,ws 
THAT TAX CLE?iRANCE CERTIFIPTES i,RE STILL. REQUIRED \ETH T;.;E BIDS. 

DDD= tJILL BE MEETING l·ETH HR .. NGONf-1 TOMORROl-.l TO DISCUSS THE 

NEED FOR. PREVENTI~!G SH::'.:RP CHANGES IN THE EXGHf-1NGE RP,TE.. POTE 

=i2091159 

NNNN 



( 

,vov 'o c.. 
/j........,..__,,._ 

TOI The ttanaging Director DATE: December 11. 1986 
The Deputy Mana~ing nireclor 

FROH1 A. D. Ouattara 

SUl!J!!CT: SoMUa - Bril!fi:ist Paper 

In reviewing the briefing paper for the ~iasion to Somalia the 
lleputy l'a1naging Director raised two issues. IT.e asked whether a PYP • 
subject to later revisions could not be nep,oliated by the present 
mission. During the Bank's internal review process. the draft PFP vaa 
referred back to lhe Region in order Lo strengthen the otructural and 
i,iacro areas (the latter included the exchange aystem and public sector 
revenue measures). This reaction was influenced in part by the Bank's 
eupple~entary guidance note on PFPs 0 ieeued in the ~iddle of November, 
that stressed the need for discussions on sources of and prospects for 
growth and for sreater specificity in describing policies to he 
pursued. Since the briefing paper was sent to Manap,ement the staff has 
undertaken additional discussions with Lhe Bank. We have now 
eetablinhed 11 schedule vi th the !lank for the fonulation of the rovised 
paper and it should be ready by the end of the year; vo do not have any 
difftcultiea with the Bank "1th respect to lhe policy recoffll!lendations 
and targets. We vould then ne&otiate the Pl'P and the SAF program in 
early 1987. This schedule is satisfactory to ua, subject to clearsnce 
of overdue obligations to the Fund. 

With regard to the brief'e proposal to establish a floor price 
as a back-up option for the unification of the exchanr,e syaten, 0 I agree 
vith you that this could distort the.auction and that the o,J.ssion 
should, instead, focue its effort on addressing the institutional and 
other factors that contribute to the diverr,ence of the auction and 
~.Rrket exchange rates. A.:cordingly 0 I am instructing the mission to 
discuss with the authoritfes the adoption of measures that would ensure 
a •clean• au..:tion; or alternatively. if a clean suction were not 
poas1ble. the aission should negotiate a ~ove to a fixed rate at a 
realistic level. 

/ Mr. lleveridge ta 1n agreement with this approach. 

cc: Hr. Bro1m 

I 
I 
i 



r,,,__,.. /c.. 

Rev: @1 IM/7. 0240'.3 Line: 
VMCI0625 

LIJ::;0620 
EAISA/EAIDR 
. IBRDLUS 
FROM INTBAFRAD LUSAKA 
FOR HAROLD MESSENGER 

dOCHEN l<RA::;f<E 

DECEMBER 08, 1986 . 

RECEIVED. u 
\MF CABLE RDO,·, 

1986 DEC - 8 t" 7: I G 

ORIG: MR. OUATTARA 
CC : MR. PAUL ACQUAH 

FOREIGN EX CHANGE AUCTION RE:::;UL TS FOR :::;ATURDAY , DEC& , 1986. 

TOTAL BID:3 

RANGE OF BIDS 

BID:::; ACCEPTED 

AMOUNT DEMANDED 

ZIMOIL 

OTHER SPECIAL CATEGORIES 

NET ALLOCATION FOR GENERAL IMPORTS 

ALLOCATION FOR BANl<S ' WORKING BALANCES 
R '.::; 

ALLOCATION FOR LCS MATURED AFTER 
OCTOBER 04, 1985. 

RATE (l</DOLLAR) 

REGARDS,l<HAN 

12081034 VMCI0626 

V 
REPEATED TO MR PAUL ACQUAH OF IMF. 
64111 IMF UW 
Time: 05:39 01/03/86 ??? 
Connect Time: 37 seconds -

= 22 1 

= 6.0 - 18. 0 

= 1:30 

= 7.6 MILLON DOLLARS 

== 4. 1 MILLION DOLLARS 

= 0.01 MILLION DOLLAR 

= ~:. 1 MILLION DOLLARS 

= 0.5 MILLION DOLLA 

= 1.0 MILLION DOLLARS 

= 12.10 --
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. .. 

Rev: @lIM/7.02403 
VMCI0625 

LUS0620 
EAii3A/EAIDR 
. IBRDLUS 
FROM INTBAFRAD LUSAKA 
FOR HAROLD MESSENGER 

,.JOCHEN KRA!:::KE 

7~ 5862 

DECEMBER 08 , 1986. 

RECEIVED ,, 
IMF C~BLE ROO, 

loor oi=r - 8 l'~ 7: I G 
J u l) 1.-I, • 

ORIG:~ 

CC : MR . PAUL ACQUAH 

FOREIGN EXCHANGE AUCTION RESULTS FOR SATURDAY, DEC 06, 1986. 

TOTAL BI D:3 

RANGE OF BIDS 

BIDS ACCEPTED 

AMOUNT DEMANDED 

ZIMOIL 

OTHER SPECIAL CATEGORIES 
s 

NET ALLOCATION FOR GENERAL IMPORTS 

ALLOCATION FOR BANKS ' WORKING BALANCES 

ALLOCAT I ON FOR LCS MATURED AFTER 
OCTOBER 04, 1985 . 

RATE CK/DOLLAR> 

REGARD8,KHAN 

12081034 VMCI0626 

V 
REPEATED TO MR PAUL ACQUAH OF IMF. 
64111 IMF UW 
Time: 05:39 01/03/86 ??? 
Connect Time : :37 s econds -

= 221 

= 6 .0 - 1::::. 0 

= 130 

= 7. /:., MILLON DOLLARS 

= 4. 1 MILLION DOLLARS 

= 0.01 MILLION DOLLAR 

= ::: . 1 MILLION DOLLARS 

= 0 . 5 MILLION DOLLA 

= 1.0 MILLION DOLLARS 

= 12. 10 
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Rev: @lIM/5.06716 Line: 5 

DEC 06 1986 0148 
440040 FUND UI 

ZBANK ZA41560 
INTERFUND 
WASHINGTON DC 
5/12/1986 

ATTN: MUZONDO 

745816 

~'-"'""' 

~ RECEIVED 
IMF C/\BLE Rnm~ 

1986 DC:C - ~ F' 7: 22 
ORIG : MR . OUATTARA 

CC : ~ 

ESTIMATE OF EXCESS NET COST TOBOZ OF AUCTION ARREARS IS K323 MILLION I 
AT CURRENT EXCHANGE RATE I.E. 1 US DOLLAR TO K15-25 STP REGARDS 
+KEYES 
IMF RES REPR. 
BANK OF ZAMBIA LUSAKA 

COL CKD+ 
PM 
ZBANK ZA41560 

4400 40 FUND UI 

REPLY VIA ITT 

? 
Time: 01:59 12/06/86 EST 
Connect Time: 99 seconds 
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. 
Rev: @lIM/5.06573 

. DEC -03 1 986 0759 
440040 FUND UI 

Line: 5 ~ -,__,(. ~ 

ZBANK ZA41560 

INTERFUND 
WASHINGTON DC 
3/12/1986 
ATTN: MR W DANNEMANN 

745359 

-RECEIVED 
• IMF CABLE ROOM 

1986 DEC -3 M-l 8: 20 

ORIG: STA 

CC:. AFR 

THE FOLLOWING ARE THE EXCHANGE RATES FOR THE MONTH OF NOVEMBER, 1986 

MG - ZM 0.06812 
MF - ZM 12.29789 
MH - ZM 0.08131 
REGARDS 
+E MWILA 
DEPUTY DIRECTOF 
RESEARCH 
BANK OF ZAMBIA LUSAKA 

COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

REPLY VIA ITT 

? 
Time: 08:09 12/03/86 EST 
Connect Time: 107 seconds 
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Rev: @lIM/5.06475 Line : 5 

ZBANK ZA41560 

440040 FUND UI 

INTERFUND 
WASHINGTON DC 
1/12/1986 
ATTN: ACQUAH 
087 

2 71 ✓A1 
A2 
A3 
A4 
AS 
A6 
A7 
AS 
A9 
A10 
All 
A12 
A13 
A14 

623 MILLION USDLR 
K87 .01 MILLION 

K16.52 ~ I~ 
K6 .00 _ k-r 
13.96 -

140 - /:tt-~ J 
4.07----­

N.A. 
K14. 68 4 ~ 

1.00 MILLION USDLR 
ZERO 

0.50 MILLION USDLR 
1. 00 / ~ 

A15 
REGARDS 

16 "" 

TEST NO -
+KEYES 
IMF RESPEE RES. REPRE. 
BANK OF ZAMBIA LUSAKA 

COL CKD+P 
PM 
ZBANK ZA41560 

440040 FUND UI 

REPLY VIA ITT 

? 

Time: 07:50 12/01/86 EST 
Conn~ c t Time: 250 seco nd s 

" 

ORIG : MR. OUATTARA 

CC : MR. ACQUAH I 
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C 
0 
M 
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N 
G 
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Rev: @lIM/5.06431 Line: 5 

· NOV ·28 1986 0919 
440040 FUND UI 

ZBANK ZA41560 
DR. TIMOTH R MUZONDO 
AFRICAN DEPARTMENT 
INTERFUND 
WASHINGTON D.C. 

744838 
·RECE°iVED 

IMF CABLE ROOM 

1986 NO\t 28 AU 9· 35 

ORIG: AFR 
CC: MR. MUZONDO 

WE HAVE HAD PROBLEMS IN GETTING UP TO DATE FIGURES ON THE MONETARY 
SURVEY FOR OCTOBER 1986. WE ARE SENDING YOU THE FIGURES THAT ARE 
AVAILABLE TO US IN THE MEANTIME. 
A. 3. 40t;.'. 7 
A.4. 613.9 
A.6 3,078.0 
A!ri7 165.5 
A.8. NIL 
A.9,, 1 , ';165 
A.10 1,490 
A.11 TO BE FORWARDED 
A. 12. 956. 4 
A.13. 24.5$ 

WHEN AVAILABLE 

A.14 (1)30.61 (11) 23.78 

REGARDS 

DAVID CHITUNDU 
DIRECTOR/MONETARY AND CREDIT AND ANALYSIS DIVISION 
BANK OF ZAMBIA/LUSAKA 
27TH NOVEMBER 19:36 
440040 FUND UI 

ZBANK ZA41560 

REPLY VIA ITT 

? 
Time: 09:31 11/2:3/86 EST 

314 seconds 
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Line: 5 

;RECEIVED 

Rev: •tIM/5.06247 

NOV 2~ 1986 0250 
440040 FUND UI IMF CABLE ROOH 

ZBANK ZA41560 
lNTERFUND 
WASHINGTON DC 

744294 '986 ~mv 2s t" 1: 4 s 

ATTENTION: ACQUAH 

--- ---
PRIMO RE AUCTION 59 

A 322 tVq, 1- /-l I v' 0 
A2 8.39 MILLION US DLR i> r<C-s ~c.. e,( 

A3 K134.36 MILLION ~
._,,,, 

~4-c(,:,._ • 

A4 15.17 1':7
. £,.,,.., ,. J>i,1-

AS 6.00 t• et'- kel!. 
A6 12.61 J., I-<..,/ (]M,,lrl""I ~ 

/,vl,.c..1 lu,.;,( 

A7 122 no cl}--f:µ.~~~ .! 

A8 4.083 .!)~· s ,.,, ;. I.,.... ....,.e, .. •' 
A9 N.A. ;w~ c,,(.,4 C,-(,~ ( l I,. N 

AlO 14.68 '::f,,-1/U l-,,..+--f. · 

All 1. 00 MILLION us DLR '7,/w~ 

A12 ZERO ~ ,/4 
&f' A13 0.50 MILLION us DLR 1-./,,--r K 

A14 1.00 MILLION us DLR (... C. ..s 1.$~,e.-
!...-f .)' A15 15 /1.I () "!I ~J,.,.1, r / 

SECONDO: AT ALLOCATION OF 8 MILLION USDLR AT AUCTIONS 53-59 RATES 
LO HAVE BEEN 8.27, 9.02, 10.05, 11.40, 11.27, 13.20 AND 14.09 

/S'~-· 
TERTIO: OCTOBER MONETARY DATA: NARROW MONEY Kr~ MILLION 

QUASI MONEY Kl,488 MILLION • 

QUATTRO: TREASURY BILL RATE IN~ ~~S~~:r; •~OM :i!tiZ: ;;,t~~NT TO 28 
PER CENT OVER LAST WEEK. WILL REACH 29/1/2 PER ENT BY END-WEEK. 

KEYES 
IMF RESIDENT REPRESENTATIVE 
BANK OF ZAMBIA/LUSAKA 
24/11/86 
440040 FUND UI 

ZBANK ZA41560 

REPLY VIA ITT 

? 
Time: 03:06 11/25/86 EST 
Connect Time: 513 seconds 
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Rev: @lIM/5.06126 

NOV 21 1986 0844 
440040 FUND UI 

Line: 5 

743888 

'.RECEIVED . 
: IMF CABLE ROOM 

1986 HOV 21 

ORIG: AFR 
ZBANK ZA41560 

440040 FUND. UI 

ZBANK ZA41560 

440040 FUND UI 

cc: MR. ACQUAH 

INTERFUND 
WASHINGTON DC 
21/11/1986 
ATTN: MR ACOUAH. 
086 HEREWITH REVISED FIGURES ON REVALUATION RE::;ERVE ACCOUNT 
FOR PERIOD 1ST JAN, 1986 TO 22/09/1986 ✓ 

RE: EXCHANGE GUARANTEES ETC. 
A. OPENING BALANCE 1/1/86 ZKl,678,561,483-44 
B. DEB I TS ,JAN-SEPT 

/ 
1) IMF N0.1 ACCOUNT 
2) IMF NO. 2 ACCOUNT 1 

/ 
3) IMF REPURCHASES 
4) PIPELINE ITEMS 
5 l IMPORT L/C'S 
6) ZIMOIL 

ZK15,747-77 
ZK635,116,271-80 

ZK25,000,328-73 
~ 204,898,898-15 

68,910,285-00 
127,067,75:3-37 
11 , :337, .864-41 

7) ZAMBIA AIRWAYS/IATA 
8) TAZARA 
9) BRIDGING LOANS _ 84_, 72,2, 1';/8-90 
10> GRATUITY/EXPATRIATE 

REMITTANCES 21,538,482-52 
11) DIVIDENDS 6,665,484-10 

,\- 12) OTHERS/MI SCELLEN I OLIS 4:3, 84 7, 622-06 rJ ,r,,-~rfoA
1 
~. 

C. CREDITS ..JAN- SEPTEMBER 
13) IMF PURCHASES 549,~:59,519-05 
14) PTA TRANSACTIONS - 15,53:3.,623-13 
15) BRIDGING LOANS 17,965,716-10 
16) OTHER/MISCELLENIOU::; 3•;:,, 553, 214-13 

CLOSING BALANCE 22/9/19:36 f(7, 929,749, 308-59 
LESS OPENING BAL. 1/1/86 Kl,678,561,483-44 

NET DEB IT ( ,JAN-SEPT l K6, 251 , 1 :37, 825-15 

REGARDS 
+FOREIGN OPERATIONS TEST NO. lia 
BANK OF ZAMBIA LUSAKA 
COL C~~D+ 
PM 
ZBANK ZA41560 

::,,-..,., 
23 
c-, 

~ 
= ,...., 
"" >-
~ 

6; 
::::. 

OJ . 
O'I 

C) ;:o 
<.:~ rn 
N a 

rn 
-< = ::c rn 

C1 

w 
w 
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-· - -440040 FUND UI 

ZBANK ZA41560 

·-· ~~~, :'!,"•.:,,,•_~,-~. ',,-'-.: .. -·.: --½-;- .;_. ';_::::\ .;~:-,::,t ;:.~;-f~f~:fj 



Rev: @lIM/3.01651 Line: 3 

NOV 10 1986 0826 

440385 FUND UI 

ZBANK ZA41560 

440385 FUND UI 

INTERFUND 
WASHINGTON DC 
10/11/1986 • 
0:30 
ATTN: ACQUAH 
PRIMO RE AUCTION 

Ai 493 
A2 12.20 MILLION USDLRS 
A:3 1<125. 43 MILLION 
A4 b:13. 15 
A5 K6.00 
A6 Kl0.29 
A7 111 
A8 4.15 MIL USDLRS 
A9 N.A. 
A10 K12. '.::O 
Ali 1. 00 MIL USDLRS 
A12 0.75 MIL USDLRS 
A13 0.5 ,., 
A14 1.0 .,..~-
A15 37 
SECUNDO 

• 

~ RECEIVED fY IMF CABLE RGOM 
742/24 

ORIG: AFR 

CC: MR. ACQUAH 

RE OTHER ITEMS NET 
REVEALS NO UNUSUAL 

OF COMMERCIAL BANKS, DETAILED EXAMINATION 
MOVEMENT IN THIRD QUARTER. 

NET LIABILITIES END-~IUNE f(l. 187 BILLION 
END-JULY KL 212 BILLION 
END-AUG Kl.313 ,, 
END-SEP Kl.354 ,, 

NEITHER WERE THERE SIGNIFI°i::ANTLY CHANGES IN NET LIABILITIES NOR 
THEIR COMPONENT ITEMS OF TWO BANKS INVOLVED IN FOREX LENDING TO 
B02. .,. 
TERTIO: 
AT PRESS COl~FERENCE ON THURSDAY, MIN FIN ANNOUNCED DECONTROL OF 
PRICES FOR BREAKFAST MEAL AND CHIBIJKIJ STRESSING TREASURY COULD NO 
LONGER SUPPORT SUBSIDY BURDEN. SUBSIDY ON ROLLERMEAL TO BE REVIEWED 
IN CONTEXT OF 1987 BUDGET. REMAINING SUBSIDY TO BE PAID DIRECTLY 

I 
N 
C 
0 
M 
I 
N 
G 

C A. 
]B 
L 
E 
I 
T 
E 
L 
E 
X 

TO MILLERS. RE AUCTION MINISTER STATED REDUCED ALLOCATION WAS 
TEMPORARY MEASURE WITH ALLOCATIONS TO BE RAISED AFTER BACKLOG WAS -:r:.;,(c;:,:t:.:r,~~ 
CLEARED, HOPEFULLY BY END-DECEMBER. 
RE DISCUSSIONS WITH IMF, MINISTER STATED IMF IMPRESSED WITH 
EFFORTS MADE SINCE ~JUNE TO BRING MAIN E\.-EMENTS OF 



... 

PROGRAM BACK ON TRACK. HE CITED AS MAIN DISCUSSION AREAS(A) 
REDUCTION IN BUDGET DIFICIT THROUGH EXPENDITURE F(ESTRAINT, 
CB) IMPOSITION OF NEW REVENUE MEA:3URERS, CC) LIBERALIZATION OF 
EXCHANGE AND TRADE REGIME AND ALLOCATION OF FOREX THROUGH AUCTION, 
(D) BOLSTERING TREASURY BILL MARKET FOR CONTROLLING CREDIT AND 
MONETARY EXPANSION CE) POLICY OF ECONOMIC PRICING, AND CF> QUICK AND 
EFFICIENT UTILIZATION OF DONOR RESOURCES. 
TEST NO-
REGARDS 
+KEYES 
IMF RES REPRESENTATIVE 
BAN~: OF ZAMBIA UJ::;AKA 
COL Cf([I+ 
PM 
ZBANK ZA41560 

. -;.., 
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0 
M 
I 
N 
G 

C 
A. 
]B 
L 
E 
/ 
T 
E 
L 
E 
X 



Rev: @1IM/5.05890 

NOV 17 1986 0544 
440040 FUND UI 

ZBANK ZA41560 

440040 FUND UI 

INTERFUND 
WASHINGTON DC 
17/11/1986 
ATTN: ACQUAH 
083 

409 

Line: 5 

A1 
A2 
A3 
A4 
AS 
A6 
A7 
A8 
A9 
A10 
All 
A12 
A1 3 
A14 

12.79 MILLION USDLR 
K167 . 84 MILLION 
K1 4.41 
K6 .00 
K11.59 
118 
5.71 MILLION . DLRS 
N.A. 
K13,4~ 
r .oo MILLION 
0.50 MILLION 
0.50 MILLION 
1. 00 MILLION 

A15 25 
REGARDS 
TEST N0440 
+KEYES 

DLRS 
DLRS 
DLRS 
DLRS 

IMF RES. REPRESENTATIVE 
BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

REPLY VIA ITT 

? 
Time: 05:51 11/17/86 EST 

J.:-6:'~ 
;:Jv 'v/4 

743129 

Connect Time: 111 seconds 

,1 . , ./ 1:-<..£J i... -RECEIVED 
, ~---• - ~ : IMF CABLE ROOM • 

1986 NOV I 7 r: 7: 29 

ORIG: AFR 

CC: MR . ACQUAH I 
N 
C , 
0 
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N 
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C 
A 
B 
L 
E 
I 
T 
E 
L 



Rev: @lIM/3.01651 Line: 3 

NOV 10 1986 o:::26 

440385 FUND IJI 

ZBANK ZA41560 

440385 FUND UI 

INTERFUND 
WASHINGTON DC 
10/11/1986 
0:30 
ATTN: ACQIJAH 
PRIMO RE AUCTION 

Al 493 
A2 12. 20 MILLION USDLR::; 
A:3 1<125. 43 MILLION 
A4 K13. 15 
A5 K6.00 
A6 Kl0.29 
A7 111 
A::: 4. 15 MIL U8DLRS 
A9 N.A. 
AlO K12. :c:O 
All 1. 00 MIL USDLRS 
A12 0.75 MIL IJSDLRS 
A13 0.5 _.._.. 
A14 1.0 _..,, 
A15 37 
SECUNDO 

.. • 

RECEIVED 
IMF CABLE RGOM 

742/24 /9.3~ NO'I r 1 1:~ s 4 r 
~c.,1-.,_,,_ 

ORIG: AFR 

CC: MR. ACQUAH 

RE OTHER ITEMS NET 
REVEALS NO UNUSUAL 

OF COMMERCIAL BANKS, DETAILED EXAMINATION 
MOVEMENT IN THIRD QUARTER. 

NET LIABILITIES 
END-JULY KL 212 
END-AUG Kl. 313 
END-SEP Kl.354 

END-JUNE KL 187 BILLION 
BILLION 

NEITHER WERE THERE SIGNIFI°i::ANTLY CHANGE:::; IN NET LIABILITIES NOR 
THEIR COMPONENT ITEMS OF TWO BANK~3 INVOLVED IN FOREX LENDING TO 
BOZ. 
TERTIO: 
AT PRESS CONFERENCE ON THURSDAY, MIN FIN ANNOUNCED DECONTROL OF 
PRICES FOR BREAKFAST MEAL AND CHIBUKU STRESSING TREASURY COULD NO 
LONGER SUPPORT SUBSIDY BURDEN. SUBSIDY ON ROLLERMEAL TO BE REVIEWED 
IN CONTEXT OF 1987 BUDGET. REMAINING SUBSIDY TO BE PAID DIRECTLY 
TO MILLERS. RE AUCTION MINISTER STATED REDUCED ALLOCATION WAS 
TEMPORARY MEASURE WITH ALLOCATIONS TO BE RAISED AFTER BACKLOG WAS 
CLEARED, HOPEFULLY BY END-DECl;:MBER. • 
RE DISCUSSIONS WITH IMF, MINISTER STATED IMF IMPRESSED WITH 
EFFORT:::; MADE :::;INCE JUNE TO BRING MAIN E(-EMENTS OF 
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C'j'1.>~$~""'1~'"''" ,c,, ~, , 8} 
~4R"Yi PROGRAM BACK ON TRACK. HE CITED AS MAIN DISCUSSION AREA::::(A) 

REDUCTION IN BUDGET DIFICIT THROUGH EXPENDITURE RESTRAINT, 
CB> IMPOSITION OF NEW REVENUE MEASURERS, (C) LIBERALIZATION OF 
EXCHANGE AND TRADE REGIME AND ALLOCATION OF FOREX THROUGH AUCTION, 
(D) BOLSTERING TREASURY BILL MARKET FOR CONTROLLING CREDIT AND 
MONETARY EXPANSION CE) POLICY OF ECONOMIC PRICING, AND <Fl OUIC:f( AND 
EFFICIENT UTILIZATION OF DONOR RESOURCES. 
TEST NO--
REGARDS 
+KEYES 
IMF RES REPRESENTATIVE 
BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANI< ZA41560 
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Rev: @lIM/5.04644 

OCT 20 1 '786 0:352 
440040 FUND UI 

ZBANK ZA41560 

440040 FUND UI 

INTERFUND 
WASHINGTON DC 
20/10/1986 
ATTN: ACQUAH. 

Al. 734 

Line: 5 

A2 23. 23 MILLION U~::OLRS 
A3 K192.79 MILLION 
A4 Kl0.25 
A5 K5.50 
A6 K8.45 
A7 125 
A8 2.07 MIO USDLRS 
A9 NA. 
AlO K9.35 
All 0.5 MILLION USDLRS 
A12 ZERO 
A13 0.5 MILLION USDLRS 
A14 1. 0 MILLION USDLRS 
_A15 102 
TEST NO.., 
REGARDS 

+KEYES 
IMF RES REPRE. 
BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

REPLY VIA ITT 

? 
Time: 08:54 10/20/86 EST 

738892 

Connect Time: 113 seconds,..,. 

RECEIVED . 
:IMF CABLE ROOM 

1986 OCT 20 :,;; S· I I 

ORIG:- -AFR 

CC MR. ACQUAH 

TEST Hl/MBEJI: 
.-c.CHE --~ l!:r· UHi CKS •• • • •• ,-~'%;:Z 

0 DOES ROT Cl/ECK, rr· HAS --· 
BEE)J SERY/CEO 

----------- • ffe-
l1S[£ J!fJCM ---------------
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/ µ, 
v Cd-ft=:' -

0v 
f. VII tt -,dl--c:zt~ 

?.- c,.,....,t., ,,, C'-<A. c-t-.:. 

Office Memorandum 

TO: Mr. Acquah 

FROM: Timothy R. Muzondo ,1/L 
SUBJECT: Zambia - Auction Transactions held on October 11, 1986 

Attached is ,i telex received today providing data on the 
auction held on October 11, 1986 and a table analysing the data in 
relation to agreed guidelines for the disbursement of foreign exchange 
at the auction. 

The number of bids received (769), the amount of U.S. dollars 
demanded (US$23.60 million), and the amount of kwacha offered all remain 
high. The total foreign exchange supplied was US$4.9 million compared 
with the agreed amount of US$5.5 million. However, the amount of 
foreign exchange supplied for general imports was US$2.97 million or 
US$970,000 more than the agreed amount. The amounts of foreign exchange 
disbursed for ZIMOIL (US$500,000), IATA (US$0.0) and for commercial 
banks working balances (US$500,000) were all less than the agreed 
amounts. The number of bids that failed to meet documentation require­
ments were 105. 

Despite the excess supply of foreign exchange the marginal bid 
that cleared the supply of.foreign exchange was K 8.30 per U.S. dollar, 
up from K 7.26 per U.S. dollar at the previous auction. 

,· 
Attachments 

... -



Zambia: 

- 2 -

Auctiou Transactions held on October 11, 1986 

(In u.s. dollars) 

Agreed amounts Actual amounts 

ZIMOIL 

IATA 

Commercial banks working balances 

Letters of Credit Band C 

General imports including 
TAZAMA and TAZARA 

Total 

Sources: See attached telex. 

1.0 

1.0 

o.s 

l.b 

2.0 

5.5 

o.s 

o.o 

o.s 

1.0 

2.97 

4.97 
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• Rev: @lIM/5.04316 Lina: 5 

OCT 13 1986 0518 
440040 FUND UI 

ZBANK ZA41560 

440040 FUND UI 

INTERFUND 
WAr:':HINGTON DC 
13/10/1986 
ATTN: ACG!UAH. 
072 RE AUCTION. 53 
Al 769 
A2 23.60 MILLION 
A3 177.65 MILLION 
A4 8.56 
A5 5.50 
A6 7.74 
A7 128 
A8 4.97 MILLION 
A9 NOT AVAILABLE 
AlO 8.30 / 
All 0.5 MILLION 
A12 NIL 
A13 0.5 MILLION 
A14 1. 0 MILl,,.ION 
A15 105 
STOP REGARDS -
_TEST NO,_. 
f(EYES 
IMF REPRESENTATIVE 
BANK OF ZAMBIA LU,;AKA 
COL CKD+ 
PM 
ZBANf( ZA41560 

. ·., 440040 FUND UI 

·,, ZBANK ZA41560 

-REPLY VIA ITT 

? 
Tima: 05:22 10/13/:::6 EST 
Connect Time: 109 seconds 

.. --

137965 

.. 
,· . 

-RECEIVED 
IMF CABLE R □ m-! • 

1988 OC 7 I? !'' 7: 44 

ORIG: AFR 

CC: MR. ACQUAH 

~ 
4,, l 0 

0 DOES laT ce;, IT &II 
Bal WIYICEII. A..-

-· .... ,-~ 
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$f: RECEIVED 

ZCZC lt l Sl 86n,i h:CA4 /07 
DIST RECEIVED 

• IMF CABLE ROOM 

REF: TCP1 Ml:"T 
FUND C- ~!00 
RCti4l07 
24847.3 l,J(lRI. }ll:<ANK 
FROM JNTBAFRtin LUSAKA 

7 3 6'15 CS- I 2 l PH 5: 08 
f,T'" ' n~,,ARH ENT 

OCT, 01 , :1.986 

1986 OCT - ! f :1 3: 24 

ORIG : AFR 
TO CC : MR . ACQUAH 

--------
FOR PAUL. AClHIAH 
REC:r.JVF.fl lHE FULLlllJ]N(i ·,nnAY FRCIM kAHM~N, ),{~N K (IF Z AMBJA. 
QU(llf. lHF-: AUCTillN :'il 1,J(.\S lfft..n ON SF.-:Pn-:MBER ?/ , l 9H.S • 
CODI: ITF.M 

Al 
A2 
A3 
A4 
A5 
A6 
A7 
AB 
A9 
AlO 
All 
A12 
Al :~ 

A14 

A15 

NLIMflFf.: OF F<:CD8 kFC:l:.XVEJJ 1 / 
DUL L nR8 DEMANDED 1 / 
KWACHA OFFE- Rl:.11 l / 
H H3HE8l BID 
L O l,ff S T fl I fl 
1,JE XlHITE O At)f::R/'HlE BI [I 
NllMflER oi,: SLICl:FSSFUL l-H ll!:i 1 / 
n OU ... AR S lH 8 B lJ t-:: ~H-: n 1 / 
KWACHA CULi FCTEU 1/ 
CX C:HMWJ:: RATE 
ALLOCATION TU Z JMUIL • 
:~Ll.llC:f\llON ro JATA 
AL.L OCATIUN FOR lJOf.:KJ NG 

BALANCES 
t-11..LOCAltON FOR CAH::!HJRY !HC 

LCS 

NUMBER OF Bll:IS RE J H : n -: n f-"t)R 
FA I UJ RI: ·1 U • AC C (IR n lJX T H 
RJ:.:C;tJI.ArIONS 

606 
? 0 , 1 :J. M ( I_ l. :C ON 

136 ,86 MXLL.lON 
K8,00 
K5.l0 
K6 , 80 
167 
i'.> ,~"il MU..LlON 
N . A 
KJ,09 
US fl!ll..L ti RS 1 M lL L) llN 

lJS DOI_LARS :,.~, Ol MIU_ [ON 

US flOL LAl~S ~iOO, 000 

US I10L.Lf.'IRS l MIi. i. JON 

61 

1/ l:XCL.UillNG ALL OCATJONS FOR l~ORK:CNB BALANCl:S ANll Cl'llEGORY 
B+C u:s. 

UNUUOlE 
RElrnRns KHAN. 

=10011015 
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RECEIVED 
RECEIVED -

• \MF CABLE ROOM - ZC:ZC ltl Sl 86n; kCA4 / 07 . • 
DT.ST 
REF : TCPl ME T 
FUND C-~00 
RCA4l07 

7 ~S £[ff PH 5: 08 1986 OCT - I f:, 3: 2Lt 

t,FR:~~' DErART, mH 
2 4 8 4 ~! 3 !,JORI. }ll-lANK 
FROM JNTRAFRAD LUSAKA 01:T, 01, 1Y86 ORIG : AFR 
TO CC : MR. ACQUAH 

FOR PAUL. ACCHIAH 
RECl: J VF:fl THE FULLlllJ]Nl, ·11 l1"1AY FRUM kAHMP.N, l-lt:NK (IF ZM-1.BJ A+ 
C:WOTI:. THE Al.JCT I llN '.'il 1,JA!-i lffl .n ON 8F.-:PlT MB f.:: R :.! / , 1 YH.S . 
CODI: ITEM 

Al 
A2 
A3 
A4 
A5 
A6 
A7 
AB 
A9 
AlO 
All 
A12 
Al. :~ 

A14 

A15 

NUMl!FR OF FU l.JS kF.CF. l Vl:"JJ 1 / 
DULLnRS DEM ANDED 1/ 
KWACHA OFF~R~D l/ 
HU,HC-:8T BI D 
L Ql,ffST f<Ifl 
1,JE l:IHIH: O AlJER/'HlE BI D 
NUMF<l:"R oi,: SUCC F SS FLIL 10' ll~ l. / 
IHl U ... A RS n l: SB lJ R ~~ E n 1 / 
KWACHA CU LI. F.CTED l / 
t::XCHMlt-ll:: RATE 
ALLOCATJON TU ZJMU I L 
:~ U .OC:tiT I ON J'O It-lTA 
ALL OCAlll\N FUR lJORKJ NG 

BALAN CES 
:'H.L.OCATION FOR CATE{,DRY lHC 

LCS 

NUMBl:.R OF Brns REJEcn-:n f-"l)R 

F A ILURI: ·1 U ACCORD \HTH 
RF.: l,lll.ArHJNS 

606 
~! 0 , 1 ~ M ( I_ LIO N 

136,86 MHL.l llN 
K8,00 
K5 . l 0 
K.S , 80 
167 

N, A 
Kl,09 
US flOLI. ARS 1 MILL l ON 

lJ S I) 0 I_ LARS 2 , 0 1 MI I_I_ CON 

us flOL LAl< S ::;oo, 000 

US !till.LARS l MI LL JON 

61 

1 / I: XCL.llfl J Nu AL I. OCAT IONS FOR l~ORK :C NB BAL ANCl:8 ANll CA H (;ORY 
B+ C L.CS. 

UNlHJlll E 
REBtiR))8 KHAN. 

=10011015 
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Rev: @lIM/5.0372~ Line: 5 

~~-~d--~-1 
L c. -RECEIVED 

Jl:IF C4BLE RODI"=. 
SEP 26 1986 1121 
440040 FUND UI 

• ' 

735853 1986 SEP 2S r: JI: 44 
ZBANK ZA41560 

ORIG: AFR 

440040 FUND UI CC: MR. ACQUAH 

INTERFUND ' 
WASHINGTON DC 
26/9/1986 
ATTN: P ACQUAH 
YOUR TELEX DTD 24TH SEPT, 1986 REFERS STP INFOR REQUESTED 
PROVIDED BELOW 
DATA TO END AUGUST FROM FFOREIGN OPERATIONS: 
1) SHORT TERM AND OTHER BRIDGING LOANS (IN US DOLLARS) 
BOZ SHORT TERM LOANS 
LENDER AMOUNT 
BARCLAYS INTL, USDLRS 5,000,000 
STANDARD CHARTERED USDLRS 59,641,870 
BC CINTL, USDLRS 7,650,000 
MERIDIEN USDLRS 60,000,000 .. _ 
EQUATOR USDLRS 14,012,087 
SWAZILAND USDLRS 685,067 
KUWAIT USDLRS 51,282,051 
PT A USDLRS938,151<DR> 
2) BALANCE OUTSTANDING ON OIL· FACILITY WITH BANK OF AMERICA 
OIL FACILITY 
BO A USDLRS75,584,588-17 
3) JULY/AUGUST ADATA ON THE AMOUNT AND 
FOR AUCTION FROM PURCHASES 

DATES OF RECEIPTS/ 

DATE AMOUNT FOREX A/C NO 
6014 3/7/86 

18/7/86 
18/7/86 
15/8/86 
27/8/86 

USDLRS229,540-00 
USDLRS779, 840-00_ 
USDLRSl,906,780-00 
USDLRS498,107-00 
USDLRS6,000,000-00 

6013 
7002 
6022 

6023 

FROM GR Z 
FOREX RATE ZK 

CB l 
PURCHASES 
DATE 
17/7/86 
17/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 
29/7/86 

USDLRS490,000 7.19385 3,524,986-50 
USDLRS280,000 7.27345 2,036,566-00 
USDLRS770,000 7.22370 5,562,249 

FOREX A/C NO. 
7002 
7002 
6016 

USDLRSl,320,000 7.19385 9,495,883 
USDLRS170,000 7.27345 1,236,487 
USDLRSl,990,000 7.2834 14,493,966 
USDLRSl,930,000 7.2237 13,941,741 
USDLRSl,390,000 7.19385 9,999,451-50 
USDLRSl, 780,000 7. 27345- 12,946, 74.1 
USDLRS20,000 
llSDLRS300,000 

29/7/86 USDLRS220,000 
29/7/86 USDLRS160,000 
25/8/86 USD~~S180,000 

- 25/8/86'USDLRS360,000 
25/8/86 USDLRS730,000 
25/8/86 USDLRS400,000 
25/8/86 USDLRS184,000 
?~/R/8/, l.lSDLRS103, 108 

7.19385 
7.27345 
7.22370 
7.28340 
7.35305 
7.47245 
7.67145 
8.02965 
5.00485 
6.04960 

145,877 
2,182,035 
1,589,214 
1,165,344 
1,323,549 
2,690,002 
5,600,158 
3,211,86(1 
920,892 
623,108 

6016 
6016 
6001 

6001 
6001 
6001 
6022 
6022 

6022 
6022 

6019 
6019 

6019 
6019 
6022 

6022 

--- ---
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...... 

. ' . 

25/8/86 IJSDLRS473,000 
2'5/8/86<USDLRS410,000 
25/8/86 IJSDLRSl,040,000 
25/8/86 USDLRS502,003 

4:. 984~15 
5.32325 
7.47245 

2,35~,882 
2,182,532 
7,771,348 
3,751-,192 

6022 
6022 

6015 
6015 

4l .JIJLY/AIJGUST BALANCES ON ZIMOIL FOREX A/C WITH BANf( OF ZAMBIA 

.JULY USDLRS852-83 K59,613,502 
AUGUST USDLRS 14,804,852-83 K92,678,378 

+++ 
PLEASE TAKE NOTE:. 
IGNDLY AD THE FOLLOWING SUPPLEMENT BELOW "IN PAGE/1 

BOZ SHORT TERM LOANS (SUPPLEMENT) 
LENDER AMOUNT 
PUN.JAB AND SIND BANK USDLRSl,120,119-80 
SYNDICATE .BANK IJSDLRS779,241-80 
I B LI INTERNATIONAL FINANCE USDLRS3,616,278-15 
BANK.OF BARODA USDLRS5,645,947-54 
STATE BANf( OF INDIA USDLRS6, 003, 670-77 
BANK OF INDIA LONDON USDLRSl0,606,296-50 
CENTRAL BANK OF INDIA USDLRS 5, 621,.298-06 

STOP 
+C SEKETI 
DEPUTY DIRECTOR 
FOREIGN.OPERATIONS AND BUDGET 
BANK OF ZAMBIA LUSAKA 
COL CKD+ 
PM 
ZBANK ZA41560 

440040 FUND UI 

REPLY VIA ITT 

? 
Time: 11:47 09/26/86 EST 
Connect Time.: 535 seconds 
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Rev: 

SEP 26 1 986 1126 
440:::85 FUND UI 

ZBANK ZA41560 
MR PAUL ACQUAH 
AFRICAN DEPARTMENT 
INTERFUND 
WA:::H I NGTON DC 
26/9/1986 

I 

735852 

• ' 

,RECEIVED 
IMF CABLE ROOH 

) • 1986 SEP 21? 

ORIG: AFR 
CC: MR. P. ACQUAH 

AS PER YOUR CABLE MESSAGE OF SEPTEMBER 24TH, 1986 PLEASE FIND BELOW 
THE REG!UESTED INFORMATION FOR THE END OF AUGUST 1986 COLON 
A. 1. 892. 7 

OF WHICH: COMMERCIAL BANKS: 505.5 
2. 6.8 
3. ASSETS: 505.5 

LIABILITIES: 428.6 
4. 2596.9 
5. 1624.8 
6. AA. 1732.6 

B. 1167.9 
B+ TOTAL= 545.5 SDR/S = 0.836936 
FOREX DENOMINATED 448. :?, 
KWACHA DENOMINATED 96.7 
TOTAL= 927.6 
FOREX DENOMINATED 761.9 
KWACHA DENOMINATED 165.7 

C. I BELIEVE MR. SEKETI HAS ALREADY CABLED YOU THE DATA PERTAINING 
TO THIS SECTION ~ -
+END OF JULY 1986 
BEST REGARDS 
+E MWILA 
DEPUTY DIRECTOR 
RESEARCH CM CPA l 
BANK OF ZAMBIA LUSAKA 

COL CKD+ 
PM 
ZBANK ZA41560 

440385 FUND UI 
•• ■ •• 

REPLY VIA ITT 

? 
Time: 11:38 09/26/:36 DST 
Connect Time 170 seconds 
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WORLDBANK MS SYSTEM 

ZCZC E1SF'6650 RCA2066 
EAlSfl GSDCB 
REF: TCP! MET 
REPETITION WILL BE REQUESTED BY CABLE OFC, 
RCA2066 
248423 WORLDBflNK 
IBRD ZA44530 
ZCZCLUS0478 
EAISA 
.IBRI1LUS 
FROM INTBAFRAD LUSAKA SEPTEMBER 18, 1986. 
FOR GEORGE GEBHART 

RE OUR DISCUSSION YESTERDAY, RELEVANT RESULTS OF THE LAST TEN 
AUCTION (40-49) ARE GIVEN BELOW FOR YOUR INFORMATION AND BRIEFING 
OF THE REGIONAL MANAGEMENT. PLEASE GIVE A COPY TO PAUL ACllUAH 
ALSO. THE FOLLOWING POINTS ARE WORTH NOTr'NG ABOUT THESE AUCTIONS: 

' 1. FOR AUCTIONS 40-49, A TOTAL OF USD 36,7 MILLION IN EXCESS 
OF THE BUDGETED AMOUNTS AGREED WITH THE IMF HAVE BEEN ALLOCATED 

FOR GENERAL IMPORTS, 

I, 

222222222222222222222222222222-2222. AS OF AUC 
TION 41, 

RE 

!JERE INTRODUCED 't;iHICH AMOUNTED TO ADMINISTRATIVE INTERFERENCE 
IN THE AUCTION CONTRARY TO THE AGREEMENT WITH THE IMF. 
NONE OF THESE HAD NOT BEEN WITHDRAWN TILL AUCTION 49 DESPITE 
UNDERSTANDINGS TD THES EFFECT WITH THE IMF. THE REQUIREMENTS A 

ARE: 
(Al CERTIFICATE OF INCOME TAX CLEARANCE. (B) CERTIFICATE OF 
PAYMENT OF CUSTOMS AND EXCISE DUTIES. (C) CERTIFICATE THAT -NO MORE TrlAN 20 OF THE FUNDS FOR THE BID WERE DRAWN FROM 
AN OVERDRAFT, '<D) DOCUMENTS SHOWING THAT IMPORTS HAVE BEEN 
MADE AGAINST ANY FOREIGN EXCHANGE RECEIVED THROUGH THE AUCTION 
EARL'IER THAN THE PRECEDING 90 DAYS. 



3. AT AUCTION 42, ALL BIDS HIGHER THAN K8.07 TO A I!OLLAR WERE 

f,RBITRARIL Y EXCLUDED. 

4. STARTING WITH AUCTION43, EXCESS FUNDS WERE ALLOCATED TO 

GENERAL IMPORTS IN PRACTICALL y nirny UACTION. 

5. IN PARTICULAR, DESPITE ASSURANCES GIVEN TO THE LAST IMF 

MISSION, (AUGUST AAAYAQWL, AUCTIONS 

HrWE NOT BEE EN ' 'CLEAN' ' ; 

(Al EXCESS FIMDS \JERE PUT THROUGH AUCTIONS 45-49, AND 

(Bl REQUIREMENTS REGAF:DING .OVERDRAFT AND 90 DAY LIMIT 

DESCRIBED ABO!)£ WERE NOT IJITHDRAWN. 

6. CONTRARY TO THE AGREEMENT WITH THE IMF AND THE AUCTION RULES, 

IIISBURSEMENTS TO THE BIDDERS t-JERE NOT MADE IN THE SUCEEDING 

IJEEK, AND DISBUF:SEMENTS FOR AUCTIONS 47-49 AMOUNTING TO USD 

/ ~MILLION HA\JE NOT YET BEEN MADE. 

7. THESE ARREARS OF AUCTION FUNDS {,RE LESS THAN THE EXCESS 

ALLOCATIONS WSD36.7). IN OTHER ~.iORDS-, THERE WOULD HAVE BEEN 

NO ARREARS IF NO EXCESS FUNDS HERE AUCTIONED. 

8. THE EXCHANGE RATE HAS SUFFERED VERY SHARP FLUCTUATIONS 

(8.07 TG 5.01 TD 7.0 TO 5.64) DURING THE LAST TWO MONTHS 

DUE TO OFFICIAL INTERVENTION. THIS HAS SERIOUSLY DISTURBED 

THE MARKET (WHICH !.JILL PUT FURTHER PRESSURE ON THE EXCHANGE 

F:ATEl AND HUF:T THE EXPORT BRIVE. 

0 
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RESULTS OF RECENT i,UCTIONS 

·---------------·------------
o'.!JSD Ml 

l/ 
'\' 

;·-~c 

TOTAL ALLOCATION EXCESS 
DATE AUCTION NO,, ALLOCATION/1 TO ZIMOIL/2 ALLOCATION RATE 

JULY 12 40 3.97 0.20 0 .. 3 8.07 

,JULY ! '1 41/B 4.41 ,; C" 
,.:.,,J -1.6 5a03 

JULY ,, ' 
.:..b 42/C 7.50 4.6 -0.6 6.08 

~1UG 02 ,-

[

"0 77 3.8 1:3=5 5.01 ~1-:i 

:~:~~ AUG 09 44 L7 5 .. 1 5.35 

f',UG 16 45 5 .. 95 1.1 1.4 5.76 

,~UG 23 46 3.84 0.2 0,1 6.26 

AUG 30 47 8.80 Li 4 'j ·~ 6.87 

SEPT 06 48 13a57 0 .. 2 9.9 7.0 

SEPT 13 49 J.0.15 2 .. 3 , ' 5.64 ~ "' .. 
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f 
(M EXCLUDING ALL.OCflTIONS For, WORKING BALANCES OF COMMERCIAL 

BANKS AND BAND C CATE50RIES OF LCS. 

(B) DISBURSEMENT TD ZIMOIL,ZAMBIA F,IR~JAYS,. TAZAMA, AND TAU1Rf1 

tJHICH ARE ESTIMATED TO CLAIM AN AVERAGE OFDOLLAR4.0 

MILLI ON WEEKLY. 

(Cl THIS IS BASED ON A WEEKLY AUCTION ALLOCATION OF USD9 ,0 

MILLION AS FOLLOWS: 1.0MILLION FOR B AND,.C .CATEGORIES 

OF LCS, 0.5 MILLION FOR COMMERCIAL BANKS' WORKING BALANCES, 
,• 

ArHI 4.0 MILLION ZIMOIL ETC. ~.iHICH AMOUiH' IS SUPPOSED TO 

BE PROPORTINATELY REDUCED IN CASE THEIR BJ:DS ARE NOT RECEIVE.ri 

OR ARE UNSUCCESSFUL IN A GIVEN WEEK. 

(D) DOCUMENTARY REQUIREMENTS INTOROD!JCED WHICH REDUCED THE 

N;JMBER OF QUALIFYING Brns. 

(El ALL BIDS ABOVE THE BIDDING RATE OF K8.07·DISQUAL-ffIED, 

!~EGARDS, KHAN. 

=09190913 
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FOR GEORGE GEBHART 
COF"Y TO HAF:ou, MESSENGER 

JOCHEN KRASKE 

AAA. RESULTS OF THE FOREGN EXCHANGE AUCTION HELD ON SATURDAY, 

SEPTEMBER 20, 1986, ARE AS FOLLOWS: 

TOTAL B![IS 

F:ANGE OF BIDS 

BIDS ACCEPTED 

BIDS ~:EJECTED FOR LACK OF DOCUMENTATION 

i➔MOUNT X DEM?',NDED ([I/MILLION) 

AMOUNT DISBURSED (II/MILLION) 

ALLOCATIQN TO BANKS AS WORKING BALANCES 

([1/!HLLION) 

ALLOCATION TO RETIRE LCS MATURED AFTER 

OCTOBER 4 ([I/MILLION) 

RhTE (K/DOLLF,R) 

= 484 

= K4.50 - K7.83 

::: 121 

= 37 

= 16.31 

= 3.09 (INCLUDING 

USD 1.0 MILLION 

FOR ZIMOIU 

= 1.0 

= 6.37 

BBB. TAKING INTO ACCOUNT THE ZIMOIL BID OF USD 1.0M mo 
SUCCESSFUL rims FROM OTHER SPECIAL CATEGORIES) AND BUDGETED AMOUNT 

OF IJSD 3.5M FOR GEHERfiL IMPORTS, THIS i,!EEK 'SAUCTION OF USD 3.09M 

HAS MEANT A SAVING OF USD 1. 41 M. 

CCC. MR, RAHMAN INFORMS ME (HE LEARNT ABOUT IT TODAY) THAT 

BOZ HAS ISSUED mo CIRCULARS. ONE CIRCULAR DATED SEPTEMBER 11 

EXTENDED THE F'!::RIDP FROM 90 DAYS TO 120 DAYS WITHIN WHICH 

IMPORTS AF:E TO E<E M/,DE FEOM AUCTION FUNDS Arm EVIDENCE 

,~TTACHED TQ i'lElJ 3DS AND THE SECOND BOZ CIRCULAR DATED 
"EF•TFMc:n· 1.~ 'Ht,e; 1.JF"11•1t.LirJ -I HL" rf1"T!TTTi1" THhT "i1 ~In,·, THA"} 

~ ~O· • i;/ ;~N~~~~ : • ~~~;- -~;;;; B~ ~ F;:i~:i1;~{; ·;Ri~MH ~N,,~V~;~:;AFT :·"v 
PLt:ASE P~FQRM f'FiU!_ ACQUAH ALSO.. REGARDS,. KHAN .. 
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440040 FUND UI 

Z BANI< Z A41560 

440040 FUND UI 

INTERFUND 
WA!:::1-1 I NGTON DC 
22/9/1 986 
:::;ERV I CE MEf:SAGE 

73 4552 

RECEiVED 
IMF CABLE HOOM 

1985 SEP 2 7: ff 5: 56 

ORIG: TRE 

CC: MR. MTEI 

AFR 

RYT NO. 728332 DATED 3/9/1986 AND OURS 063 DATED 20/8/1986 STOP 
KINDLY FIND HERE BELOW HOW THE MESSAGE WAS AUTHENTICATED : -
AMOUNT ZK5,638,989,703-52 
FIXED NUMBER 
DATE AND DAY 
MONTH 
AMOUNT 5 BILLION 

6 HUNDRED MILLION 
::::o MILLION 

8 MILLION 
9 HUNDRED THOUSAND 

::::O THOUSAND 
9 THOUSAND 
7 HUNDRED AND 

32(> 
58 
95 

.-,c­
..,:: ._1 

274 
72 
73 

24(:, 
97 

20 

251 
TOT AL 1612 

+BANK OF ZAMBIA LUSAKA 
COL CKD+ 
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ZBANK ZA41560 
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ZBANK ZA41560 
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FROM INTBAFRAD LUSAKA SEPTEMBER 15, 1986. 
FOR MR. PAUL ACQUAH, AFRICAN DEPARTMENT, IMF 

RE AUCTION NO. 49 

CODE ITEM 

Al NO. OF BIDS RECEIVED 
A2 
A2 

A3 

A4 

A5 

A6 

A7 

A8 
A 
A9 

DOLLARS DEMANDED 

KWACHA OFFERED 

LOWEST BID 

HIGHEST BID 

WEIGHTED AVERAGE BID 

RECEIVED 
IMF CABLE ROOM 

1986 SEP 15 /i:; 7= 23 

ORI G: AFR 

CC : MR . ACQUAH 

418 

14.40 MILLION 

104.66 MILLION 

K5.00 

K8.01 

K7. :32 

11. 66 MILLION 

NOT AVAILABLE 

AlO 

Al 1 

NO. OF SUCCESSFUL BIDS 

DOLLARS DISBURSED 

KWACHA COLLECTED 

EXCHANGE RATE 

ALLOCATION TO ZIMOIL 

ALLOCATION TO IATA 

K5. 64 PER of LAR 

N USD 1.0 MILLIOM 

A12 

A13 

A14 

A15 

ALLOCATION FOR WORKING BALANCES 

ALLOCATION FOR CATEGORY B+C LCS 

NO. OF BIDS REJECTED FOR FAILURE 
TO ACCORD WITH REGULATIONS 

NOTE: EXCESS DISBURSEMENT WAS 

REGARD~;. !<EYES. 

1.01 MILLION USD 

0. 52 MILLION l_l~;D 

1.0 MILLION USO 

4.36 MILLION USD 
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Office Memorandu1~ 

TO: The Managing Director September 11, 1986 

FROM: 

The Deputy Managing Director 

G.E. Gondwe )J_ 
SUBJECT: Zambia: The Foreign Exchange Auction - Liquidity Problems 

The Fund resident representative in Lusaka has informed the 
staff by telex that no disbursements of foreign exchange have been made 
to cover successful bids in the last four consecutive weekly auctions. 
Total cumulative sales over the period announced by the Central Bank 
amounted to US$38.275 million, implying excess sale averaging 
US$ 2.5 million per week in relation to the target consistent with the 
balance of payments projections for 1986. We understand that the 
external liquidity position has become even more precarious and we are 
expecting further details regarding these developments. In another 
development, Zambia drew on a special facility arranged with a commer­
cial bank to make a payment of.SOR 30.91 million today in partial 
discharge of its overdue obligations to the Fund, which stood at 
SDR 87.83 million prior to this payment. 

cc: Mr. Brown 
Mr. Kanesa-Thasan 
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SEP 09 1986 1058 
440040 FUND UI 

1RECEIYEO 
· IMF CABLE ROOM 

732028 1986 SEP - 9 /il~ fl: 17 

ORIG : MR . OUATTARA 

~vl, -i A - ft-t.1.C..~ CC: MR. ACQUAH 

FROM INTBAFRAD LUSAKA SEPTEMBER 9, 1986. 
TO INTERFUND 

WASHINGTON D.C. 
FOR ACQUAH 

FOLLOWING DATA INCLUDES ALLOCATIONS FOR WORKING BALANCES 
AND CATEGORY BAND C LCS. RE AUCTIONS 45-48 CUMULATIVE 
ALLOCATIONS TOTALLED DOLLARS 38.72 MILLION OF WHICH 
DOLLARS 2.55 MILLION FOR ZIMOIL, IATA ETC, DOLLARS 4.0 
MILLION FOR CATEGORY BAND C, AND DOLLARS 2.56 MILLION 
FOR WORKING BALANCES. NO DISBURSEMENTS MADE EXCEPT FOR 
WORKING BALANCES. AM INFORMED THAT DISBURSEMENTS FOR 
AUCTIONS 45 AND 46, TOTALLING DOLLARS 11.79 MILLION 
WILL BE MADE BY END-WEEK. REGARDS. KEYES. 

NNNNNNNNNN 

440040 FUND UI 

MMMMM 
REPLY VIA ITT 

? 
Time: 11:13 09/09/86 EST 
Connect Time: 144 seconds 
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Of /ice Me111orandum 

TO: Mr. Kanesa-Thasan 

FROM: Matthew Fisher /V\.f 
SUBJECT: Results of the September 6 Auction 

for Foreign Exchange 

September 8, 1986 

In the attached telex, Mr. Keyes, who has just returned from 
home leave, reports the results of the latest auction for foreign 
excnange. 

The marginal price struck at the auction was K7 per U.S. dollar 
compared to K6.87 per U.S. dollar in the auction held on August 30. 
This exchange rate was achieved only with the aid of excessive sales of 
foreign exchange .. The volume of foreign currency exceeded the guideline 
by about US$8 million. The overall demand for foreign exchange, at 
US$22.8 million, remains disturbingly high .. 

I understand that in a telephone conversation this morning 
Mr. Keyes has been asked to investigate urgently the claim made by the 
World Bank's resident representative that no foreign exchange has been 
paid out to '"successful"' bidders for the last three weeks. We are 
awaiting his reply. 

Attachment 

cc: Mr. Acquah 

.•. 
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SEP 0:3 1 986 0928 
440385 FUND UI 

ZBANK ZA41560 

INTERFUNO 
WASHINGTON DC 
8/9/1986 
ATTN: ACQUAH. 
AI 674 
A2 22.82 MILLION 
A3 164.97 MILLION 
A4 7.99 
AS 5.00 
A6 7.23 
A7 571 
A8 13.57 
A9 NOT AVAILABLE 
A10 7.00 
All NIL 
A12 NIL 

. 
731730 

.No.: of bids received 

.Dollars demanded 
Kwacha offered 
Highest bid 
Lowest bid 
Weighted average bid 
No. of successful bids 
Dollars disbursed 
Kwacha collected 
Exchange rate 
Allocation to Zimoil 
Allocation to IATA 

;RECEIVED 
i IMF CABLE ROOM 

1965 SEP - 8 r: 10= 2 O 

ORIG: MR. OUATTARA 

CC: MR. ACQUAH 
- .:::z=- ... 

A13 0.52 MILLION 
A14 1.00 

Allocation for working balances 
Allocation for category B+C LCs 

A15 73 No. of bids rejected for failure to accord with regulations 
STOP 
REGARDS 
+KEYES 
IMF RES REPR. 
BANK OF ZAMBIA LUSAKA 
COL Cf(D+ 
PM 
ZBANK ZA41560 

440385 FUND U I f 

REPLY VIA ITT 

? 
Time: 09::::8 09/08/86 DST 
Connect Time 95 seconds 
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r -1 t// 'RECEIVED ~ i IMF CABLE ROOM 

ZBANK ZA41560 

INTERFUND 
WASHINGTON DC 
8 / 9 /1 986 

731730 ~6 SEP - 8 /'-' 10= 20 

ATTN: ACQUAH. 
AI 674 f".,.. 
A2 22.82 MILLION 

J> A3 164. 97 MILLION 
A4 7.99 
AS 5.00 
Ac, 7. 2 3 
A7 571 
A8 13 .57 
A9 NOT AVAILABLE 

✓ AlO 7.00 
All NIL 
A12 NIL 
A1 3 0.52 MILLION 
A14 1.00 
A15 73 
STOP 
REGARDS 
+KEYES 
IMF RES REPR. 
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Office Memorandum 
i,;,t ~ "2---,4- .. 

TO: Mr. Kanesa-Thasan September 4, 1986 

FROM: Matthew Fisher }~~{? 
SUBJECT: Zambia: Results of the Au11ust 30 Auction 

You may be interested in the attached telex from Zambia which 
gives the results of the latest auction held on August.JO. 

The marginal exchange rate was K6.87 per U.S. dollar compared 
to K6.25 per U.S. dollar in the previous week and K8.07 in the last of 
the "clean" marginal price auctions held on July 14. 

The volume of sales of foreign exchange was about US$2.4 million 
higher than the agreed guideline for weekly sales. Unfortunately, the 
telex does not allow us to estimate the exchange rate which would have 
emerged had t!'e appropriate volume of funds been sold. -

The value of foreign currency demanded, US$20.42 million 
remains very high. This probably reflects the publics' lack of con­
fidence in the sustainability of the current exchange system which has 
led bidders to attempt to get foreign exchange whilst it is still 
available. It may also reflect fears regarding the prospects for the 
interruption of the normal pattern of regional trade. 

The number -0f .bids rejected because of their failure to meet 
the documentary requirements was 56 this week compared to 91 last 
week. This fall presumably reflects (i) bidders are increasingly able 
to provide the necessary documentation and (ii) bidders who do not have 
the required papers may not be submitting bids to the auction, but may 
be channeling their demands through the parallel market. 

Attachment 

cc: Mr. Acquah 

I 
' 
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rROM ltHDAFF!AD LUSAKA SEPTEMBEF"l 03, 1986. 
FOR MR. PAUL ACQUAH, AFR I CAI~ DEPARTMENT, IMF 

FOREIGN EXCHANGE AUCTION 47 WAS HELD ON AUGUST 30, 1986. 
THfo POSITION rs AS UNDER:-

CODE 

Al 

A2 

A4 

A6 

A7 

A8 

A'=-1 

AlO 

All 

A12 

ITEM 

NO. OF BIDS F"<E.CEI'JED 

DOLLARS DEMANDED 

KWACHA OFFERED 

HIGHE:3T l;lID 

LOl•JEST 8 ID 

-

W:='.IGHTED AVERAGE BID 

NO. OF SUCCESSFUL.BIDS 

DOLLARS DISBURSED 

l(~IACHA COLLECTED 

EXCHANGE RATE 

A\-LOCATION TO ZIMOIL 

ALLOC?',T-ION TO IATA 

A13 ALLOCAT.lON F.OR WOHKING "BALANCES 

A14 ALLOCATIDN FOR CATEGORY 

A15 NO. or-
ACCORD 

REGARDS, MBANEFO 

N 

64111 !Ml=" UW 
r-

BIDS f,E,JECTED FOR 
WITH REGULA TONS 

1' i me: 11:25 OS'/08/86 EST 
276 seconds 

B+C LCS 

FAILURE TO 

690' 

20.42 MILLION 

136. 6f, MIU ... ION 

K7.75 

K5. (H) 

K6.70 

8.80MILLION 

NOT AVA~LABLE 

C 
A 
]E 
l 

K:_!7 PER DOLLAR E 
USD ONE MILLION / 

::1 L . -· ... . - - . --- -- 1[ 
USD 52 MILLION 

USD 1.0 MILLION 

56 

E 
l 
]6 

~ 
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FROM INTBAFF(AD LUSAKA SEPTEMBER 03, 1986. 
FOR MR. PAUL AC1~1UAH, ?\FRI CAN DEPAFffMENT, IMF 

FOREIGN EXCHANGE AUCTION 47 WAS HELD ON AUGUST ::::o, 1986. 
THE POSITION IS AS UNDEr-H -

CODE 

Al 

A2 

A8 

A4 

A5 

A6 

A7 

A8 

A9 

A10 

A12 

A14 

Al5 

ITEM 

NO. OF BIDS RECEIVED 

DOLLARS DEMANDED 

t<WACHA OFFERED 

HIGHEST BID 

LOWEST BID 

WEIGHTED AVERAS:3E BID 

NO. OF SUCCESSFUL.BIDS 

DOLLARS DISBURSED 

l(WACHA COLLECTED 

EXCHANGE RATE 

A[.;LOCATION TO ZIMOIL 

ALLOCATION TO IATA 

ALLOCATION FOR WORKING t:ALANCEe:3 

ALI_C:CATION FO:::: CATEGORY B+C LCS 

NO. OF BIDS RE,JECTEfJ FOR FAILURE TO 
ACCORD WITH l:::ES.::ilJLATOl~S 

REGARDS, MBANEFO 

N 

64l.11 IMF UW 
F 
Time: 11:25 09/03/86 EST 

276 S.*conds 

20,42 MILLION 

13,,,, 6t .. MILLlON 

1<7.75 

1<6.70 

288 

8.80!'1ILLION 

NOT AVAiLABLE 

1<6.87 PER DOLLAR 

USD ONE MILLION 

NIL 

USD 52 MILLION 

USD 1.0 MILLION 

56 
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IJORLDBANK MS SYSTEM 

IJORLDBANK MS SYSTEM 

ZCZC E1SP6592 RCA0509 

EA1SA GSDCB 

REF: TCP D.S. 
l' 

I 
I 

.' 

" 

RCA0509 

2,;9423 IJORLDBANK 

YOUR REF StiC-110/09 
REPETIT10N OF TELEX NCS. 444, 448 AND 449. 

ZCZCLUSC-444 
EA1SA 

--~BRDLUS e 
FR□ !': rnrBAFRAD LusAKA sEPTE _tF; o3, 986. 

FOR liR. HAF:0LD MESSENGEF: \ 

·' . 

QUR TELEX AND ONE TELEPHONE LINE ARE BACK IN SERVICE. ALSO 

URGENT MESSAGES CAN BE PHONED TO ME AT HOME IN THE EVENINGS, 

LUSAKA TIME. EYE TRIEia SEVERAL TIMES LAST NIGHT TO PHONE YOU, 

BUT COULD NOT GET THROUGH. EYE SHALL TRY AGAIN TONIGHT. 

SECONDLY, PRES!IIENT KAUNDA HAS ANNOUNCED THAT EIGHTY MILLION 

( 

KWACHA WAS BEING MADE IMMEDIATELY AIJAILABLE FOF: INTER\ST-FREE 
LOANS TJ SMALL FAF:T.E,:S REGISTERED WITH COOPERi,1I'JES ~ND UNTCO, 

AND AF'F'ROVED (OR SCREEt!ED) BY LOCAL PARTY OFFICIALS. THE 

INTEF:EST-FFE~ l;~t;NS ,\F:E DESIGN!:[, TO HE:..f' SMALL FAF:MEf:S COF'E 

'I 



ZCZC E1SP6602 WUI946 

EAlSA EAPSA GSDCB 

REF '. T_CF· HC 

lJUI946 

LUS0467 

EAISA EAPSA 

• IBRDLUS 

FROH INTBAFRAD LUSAKA SETF'iEMBER 15, 1986 

FOR HAROLD MESSENGER AND RIDWAN ALI 
CC: ARNDT UHLIG - RMEA. 

FURTHER TD MY TELEX OF SEPTEMBER 12, 1986 RE REVISION OF 

AGRICULTURAL PRE-PLANTING PRODUCER AND INPUT PRICES ANNOUNCED 

BY GENERAL K. CHINKULI, MINISTER OF AGRIC. AND WATER 

DEVELOPMENT: 

THE NEW PRODUCER PRICES WITH OLD ONES IN BRACKETS ARE AS FOLLOWS: 

90 KG MAIZE Z - •• 

K55f,, 50KGSUNFLOWER K?O (K4!.95l, 90KG 

SbYABEANS K148 IK!12.10J 90KG WHEAT K111(K84.401, 90KG SORGHUM 

K74 CK52.25l AND COTTON PER 1KG K1.60 (K.97 NGIJEEJ. 

PRICES FOR SHELLED GROUNDNUTS, CHALIMBANA 80KG BAG K162 

(K131.35l, MAKULU RED 80KG BAG K109 (K90.45). UNSHELLED GROUND-

NUTS, CHALIHBANA 80KG BAG K41 (K32. 85, MAKULU RED 80KG BAG 

K27 (K25.10l. 

PADD Y F:ICE 80KG BAG XXX K83 (K55.57l, MILLET 90KG PAG 

K74 CK42.80l, 1KG CASSAVA 70 NGWEE (60 NGWEEI, VIRGINIA 

TOBACCO PER 1KG K6.25 <KS.121,BURLEY TOBACCO PER 1KG K5.10 

(K3.50i AND C..ti~HEW NUTS PER iKG Kl.20 0(1.00). 

o'HE PRICE OF MAIZE IS BASED :JN THE COST OF F'F:CDUCTION OF 

I~F'~:01JED cr:~-:-u;;c f:'A~.MEEE' OF ~'.62 f·~F: 90t·~G BAG~ i➔ND OF COMMERCIAL 

FARHC:RS :rlCLl.!DING A 25/ F:,1TE GF RETuRN ON IN'JESTriENT, • OF K78 

PE~ X 90KG BAG. EXCEPT FOR THE-~RICE OF MAIZE WHICH IS FIXED, 

THE NEW PRICES ;o,RE FLOOR F'R~CES I.E. PRICES BELOW EHICH A 

FARMER MUST NOT SELL ':'UT A?.QI/': ~JHICH HE MAY NEGOTIATE AND SELL 

[<EPENDHJG ON ~HE ADDITEilML COSTS ;.,E Mt,Y !I/CUR IN DOING SO. 
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~----· 
FERTILIZER 

---------- .. 

WITH EFFECT FROM 1987 /88, THE PRICES OF FERTILIZEF:S BOUGHT 

BY COMMERCIAL FA~:MERS AND COOPERATIVE UNIONS WILL NOT BE 

SUBSIDIESED BY THE GOVERNMENT, THEY WILL HAl}E TO PAY THE 

MARKET PRICE OBTAINING 1H THAT TIME. HOWEVER, THE FERTILIZE~: 

BOUGHT BY SMALL SCALE FARMERS WOULD CONTINUE TO BE SUBSIDISED. 

INFORMATION IS NOT YET AVAILABLE ABOUT THE DEFINITION OF SMALL 

SCALE FARMERS FDR THIS PURPOSE OR ABOUT -THE LIKELY EXTENT OF THE 

SUBSIDY TO SMALL SCALE FARMERS. 

THE NEW RETAIL PRICES PER 50KG BAG OF FERTILIZERS BY TYPE ARE: 

COMPOUNDS D R X AND C - KSO, COMPOUND V - K78, 

AriMONIUM NITR?i.TE - K56, UREA -K53. THEY HAD PREVIOUSLY BEEN 

PRICED AT K48 PER 50KG BAG. OTHER TYPES OF FERTILIZERS NOT 

MENTIONED ABOVE -WILL BE PRICED AT 83/ OF THEIR RESPECTIVE LANDED 

COST. • THE PRICES HAIJE BEEN DIFFERENTIATED TO REFLECT THE ACTUAL 

COST OF EACH TYPE OF FERTILIZER. THE COMPOUNDS PRICED AT KBO 

PER 50KG BAG ARE DERIVATIVES OF MINERALS LIKE POTASH, POTASSIUM 

AND PHOSPHATES, THE PRICES OF WHICH HAVE REMAINED HIGH COMPARED 

TO THE RECENT DECLINES IN THE PRICES OF PETROLEUM PRODUCTS FROM 

WHICH TOP DRESSING LIME AMMONIUM NITRATE AND UREA ARE DERIVED. 

THE AVERAGE LANDED COST OF IMPORTED FERTILIZER IS ABOUT K90 

PER 50KG BAG AND THE AVERAGE EX-FACTORY f'RICE OF LDCALL'( 

PRODUCED FERTILIZER IS K93 PER 50KG BAG. THE SUSF'ENSION IMPOSED 

DN THE SALE OF FERTILIZER SOME TWO WEEKS AGO, HAS BEEN LIFTED 

AND NAMBOARD t1ND THE COOPERATIVE UNIONS HA1}E BEEN URGED TO MOVE 

CTUICKLY IN GETTING THE FERTILIZEF:S DUT TO THE FAF:MEF:S BEFCF:E THE 

ONSET OF THE PAINS IN LATE OCTOBEF:/EA-:LY NOVEMBE~:. THE MINISTEF'. .. -
ALSQ SAID THAT MAINTAINING THE AVE~AGE RETAIL PRICE OF 

FEtJILIZ~S-S ~1T K48 F'EF: 50~'.G BAG lt!OULD ~'.EQUIF:E P. SIJB.SIDY OF 

K13S M!~LIJN - SOME 900/ ABOVE ~HE ?0~G~TTED ~ERTIL!ZE~ S0~SIDY 

SEEP 
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,Ht. ~~!Lt.:, L'~ lr-:Ut-' :,t_u,::, Hi1·Jt. f1L:OU !:t.EN lNCf.:t.,'\SED. THE HIGHEST 

PRICE INCREASE IS THAT OF MAIZE VARIETY MM601 WHICH HAS RISEN 
FROM K136 TO K325 PER 50KG BAG. THE NEW PRICES OF OTHER MAIZE 
VARIETIES WITH THE GLD ONES IN BRACKETS ARE AS FOLLOWS: 
MM752 K2421K113l PER 50KG,MM604/603 K126 IK82! PER 50KG, 
MM504 K146.(K82!, MM600 K1281K73), MM400 K136(K73l AND 
SR52 K10"0(K99l PER 50KG. 

PRICES FOR OTHER CROP SEEDS ARE: SUNFLOWER COMPOUND KB4 IK541 
PER 25KG, SUNFLOWEr.: HYBRID K146(K99) PER 25KG, SOYABEANS 
HEF:!ION K12BIK75i AtJD OTHER SOYA VARIETIES K118(K75) F'ER 50KG. 

SORGHUM SEEDS KB61K47) PER 50KG, CHALIMBANA GROUNDNUTS K150(K140) 
WHILE THE PF:ICES OF SEEDS FOR OTHER GROUNDNUT 'JAF:IETIES HAVE BEEN 
REDUCED TO K120 FROM K140 PER 40KG. 

SUGARBEAN SEEDS K2?5(K230) PER 50KG, MALAWI FAYA RICE 
K58(K38) AND COWPEAS SEED WHOSE PREVIOUS PRICE !JAS NOT INDICATED 
HAS BEEN PEGGED AT K240 PEF: 50KG. 

CONSUMEF' ITEMS _ 

WITH REF'ERENCE TO CONSUME~: PRICES, THE MINISTER ALSO 
ANNOUNCED THE WITHDRAWAL OF SUBSIDIES ON BREAKFAST MEt,LIE HEAL 
AND MAEE USED FOR MAK ING STOCK FEED AND BEER TO XXXX ENABLE THE 
GOIJERNHENT TO RAISE K140 MILLION NEEDED BY AFC AND ZADB TO LEND 
TO FARHERS. THE PRECISE IMPLICATIONS OF THE SUBSIDY WITHDRAWALS 
FOF: CONSUMER PRICES AND THE TIMING OF THE WITHDRAlJALS HAt;E NOT 
BEEN ANNOUNCED. 
BEST RESARDS MBANEFO 

05670: 1344 15098f 



Rev: @llM/7.00608 Line: 7 RECEIVED 
IMF CABLE ROOM 

0933 08/25 
.729027 1986 AUG 25 M'! IQ: 06 

64111 IMF UW 

IBRD ZA44530 ORIG: AFR 

CC: MR. ACQUAH 

FROM INTBAFRAD LUSAKA AUGUST 25, 1986. 
FOR MR PAUL ACQUAH, AFRICAN DEPARTMENT, IMF, WASHINGTON 

FOREIGN EXCHANGE AUCTION 46 WAS HELD ON AUGUST 23, 1986. 
THE POSITION IS AS UNDER 

CODE ITEM 

Al NO. OF BIDS RECEIVED (:,21 -: 

A2 DOLLARS DEMANDED 18.23 MILLION 

A3 l<WACHA OFFERED 111.27 MILLION 

A4 HIGHEST BID Kt .. :35 

AS LOWEST BID K5.00 

A6 WEIGHTED AVERAGE BID K6. 10 

A7 NO. OF SUCCESSFUL BIDS 173 

A8 DOLLARS DISBURSED 3 .84 MILLION 

A9 KWACHA COLLECTED NOT AVAILABLE 

AlO EXCHANGE RATE 1<6.26 PER DOLLAR 

Al 1 ALLOCATION TO ZIMOIL NIL 
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A12 ALLOCATION TO IATA 

A13 ALLOCATION FOR WORKING BALANCES 

A14 ALLOCATION FOR CATEGORY B+C LCS 

A15 NO. OF BIDS REJECTED FOR FAILURE TO 
ACCORD WITH REGULATIONS 

REGARDS, MBANEFO 

NNNNNNNNN 

64111 IMF UW 

MMMMN 

Time: 08:54 08/25/86 EST 
Conr,ect Time : 271 seconds 

NIL 

(IJSD .52 MILLION 

USD 1. 0 MILLION 
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Reva @lIM/7.00503 

1038 08/18 
64111 IMF UW 

IBRD ZA44530 

Line: 7 

7"27884 

FROM INTBAFRAD LU$AKA AUGUST 18, 1986. 

'RECEIVED 
1 IMF CABLE ROOM 

1986 AUG I 8 f1.i 10: 50 

ORIG : AFR 

CC: MR. ACQUAH 

FOR MR PAUL ACQcrro:r.-AFRICAN DEPARTMENT, IMF WASHINGTON 
FOLLOWING ARE THE RESULTS OF FOREIGN EXCHANGE AUCTION HELD ON 
AUGUST 16, 1986. 

CODE 

Al 
A2 
A3 
A4 
AS 
Ab 
A7 
A8 
A9 
AlO 
All 
A12 
A13 
A14 
A15 

ITEM 

NO. OF BIDS RECEIVED 
DOLLARU DEMNDED 
KWACHA OFFERED 
HIGHEST BID 
LOWEST BID 
WEIGHTED AVERAGE BID 

NO OF SUCCESSFUL BIDS 
DOLLARS DISBURSED 
KWACHA COLLECTED 
EXCHANGE RATE 
ALLOCATION TO ZIMOIL 
ALLOCATION TO IATA 
ALLOCATION FOR WORKING BALANCES 
ALLOCATION FOR CATEGORY B+C LCS 
NO OF BIDS REJECTED FOR FAILURE 
TO ACCORD WITH REGULATIONS 

REGARDS, KHAN. 

NNNNNNNNN 

rn
lll IMF UW 

MMMN , 
mec 10:46 08/18/86 DST 

onnect Time: 246 seconds 

542 
15.40 MILLION 
89. ~:9 MILLION 
Kc,.85 
K4.50 
K5.76 
220 
5.95 MILLION 
NOT AVAILABLE 
KS.76 PER DOLLAR 
USDl.O MILLION 
NIL 
USD1.0 MILLION 
USD1.0 MILLION 
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JUL 31 1986 0508 
440040 FUND UI 

ZBANK ZA41560 
INTERFUND 
WASHINGTON DC 
31/7/1986 
ATTN : ACQUAH. 

Line: 5 
. iRECEIVED 

• 'IMF GABI.£ ROOM 

725047 1986 JUL 31 AM 8: 52 
ORIG: MR.OUATTARA 

CC: MR. ACQUAH , 

RE DUTCH AUCTION SECTION III SUBSECTIONS 11 AND 12 OF , 
GUIDLINES FOR OPERATIONS ARE CANCELLED AND REPLACED BY FOLLOWING: 
11. ''THE FOREIGN EXCHANGE MANAGEMENT COMMITTEE WILL CONTINUE 

TO DETERMINE THE MARGINAL BID RATE AT EACH AUCTION. THE 
MARGINAL BID RATE WILL BE THE RATE DETERMINED BY THE LOWEST 
BID WHICH FULLY EXHAUSTS THE AMOUNT OF FOREIGN EXCHANGE 
OFFERED AT THAT PARTICULAR AUCTION. SUCH MARGINAL BID RATE 
STRUCK AT THE AUCTION WILL BE THE RULING EXCHANGE RATE 
GOVERNING ALL THE FOREIGN EXCHANGE TRANSACTIONS CONDUCTED 
DURING THE WEEK FOLLOWING THE AUCTION. THE ONLY SALES TO BE 
TRANSACTED AT DIFFERENT RATES WILL BE THOSE RELATING TO THE 
SALE OF FOREIGN EXCHANGE TO THE SUCCEFFUL BIDDERS AT THE 
AUCTION. 

12. ''SUCCESSFUL BIDDERS AT ECH AUCTION WILL COMPRISE OF ALL 
APPLICANTS WHOSE BID PRICE EXCEEDS THE MARGINAL BID RATE. 
THE FOREIGN EXCHANGE ALLOCATED TO THE SUCCESSFUL BIDDERS 
WILL BE SOLD AT THE ACTUAL PRICE INDICATED IN EACH 
INDIVIDUAL BID. WHERE THE APPLICANT'S BID PRICE IS EQUAL 
TO THE MARGINAL BID RATE, THE APPLICANT WILL PURCHASE THE 
FOREIGN EXCHANGAE AT THE MARGINAL RATE. IN AN EVENT OF MORE 
THAN ONE APPLICANT'S BID BEING SUCCESSFUL AT THE MARGINAL 
RATE, EACH APPLICANT WILL RECEIVE A PRO-RATED AMOUNT OF 
FOREIGN EXCHANGE REQUESTED FOR.,,. 

' ALL THE OTHER PROVISIONS OF THE ABOVE REFERENCED AD CIRCULAR 
REMAIN UNCHANGED. • 
REGARDS 
+KEYES 
IMF RESIDENT REPRESENTATIVE 
BANK OF ZAMBIA LUSAKA 
COL CKD+ • 
PM 
z 
CORRECTION: 

12. ''SUCCESSFUL BIDDERS AT EACH'' ETC. 

ZBANK ZA41560 

440040 FUND UI 
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Rev: @tIM/3.00994 

RCA .JUL 30 0704 
248331A IMF UR 

MINFIN ZA42221 

MOST URGENT 

MR J DE LA ROSIERE 
MANAGING DIRECTOR 
INTERFUND 

...,. 

7 2 Ii. 7 \ I 

/41/ t E

0

IVi:D " 
; IMF CABLE ROQ;-, 

1983 JUt 30 A'.: 7: 30 
ORIG: AFR 

CC: MD 
DMD 
MR . MTEI 
ETR 
FAD 
LEG 
RES 

I 
N 

TO ALLAY GREAT UNCERTAINTIES DISTURBING FORE~MARKET AND 
TO AVOID UNDERMINING OF CONFIDENCE IN AUCTION SYSTEM 

SEC 
TRE 
MR. R. BRO£ 

WE FEEL THAT WE CANNOT AVOID ANNOUNCING INTRODUCTION OF DUTCH 
AUCTION FORTHWIXH STOP THIS SYSTEM WILL APPLY TO NEXT AUCTION 
TO BE CONDUCTED ON AUGUST 2 STOP WE WILL UNDERSTAND IF FUND UNABLE 
TO ACCORD PRIOR APPROVAL STOP THIS APPROVAL COULD BE DEFERRED 
UNTIL FUND HAS HAD OPPORTUNITY TO ASSESS ADEQUACY OF COMPREHENSIVE 
PACKAGE STOP WOULD LIKE TO ASSURE YOU THAT DUTCH AUCTION 
SYSTEM WILL BE IMPLEMENTED WITHOUT ANY ADMINI STRATIVE 
RESTRICTIONS STOP REGRET NEED TO TAKE THIS ACTION WITHOUT PRIOR 
APPROVAL BUT TRUST YOU APPRECIATE COMPELLING CIRCUMSTANCES STOP 

HIEGHEST REGARDS 

BASIL R. KABWE 
MINISTER OF FINANCE AND 
NATIONAL COMMISSION FOR 
DEVELOPMENT PLANNING 
========================= 
:3C>TH ,..IUL Y 1 986 

MINFIN ZA42221 

2483314 IMF UR 

Time: 07:10 07/30/86 ??? 
Cc,nnect Time : 181 secc,nds 
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• • 0608 07/28 
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RECEIV~D 
·,.,F rA l'.ll i:- nr -' ' r-·, v,. ' u - - r • ; .... I 
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FROM INTBAFRAD LUSAKA 
TO IMF - WASHINGTON 

ORIG : AFR 

, •• 7; 39 

FOR ACQIJAH CC: C MR.,U:::~S!:t~,_,. 
RE AUCTION 42. 602 BIDS SUBMITTED OF WHICH 157 SUCCESSFUL• 
148 BIDS REJECTED FOR LACK OF DOCUMENTATION, 254 FOR 
EXCEEDING CUTOFF OF K8.07 AND 43 FOR FALLING BELOW NEW RATE 
OFK6.08 FUNDS REQUESTED INCLUDING BANK ALLOCATIONS 
TOTALLED DOLLARS 23.66 MILLION, OF WHICH ·ooLLARS 9.96 
MILLION EXCEEDED K8.07 CUTOFF. FUNDS ALLOCATED TOTALLED DOLLARS 
9.51 . MILLION,OF WHICH 1 MILLION FOR WORKING BALANCES, 
1 MILLION FOR CATEGORY BAND C, LCS 4.26 MILLION FOR ZIMOIL, 
ZAMBIA AIRWAYS ETC AND 3.25 MILLION FOR GENERAL PARTS. 
REGARDS KEYES 

NNNN 

64111 IMF UW 
MMMMMMMMN 
Time: 06:13 07/28/86 ??? 
Connect Time: 151 seconds 
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Rev: @1IM/3.00881 Line: 3 
RECEIVEC: ,, 

RCA ~IUL 28 1321 
249':331A IMF UR 

ll-1F CM:L:: r:.,~:' 

MINFIN ZA42221 ORIG: AFR 
CC: MD 

TO: MR DE LA ROSIERE 
MANAGING DIRECTOR 
INTERFUND 

DMD 
MR. MTEI 
ETR 

'· FAD· 
LEG 
RES 
SEC 
TRE 

FM: HON. BASIL R KABWE, MP . 
MINISTER OF FINANCE 
LUSAKA 
ZAMBIA MR. BROWN 

YOUR TELEX NO. OCRB4860 STP • 

AA. WE CONFIRM THAT ARRANGEMENTS IN HAND TO EFFECT PAYMENTS 
IN RESPECT OF REPURCHASE OBLIGATIONS IN THE SUM OF US DOLLARS 
37.5 MILLION STP A FURTHER SUM OF US DOLLARS 15 MILLION WILL 
BE PAID IN TEN DAYS AFTER AND THE BALANCE BEFORE 20TH AUGUST 
, 1986 STP WE WILL THEN BE CURRENT STP 

BB. WE FURTHER CONFIRM HAVING TAKEN FOLLOWING MONETARY MEASURES 
AIMED AT CONSTRAINING THE GROWTH IN LIQUIDITY IN THE ECONOMY 
STP 

cc. 

1. INSTITUTED WITH IMMEDIATE EFFECT AN ACTIVE INTEREST 
RATE POLICY WHICH WILL RESULT IN THE RISE IN INTEREST 
RATE WITH EFFECT FROM TUESDAY 29TH .JULY TO MANAGE MORE 
FLEXIBLY THE TREASURY BILL MARKET: 

: ( I 

CREATED SPECIAL DEPOSITS AT BANf< OF ZAMBIA FOR ZCCM 
SURPLUS COMA K2oo· MILLION HAS ALREADY BEEN MOPPED UP 
IN THIS WAY: 

IN THE PROCESS OF RE-AD.JUSTING UPWARDS STATUTORY RESERVE 
REQUIREMENTS: 

FOLLOWING FISCAL MEASURES HAVE BEEN APPROVED: 

I. INCREASE IN PRICE OF_BREAKFAST MEALIE MEAL: 
II. ELIMINATION OF PRICE SUBSIDY ON MAIZE FOR CHIBUKIJ AND 

STOCKFEEDS: 
/III. INCRESE IN PRICE OF FERTILIZER 

"'- IV. INCREASE IN PRODUCER PRICE OF MAIZE 

v. 
VI. 

VI I. 
VI I I. 

<INCREASES IN (Cl (I) - (IV> ARE OF THE ORDER OF 
MAGNITUDE DISCUSSED WITH LAST MISSION); 

15$ ECONOMIC DEVELOPMENT LEVY ON IMPORTS WHICH 
WOULD- OTHERWISE .ESCAPE TAX: 
INCREASE ON DUTY ON LUXURY Goop~; · TO 100$ 
SELECTED INCREASES IN DUTIES IMPORT COMPETING GOODS: 
COLLECTION OF 5$ IMPORT LECENCE LEVY ON,, NO FUNDS 
INVOLVED'' IMPORT LINCENCES: 
., ....... ,~,, ....... , .... ,_-.,..,-,_.,._,LI~•• ........... , .... .- ~-•------.LO-••--••-••-- ----
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EXCHANGE RATE PROTECTION FOR ZAMBIA AIRWAYS 
CEASES ON 31ST JULY 1986 STP 
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R~v: @lIM/3.00883 Lin~: 3 

RCA JUL 28 1345 
248331A IMF UR 

MINFIN ZA42221 

TO: MR J DE LAROSIERE 
MANAGING DIRECTOR 
IMF 

FM: HON. BASIL R KABWE MP 
MINISTER OF FINANCE AND NCDP 
LUSAKA 
ZAMBIA 

FURTHER TO MY OTHER TELEXOF TODAY IN WHICH I BRIEFED 

ORIG: AFR 
CC: MD 

DMD 
MR. MTEI 
ETR 
FAD 
LEG 
RES 
SEC 
TRE 
MR. BROWN 

YOU ON MEASURES WE ARE TAKING.TO RESOLVE THE FISCAL AND 
MONETARY PROBLEMS WHICH HAVE ARISEN COMA I WISH TO REQUEST FOR 
i:yWAIVER TO ENABLE ZAMBIA TO INTRODUCE THE t;1UTCH UACTION 

,vSYSTEM AS A TEMPORARY MEASURE STP THIS MATTER HAb BEEN DISCU::C:SED 
INFORMALLY WITH THE IMF MISSIONS WHICH VISITED ZAMBIA MAY/~IUNE 
19:c:6 STP 

COMPELLING REASONS FOR THE INTRODUCTION OF THE DUTCH AUCTION 
SY:c:TEM ARE AS FOLLOWS: 

I. TO MODERATE THE PERSISTENT TENDENCY OF THE KWACHA ( 
TO FALL IN VALUE AS EVIDENCED BY THE RAPID DEPRECIATION 
FROM 1(6. 00 TO 1(8. 00 PER DOLLAR: 

IIGM TO DISCOURAGE SPECULATIVE TENDENCIES WHICH PUSH THE A 
RATE ABNORMALLY LOW: 

I I I. TO STEM THE INFLATIONARY PRESSURES CURRENTLY ]E 
PREVALENT UNDER TME PRESENT ARRA!'J~EMENTS AND THUS l 
REDUCE PRESSURES FOR LARGE WAGE INCREASES STP 

IV • • TO ACHIEVE ORDERLY MOVEMENTS IN THE EXCHANGE RATE ]B 
COMA THIS IS NECE~:SARY FOR MAINTAINING POSSIBLE / 
CONFIDENCE IN THE SYSTEM AND OBVIATING NEED FOR 
ADMINISTRATIVE ACTIONS: 

V. TO MOP SOME EXCESS LIG!UIDITY OFFERED BY SOME 1 
BIDDERS STP THIS EXCHANGE GAIN WILL ACCRUE TO SUPPORT lC 
THE BUDGET STP JI...; 

I WISH TO REASSURE YOU THAT MY GOVERNMENT IS COMMITTED TO THE \ / l 
AUTOMATIC ALLOCATIVE NATURE OF THE AUCTION SYSTEM FREE OF UNDUE ]E 
ADMINISTRATIVE MEASURES STP' FURTHERMORE COMA WE WILL ENSURE THAT 
THE DUTCH AUCTION,SYSTEM DOES_NOT IMPAIR OUR EXPORT DRIVE STP ] 

THERE IS NEED FOR US TO ACT ON THE MATTER URGENTLY 
COMA I THEREFORE LOOK FORWARD TO YOUR RESPONSE OVER·THE 
NEXT FEW DAYS WHEN WE MAY EXPERT TO IMPLEMENT THE MEASURE STP 

CC. GOVERNOR _ 
BANK OF ZAABIA 

28.7.86 
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Rev: @lIM/7.00226 Line: 7 

)608 07/28 
64111 IMF UW 
FROM I NTBAFRAD LUSAKA ,.JUL '7 ~Elf 31 f1fr-' 
TO IMF - WASHINGTON 

FOR ACQIJAH 

ORIG: AFR 

CC: 

RE AUCTION 42. 602 BIDS SUBMITTED OF WHICH 157 SUCCESSFUL 
148 BIDS REJECTED FOR LACK OF DOCUMENTATION, 254 FOR 
EXCEEDING CUTOFF OF K8.07 AND 43 FOR FALLING BELOW NEW RATE 
OFK6.08 FUNDS REQUESTED INCLUDING BANK ALLOCATIONS 
TOTALLED DOLLARS 23.66 MILLION, OF WHICH DOLLARS 9.96 

, .. 7: 39 

MILLION EXCEEDED K8.07 CUTOFF. FUNDS ALLOCATED TOTALLED DOLLARS 
9.51 MILLION,OF WHICH 1 MILLION FOR WORKING BALANCES, 
l MILLION FOR CATEGORY BAND C, LCS 4.26 MILLION FOR ZIMOIL, 
ZAMBIA AIRWAYS ETC AND 3.25 MILLION FOR GENERAL PARTS. 
REGARDS KEYES 

NNNN 

64111 IMF UW 
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Time: 06:13 07/28/86 ??? 
Connect Time: 151 seconds 
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WORLDBANK MS SYSTEM 

iJORLDBANK MS SYSTEM 

ZCZC E1SP6270 RCA9010 

EA1DR EA1SA 

REF: TCP FCA 

RCA9010 

248423 !JORLDBANK 

MINFIN ZA42221 

TELEX MESSAGE FROM BASIL R KABWE MINISTER OF FINANCE 

TO JOCHEM KRASKE DIRECTOR COUNTRY PROGRAMME DEPARTMENT 

EASTERN AND SOUTHERN AFRICA REGION WORLD BANK 

I AM IN GRATEFUL RECEIPT OF TELEX EA 1 SA 3 DATED 23RD JULY 1986 AC 

KNOWLEDGE RECEIPT 

RPTD ACKNOWLEDGE RECEIPT OF US DOLLARS 1,774.678.34 VALUE DATED 

FRIDAY 18, 1986 AND RECEIPT OF US DOLLARS 22,053.35 VALUE DATED 

THAT SAME DATE TO COVER PAYMENT DUE MAY 15 ON CREDIT 863,913.19 

AUTHORITY IS GI!JEN TO APPLY PART OF IT FOR SETTLEMENT OF THE RE-

HA IN I NG AMOUNT DUE ON MAY 15 1986 AND THEN TO APF'L Y THE BALANCE 

IN PARTIAL SETTLEMENT OF THE AMOUNTS DUE ON JUNE 1 1986 STP 

ATTEMPTS ARE BEING MADE FOR SETTLEMENT OF US DOLLARS 4.7 MILLION 

1)ND US DOLLARS 10.6 MILLION OVERDUE 52 DAYS AND OVER DUE 9 DAYS 

f:ESPECTIVELY STP ZAMBIA IS PROGRAMMING PRIORITIES FOE DEBT SERVICE 

TO BE EOMF'LETED SOON BEFORE 29TH JULY AND ACTION TO BE TAKEN ACCORD-

INGLY STF' 



GRATEFUL FOR YOUR TELEX TX 1 REFERENCE EA1 SA OF 23RD JULY 1986 

STF' YOUR MESSAGE ON MEASURES GF:EATLY APPRECIATED COMA ITS TONE AND 

APPROACH ALSO APPRECIATED REFLECTING YOUR GENUINE CONCERN FOR 

ZAMBIA'S PROGRAMMES STF' THE SPIRIT OF CONTACT AND DIALOGUE 

ESSENTIAL STP NOTE THAT MEASURES DO NOT OVER LOOK IMPORTANCE OF 

USE OF MONETARY INSTRUMENTS AND OUTSTANDING SCARCE RESOURCE 

ALLOCATION REO.UISITE FOR A LIBERAL MANAGEMENT REGIME FOR F:ESTRU-

1:TURING THE ECONOMY STP MESSt1GE RECEIVED OF YOUR DISCUSSIONS 

!~ITH GOVEF:NOR CHIVUNO MINISTER OF STATE NSINGO WHO SPOKE HIGHLY 

OF YOUR WELL MEANING AND CONSTRUCTIVE ADVICE STF' REITERATE 

INCOME, TAX CLEARANCE CERTIFICATE IS GIVEN ONCE FOR ONE YEAR AND 

CANNOT THEREFORE CONTINUOSLY INFLUENCE THE RALATIONSHIP BETlJEEN 

ECONOMIC REALITIES AND EXCHANGE RATE STP COMPANIED ARE USING 

BCARCE RESOURCES AND NOW IMPROVING THEIR REVENUE EARNINGS MUST 

CONTRIBUTE TO THE TREASURY TO LESSEN GOVERNMENT RECOURSE TO 

BANKING SYSTEM WHICH IS INFLATIONERY AND EXCERBATES LIQUIDITY 

PROBLEMS INFLUECING RATE STP 

NON PAYMENT OF INCOME TAX F'LACES PROGRAMME IN JEOF'ARDY STP 

EIJIDENCE EXISTS OF TAX AF:RERAS EQUIVALENT TD HALF THE PROJECTED 

DEFICIT ARISING FROM SUSIDY LE1)ELS OF K337 MILLION AND DISCIPLINE 

BNGTKTMJCHBMGCANNO't"BBENALLOWEDBTOOBORROWEINDIRECTL Y FROM GOVERNMENT 

IJR LEASE THIS 

EXCESS LIQUIDITY WILL RENDER EXCHANGE RATE OUT OF GEAR WITH REALITIE 

s 
INFLUENCING IJALUE OF FOREIGN EXCHANGE TO BE LESS EXPENSIVE THAN IT 

---- SHOULD BE ATP WHILE AWAITING REVISION OF TAX LAW TO GO TO 

PARLIAMENT TIME FAST RUNNING OUT FOR RECOVERING ENORMOUS SUMS 

THAT CAN GO A LONG WAY TO IMPROVE OUR BUDGET POSITION STP AS SOON 

AS THE SITUATION IS NOR~ALISED IN 60 DAYS TIME MEASURES TO BE 

REVIEWED STP EQUALLL Y NEW APPROACHES TO UTILISE FOREIGN EXCHANGE 

IJTILI,SATION UNDERWAY FOLLOWING EVIDENCE OF PEOF'LE KEEF'ING MONEY 

OUTSIDE IN ANTICIF'ATION OF FUTUR!: INCF:EASES IN RATE OF EXCHANGE 

WHILE ACTIVATING MONETARY INSTRUMENTS TO CONTROL MOENY BASE WHICH 

IS ESSENTihL TO CONTROL IN ORDER TO MEET JULY 31ST DEAD LINE COMA SO 
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AS TO BE ON COURSE WITH THE PROGRAMME WE HAD TO TAKE THE MEASURES 

TO LIMIT OVERDRAFT FACILITIES WHICH HAD RANGED BETWEEN 34 AND 52 

IN THE LAST 41 AUCTIONS STF' SERIOUSLY ACTIVATING TREASURY BILL MARK 

ET BUT DESPERATELY NEEDED 

RPTD MARKET BUT DESPERATELY NEEDED ADDITONAL MEASURE STF' PLEASE 

NOTE THAT ZAMBIA HAS SUFFICIENT CAPACITY TO INJECT DISCIPLINE IN THE 

EC@OMY. IT NOW APPEARS THERE IS NO SINGLE DECISION THAT CAN BE 

TAKEN BY ZAMBIA INDEPENDENTLY EVEN WHERE THE SPIRIT BEHIND SUCH 

DECISIONS HAD THE GOOD INTENTIONS OF DEMONSTRATING TO THOSE WHO 

ARE HELPING IMPROVE OUR ECONOMY SO AS TD HAVE ACESS TO GREATER· 

ASSISTANT STP THE LAST EXCHANGE RATE IS NOT A TRUE REFRELECTION 

OF FINAL EFFECTS OF MEASURES BECAUSE NOT ALL IMPORTERS WERE READY 

TO COMPLY SINCE SOME OF THE BIDS HAD BEEN PLACED IN PIPELINE 

BEFORE MEASURES STP THIS SITUATION IS TO BE STABILISED IN THE NEXT 

AUCTION STP 

EVIDENCE EXISTS THAT 94 OF FOREIGN EXCHANGE SECURED DURING EACH 

AUCTION ~JAS TAKEN UP BY ONLY 100 BIDDERS THIS TIME 82 BIDDERS 

SUCCEEDED THEREFORE--THERE WAS NO ALARMING EXCLUSION OF PEOPLE STP 

CAREFUL ANALYSIS HAD BEEN DONE OF SUCCESS RATES AND MOST (99 l OF 

BIDDERS WERE AROUND 8 KWACHA PER DOLLAR STP LET US CONTINUE THE 

DIALOGUE AFTER ONE MORE AUCTION AND LET US ALSO GIVE A LEE-WAY 

TO SEE IF IT IS TRUE THAT PEOPLE ARE BEING EXCLUDED THROUGH 

--DELIBERATE MANIPULATION STP WE ARE THE LAST PEOPLE TO DO ANYTHING 

THAT WILL PLACE THE ECONOMY ON A DIFFICULT POSITION BY FAILING 

TO .SECURE ADDITTIONAL ASSISTANCE MEANING THEREFORE THAT THERE MUST 

BE PROFUOUND REASONS FOR TRYING THESE TEMPORARY MEASURES STP 

BASIL.R KABWE 

MINISTER OF FINANCE NCDP 

•. ; : 1. 
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PLEASE NOTE ERRORS THIRD PARAGRAPH COMPANIED IS CONTIED 
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UDIAL 
REF : EAlSA /2 
OIN_F_o ___________ ~=-~---
-SUBJECT: FOREIGN EXCHANGE AUCTION 
-DRAFTE!I BY: GGEBHART:GG/BT EXT. 74025 
-AUTHORIZED BY: JOCHEN KRASKE, DIRECTOR, EA!DR 
-CU AND CC: HR. MESSENGER (EA!SAl 
-CC: MESSRS. JAYCOX (ESAVP)(O/R); UYSS, SANDSTROM (EAPDRl; 

ZAHB!A COUNTRY TEAM 

-----------------------------
965 "42221 = 

-MINISTRY OF FINANCE 
-LUSAKA, ZAMBIA 
-(FOR THE HONORABLE MINISTER KABUE) 
96S 41560 = 
-BANK OF ZAMBIA 
-LUSAKA, ZAMBIA 
-(FOR GOVERNOR CH!VUNOl 
IBF:DLUS 
-INTBAFRAD 
-LUSAKA, ZAMBIA 
-(FOR KHAN) 
BT 
WASHINGTON, DC 23-JULY-86 
ADDRESSED FIIIANCE, LUSAKA, ZAMBIA (FOR HONORABLE MINISTER 
KABUEl, COPIED BANK OF ZAMBIA, LUSAKA, ZAMBIA (FOR GOVERNOR 
CHIVUNO) AND INTBAFRAD, LUSAKA, ZAMBIA (FOR KHAN). RE FOREIGN 
EXCHANGE AUCTION. UE ARE VERY COIICERNED, HR. HINISTER, ABOUT THE 
ADDITIONAL DOCUHENTATION REOUIREHENTS AND RESTRICTIONS THAT UERE 
FtACED THIS PAST UEEK ON THOSE UISHING TO BID IN THE FOREIGN 
EXCHANGE AUCTION. I REFER TO THE REOU!REHENT THAT BIDDERS 
PRESENT AN INCOHE TAX CLEARANCE CERTIFICATE, EVIDENCE OF 
UTILIZATION OF FOREX SECURED HORE THAN 90 DAYS PRIOR TO THE 
CURRENT AUCTION, AND A CERTIFICATE OF CLEARANCE.OF CUSTOHS AND 
SALES TAXES FOR THOSE UHO ARE LIABLE TO ?AY THEH. I REFER ALSO 
TO THE LIMIT OF 20 PERCENT PLACED ON OVERDRAFT FINANCING OF 
BIDS. IN'OUR VIEU, UHICH I CONVEYED TO GOVERNOR CHIVUNO AND THE 
HINISTER OF STATE DURING HY RECENT VISIT 10· LUSAKA, THESE 
MEASURES ARE LIKELY TO UNDERCUT THE VERY OBJECTIVES OF THE 
AUCTION AND JEOPARDIZE THE COUNTRY'S RECOVERY AND DIVERSIFICATION 
EFFORT. THEY GIVE RISE TO DISTORTIONS IN THE BIDDING FOR FOREIGN 
EXCHANGE BY REINTRODUCING ADMINISTRATIVE CONTROLS OVER THE 
FOREIGN EXCHANGE ALLOCATION UHICH UAS A MAJOR CONSTRAINT TO 
EFFICIENCY THAT THE AUCTION YAS INTENDED TO OVERCOME. BY 
ARTIFICIALLY LIMITING ACCESS TO THE AUCTION THEY UILL RESULT IN 
AN EXCHANGE RATE UHICH ONCE AGAIN INADEQUATELY REFLECTS THE 
SCARCITY CF FOREIGN EXCHANGE RESOURCES. THIS UILL PUT EXPORTERS 
AT A DISADVANTAGE AND ENCOURAGE IMPORTS AS OPPOSED TO DOMESTIC 
PRODUCTION OF GOODS AND SERVICES AND CONTRIBUTE TO THE CAPITAL 
AND IMPORT INTENSITY OF CONSUMPTION AND PRODUCTION. IN OTHER 
WORDS, HR. MINISTER, INTRODUCTION OF THESE HEASURES REPRESENTS A 
NEGATION, PARTIAL AT LEAST, OF THE REFORMS INTRO[IUCED EARLIER BY 
YOUR GOVERNMENT. OF PARTICULAR CONCERN TO US ARE THE 
REHABILITATION AND INDUSTRIAL REORIENTATION CREDITS AND THE 
PROSPECTIVE RECOVERY CREDIT, THE FUNDS FRDH UHICH ARE BEING OR 
ARE TO BE DISBURSED THROUGH THE AUCTION. IF THE PURCHASE OF 
FOREIGN EXCHANGE THROUGH THE AUCTION DOES NOT OCCUR FREELY AND 
EFFICIENTLY THE BASIS ON UH!CH THE FUNDS WERE PROVIDED IS 
COHPROHISED AND THE ESSENTIAL PRODUCTION RESPONSE WILL NOT BE 
ACHIEVED. WE SlRONGLY URGE YOU, THEREFORE, JO RECONSIDER THESE 
HEASURES AND ONCE AGAIN ALLOU BI!IDERS TO ENTER THE AUCTION ONLY 
ON THE BASIS OF REGISTRATION OF THEIR PROPOSED IMPORT. REGARDS 
JOCHEN KRASKE, DIRECTOR, COUNTRY PROGRAHS,· EASTERN AND SOUTHERN 
AFRICA REGION. 
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MINFIN ZA4222r 

TO: A.D. OUTTARA, 
DIRECTOR 
INTEFWUND 

FROM: BASIL R. KABWE, M.P. 
MINISTER OF FINANCE 
LUSAKA 

72383S 

IMF CABLE P.um-1 

l98S Jljl_ 2 !: f:.'. 8 I S 

ORIG: AFR 

• 'CC: MR. MTEI 

ETR 

FAD 

YOUR MES:::AGE NO. OCRB44,10 OF 22 ,JULY 198(:. RECEIVED :::TOP THERE I::: 
AN OBVIOUS MISUNDERSTANDING STOP YOUR CONCERN HOl.JEVER APPRECIATED:-

C 1 l - REGIUIREMENT FOR INCOME TAX CLEARANCE ARISE!_:: OUT OF THE FACT THAT 
TAX YEAR 198~; TO 1·;,8(:, ENDING MARCH 198(:. WA:3 DOMINATED BY 
EARNINGS ARISING OUT OF THE AUCTION REGIME STOP CAPACITIES OF 
PRODUCTION IMPROVED STOP TURNOVER IMPROVED CMA YET GOVERNMENT 
NOT RECEIVING TAX PLACING BUDGET UNDER UNDUE DIFFICULTIES: 
THEREFORE AFFECTING IMF PROGRAMME STOP MEASURES UNDEI~ TAX LAW 
NOT YI ELD I NG RESULTS QUI Cf(L Y YET REVENUE IS REQUIRED UFiGENTL Y 
FOR THE PROGRAMME STOP SINCE ARREARS IN TAX ARE TANTAMOUNT TO 
MONEY BORROWED FROM GOVERNMENT AND CREATE BASIS FOR EXCESS 
LIQUIDITY WHICH UNDER OUR AGF<EEMENT SHOULD NOT BE ALLOWED CMA 
ONCE CLEARANCE IS GIVEN IT IS NOT REG!UIRED FOR THE REST OF TAX 
YEAR AND THEREFORE THERE IS NO BA:3IS TO FEAR THAT MEAS:URE TO 
CONTINUE AFFECTING EXCHANGE F!ATE ::::TOP TAX DECLARATIONS IN 
LIGHT OF FOREIGN EXCHANGE RECEIVED NOT REFLECTIVE OF AMOUNTS; 
BEING PAID STOP NEED TO LIMIT CAPITAL FLIGHT IS ALSO TARGET OF 
MEASURES STOP K92 MILLION IS TAX ARREARS BEFORE FYS 1984, 1985, 
198(:. YEAR WHICH BECOME SOURCE OF CONCERN STOP SALES TAX ARREAR::: 
OF TWO YEAl~S AND MORE ALS:O BECAME SOURCE OF CONCEfiN STOP NO 

SUB~IECTIVITY INVOLVED STOP EITHER ONE HAS PAID OR NOT PAID 
INCOME TAX STOP MEAS:URES ARE TEMPORARY UNTIL ADMINISTl~ATIVE 
RATIONALISATION OF TAX SYSTEM WHICH CANNOT BE ACHIEVED WITHIN 
TIME WE ARE REc1UIRED TO STAY ON COURS:E WITH IMF PROGRAMME STOP 

:ERTIFICATE OF PAYMENT OF DUTY NECESSARY DUE TO SLIPPAGE IN 
IEVENUE AWAITING PARLIAMENT APPROVAL OF SPECIAL LEVY ON COMPANIES 

UNDER PRIORITY STATUS NOW NOT PAYING DUTY BUT TIME RUNNING OUT TO 
PLACE PROGRAMME ON COURSE STOP AIM TO ENSURE THAT FOREIGN EXCHANGE 
IS UTILISED IN TIME OR EL::::E THIS WOULD ENCOURAGE CAPITAL FLIGHT AND 
SLOW GROWTH STOP YOUR 3 AND 4 NON EXI!c:TENT :3TOP YOUR SOURCE OF 
INFORMATION NOT KNOWN STOP ACTIVE MONETORY POLICY PURSUED ACCORDING 
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Tp ;.UNI;:~STANDING •BUT CWERDRAFT FACILITIES REACHING INTOLERABLE 
LEVELS CREATING UNREALISTIC -EXCHANGE RATES WHICH IS EQUALLY YOUR 
CONCERN STOP MEAS:URES CLEARED WITH IMF REPRESENTATIVE WORLD BANK 0 
ADVISOR AT THE MINISTRY STOP WE APPRECIATE REGlUESTS OF 1_:[ARII- ICA-
IONS AND ADVICE RATHER THAN THREATS STOP ZAMBIA CMA SOVEREIGN YET jJ_ 
WILLING TO HOLD CANDID BUT CORDIAL RELATIONS S:TOP •· -9t" 

CC: MR. E.I. MTEI ED 
IMF 

24/7/86 
NNN 

248331A IMF UR 

MINFIN ZA42221 

Tims;,: 04:04 07/24/::':6 ??? 
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248331B IMF UR 

MINFIN ZA42221 

723663 

RECEIVED 
IMF CABLE r.oo: '. 

Ion~ J'" 2" I." II·- IS ~.;,;J JL .:, -

ORIG: TRE 
CC: MD 

DMD 
MR. MTEI 

!i! ·i _ l/-l o I. 
FAD 

MR RICHARD D ERB 
ACTING MANAGING DIRECTOR 
INTERNATIONAL MONETERY FUND 
WASHINGTON DC 

LEG N· 
RES 

SEC C 
MR. BROWN . 

DEAR MR ACTING MANAGING DIRECTOR 
: 

REFERENCE IS MADE TO YOUT TLX OF 7 ,JULY 1986 IN WHICH YOU 
INTIMATED THAT A SUM OF SDR 44,063,:357 IN REe:::PECT OF G!LIARTERLY 
REPURCHASE CHARGES FAILING DUE . 
LIO TO 6/13/86 ARE oun:.TANDING-STOP 

I WISH TO Ae:::SURE YOU THT IT IS NOT DUE TO ANY DELIBEF,ATE ACT ON 
OUR PART THAT WE HAVE NOT TIMELY DI:::CHARGED OUR OBLIGATIONS TO 
THE FUND BUT--IT IS DUE TO SCARCE REe30URCES: AVAILABLE TO US STOP 

I WOULD LIKE TO Ae3SURE YOU THAT EVERYTHING POSSIBLE 
IS BEING DONE TO MEET THESE OBLIGATIONS STOP 
MEET THESE OBLIGATIONS STOP MEAN WHILE WE ARE ACTIVELY LOOKING INTO 
WAYS AND MEANS TO MEET THE PAYMENTS WE SHALL REVERT TO YOU SOONEST 

THE FINANCIAL RELATIONS BETl~EEN THE FUND AND MY GOVERNMENT 
ARE GOOD AND MUST CONTINUE TO BE s:o STOP ·IT WOULD CERTAINLY NOT 
BE IN ZAMBIA·'S INTEREST IF YOU IS:::UED A COMPLAINT TO YOUR BOARD 
WHICH ACTION WOULD BE UNFORTUNATE INVIEW OF OUR MA,JOR EFFORTS 
UNDERTAKEN LAST YEAR TO CLEAR THE THEN OUTSTANDING ARREARS STOP 
BANK OF ZAMMBIA IS IN C:ONSTRANT TOUT WITH ME AS EVERY EFFORT 
IS BEING MADE TO CLEAR THE ARREARS AND BECOME CURF<ENT STOP 

BR KABWE 

GOVERNOR OF IMF FOR ZAMBIA 
MINISTER OF FINANCE AND NCP 
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GOVERNOR BANK IF ZAMBAI AND ALTERNATE GOVERNOF, OF THE FUND 
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INTERNA110NAL MONETARY FUND 

July 23, 1986 

To: Mr. Ouattara 
Mr. Tait 
Mr. Artus 
Mr. Brau 

Re: Zambia - IBRD Telex 

You will find of interest the 
attached draft telex to the Minister 
of Finance. It strongly urges the 
authorities "to reconsider (the 
newly introduced restrictive) measures 
and once again allow bidders to enter 
the auction only on the basis of 
registration of their proposed import." 

Paul &quah 

• 
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• . ·• 
TELEX 

TO: 

COPIED: 

FINANCE, LUSAKA, ZAMBIA (FOR HONORABLE MINISTER 
KABWE) 

BANK OF ZAMBIA, LUSAKA, ZAMBIA (FOR GOVERNOR CHIVUNOl 
INTBAFRAD, LUSAKA, ZAMBIA <FOR KHAN) 

WE ARE VERY CONCERNED, MR. MINISTER, ABOUT THE ADDITIONAL 
DOCUMENTATID_N_ REQUIREMENTS AND RESTRICTIONS THAT WERE PLACED THIS 
PAST WEEK ON THOSE WISHING TO BID IN THE FOREIGN EXCHANGE 
AUCTION. I REFER TO THE REQUIREMENT THAT BIDDERS PRESENT AN 
INCOME TAX CLEARANCE CERTIFICATE, EVIDENCE OF UTILIZATION OF 
FDREX SECURED MORE THAN 90 DAYS PRIOR TO THE CURRENT AUCTION, AND 
A CERTIFICATE OF CLEARANCE OF CUSTOMS AND SALES TAXES FOR THOSE 
WHO ARE LIABLE TO PAY THEM. I REFER ALSO TD THE LIMIT OF 20 
PERCENT PLACED ON OVERDRAFT FINANCING OF BIDS. IN DUR VIEW, WHICH 
I CONVEYED TD GOVERNOR CHIVUNO AND THE MINISTER OF STATE DURING 

MY RECENT VISIT TO LUSAKA, THESE MEASURES ARE LIKELY TO UNDERCUT 
THE VERY OBJECTIVES OF THE AUCTION AND JEOPARDIZE THE COUNTRY'S 
RECOVERY AND DIVERSIFICATION EFFORT. THEY ARE BOUND TO CREATE 
QUESTIONS IN THE MIND OF THE BUSINESS COMMUNITY AND THE PUBLIC AT 
LARGE AS TD THE INTEGRITY OF THE AUCTION PROCESS AND GIVE RISE TO 
DISTORTIONS IN THE BIDDING FDR FOREIGN EXCHANGE. THEY REINTRODUCE 
AN ELEMENT OF ADMINISTRATIVE CONTROL OVER THE FOREIGN EXCHANGE 
ALLOCATION WHICH WAS ONE OF THE MAJOR CONSTRAINTS TD EFFICIENCY 
THAT THE AUCTION WAS INTENDED TD OVERCOME. BY ARTIFICIALLY 
LIMITING ACCESS TD THE AUCTION THEY WILL RESULT IN AN EXCHANGE 
RATE WHICH ONCE AGAIN INADEQUATELY REFLECTS THE SCARCITY OF 
FOREIGN EXCHANGE RESOURCES. THIS WILL PUT EXPORTERS AT A 
DISADVANTAGE AND ENCOURAGE IMPORTS AS OPPOSED TO DOMESTIC 
PRODUCTION OF GOODS AND SERVICES AND CONTRIBUTE TO THE CAPITAL 
AND IMPORT INTENSITY OF CONSUMPTION AND PRODUCTION. IN OTHER 
WORDS, MR. MINISTER, INTRODUCTION OF THESE MEASURES REPRESENTS A 
NEGATION, PARTIAL AT LEAST, OF THE REFORMS INTRODUCED EARLIER BY 
YOUR GOVERNMENT AND ON THE BASIS OF WHICH THE DONOR COMMUNITY 
AGREED TD PROVIDE EXCEPTIONAL SUPPORT AT THE TWO CONSULTATIVE 
GROUP MEETINGS LAST YEAR. WE STRONGLY URGE YOU THEREFORE TO 
RECONSIDER THESE MEASURES AND ONCE AGAIN ALLOW BIDDERS TO ENTER { 
THE AUCTION ONLY ON THE BASIS OF REGISTRATION OF THEIR PROPOSED 
IMPORT. WE SHARE YOUR CONCERN ABOUT THE GROWING FISCAL AND 
MONETARY IMBALANCES IN THE ECONOMY, WHICH WERE EVIDENT IN THE 
RESULTS OF THE FIRST HALF YEAR. THESE IMBALANCES, OF COURSE, HAVE 
HAD AN EFFECT ON THE EXCHANGE RATE. THEY SHOULD BE ADDRESSED, 
HOWEVER, DIRECTLY THROUGH REVENUE GENERATING AND EXPENDITURE 
REDUCTION MEASURES, AND THROUGH MONETARY POLICY ACTIONS, RATHER 
THAN BY IMPOSING RESTRICTIONS ON BIDDERS ·IN THE AUCTION. THIS 
LATTER, IN OUR VIEW, WILL ONLY WORSEN THE PROBLEM. REGARDS 
JOCHEN KRASKE, DIRECTOR, COUNTRY PROGRAMS, EASTERN AND SOUTHERN 
AFR I CA REG ION. 

CW AND CC: MESSENGER <EAISA) 
CC: JAYCOX (ESAVP)o/r; WYSS, SANDSTROM (EAPDR); ZAMBIA CT. 
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IBRD ZA44530 

Line: 7 

FROM INTBAFRAD LUSAKA 
TO IMF - WASHINGTON 

FOR ACQIJAH 

723408 

,JULY 22, 1 9~:6 

RECEIVED 
IMF CABLE RO~i' 

l9G6 JUL 2 2 r 11: I 2 

ORIG: MR. OUATTARA 

CC : MR. ACQUAH 

HAVE HAD EXTENSIVE DI SCUSSIONS WITH GOVERNOR CHIVUNO AND 
MINISTER OF STATE NSINGO RE. THOSE ADMINISTRATIVE 
REQUIREMENTS GOVERNING ACCESS TO FOREX AUCTION THAT EYE 
TELEXED YESTERDAY. RECOGNIZING DESIRABILITY OF ALLAYING 
FEARS OF ADMINISTRATIVE OBSTRUCTIONISM, MINISTER OF STATE AGREEQ 
AND ::::O INFORMED GOVERNOR, THAT PF<IOR COMPLIANCE WITH __,, . 
ADMINISTRATIVE REQUIREMENTS SHALL NOT PER SE EXCLUDE BIDS FROM 
CONSIDERATION IN DETERMINING RATE. INSTEAD, HOWEVER, SUCCESSFUL 
BIDDERS WILL BE GIVEN A PERIOD OF TEN DAYS OR TWO WEEKS AFTER 
NOTIFICATION OF AUCTION RESULT TO PRESENT EVIDENCE OF COMPLIANCE. 
NO FOREIGN EXCHANGE SHALL BE RELEASED TO BIDDER UNTIL THIS IS 
DONE. 
REGARDS KEYES 
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64111 IMF UW 

ZCZCLUS0380 
INTERFUND 
WASHINGTON D. C •• ·.·.­
• IBRDLUS 

Line: 7 

723084 

FROM C/0. INTBAFRAD LUSAKA ,JULY 21, 1986. 
ATTENTION: ACQUAH 

URGENT, URGENT 

COMMENCING FOREX AUCTION OF .JULY 18 FOLLOWING 

·RECEIVED 
IMF CABLE ROOM 

1886 JUL 21 

ORIG: MR. OUATTARA 

CC: MR, ACQUAI!' 

ADMINISTRATIVE REQUIREMENTS IMP0,3ED. PRIMO INCOME TAX CLEARANCE 
CERTIFICATE. SECUNDO OVERDRAFT FINANCING OF BIDS MAY NOT 
EXCEED 20 PER CENT OF BIDS. TERTIO DOCUMENTARY EVIDENCE IS 
REG!UIRED OF UTILIZATION OF FOREX FtlNDS SECURED IN ANY AUCTION 
PRIOR TO 90 DAYS BEFORE CURRENT AUCTION. G'lUATTRO FOR 
COMPANIES LIABLE TO PAY CUSTOMS AND SALES TAX, A CERTIFICATE 
THAT ALL OUTSTANDING TAX LIABILITIES ARE MET IS REG!UIRED. 

GREAT DIFFICULTY ENCOUNTERED IN MEETING DOCUMENTARY REG!UIREMENT 
• FOR ~IULY 1:3 AUCTION. HENCE, OUT OF 396 BIDS SUBMITTED, ONLY 

E:2 WERE DEEMED SUCCE::c;SFUL AND A RATE OF K5. O~: WAS STRUCK COMPARED 
WITH K8.07 AT PREVIOUS ACUTION. BIDS WERE IN RANGE OF K9.51 
TO K5. 00 PER DOLLAR 1. 00. A::c,SUMING NO BIDS RE,JECTED AND ALLOCATION 
OF DOLLARS 3.5 MILLION FOR GENERAL IMPORTS, FUNDS WOULD HAVE 
BEEN EXHAUSTED AT RATE OF K::::.75. 

GENERAL MANAGER INFORMED ME THAT FUND COULD EXPECT SETTLEMENT OF 
OVERDUE OBLIGATIONS TODAY MONDAY 21 .JULY. SOURCE OF FUNDS IS 
BANK OF CREDIT AND COMMERCE WHOSE ADVANCE WILL, IN PRACTICE, 

• BE GUARANTEED BY LOANS BEING- PROVIDED rBY MERIDIEN BANK IN TANDEM 
WI TH SALOMON BROTHERS. TH IS ARl":ANGEMENT IS FOR DOLLARS 1 75 
MILLION, OF WHICH 100 MILLION I,3 REPAYABLE OVER 10 YEARS, 
45 MILLION OVER 7 YEARS AND 30 MILLION OVER THREE YEARS. 
60 MILLION DRAWDOWN OF THIS LOAN IS IMMINENT BUT 40 MILLION 
WILL BE APPLIED IMMEDIATELY TO S;ETTLE OUTSTANDING OBLIGATIONS 
TO MERIDIEN. 

REGARDS, KEYES. 
5 

IBRD ZA44530 
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U608 07/28 
64111 IMF UW 
FROM INTBAFRAD LUSAKA JUL '7 ~€'ft 31r~ 
TO IMF - WASHINGTON 

ORI G: AFR 

FOR ACQUAH CC: C MR • .!;3.!;~ 
RE AUCTION 42. 602 BIDS SUBMITTED OF WHICH 157 SUCCESSFUL 
148 BIDS REJECTED FOR LACK OF DOCUMENTATION, 254 FOR 
EXCEEDING CUTOFF OF K8.07 AND 43 FOR FALLING BELOW NEW RATE 
OFK6.08 FUNDS REQUESTED INCLUDING BANK ALLOCATIONS 
TOT AL LED DOLLARS 23. 66 MI LL I ON• OF WHICH .DOL.1-ARS 9. 96 
MILLION EXCEEDED K8.07 CUTOFF. FUNDS ALLOCATED TOTALLED DOLLARS 
9.51 . MILLION.OF WHICH 1 MILLION FOR WORKING BALANCES. 
1 MILLION FOR CATEGORY BAND C, LCS 4.26 MILLION FOR ZIMOIL, 
ZAMBIA AIRWAYS ETC AND 3.25 MILLION FOR GENERAL PARTS. 
REGARDS KEYES 
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To: Mr. Foot M.ay 23, 1986 

From: Paul A. Acquah 

Subject: Zambia - Foreign Exchange Auction 

Thank you for your memorandum of April 24. I thought 

you mi.ght be interested in the attached detailed confidential 

report prepared by the World Bank staff. 
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-_ THE WORLD SANK 'INTERNATIONAL FINANCE CORPORATION 

OFFICE M-EMORANDUM 

DATE: April 29, 1986 

TO: Mr. Francisco Aguirre-Sacasa, Division Chief, EAPID 
_, ..... 

FROM: Daniel Kaufmann, EAPID 

EXTENSION: 7578t, 

SUBJECT: ZAMBIA - Auction of Foreign Exchange: Its Impact and 
Related Policy Issues 

A. Introduction 

1. In the wake of important changes in the Cabinet, President Kaunda 
has requested from his advisors an urgent review of the functioning of the 
foreign exchange auction mechanism, with particular importance to be given 
to alleged abuses and problems with the auction. The first part of this 
note presents an analysis of the available information and concludes that 
the alleged abuses and problems are not supported by the evidence. How­
ever, overall resource allocation, which has already improved significantly 
since the auction began, is still far from optimal, largely due to 
remaining policy and institutional inefficiencies which are not related to 
the auction. The second part of the note analyzes the impact of the 
revamped policy framework on resource allocation, and points to the policy 
areas where changes are still required to further improve resource alloca­
tion and support the ongoing process of e9onomic restructuring. 

I. THE AUCTION 
I I r 

,-- B. Auction of Foreign Exchange: Some Common Perceptions 

2. Five common perceptions will be discussed: (i) the a~cP:ion is 
allocating significant resources to non-essential goods, particularly 
luxury items; (ii) some large bidders are more successful in obtaining 
auction resources and are driving the auction rate up by bidding irrespon­
sibly; (iii) changing the present auction mechanism to a "Dutch auction" 
system (where each successful bidder would pay the rate that he offered) 
would help keep the exchange rate down and significantly increase Govern­
ment revenues; (iv) the auction is fuelling inflation; and (v) the auction­
determined rate is too volatile. The evidence reviewed does not appear to 
support any of these perceptions. 
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Does the auction allocate significant resources to the non-essential 
goods, particularly luxury items? The evidence suggests the con­
trary. On the basis of information from 12 auctions, an average of 
18.6 percent of the auction resources were allocated to consumer 
goods. This constitutes about 6 percent of the total import bill, 
well below the 15 percent share of (equivalent categories of) consumer 
goods in total imports during the 1970-81 period, 1/ Furthermore, 
only a small portion of the auctioned foreign exchange used· to import 
consumer goods is being channeled to luxury goods. Luxury items coming 
in under the beverages, tobacco, soap and detergents categories are 
estimated to be between 3 to 5 percent of the auction resources (prior 
to the inclusion of oil into the auction, i.e. about US$200,000 per 
auction). 

The perception of significant auction resources being used for the 
purchase of luxury cars is also unfounded. Although 10,8 percent of 
auction resources are used to bring in transport equipment, only a_ 
small fraction is being utilized for the purchase of luxury cars.­
Detailed review of all pro-forma invoices for two auctions reveals. 
that, on average, 3.8 percent of total auction disbursements was used 
for passenger cars and spares, of which only 1.1 percent went to cars 
averaging US$7,250 per vehicle (seven Japanese vehicles and one 
Mercedes Benz CKD purchased at US$10,000). More significantly, the 
remaining 2.7 percent was utilized for .the purchase of spares for the 
existing vehicle fleet (clearly a desirable outcome of the auction). 

In sum, a smaller share of foreign exchange is being used for con­
sumption items compared with past years, and a higher share is accruing 
to the productive sectors. Luxury imports financed by auction 
resources are limited: they do not appear to exceed US$250,000-300,000 
per auction. There is, some evidence, however, that some luxury imports 
may be financed by non-auction resources, through "no-funds required" 
(or own funds) imports. These imports do not appear to come in at the 
expense of productive inputs since its alternative use is holding these 
funds in foreign accounts. Possible concerns regarding the social 
implications of luxury consumption in Zambia would point to th.& need to 
establish higher excise taxes for such products, rather than altering 
the functioning of the auction itself. 

Are large bidders more successful in securing auction resources 9 and 
are they driving the rate up by bidding irresponsibly? The evidence 
does not support these claims. First, successful bidders do not submit 
larger bids than unsuccessful ones. Analysis of one typical recent 
auction indicates that the average successful bid was US$22,471, i.e., 
15 percent below the average unsuccessful bid (US$25,926)', Second, 
among successful bidders, virtually all (96 percent) were concentrated 

1 

1/ No comparable data for the 1982-84 period is available. 
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in a very narrow range: Kw6.75 to 7.10 to the US$. Only II bidders 
(out of a total of 304) submitted bids higher than 7.1 (up to 7.5), and 
their average bid amount was only US$12,350, i.e. only one-half the 
average fo,,: all -bids•: .. _Similar results emerge from-a -detailed review of 

-· bids -of .. four- other--auction~., -Thus,. successfuJ. bids are not large, are 
highly ·concentrated in a very narrow range, and bids at the higher 
price end are few and for small amounts of foreign exchange. 

-, A variant of the above issue is the perception that the Kwacha has 
depreciated too much as a result of the collusion by the commercial 
banks which have "agreed" to bid at a rate around Kw7 to the US$. This 
perception lacks any logic. First, even if the commercial banks could 
collude, it would be in their benefit to lower the rate below a compe­
titive market clearing rate, rather than raising the rate. Second, 
collusion is virtually impossible when the ultimate bidders are large 
numbers of consumers and producers in the economy, "Agreement" by the 
banks on a rate which is too low (or too high) would immediately create 
an excess demand (or supply) situation, and the weekly foreign exchange 
allocated to the auction would not suffice (or too much would remain 
undisbursed). 

(c) Would a change of the present auction mechanism to a ·nutch Anction•2/ 
system keep the exchange rate down and significantly increase Govern­
ment revenues? Neither assertion is correct. The highly compressed 
range of bids (about 85 percent of all bids were concentrated between 
Kw6.5 and 7 in a recent auction when the auction rate was Kw6.75) 
suggests that: (i) bidders would not bid differently, if they had to 
pay the actual bid prices rather than the marginal rate 3/; and (ii) 
the additional Kwacha revenue collected by BOZ would be very small. A 
simulation on the basis of actual data from a recent auction indicates 
that a Dutch auction would increase total Kwacha payments by no more 
than 2.6 percent. In addition, it should be noted that if the range of 
bids were widely dispersed, a Dutch auction would constitute a viola­
tion of IMF rules against mui'tiple exchange rate practices, which only 

. ~._llow for_ a maximum 2 percent exchange rate differential. 

(d) Is the auction fuelling inflation? In the Zambia situation, the 
present level of the exchange rate reflects, inter alia, past·d~mestic 
inflation higher than world inflation and is therefore a consiaquence, 
not a cause of inflation. Monetary and fiscal policy are the main 
determinants of the rate of inflation, and not the exchange rate regime 
(or level) per se. As expected, the transition from a very overvalued 

'!:J In a Dutch auction, each successful bidder pays his own bid price, 
rather than the marginal (equilibrium) bid as in the present auction. 

:./ Under certain assumptions, it can be hypothesized that regardless of the 
actual compression in the bid structure, a rational bidder would bid the 
same price (somewhat below his reservation price) under either ~uction• 
scenario; over time he would only adjust the quantity demanded. At any 
rate, the literature does not shed light on this issue . 

.,. 
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(pre-auction) currency to an equilibrium exchange rate has been asso­
ciated in Zambia with a sharp one-time price increase in many tradeable 
.commodities. Whether these price increases do translate themselves 
into a higher rate of inflation depends, however, on the stability of 
monetary and fiscal policy, and on the expectations generated by the 
policies, and not on the performance of the auction. (This issue is 

-important enough--and widely misunderstood in many Governments-to 
warrant a separate note addressing in detail the conceptual and 
empirical underpinnings of the relationship between the exchange rate 
and inflation). 

(e) Is the auction-determined exchange rate too volatile? Except for the 
initial adjustment period to the new economic regime, the exchange rate 
has been very stable. During the first three months, the rate fluctua-

~ ted between KwS and 7. By late January the rate was Kw6.40, and the 
fluctuations have been minor ever since. The lowest rate stood at 
Kw6.36, and the highest at 7.06. The average weekly fluctuation has 
been about 2 percent, and the maximum weekly fluctuation was 3 per­
cent. Over the past two months the volatility has further decreased: 
the rate_has .. only fluctuated-between.. Kw6-18 and 7 .06.,_ Fluctuations of 
the Kwacha have .been.below_movements in _major_currencies. (like the 

.British Pound, US$, Rand, etc., see Table 1 in Annex). Zambian indus­
trialists indicated to our recent mission that they carrnow operate 
under significantly.more certainty than iri the past due to: (i) the 
knowledge that the value of the Kwacha, by being much more realistic, 
can only fluctuate within a relatively narrow band, whereas for some 
years prior to the auction unexpected large devaluations could take 
place at any time; and, more importantly, (ii) the knowledge that they 
can have assured access to foreign exchange (as long as they have the 
Kwacha to bid for it), clearly contrasting with the uncertainty as to 
when and how much foreign exshange they would be able to obtain under 

• t I 

I I 

the previous system.· 

C. The Impact of the Auction on the Allocation of Foreign Exchange.to the 
Productive Sectors. 

3, Agriculture. The agricultural sector is purchasing very little 
foreign exchange. Since October 1985, 1.7 percent of total imports (5 per­
cent of auction resources) have been channeled to agriculture, implying an 
annual amount of about US$13 m. During 1980-1981 imported agriculture 
·inputs and equipment was about US$40-55 m. and constituted about 4 to 5 
percent of total imports. The dramatic drop (in absolute and relative 
terms) is taking place at a time when an increased allocation of resources 
to agriculture is crucial for the success of the economic reorientation 
program. Seasonality explains in part the low demand for imported agricul­
tural inputs, but other remaining policy and institutional bottlenecks 
appear to be playing an important role in precluding agricultural producer 

•· 
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prices to approach border prices, thus depressing the demand for agricul­
tural inputs •. Among others, this is.the result of unresolved NAMBOARD (and 
subsidy) issues affecting maize prices; other monopsonistic institutions 
purchasing agricultural inputs, like ROP buying oilseeds; export restric­
tions on agricultural products, like milling companies using their 
influence to prohibit exports of wheat and soya beans, etc. . . 
4. Industry. The manufacturing sector is receiving a similar amount 
and proportion of the foreign exchange available than immediately prior to 
the auction. The share of imports to industry has increased marginally 
from 17.7 percent before the auction to 17.9 percent afteF the auction was 
instituted (Table 2 in Annex). Industry is still importing significantly 
less, however, (in both relative and absolute terms) than in the early 
1980s, when the share of imports to industry in total imports was almost 
one-quarter. This is a positive development, given the over­
industrialization tendencies of the past. 

5. Major changes are taking place in the allocation of foreign 
exchange within the industrial sector. The share of imports to the private 
sector has increased significantly, from less than 50 percent immediately 
before the auction to over 61 percent now, at the expense of parastatals 
(Table· 2). Within parastatals, preliminary evidence suggests that the 
least efficient firms are purchasing smaller amounts of foreign exchange, 
whereas others are getting a higher share. 

II. EFFICIENCY OF RESOURCE USE AND POLICY ISSUES IN INDUSTRY 

D. The New Policy Regime and Industrial Performance 

6. The auction system, with its market-clearing exchange rate level, 
and the major trade policy and financial reforms (elimination of all non­
tariff import restrictions, freeing of interest rates), not only- led° to a 
significant change in the actual amounts of foreign exchange purchasea by 
different sectors and subsectors but, as importantly, it is already having 
a positive impact on the efficieny of use of foreign exchange and other 
resources. In industry, a major shift in managerial attitudes is evident, 
and marked increases are already taking place in capacity utilization, pro­
ductivity of capital and labor, efficiency of foreign exchange use and 
exports. 

7, The differences in attitude on the part of parastatal and private 
sector management is striking when compared to earlier experiences. Since 
the changes in the economic and regulatory environment of October 1985, 
managers interviewed during our supervision mission emphasized efficiency, 
labor productivity, competition and the profitability of exports, in stark 
contrast to the "cost-plus" complacency of the past, 

. 1 
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8. Capacity utilization in industry is estimated to have increased 
from 42 percent in early 1985 to 47 percent in 1986, the direct result of 
the significant rise in private sector capacity utilization from 38 to 54 
percent (Table 3 in AnnexJ. Capacity utilization has declined in the para­
statal sector from 45 to 41 percent mainly as a result of the poor perform­
ance of five economically inefficient enterprises 4/ (while the rest of 
the parastatal sector is estimated to have increased capacity). Value 
added°;ln industry is (preliminarily) estimated to have increased by at . 
least 15 percent since the auction was instituted. 

9. The productivity of capital in industry has increased by approxi-
mately 12 percent as a result of higher capacity utilization.- Overall 
labor productivity has also increased significantly (by at least 15 per­
cent) thanks to the higher production levels and reductions in the indus-

_,;._ trial labor force. Industrial parastatals, with few exceptions, have shed 
labor as a means to reduce costs, albeit often in the form of reinforced 
natural attrition. 

• • 

10. Foreign exchange is also being utilized more efficiently. Based on 
actual data from all INDECO firms and a sample of private enterprises,- we 
found that each unit of foreign exchange is generating about 10 percent 
more value added than before the auction, because: (i) foreign exchange is 
being purchased by more efficient producers in the sector; and (ii) firms 
have implemented productivitf-improvement measures as a response to the 
h}gher cost of foreign exchange. 

11. Exports in manufacturing are also increasing. A small survey of 
about twenty private firms indicates that exports for these firms are 
expected to increase this year ten-fold (to a still very small amount of 
over US$2 m.). INDECO reports export increases as well. Manufacturing 
exports cannot be expected yet to play a prominent role in foreign exchange 
generation since its base ,is so sma,11. However, if a high rate of export 
growth is maintained through the appropriate policies, manufacturing 
exports could become a significant contributor to the balance of payments 
by 1990. 

E. Policy Issues in Industry 

12. Following the establishment of the new exchange rate regime and 
other policy reforms, resource allocation has improved in the economy in 
general and in industry in particular. However, policy bottlenecks still 
remain in the industrial sector, where the efficiency of resource use, how­
ever improved, is still suboptimal. Some inefficient producers are still 
gaining access to significant resources, whereas some efficient firms are 
not receiving enough. These misallocations are the result of: (i) the 

4/ They were found to be economically inefficient in our DRC study:< 
"Efficiency Review of INDECO Enterprises" mimeo, July 1985, EAPID. 
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existence of some inefficient parastatals which will have to to be restruc­
tured, phased out or privatized; and (ii) the current tariff structure, 
which still features significantly higher duties on final goods than on 
intermediate inputs, • permits ·different firms to face different· rates of 
duty for the same intermediate inputs (because of the old "priority-status" 
of some firms), and diffe·rentiates in a distortionary manner between PTA 
and -non-PTA imports (resulting in negative protection for some Zambian 
intermediate goods producers). Some of these policy issues are being· 
corrected under the ongoing Industrial Reorientation Project, and others 
will have to be addressed in the follow-up operation. 

F. Conclusions. 

13. The Foreign Exchange Auction. The auction of foreign exchange has 
been functioning effectively since October 1985. The abuses and distor­
tions commonly attributed to the auction are not found to be supported by 
an analysis of the available evidence. The problem is one of perceptions, 
which, however misplaced, ought to be dealt with if the political commit­
ment to the auction is to continue. The Bank of Zambia--with our assist­
ance, if necessary--ought to institutionalize further the analysis of 
foreign exchange allocation and bid behavior, and make such analysis avail-

·:.able to policy makers- and. to the general public· to dispel any misconcep­
tions based on lack of information. 

14. Resource Allocation and Policy Changes. Resource allocation has 
already improved markedly, particularly within industry. However, it is 
still far from optimal, largely as a result of other policy and institu­
tional inefficiencies, not related to the auction, which need to be 
i!ddressed. In agricultur_e, where, pemand for foreign exchange has b2en very 
low, further institutional and policy changes may be required to ensure 

·that producer prices received by farmers reflect border prices. In indus­
try, the restructuring, phasing out and/or privatization of some ineffi­
cient parastatals is needed, and further reforms in the tariff stru~ture 
are required--beyond what was contemplated in the ongoing Industrral 
Reorientation Project. The next round of policy-based operations"-in.Zambia 
should address these remaining industrial policy issues. 

Attachments 

cc. Messrs. Penalver, Cacho, Hughes, Owen, EAPID 
EAPID Economists 

DKaufmann/ich 
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Table 2 
ZAMBIA - IHPOB.TS TO INDUSTRY 

MILLIONS USS 

Manufacturing lmporced Inputs 
of which.: 

Parastatal 
Private 

Manufacturing capital Imports e/ 
of which: 

Parastatal 
Private 

Total Hanufacturin~ Imports 
of which: 

Parascacal 
Private 

TOTAL IMPORTS 

SHARES (%) 

Share of Manufacturing :J 
in Total Imports(%) 

Share of Manufaccuring Inputs V 
in Icporcs (:) 

Share of Parastatal 
Imports in Manufacturing 
Imports (%) :/ 

'I 

Average 
1980-81 

181 

105 
76 

~ 

50 
JS 

266 

155 
111 

l,084. 

24.S 

• 16.7 

58.J ,-

Pre­
Auction 8 / 

1985 -

ill 
56 
5_6 

12. 
10 
9 

131 

66 
64 

~ 

17. 7 

IS.I 

50-.4 

Annualized on the basis of January-September 1985. 

ANNEX 

Pose.­
Auction~ 

1986 

.!E. 
47 
80 

g 

7 
5 

ill-
54 
85 

775 

17.9 

16.4 

38.8 

Annualized on the basis of October 1985-February 1986; when avail~ble 
1986 projections were utilized as well. 

Imported Inputs and Capital Equipment. 

Excluding Capital Equipment. 

Includes spare parts for machinery and equipment in 1980-81; which are 
excluded for 1985 and 1986. when they were recorded as inputs. This 
classification inconsistency explains only pare of the large drop in 
capital imports between 1980 and 1986. The aggregate category ntotal 
manufacturing imports" is consistent over time. 

Sources: Annual Statements of External Trade; CSO ~ocksheets; INDECO 
Financial Statements; BOZ Auction ~orkshe~ts; l~F tablesi Hission 
estimates. 

' •· 
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Table 3 
ZAMBIA - CAPACITY UTILIZATION IN INDUSTRY: 

ANNEX 

PRELIMINARY ESTIMATES '!J 

Pre-Auction Post-Auction 
1980-81 1985 1986 

INDECO Parastatals 64 45 41 
of which: 

Five Highly Inefficient 
Parastatals N.A. 56 26 
Others N.A. 43 46 

Private Sector 45 38 54 

Manufacturing 
Capacity Utlization 55 42 47 

' ' 
'!J The preliminary nature of the estimates ought to be emphasized, since 

for 1985-1986 it is based on a sample of 20 firms for the private 
sector; and for INDECO the data available only permitted th~ .. • 
calculation of simple averages (rather than weighted averages)-for all 
firms and activities. These results are, therefore, subject to a 
margin of error. There is no prior, however, as to the direction of a 
possible bias. 

Sources: INDECO Financial Statements; Supervision Mission Industrial 
Survey; "Zambia: Industrial Policy and Performance" World Bank 
Report No.4436-ZA, August 1984. 

. : -· 



A CT~ 0 rJ 

• --PAPER... 

/J411.~ 
~ 

Coordinato r: 

Deadline: 

()-:' \ '-f '-1 ) • 
{_ / l, '\_" Wb·(_ 



~1'1A?1Q 

: ~ . . 
\ : 

'1,~)'A R" ~ 

TO 

FROM 

SUBJECT : 

Of /ice Memorandum 

Mr Acquah DATE: 

Michael 

Zambia 

Foot~ 

/,lf-r,/77-i/ ~ 

---;:;frc f ~ 
- ~~ 

24 April 1986 

(V\A,~ "'6 
0~~ j ;&~ 

~:ri 
d-.N (/1,M " 

~~t 
'-''~-i 

VI/'- I u,.__Q~ 

~ µN_,'-1 

0/v" r>rr+ 
I attach a paper on the operation of the Zambian auction system, which has 

been prepared in the Bank of England . I should be grateful if we could discuss 

it when you and any other staff members you wish to involve have had time to 

look at it. 



MD KW Foot Esq 
UKDEL 
British Embassy 
Washington DC 20008 
USA 

-- ----

ZAMBIA: FOREIGN EXCHANGE AUCTION 

BANK OF ENGLAND 
Threadneedle Street 1 . 
London 1J 1 '" 
EC2R SAH 

18 April 1986 

1 The question of the operational system of the Zambia~Icireign 
exchanqe auction has been the subject of some debate recently. 
In particular, the fact that all bidders pay the marginal rate and 
that the difference (between the bid price and the marqinal rate) 
is refunded. We had been in the process of forming the 
appropriate arguments for and against this arranqement when the 
exercise was given added impetus by the government reshuffle and 
the appointment of a new economic team which has been charqed, 
among other things, to investigate the auction and its system. 

2 In the circumstances, I thought you may care to see the 
attached note and would be grateful, in due course, for any 
general comments. Particular uncertainty appears to centre on 
the rationale for the IMF's apparent support of the present 
refunding arrangement. 

3 'I am copying this letter and attachment to Charles Cullimore, 
Fco; and Peter Mountfield, HMT. 

y c ~ A ' • .... ~ -""1.,. ;_j I 

A~~ 
A J Humphryes 



ZAMBIA: FOREIGN EXCHANGE AUCTION 

Backqrouna 

1 The foreiqn exchanqe auction was introduced on 11 October 1985 

and led to an initial kwacha devaluation of 52% (from US$1 = K2.43 

to US$ 1 = 5.01). The current rate (week beqinninq 7 April) is 

US$1 = 6.788. The US$5 mn oriqinally on offer each week has now 

been increased to US$9 mn to cover the inclusion of previously 

exempted items. 

The present system 

2 Bids are made by commercial banks on behalf of customers to a 

weekly foreiqn exchange committee chaired by the General Manager 

of the Bank of Zambia. Before the auction, customers state the 

amount of foreiqn exchanqe required, the number of kwacha they are 

prepared to pay per US$, and for what purpose it is needed. At 

the same time, bidders deposit with their commercial bank cheques 

aqainst the full kwacha value of their foreiqn exchange 

application. The bids are then arranqed in order, startinq with 

the bid of the hiqhest kwacha value per US$ and working down. By 

each of these is put the requested amount of. foreiqn exchanqe that 

accornpaniea it. The marginal bid is the lowest bid which fully 

exhausts the amount of foreign exchanqe available for auction and 

it is this bid that determines the weekly exchanqe rate: Those 

whose bids were above the marginal rate are refunded the 

difference, in kwacha, between the marginal rate and their bid 

price. 

Exemptions 

3 On 19 February three previously exempted items were included 

in the auction: IATA obliqations, oil imports and payments to the 

Tazama pipeline authority and to Tazara. Despite this, the list 

of exemptions to the bidding process remains lonq. Those 
' 
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exempted account for perhaps as much as 70% of current account 

transactions and include: 

( i) The Partv and the Government 

(ii) The Bank of Zambia 

(iii) Debt service payments 

(iv) ZCCM 

(v) Medical and education supplies 

(vi) "Specific projects or specific companies" 

Presidential criticism 

4 In recent weeks the Fund-inspired 

suffered some hiqh-level criticism. 

foreign exchanqe auction 

Reportedly, President 

has 

Kaunda, althouqh supporting the auction in principle, has voiced 

his concern at what he calls the "abuse of the system by qi:<eedy 

businessmen who are destroyinq the actual value of the kwacha", 

while following the qovernment reshuffle, the new economic team 

(which appears less committed to reform than the former one) has 

been officially charged to deal with the ''unacceptable" 

developments of the post-auction period (ie the importing of 

luxurv items and the fallinq kwacha). This view contrasts with 

that recently attributed to the General Manaqer of the Bank of 

Zambia. He apparently arqued that the fears initially expressed 

that the introduction of the auction would lead to a bias towards 

the importation of consumer items appear to have been unfounded, 

with'less than 21% of auction money goinq into consumer qoods. 

Refunding the difference 

5 One particular aspect of the system has been sinqled out as 

the root of the problem. There is widespread aqreement amonq 

firms.in Zambia that refunding the difference between the marqinal 

rate and the bid price meant firms did not have to be so cautious 

in their bids. Amonq others, importers of finished qoods who are 

not manufacturers and who have little to lose were therefore 

encouraqed to bid hiqh. This arrangement, it is claimed, 

consequently produced a lower exchanqe rate than need be the 

Dase, It was also suqqested that the svstem was endorsed by the 



IMF because a low kwacha supported its policies of promotinq 

export growth. 

6 To what extent does the present system affect the exchanqe 

rate? 

(a) A more rapid depreciation may occur initially because high 

bids are not discouraged. But this would only be over the short 

term. Once the practice of over-bidding became 

bidders would be unwilling to take the chance of 

higher price. 

well known, 

having to pay the 

(bl The practice of depositing cheques with the commercial banks 

aqainst the full kwacha value of the foreign exchange applications 

provides an element of restraint. If local liquidity is tight, 

kwacha have to be borrowed - a cost that must be taken into 

account. If overbidding then became widespread, this cost would 

consequently rise. (This, of course, assumes that the cheques 

accompanying the bids are cleared, which is likely given the need 

to make partial refunds.) 

(c) It is true to say that, working within the present system, 

the kwacha need not be so low. But that is not the fault of the 

system: although the Bank of Zambia publicly announces that up to 

US$9 mn is available for auction every week, the actual allocation 

is an average of only US$5.26 mn. 

(d) Whatever the •ystem however, the exchanqe rate is still, and 

will continue to be, substantially overvalued because of the 70% 

exemptions. 

7 Why might the Fund support the present system? 

(a) The present system produces a relatively stable, sinqle 

exchange rate. This is approved of by the Fund which dislikes 

multiple exchange rates. 



(bl A sinqle exchanqe rate is necessarv to allocate the foreiqn 

exchanqe presently exempted from the auction. (But a rate could 

equally be determined from the value-weiqhted mean.) 

8 Luxurv Imports 

(a) A powerful arqument aqainst the present system of makinq 

refunds is that foreiqn exchanqe can only be allocated efficiently 

if bidders are made to pay the bid price. Even under such a 

system it does not necessarily follow that the resultant 

allocation is in any sense "desirable" (eq the import of luxury 

items). But this is a question best tackled by tariffs and a 

more effective customs service rather than via the auction: 

(b) If disciplininq hiqh bidders is found to be necessary,• has 

an alternative method been considered - turninq the difference 

into Bank of Zambia non-discountable bills? 

Bank of Enqland 

18 April 1986 
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TO: Mr. Francisco Aguirre-Sacasa, Division Chief, EAPID 

FROM: Daniel Kaufma~~: EAPID 

EXTENSION: 7578t, 

SUBJECT: ZAMBIA - Auction of Foreign Exchange: Its Impact and 
Related Policy Issues 

A. Introduction 

1. In the wake of important changes in the Cabinet, President Kaunda 
has requested from his advisors an urgent review of the functioning of the 
foreign exchange auction mechanism, with particular importance to be given 
to alleged abuses and problems with the auction. The first part of this 
note presents an analysis of the available information and concludes that 
the alleged abuses and problems are not supported by the evidence. How­
ever, overall resource allocation, which has already improved significantly 
since the auction began, is still far from optimal, largely due to 
remaining policy and institutional inefficiencies which are not related to 
the auction. The second part of the note analyzes the impact of the 
revamped policy framework on resource allocation, and points to the policy 
areas where changes are still required to further improve resource alloca­
tion and support the ongoing process of e~onomic restructuring. 

I. THE AUCTION 

B. Auction of Foreign Exchange: Some Common Perceptions 

2. Five common perceptions will be discussed: (i) the auciion is 
allocating significant resources to non-essential goods, particularly 
luxury items; (ii) some large bidders are more successful in obtaining 
auction resources and are driving the auction rate up by bidding irrespon­
sibly; (iii) changing the present auction mechanism to a "Dutch auction" 
system (where each successful bidder would pay the rate that he offered) 
would help keep the exchange rate down and significantly increase Govern­
ment revenues; (iv) the auction is fuelling inflation; and (v) the auction­
determined rate is too volatile. The evidence reviewed does not appear to 
support any of these perceptions. 

1 •· 
.,.. . 
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(a) 

- 2 

Does the auction allocate significant resources to the non-essential 
goods, particularly luxury items? The evidence suggests the con­
trary. On the basis of information from 12 auctions, an average of 
18.6 percent of the auction resources were allocated to consumer 
goods. This constitutes about 6 percent of the total import bill, 
well below the 15 percent share of (equivalent categories of) consumer 
goods in total imports during the 1970-81 period. 1/ Furthermore, 
only a small portion of the auctioned foreign exchange used to import 
consumer goods is being channeled to luxury goods. Luxury items coming 
in under the beverages, tobacco, soap and detergents categories are 
estimated to be between 3 to 5 percent of the auction resources (prior 
to the inclusion of oil into the auction, i.e. about US$200,000 per 
auction). 

The perception of significant auction resources being used for the 
purchase of luxury cars is also unfounded. Although 10.8 percent of 
auction resources are used to bring in transport equipment, only a 
small fraction is being utilized for the purchase of luxury cars.­
Detailed review of all pro-forma invoices for two auctions reveals. 
that, on average, 3.8 percent of total auction disbursements was used 
for passenger cars and spares, of which only I.I percent went to cars 
averaging US$7,250 per vehicle (seven Japanese vehicles and one 
Mercedes Benz CKD purchased at US$!0,000). More significantly, the 
remaining 2.7 percent was utilized for the purchase of spares for the 
existing vehicle fleet (clearly a desirable outcome of the auction). 

In sum, a smaller share of foreign exchange is being used for con­
sumption items compared with past years, and a higher share is accruing 
to the productive sectors. Luxury imports financed by auction 
resources are limited: they do not appear to exceed US$250,000-300,000 
per auction. There is7 some evidence, however, that some luxury imports 
may be financed by non-auction resources, through "no-funds required" 
(or own funds) imports. These imports do not appear to come in at the 
expense of productive inputs since its alternative use is holding these 
funds in foreign accounts. Possible concerns regarding the social 
implications of luxury consumption in Zambia would point to th.&-need to 
establish higher excise taxes for such products, rather than altering 
the functioning of the auction itself. 

(b Are large bidders more successful in securing auction resources, and 
are they driving the rate up by bidding irresponsibly? The evidence 
does not support these claims. First, successful bidders do not submit 
larger bids than unsuccessful ones. Analysis of one typical recent 
auction indicates that the average successful bid was US$22,471, i.e., 
15 percent below the average unsuccessful bid (US$25,926)°. Second, 
among successful bidders, virtually all (96 percent) were concentrated 

1/ No comparable data for the 1982-84 period is available. 
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in a very narrow range: Kw6.75 to 7.10 to the US$. Only II bidders 
(out of a total of 304) submitted bids higher than 7.1 (up to 7.5), and 
their average bid amount was only US$12,350, i.e. only one-half the 
average for all bids. Similar results emerge from a detailed review of 
bids of four other auctions. Thus, successful bids are not large, are 
highly concentrated in a very narrow range, and bids at the higher 
price end are few and for small amounts of foreign exchange. 

-, A variant of the above issue is the perception that the Kwacha has 
depreciated too much as a result of the collusion by the commercial 
banks which have "agreed" to bid at a rate around Kw7 to the US$. This 
perception lacks any logic. First, even if the commercial banks could 
collude, it would be in their benefit to lower the rate below a compe­
titive market clearing rate, rather than raising the rate. Second, 
collusion is virtually impossible when the ultimate bidders are large 
numbers of consumers and producers in the economy. "Agreement" by the 

_.t._ banks on a rate which is too low (or too high) would immediately create 
an excess demand (or supply) situation, and the weekly foreign exchange 
allocated to the auction would not suffice (or too much would remain 
undisbursed). 

(c) Would a change of the present auction mechanism to a "Dutch Auction·2/ 
system keep the exchange rate down and significantly increase Govern­
ment revenues? Neither assertion is correct. The highly compressed 
range of bids (about 85 percent of all bids were concentrated between 
Kw6.5 and 7 in a recent auction when the auction rate was Kw6.75) 
suggests that: (i) bidders would not bid differently if they had to 
pay the actual bid prices rather than the marginal rate 3/; and (ii) 
the additional Kwacha revenue collected by BOZ would be very small. A 
simulation on the basis of actual data from a recent auction indicates 
that a Dutch auction would increase total Kwacha payments by no more 
than 2.6 percent. In addition, it should be noted that if the range of 
bids were widely dispersed, a Dutch auction would constitute a viola­
tion of IMF rules against multiple exchange rate practices, which only 
allow for_ a maximum 2 percent exchange rate differential. 

(d) Is the auction fuelling inflation? In the Zambia situation, th~ 
present level of the exchange rate reflects, inter alia, past -domestic 
inflation higher than world inflation and is therefore a cons'iquence, 
not a cause of inflation. Monetary and fiscal policy are the main 
determinants of the rate of inflation, and not the exchange rate regime 
(or level) per se. As expected, the transition from a very overvalued 

In a Dutch auction, each successful bidder pays his own bid price, 
rather than the marginal (equilibrium) bid as in the present auction. 

:._/ Under certain assumptions, it can be hypothesized that regardless of the 
actual compression in the bid structure, a rational bidder would bid the ~ 

1 same price (somewhat below his reservation price) under either auction~ 
scenario; over time he would only adjust the quantity demanded. At any 
rate, the literature does not shed light on this issue, 

....... ~:·~ .. 
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(pre-auction) currency to an equilibrium exchange rate has been asso­
ciated in Zambia with a sharp one-time price increase in many tradeable 
commodities. Whether these price increases do translate themselves 
into a higher rate of inflation depends, however, on the stability of 
monetary and fiscal policy, and on the expectations generated by the 
policies, and not on the performance of the auction. (This issue is 

-important enough--and widely misunderstood in many Governments-to 
warrant a separate note addressing in detail the conceptual and 
empirical underpinnings of the relationship between the exchange rate 
and inflation). 

(e) Is the auction-determined exchange rate too volatile1 Except for the 
initial adjustment period to the new economic regime, the exchange rate 
has been very stable. During the first three months, the rate fluctua­
ted between Kw5 and 7. By late January the rate was Kw6.40, and the 
fluctuations have been minor ever since. The lowest rate stood at 
Kw6.36, and the highest at 7.06. The average weekly fluctuation has 
been about 2 percent, and the maximum weekly fluctuation was 3 per­
cent. Over the past two months the volatility has further decreased: 
the rate has only fluctuated between Kw6.78 and 7.06. Fluctuations of 
the Kwacha have been below movements in major currencies (like the 
British Pound, US$, Rand, etc., see Table 1 in Annex). Zambian indus­
trialists indicated to our recent mission that they can now operate 
under significantly more certainty than in the past due to: (i) the 
knowledge that the value of the Kwacha, by being much more realistic, 
can only fluctuate within a relatively narrow band, whereas for some 
years prior to the auction unexpected large devaluations could take 
place at any time; and, more importantly, (ii) the knowledge that they 
can have assured access to foreign exchange (as long as they have the 
Kwacha to bid for it), clearly contrasting with the uncertainty as to 
when and how much foreign exchange they would be able to obtain under 
the previous system.' 

C. The Impact of the Auction on the Allocation of Foreign Exchange.to the 
Productive Sectors. 

3. Agriculture. The agricultural sector is purchasing very little. 
foreign exchange. Since October 1985, 1.7 percent of total imports (5 per­
cent of auction resources) have been channeled to agriculture, implying an 
annual amount of about US$13 m. During 1980-1981 imported agriculture 
inputs and equipment was about US$40-55 m. and constituted about 4 to 5 
percent of total imports. The dramatic drop (in absolute and relative 
terms) is taking place at a time when an increased allocation of resources 
to agriculture is crucial for the success of the economic reorientation 
program. Seasonality explains in part the low demand for imported agricul­
tural inputs, but other remaining policy and institutional bottlenecks 
appear to be playing an important role in precluding agricultural producer 

•· 
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prices to approach border prices, thus depressing the demand for agricul­
tural inputs. Among others, this is the result of unresolved N&'IBOARD (and 
subsidy) issues affecting maize prices; other monopsonistic institutions 
purchasing agricultural inputs, like ROP buying oilseeds; export restric­
tions on agricultural products, like milling companies using their 
influ~nce to prohibit exports of wheat and soya beans, etc. 

4. Industry. The manufacturing sector is receiving a similar amount 
and proportion of the foreign exchange available than immediately prior to 
the auction. The share of imports to industry has increased marginally 
from 17.7 percent before the auction to 17.9 percent after the auction was 
instituted (Table 2 in Annex). Industry is still importing significantly 
less, however, (in both relative and absolute terms) than in the early 

- 1980s, when the share of imports to industry in total imports was almost 
one-quarter. This is a positive development, given the over­
industrialization tendencies of the past. 

5. Major changes are taking place in the allocation of foreign 
exchange within the industrial sector. The share of imports to the private 
sector has increased significantly, from less than 50 percent immediately 
before the auction to over 61 percent now, at the expense of parastata·ls 
(Table 2). Within parastatals, preliminary evidence suggests that the 
:Least efficient firms are purchasing smaller amounts of foreign exchange, 
whereas others are getting a higher share. 

II. EFFICIENCY OF RESOURCE USE AND POLICY ISSUES IN INDUSTRY 

D. The New Policy Regime and Industrial. Performance 

6. The auction system, with its market-clearing exchange rate level, 
and the major trade policy and financial reforms (elimination of all non-
tariff import restrictions, freeing of interest rates), not only- -lei to a .. 
significant change in the actual amounts of foreign exchange purchasea by 
different sectors and subsectors but, as importantly, it is already having 
a positive impact on the efficieny of use of foreign exchange and other 
resources. In industry, a major shift in managerial attitudes is evident, 
and marked increases are already taking place in capacity utilization, pro­
ductivity of capital and labor, efficiency of foreign exchange use and 
exports. 

7. The differences in attitude on the part of parastatal and private 
sector management is striking when compared to earlier experiences. Since 
the changes in the economic and regulatory environment of October 1985, 
managers interviewed during our supervision mission emphasized efficiency, 
labor productivity, competition and the profitability of exports, in stark 
contrast to the "cost-plus" complacency of the past. 

. i ...... 
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8. Capacity utilization in industry is estimated to have increased 
from 42 percent in early 1985 to 47 percent in 1986, the direct result of 
the significant rise in private sector capacity utilization from 38 to 54 
percent (Table 3 in Annex). Capacity utilization has declined in the para­
statal sector from 45 to 41 percent mainly as a result of the poor perform­
ance of five economically inefficient enterprises 4/ (while the rest of 
the parastatal sector is estimated to have increased capacity). Value 
added°'.in _industry is (preliminarily) estimated to have increased by at 
least 15 percent since the auction was instituted. 

9. The productivity of capital in industry has increased by approxi-
mately 12 percent as a result of higher capacity utilization.· Overall 
labor productivity has also increased significantly (by at least 15 per­
cent) thanks to the higher production levels and reductions in the indus-

...,._ trial labor force. Industrial parastatals, with few exceptions, have shed 
labor as a means to reduce costs, albeit often in the form of reinforced 
natural attrition. 

10. Foreign exchange is also being utilized more efficiently. Based on 
actual data from all INDECO firms and a sample of private enterprises,• we 
found that each unit of foreign exchange is generating about 10 percent 
more value added than before the auction, because: (i) foreign exchange is 
being purchased by more efficient producers in the sector; and (ii) firms 
have implemented productivity-improvement measures as a response to the 
h}gher cost of foreign exchange. 

11. Exports in manufacturing are also increasing. A small survey of 
about twenty private firms indicates that exports for these firms are 
expected to increase this year ten-fold (to a still very s~all amount of 
over US$2 m.). INDECO reports export increases as well. Manufacturing 
exports cannot be expected yet to play a prominent role in foreign exchange 
generation since its base ,is so small. However, if a high rate of export 
growth is maintained through the appropriate policies, manufacturing 
exports could become a significant contributor to the balance of payments 
by 1990. 

.-. 
E. Policy Issues in Industry 

12. Following the establishment of the new exchange rate regime and 
other policy reforms, resource allocation has improved in the economy in 
general and in industry in particular. However, policy bottlenecks still 
remain in the industrial sector, where the efficiency of resource use, how­
ever improved, is still suboptimal. Some inefficient producers are still 
gaining access to significant resources, whereas some efficient firms are 
not receiving enough. These misallocations are the result of: (1) the 

:!../ They were found to be economically inefficient in our DRC study:< 
"Efficiency Review of INDECO Enterprises" mimeo, July 1985, EAPID. 
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existence of some inefficient parastatals which will have to to be restruc­
tured, phased out or privatized; and (ii) the current tariff structure, 
which still features significantly higher duties on final goods than on 
intermediate inputs, permits different firms to face different rates of 
duty for the same intermediate inputs (because of the old "priority-status" 
of some firms), and differentiates in a distortionary manner between PTA 
and ~on-PTA imports (resulting in negative protection for some Zambian 
intermediate goods producers). Some of these policy issues are being 
corrected under the ongoing Industrial Reorientation Project, and others 
will have to be addressed in the follow-up operation. 

F. Conclusions • 

13. The Foreign Exchange Auction. The auction of foreign exchange has 
been functioning effectively since October 1985. The abuses and distor­
tions commonly attributed to the auction are not found to be supported by 
an analysis of the available evidence. The problem is one of perceptions, 
which, however misplaced, ought to be dealt with if the political commit­
ment to the auction is to continue. The Bank of Zambia--with our assist­
ance, if necessary--ought to institutionalize further the analysis of 
foreign exchange allocation and bid behavior, and make such analysis avail­

-~ble to policy makers and to the general public to dispel any misconcep­
tions based on lack of information. 

14. Resource Allocation and Policy Changes. Resource allocation has 
already improved markedly, particularly within industry. However, it is 
still far from optimal, largely as a result of other policy and institu­
tional inefficiencies, not related to the auction, which need to be 
addressed. In agriculture, where demand for foreign exchange has been very 
low, further institutionil and policy changes may be required to ensure 
that producer prices received by farmers reflect border prices. In indus­
try, the restructuring, phasing out and/or privatization of some ineffi­
cient parastatals is needed, and further reforms in the tariff structure 
are required--beyond what was contemplated in the ongoing Industrial 
Reorientation Project. The next round of policy-based operations"-in Zambia 
should address these remaining industrial policy issues. 

Attachments 

cc. Messrs. Penalver, Cacho, Hughes, Owen, EAPID 
EAPID Economists 

DKaufmann/ich 
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Table 2 
ZAIIBIA - Il!POR.TS TO INDUSTR.Y 

MILLIONS USS 

Manufacturing Imported Inputs 
of which: 

Parastatal 
Private 

Manufacturing capital Imports V 
of which: 

Parastatal 
Private 

Total Manufacturing Imports 
of wh.ich: 

Parastatal 
Private 

TOTAL IMPORTS 

SHARES (%) 

Share of Manufacturing ::J 
in Total Imports(%) 

Share of Manufacturing Inputs V 
in Imports(%) 

Share of Parastatal 
Imports in Manufacturing 
Imports(%) :J 

Average 
1980-81 

181 

105 
76 

85 

50 
35 

266 

155 
111 

24.5 

• 16.7 

58.3 

Pre­
Auction 1!.J 

1985 

112 

56 
56 

19 

10 
9 

131 

66 
64 

741 

17.7 

IS.I 

50-.4 

1:J Annualized on the basis of January-September 1985. 

Pose­
Auction ~ 

1986 

EL 
47 
80 

12 

7 
5 

~-
54 
85 

775 

17.9 

16.4 

38.8 

~/ Annualized on the basis of Occober, 1985-February 1986; when avail~ble 
1986 projections were utilized as well. 

:J Imported Inputs and Capital Equipment. 

':./ Excluding Capital Equipment. 

~ Includes spare parts for machinery and equipment in 1980-81; which·are 
excluded for 1985 and 1986, when they were recorded as inputs. This 
classification inconsistency explains only pare of the large drop in 
capital imports between 1980 and 1986. The aggregate category "total 

,manufacturing imports" is consistent over time. 

Sources: Annual Statements of External Trade; CS0 Worksheets; INDEC0 
Financial Statements; B0Z Auction Workshe~ts: I~F tables; Mission 
estimates. 

•· 
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Table 3 
ZAMBIA - CAPACITY UTILIZATION IN INDUSTRY: 

ANNEX 

PRELIMINARY ESTIMATES :f 

Pre-Auction Post-Auction 
1980-81 1985 1986 

INDECO Parastatals 64 45 41 
of which: 

Five Highly Inefficient 
Parastatals N.A. 56 26 
Others N.A. 43 46 

Private Sector 45 38 54 

Manufacturing 
Capacity Utlization 55 42 47 

:J The preliminary nature of the estimates ought to be emphasized, since 
for 1985-1986 it is based on a sample of 20 firms for the private 
sector; and for INDECO the data available only permitted the • 
calculation of simple averages (rather than weighted average

0

s·}- for all 
firms and activities. These results are, therefore, subject to a 
margin of error. There is no prior, however, as to the direction of a 
possible bias. 

Sources: INDECO Financial Statements; Supervision Mission Industrial 
Survey; "Zambia: Industrial Policy and Performance" World Bank 
Report No.4436-ZA, August 1984. 
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Treatment of L/C's under 

the auction system 

Comnercial banks are making the following arguments: .. 
a. Unless BOZ will allocate sufficient foreign exchange to allow them 

to eliminate their overdrawn positions within a teasonably short time ... 
(eg 12 months), their parent banks and correspondents would use various 

methods tc reduce seriously the amount of short term trade credits 

available to Zambia. 

b. If the requested program of retiring the overdrawn positions was agreed 

to and implemented by BOZ, correspondent banks would be willing to maintain 

and even expand the current facilities available to Zambia. Hence the 

estimated cost of some $120 mi~lion would not result in any significant net 

drain on the country's foreign exchange resources. 

c. Unless the kwacha cover for L/C's already matured before the first 

auction were paid at the pre-auction exchange rate, the losses suffered 

by the importing companies in question would be such as to call the 

financial viability of a number of well managed companies into question. 

-Hence the banks are proposing that BOZ allocate $2.5 million per week for 

them to reduce their outstandings and provide this foreign exchange at the 

pre-auction rate. 

The BOZ is unable to agree to these proposals, because of the following 

considerations: 

a. Allocating the sums requested would clearly leave insufficient funds to 

carry out the auction market successfully. 

b. The implicit exchange rate subsidy would result in the central bank 

injecting high powered money into the banking system in amounts probably 

exceeding KlSO million. 



... 
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The banks' position seems to have validity to the following extent: 

a. For already matured L/C's, especially those for which goods 

have been sold, some relief from the effect of devaluation seems 

justified. 

b. Certain banks would find it difficult to operate and there could 

be a net loss to the country if no provision was made to retire old L/C's. 

An arrangement having the following features would appear to accommodate 

the legitimate concerns of banks as well as being consistent with the 

policy objectives of the B0Z: 

a. Allow banks some room under their allowed working balances to bid 

for forex in the auction to pay off some of their overdue L/C's. 

Perhaps a total of $0.2-0.5 million per week would be sufficient for the 

purpose. This would allow emergency needs to be sent: and hence would 

help ZNCB with its special problem. 

b. If banks wanted to bid for more forex to retire overdrawn L/c's, they 

could do so up to a specific limit (say $0.5 - 1.0 million per week), 
./ /.I'' •• I,• 

provided that they can give evidence of opening new L/C's for .aqu±pment 

amounts. 

This would be consistent with the banks' claim that there would be no 

net claim on forex and would result in an equivalent reduction the demand 

side at the auction and, hence should be satisfactory to B0Z. 

c. For mtured L/C's the B0Z could provide a special loan facility whereby 

the customers could borrow on concessionary terms (say, 5 years maturity 

at bank rate) the kwacha amount resulting from the difference between 

the current and pre-auction exchange rates. 

In this way relief would be provided, short of exchange rate guarantee 

in a way that would enable the B0Z to know exactly the cost, or amount 

of liquidity creation, involved. This could, if needed, be sterili'zed 

through regular monetary policy actions. 
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Treatment of L/C's under 

the auction system 

Comnercial banks are making the following arguments: .. 
a. Unless BOZ will allocate sufficient foreign exchange to allow them 

to eliminate their overdrawn positions 

(eg 12 months), their parent banks and 

within a teasonably short time ... 
correspondents would use various 

methods to reduce seriously the amount of short term trade credits 

available to Zambia. 

b. If the requested program of retiring the overdrawn positions was agreed 

to and implemented by BOZ, correspondent banks would be willing to maintain 

and even expand the current facilities available to Zambia. Hence the 

estimated cost of some $120 mi~lion would not result in any significant net 

drain on the country's foreign exchange resources. 

c. Unless the kwacha cover for L/C's already matured before the first 

auction were paid at the pre-auction exchange rate, the losses suffered 

by the importing companies in question would be such as to call the 

financial viability of a number of well managed companies into question. 

-Hence the banks are proposing that BOZ allocate $2.5 million per week for 

them to reduce their outstandings and provide this foreign exchange at the 

pre-auction rate. 

The BOZ is unable to agree to these proposals, because of the following 

considerations: 

a. Allocating the sums requested would clearly leave insufficient funds.to 

carry out the auction market successfully. 

b. The implicit exchange rate subsidy would result in the central bank 

injecting high powered money into the banking system in amounts probably 

exceeding Kl50 million, 
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The banks' position seems to have validity to the following extent: 

a. For already matured L/C's, especially those for which goods 

have been sold, some relief from the effect of devaluation seems 

justified. 
.. 

b. Certain banks would find it difficult to operate and there could 

be a net loss to the country if no provision was made to retire old L/C's. 

An arrangement having the following features would appear to accommodate 

the legitimate concerns of banks as well as being consistent with the 

policy objectives of the BOZ: 

a. Allow banks some room under their allowed working balances to bid 

for forex in the auction to pay off some of their overdue L/C's. 

Perhaps a total of $0.2-0.5 million per week would b~ sufficient for the 

purpose. This would allow emergency needs to be sent and hence would 

help ZNCB with its special problem. 

b. If banks wanted to bid for more forex to retire overdrawn L/c's. they 

could do so up to a specific limit (say $0.5 - 1.0 million per week), 
✓ '',.' •• 1,. 

provided that they can give evidence of opening new L/C's for 4\<f\lfpment 

amounts. 

This would be consistent with the banks' claim that there would be no 

net claim on forex and would result in an equivalent reduction the demand 

side at the auction and, hence should be satisfactory to BOZ. 

c. For mtured L/C's the BOZ could provide a special loan facility whereby 

the customers could borrow on concessionary terms (say, 5 years maturity 

at bank rate) the kwacha amount resulting from the difference between 

the current and pre-auction exchange rates. 

In this way relief would be provided, short of exchange rate guarantee 

in a way that would enable the BOZ to know exactly the cost, or amount 

of liquidity creation, involved. This could, if needed, be sterili•zed 

through regular monetary policy actions. 



.• 

To 

From 

Of /ice Memorandum 

Mr . Paul Acquah 
Head of IMF Mission 
Lusaka, Zambia 

Abdul Rahman 

Date: August 3 , 1985 

Subject: Auction System 

In terms of the Director of Administration ' s telex 

dated July 23, 1985, I left Kampala for Lusaka on July 26, 

1985 via Nairobi and joined the mission on July 27, 1985. 

2 . We met the Governor of the Bank of Zambia and the 

Minister of Finance on July 29 , 1985 and discussed the Auction­

based exchange rate regime . It was stressed in bot h the 

meetings that the Auction System be given priority in the 

al l ocation of Zambia's own foreign exchange receipts and there 

should be a continuing source of supply of an agreed minimum 

amount of foreign exchange to the Auction Market. Unless this 

is assured the failure of the system would be catastrophic to 

the economy of the country. The response from the Minister 

of Finance was quite encouraging . 

3 . As regards the design of system and the appropriate 

measures to ensure its effectiveness and viability, a draft 

was prepared and sent to Mr . Mehran of CBD under advice to 

Mr . Woodward vide my letter dated May 8, 1985 . On the basis 

of it a detailed guideline-styled "Modifications to Foreign 

Exchange Arrangements" and rules thereunder have been framed 

by the Bank of Zambia. The draft was discussed on July 30 

and 31, 1985 by a committee chaired by the Secretary to the 
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Ministry of Finance and the Deputy Governor of the Bank of 

Zambia, respectively. The draft has been cleared subject 

to the following issues still to be resolved: 

(i) whether the Auction should be on a weekly basis 

or on a fortnightly basis; and 

(ii) the requests from the government ministries/ 

departments should be routed through the Ministry of Finance 

or direct from the ministries concerned. 

4. As you are aware, our stand was that the Auction should 

be on a weekly basis to avoid violent adjustment in the ex­

change rate. As regard handling of government allocations, 

I hold the firm view that the requests should be routed 

throu.gh the Ministry of Finance. I was vocal about it in 

various forums for the obvious reason of financial discipline. 

Subject to the above other issues were fully resolved. It is 

now necessary that the "guideline" and rules thereunder should 

be printed and circulated to the commercial banks and general 

public for their guidance. This should be done on a priority 

basis so that the system will be properly understood and 

digested by them. 

5. As regard (a) establishment of Auction Secretariat and 

staff arrangement therefor (b) format of register, (c) forms 

to be used for effective handling of work passing through 

the Auction Secretariat, and (d) circulars to be issued have 

been designed and placed below for your information and 

perusal. The details are as under: 
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AUCTION SECRETARIAT 

DOCUMENTS AND FORMAT 

1. Public Notice ............................ • ........... A 

·z. Covering Form for submission of bids 
by commercial banks ...... ." ........................ B 

3. Auction Bids - Summary Ratewise ..................... C 

4. (a) Consolidated Summary of Bids Received .......... D 
(b) Consolidated Summary of Eligible Bids .......... D 
(c) Breakdown of Eligible Bids 

categorywise/purposewise ..................... D 
(d) Breakdown of Eligible Bids under 

(i) other imports 
(ii) other p·ayments .. ......................... D 

5. Public Announcement at the end of weekly Auction .... D 

6. Advice to commercial bank regarding the 
weekly outcome of Auction ..... ." ................... F 

7. Request for Sale of Funds outside the Auction ....... G 

8. Advice to pay outside the Auction -
Exemption from Auction drill ...................... H 

9. Refund of Excess Amount to commercial bank .......... ! 

10. Confirmation of Foreign Exchange Sale ....... : ....... J 

11. Purchase Contract ................................... K 

REGISTER 

1. Register showing weekly Auction Sale ................ ! 

2. Weekly Foreign Exchange Receipt .................... !! 

3. Foreign exchange surrendered by commercial 
banks commoditywise and currencywise ............ III 

CIRCULARS 

1. To commercial banks regarding buying and selling rates 

2. To ministries/departments by the Secretary to the 
Ministry of Finance regarding new Foreign Exchange Allo­
cation System 
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6. I have handed over a set of the above forms/format/ 

circulars to the Director, Foreign Exchange Operations and 

Budget,who is also the Secretary of the Auction Secretariat, 

on August 2 for perusal and suggestions for further improve­

ment, keeping in mind the existing exchange control regime 

in Zambia. I propose to finalize it on August 6, 1985. 

7. Mr. Hansen, staff member of the World Bank, was also 

associated in the discussions to work out the modalities of 

disbursement of World Bank project loans relating to Industrial 

Reorientation Project and Agricultural Rehabilitation Project. 

He would pre.pare a memorandum for the benefit of the Auction 

Secretariat. 

8. To sum up, the following items are to be attended to on 

a priority basis before green signal is given for introduction 

of Auction-based exchange rate regime: 

(i) Guideline and rules framed thereunder to be printed 

and circulated to the commercial banks and general public. 

This is subject to clearance of two issues referred to in 

paragraph 3 above; 

(ii) Availability of foreign exchange on regular and 

priority basis as stated in paragraph 2 above; 

(iii) Establishment of Auction Secretariat as recommended 

vide Exhibit (i). 

Attachments 
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~II. Proposed Decision Jr: ?Y- l.0 • l(~ ?JI>' 

(' tr"~·*~ 

In light of the reforms introduced in the areas of the exchange and ~.R 

trade policies the following draft decision is proposed for adoption by~ .Jl""tcl' 

""" the Executive Board, instead of the draft proposed decision on page 26 -~~ 

of SM/85/273; ~) ~ 
1. The Fund takes this decision relating to Zambia's exchange 

measures subject to-Article VIII, Sections 2(a) and 3, in concluding the -
1985 Article XIV consultation with Zambia and in the light of the 1985 

/ 

Article IV consultation with Zambia conducted under Decision No. 5392-

(77/63), adopted April 29, 1977 (Surveillance over Exchange Rate 

Policies). 

2. The Fund notes with satisfaction that Zambia now has substan-
, 

tially liberalized~its exchange system. The restrictions on the making 

of payments and transfers for current international transactions, which 

are described in detail in SM/--/--, are maintained by Zambia in 

accordance with Article XIV except that the exchange measuies evidenced 
,,_\· 

by payments arrears ~e foreign exchange auction system are subject 

to approval under Article VIII, Sections 2(a) and 3. The Fund welcomes 

the intentions of the authorities to remove these restrictions and mul­

tiple currency practices as soon as possible. In the meantime, the Fund 
b~.e,i- ~ It IA ¢"-' 

grants approval for their retention until ~l;or the completion of 

the next Article IV consultation with Zambia, whichever is earlier. 



h-J---)if'-' 

June 6 • 19o5 

To: !:r. A.(;. hoodward 

l'rom: :;1111am E. ,•older ,,. 

1. Thank you· t-cr your note of Hay 30, 1985, and, in particular, 
your co~u.encs on :tr. ~.icoleto~oulos' c•cmot:-anduru of December 14 to 
:ir. ilcverid1.;e concerning the Ugandan forei;;n exchange ,;uction market, 
wt1ich I sent you. 

2. l'here seeL,s to be some difference, of views about what was 
Jeclded on ~;,antla relating to the f.,1tture of the exchange auction ear!c.et • 
botll in t.en:,s of the principle and 1c terms of applicatioc. In an attempt 
to clar lfy tl11ngs, I have reviewed the record and discussed the c,atter <lith 
M:r. Nicoietopoulos cnU Hr. Llu~.sila, ~oth of '\i.;hOHI t,,;·eru involved. The 
1,1osition, as r unrlcrstond it, is as follows: , , 

a. Mr. !i1coletopoulos contiaues to adhere to the priuc:iples in 
hi:i 1:1e:.:)orHnrlu::? of Vecerabcr 14 on the 1J1;anC:1n foreign exchange auction ;:iarket. 
Ni a r.aiittcr of tdct, cl:e.ri!fore, :wd in c.ontr2distinction to your undel·stand­
in~, Chti L~bal Llepartui:;,nt did noc revise its position coacerning these 
principle•::; in d(~nlin.?, '<11th the case of Uganda. 

b. The de::J..::r1ption and treatt:cqt of tho foreigll exchange allo­
cr.tion s.ystem in !lcrn_and2, ir.cluding the auction feature, rn.-·:)i17t5/14. 
(l/14/dSJ rJr?S the result o.t nn understan,:jlni?; becween ~r. Baverid6e nnd 
:-,r. ~.ic,)letoµoulos. 1:i.cco.rdin()ly, various rc.str1cc.1ve features of Uganda's 
cxcnant:e sy~te:i wert.! referred to, ~ut the .auct:ion sy'stea \!las not highlighted. 
In the view oi th<.! L~,.~nl Licpartocnc, ho~t!ver, that. treat.ll.ent was not 
intended to qr,al!ty ·che conclusion that in the circuiaatances of Uganda a 
restriction axidted in the for:.1 of a fixed allocation ot foreign exch.tnue 
for 1,:iports, as·· administered, in part, through the auction t>arl<et. 

c. You state in }rour ner1or.J.ndurn. of !1.ay 30 that ~tl r_~striction 

. 
' 

would exist only to the extent that partici;,ants in the auction are arbitrarily 
excluded fro::, cnterin;:; a hid•. This is rather too general. In each situa­
tion, th~re ls a ne~d to look at all of the circumstances concernic3 the 
controls on ti:e .illocation of foreign exchange, In a situation in ,;hich there 
is no direct goverursental 11",itatioc or interference liudting the supply of 
forei>_!n exchac1;e, I would agree with your s tatel!lent, 



' ' 

- 2 -

3. In the situation of ZarJbia, the principles esp-0uoed in 
1'lr. Nicoletopoulos' cmmorandum of December 14 are apposite. Applying 
the1>, it should be concluded thst the allocation of foreign exchange, and 
the need to h,ive recourse to the auction systen, involves an exchange 
restriction. In particular, the setting up of a Foreign Exchange Alloca­
tion Co~Qittee, the setting aaide of a sizeable proportion of forei~n 
exchange for priority requircoents, and the decision thereby to liciit the 
a1.1ouot of foreign exchange to be auctioned, ar.:ount to a direct governc,ental 
limitation on the availability of foreign exchange (see, in this respect, 
SM/59/73, ll/lB/5~/,_eapecially PP• 33-35). 

4. In this Depart•~nt's view, the authorities of Zambia 
ahould be inforned of ttli3 conclusion. Pree1umably, and in accordance 
,.1tn the last se.ntence of the first paragraph of Mr. Nicoletopo•Jlos' 
cemorandu"l of !;ecer.ber 14, 1904, approvnl of the restriction 1nvalved 
would be reconrnended. 

cc: hr. 1·dcoletopoulo!j 
nr. Liu!:.sila 
;-rr. J!cverlJ>-:c 
~-.ir. .:~ui rk 

,_ 

1fBolder:mo 
6/6/85 

.: . .. 
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INTERNATIONAL MONETARY FUND 

,Uganda - 1984 Consultation 

Executive Board Decision - February 8, 1985 

1. The Fund takes this decision relating to Uganda's exchange 
measures subject to Article VIII, Section 2(a), in concluding the 
1984 Article XIV consultation with Uganda and in the light of the 
1984 Article IV consultation with Uganda conducted under Decision 
No. 5392-(77 /63), adopted April 29, 1917'" (Surveilla!)Ce over Exchange 
Rat.,e l>olicies). 

, 
2. As,described in SM/85/14, Uganda continues to maintain exchange 

restrictions on payments and transfers for current international trans­
actions, including restricitons evidenced by external payments arrears. 
The Fund urges Uganda to., ,undertake the early elimination of these restric­
tions. 
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O/fice·Memo,:andum 

TO: Mr. W.A. Beveridge December 14, 1984 

FROM: George P. Nicoletopoulos 4(f:Jl. 

If the only way in which residents of Uganda may obtain foreign 
exchange legally for making payments for permitted current international 
transactions is to participate in periodic auctions of limited.amounts 
of foreign exchange, it is evident that some participants will not be 
able to obtain the exchange needed to settle their commitments. As I 
understand it, participants in auctions whose bids are not successful 
may not, with few exceptions, buy, consistently with the applicable rules, 
the foreign exchange needed for imports from any other source, even if 
they are willing to pay any price. This system involves a restriction 
on current payments that is subject to the jurisdiction of the Fund's 
Article VIII, Section 2(a). The fact that an unsuccessful bidder may 
participate at a subsequent auction does not eliminate the restrictive 
aspect of the sy~tem. I may add that if, as you state, the Fund is 
promoting such au~tion arrangements in certain member countries, we 
should be willing to recommend approval of the restrictions involved in 
the arrangements, on the ground that these arrangements are preferable 
to the alternatives available. 

I would appreciate it if the 1984 Article IV Report on Uganda 
would reflect the legal position as explained above. 

,. 
cc: Mr. Outtara 

' 
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TO 

FROM 

SUBJECT: 

Office Memorandum 

Mr. Nicoletopoulj\ 

W.A. Beveridge~ 

DATE: 

Uganda--Foreign Exchange Auction Market 

December 14, 1984 

Am I correct in my understanding-that you see the delay of one 

week between auctions faced by an unsuccessful bidder as giving rise to 

an exchange restrict±o~? It has not been Fund practice to point to short 

administrative delays such as this as constituting external payments arrears 

and thus exchange restrictions. 

bee: Mr. Ouattara 

Mr. Quirk 

, ., 
' 

, 

. ,. ' - ,: .. . -- ---·••=·---



• • 

(' 

TO 

FROM 

SUBJECT: 

Office ·Memora~dum 

Mr. Nicoletopoul("\ 

W.A. Beveridg~ .. 
DATE: December 13, 1984 

Uganda--Foreign Exchange Auction Market 

I cannot see any exchange restrictions .in the operation of 
this market, assuming that the problems relating to tax compliance 
checks and the assignment of Treasury bills are solved. No one is 
left out of this market. If applicants do not wish to make bids 
personally they may.do so through the commercial banks, who consolidate 
the amounts and make'the bids on their behalf. I would note that the 
Fund is, as a matter of policy, promoting such market-oriented arrange­
ments in developing member countries. 

bee: Mr. Quirk 

, ., 

' 
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TO 

FROM 

SUBJECT 

Mr,· Bornemann 

: Joshua Greene 

Analysis of Establishing a Partial Foreign 
Exchange Auction System in Zambia 

August 7, 1984 

For several years, Zambia has used a complex, administratively­
based system to allocate its limited supply of foreign exchange for imports 
of goods and services, Under the most recent modification of the system, 
e~tablished midway during 1983, the Bank of Zambia draws up a quarterly 
fdreign exchange budget using projected foreign exchange receipts and pre­
identified demands for foreign exchange such as external debt service and .... 
retained export earnings of the mining company, Any remaining foreign 
exchange services are·then allocated to general imports of goods and ser­
vices, This final amount is transmitted to an Import Licensing Committee, 
whose members include representatives of five key government ministries 
and commissions, the Bank of Zambia, ZUICO, ZillCOH, and t:he Commercial 
Farmers Bureau, In theory the committee uses the Bank of Zambia's data to 
establish a ceiling on the volume of import licenses commensurate with the 
availabilit:y of foreign exchange,· In practice, the volume of import 
licenses has regularly exceeded the availability of foreign exchange, 
often because the Bank has overestimated receipts or underestimated other 
claims on foreign exchange, To help reduce the overhang of unfilled 
licenses, during 1983 the committee recalled and replaced all outstanding 
licenses wit:h a snmller amount, Nevertheless, another overhang developed 
by early 1984, and the COllllllitte_e decided not to allocate new licenses 
until the second quarter of. the year, As a result, many nontraditional 
exporters could not obtain import licenses for the foreign exchange earn­
ings they we.re allowed to retain under the Government •·s new export-promotion 
program, thereby nullifying its effectiveness, 

In response to these and other problems with the foreign exchange 
allocation system, many observers have urged the Government to adopt an 
auction system for allocating some of Zambia's foreign exchange resources, 
Under. an auction· system,," a _predetermined quantity of foreign exchange would 
be sold "to the highest 'bidder(s) at a -price ·determined by the auction. 1/ 
The quantity allocated for bid would presumably be set by the Bank of -
Zambia as part of its foreign exchange budgeting exercise and sold either 
by the• Bank or the Government, using t_!le Bank as agent. 

1/ The World Bank has suggested that a two-tier auction system be esta­
blished; with separate allocations and bidding for each of the two following 
categories of goods: (a) capital goods, spare parts, general raw materials, 
and intermediate inputs; and ( b) nonessential consumer goods, including 
luxury items, Category (b) could also be expanded to include such items as 
the repat:riation of dividends. 
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outside the official exchange rate syste~ and to lead to a readjustment 
of the official exchange rate at a more realistic level, Thus, the 
Fund has typically required that the creation of any such·auction .system 
be strictly temporary, "ith the aim of unifying· the exchange rate at the 
auction price around the end of a program when the program covers more 
than one year 1/, In addition, programs involving foreign exchange 
auction eysteras have sometimes required t~at a minimum .amount of f~reign 
exchange be supplied through the auction mechanism, with the amount stipu­
lated as a performance criterion and required.to increase over tim~ (as in 

• the case of Uganda). ' 

With these precedents, it may be hard gaining approval for an auction 
system in the case of Zambia,. Only a limited proportion of Zambia's export 
earnings (about 20-25 percent:, the amount associaten vit:h emerald produc­
tion) is now occuring outside regular. channels. In addition, .Fund. missions 
have not thus far urged the authorities to depreciate the kwacha· all the 
way to the market clearing ievel, although establishing an auction could 
be a way to achieve this objective. An auction system could eliminate 
some of the administrative difficulties now plaguing Zambia's foreign 
exchange allocation system.· \.lhether this justification would suffice for 
Fund approval is uncertain, hovever, especially if other administrative 

• reforms, such as unifying the import licensing and foreign exchange alloca­
tion process; might accomplish the same objective without the establishment 
of multiple exchange rates, 

Conclusion 

Despite the many risks, associa:'ted with it, a Jlar.tial auction system 
could lead to a smoother and more efficient allocation of foreign e.~change 
in Zambia, Provided proper safeguards were taken, the system could ensure 
the inflow of critical imports while allowing oarket factors to determine 
the allocation of remaining foreign exchange nmong competing, less essential 
items. It could also reduce the administrative burdens associated uith 
foreign exchange allocation and simplify the process of obtaining foreign 
exchange once an important permit was obtained, .On the other hand, intro­
ducing an auction system would mean establishing a multiple exchange prac­
tice and, to that extent, require numerous restrictions to receive authori­
zation fi:om the Fund. If the primary reason for introducing the auction 
were to increase the allocation of foreign exchange for specific types of 
imports (such as spare parts), 1 t might be simpler just to unify the import 
licensing and foreign exchange allocation systems and then grant ahy 
application for spare parts (up to certain limits) an automatic approval, 

• 
If an auction system is established, however, the-authorities must 

ensure that the funds allocated for .auction are in fact availabie, to ensure 
the integrity of import licenses under the new, system. The authorities must 
also coordinate the auction system <Jith ·other claims on Zambia's foreign 

1/ See "Review of Eitperience with Multiple Exchange 
SM/84/64 and SM/84/65, February 1984, 

- ' 

Rate Regimes," 
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exchange s!stem, such. as tlie recently. es-:tablished ·foreign exchange :retention 
system_for nontraditional exports. This may require estahii9hing a spec:1a~ 
pool o_f foreign exchange separate from the general auction tQ fund imports . 
!ro111 these exchange retention accounts. Mor~over, i11 establishing _an auction 
system the authorities should ensure that it cover the broadest possible 
r~nge of ·nonessential Imports, and that steps be take~ over time to expand 
the list of covered items, Only .in this eay can the maximum benefits from 
a market-base·d allocation of ·resources be achieved·, 

cc: Mr• Wood ward 
Mr,, Sharer 
Mr, Hatayama 
Mr. Schneider 

'' 
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First Drart 

Freetown, 10/26/84 

Sierra Leor:e: Interbank Excha.-ige Rate Dete~ination: 
Preli~ir.ary Illust!'ative ~road 0,~tli:ie !or Discussion J:/ 

'!!road !ra.'l:ev~rk 

• ·: -T!le exchar,l;e rate syste:11 !:.entativel7 proposed by the Fund starr 

: _,; •• .- would '!:e based on the !eat=es !:.?!at are brierly described hereaf'ter: 

-/ 'ic;~+::, ·--~-- !ntrod:.ic:tion of a uniried -~~chanp-rate-s.rstem, .,d t!:out a formal 

·' ~;: :;ftfr.~ ~- l~or:e/U .S. dollar parity. This unif:ied excha:-.ge rate would be used !or 
··: . .. ... ·. . .. 

. ... . . . -~ 
•, : . .-:.;:_: ~ .. f~•: • . :' :,. .. ~ 

all trar:sactions, including official transactions carried out·by the 

Banlt of Sierra 'Leor:e and the transactions t'!-.a.t are ·currently handled '·· 

.... , -. . . 

.. ~-. ~ :- : 

• :::,,:~::;.\}t:;:;f';-,_:-.. t~ugh th~ parallel market~._- t ~.'·:-~ \'. : :.-:,,-·, 

~--ftf:·=·~~~:~:-f:;:,,;j,.~'.-·2::-;·_ The otficiai transactions ot the Bank of Sierra Leor.e would include . '' • 
· ·./(.~f~--,-:_·, _ _'~j:~..:-~:t;U:• ~~ -~~---:ic.."• ·- l : · ._::.· -··.. .. 

:::-•. ~·;::'-:.;};/-}.;:,;•: those transactions that are related to ·off!cial external debt servicing, 

·., •• • '-:;;:_?~•'}?~_-.:· .:,. All the ot:her t~ansa)~ions, which are currently C1B.de either b:,r the 

I ' . 

co.mmercia1 :ia:1ks or the so-called parallel markets, would be made within 

a liberalized exchange and trade system. 

4. The introduction and icplecientation ot a unified exchange rate system 

1/ The o~tline presented herein represents this mission's preliminary 
attempt·to generate discussion on the modalitiea for exchange rate 
determina~ion, within the context of an interbank market. Consequently, 
this draft would be subject to co111111ents and changes trom the authorities 
designed to take account of other specific characteristics of • 
Sierra Leone's financial 117atem. 
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rate to a le·:el closer to an "equil~rium" :-ate as renected in the so­

, called parallel market. Logicall7. there would be no need !or this 

discreet de..-al::ation and the rate could t-e noated from the prei,ent 

le•rel. lfowe·:er. !or practical. p-.:rposes. it ria:, be useful to instill 

• 
i:onfide::ce in the oarke t '::,y bei;inni~ vi ~h a 't-er.ch.-::ark . 

.,,. ,.,, • ). i "- ' k " ". • a.. .- r· .o es~a ... _1s .. a.91 ::ter..,Jar.z: ==iar .. e ... , consis ... 1.:is o. ive 

veck:.:,· ( c: ~a!!;;) exchar:ge ra l;e . 

~he Ba~~ o! S!e:ra Leo~e, at l~=~ a.a. to !etermi:e a :ate applicable 

{ii:.) The i::di •iid:..al. 1:a:-.ks i::c:!::.:!:.:-~ ';he 'e-ac.lt c! Sie:-ra Leo::e 

' at a. pa:tic~ar exc!:a.:::i;e rate. l:ased. on req:.esta !or· prc!-.ases an:! sales 

, .. , 

5. • ~i:: ::;;c';e::_ -:10-:.i!.d al~o 1:e acc=p=ied ~;; a lil:eraliz.ation of 
.. ,,. : . 

~ .. ·/;_; ~~- ·:_. 

~: 0:lt: ..-ariar.t wd~d be to ;,•,ov c01!!1:!ercial ba.-i:ts to-negotiate an:, 

rate in·t;eir daily trar.sactior.s aoong- the::selves. as v~ll as with their 

clicr.ts, irre~ective of the weekly (daily) determined rate. 
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Advantages of a partial auction system 

Shif;ing the al location of part of Zambia's foreign exchange resources 
to an auction system would have several major advantages_ over the present 
allocation system. 

First, it would greatly simplify the administration of foreign· exchange· 
budgeting. By restricting the allocation system to the Government and a . 
small number of pre~umably pariwtatal/importers of, necessities, the Govern­
ment would no longer have to evaluate·the applications of would-be importers 
·of other goods l:or specific commities of foreign exchange; Instead, it 
could simply.authorize individuals and firms to bid for foreign exchange, 
to be used for· importing the items or types of items designated on an import 
license. Such a change would red,uce the time and effort needed to ·asses;, 
foreign exchange applications. It would also eliminate the need to reconcile· 
the volume of foreign -exchange licenses with the allocation of· foreign 
exchange, since the auction itself would determine each bidder's right to a 
certain quantity of foreign exchange;. 

· A second advantage of shifting to a partial auction system is that it 
could lead to a more efficient allocation of resour.ces among competing 
users of foreign exchange. In theory bids for foreign exchange would 
reflect the relative value of alternative imports. Thus, allowing only the 
highest bidders to receive foreign_ exchange should lead to allocation among 
the most highly-valued imports. The same result cannot be assured under 
an administrative allocation system, where government bureaucrats-can 
apply criteria other than market worth in determining the allocati_on. 

A third advantage to using an auction eystem•is .that it could lend to 
a more realistic exchange· rate. A partial auction system would give an 
indication of the market-clearing rate for the kwacha. As such, it would 
encourage the Government to move the kwacha toward"that level, particularly 
if licenses for a large pr_oportion of imports were· allocated by auction •. 
Such an ad1ustment, in turn,. could discourage the production of goods with 
high foreign exchange costs in relation to value added, thereby contribu-r . 
ting to the cronder goal.of rationalizing industrial production in Zambia. 
It could al:'so ·_signal Zambia I s intention to pursue 11l\W4' market-oriented , 
policies, inc,luding a shift from quota-based protection to protection based 
on tariffs and exchange rate_ policy. As such, it would represent another 
breal< from the heavily regulatory approach of past govei:_nment policies 
toward i~dustry and p~oduction generally. 

A further advantage of establishing an auction system is that it could 
yield additional government revenue. Under an auction system the Government 
would receive in kwacha the differ.ence between the official exchange rate 
a_nd the rate bid for import licenses. The auction would thus transfer to 
the Government a large part of the scarcity rents now accruing to holders 
of foreign exchange. The resulting increase in revenue would reduce the 
government's budget deficit and its consequent_need-for bank borrowing. 
These revenue gains would, of course, disappear as ·the iif.ficial rate were - . . , 
adjusted toward the market-clearing (auction) level. ' 
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2. Disadvantages 

Establishing an auction systc1n coulc! also have potential disadvantages 
t hat need to be recognized . First , an auction system could allow scarce 
foreign exchange to be used for poll tical ly \tntiesirahle uses , such as the 
purchase of luxury goods . This problem could be ninimized by establishing 
a list of items disapproved for import or , better , by imposing excise taxes 
on certain goods to discourage , rather than prohibit , imports of particular 
items . Hevertheless , an auction is likely to generate a different alloca­
t i on of foreign exchange licenses from what government ministers or 
bureaucrats would reconmend , and this may prove politically troublesom.e . 
Furthermore , overly tight limits on the use of auctioned foreign exchange 
could undermine the effectiveness of the syste~ and lead to smug~ling . 
Thus , it may not be possible to avoid some " unwanted" imports under an 
auction system . 

A second problem with an auction system is thot it may be hard to 
administ er . Est ablishing a new method for allocating foreign exchange is 
likely to require a second recall of outstanding import licenses, further 
efforts t o determ1ne the list of inports eligi ble for auction , and the 
need to draft and publicize new regulations , all of which will tnx the 
limited numbers of well- trained staff in the Govern~ent and the Bank of 
Za~bia . Deciding how to limits bids to selected categories of goods and 
services oay pose an especially significant problem , since it could require 
t he issuance of "permits to bid" for forei~n exchan~e that need review by a 
governnen t ar,ency , although Fund staff understand that lists of this sort 
hove already been cooipiled under the existing allocation system . Unless 
this process is handl ed well , it could lead to major bottlenecks . In 
particular , where private dealers handle iaports both of essential items 
(for which the allocation system would still apply) and of other consumer 
goods , the determ.instion of whether applications should be processed under 
the allocation or the auction system could lead to delay and confusion . 

A third drawback with establishing an auction systel!l is that it 
could make it difficult for smaller firms with limited resources to co~pcte 
for foreign exchanee . Because private sector credit is in limited supply , 
smaller firms might find it hard obtaining the funds with wtlich to compete 
against larger iTllporters in bidding for import licenses . Conscq\tently , nn 
auction system could increase the concentr;1.tion of importing among larger 
dealers with sizable existin~ resources . To the extent this outcome elimi­
nates inefficient operators from the market , it mlght be welcome . The 
exclusion of smaller fir~s could intensify existing problems of monopoly 
supply , however . Thus , the Government might wish to l i mit the availability 
of licenses to any one supplier of a particulRr commodity . In addition , 
th~ Prices and Income Co.nmission might be asked to examine the implications 
of an auction system for monpolistic practices and price levels in Zambia . 

• 
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The fourth possible problem with establishing. an. auction· system in­
volves its effect on the. rate of inflation. l·iorld: Bank economists who 
have analyzed this issue contend that shifting to an auction system might 
not change the rate of inflation in Zambia unless the Government tends-to 
spend a larger fraction of the rents from exchange scarcity than do the 
present recipients-of these rents. The reason is that the, total supply of 
foreign exchange will not change, only its allocation among different 
items. Thus, the major effect of adopting an allocation system should be 
a shift in relative prices, in particular a rise in the price of luxury 
consumer goods relative to other items rather than an increase in the 
overall price level. Nevertheless, any rise in the kwacha cost of imported· 
goods is certain to be reflected in higher co"nsumer prices, given the • 
excess.demand for most of these items in Zambia. The effect could be even 
broader if the auction rate in turn raises the black mar.ket exchange rate 
for the kwacha, which many private dealers use in determining their 
required margins for sellinn consumer goods. A rise in--consumer prices 
could in turn touch off demands for higher wage increases, since wage 
levels have fallen significantly over the past two years and Zambia's 
unions have already objected to proposals that would 1>eep wage increases 
below the rate of consumer price inflation during 1984-85. It would there­
fore be important to monitor both price developments if an auction system 
were implemented and to take special efforts so as to prevent any spillover 
of inflation into wage rates that could weaken Zambia's efforts to limit 
consumption and increase its trade competitiveness, 

In addition to these four principal disadvantages, an auction system 
could create others as iuell. For example, it could undermine the authority 
of the official exchange rate, although this might prove worthwhile if it 
helped re-establish the exchange· rate at a level equating .supply with 
demand. The auction system could slso complicate Zambia's trade policy by 
making it harder to determine the effective level of protection for imports 
as the exchange rate varied from day to day. On the other hand, using an 
auction-based exchange rate in place of the official rate to determine 
payments to nontraditional exporters should increase the incentives for 
engaging in these activities. Another problem is that· an auction system 
could lead to wide swings in the auction exchan3e rate, especially if-the 
quantity of foreign exchange for auction is subject to sudden chang;,s. A 
further difficulty is,that the auction system would represent a multiple 
exchange practi~e and therefore require special approval from the Fund, 
although such approval would ·probably be forthcomng if the system were 
portrayed as an improvement in Zambia's foreign exchange system. 

3. An auction system as a multiple exchange rate practice 

A further problem with an auction system is that its establishment 
would represent a multiple exchange practice and therefore require special 
approval from the Fund. Such approval would not be automatic, sin~e Fund 
policy has been to use aui;tion systems to regularize. transactions occurring 
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• nluetrative P?-ocedures ror Rate I>etermiDation 
• 

Ope11i~ ot the nxing Session 
0 ~ ~_.!.-.;._ < - - -- - •• _, __ • :::·;;:· - ':. "!""f· 

1. A session ie presided by the Director (or Deput7 Director) 

or the Foreig:1 Department or the !!ar.k ot Sierra Leone. 

2. The session !s co111111enced ~y an exchange ot vievs on recent 

economic and monetary situations in Sierra Leone. and abroad vhich might. 

have an.infiuence on the future evolution of the foreign exchange . . 
---•~ c..;;;·~..:;:1...'...:-'l .. ~ ." .... ':\ .. -:?'.:..-~~ :'"::::.:.!.~..:..:.·..: . .' ..:,...:-~• .. :.:-;.,-~;-_ L- l ..... •;t,:_ 

market. 

B. Procedures to be rolloved by the Central Bank 

2. Distribute operation slips to the participants. 

3. Inform the previous fixing rate or the participant • 
• ·•· . 

4.1 Ask the participants to provide information on foreign exchange 
- . -~·· - ......... -. • . . .--· . - --•·---- . ,. -· .-.. - - . - -

operations between them, it any, etf'ected since the previous fixing session 
. ' . . ,. ~ . . 

.,.__ -~-- - ·- =- .. ------ •••• -.. -- ·----~••;.~• ····--•-,- ---··-

' (in the morning prior to the current session). 

~.c • 4.2 -~~ ~o"t;--or· th;~~tc~~-oi·th~- ~~~~ oper~t1~~- b.eilfe~n ':·::-.:~,,.,-:~;._.:;~~;~5y 

participants on -the operation slips in_ a chronological order. 
__ .. __._, __ '""- .·••-~--... ,_--r- - •---;;,·-·· ~r. - "'-:~ -• ·-··· -•-• 

4.:, Announce loudly the exchange rate (b'll!ing and selling) on the 

latest o! such operations ae i benchmark ot the opening of the session 
.. ·.=-- ... -· , \.-~---_;·--:! :..:::::~!::.::.~-...; 

("opening quotation"). 
• -,--,.._ : r -

4.4 In case of the absence ot such operations between participants, 
:: --~~~ .... --:. -':"=··~ ---~·,:..= -:·,-..-~ ".:: --.,,•"7-·:-:.: .~.-. .... ::.__ }:.Gs-r,~- --.. . •• ·,1 

the previous tixing rate is to be a benchmark tor the session. 
> • 

~- Ask the participants to provide their IISlc and bid orders b7 _ 

means ot the operation slips which indicate: 

- order.'a name; 

,~·-·:specification as to whether the order ·is selling or bu7ing; 
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- acount"or· the order; • .. 

de~ired exchange rate; ar.d 

~ru:ie or the correspor.dent banks atroad ror the settleinent 

or the possi~le tra.~saction. 

~- Collect the operation slips. 

.. 
I• Make a table based on the individual slips which indicates 

orde:-s ror p::!·chases on the le!t ha::d side and thc-se ror sales on the 

ri~ht :a.~~ s:je; orders with higher prices in local currency ter::is shal~ 

b_e put above thcn,e vi th lower p:-ices; or,faria for_ sales without limit are to be 

shovr. on ~h~ ~op while orders for pu:-chases without limit oc the bottom, 

respect~ ·:el:;. 

8. Ca:.culate the to~al ar.:our.t or orders tor sales and purchases, 

sep~ate!.;;. 
• . 

Look into the.structure or orders or the' first ro~nd in terms 

or the aco'!lr.t and the exchange rate with a viev to t-.aving a: idea as to 

the l:~.el.7 exct-.a~e rate at the !ixi:::g. 

10. Ar.r.o~nce ~ith ~ loud voice extrei::e exchange rates, i.e. the 
, 

lowest rate on pi.rchases a.~d the highest rate on sales. 

11. Ar.:com,ce the likely ezchar..;;e rate at the f'ixir.g b::,- Slljing that 

"the exc:.a.-..;;e rate at the rixing rate is expected to be at around such 

and such ur.less the participants otter new orders or a possible second 

round. 
... 

12. Ask the participants whether they wish to otter new orders 

in the second round. 

lJ. Take note or such new orders, it llnJ'• 

14. Repeat the process or collection ~r orders tor sales and purchases. 
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15. Reeumine the structure of the second-round-orders in ter111s 

• • 
of the ll!l!Olint· and the exchange rate to determine exactly both the fixing 

rate and the amount or transactions undertaken at the fixing rate. The 

rules to be followed in detenaining these rates and 11111ounts follows: 
. ' 

a. • Rates provided b:, purchasers indicate the maximum rate 

beyond which the purchasers would not effect transactions but. they would 
. . 

accept a rate which is lover then they offered. By contrast, rates -· 
. . 

"~~;;id~ by ;;eii~;s 'iep~sent the ·lliinimum 'i-ate'bel~v ~hich they· would 

not ;ell i:;;;:t ~uld accept "to self at a higher rate. 

"" ,:.:: ••• :.:~_-:-:~.-1;, • .-:_-J'_fi.Jiin1(rat:e is--ic/ btf 'dee~~e_d· ut>~-~ ~1 ~ing. dis.go~_-,:- _":_ -~.': 
• -:-1=._,, __ --,.. h.••·~ -- ~ .. c- ~-,-.-- .... ~.,. ---·-------._.... ..... - • __ -,~..,. ,.,, ~ ~ - ..... -........... ~ 

·-compariso:is between orders tor purcha&u :1:1d those tor sales, from high 

-- ···-~. - •. - ·-· "' ,.. 
' • to 'lov rates tor sales orders and froi:s lov to high rates for purcha~e 

orders. 

c. Orders without specified licit should be executed with 
• 

- - .. 
allows the largest orders for purchases to be transacted. 

,. e·:··-·rn ~~~s· ,.;he~e it Is ":i:mpossible''to satisfy 'these· orders . 
"without' ·specific "limit~ ·orders' vfth ·a"specificf aillount could be executed 

OD condition, 'hove.;.er,· that a !ixing rate' is decided.at a level ·o-ffer'ea 

by the orders with a specific amount • 

. ,: .. - '::... •• r.-· "!f the-·i=ate's-o'°ife;;d b:, purchases "exceedls· those 1>7'sel.l.ers 

. ·and the lllli~unt of orders for purchases is equal to that for 611l.es, a fixing 

r~te should be decided at a mid-point between the rates offered by the 

sellers anci purchasers. 

16. Announce the fixing rate decided·upon in line with- the above-
-.- , "' --.-.. ·,; ... --•••.,-:-- ,• - ·• ·-· -• .,,11-• • ,.. ___ .,_ ' ' - "\",r •• -~ • ~r'.,..f· 

mentioned procedures and its attendant itYentusl transactions, ·with a foud· •· 

Yoice. 
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